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ITEM 1. BUSINESS

Cautionary Statement Regarding Forward-Looking Statements

The statements in this report that are forward-loocking are based on current
expectations and beliefs and involve numerous risks and uncertainties that could
cause actual results to differ materially. The Forward-looking statements relate
to, among other things, operating results; anticipated cash flows; capital
expenditures; adequacy of resources to fund operations and capital investments:
our ability to increase customer and market acceptance of AMD Athlon(THM} and AR
Duron{TH) microprocessors, our sevepth—generation ‘microprocessors: our ability
to maintain average selling prices for our seventh-generation microprotessors;
our ability, and the ability of third parties, to provide timely infrastructure
salutions (chipsets and motherboards} to support our microprocessors; the effect
of foreign currency hedging transactions; our new suimlcron integrated, circuit
manufacturing apd desgign facility located in Dresden, Germany {Dresden Fab 30};
our ability to ramp producticn in Presden Fab 30 and the Fujitsu AMD
Semiconductor Limited {FASL} manufacturing facilities, For = discussion of the
facters that could cause mctual results to differ materially from the Fforward-
looking statements, see the “Finanpcial Conditien" and "Risk Factors®™ sections
set forth in “Management's Discussion and Analysls of Financial Condition and
Results of Operations" contained in our 2000 Annual Report to Siockholders, and
such other risks and uncertainties as set forth below in this report or detailed
in our other Securities and Exchange Commission reports and filings.

Genersl

Bdvanced Micra Devices, Inc. was incorperated under the laws of Delaware on
May 1, 1965. Cur malling address and executive affices are located at One AMD
Place, Sunnyvale, California 94086, and cur telephone number is {408} 732-2400.
Unless atherwise indicated, references to “AMD," "we™ and mas" in this report
intlude our subsidiaries.

We are a semiconductor mehufacturer with manufacturing facilities in the
U.S., Europe and Asia and sales offices throughout the world. Our products
include a wide variety of industry-standard digital integrated circults (ICs)
which are used in many diverse product applications such as relecommunications
equipment, data and network communications equipment, consumer electronics,
perscnal computers (PBCs}, workatations and servars.

For segment ipformation with respect to sales, operating results and
identifiable assets, refer to tha information set forth in Note % of the
Consolidated Financial Statements contained in pur 2000 Annual Report to
stockholders.

For a discussion of the risk fastors related to our business operations,
please see the "Cautionary Statement Regarding Forward-Looking Statements,"
"Risk Factors® and “Financial Condition® sections set forth in "Management®s
Discussion and Bnalysis of Financial Condition and Resulrts of Dperaticns™
contained fn our 2000 Annual Report to Stockholders.

The IC Industry

The IC market has grown dramatically over the past ten years, driven
primarily by the demand for zlectronic business and consumer preoducts. Today,
virtually all electronic products use ICs, including PCs and related
peripherals, ¥onice and data communications znd networking products, facsimile
and photocopy machines, home entertainment aquipment, industrial contrael
equipment and automobiles.

The market for ICs can be divided into separate markets for digital and
analog devices, We participate primarily in the market for digital ICs. The
three types of digital ICs used in most electronic systems are:

. microprocessors, which are used for contrel and computing tasks, anpd
compiementary chipset devices;

. memory circults, which are used to stors data and programming
instructions; and

. logic circuits, which are employed to manage the interchange and
manipulation of digital signals.

A discussion of the prihcipal parta of the digital IC market in which we
participate follows.

The Micropronessor Market

The microprocessor market is comprised of two broad tategories, which are
based on the function of the products. A microprocessor that performs computing
tasks is known as the Central Processing Unit (CPU) of a computer system.
Microprocessors used for control applications are often referred to as embedded
processors. AMD participates primarily in the CPU category, whigh is the largest
category within the microprocessor market.
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A CPU processor is an IC generally consisting of millions of transistors
that serves as the brain of a computer system such as a PC. The microprocessor
is typically the most critical componert te the performancé and efficiency of a
pC. The microprocessor controls data ¥lowing through the electrohic system and
manipulates such data as specified by the hardware or software which controls
the system. In 1981, IBM introduced its first PBC containing a microprocessor
based upon the x86 instruction set developed by Intel Corporation and ntilizing
the Microsoft(R] Corporation MS~DOS (R} operating system. As circuit design and
very large scale integrakion process technology have evolved, performance and
functionality of each new generation of xB6 microprocessors have increased. The
x86 microprocessor market has beea dominated by Intel since IBM*s introduction
of the PC.

The xB6 microprocessor market is characterized by intense competition,
short product life cycles, and rapid advances in product design znd process
technology. Taday, the greatest demaand for microprocessors is from BC
manufscturers. With few exceptions, PC manufacturers require X086 microprocessors
which are Microsoft Windows (R} compatible, Improvements in the performance
characteristics of microprecessors and deereases in production costs resulting
from advances in process technology have breadened the market for PCs and
increased Lhe demand for microprocessors.

The PC original equipment manufacturer (OEM} market ie highly competitive.
Most PC suppliers have evolved Crom fully integrated manufacturers with
proprietary system designs te vendors focused on building brand recognitien and
distribution cepabilities., Almost =1l of these suppliers now rely on Intel or on
third—party manufacturers for the major subsystems of thelr PCs, such as the
motherboard and chipsets. These suppliers are also increasingly outscurcing the
design and menufacture of complete systenms. The third-party manufacturers of
these subsystems, based primarily in Asia, are focused on providing PCs, '
motherboards and complementary chipset devices that incorperate the latest
trends in features and performance at low prices. Increasingly, these third-
party manufacturers are alao supplying fully configured PC systems through
alternative distribution channels.

Embedded processors are also an important part of the microprocessaor
market. Embedded processors are general purpose devices used to carry out a
single application with limited usar interface and programmability. R system
designed around an embedded processor usnally cannot be programmed by an end
aser because the system is preprogrammed to execute a speciflc task. Key markets
for embedded processors include teleccmmunications, networking, office
automation, storage, automotive applications and industrial control.

The Memory HMarket

Memory I{s store-data and instructions, and are characterized as either
volatile or non~volatile, Welatile devices lose their stored information after
electrical pover is shut off, while non—volatile devices retain their stored
information. The three most significant categories of semiconductor memory are
(1) Dynamic Random Access Memory {DRAM) and (2} Stalkic Random Access Memory
(SREMj , both of which are velatile memories, and {3) non~volatile memory, which
ipcludes Read-Only Memory (ROM), Erasable pProgrammable Read-Only Memory {EPROM),
glectrically Erasable Electrically Erogrammable Read-Only Momory (EEFROM) and
Flash memory devices. DRAM provides large capacity maia memory, and SRRM
provides specialized high-speed memary. We do not produce any DRAM products,
which are the largest part of the memory makket, or SRAM products. Flash and
other non~volatile memory devices are used in applications in which data must be
retajned after pover is turned off. However, ROM cannot be rewritten, EPROM
requires ultraviolet light as part of an erasure step pefore it can be
rewritten, and EEPROM utilizes 2 larger, mote expensive, memory cell.

geveral factors have contributed to an increasing demand for memory devices
in regent years, including the:

. expanding unit sales of PCs in the business and consumer markets}

. ipcreasing use and functionality of cellular phones;

. incregsing use of PCs to perform memory-intensive graphics and
multimedia functions;

. volume of memcry reguired to support faster miCTOprocessors;:

. proliferation of increasingly complex FC software; and

. increasing performance requirements of workstaticns, servers and
networkind and telecommunications eguipment.

Flash memory devices are being otilized for an expanding range of uses.
Flash memory devices have a size and cost advantage over EEPROM devices, and the
ability of Flash memory devices to he electrically rewriktfen to update
parameters or

system software provides greater flexibility and ease of use than other non-
volatile memory devices, such as ROM or BPROM devices. Flash memory devices can
store control programs and system-critical data in communication devices such &8s
cellular telephones and routers {devices used to transfer data between local
area networks). Another commeon application for Flash memory product is in PC
cards, which are inserted into notebook and subnotebook computers or personal
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digital assistants to provide added data storage,

The Logic Market

Logic devices consist of structurally intercomnnected groupings of simple
logical "AND" and logical YOR" functions, commonly described as "gates.”
Typically, complex combinations of individval gates are reguired to implement
the specialized logic Punctions required for System applications. The greater
the number of gates on a logic device, the higher that logie device's density
and, in general, device cost {(for a particular process and architecture}. Logic
devices are generally grouped into five families of products {from lowest
density Lo highest dengity):

. standerd logic devices;

. programmable logic devices (PLDs};:
. conventional gale-arrays;

. standard cells; and

. full custom ICs,

Conventional gate-arrays, standard cells and full~custom ICs are often referred
to as application~specific ICs {RSICs).

Many manufacturers of electronic systems are striving te develop new and
increasingly complex products to address evolving market oppertunities rapidly.
Achievement of this goal often precludes the use of standard logic ICs and
BSICs., Standard lLogic ICs generally perform simple. functions and are not
customizable, limiting & manufacturer*s ability to adéquately tailor an end-
product system. Although ASICs can be manpufactured to perform customized
functions, they generally involve relatively high initial design, engineering
and manufacturing costs, significant design risks, and may increase an &nd-
product’s time to market. As a result, ASICs are gengrally limited to high~
volume products and products for which time to market may be less critical.

A growing category of the full custom IC market is Application Specific
Standard Products {RSSPs). 1n this category, a full custom design, such as an
Ethernet controller, is used to implement a particular function and is sold to
multiple customers. Because the merket requirements fox these products have
become increasingly standard, they can achieve the cost advantages of full
custom design with the time to market advantages of a standard product. Almost
all of our networking products are a part of the ASSP category.

Unlike ASICs and standard logic ICs, PLDs are standard preducts,
purchased by system manufacturers in an unprogrammed or blank state. Each
system manufacturer may then program ths PLDs to perform 2 variety of specific
logic functions. Certain PLDs are reprogrammable. Compared to standard logic
ICs and BSICs, PLDs allow system designers to desiga and implement custom
logic more guickly. On Juns 15, 1993, we sold Vantis Corporation (Vantis), our
pLD subsidiary, to Lattice Semiconductor Corporation (Lattice), and we now
function as a Foundry and provide administrative services to Vantis.

Product Segments

In 2000, we participated in all three technology areas within the IC
market--microprocessors, memery circuits and logic circuits~-through our Core
Products, Veice Ceommunications and Foundry Services segments, Our Core Products
gegment includes our PC processors, Memory products and Other IC products. PC
processors include BMD seventh-generation microprocessors and AMD~K6 (R}
wicroprocessors, Memory products include Flash memory devices and EPROM devices.
other IC products include embedded processors, platform producks and networking
products, Our Voice Cemmunlcations segment consisted ¢f our voice communications
prodocts subsidiary, Legerity, Ine. {Legerity), until July 31, 2000, the
effective date of its sale. Our Foundry Services segment consists of fees for
services that we providé te Legerity and Vantis, our former PLD subsidiary.

on Rugust 4, 2000, we completed the sale nf 90 percent of Legerity for
approximately $375 million in cash, effective July 31, 2000. We retained a ten
percent ownership interest in Legerity and a warrant to acquire approximately an
additicnal ten perceat. As part of the transaction, we entered into various
service contracts with Legerity to contineue to provide, among other things,
wafer ‘fabrication and assembly, test, mark and pa;k services to Legerity.

Cors Products
Core Products (84.361 billion, or 34 percent, of cur 2000 net sales}
include PC processor, memory and other IC products, with the majority of the

Core Products segment's net sales belng derived from PC precessors and Flash
memory devices. :

PC Processors
In 2040, our most sighificant microprocessor product sales were from the

AMp Athlon(TM) and AMD Duron{TM) progessérs, our seventh-generation
microprocessor products. The AMD Athlon and AMD Duron microprocessors are based
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on superscalar RISC architecture and are designed to be compatiblé with
operating system software such as Windows 2000, Windows NT{R}, Windows 9B {and
their predecessor operatiny systems), Linux, Netware and UNIX.

We began volume shipments of AMD Athlon microprocessors in the second half
of 1599, The AMD Athlon processor is an xB6-compatible, seventh-generation
design featuring:

. a superpipelined, nine-issue superscalar microarchitecture optimized for
high cleck frequency;

. a fully pipelined, superscalar floating point unit:

. high~performance backside L2 cache interface;

. enhanced 3DNow! {TM) technology with 24 additional instructions designed
to improve integer math calculations, data movements for Internet
streaming, and digital sigpal processor (DSP) communications; and

. a system bus which is a 200 - MHz system interface based on the Alpha {TM}
EV6 bus protocol with support for scalable multiprocessing.

We began shipments of AMD Duren processors in the second half of 2000. The
AMD Duron processor, a derivative of the AMD Athlon processer core, is designed
to provide ap optimized solution fer value-conscious business and home users,
and Features:

. full-speed, on-chip L2 cache ﬁemory;
. a 200 MHz front side system bus; and
. a syperscalar floating poipt uwnit with enbhanced 3DHow! technology.

Our overall PC processor sales growth in 2001 depends upon a centinuing
successful production ramp in Dresden Fab 30, timely volume availability of
chipsets and motherboards from third party suppliers and increasing commercial
and cansumer market acceptance of BMD Athlon and AMD Duron micropraCessors.

Our microprocessor products have and will comtinue in 2001 and 2002 to
make significant contributions to our overall revenues, profit margins and
operating results. We plan to continue ta make significant capital expenditures
to support our microprocessar preducts both in the near and long Lerm. Our
ability to increase microprocesseor product revenues, and benefit fully from the
substantial financial investments and commitments we have made and continue to
make related to microprocessors, deperds upon the success of our seventh-
generation and future generations of microprocessors beginning with the "Hammer"
family of microprocessors that we plan to introduce in 2002. The Hammer
processors will he our first processors capzble of 64~bit operation, and are
being designed to deliver leading-edge perfoxmance on both the &4~bit software
used by high~end workstations and servers snd the 32-bit software uged by the
majority of desktop users.

The microprocessor market is characterized by short product life cycles and
migration to ever higher performange microprocessors. To compete succoessfully
against Intel in this narket, we must transition to new process technologies at
a Fast pace and offer higher perfarmance microprocessors in significantly
greater volumes. We must -achieve acceptable yields while producing
microprocessors at higher speeds.

Intel has domipated the market for microprocessors used in PCs for many
years, Because of its dominant market position, Intel has higtorically set and
controlled %86 microprocessor and PC system standards and, thus, dictated the
type of product the market requires of Intel’s competitors., In addition, Intel
may and does vary prices on its micraprocessors and othar praoducts at will and
thereby affects the margins and profitability of its competitors due to its
financial strength and dominant position. Intel also exerts substantial .
influence over PC manufacturers and their channels of distribution through the
“Intel Inside” brand and other marketing programs. Intel invests billions of
dollars in, abd as a result exerts influence over, many other technology
companies. We expect Intel to continue to invest heavily in. research and
development, new manufacturing facilities and other technology companies, and to
remain deminant:

. through the Intel Inside and other marketing programs; !

. through other contractual copstraints on custcmers, retallers, industry

suppliers and sther third parties;

. by controlling industry standards; and

. Wy controlling supply and demand of motherbeoards, chipsets and ather

system components.

As an extansion of lts dominant mieroprocessor market share, Intel also
dominates the PC platform. As a result, PC manufacturers have been increasingly
unable to innovate and differentiate their product offerings. We do not have the
financial resources to compete with Intel op such a large scale. As long as
Intel remains in this dominant position, we may be materially apd adversely
affected by its:

, product mix and introduction schedules;

. product bundling, marketing, merchandisipg and pricing strategies;

. control over industry standards, PC manufacturers and other PC industry
participants, including motherboard, chipset and basic input/output
system (BIOS) suppliers; and
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. cusktomer brand loyalty.

As Intel expanded its dominance over the PC aystem platform, many PC
manufacturers reduced their system development expenditures and now puzchase
microprocessors together with chipsets or in assembled motherbozrds from Intel.
PC OEMs are increasingly dependent on Intel, less innovative on their own and,
to a large extent, distributors of Intel technclogy. In marketing our
microprocessors to these OEMs and dealers, we depend upon compenies other than
Intel for the design and manufacture of core legic chipsets, graphics chips,
motherboards, BI0OS software and other components. In recent yrars, many of these
third-party designers and mapufacturers have lost significant market share to
Intel. In additien, these companies produce chipsets, motherbozrds, BIOS
software and other components to support each new generation of Intel's
microprocessers only if Intel makes information about its products available to
them in time to address market opportunities. Delay in the availability of such
information makes, and will continue tc make, it increasihgly difficule for
these third parties to retain or regain market share.

To compete with Intel in the microprocessor markel in the future, we intend
to continue to form close relationships with third-party designetrs and
manufacturers of chipsets, motherboards, graphics chips, BIOS software anpd osther
components. Simllarly, we intend to expand our chipset and system design
capabllities, and tc affer OBMs licensed system designs incorperating our
processors and companion producks. We cannot be certain, however, that our
efforts will be successful.

We do not currently plan to develop microprocessors that are bus interface
protocol compatible with the Pentium III, Pentiem IV and Celercn processcrs
because our patept cross-license agreement with Intel does not extend to
microprocessors that are bus interface protocel compatible with Intel’s sixth
and subsequent generation processors. Thus, the AMD Athlon and AMD Duron
microprocessors are not designed to function with motherbocards and chipsets
designed to work with Intel microprocessors. The same will be trus of our Hammer
family microprocessors. Our ability to compete with Intel in the market for
seventh-generation and future generation mi.croprocessors will depend on our:

. success in designing and develeping the microprocessors; and

. ability to ensure.that the microprocessors can be used in PC platforms
designed to suppert our microprecessors, or that platforms are avallable
which support beoth Intel processors and our processors.

Mempry Products

our flash memory devices are used in cellular telephones, networking
equipment and other applications thet reguire memory to be non-volatile and
electrically rewritten. This feature provides greater flexibility and ease of
use than EPROMs and other similar integrated circuits that canpot be
electrically rewritten, Flash memory devices alse have a size and cost advantage
over GEPRON devices, Communicatiocns companies vse Flash memory devices in
celluiar telephones and related equipment to erable users to add and modify
frequently called numbers and te allow manufacturers to preprogram firmware and
other information. In networking applicaticns, Flash memory devices are used in
hubs, switches and routers to enable systems to store firmware and reprogrammed
Internet addresses and other routing information. Use of Flash memory devices is
proliferating into a variety of ether applications, such as set-top boxes,
automotive contro) systems, personal digital assistants, digital cameras and
other consumer electronic ikems,

Compatitien in the market for Flash memory dasvices will increase in 2001
and beyond as exlsting manufacturers imntroduce pew products and industry-wide
production capacity increases. In 2000, almost all of ouxr Flaah memory devices
were produced in Japan throwgh Fujitsu AMD Semiconductor Limited {FASL), our
joint venture with Fujitsu Limited.

EPROMs represent an older generation of erasable, programmable read-cnly
memory technology which is used primarily in the electronic equipment industry.
Thess devices are used in cellular telephcnes, wireless base stations,
telecommunication

switching equipment, automotive spplications, FC hard disk drives, printer
controllers, industrial mschipe controls and numerous othar types of electrenic
equipment to stors firmware which contrels the equipment's operation. EPROMs are
generally preferred over more expensive Flash memory devices in applications
where end users dp nob need to reprogram the information stored on the IC. We
belicve the market for EPROMs, which is significaptly smaller than the market
for Flash memory devices, will continue to decline as CPROMs are replaced in
various applications by Flash memczy devices.

Other ICs

Embedded Processers. Our embedded processcors are x86 software compatible
general purpose processors designed specifically for embedded applications. Our
16-bit family of EB6 embedded processors are built around the CLBG6/C188
processor with additlonal integrated features such as additional memory, serial
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EXHIBIT 13

SINANCIAL HIGELIGHTS

Five Years Ended December 31, 2000
{Dollars in thousands except per share

amounts, ratios, and employment figures) 2000 1959 1998 15397 1596
Het sales 5 4,644,187 § 2,657,604 § 2,542,141 $ 2,356,375 § 1,953,019
pperating income {loss) . . 885,736 {320,916) {263,642 {80, 653} {253,310)
Net income {(losal* 983,026 {88,936} {103, 360} {21,090} (68,950}
Net income {loss) per common share:*¥

Basic . 3.18 (0,30} (D, 36) (0,07} {0.25)

Diluted 2.99 {0,307 {0,36) {D.07} {0.25)
Working capital 1,433,580 499,226 721,306 448,497 445, 604
Tptal assets 5,767,735 4,377,638 4,252,968 3,515,271 3,145,283
Long-term debt, capital lease obligations

and other, less current portion 1,167,973 1,427,282 1,372,416 662, 609 444,830
Stockholders' equity 3,171,667 1,979,213 2,005,049 2,029,543 2,021,878
Capital additions 805,474 619,772 996,170 329,870 483,723
Depreciation and amortization 579,G70 515,520 467,521 394,465 346,774
Research and development 641,799 635,784 567,402 467,877 400,703
Research and development as a . .

percentaga of net sales 13.8% 22.2% 22.3% 19.9% 20,5%
Return on equity 38.2% (4.9)% (5.2)% "(1L.0}% {3.2}%
Debt as a percentage of capital 26.9% 41.5% 44.7% 24.B¥ 18.5%
Worldwide employment 14,435 13,354 13,597 12,759 12,181

“Net income f£or 2000 includes a $212 million gain, net of tax, on the sale of
AMD's subsidiary, Legerity, Inc. and a $23 million extraordinary loss on debt
retirement, net of tax; net loss for 1999 includes a $259 million gain, net of
tax, on the sale of AMD's subsidiary, Vantis Corperation.

+¥Net income {loss) per common share, basic and diluted, for all prior pariods,
has been restated to reflect a two-for-one stock split effected in the form of
a 100% stock dividend on RAugust 21, 2000.
..1..

MANAGEMENT'S DIBCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

CAUTIOMARY STATEMENT REGRRDING FORWARD-LOOKING STATEMENTS

The statements Ln this Managementfs Discussion and Bnhalysis of Financial
Condition and Results of Cperations that are forward-looking are based on
current expectations and beliefs and ipvelve numerous risks and uncertainties
that could cause actual results to differ materially. The ferward-looking
stmtements relate to, among other things, operating results:; anticipated cash
flows; capital expenditures; adequacy of resources to fund operations and
capital investments; our ability teo transition to naw process technoleogies; our
ability to produce A¥MD Athlon{TM) and AMD Duron(TM) microprocessors in the
volume reguired by customers on a timely basis; our gbility, and the ability of
thizd parties, to provide Limely infrastructure seolutiens {motherboards and
chipsets) to support our microprocessars; our ability to increase customer and
market aeceptance of our microprocessors; our ability to maintain average
selling prices for our microprocessors; our akility to meet the demand for Flash
memory products; the effect of foreign currency hedging transactions; our new
submicron integrated circuit manufacturing and design facility in Dresden,
Germany {Dresden Fab 30); and the Fujitsu AMD Semiconductor Limited {FASL}
manufacturing facilities. See “Financial Condition" and "Risk Factors" below, as
well as such other risks and uncertaintles as are detailed in our Securities and
Exchange Commission reports and filings for a discussion of the facters thak
could cause actual results to differ materially from the forward-looking
statemenks.

The folleowing discussion should be read in conjunction with ths consolidated
Financinl statements included in this annual report and related notes as of
December 31, 2000 and December 26, 1999 and for each cf the three years in the
period ended Pecemper 31, 2000.

RESULTS OF OPERATIONS

In 2000, 1959 and 1998, we participated in all three technology areas Within the
digital integrated circuit (IC) market-~microprocessors, memory circulits and
logic circuits--through our Core Products, Veice Communications, Vantis and
Foundry Services segments, Ouxr Core Products segment includes our PC processors,
Memory products and Other IC products. PC processors include AMD seventh~
generation microprocessors and AMD-K6(R) family microprocessors. Memory products
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include Flash memory devices and Erasable Programmable Read-Only Memory {(EPROM)
devices. Other IC products include embedded processors, platform products and
networking products. Qur Velce Communications ssgment consisted of our voice
communications preoducts subsidiary, Legerity, Inc. {Legerity), until July 31,
2000, the effective date of its sale. Qur Vantis segment consisted of aur
programmable logic devices subsidiary, vantis Corperation {Vantis), until June
15, 1889, the date of its sale. Our Foundry Services segment consists of fees
for services that we provide to our former subsidiaries, Legerity and Vantis.

On Rugust 4, 2000, we completed the sale ol 90 psrcent of Legerity for
approximately $375 million in cash, effective July 31, 2000. We retained & ten
percent ownership interest in Legerity 2nd a warrant to acquire approximately an
additional ten percent, As part of the transaction, we entered inte various
service contracts with Legerity to continue to provide, amang other things,
wafer fabrication and assembly, test, mark and pack sexrvices to Legerity.
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on June 15, 1999, we sold Vantis to lattice Semiconductor Corperation (Lattice}
for approximately $500 million in cash. BAs part of the trapsaction, we entered
inte service contracts with Vantis te provide, ameong other things, wafer
fabrication and assembly, test, mark and pack services to Vantis. We receive
fees from Lattice For these services.

The following is a summary of net sales by segment for 2000, 199% and 1598:

20G0 1999 1398
(Millions) .
Core Products segment:
2{ Processors . g 2,337 $ 1,387 s 1,258
Memory Products 1,567 773 561
other IC Products 457 400 3p2
1,361 2,560 2,181
Volce Communications segmenkt ' 140 168 156
vantis segment - 87 205
Foundry Services segment 143 43 -

Total $ 4,604 S 2,858  § 2,542

Net Sales Comparison of Years Ended December 31, 2000.and December 26, 1392

Total net sales increased by 51,786 million in 20D0, or 63 percent, toO 54,4644
million from §2,85B million in 138D.

BC progessors net sales of $2,337 million increased by 6B percent in 2000
compared to 19%%, This increase was primarily due to a strohg increazse in net
sales of our seventh-generatjon microproressors, the AMD Athlon and AMD Duron
microprocessors, The AMD Duron micreprocessor, a derivative of the AMD Athlon
nicroprocessor designed to provide a solution for value conscious PC buyers,
beeame available in June 2000. The strong increase in unit sales of our
seventh~generation microprocessors more than offset the decline in average
selling prices. The increase was partially offset by a decrease in net sales of
the AMD-K6 Eamily microprocessors as a result of market shift toward our
seventh~geheration microprocessors. Overall PC processors sales growth in 2001
depends on & continuing successful production ramp in Dbresden Fab 30,
availability of chipsets and motherboards from third-party suppliers and
increasing market acceptance of our seventh-generation microprocessoks, as to
which we cannet glve any assurance.

Memory products net sales of $1,567 million increased by 103 percent in 2000
compared te 1999 primarily due ©to growth in sales volwse, higher average selling
prices, and a rich preduct mix of Flash memory devices, which was slightly
offset by a decline in net sales of EFROMs. We plan to continue to expand
manufacturing capacity through FASL to achieve further growth in net sales of
Flash memory devices in 2001, as toc which we cannot give any assurance.

Other IC products net sales of $457 million increased by 14 percent in 2009
compared to 1999, The increase was primarily due to increased net sales from our
chipset and home networking products.

._3._
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Voice Communications products net sales of 5140 million decreased by 17 percent
in 2000 compared Lo 18999 as a result of the sale of our Legericy subsidiary,
effective July 31, 2000.

There were no $ales From Vantis products in our 2000 net sales. Vantis products
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contributed 587 million Lo our 1995 net sales prior to Vantis® sale.

The Foundry Services segment included service fees of 5143 million from Lattlee
and Legerity in 2000 compared to $43 milliop from Lattice in 19399, The increase
was primarily due to the addition of service fees from Legerity and secondarily
to an increase in service fees from Lattice.

Kat Sales Comparison of Years Ended December 26, 1993 and becember 27, 1998

Total net sales increased by $316 million, or 12 percent, to $2,858 millien in
1999 from 52,542 million in 1598,

PC processors net sales of §1,387 million increased by ten percent in 1399
compared to 1898, This increase was primarily due to the introduction of AMD
Athlon microprocessors, which were our first =seventh-~generation Microsoft
Windows compatible microprocessors, at the end of the second quarter of 1939,
and was partially offset by a decrease in net sales of AMD~KE& microprocessors.
Although unit sales volumes of AMD-K6 microprocessors increased, net sales
decreased duoe to declines in average selling prices which were caused by
aggressive Intel pricing, including marketing programs and product buhdiing of
microprocessors, motherboards, chipsets and combinations Lhereof.

Memory preducts net sales of $773 million increased by 38 parcent in 1959
compared to 1998 primarily as a result of strong growth in demand for Flash
memory devices, which was slightly offset by a decline in net sales of EPROMs .

Other IC products net sales of $400 milljon increased by ten perceat in 19589
compared to 1998 primarily due to an increase in pet sales from chipaset products
and home networking products,

Vpice Communications net sales of $166 million were relatively flat between 1339
and 1996. Increases in net sales from our Ethermet controllers and physical
layer circuits, as well as increases in net sales of lirecard circuits, were\
offset by a weakness in the sales of mature network products,

vantis products net sales of $87 million decreased by 58 percent in 13899
compared to 1998 primarily because there Were twWo quarters of sales in 1999
prior to Vantis' sale, as compared to a full year of sales in the prior year,

The Foundry Services segment consisted of service fees of §43 million f£rom
Lattice in 1998,

Comparison of Expenses, Gross Margin Parcentage and Interest Income and Other,
Net

The following is a summary of expenses, gross margin percentage and interest
income and other, net for 2000, 1999 and 1998:

-
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(Nillioms except for gross margin percentage) 2000 199% 1998
Cost of sales $ 2,515 $ 1,964 5 1,718
Gross margin percentage 46% 31% 32%
Research and development $ 642 $ 636 s 567
Marketing, general and administzative 599 540 420
Restructuring and other special charges - 38 "
Gain on sale of Vantis - 432 -
Gain on sale of Legerity 337 - -
Litigation settlement - - 12
Interest income and other, net ’ 46 32 34
Interest expense 60 69 &6

We operate in an industry characterized by high fixed costs due to
aapital-intensive manufacturing processes, particularly the costs to buiid apd
mainkain state-of-the-art preduction facilities reguired for PC mlcroprocessoxzs
and memory devices. As a resullt, our gross margin percentage is significantly
affected by fluctuations in product sales. Gross margin percentage growth
depends op continvally increasing sales from migroprocessors ahd memory products
because fixed costs continue to rise due to the ongeing capital investments
required to expand production capability and capaclty.

Gross margin percentage increesed to 46 percent in 2000 compared Co 31 percent
in 1999, The increase in gross margin in 2000 wes primarily due to higher nat
sales fram PC microprocessors and Flash memory devices, partially offset by a
reduction of gross margin as a result of the sale of Legerity, effective July
31, 2000 and- an increase in fixed costs. Fixed costs will continue to increase
as we ramp production capacity in Dresdem Fab 30, Dresden Fab 30 went into
production in the second quarter of 2000, which contributed to, and will
continue Eo contribute te, Lncreases in cost of sales,
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Gross margin percentpge was relatively flat between 1959 and 1998, The slight
decline in gross margin percéntage in 193% was primarily caused by lower average
selling prices of AMD-K6 microprocessors comblned with higher fixed costs.

Research and development expenses of $642 million in 2000 increased slightly .
compared ko 1993, This slight increase is due to increased costs related to
research and development activities for PC microprocessors, affzet by a
substantial portion of Dresden Fap 30 expenses shifting to cost of sales as
production of PC micreprocessors commenced in the second quarter of 2000, and
research and development subsidies received from the German government.

Ressarch and developmant expenses of $636 millien in 1999 increased 12 pertent
compared to 1998 due to a full year of expenses associated with the Motorola
alliznee (discussed below) and increases in spending for Facilitization and
pre~production process development in Dresden Fab 30 and research and
development activities for the BMD Athlon microprocessor. Thess additiohal costs
were partially offset in 195% by savings ip our Submicron Development Center
[5DC) as a result of restructuring activities, savings related to the absence of
Vantis expenses in the second half of 1999 and the recognition of deferred
credits on foreign capital grants and ipterest subsidies that were received for
Dresdan Fab 30,

In 1398, we entered into ap alliance with Motorola for the development of logie
and Flash memory process technology. Costs related to the alliance are included
in research and development expenses. The alliance includes a seven-year
technolegy development and license
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‘agreement, which was amended on January 21, 2000 to include certain additional
technolegy, and a patent cross-license agreement. The agreements provide that we
will cowdevelop with Motorola future generation logic process and embedded.Flash
technologies, In addition, we have received certain licenses to Motorola's
semiconductor logic process technologies, including copper interconnect
technology, which may be subject to variable royalty rates. In exchange, we have
developed znd licensed to Motoerola a Flash module design to be used in
Motorola's futura embedded Flash products, Wotorola will have additional zights,
subject to certain conditions, to make standwalene Flash devices, and Lo make
and sell certain data networking devices. The rights to data networking devices
may be subject to variable royalty payment provisions.’

Marketing, genaral end administrative expenses of 5599 millioa in 2000 increased
11 percent rcompared to 1999 primarily as a result of marketing and promotional
activities for the AMD Athlon microprocessor, our launch of the AMD Durcn
microprocessor, and higher expenses associated with higher labor costs including
profit sharing. These increases were partially offset by the absence of Legerity
expenses during the second half of 20090.

Marketing, general and administrative expenses of $540 million in 1933 increased
29 percent compared to 1998 primarily due to marketing and promotional
activities for the BMD Athlon microprocessor, increased costs and related
deprecintion expense associated with new information systems and software put
into production in 199% and higher labor costs. These increases were partially
oEfset by savings related to the absence of Vantis expenses in the third:and
fourth guarters of 1398.

In the first quarter of 1993, we initiated a review of our cost structure. Based
upch this review, we recorded restructuring and other special charges of 3B
million in 1959 as a result of certain of our ackions to better align our cast
structure with expected revenue growth rates.

The 538 million in restruckuring and other special charges consisted of the
Following:

$25 milllon for the closure of a submicren development laboratory
famility in the SPhC, the write~off of certain equipment in the SDC and
the write-off of eguipment taken out of service in Fab 25 related to
the 0.35-micron wafer fabrication process;

. $6 million for the write—off of capitalized costs related to
discontinued information system projects;

' 53 million For the disposal of eguipment taken out of service in the
sbc;

. $3 million for severance and employee benefits for 178 terminated
employees in the Information Techpology department, the SDC and certain
sales offices; and

. %1 million for costs of leases for vacated and unused sales offices.

As of December 31, 2000, the cumulative toral cash outlay for pestracturing and

other special charges was approximately 57.5 mlllion., We anticlpate that the
remaining sccrual of $0.5 million related to sales office facilities will be

Source; ADVANCED MICRO DEVIC, 10-K405, March 20, 2001



utilized over the period through lease terminaticns in the second guarter of
2002, The payments of the accruals sre expeected to be funded by cash from
operaticns.

The remaining #30 million of restructuring and other special charges censisted
of nonweash charges primarily for asset write—offs. As a result of the
restructuring and other special charges,

e
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we expect te save a total of $30 million in depreciation expense over the three
to five year period beginning the second quarter of 1989,

Oon August 4, 2000, we completed the sale of 90 percent of Legerity for
approximately $375 million in cash to Franciscoe Partners, L.P., effective July
31, 2000, Prior to the sale, Legerity was a wholly owned subsidiary of AMD,
selling velce communications products. Our pre-tax gain on the sale of Legerity
Was 5337 million. The gain was computed based on the eXcess of the considsraticen
received for Legerity's net assets as of July 31, 2000, less direct expenses
related to the sale. The appiicable tax rate on the gain was 37 percent,
resulting in an after~tax gain of $212 million. We have retained a ten percent
awnership interest in Legerity and = warrant to acquire approximately an
additional ten percent. As part of the transaction, we entered into various
service conbracts with Legerity to continue to provide, among other things,
wafer Eabrication and assembly, test, mark and pack services to Legerity.

on June 15, 1999, we completed the sale of Vantis te Lattice Semiconductor
Corporation for approximately $500 million in cash, The actual cash received was
net of Vantis! cash and cash equivalent balance of approximately $46 million as
of the clesing of the sale. Our pre~tax gain on the sale of Vantis was §432
million. The gain was-computed baged on the excess of the copsideration received
for Vantis® nel assets as of June 15, 1999 less direct expenses related to the
sale. The applicable tax rate on the galn was 40 percent, resulting in an
after~tax gain of $2392 million,

A litigation sartlement of approximately $12 million was recorded in the first
quarter of 1998 for the settlement of a class action securities lawsuit against
us and certain of our current and former officers and directors. We paid the
settlement during the third guarter of 1593,

Interest income and other, net of $B6 million in 2000 increased 168 percent
compared to 1929 primarily due to higher average cash and short and long term
investment balances. Interest expense of $60 million in 2000 decreased 13
percent compared to 1999 primarily due to lower average debt balances resulting
trom retirement of a portion of our 11% Senicr Secured Wotes due 2003 (Senlor
Secured Notes) in Rugust 2000, coffset by a reduction of capitalized interest as
a result of completion of Dresden Fab 30,

Interest income and other. net of $32 million in 1299 decreased seven psreeht
compared to 1950 primarily as a result of lower interest income from lower
invested cash balances. Interest expense of $69 million in 19339 increaged four
percent compared to 19%8 due to a full year of interest expense in 1999 on the
55%17.5 million of 6% Convertible Subordipated Notes due 2005 (Convertible
Subordinated Notes) sold in May 1998.

i On hugust 2, 2000, we retired approximately $356 million aggregate principal
i amount of our Senior Secured Notes at a premium to their book value, in

: connection with a tender offer for those notes, We ipecurred a one-time
extracrdinagy loss, net of tax, of 523 million in connection with the retirement
of the debt.

Income Tax
We recorded income tax provisions of §2537 million in 2000 end $167 million in
1999, and a tax benefit of $92 million in 1998. The effective tax rate for the
year ended December 31, 2000 was
-
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20.5 percent, reflecting the benefit of realizing previously reserved deferred
tax assets. The 1899 effective tax rate of 227 percent reflected the
establishment of such reserves against our deferred tax assets due to current
and prior operating losses. The effective tax benefit rate was 44 percent for
1998, reflecting the benefits of fax credits and low-taxed foreign income,

- We had net deferred tax assets of 5$14.5 million as of Decamber 31, 2000.

Other ltems

Internationsl sales as a pergent of net sales were &0 percent in both 2000 and
1999 and 55 percent in 1998, During 2000, approximalely six percert of our net
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sales were denominated in foreign currencies. We do not have sales denominated
in locel currencies in countries which have highly inflationary economies {as
defined by generally accepted accounting principles}. The impact on our
operating results from changes in foreign currency rates individually and in the
aggregate has not been material.- .

comparison of Segment Income (Loss}

In 2000, we operated in three reportable segments: Lhe Core Products, Voice
Communications apd Foundry Services segments. As a result of the sale of
Legerity, effective July 31, 2000, we re~evaluated our segment reporting .
srructure. Prior period segment information has been restated to conform to the
current peried presentation, The Core Products segment includes Microprocessors,
Flash memory devices, EPRCMs, embedded processors, platform products and
networking products. The Voice Communications segment includes the voice
conmenications products of our former subsidiary, Legerity. The Vantis segment
inciuded the programmable logic devices (FLD) of our former subsidiary, Vantis,
pfior to its sale on June 15, 18239, The Foundry Services segment includes fees
for services provided to Legerity and ¥antls. For a comparison of segment net
sales, refer to the previous discussions on net sales by product group.

The following is a summary of operating income (less) by segment for 2000, 19%%
and 15%986: :

e b - —— e i v s ko i AV 40T T PO T TR T 980 P B 4 Ty e o 0 kU 18 60T T

(Millions} 2000 1999 199%38
Core Products $ 832 $ (3425 $ (182}
Upice Communications 35 14 {24)
Vantis - © 6 22
Foundry Services 22 1 -
Total : $ 888 § (321 $ (164}

P—— [T —————re e LR R U R SR Bt S

The Core Products Segment operating income increased by $1,174 million in 20040
compared to 1999 primarily dwe to an increase in net sales of our
seventh-generation microprocessors and Flash memory devices which more than
offset higher fixed costs.

The Voice Communications segment operating income increased by $21 million in
2000 compared to 1999 primarily due to an increase in net sales of
telecommnications linecard circuits and devices for physical-layer Ethernet
solutions. The increase in operating income was also due to decreased costs and
eupenses as a result of the sale of Legerity effective July 31, Z000.

—g-
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The Vantis segment operating insome was zero in 2000 due to the sale of Vantis
on June 15, 1999, Vantis had sales actlvity for 24 weeks in 1999.

The Foundry Services segment operating‘income jincreased by $21 million in 2000
compared to 1999 primarily due ko the addition of gservice fees.

FINANCIAL CONDITICN

Net cash provided by operating activities was $1,206 million in 2000 primarily
due to net inceme of $983 million and depreciation and amortization of $579
million, offset by a nonrecurring $337 million reduction to operating cash flows
from the gain on the sale of Legerity in 2000, a decrease af $269 million in
other assets, an increase of §158 million from income tax penefits from employee
stock option exercises, a decrease of $156 million in inventory, an increass of
§157 million in payables and accrued liabilities, an increase of 5143 million
from customer deposits under long-ferm purchase agreements, a decrease of §132
millfon in accounts receivable, an increase of §79 million in prepaid expenses
and a decrease of $35 million from foreign grant and subsidy income.

Het cash provided by dperating activities was $260 million in 1999 primarily due
to the net loss of $89 millior, a nonrecurring $432 million reductien in
operating cash flows from the gain on the sale of Vamtis in 1999, an increase of
8516 million trom depreciatiop and amortizstion, an increase of $161 million
from deferrad income taxes, an increase of $156 million in payables and accrued
liabilities, a decrease of $102 milllon in prepanid expenses, an increase of §55
milliop in other assets, a decrease of $50 million from foreign grant and
subsidy income not received in cash, a decrease of 545 million in accounts
receivable and a decrease of $23 million ik inventory.

Ret cash provided by operating activities was $142 million in 1338 primarily due
to = net lose of $104 million, an increase of 5468 million from depreciation &nd
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amortization, 2 decrease of 5107 million in deferred income taxes, a decrease of
888 million in accounts receivable, a decrease of 546 mmillion in other assets,
ap increase of 515 million 4n payables and accrued liabilities, a decrease of
$13 million in prepaid expenses, an increase of $3 million in tax refund
receivable and tax payable and a decrease of §7 miilion in inventory.

Ret cash used in investing activities was $B16€ million in 2000 primarily due to
$805 million used for purchases of property, plant and equipment, offset by 5375
million we received in 2000 from the sale of Legerity and $388 millicon of net
purchases of avallable-for-sale securities. Net cash used in investing
activities was $142 million in 1999 primarily due to $454 millien from the sale
of Vantis, a decrease of $620 million from purchases of property, plant and
equipment offset by $15 million in net proceeds Crom sales of available-for-sale
securities, and $4 million in proceeds from sales of property, plant and
equipment. Net cash used in investing activities was 5997 million in 1999
primarily due to $975 million from purchases of preperty, plant and equipment.

Net cash used in financing aerivities was $101 million in 2000 primarily due to
$375 million in payments on debt and capital leass obligations offset by 5136
million in proceeds from borrowing activities, $123 million in proceeds from
issuance of stock and §15 millicm in
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proceeds from foreign grants and subsidies. Net cash used in financing .
activities was 5174 million in 1599 primarily due tc $244 million in payments on
debt and capital lease obligations offseb by $12 million in proceeds from
borrowings, $44 million in proceeds from issuance of stock and 514 million in
proceeds from foreign grants and subsidies, Net cash provided by financing
activities was $950 million in 1998 primarily due to $816 million in proceeds
from borrowings, an increase in proceeds of $197 mildion from foreign grants and
subsidies and a decrease of $93 million in payments on debt and capital lease
obligations,

Under our Loan and Security Agreement {the Loan Agreement} effective on July 13,
1995, which provides for a Epur~year secured revolving line of credit of up to
$200 millien, we can borrow, subject to amounts which may be set aside by the
lenders, up to B5 percent of our eligible accounts receivable from Original
Equipment Manufacturers {QDMs) and 50 percent of our eligible accounts
receivable from distributors. We must camply with certain financial covenants if
the level of domestic cash we hold declines to certain levels, or the amount of
borrowings under the Loan Agreement rises to vertain levels. Qur obligations
under the Loan Agreement are secured by a tledge of mest of our accounts
receivable, inventory, gensral intangibles and the related proceeds. Rs of
Degember 31, 2000, no funds were drawn under the Loan Agreement. In addition, we
had available unsecured, uncommitted bank lines of credit in the amount of $24
millien, none of which were outstanding.

We plan to make capital investments of approximately $1 billion during 2001.
These investments include thoase relating te the coatinued facilitization of
Dresden Fab 30 and Fab 25.

On January 29, 2001, we announced that the Board of Directors had autherized a
program to repurchase up to $300 million worth of our common shares over a
period of time to be determined by management. These repurchases will be made in
the open market or in privately negotiated transacticns from time to time in
compliance with the SEC’s Rule lb~18, subject to market conditions, applicable
legal reguirements and other factors. This plan daes not obligate us to acquire
any particular amount of our common stock and the plan may be suspended at any
time at our discretion.

BMD Saxony, an indirect wnolly owned German subsidiary of AMD, operates Dresden
Fab 30 which began productiocn in thes second guarter of 2000, AMD, Lhe Federal
Republic of Germany, the 3tate of Saxony and a consortium of banks are
supporting the project. We currently estimate construction and facilitization
costs of Dresden Fab 30 will be $2.3 billion when fully equipped by the end of
2003. We have invested $1.4 billlon to date. Im March 1937, AMD Saxony entered
into 2 loan agreement and other related agresments (the Dresden [.oanh Agreemenls}
with a consortium of banks lad by Dresdner Benk AG. Because most of the amounts
under the Dresden Loan Agreemeats are denominated in dewtsche marks, the dollar
amounts set Forth below are subject to change based on applicable conversion
rates, We used the exchange rate at the end of 2000, which was approximately
2.20 deutsche marks to one 0.5, dollar, to value the amounts denominated in
deutsche macks, The Dresdsn Loan Agreements prowide for the funding of the
construction and facilitization of Dresden Fab 30. The funding consists ofs

. e=guity, subordinated lcans and loan guarantees from AMD:
loans from a consortium of banks; and
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. granis, subsidies and loan guarantees from the Federal Republic of
Germany and the State of Saxony.

The Dresden Loan Agrsements require that we partlaliy fund Dresden Fak 30
project costs in the form of subsrdinated loans tp, or eguity investments in,
AMD Saxony. .In accordance with the terms of the presden Loan Rgreements, we have
invested $410 million as of December 31, 2000 in the form of subordinated loans
to and equity in AMD Saxony. In addition to support from AMD, the consortium of
banks referred to above has made available $750 million in loans to AMD Saxony
to help fupd Dresden Fab 30 project costs. AMD Saxony had §375 million of such
loans putstanding as of December 31, 2000,

Finally, the Federal Republic of Germany and the State of Saxony are supporting
the Dresden Fab 30 project, in accordance with the Dresden Loan Agreements, im
the form of:

. guarantees of 65 percent of AMD Sareny bank debt up to a maximum of
5750 million in bank debt;

: capital investment grants and allovwances totaling $287 millien; and

. interest subsidies totaling $141 million.

Of these amounts, AMD Sazony had received $284 millien in capital investment
grants and allowances and $38 million in interest subsidies as of December 31,
2000. The drants and subsidies are subject to conditions, including meeting
specified levels of employment in December 2001 and maintaining those levels
uptil June 2007. Moneompliance with the conditions of the grants and subsidies
could result in the forfeiture of all or a portion of the future amounts to be
recelved as well as the repayment of all or a portion of amounts received to
date. As of December 31, 2000, we were in compliance with all of the conditions
of the grants and subsidies.

In February 2001, we amended the Dresden Loan Agreemeats to reflect new capacity
and incremsed capital expendlture plans for Dresden Fab 30. Under the February
2001 amendments, we agreed to increase and extend our guaranty of BMD Baxony's
obligations and to make available to AMD Saxony revolving loans of up to 3500
miliion. We expanded our obligation to reimburse AMD Saxony for the cost of
producing wafers for us and we also agreed to cancel the cost overrun facility
made avallable by the banks. Under the February 2001 amendments, we have been
celeased from financial covenants limiting capital expenditure and requiring AMD
Saxony to achieve capacity znd production cost targets by the end of 2001.

The Dresden Loan Agreements, as amended, also require that we:

) provide interim funding to AMD Saxony if either the remaining capital
fnvestment allowances or the remaining interest subsidies are delayed,
such Funding to be repald to AMD as BMD Saxony receives the grants pr
subsldies from the State of Saxony}
fund shortfalls in government subsidies resulting from any default
under the subsidy agreements caused by AMD Saxony or its affiliates;
and
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. guarantee up to 35 percent of AMD Saxony's obligations under the
Dresden Loan Agreements, wWhich guarantee must not be less than §9D
mkllien of more than $273 million, wntil the bank loans are repaid in
full,

The definition of defaults under the Dresden Loan Agreements includes the
failure of AMD, BMD Saxony or AMD Holding, the parent conpany of AMD Szxony and
a wholly owned subsidiary of AMD, to comply with obligations in connection with
the Dresden Loan Agreemants, including:

. material variances from the approved plans and specifications;
our failure to fund equity contributions or shareholder loans Or
otherwise comply with our obligations relating to the Dresden Loan
Agreements; .

, the sale of shares in AMD Saxony or BMD Holding;

. the fallure to pay material obligations: .

. the occurrence of a material adverse change or filings or proceedings
in bankruptcy or insolvency with respect te us, AMD Saxony or BMD
Holding; and

. the occurrence of default vnder the indenture dated August 1, 1986
berween AMD and the United States Trust Company of New York (the
Indenture} pursuant to which cur Serior Secured Notes were issued eor
the Loan Agreement,

Generally, any default with respect to borrowings made or guaranteed by AMD that
results in recourse te us of more than $2.5 million and is not cured by us,
would result in a cross—defanlt under the Dresden Loan Agrecments and the Loan
Agreemept, Under certain circumstances, cross-defaults result under our
Convertible Subordinzted Notes and the Dresden Loan Agreements. As of December
31, 2000, we were in compliance with all conditions of the Dresden Loan
Bgreements.

Source; ADVANGCED MICRO DEVIC, 10-K405, Margh 20, 2001



In the event we are unable to meet our obligations to AMD Saxony as required
uhder the Dresden Loan Agreements, we will be in default under the Dresden Loan
Rgreements and the Loan Agreement, which would permit acceleration of certain
indebtedress, Which would have a matexial adverse gffecl op us. We canpobt assure
that we will be able to obtain the funds necessary to fulfill these obligaticns.
Any such failure would have a meterial adverse effect on us.

FASL, a joint venture formed by AMD and Fujitsu Limited in 1993, operales
agvanced integrated circuit manufacturing facilities in Aizu-Y¥akamatsu, Japan,
to produce Flash memory devices. FASL is continuing the facilitization of 1ts
second Flash memory device wafer faprication facility, FASL Jv2. The facility,
including eguipment, is expected to cost approximately $1.1 billion when fully
equipped. As of December 31, 2000, approximately $752 million [denominated in
yen) of this cost had been funded. In July 2000, FASL broke ground for a third
fabrication facillity for the manufacture of Flash memory devices in
Aizu-Wakamatsu, Japan. As of December 31, 2000, the ruilding was compiete and
the clean room was under construction. The facility, designated as FARSL JVi, is
expected to cost approximately $1.5 billion when fully equipped. Capital
expenditures for FASL JV2 and FASL JV3 construction to date have been funded by
cash generated from FASL operations and borrewings by FASL.

FASL capital expenditures in 2001 will continue to be funded by cash generated
Erom FASL
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operations and local borrowings by FBSL. However, to the extent that FASL is
unable to secure the necessary funds for FRSL JV2 or FASL JV3, we may be
reguired teo contribute cash or-guarantee third-party loans in proportion to our
49.992 percent interest in FASL. As of December 3), 2000, we had $38 million in
loan guarantees outstanding with respect to these loans. These plapned cosls are
denominated in yen and are, therefore, subject to change due to forelgn exchange
rate Fluctuations. At the end of 2000, the exchange rate was approximately
112.52 yen to one U.S. deollar, which we used to calculate the amounts
denominated in yen.

We believe that cash flows from operations and curreat cash balances, together
with available external financing and the extepsion of existing facilities, will
be sufficient to fund operations and capital investments for at least the next
12 months.

On August 4, 2000, we received approximately $375 million for the sale of 90
percent of Legerity. The proceeds of the sale were subseguently used to
repurchase approximately $356 million aggregate principal amount of our Senior
Secured Hotes.

RECENTLY ISSURD ACCOUNTING PRONOUNCEMENTS

In June 1998, the Fimancial Accountiag Standards Becard {FASB) issued Statement
of Financial Accounting Standards, No. 133, “Accounting for pDerivative
Instruments and Hedging Activities,” (SFAS 133). SEAS No. 133, as amended by
SFAS Nos, 137 and 138, establishes metheds of ncecounting for derivative
fipancial instruments and hedging activities related to those ipstruments as
well as other hedging activities. We will be required to implement SERS No. 133
as of the beginning of our 2001 fiscal year. Our foreign currency exchange rate
hedging activities have been insignificant to date and SFARS No, 133 will not
have a material Lmpact on our fipancial position, results of operations or cash
flows.

In December 1999, Ehe SEC issued Staff Accounting Bulletin Ne. 101, "Revenue
Recognition in Financial Statements,” (SAB 101}. SAB 101 provides guidance on
the recognition, presentation and disclesure of revenue in TCinancial statements.
Qur implementation of SAB 101 in 2000 had no impact on our financial pogition,
results of operations or cash flows for the year ending December 31, 2000.

In Margch 2000, FASB Interpratation, No. 44, "pnccounting for Certain Transactions
Involving Stock Compensation-An Interpretation of APB Cpinion ko. 25," {FIN dd},
was issued. FIN 44 clarifies Lhe application of APB No. 25 for certain
stock-based compensation issues. FIN 44 clarifies the definition of employee for
purposes of applying APB No. 25, the criteria for determining whether a plan
gualifies as a non-compensatory plan, the accounting consequences of various
modifications to the terms of a previously fixed option or award, and the
accounting for an exchange of share compensation awards in a business
combination, amopng other matters. ¥IN 44 was effective July 1., 2000, but certaln
conclusions in this interpretation cover specific events that occurred atter
either Dacember 15, 1998 or January 12, 2000. The implementation of FIN 44 did
not have a significant impact en our financial position or results of
apetations.
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CPERATIONS

QUANTITATIVE AND QUALITATIVE BISCLOSURE ABQUT MARKET RISK

Interest Rate Risk Our exposure to market risk for changes im interest rates
relates primarily Lo our investment portfolio and long-term debt obligaticns., We
do not use derivative financial instruments in our Investment portfolio. We
place our investments with high credit guality issuers and, by policy, limit the
amount of eredit exposure to any one issuer. As stated in our ipvestment policy,
we are averse to principal loss and ensure the safety and preservation of our
invested funds by limiting defamult risk and market risk.

We mitigate default risk by investing in only the highest credit guality
securities and by constantly positioning our portfolic to respond appropriately
to a significant rsduction in a credit rating of any investment issuer or
guarantor. The portfolio iacludes oply marketable securities with active
secondary or resale markets to ensure portfolio liquidity.

We use proceeds Erom debt obligations primarily to support general corporate
purposes, including capital expenditures and working capital needs. We have no
variable interest rate exposura on the Convertible Subordinated Notes and the
Senior Secured Neotes, At the end of fiscal 2000, the Company was party to a
reverse cancelable interest rate swap with a motional amount of §400 million.
The swap converts the Company's Senior Sgcured Notes from fixed rate to variable
rate debkt.

2000 1898
{Thonsands} 2001 Z062 2083 2004 2005 Thereyfter  Tokal Fair value Totel
- ——— o [e—— p—— e —— o U
Casl eqguivalents:
Fiwed zate amounts $ 200,281 - - - - ~ § 200,26z §  20%,010 % 18,505
hverage rate 6.69% - - - - -
Variable rate amounts 3 78,300 - - - ~ - § 78,300 3 78,300 143,000
nvernge rate 6.60% - - - - - ’
short~term Lnvestmantss
FPixad rote amounts § 474,797 - - - - w & 474,780 % 477,118 § 175, 004
hvorage Iatg €.70% - - - - -
Variable Ttate mounts $ 224,580 w - - - ~ § 224,800 % 224,550 § 126,700
hverage rate €.03e - - - - -
© Long-tozm LRvostments:
Equity investments - § 19,161 - - - - § 10,161 § 26,856 $ 5,161
rined rabte amounts - 5 2,188 - - - ~ § 2,103 & 2,103 B3 1,90%
avarage rake . - 6. 85% . - - - -
Total investnents:
Sccuxities § 977,946 $ 1,266 - - - ~ % 990,214 § 1.010,977 & 472,277
Rverago rabe 6. T4% 6.85% - - - -
pebt:
Fixed rate amounty § 41,101 § 138,630 4 92,298 5 18,904 % 582,019 § 336 § 936,785 § 853,288 3 1,194,237
Rvarage rate 5.365% §.,52% §.08% 6.10% £.07% 9,08%
Variable cote amounts - - - - = - -
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The table above presents principal (or notional} amounts and related
weighted~average interest rates by year of maturity for our investment portfolio
and debt obligations as of December 31, 2000 and December 26, 19399.

Foreign Exchanga Risk We use foreign currency forward and option centracts to
reduce our exposuré to corrency fluctuations on our foreign currency exposures
in our foreign sales subsidlaries, liabllities for products purchased from FASL
and for foreign currency denominated fixed asset purchase commitments. The
objective of thiese contracts is te minimize the impact of fereign currency
exchange rate movements on our operating results and on the cost of capital
asset acguisition. Our aceounting pelicy for these instruments is based on our
designation of such instruments as hedging transactions. We generally de not use
derivative finzncial instruments for speculative or Lrading purposes.

We had $207 millien (notional amount} of short~term foreign currency forward
contracts denominated inm Japanese yen, British pound, Buropean Union eura,
Singepore dollar and Thai baht outstanding as of December 31, 2000.

In 1998, we entered into an intercompany no-cost collar agraemant to hedge
Dresden Fab 30 project costs denominated in U.S. dollars. The no-cost collarcs
included purchased put option contracts and no-cost collar written call option
contracts, the contract rates of which were structured te avold payment of any
option premium at the time of purchass. During 1999, we entered into various
option positions with various third-party banks to neutralize tha axposures of
the outstanding put and call option contracts. As a result, all the options were
offset and canceled snd we hed no outstanding option centracts as of December
31, 2000.

Source: ADVANCED MICRO DEVIC, 10-K405, March 20, 2001



We are party Lo an interast rate swap under which we received fized-interest
payments in exchange for variable interest payments calculated on a notional
principal amount of $400 million. The swap is not designated as a hedging
instrument and had a falr value of §2.9 million at December 31, 2000. In
February 2001, we cancelled the swap znd recognized an incremental gain of
$475,000,

Gaing and losses related to the foreign currency forvard, option contracts and
interest rate swaps for the year ended December 31, 2000 were not material. We
do not anticipate any material adverse effect on our ceonsolidated financial
position, results of operations or cash flows resulting f£rom the use of these
instruments in the future. We cannot give any assuran¢e that these strategles
will be effective or thal transaction losses can be minimized or forecasted
accurately.

The table on the next page provides informatiocn about our foreign currency

forward and optian contracts as of December 31, 2000 and December 26, 1989, ALl

of our foreign currency forward contracts mature within the next 12 menths.
_15_.
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2000 ' 1995
(Theusands exgept contract rates}
Notional Average Estimated Notional Average Estimated
amount contract rate fair value Amount tontract rate CFair value
Foreign cuorrency forward
contracks:
Yapanese yen § 54,915 310,22 $ {781} $ 2,425 103.11 $ q
British pound 5,103 1.45 {16} 1,219 1.63 10
Sulss franc . - - - 318 1.57 {1}
Buropean Union earo . 134,867 .88 {1,602) 45,101 1.03 {611)
Singapore dollar 5,573 1.70 7 8,382 1.67 17
Thai baht 6,712 39.52 {619) 1,245 40.1B 44
$ 207,170 § {3,011) $ 58,680 § (533;

RISK FACTORS

Our business, results of operations and financial condition are subject to a
number of risk factors, including the following: '

Microprocessor Products

pependence on AMD Seventh~Generation Microprocessors. We must successfully
market our seventh~generation Microseft Windows compatible microprocessors, the
AMD Athlon and BMD Duron microprocessors, 'ln order to increase our
microprocesser product revenues im 2001 and beyond, and to benefit fully fram
the substantiel filnanecial investments and commitments we have made and continue
to make related to microprocessors. We began volume shipments of AMD Athlon
microprogessors in the second half of 1529. We began shipments of AMD Durcn
processors, a derivative of the AMD Athlon processor designed to provide an
optimized solution for value~conscious business and home users, in the seccnd
half of 2000, Our preduction and males plens for AMD Athlon and AMD Duron
microprocessors are subject to numerous risks and uncertainties, including:

. our ability te maintailn average selling prices of seventh-generation
micropracessors despite aggressive Intel marketing programs and
product bundling of microprocessors, motherboards, chipsets and
comirinations therecf;
whether Tier One OEM customers will use our seventh-generaticn
microprocessors in systems developed for the commercial market;

. cur ability to successfully offer new highex performance versions of
the AMD Athlen microprocessor compebitive with Intel's Pentium III and
Pentium IV processers;
our ability to produce seventh~generation microprocessors in the
volume and with the performance and feature set required by customers
on a timely hasis;

. our ability to sxpand our chipset and system design capabilities:

. the pace at which we are able to ramp productlon in Dresden Fab 30 on
0.1B-micron copper ilnterconnect process technology; |
the availability and acceptance of motherboards »nd chipsets designed
for our seventh-generation microprocessers; and
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. the use and market acceptance of a non-Intel processor bus {adapted by
us from Digita} Equipment Corporalbion's EV6 bus) im the design of our
seventh-generation microprocessors, and the availability of chipsets
from vendors who will develop, manufacture and sell chipsets with the
EVE interface in volumes required by us.

If we fail to achieve continued market acceptance of our seventh~generation
microprocessers our business will be materially and adversely affected.

Investment in apd Dependence on AMD Microprocessor Products, Our microprocessor
product revenues have and will continue in 2001 and 2002 to make stgnificant
contributions to our overall revenues, profit margins and operating results. We
plan to continue to make significant capital expenditures to support our
migroprocessor products both in the near and long term. These capital
expenditures will be a substantial drajin on our cash flow and possihkly on our
cash balances as well.

Our ability to increase microprocesaor product revenues, and benefit fully from
the substabtial fipancial investments and commitments we have made and contipue
to make related to microprocessors, depends upon success of the AMD Bthion and
BMD Duron microprocessors, which are our seventh—generation Microsoft Windows
compatible micreprocessors, and future generations of Microprocessors beginning
with the "Hammer® family of microprocessors that we plan te introduce in 2002,
The Hammer processors will be our first processors capable of &d4-bit operation,
and are being designed to deliver leading~edge performance on both the &4wbit
software used by high—end workstations and servers and the 32~hit software used
by the majority cof desktop users.

The micropro¢essor market is characterized by short product life cycles and
migration to ever-higher performance microprocessors. To compete successIully
against Intel in this markel, we must transition to new process technologies at
a fast pace and offer higher performance microprocessors in significantly
greater volumes, We must achieve acceptable yields while producing
microprocessors at higher speeds. Any significant difficulty in achieving
micraprocessor yield and volume plans may adversely affect our results of
operations and liguidity. If we fail to offer higher performance microprocassors
in significant volume on 3 timely basis in the future, our business could be
materially and adversely affected. We may not achieve the production ramp
necessary to meet our customers‘ volume requirements for higher performance
microprocessors. It is also possible that we may not ilncrease our microprocessor
revenues enough to achieve sustained profitability.

To sell the volume of AKD Athlcn and AMD Duron microprocessors we currently plan
to make in 2001 and 2002, we must increase sales to existing customers and
develop new customers in both consumer and commercizl markets. If we lose any
current top tier OEM customers, or if we fail Lo attract additional customers
through direct sazles and through our distributors, we may not be able to sell
the volume of units pianned. This result -could have a material adverse effect on
our business.

Our production and sales plans for microprucessors are subject to other risks
and uncertainties, ihcluding:
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. the effects of Intsl's nmew produck introductians, marketing strategies and
pricing;

. adverse market conditions in the personal computer (PC) market and
consequent diminished demand for our MicropProcessors:

. market acceptance of sur microprocessors, including the timely volume
availability of mothexboards and chipsets designed for these processors;

. whether we can successfully fabricate higher performance microprocessors in
planned volume and speed mixes;

. whether we will have the financial and other rescurces necessary to
continue to invest in Lhe microprocessor products, ihcluding leading-edge
wafer fabricaticn equipment and advanced process technologies;

- the possibility that our mewly introduced products may ke defective: and

. unexpected interruptions in our manufacturing operations.

See also the discussions below regarding Intel Dominance and Process Technology.

Intel Dominence. Intel has dominated the market for microprocessors used in PCs
for many years. Because of ils dominant market position, Intel has histerically
set and controlled xB6 microprocesser and PC system standards and, thus,
dictated the type of product the market requires of Intel's competitors. In
addition, Intel may and does vary prices on its microprocessors and othex
products at will and thereby affects the margins and profitability of its
competitors due to its Finaneial strength and dominant position. Because Intel
has dominated the microprocessor markel for mapy years and has brand strengkh,
we have in the past priced AMD microprocessors below the published price of
Intel preocessors offering comparable performance. Thus, Intel's progessox
marketing and pricing can impact and have impacted the average selling prices of
our micreprocessors, and consequently can impact and have impacted our ovsrall
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margins,

intal also exerts substantial influence cver EC manufacturers and their channels
of distribution through the "Intel Inside" brand program and other marketing
programs, Intel invests pillions of dollars in, and as a result exerts influence
over, many other technology companies. We expect Intel to centinue to invest
heavily in research and development, new manufacturing facilities and other
technology compaties, and te remain dominants:

. through the Intel Inside and other marketing programs;

. through other contractual constraints on customers. retailers, industry
suppliers and other third parties; '

. by controliing industry standards; and

. by controlling supply and demand of motherboards, chipsets and other system
componenks.

As an extension of its dominant microprocessor market share, Intel also
dominates the £C platform. As a result, PC menufacturers have been increasingly
unzble to innovate and differentiate their product offerings. We do not have the
financial resources to compete with Intel on such a large =scale. As long as
Intel remains in this deminant position, we may be materially and adversely
affected by lts:
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. product mix and iptroduction schedules;

v product bundling, marketing, merchandising and pricing strategies;

. control over industry standards, BC manufacturers and other PC industry
participants, including motherboard, chipset and basic input/output system
{B10S} suppliers; and

v customer brand loyalty.

A8 Intel expanded its dominance over the PC system platform, many PC
manufacturers reduced their system development expenditures and now purchage
micreprocessors together with chipsets or in assembled motherboards. PC OEMs are
increasingly dependent on Intel, less inpovative on their own and, to a large
extent, distributors of Intel technology. In marketing our microprocessers to
these OFMs and dealers, we depend on companies other than Intel for the design
and manufacture of core-logic chipsets, graphles chips, motherboards, BIOS
software and other components. In recent years, many of these third-party
designers and manufacturers have lost significant market share to Intel. In
addition, these companies produce chipsets, motherboards, BIOS software and
other components to support each new generation of Intel's microprocessors only
if Intel makes information about its products available to them in time to
address market opportunities. Delay in the availability of such informaticn
makes, and will continue to make, it increasingly difficult for these third
parties to retain or regain market share.

To compete with Intel in the microprocessor market in the Future, we intend to
continue to form close relatiobships with third-party designers and
manufacturers of chipsets, motherboards, graphics chips, BIDS software and other
components. Similarly, we intend to expand our chipset and system design
capabilities, and to offer DEMs licensed system designs incorporating our
microprocessors and companion praducts. We cannot he gertain, however, that our
efforts will be successful.

we do not currently plan to develop microprocessors that are bus interface
protocel compatible with the Pentium IILIL, Pentium IV and Celeron processors
because our patenit cross—license agreement with Intel does not extend to
microprocessors that are bus interface protocol cempatible with Intel's sixth
and subsequent generation processors. Thus, the AMD Rthlon and AMD Duron
microprocessors are not designed to function with motherbeards and chipsets
designed to work with Intel microprocessors, The same will be true of ocur Hammer
family microprocessors. Our ability to compete with Intel in the market for
seventh-generation and future generation microprocessors will depend on our:

. success in deshigning and developing the microprocessors; and

. ability Lo ensure that the micreprocessors can be used in PC platforms
designed to support our microprocessors, or that platforms are available
wnich support both Intel processors and our micropracessors.

A failure for any reason of the designers and producers of motherboards,

chipsets, processor modules and other system cowmponents to support aur

microprocessar offerings would have a material adverse effect on our business.
~] 8-
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Dependance on Microsoft and Logo License. Our ability to innovate beyond Lhe xf6
jnstruction set controlled by Intel depends on support from Microsoft in its
operating systems. If Microsoft does not provide support in its operating
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systems for the %86 instructions that we ippovate and design into our
processors, independent software providers may forege designing their software
applications to take adyaptage of our innovations. This would adversely affect
our ability to merket our processors, For-example, we cannot assure that
Microsoft will support cur Hammer Family of microprocessors and ics x86-64 bit
instruction set, Microsoft's support is vital to the success of the Hammer
family products currently in development.

In addition, we have entered inte logo license agieements with Microsett thac
allow us to label our preducts as "Designed for Microsoft Windows." We have also
obtained appropriate certifications from recognized testing organizations for
our microprocessors. If we fail to maintain the logo lirepse agreements with
Microsoft, we may lose our ability to label our microprocessors with the
Microsoft Windows leogo. This could impair our ability to market the products and
could have a material adverse effect on our business.

Fluctuations in the PC Market. Since most of cur microprocessor products are
used in PCs and related peripherals, cur future growth is closely tied to the
growth of ‘the PC industry. Industry-wide fluctuations in the PC marketplace have
ip the past and may in the future materially and adversely affect ocur business.

Flash Memory Products

The demand for Flash memory devices has recently increased substantially due to
the increasing use of eguipment and other devices requiring non~volatile memory
such as:

. cellular telephenes;

: routers which transfer data between local area networks:

. PC cards which are inserted inte notebook and subnotebook cemputers or
personal digital assistants; and

. consumer electronic items such as selt top boxes, perscnal digital
agsistants and digital cameras.

In order to meet forecasted demand, we must iperease our production of Flash
memory devices through EASL's fabrication facilities, FASL JV1, FASL JVZ and
FASL JV3, and through foundry or similar arrangements with othexs. We cannot be
certain that the demand for Flash memory products will remaln at current or
greater levels, or that we will have sufficient capacity to meet the demand for
Flash memory devices. Qur inability to meet the demand for Flash memery devices
could have a material adverse effect on our business. ’

Competition in the market for Flash memory devices will increase in 2001 and
payond as existing manufacturers introduce new products and industry-wide
production capecity increases. It is possible that we will be unable to maintain
or increase our market share in Flash memory devices as the marKet develops and
as existing and potential new competitors introduce competitive products. A
decline in our Flask memory device business or decline in revenue in this
product line could have a2 material adverse effect on our business.
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pDemand for Qur Products Affected by Worldwide Economic Conditions

While general industry demand is currently strong, a decline of the worldwide
semiconductor market could decrease the demand for miczoprocessors, Flash memory
devices and other integrated circuits. A significant decline in esconomic
conditions in any significant geographic area, either domestically or
internationally, could decrease the overall demand for our products, which could
have a material adverse effect on gur business.

Fipancing Requirements

We will have significant capital requirements over the next 12 months. To the
extent that we cannot generakte the required capital internally or obtain sech
capital externally, our business could be materially affected. We cannot assure
the availability of such capital on terms favorable to us, or at all. We
currently plan to make capital investments of approximately $1 billicn in 2001
although the acturl expenditures may vary. These investments include those
relating teo the continued facilitizatieon of Dresden Fab 30 and Fab 25.

In March 1997, our indirect wholly owned subsidiary, AMD Saxony, entered into
the Dresden Loan Agreements with a congortium of banks led by Dresdner Bank AG,
The Dresden Loan Agreements require that we partially fund Dresden Fab 30
project costs in the form of subordinated leans to, or equity investments in,
AMD Saxony. In accordance with the terms of the Dresden Loan Agreements, we have
invested 5410 million as of December 31, 2000, in the form of subordinated loans
and eguity in AMD Saxony. If we are unable to meet our cbligations ta AMD Saxony
as requlred under the Dresden Loan Agreements, we will be in defavlt under the
Dresden Loan Agreement and the Loan Agreement, which would permit acceleration
of indebtedness, which would have a material adverse effect on our business.

In July 2000, FASL broke ground for a third fabrication facility, FASL JVE, for

the manufacture of Flash memory devices in Alzu-Wakamatsu, Japan. As of December
2080, the building was complete and the clean room was under construction. FASL
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DECLARATION OF W"ILLIAM T. SIEGL'E
IN SUPPORT OF. AMD’S M OTION TO COMPEL

!  William T. Siegle, declare as foiiows

1 I Jmnad AMD in 1990 and WOr'ked for the Company un‘t:l my refirement in May,
R 1005 n early 1999 | assumed responmb'shty for worldwide silicon wafer productzon (mcludxng
AMiCIOprocessors). Aithou gh I rehnqu:shed mwroprooessor manufactUnng respons:bzhty atthe
end of 2001’ to my colleague, Gary Heemsen. because of Mr. Hecrssen 5 subsequent Hlness T
remamed as ade facto head of m:croprocessor manufactunng through 2002, and Iservad a
dual role that included mlanufactu fng unpi M. Heerssen S SUCCESSOT, Daryi Dstmndcr,
named in 2004. When I lefi the Company; my litle wé;s Senior Vice .l?;resident and AMD Chief
Scientist. | |

2 As aresult of my AMI job responsibilities, T am knowledgeable about the nature,

Iocation and capabilities of AMD's various micrbprocesgor fabrication facilities around the
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.woﬂd 1 subm;t this declaratmn in suppor‘l of AMD's motwn o compei produchon of documents

and other snforrnat:on beanngupon Inte!’s attempts to prohzb:.t hm;t or dlssuade ifs foralgn
customers from purchasmg %86 mxcmprocessors made by AMD or to punish them for domg 50.
3 As discngsed in greater detail in the paragraphs that follow, AMD manufactured

%86 microprocessors domestically through 2002, and it continued to supply customers, including'

- foreign customers, with ddmeshcaﬁy manufactured processors from its Awstin, Texas plant for

" more than a year thereaftcr Wlth the exception of some 486 foundry chlps pmduced in Scotland

in the mid- 19905 upto ?000 AMD manufactured al of 1ts x86 rmcroproccssors exclusively at
f'aclhties lomtcd in the Umtcd States In that'yzar, AMD broughl on hne a new pruduct}on
facility in Drc-.sden, Germany.

4, For rcasons detaﬂed in AMD's comp!a;ni, the: excellence of the pmducts we

' mtmduccd in the late 1990s did not transiate into the demand for AMD m1cr0processors that we

had huped for and anticipated. Thus, while we had expected to contmue operations at-our Austin
plant eyen as Dresden ramped up to capacity, ultimately worldwide orders were not sufﬁc:ent to
keep both piants opemtmg at eff' czcnt levels. We thus abandoned plans to update the technoiogy

for m;cropmcessor prqduchon at Austin and instead dedicated_}t to the production of lower |

_marg‘m memory products beg,mnmg in 2003. S:gmﬁcanlly, to the extent that Intel’s conduct —
s both here and abroad»»- arllﬁuaﬂy Hinited uustomcr t]ernand for AMD m:croprocessms that

. conduct Stg,mﬁcanﬂy contributed to AMD's dec:mon lo cease their manufacture in Austin and to

wrthdraw from the U.S. exporl market. ]n the absence of Intel’s m:sconduct and the conscquent .
limits it péaccd on AMD s business, we would have contmuad to manufacture m1croproccssors in
Austin during 2003 and for at Jeast several years thereafter, and rematned e.ngagcd in the export

of U.S. manufactured microprocessors.

[N
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* Backgromnd
5. M:cropru cessors like other semiconductors are produced in very soph:sucated
‘ hrgbtcchno]ogy“ﬁzbncatmn facahttes known in the mdustry RS “fab&" AMD has genera!ly
supphed fts mwroprocessor requirements fmm a.single’ fab." When it first began participating in
. the scm:conductor market in 1969, AMD manufactured ch;ps at a fab (denominated “Fab 1) -
]ocated adjacent to its Silicon Valley headquaners in 1979, AMD opened Fab 5 in Austin,
Texas, which was followed by two other Austin fucih‘ties, Fah']l} which ope.rn;d in 1982 and Fab .
- 14115 which opened in 1985. |
6. Sem-iconductor t‘ec!mo!ogy-is constantly ad\l!ancing, arnd as Intel founder fiordon
Moore observed, the denmty of transistor crrcu:try generally grows at a pace that allows the
numbcr of transistors on a ngen die (the piece of sﬂ:con on whrch theyare embcdded) to double
every exghteen mOnths However, the process technology necessary to manufacture thesc ever-
more dense parts must keep pace. Asa result while fabs ave generally des::gned to support three |
' generations of leading-edge technology, rc:nvestm_ent is gpncmﬂy required for each new
generntlon. New facilities are planned whex the reinvestment becomes too great, when the
‘ dranpt!on to production (:n making the upgrades) is too severe, or when the expected Irusincss
voiumes dernand addrbona} capacrty beyond what an upgraded fab can pmvrde
7 AMD opened Fab 25 in 1995 to build its fifth generation K5 product and to
' aUgment Am486 productxon be.mg built in. AMD’s California Submicron Development Center._

The fab’s capacrty, afier an expansion, measured in wafer starts,” was roughly 5,000 per week,

! AMD has operated other Jess tcchho!ogtcai%y advanced fabs for the manufacturc of
: Jower va}ue products such as flash memory and less sophsst:caled logic circuitry.

? A “wafer” is the slice of silicon material on which microprocesser dic are built.
Ty'pica}ly conﬁguﬁ:d in 8" (200 mm) or, more recently, 12 (300 mm) rounds, the number of
processors that can be built from a single wafer depends on the die size of the chip.and its

3
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equai to approximﬁtciy'ZSuBO itk on- mi’croprones;soré per year given their die size at the time.
‘B. Given the relentless pace 'orf innovation in the micrcpmcessor world, work began
‘ .almost immediately on AMD’s ncxt generation fab, dcsi@aied Fac 30. AMD brokc ground for’
this facihty in Dresden, Germany in 1996. 'Thc fab came on Ime in 2000, but it did not achieve
its 5, 000 wafcnslaﬂs——pcrv—wcek capaclty until the second quarter of 2003 and did not ramp up to
achieve this benchmark consistently until the third quartcr of 2004, Fab 30 was engmccre.d to
amtxa‘!!y implement 180nm (or 0.18 rmc:mn) technology, with easy cxtcnd1bal:l‘y to the 130nm
peneration, uhhzmg a copper interconnect process (contrasted to the aluiminum mierconncct
utilized @l Fab 25) that AMD had designed with Mblbro!aio achieve high_er densities. -
The Debate Ovcr thc Fumre of Fab 25 | a
9. With thc debut of AMD 5 saxth gcncrnt:on chxp in 1997 (rcfer?ed foras the HKE™),
AMD begen buddmg marketshare. The KG was a clearly viable aitcm ative to- lntcl products and
superior in some graphic applications, cnab!mg AMD 1o gam a leve.l of acceptance at major
" computer manufacturers that AMD had not pre-n.ocs}y cnjoyed. A
10.  The intrcducﬁon in 1699 of tilc-eycn more high!y—regarded K7,a se\;fcn_th
peneration product marketed as the Athlon chip (Bill Gates cciicd it a-**home run™}, introduced
_ the realistic prospect that the Company might for the first time rcahzc its Jon guhc!d ambition to
achieve & 30% marketshare, Thc K7 was.a c!cariy supcnor product to Intel oﬁ'"cnngs in many
apphcatmns It intreduced a new mlcrt)-archzlccmrc that pmwded power/performance
' .advantagcs over the cmstmg Intel prodvets and cnabled AMD to leapfrog intel in pmccsszng
spced and‘bc the first to reach the gigaheriz milcslone {one bﬂhon clock cycles per second), the

PC industry's-eguivalent of breaking the sound barrier. As was the case with the Ko,

process complexity.
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: manufacture of the K7 began in. Austin.

11.  Beginningin e.nrly 1999 my manuf‘actunng group was rmewmg Ot;r capacity”
strategry, and the role of Fab 25 in light of the distinct possibthty that rhe Corupany mi ght
generate dcmanﬂ for ﬂs products beyond the capac1ty ofFab 30to All. AMD was strongly
motivated to oontinve mi’cmpfoccssor pTOdUCttorl in Austin, Not only did 1t reprcsent an
jmportant prcsence in the community, but AMD did not want to lose the highly skilled and
experienced mmroprocessor productlon work force, the pmxzmtty the fab had to AMD’ Austin
circuit design team, and the close coupling with the joint deveiopment_ work with Motorola,

“being can'ied out-in the nearby Motorola Austtn facilities. A two-fab stratepy would also prowde
.us greater manufactunng flexibility. Furthermore, many executives made their home in Austm
and there was an smportunt cmouomal attachment to the fab Contmued pmducticm at Fab 25
was practical. Although some of the equipment in the fab was reachmg the e.nd ofi 1ts useful fife
for m;crOprocessors we e.st;mated that the fab could be retrofitied thh state-of-the-art tools and '

: converted {o cutting-cdge copper technology suPportmg 130nm pmducttou for less than $500 -

| million, a fraction of the $2-3 bi!!ion__i:rice tag attached toa comnpletély new facility. And such _

“an upgmﬁ,e‘waﬁld delay the need to bring on line the next facility slated for construction, then -

‘ dénbminated Fab 35. ‘ | ' |

12.  The question remain ed one of demand. -;AMD'S Founder, Chairman and CEO,

‘ .leny«Sandc;.rs, repeated the éompany’s gog! of achjeving a 30% marketshare at the 2000

shareholder’s meeting, and declared tl“a.at ifit we.re met, the Company intcﬁded tor coﬁtipue
microprocessor production at Austin: ‘ |
“Qur long-held poal has been, ‘and remains, 1o capture a 30 percent

umit share of the PC processor market by the end of 2001. With the
production capacity of Fab 25 in Austin and Fab 30 in Dresden, by
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' the end of next year we wiil have in p!ace the production capacaty
. to achieve this goal ™

23. _ My AMD manufacmnng co—cxecutwc: (and manufacturing suocessur) Gary
Heemsen was tasked with the Job of analyzang the GCO!'JOIT]ICS of our fab produchon in hght ofa’
ETOWing success in the markctpiace nnd recommendmg a future course for Fab 25. in a
preSentatio'n he made in the FaI} 0f 2000 to 2 grodp of Company senior executives, he concluded
”that assumzng AMD capturcd and maintained a- 30% marketsharc demand would be sufﬁment to
support both fabs Ina s’[;dc enhtled “How am ! Leaning?” Gary reflected the lh:nkmg of mnny

of us whzn he answcred “Upgrade Fab 25, Dcfcr Fah 35 »
;4. Mr. Hecrsaen refined his analys:s !ater in the year. in an October 2000
: pm'scﬁ;ation-maderto the AMD Ekceutiv&-Couneﬂ, M. Sandera’ semiannual senjor executive
forum, Hecrsscn analyzed whether Fab.25 colﬂd be efficiently utilized given a variety of
product:cm voiume scenarios including (a) attmnmg a 30% markcmhare hy ?002 in parl by
attractmg Twr | Commercial business; (b} atmmmg it but only by ?005 or 2006 {c) attaining
only a 26% marketshare; and {d} attammg no apprec:ab?e marketshare tncreasc. He conciuded

with the following shdc recommending an upgrade of Fab 25 and ils contmued useas s

Concluswn - - . AMDI

O Best match of capacity to demand is from Fab 25 epgrade
fo copper -

v Opportanity for upside suppori to Best Guess Case
v Defers need for Fab 3510 - 2006

-0 Without Fab 25 upgrade, demand cain be met only with
substantial 2ddition of found r'y source '
O Financial relurn of Fab 25 upgrade is at lea‘st 2X that
of Fab 35 '

v VYery nepative short term cash fllow ﬂvmdcd

casmsy: O e Towcrges  Gomkatit pef  spckie o AL
5' Aot tbit)  Fiirh  dulpestt rppot &r::.

F-mn Mhar DB A’ MUFY heed B el [




mICFDpTOCESSDI' famht.y
IS.V Plans were therea&er initiated to upgrada Fab 25 and estabhsh 2 dual Tab strategy )
The ;:t:;nva;'_sion of Fab 25 ta copper technology so as o keep it in microprocessor service was:
bud éeted in the becember 4, 2000 version of our Group’s Three Year Plan in 2000.
.Reassessment in Light of insufﬁc:ent Demand to Fill '['wu Fabs
: '1 6. DﬂSp'Ete ihe Company's unit marketshare n-nprovmg from a low of 7% in 3995 fo
17% in 2000, the optimism of 1999 and ear}y 2000 gave way to d1sappomtrn3nt The 30%
markelsharc aspirational goa! that Mr.. Sanders ‘had set began to ook -_unaumnable {in any near
terrn) piven ' the votume of customer orders |
i7. Ultimately, wa detenmned that cu:rc—,nt and near futurc demand for AMD
lmcroprocesz:ors would not support two 130nm copper fabs and thus the cost of upgrading Fab
25 couid not bc justificd. As individual group financial plans were consolidated into a company- ‘
. 'v;ridc ‘budget, our manufacturing grovp plan was amended to abandon the Fab25 upgrade, based
on the fact that the unit volumes that could be committed would not prpduce a viable financial |
‘ plan w:th thc continued use of a partiaily loaded Fab 25. We did not entertzin the aitemati'\fe_‘of
runmng one of the two fabs at Tess than optxrnum capacity sznoe given ‘the very high fixed costs -
* associated with afab, our average costs per unit would have been driven to non»compct:tivc.
. levels, Ans- shortfal} that might devciop, we mnc!udéd, could hopefully be covered by util?zing .
independently awned foundries to produce AMD processors. |
18.  Eventually wesettledon a plan to convert Fab 25 to p;ruducc lower-margin {lash
memory in supporl ofa Jo:nt veniurc wrth a Japane.se semiconductor company- Flas;lm shipments
began in 2002, though the decision to dtscontmue m:cropmcessor production at Fab 75 did not

become irreversible until 2004, by which we had ramped flash production to full capacity. ‘Using:
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the fai:o to m"ﬂke ﬂash Qas'viewed as the‘most viable way o g'et'continuing valuc.fro'm a capiia} :
asset'in whlch we had much invesied and to avmd the prospect of mgmﬁcant cmp}oyee jayoffs.
Earher this year, AMD‘S interest in thc _]Olnt venture was spun off into an lndependent, pubhc!y—
. owned company, Spans:On, which. now oWns Fab 25.
| Microprﬂcessor Productmn at F’\b 25 Had Demand Been Greater

19.  Inshort, Fab 25 was removed from mxcroproccsgor service becausc of the absence
of sufﬁcxent anhc;paied ordars to support two fabs. | |

20. 1 def'er to those c!oser o thc marketpiace l’or the reasons why we wcre unable to
- parner suﬂ":c:ent orders f'or our very highly regarded Athlon family of procesmrs .Had there

been sufficient dcmnnd to justify its renovation and continued Opcratan., we would, not have

closed Fab 25 but instead continued to use it for m_tcroprocessors Bawd on the anaiyscs wedid

at the tim;:, we cqnbiuded that there was very little prospect of gamering a sustamed marketshz;r.c '
of 30% or anif lowér percentage that would have justified operating mr'o 5,000 wafer-start fabs.
Had our forgcﬁsts bce-:n different, we undoubtedly would have upgraded Fabl 25 to |30nm copper
technology, which would Ihéwe enabled %t to pariicipalt_: in tjw‘pr'odLICtiqn of not only our K7
Athlon product ‘but‘n]so the K8 generation of products that we'inifnducgtd beginning in 2003,
including the Opteron, Tarion64 ;:nd AthlonG4.

21, Moreover, had greater dcmand ex:sted for AMD product in the years prior to the |
c}o'sﬁre of Fab 25, it c]early would have had lo come fiom dnmest}c producnon Although Fab
30 began fabrieating mi cmpmccssors in 2000, it wnderwent the usugl gradual ramp-up for the
néxt‘tbre‘_: years until reaching its designed capac’ity.of 5,000 wafer starts for the first time during.
the secona quarter of 2003. During the-period 2000-2002, on the other hand, Fab 25 was

ramping down. From 2000 until its conversion to flash memory production in 2003, the only
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_A<M1.)-t_>wned ety I:hal.v vould Fuve produwd gﬂd?ﬁbnal processors, had there been addilional
orders, would have ht:cn Fni:; 25.

22, Am;r Fab 25 was wmmrtmd 10 makmg memory clnps it is hlu_iy that we would
h:-m: swrccd addmona] AMD mxcropmccssnm froma foundry (an mdependcnﬂy owned fab that
m‘mm}acunes FHCTOPFOCESSOFS as 3 seyvice} had we mccrvcd orders heyond the capucity of Fab
30w fill. (As nm‘cd abave, the decision to corryut Fab 25 to flash mem'or‘y production was ;nads
ﬁth the hope that any sht')rtt-'all could bt covered by 4 foundry.) At the time, of the fpu'r
'_foux;djfes capable of 130 nm micropracessor pruduc;ﬁon. two were located in éhe United States
{Motorola and IBM), intmdue;ing t};e: distinet possibiiily that we wcmld‘hiwe sourced any -
shortfall by suimontracung for dom%huﬂy produced mlcroproccsmrq. _

1 'dectare under the penaity of perjury of the laws o the United States and thc: State c)f

Commecticut that the foregoing is true and correct

Lxecnuted this 277 day of October, 2006 at Southbury. Connesticul.

//,//,t" /[/zm / 6/?2( /

Wdlmml Siegle ()
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IN THE UNITED STATES DISTRICT COURT
DISTRICT OF DELAWARE.
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Richard L. Horwitz, Esquire

Potter Anderson & Corroon LLP

1313 North Market Street -
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Wilmington, DE. 19899
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Darren B. Bernhard, Esquire -~ Robert E. Cooper, Esquire
Howrey LLP . Daniel S. Floyd, Esquire
1299 Permsylvania Avénne, N.W. Gibson, Dunn & Crutcher LLP

Washington, DC 20004-2402 +333.South Grzmd Avenue
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Steven J. Fipefan {W
Richards, Layton & Finger, P.A.-
. One Rodney Square :
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PART I
* ITEM 1. BUSIMESS
CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

The statemente in this report that are forward-looking are based on current
expectations and beliefs and involve numerous risks and uncertainties that
could cause actual results to differ materially, The forward-locking
statements relate to operating results; anticipated cash flows; realization of
net deferred tax azsets; capital expenditures; adequacy of resources to fund
operations and capital investments; the Company's ability to access external
sources of capital; the Company's ability to transition to new process
technologies; anticipated market growth; year 2000 expenses: the effect of
foreign currency hedging transactions; the effect of adverse economic
conditions in Asia; and the Dresden Fab 36 and EASL manpufacturing facilities.
For a discussion of the factors that could cawse actual results to differ
materially, see such ather risks and uncertainties as set forth below in this
report or detailed in the Company's other Securities and Exchange Commission
reports and filings.

GENERAL

Advanced Micro Devices, Inc. was incorpeorated under the laws of the state of
Delaware on May 1, 1968. The Company's mailing address and executive offices
are located at One AMD Place, Sunnyvale, California 54086, and its telephone
nuxber is (408) 132-24D0. Unless otherwise indicated, the terms "Company,”
#aMD™ and “Registrant® in this report refer to Advanced Micre Devices, Inc.
and its subsidiaries.

MMD is a semiconductor manufacturer with manufacturing facilities in the
U.S. and Asia and sales offices throughout the world, The Company's products
include a wide varicky of industry-standard integrated clrcuits (ICs) which
are used in many diverse product applications such as telecommunications
equipment, data and network communications equipment, cbnsumer electronics,
personal computers (PCs) and workstations,

For a discussion of the risk factors related to the Company's business
operations please see the "Cautionary Statement Regarding Forward-Looking
Statements" and "Risk Factors" sections set forth in Management's Discussion
and Analysis of Financial Condition and Results of Operations.

Industry

“The IC market has grown dramatically over the past ten years, driven
primarily by the demand for electronic business and consumar products. Today,
ICs are used in virtually all products involving electronics, including
perscnal computers and related peripherals, voice and data communications and
networking products, facsimile and pheotocopy machines, home entertaipment
equipment, industrial contrel equipment and automebiles.

The market for ICs cap be divided inte geparate markets for digital and
analog devices. RAMD particlpates primarily in the market for digital ICs. The
three principal types of digital ICs used in most electronic systems are: (i}
memory circuits, {ii) logic circuits zpd {iii) micropracessors. Memory is used
to store data snd programming instructicns, logic is employed to manage the
interchange and manipulation of digital signals within a system, and
microprocessors are used for copntrol and computing tasks. Set forth below is a
discussion of the principal segments of the digital IC market in which the
Company participates.

The Memory Market

Memory ICs store data or programs and are characterized as either volatile
or non—-volatile. Volatile devices lose their storad information after ’
electrical power is shut off, while non-volatile devices retain their stored
information. The three most significant cetagorles of semiconductor memory are
(i} NDynamic Random Phccess Memery (DRAM) and {ii) Static Random Access Memory
(SRAM), both of which are volatile memories, and {iil) non=volarile memory,
which includes Read-Only Memcry {RCM}, Flash memory and Erasable

3

Programmable Read-Only Memory (EPROM) devices. DRAM provides large capacity
*main® memory, and SRAM provides specialized high-speed memory. Flash and ether
non~volatile memory devices are used in spplications in which data must be
recained after power is turned off, The Company does not produce any DRAM
preducts, the largest segment of the memory market, or SRAM products.

Saveral factors have contributed to an incresasing demand for memory devices
during recent years Llncluding the expanding unil sales of personal computers in
the business and consumer market segments; Che increasing use of personal
computers to perEorm memory-intensive graphics and multimedia fupctions; the
volume of memory required to sopport faster microprocessors; the proliferation
of increasingly complax personal computer software; and the incressing

Source: ADVANCED MICRO DEVIC, 10-K405, March 03, 1928



performance requirements of workstatioms, servers and netwerking and
telecommunications equipment.

The Company pelieves that Flash memory devices are being used for an expanded
nse of operations. The ability of Flash memory devices to be electrically
rewritten to update parameters or system software provides graater flexibility
and ease of use than other non—volatile memory devices, such as ROM or EPROM
devices. Flash memory can be used to provide storage of comtrol programs and
system-critical data in communication devices such as cellular telephones and
routers {devices used to transfer data between local area networks)., Another
common application for Flash memory is in PC cards, which are inserted into
notebook and subnotebook computers oy persondl digital assistents to provide
added data storage.

The Logi¢ Markekt

Logic devices cansist of structurally interccnnected groupings of simple
logicat "AND" and logical "OR" functions, commonly described as “"gates."
Typically, complex rcombinations of individual gates are required to implement
the specialized logic functions required for system applications. The greater
the numbez of gates on a legic device, the higher that logic device's
*density." Logic devices are generally grouped into five families of products
{(from lowest density to hiohest density): standard logic devices, programmable
logic devices (PlDs), conventional gate~arrays, standard cells and full custom
ICs. Conventlional gate-arrays, standard cells and full-custom ICs are often
referred to as application-specific ICs {ASICs:.

HMany manufacturers of electronic systems are striving to develop new and
increasingly complex products to rapidly address evolving market opportunities.
achievement of this goal oftep precludes the use of standard logic ICs and
ASICs. Standaxd logic ICs generally pecform simple functiohs and are not
customizable, limiting a manufactuzer‘s ability to adequately customize an end
system. Although ASICs can be manufactured te perform customized functions,
they gererally involve relatively high up-front design, enginmering and
mapufacturing costs and significant design risks and may increase an end-
product's time tc market. As a result, ASICs are geperally limited te high-
volume products, and products for which time to market may be less critical.

Unlike ASICs and standard logic ICs, PLDs are standard products, purchased by
system manufacturers in an unprogrammed or “hlank" state, which can be
programumed by each system manufacturer to perform a varlety of specific logic
functions. Certain PLDs, including the Company‘s, are reprogrammable, which
means that the logic cenfiguration can be modified after the device is
initially programmed, and, in many cases, while the PLD remains in the end-
product system. The programmable and reprogrammable characteristles of PLDs
reduce the risk of inventory obsolescence for system designers and distributors
by allowing them to stock a large number of standard PLDs that may be
programmed for a wvariety of applications. Tha system designer enjoys the
additional flexibility of having the ability to make last minute design
changes, reducing time to market and accelerating design ecycle time. Compared
to standard logic ICs and ASICs, PLDs allow system designers ta more quickly
design and implement custom logic.

The PLD market comsists primarily of three product ¢astegories, which can
generally be distinguighed by their density: simple programmable logic devices
(5PLDs), which nave less than 1,000 gates, are considered low-density devices,
while complex programmable logic devicas (CPLDs), which have up to 20,000
gates, and field programmable gate arrays {(FPGAs). which have uwp te 100,000
gates, are considered high-density devices,
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SPLDs are typically based on common architectures that are familiar to most
system designers and are supported by standard, widely available software
tools. SPLDs are usually the most effective solution to support simple logic
functions. However, as the prices of high~density PLDs become more
competitive, customers are increasingly migrating to OPLDs or FPGAs to address
complex logic reguirements and space constraints and to achieve power savings.
Typlcally, the smallest CPLD is equivalent in logic function tao, and occupies
nearly the same amount of spa¢e as, approximately four SPLDs.

CPLDs and FPGAS are typically based on proprietary architectures and require
support from sophisticated software tools. In situations requiring complex
logic functions, high-demnsity PLDs can provide important advantages over a
large cluster of low-density devices, including improved system speed, lower
power requirements and lower cost. The Company believes that a supstantial
portion of high-density PLD customers utilize both CPLD and FPGA architectures
within a single system design, partitioning logic functions across multiple
devices to optimize overall system performance and cosl’

PLDs are used in compleX electronic systems, including telecommunications
and networking systems, high-performance computers and peripherals, video
graphics and imaging systems, and instrumentation and fest systems. PLDs are
also used in a variety of consumer electronic devices, apnd in medical
instrumentation and industrial conkrel applications.

The Miecroprecessor Market
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In 1981, IBM introduced its firet PC containing a microprocessor based upen
the ¥86 instruction set developed by Intel Corporation (Intel) and utilizing
the Microsoft(R) Corporation (Microsoft) MS~DOS{TM) operating system. The so-
called IBM~compatible compuker has evolved over the years wilh each successive
generatior of %86 microprocessors. Each-new generation of %86 microprocessors
has delivered increased performance and functionality while maintairing
software, hardware and peripheral compatibility for industry standard
operating systems such as Microsoft MS-DOS and Microscft Windows{R}. The
microprocessor market is currently dominated by Intel.

The microproecessor, an IC generally consisting of millions of transistors,
serves as the central processing unit, or "brain,* of a computer system. The
microprocessor is typically the most critical component to thé performance and
efficiency of z PBC, The microprocessor is responsible for centrolling data
flowing through the electrenic system, manipulating such deta as specified by
the hardware or software which contreols the system. Developments in circuit
design and very large scale integration process technology have resulted in
dramatic advances in microprocessor performance over the past ten years.
Today, the greatest demand For microprocessors is from personal computer
manufacturers and, in particular, for mlcroproccssors which are Micrasoft
Windows compatible and are based on the xB6 instruction set. Improvements in
the performance characteristies of microprocessors, coupled with decreases in
production costs resulting from advances in process technology, have broadened
the market for PCs and increased the demand for microprocessors.

Embedded processors are also an importasnt segment of the microprocessor
market, Embedded processors are geperizl purpose devices used to carry out a
single application with limited vser interface and programmabtlity, A system
designed around an ambedded processor cannot usually be programmed by an end
user beczuse the system ie preprogrammed to execute a specific task, Key .
markets for embedded processors include telecommunications, networking, office
automation, storage, automstive applications and induskrial eontrol.

The microprocassecr business is characterized by short product life cycles,
intense price competition and rapid advamrces in product design and process
technology resulting in rapidly occurriag product ¢bsolaseence.

+

The establishment of hardware and software standards for PCs znd the
emergence of numerous PC suppliers have cavsed the PC industry ko be asxtremely
competitive, with short produst life cycles, limited product differentiation
and substantizl price competition. To compete more effectively, almost all PC
suppliers have evolved Erom fully integrated manufacturers with proprietary
system desighs to wendors focused on building
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brand recegnition and distribution capabilities. Almost all of these suppliers
now rely either on Intel or on third-party manufacturers for the major
subsystems of their PCs, such as the motherboard, and are increasingly
ouvtsourcing the design and manufacture of cemplete systems. The third-party
suppliers of these subsystems, based primarily in Rsia, are focused on
providing PCs and motherboards that incorporate the latest trends in features
and performance at low prices. Increasingly, these third-party suppliers are
alsc supplying fully configured PC systems through alternative distribution
channels.

BUSINESS GROUPS; PRODUCTS

EMD patticipates in all three segments of the digital IC market——memory
circuits, logic circuits and microprocessors--through, collectively, its
Communications Group, its Memory Group, its Computation Products Group (CPG}
and its programmable logic subsidiary, Vantis Corporation.

COMMUNICATIONS GROUP

Communications Group products ($707 million, or 30 percent, of the Company’s
1997 net sales} include telecommunicationm preducts, networking and
input/outpuk (I/0} products and embedded processors.

Teieccommunication Products. The Company's telecommunication products are
used primarily in public commenicaticns infrastructure systems and cordless
telephony applications., Specificelly, the products are used in such equipment
as central office switches, digitzl lccp carziers, wireless local loop
systems, private branch exchange {(PBX} equipment and voice/data termminals.
Among the Company's more significant products for the communications market
are its line card products. In modern telephone communications systems, voice
communications are generally transmitted between the gpeaker and the central
office switch in analog format, but are switched and transmitted over longer
distances in digital format. The AMD subscriber line interface circuits (SLIC)
for line cards connect the user's telephone wire to the telephone company's
digital switching equipment., The AMD subscriber line audio processing circuits
(STACTM}} line cards are coder/decoders which convert analog voice signals to
a digital format and back. The Ccmpany's non-cellular telephony products are
used in digital cordless phone solutions.

Network;né and I/0 Products. The Company’s networking and I/0 products are

used within personal cemputers to manage the connection of Lhe perscopal
computer to local ares networks and Lo manage selected 1nput/output functions.
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The Company's networking products primarily support data communications and
internetworking and are used in hubs, switches, routers and network interface
cards used to connect Workstations and personal computers Lo local area
networks. '

The Company Supplies integrated circuits for business applications utilizing
the l{-megabilt-per-secand, the 100~megabit-per-second and the gigabit-per-
second Ethernet local area network standards. The Company pffers a range of
integrated circuits that work with central processing units to manage selected
input/output functions such as small computer system interface disk drive
cohtrollers and communications and networking devices. The Company alsc
supplies a range of products specially designed to add additional functions,
improve performance and reduce costs in computer peripheral, interface or mass
storage applications. These are generally special-purpose products which are
designed for a speclfic application. 1ln the case of some large customers.
these products are tailored for specific customers® needs.,

Embadded Processors. Embedded processors ake general purpose devices,
consisting of an instructien ecentrol unit and an arithmetic and logic unit,
used to carry out a singie application with limited user interface and
programmability. The Campany’s current product focus for enbedded processors
utilizes existing xB6 cores increasipngly targeted at communications
applications, The Company offers a line of CLB& and C189 processors for use as
embedded processcors in hard disk drives, The Company gffers an expanding range
of embedded processors based upen third- and fourth-generation x86
microprocessor technology, for both communications as well as handheld
computing applications.

MEMORY GROUP

Memory Group products {§724 million, or 31 percent, of the Company's 1987 net
sales} include Flash memory devices and EPROMs.

Flash Memory. The Company's Flash memory devices are used in cellular
telephones, networking equipment and other applications Which require memory to
be non~volatile and to be rewritten. Their ability to be electrically rewritten
provides greater flexibility and ease of use than EPROMs and other similar
integrated clrcuits which cannot be rewritten electrically. Communications
compahies use Flash memory devices in cellular telephones and related equipment
to enable users to add and modify frequently called numbers and to allow
mapufacturers to preprogram firmware and other information. In netwerking
applications, Flash memory devices are used in hubs, swikches and routers te
enable Systems to stare Firmware and reprogrammed Internet addresses and other
routing information.

The market for Flash memory devices has experienced rapid unit growth and
continues to experience increased competiticn as additional manufacturers
introduce competitive products and industry-wide production capacity increases.
Almost all of the Company's Flash memory devices are produced in hAizu-
Wakamatsu, Japan through the Company's joint venture with Fujitsu Limited,
Fujitsu AMD Semiconductor Limited (FASL). : ‘

EPROMs. EPROMs repraesent an older generation of erasable programmable read-
only memory technolegy which is used primarily in the electronic equipment
industry. The devieces are used in cellular talephones, wireless base stations,
telecommunication switching eguipment, automotive applications, personal
computer hard disk drives, printer controllers, industrial machine .controls and
numerous other types of electronic equipment to store firmware which controls
the equipment's operation, The ability of EPROMs to be programmed electrieally
enables equipment manufacturers to achisve shorter time to market for new
products than would otherwise be passible if they were required te have
specific integrated circults manofactured containing their final firmware
programs. EPROMs are generally preferred to more expensive Flash memory devices
in applications in which it is not necessary to enzble the end user to
reprogtam the information stored on the integrated circuit. The market for
EPROMs is significantly smaller than the market fox Flash memory devices and
the Company believes the market will continue to decline as EPROMs are replaced
in various applications by Flash memory devices.

COMPUTATION PRODUCTS GROUR

CPG predocks ($682 million, ar 29 percent, of the Company's 1997 net sales)
include microprocessors and core logic products, with the majarity o€ CPG's net
sales being derived from Microsoft Windows compatible microprocessors which are
used primarily in personal <omputers.

In 1887, the Company's most significant microprocessor product was the AMD~
K6 (R) MMX(TM) Enhanced Processor, a sixth~generation microprocessor product and
a member of the K86(TM} microprocessor family. The ¥86 microprocessors are
based on Superscalar RISC architecture and are designed ta be compatible with
operating system software such as MS~DOS, Windows 3,X, Wirndows 95{(R}, Windous
NT{R} apc UNIX. In Lhe secand guarter of 1337, the Company began volume
shipments of the AMDwRE microprocessor. The BMD-K6 microprocessar was deslgned
to be competitive in perfermance to Intel Corporation’s sixth-generation
microprocessor, the Pentium{R) II, which was designed by Intel specifically for

Sourse: ADVANGED MICRO DEVIC, 10-K405, March 03, 1258



desktop PCs.

The Company's ability to increase microprocessor product revenues, and
benefit fully from the substantial financial investments and commitments it has
made and continues to make related to micreprocessors, depends upon the success
of the AMD-K& microprocessor in 1998 and foture yenerations of K36 -
microprocessors in 1399 and beyond. The micreprocessor market is characterized
by very short product life cycles and migration to ever higher performance
micropracessors. To compete successfully against Intel Corporation 1n this
market, the Company must transition to new process technologies at a fasteyr
pace than before and offer higher performance microprocessors in significantly
greater volumes. The Company has recently experienced significant difficulty in
achieving its microprocessor yield and volume plans on 0.35 micron process
technology, which in tura has adversely affected the Company's resoults of
operations and liguidity. The Company hae determined that it must
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convert from 0.35 micron to 0,25 micron process technology in its Fab 25 in
Austin, Texas as soon as possible in order to meet customer microprocessor
needs for performance apd volume, and to compete specessfully against Intel.
The Company's process technelogy transition schedule is aggressive and entails
a high degree of risk. The Company's 0.25 micran precess technalogy, while
successfully put into production in the Company's Submicren Development Center
in Sunnyvale, California, has not been gualified in Fabp 25. There can be no
apsurance that the Company will execute a successful transition to D.25 micron
process technalogy in Fab 25, or that the Company will achieve the production
ramp necessary to meet customer needs for higher performance PMD-KE
microprocesscrs in the volumes customers require, or that tha Company will
increase revenues sufficient to achieve profitability in the microprocessor
busipess. The Failure to couvert Fab 25 to 0,25 micron process technalogy on 2
timely basis could adversely atfect unit production yields and volumes, result
in the failure to meet customer demands, cause customers to ceage purchasing
AMD-X6 microprocessors, and could impact the viability of the Company's
microprocessor business, any of which wovld have a material adverse effect on
the Company.

AMD is also devoring substantial resources to the development of its seventh-
generation Microsoft Windows compatible microprocessor, The success of the AMD-
K7 and future generations of microprocessors depends greatly on the Company
achieving success and increasing market share with the AMD~K& microprocessor.

fntel has long held a dominant positien in the market for miGroprocessers
wsed in-PCs. Tntel Coiporation's dominant market position enables it to set aand
control x86 microprocessor standards and thus dictate the type of product the
market requires of Intel Corporation’s competitors. In addition, Intel
Corporation's financial strength and domipant position enable it to vary prices
on its microprocesser products at will and thereby affect the margins and
profitability of ilts competitors. In view of Intel Corporation's industry
deminance and brand strength, AMD prices the BMD~K6 microprocessor at least 25
percent below the published price of Intel processors oftering comparable ’
performance. Thus, Intel Corporation’s decislons on precessor prices can impact
and has impacted the average szlling prices of the RHMOD-KE micropraocessors, and
consequently can impact and has impacted the Company's margins. As an extension
cf its dominant microprocessor market share, Intel also now dominates the EC
platform, which has made it difficult for PC manufacturers to innovate =nd
differentiate their product cfferings. The Compeny does not have the financial
resources to compete with Intel on such a large scale,

As Intel has expanded its deminsnce over the entirety of the PC system
platform, many PC original equipment manufacturers (OEMs) have reduced their
system development expenditures and have begun to purchase microprocessors in
conjunction with core legic chipsets or iri assembled motherboards. The trend
bas been for PC OEMs to be increasingly dependent an Intel, less innovative on
their own, and more of a distribution channel for Intel technolegy, In
markating its microprocesscrs te thesé OEMs and dealers, AMD depends upon
companies other than Intel for the design and manufacture of chipsets,
motherboards, basic input/output system (BIDS) sofiWare and other components.
In recent years, thess third-party designers and manufacturers bave lost
significant market share to Intel. In addition, these companies are able to
produce chipsets, motherboards, BIOS soffware and ather compenents to support
each new generation of Inktel Corporation’s microprocessers only if Intel makes
information about its products available to them in time Lo address market
opportunities. Delay in the availability of such information makes, and will
continue to make, it increasingly difficult for them to retaiy or regain market
share. To compete with Intel in this market in the future, the Company intends
to continue to farm closer relatlionships with third-party designers and
manufacturers of chipsets, motherboards, BIOS software and other components.
The Company similarly intends tc expand its chipsef and system design
capabilities, and ko offer OEMs licensed system designs incorporating the
Compeny's processors and companion products. There can be no assurance,
however, Lthat such efforts by the Company will be successiul.

VARTIS CORPORATION
In 1997, the Cempany transferred its operations relating to the design,

development and marketing of programmable logic devices [excluding bipolar
products) to a wholly owned subsidiary, Vaatis Corperation {Vantis}. Vantis
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does not fahricate any of the silicon wafers used in the production of its
products. As a result, Vaptis relies on the Company and others for
manufacturing. In addition, Vantis relies on the Compapy for certain
administrative and other services.

Vantis praducts (5243 million, or 10 percent, of the Company's 1997 net
sales) include both complex and simple, high performance CMOS {complimentary-
metal~oxide-semiconductor}) programmable loglc devices {FLDs}.

PLDs are standard products purchased by system manufacturers in an
unprogrammed or "plank" state, which can be programmed by each system
manuifacturer to perform a variety of specific legic functions. Certain PLDs,
including the Company's, are reprogrammable, which meanis that the logic
configuration can be medified after the device is initially programmed, and,
in many cases, while the PLD remains in the end-product system. PLDs are used
by manufacturers of lelecommunications and networking systems, computers and
industrial and sther electronic systems to reduce product development time and
costs and to improve system performance and reliability.

vVanptis has developed a broad product line of low-density and high-density
PLD products, including simple programmable logic devices and complex
programmable logic devices, and recently introduced its new line of field
programmable gate arrays. PLDs are used in complex electronic systems,
including telécommunications and networking systems, high-performance
computers and peripherals, video graphics 2nd imaging systems, and
instrumentation and test systems, PLDs are alsc used in a variety of Consumez
electronic devices, and in medical instrumentaticn and industrial control
applications.

Customers utilizing programmable logic devices generally use special
software "fitters," usvally provided by the suppliers cof the programmable
logic devices, that allow electrical circuit designs to be implemented uwsing
complex programmable logic devices. Vantis provides its PLD customers with
software fitters which it licenses from third parties and is dependent wpon
third parties for.continued development and maintenance of the software. The
Company recently initiated efforts to internally manage and control the
development and maintenance of software fitters for the Company's preducts. No
assurance can be given that the Company's efforts to internally develop and
maintzin the software needed to sell and support ita products will be

© successful, An inability of Vantis to continue to ebtain appropriate software
and improvements from third parties, to license alternaktive software from
another third party, or to successfully develop and maintain its own scftware
internally could materially adversely affect Vankis' business, including the
timing of new or improved product introductions, which could have a material
adverse effect on the Company.

RESEARCH AND DEVELOPMENT; MANUFACTURING TECHNOLOGY

The Company's expenses for research and development in 18997, 19986 and 1395
were 34686 million, $401 million and $417 million, respectively. Such expenses
represented 20 perecept, 21 percent and 17 percent of net sales in 1987, 1396
and 1995, respectively. The Company's research and development expenses are
charged to operations as incurred. Most of the Company's research and
development personhe)l are integrated into the engineering staff.

Manufacturing technology 1s the key determimant in the improvement in
semiconductor products. Each new generation of process technology has resulted
in praducks with higher speeds and greater performance preoduced at lower cost.
AMD continues to make significant infrastructure investments to enable the
Company to continue to achieve high volume, high reliability and low cost
production using leading edge process technclogy.

The Company's eEforts concerning process technelogies are focused in three
major areas: non~volatile memcry technolagy used by Flash memory and EPROM
products; logic technology used by the Company's microprocessors, empedded
processoers, I/0, networking and communications products; and programmable
logie technology used in the Vantis programmakle logic products. The Company's
goals are to increase density and improve product performance, to reduce the
aceess time for non-volatile memory products and to increase the clock speed
for microprocessor products.

In order to remain competitive, the Company must make continuing substantial
investments in improving its process technolegies. In particular, the Company
has made and continues to make significant research and development
investments in ths technologies and eguipment used in the fabrication of its
microprocesser

preducts and in the fabrication of Flash memory devices. If the Company is nat
soccessful ip its microprocessor and Flash memory businesses, it will be
unaple to recover such investments, which could have a material adverse effect
on the Company. In addition, any inability of the Company to remain
competitive with raspect to process technology could have a material adverse
effect on the Campany.
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COMPETITICN

The IC industry is intensely competitive and, historically, has experienced
rapid technological advances in product and system technologies. After a
product Ls introduced, prices nmormally decrease over time as production
efficiency and competition increase, and as a successive generation of
products is developed and introduced for sale., Technoleogical advances in the
industry result in frequent product introductions, regular price reductians,
short product life cycles and increased praduct capabilities that may result
in significant performance improvements. Competition in the sale of ICs is
based on performance, product quality and reliability, price, adherence to
industry standards, software and hardware compatibility, marketing and
distribution capability, brand recognition, fimancial strength and apility to
deliver ik large volumes on a timely basis.

Tn each particular market in which it participates, the Company faces
competition from different groups of companies. With respect te the
Communications Group product lines, the Compahy's principal competitors are
SGE Thomson, Texas Instruments, Siemens, MEC, IM Ericsson, Rlcatel, Hational
Semiconductor, 3Com, lantel and Motorola. With respect to the Memory Group, the
Company's principal competitors are Intel, Sharp and Atmel, The Company
competes to a lesser degree with Fujlitsu Limitad, its Jjoint venture partner in
FASL, With regpect te microprocessors, Intal holds a dominant market positien.
In Vantls’' market, the Company's principal competiters are Altera, Lattice
Semiconductor, Xilimx and other smaller companies fooused an programmable
logic device development and production.

MANUFACTURING FACILITIES

The Company's current integrated circuit manufacturing facilities are
described in the chart set forth below:

PROLUCTTON APPROX .
WAFER SIZE TECHNOLOGY CLEAN ROOM
FACILITY LOCARTICH (DIAMETER IN INCRES) (IN MICRONS) (SQUARE FOOTAGE}
dustin, TX
Fab 25. ., vuvuinirrrnanas 8 0.25 & 0.35 §9,700
Fab 18 v iuurnnravrvans 6 0.7 22,000
Fabh ld. . vunvnnncnivnes 6 0.8 22,000
Fab L0/L/vnveenirvinwnsr 5 0.9 22,000
Aizy~Wakamatsu, Japan
FASL/2/ i v uvimervvansernn 8 0.35 & 0.5 10,000
FASL II...0ccumevrrrnns 8 0.35 51,000
Sunnyvale, Ch
BDC. i vt errntmnsnnarsans 6 & B 0,25 42,500

. (1)Fab 10 will decrease production lavels and close by the end of 19%8.
(2) The Company owns 49,992 percent of FASL. Fujitsu owns 50.008 percent of
FASL.

In the third quarter of 1397, FASL completed construction of the building
for a second manufacturing facility in Aizu-Wakamatsu, Japan (FASL II) at a
site contiguous to the existing FASL facility. In addition, the Company
commenced construction in the second guarter of 1337 of a manufacturing
facllity in Dresden, Germany (Dresden Fab 30}, through a wholly cwned
subsidiary of the Company, AMD also has foundry arrangements for the
production of its products by third parties,
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The Company®s current assembly and test facilities are described in the
chart set forth below: :

APPROX .,
BSSEMBLY & TEST
FACILITY LOCATION SQUARE FOOTAGE ACTIVITY
Benang, Malaysid...oocomriannreriviianainn 377,000 aAssembly & Test
Bangko¥, Thailand........cciesamvrirtcrrnans 77,000 Assembly & Test
Singapore....-- D R 62,500 Test

In addition to the nssembly and test facilities described above, AMD has a
50-year land lease in Suzhou, China, and is constructing an additional
assembly and test fagility there. Foreign manufacturing and construction of
foreign facilities entails political and economic risks, including political
instability, expropriation, currency controls and fluctuations, changes in
freight and interest rates, and loas or modlfication of exemptions for taxes
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and tariffs, For example, 1f AMD were unabla to assemble and test its products
abroad, or if air transportation between the United States and the Company's
overseas facilities were disrupted, there could be a material adverse-aeffeet
on the Company. :

Certain Material Agreements. Sst forth below are descriplions of certain
material contractual relationships of the Company relating to FASL and the
Company's Dresden Fab 30,

FASL. In 1893, the Company and Fujitsu Limited (Fujitsu) formed a joint
venture, ERSL, for the development and manufacture of nen—volatile memory
devices, Through FASL, the two companies have constructed and are operating an
advaneed integrated circuit manufacturing facility in Aizu-Wakamabsu, Japan,
to produce Flash memory devices. The facility began volume production in the
first guarter of 1995, and utilizes eight-inch wafer processing technologies
capeble of producing products with geometrics of 0.5 micron or smaller.
Pursuant to the terms of the joint wenture, the Company and Fujitsu have each
agreed not to independently produce Flash memory devices with gecnetrics of
0.5 micron or smaller outside of the jolnt venture.

In the third quarter of 1997, EASL completed ccnstruction of the building
for a second Flash memory device wafer fabrication facility, FASL II, at a
site contiguous to the existing FASL facility. Equipment installation is in
progress and the facility is expected to cost approximately $1.31 billion when
fully equipped, which is anticipated in the second quarter of 2000, Capital
expenditures for FASL II construction to date have been funded by cash
generated from EASL operations and borrowings hy FRSL. To the extent that FASL
is unable to secure the mecessary funds for FASL II, the Company may be
required to contribute cash or guarantee third-party lcans in propertion to
its 49,992 percent interest in EASL. As of December 28, %937, the Company had
loan guarantees of $4f million outstanding with respect to such loans. The
planned FASL II costs are denominated in yen and are therefore subject to
change due to foreign exchange rate fluctuatiens.

In connection with ¥ASL, the Company and Fujitsu have entered into various
joint development, cross-license and investment arrangements. Accordingly, the
Company and Fujitsu are providing their product designs @and process and
manufacturing technologies to FASL. In addition, bath companies are
collaporating in developing manufacturing processes and designing lntegrated
circuits for FASL. The right of each company to use the licensed intellectual
property of the other with respect to certain products is limited to certain
geographic areas. Conseguently, the Company's ability to sell Flash memory
products incorporating Fujitsu intellectual property, whether or not produced
by FRSL, i3 alsc limited in certain territories, including the United Kingdom
and Japan, Fujitsu is likewise liwited in its abiliry to sell Flash memory
devices incorporating the Company’s intellectual property, whether or not
produced by FASL, in certain terrirories including the United States and
Burope, other than the United Kingdom and Ireland.

Dresden Fab 30, AMD Saxony Manufzcturing GmbH {AMD Saxeny), an indirect
‘wholly owned German subsidiary of the Company, is puitding a 900,000-square~
foot submicron inteqrated circuit manufacturing and design facility in
Dresden, in the State of Saxony, Germany aver the next Four years at a
presently estimated cost of approximately £1.9 billien, The Federal Republie
of Germany and the State of Saxony have agreed to
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support the project in the form of guarantees of bank debt, investment grants
and subsidies and interest supsidies. In March 1997, AMD Saxony entered into a
loan agreement {the Dresden Loan Agreement) with a consartium of banks led by
Dresdper Bank AG. Tke plan for Dresden has bzen revised recently to reflect
planned upgrades in wafer production technclogy as well as the decline in the
deutsche mark relative to the U.5. dollar, which has increased the proportion
of the project to ba funded by the Company rather than the Federal Republic of
Germany, the State of Saxony and the consortium of banks. .

1n ceonnection with the Dresden Loan Agreemant, as amended in February 1998,
the Company has agreed to ipvest in AMD Saxony over the nexl two years equity
and subordinated loans, and Lo guarantee a portion of AMD Saxony's obligations
under the Dresden Loan Agreement untl]l Dresden Fab 30 has been completed. In
addition, after campletien of Dresden Fab 30, the Company has agreed to make
funds- available to AMD Saxony if the subsidiary does not meet its fixed charge
coverage ratio covenant. The Company has agreed to fund certain contjingent
cbligations, including varicus cbligatiens to fund project cost overruns, Lf
any.

The Company comnenced construction in the second guarter of 1397 and
completed construction of the building shell for the plant and administration
building at the end of 1557. The planned Dresden Fab 30 costs are denominated
in dsutsche marks and, are therefore subject to change due to forefign erchange
rate fluctuations. The Company entered into foreign currency hedging
transactions for Dresden Fab 30 during the first guarter of 1397 and
anticipatas entering into additional such foreign cuzrency hedging
transactions in the first quarter of 1998 and in the future.

MBRKETING AND SALES

Source: ADVANCED MICRO DEVIC, 10-K4085, March 03, 1998
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PART I

ITEM 1. BUSINESS
Cautionary Statement Regarding Forward-Loeoking Statements

The statements in this report include forward-looking statements, These farward»foahng statements are based on currendt expeciations and beliefs and
involve numerous rishs and tmeeriainties that could cause actual resudts to differ materially from expectations. These forward-tooking statements should not be
relied upon as predictions of future evenls as we cannot assure you that the events or circumstances reflected in these statements will be achieved or will occur.
You can identify forward-looking siatements by the use of forward-looking terminology including “believes,” “expects,” “may,” "wil,” “should, " “secks,"
“intends,” "plans,” “pro forma,” "esiimates,” or “anticipates” or the negative of these words and phrases or other variaiions of these wordy and phrases or
r:omparable terminology. The forward-looking statements relate fo, among other things: our sales; capital expenditures; depreciation and amortization
expenses; the adequacy of resovirces fo fund operafions and captial expenditures; operating expenses; fax rate; the development and timing of the introduction of
new products and technologies; customer and market acceptance of our microprocessors; our ability to remain competitive and maintain or increase owr market
position; our ab:kty 1o maintain and develop key relationships with our existing and new customers and suyppliers; the ability to produce owr producis in the
volumes and mix required by the market either in our own facilities or at foundries, at aceepiable pields and on a timely basis; our ability io maintain the level of
investmend in research and development and capacify that is required 1o remain competitive; our ability to transition to advanced manufaciuring process
technologies in a timely and effective way; our abilify fo achieve cosi reductions in the amounfs and in the timeframes anticipated; the process technology
transitions in our wafer fabrication facilities; our ability to gain mavket share in high-growsh global markets such as Ching, Latin Americg, India and Eastern
EBurope; Spansion’s ability fo Tﬁmplement 300-millimeter wafer mamyfacturing capacity; and customer and market acceplance of Spansion ™ Flash memory

products based on MirrorBit ond floating gate technology, including the ORNAND architecture,

For a discussion of the factors that cowdd cause actual resuits to differ materially from the forward-fooking siatements, see the “Financial Condition™ and
“Risk Factors” sections sel forth in “Management’s Discussion and Analysis of Financial Condition and Resulis of Operations” beginning on page 24 befow
and such other risks and uncertainties as set forth below in this report or detailed in our other Seeuritics and Exchange Commission (SEC) reports and filings.
We assume no obligation to update forward-looking statements.

General

We are a feading semiconducter company with manufacturing or testing facilities in the United States, Europe and Asia, and sales offices throughout the
world. We design, manufacture and market microprocessor solutions for the computing, communications and consumer electronics markets, These solutions
include embedded microprocessors for personal connectivity devices and other consumer markets, Prior to the closing of the initial public offering, or IPO, of
Spansion Inc, on December 21, 2005, which is described in more detzil below, we also manufactured and sold Flash memery devices through our formerly
consolidated, majority owned subsidiary, Spansion LLC.

Effective June 30, 2003, we and Fujitsu Limited, a company incorporated in Jzpan, formed a Delaware Fimited Hability company named FASL LLC to
integrate AMD's and Fujitsu’s Flash memory businesses. On June 28, 2004, FASL LLC changed its name to Spansion LLC, As part of the new joint venture, we
and Fujitsu each contributed varjous assets to Spansion LLC and became Spansion LLC's two members, The contribution of assets included certain intejiectual
property, equipment and real estate. We owned 60 percent of the membership interests of Spansion LI.C, and Fujitsu owned 40 percent of the membership
interests of Spansion LLC. Because Spansion LLC was our majority owned subsidiary, its results of operations, financial position and cash flows were
consolidated with ours.

Saurce: ADVANCED MICRO DEVIC, 10-K, February 27, 2008
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" On December 21, 2005, Spansion Inc. closed its initial public offering, or IPO, of 47,264,000 shares of its Class A common stock as well as offerings of
senior notes to institutional investors with an aggregate principal amount of $250 mittion and senior subordinated notes to us with an aggregate principal amount
of $175 miltion. Skortly prior to the pricing of the IO, Spansion LLC was reorganized into a corporaie siructure and became an jndirect wholly-owned
subsidiary of Spansion Inc. Following the IPO, we own 48,529,403 shares, or approximately 37.9 percent, of Spansion’s outstanding commeon stock. As of
December 21, 2005, Spansion Inc. is an independent company and is ne longer our majorily owned subsidiary. Therefore, ils financial position, resuits of
operations and cash flows have been consolidated with ours only through December 20, 2005, We currently report our interest in Spansion’s results of operations
using the equity method of accouniting, As a result, our share of Spansion’s net income (loss) witt impact our net income (loss). Also, from December 21, 2005,
our investment in Spansion is reflected on our consolidated balance sheet in the “Net Investment in Spansjon” line item.

This report generally reflects our structure at December 25, 2005, which is after Spansion’s IPO, However, because Spansion’s results of operations are
consolidated with our results of operations for substantially all of 2005, and because Spansion’s results of operations can materially affect our results of
operations, we include a discussion of the Flash memory market end Spansion’s Flash memory operations under this section entitled, “Business,” a discussion of
the results of operations of our Memory Products segment through December 20, 2005 under the section entitled, “Management’s Discussion and Analysis of
Finencial Condition and Resuits of Operatiops,” beginning on page 24 below, and risks and uncestainties that Spansion faces that could affect Spansion’s results
of operations and comespondingly our resuits of operations under the section entitled, “Risk Factors,” beginning on page 54 below.

In connection with Spansion’s IPO, we entered into a Stockholders Agreement as of December 21, 2005, with Fujitsu and Spansion, which imposes certain
restrictions and obligations on us and Fujitsu and our respective shares of Spansion’s commeon stock and provides for ceriain inaters pertaining fo Spansion’s
management and governance. Pursuant to the Stockholders Agreement, neither we nor Fujitsu can transfer amy shares of Spansion’s common stock, except to
majority owned subsidiaries, until the earlier of December 21, 2006 or the conversion of the Class D commen stack, which is a class of common stock owned by
Fujitsu, into Class A commen stock. In addition, neither we nor Fujitsu can transfer shares in an amount equal to or greater than one percent of the then
outstanding comman stack to any entity whose principal business competes with Spansion, without first obtaining the consent of the non-transferring party, such
consent not to be unreasonably withheld after Yune 30, 2007, With the exception of board observer rights and stock registration rights, the Stockholders
Agreement will terminate when each party’s aggrepate ownership interest in Spansion falls below ten percent.

Additional Information

We were incorporated under the faws of Delaware on May 1, 1969 and became a publicly held company in 1972. Since 1579 our common stock has been
listed on the New York Stock Exchange under the symboi “AMD.” Our mailing address and executive offices are located at One AMD Flace, Sunnyvale,
Californiz 94088, and our telephone number is (408) 749-4000, References in this report to “AMD,” “we,” “us,” “our,” or the “Company” means Advanced
Micro Devices, Inc. and our consolidated subsidiaties, including, prior to December 21, 2005, Spansion Ine. (formerly Spansion LLC) and its subsidiaries.

We post on the Investor Relations pages of our Web site, www.zms.com, a link to our filings with the SEC, our Principles of Corporate Govemance, our
Code of Ethics for our Chief Executive Officer, Chief Financial Officer, Corposate Controller and other senior finance executives, our “Worldwide Standards of
Business Conduct” which applies to our direstors and al} our emptoyees, and the charters of our Audit, Compensation, Finance and Nominating and Corporate
Gavernance committees. Our filings with the SEC are posted as soon as reasonably practicat after they are filed electronicalfy with the SEC. You can ajso obtain
copies of these documents by writing to us at: Corporate Secretary, AMD, One AMD Place, M/S 68, Sunnyvele, California 94088, or emailing us at:
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Corporate. Secretary(@amd.com, All these documents and filings are available free of charge. Please note that information contained on our Web site is not
incarporated by reference in, or congidered to be a part of, this report.

For fimancial information about geographic areas and for segment information with respect to sales and operating results, refer jo the information set forth
in Note 10 of our consolidated financial statements, beginning on page 107 betow. . ‘

‘Our Industry

Semiconductors are critical components used in a variety of electronic products and systems. An integrated circui, or IC, is a semiconductor device that
consists of many infercorinected transistors on 4 single chip. Since the invention of the transistor in 1948, improvements in IC process and design technologies
have led to the development of smatfer, more complex and more reliable ICs at a lower cost per function. In order to satisfy the demand for faster, smaller and
lower-cost ICs, semiconductor manufacturers have continualiy developed improvements in manufacturing end process technology. For example, ICs are
increasingly being manufactured using smaller geometries. In addition, the size of siticon wafers ftom which ICs are produced has increased, with some
semiconductor manufacturers migraling from 200-millimeter wafers to 300-millimeter wafers. Use of smaller process geometries can resuit in products that are
higher performing, use less power and cost less to manufacture on a per unit basis. Use of larger wafers can contribute further to a decrease in manufacturing
costs per unit and incrense capacity by yielding more chips per wafer.

The availability of low-cost-semiconductors, together with increased customer demand for sophisticated clectronic systems, has led to the proliferation of
semiconductors. Today, virteally all electrenic produets use semjconductors, including personal computers, or PCs, and related peripherals, wired and wireless
voice and data communications and networking preducts including mobile tefephanes, facsimite and photecopy machines, home entertainment equipment,
industrial control equipment and automobiles.

Within the plobal semiconductor industry, during 2005 we primarify participated in three markets:
» Microprocessors, which are used for control and com puting tasks;
« Flash memory devices, which are used to store data and programming instructions; and

+ Embedded microprocessors for commercial and consumer markets,

As & result of Spansion’s IPO on December 21, 2005, we no fonger directly participate in the Flash memory market. Moreover, we entered into a
Non-Competition Agreement as of December 21, 2605, with Fujitsu and Spansiot: pursuant fo which we agreed not ¢o directly or indivectly engage in a business
that manufactures or supplies standalone semiconductor devices (including single chip, multipie chip or system devices) containing only Flesh memory, These
non-competition obligations will last until the carier of (i) the dissolution of Spansion, and {if} two years after the date on which our ownership interest in
Spansion is less than or equai to five percent.

Computation Prodncts

The Microprocessor M arket

A microprocessor is ai IC that serves as the central processing unit, or CPU, of a computer, 1t generally consists of mitlions of transistors that process data
and control other devices in the system, acting as the brain of the computer. The performance-of a microprocessor is a critical factor impacting the performance
of o PC and other similar devices. The principal indicators of microprocessor performance are work-per-cycle, or how many instructions are executed per cycle,
and clock speed, representing the rate af which its intemal logic operates, measured in units of hertz, or cycles per second. Other facfors impacting
microprocessor performance include memory size, data access speed and power consumption. Developments in circuit design and manufacturing

3
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PARTFE I **
ITEM 1. BUSINESS
INDUSTRY

Intel Corporation, the world's largest semiconductor chip maker, supplies the computing and communications industries with chips, boards,
systems and software that are integral in computers, servers, and networking and communications products. These products are used by
industry members to create advanced computing and communications systemns and are offered at various levels of integration. The company
was incorporated in California in 1968 and reincorporated in Delaware in 1989.

PRODUCTS

The company's major products inciude microprocessors, chipsets, flash memory products, networking and communications products,
embedded processors and microcontrollers, and digital imaging and other PC-peripheral products. Intel's component-level products consist of
integrated circuits used to process information. Integzated circuits are silicon chips, known as semicotiductors, etched with inferconmected
electronic switches, Intel sells to:

. original equipment inanufacturers (OEMs) of computer systems, telecommunications and data communications equipment, and peripherals;
. PC and computing appliance users (including individuals, large and small businesses, and Internet service providers) who buy Intel's PC
enhancement products, business communications products and networking products through retail and industrial distributors, and resellers
throughout the world; .

. other manufacturers, including makers of a wide range of industrial and communications equipment;

. businesses, schools, and state and local govemments that are building or enhancing Intemet data centers,

Intel also provides data center services to businesses needing e-Commerce services.

The company is organized into five operating segments according to Intel's various product lines: the Intel Architecture Business Group, the
Wireless Communications and Computing Group (formed out of the former Computing Enhancement Group), the Network Communications
Group, the Communications Preducts Group (formed during 1999) and the New Business Group. Each group has a vice president who reports
directly to the Chief Executive Officer of Intel, The Inte} Architecture Business Group is the only reportable operating segment for financial
statement purposes. No other operating segment represents 10% or more of revenues or operating profit of the company. Reference is made to
the information regarding revenues and operating profit by reportable segments, and revenues from unaffiliated customers by geographic
region, under the headings "Operating segment and geographic information" on pages 27 and 28 of Intel's 1993 Annual Report to Stockholders
and "Management's discussion and analysis of financial condition and results of operations™ on pages 30 to 36 of the 1999 Annual Report,
which information is hereby incorporated by reference. Operating results of segments that are not individoally reportable are included in the
#41] other" category for financial stalement segment reporting purposes.

** Page references to the 1999 Annual Report to Stockholders or to the company's 2000 Proxy Statement for its 2000 Annual Meeting of
Stockholders under Item 1 in

Part I and ltems 5, 6, 7, 7A and 8 in Part IT; Items 10, 11, 12 and 13 in Part

JiI; and Itemn 14 in Part IV relate to the bound, printed versions of such annual report and proxy statement, not to the electronic versions
appearing at the Intel(R) Internet site (www.intel.com and www.intc.com). However, all data referred to also appears in the electronic versions.
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Intel Architecture Business Group

The Intel Architecture Business Group (IABG) tailors platform solutions around Intel's microprocessors and chipsets for all major computing
segments worldwide, using a tiered branding approach. Intel's strategy is to provide both the highest performance and the best value through 2
broad range of microprocessor and chipset solutions that power the client and server market segments. Client platforms incorporate IABG
products in desktop computers, notebooks, entry- level servers and workstations, and Intemet appliances. Server platform products are targeted
for mid-range to high-end servers and workstations. Servers are powerful systems, often with multiple microprocessors working together,
housing large amounts of data, ditecting traffic, and controlling central functions in local and wide area networks and on the Intemet.
Workstations offer higher performance than standard desktop PCs, especially with respect to graphics, processing power and the ability to carry
out several tasks at the same time.

The IABG products include processors based on the P6 microarchitecture

(inchuding the Intel(R) Celeron{TM}, Pentium(R) III and Pentium(R) ITT Xeon(TM) . )

processors) and related board- and system-fevel products. In addition, the core-logic chipset products within IABG provide features improving
ease of use, providing new capabilities and enabling system performance to scale as the processor performance increases.

MICROPROCESSORS. A microprocessor is the central processing unit of a computer system. It processes system data and controls other
devices in the system, acting as the brains of the computer, The rate at which a microprocessor's internal logic operates, called its clock speed,
is measured in units of hertz or cycles processed per second. One megabertz (MHz) equals one million cycles processed per second, and one
gigahertz (GHZ) equals one billion cycles processed per second, The memory stored on a chip is measured in bytes, with 1,024 bytes equaling a
kilobyte (KB), 1.049 miliion bytes equaling a megabyte (MB) and 1.074 billion bytes equaling a gigabyte (GB). Cache is a memory subsystem
in which frequently used data is duplicated for quick access. A second level of cache (L2), located directly on the microprocessor, can also be
used to further increase system perfortnance.

Intel's developments in the area of semiconductor design and manufacturing have made it possible to decrease the size of circuits etched into-
silicon, permitting a greater number of transistors to he used on each mictoprocessor die, and a greater number of microprocessors to be placed
on each silicon wafer, The result is smaller, faster microprocessors that consume less power and cost less to manufacture. The length of the
individual transistors on a chip is measured in microns; one micron equals one millionth of a meter. In 1999, Intel began converting its
microprocessor manufacturing to the 0.18-micron process technology. ’

In 1999, Intel announced several new microprocessor products aimed at the various computing market segiments ranging from value PCs
(systems costing less than $1,000) to high-performance workstations and servers.

Value PCs. Tailored for the value PC market segment, the Intel Celeron processor meets the core computing needs and affordability
requirements common to many new PC users. From January 1999 to August 1999, Intel introduced several new higher speed versions of the
Intel Celeron processor running at speeds ranging from 366 MHz to 500 MHz. In January 2000, Intel introduced a 533-MHz version of the
Intel Celeron processor. All of these Celeron processors have 128 KB of integrated L2 cache on the progessor core.

Performance desktop PCs. In February 1999, Intel introduced the Pentium III processor. Targeted for the performance desktop personal
comiputer and Iow-end server and workstation market segments, the Pentium 111 processor is designed specifically to enhance the Internet
experience and offers high performance and enhanced multimedia realism for Internet applications. The Pentium III processor includes Internet
Streaming SIMD Extensions, 70 new instructions that enhance the petformance of advanced imaging, 3D graphics, streaming audio, video and
speech recognition applications. The 450- and 500-MHz versions, with 512 KB L2 cache, began shipping in March 1999; the 550-MHz version
was introduced in May 1999; and the 600-MHz version was introduced in August 1999,

In October 1999, the company introduced new versions of the Pentium III processor built on the 0.18-micron process technology, alt
integrating 256 KB of L2 Advanced Transfer Cache; these processors run at speeds of up to 733 MIdz. With Advanced Transfer Cache, the
path between the processor and L2 cache memory is wider, creating better performance than previous Pentium 1 processors running at the
same clock speed. The Advanced Transfer Cache enables application performance to scale with increasing clock frequencies. In December
1999, Intel



introduced Pentium III processors mnning at 750 and 800 MHz. As of QOctober 1999, new desktop microprocessors introduced include versions
available in the flip-chip pin grid array (FC-PGA) package. The flip-chip package uses fewer purchased components and is an improved
microprocessor package that is smaller than the previously available Single Edge Contact (SEC) cartridge.

Fn March 2000, Intel introduced the Pentium IT1 processor running at 1 GHz with integrated L2 Advanced Transfer Cache. This microproeessor
has improved performance over previous versions of the Pentium 111 processor, particularly in nmning certain applications such as loading
complex Web pages.

Mobile PCs. In January 1999, Inte] introduced the first mobile Intel Celeron processors, running at 266 and 300 MHz, providing a performance
boost for low- cost mobile PCs. From April 1999 to September 1999, the company introduced several new higher speed versions of the mobile
Intel Celeron processor running at speeds ranging from 333 to 466 MHz. In February 2000, a 500-MHz version was introduced. All of these
processors integrate 128 KB of L2 cache on the processor core.

The Pentium(R) II and Pentium III processors for mobile PCs have been designed to provide mobile users with advanced performance while
meeting the power consumption and size constraints of mobile PCs. In January 1999, the company introduced mobile Pentium II processors
running at 333 and 366 MHz. These were the first Pentium II processors built on a single processor silicon die with 256 XB of on-die L2 cache.
In June 1999, the company introduced the mobile Pentium II processor running at 400 MHz with 256 KB of on-die L2 cache. This was the first
processor built on lntel's 0.18-micron process technology. The first mobile Pentium I processors were introduced in October 1999, also built
on the company's 0,18-micron process technology and running at 400, 450 and 500 MHz. The mobile Pentium III processor at 400 MHz
operates at a low 1.35 volts and is targeted specifically for mini notebook designs, for which power consumption is a significant design
concern,

In January 2000, the company introduced the mobile Pentium IiI processor featuring Intel(R) SpeedStep(TM) technology running at 650 and
600 MHz. These processors have the capability of operating in two different modes, a Maximum Performance Mode and a Battery Optimized
‘Mode. The system by default automatically chooses which mode to run in, depending on whether the computer is running on batteries or is
plugged into AC power, This dual-mode capability allows the notebook to run at desktop-class speeds when plugged in, optimizing
performance, and optimizing battery life when AC power is not avajlable.

Servers and workstations. In March 1999, Intel announced the Pentium IIl Xeon processor, targeted to enhance Internet software and
application performance for the mid-range to high-end server and workstation market segments. At introduction, the Pentium III Xeon
processor was available at speeds of 500 and 550 MHz, available in 512 KB, 1 MB and 2 MB L2 cache versions for 2-, 4- and 8- way servers
and workstations. In October, the company introduced three new versions running at 600, 667 and 733 MHz, with 256 KB L2 Advanced
Transfer Cache on-die, manufactured using the 0,18-micron process technology and aimed at 2-way servers and workstations. In January 2000,
the company introduced an 800-MHz version with the same on-die 256 XB L2 Advanced Transfer Cache. ‘

The company has under development a family of 64-bit microprocessors expected to expand the capabilities of the Inte} architecture to address
the high- performance server and workstation market segments while still running the software that currently operates on 32-bit Inte] processor-
based machines. A 64-bit microprocessor is more complex than a 32-bit microprocessor and requires a more complex system architecture, but
it can handle twice as much data in each clock cycle. Thus, a 64-bit microprocessor enables most data-intensive applications, such as database
and graphics applications, to run faster than they would on a 32-bit microprocessor. In December 1999, Intel began delivering prototype
systems based on sample Itanium{TM) processors to system manufacturers, operating system vendors and application providers to help them
complete the development and testing of products targeted for the Itanium processor, the first processor based on the JA-64 architecture, The
first production Itanium processor-based systems are expected to be available from OEMs in the second half of 2000.

Board-{evel products. While many of Intel's OEM customers use the company's microprocessors as components in designing their own
computer products, some OEMs use Intel-designed board-level products as basic building blocks in their computer products. OEM customers
may buy at this level of integration to accelerate their time-to-market and to direct their investments to other areas of their product lines. The
company provides board-ievel '



products to give OEM customers flexibility by enabling them to choose whethet to buy at the component or board level. Board-level products
based on Intel's new microprocessors are available for most computing market segments.

Sales and gross margin, During 1999, sales of microprocessors and related board-level products based on the P6 microarchitecture, which are
included in the Intel Architecture Business Group's operations, comprised a substantial majority of Intel's copnsolidated net revenues and gross
margin. For 1998, these represented a majority of Intel's consojidated net revenues and a substantial majority of gross margin, Sales of products
based on the P6 microarchitecture first became a significant portion of the company's revermes and gross margin in 1997, Sales of Pentium
processor family products, including Pentium processors with MMX(TM) technology, were not significant for 1999, but were a rapidly
declining but still significant portion of the company's revenues and gross margin for 1998, During 1997, sales of Pentium processor family
products were a majority of the company's revenues and gross margin. For the past several years, the company's sales of microprocessors have
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generally shown a seasonal trend, with higher sales in the second half of the year, primarily due to back- to-school and holiday demand.

* CHIPSETS. Chipsets perform essential Jogic fanctions surrounding the central processing unit, and support and extend the graphics, audio,
video and other capabilities of many Intel processor-based systems. The company's chipsets are compatible with one or more of & variety of
industry-accepted buses, such as the Peripheral Components Interconnect (PCI) Local Bus specification and the Accelerated Graphics Port

- {(AGP) specification. A bus is a circuit that carries data between parts of the system, for example, between the processor and main memory. The
company offers the 440BX AGPset family of chipsets for the Pentium III processor to be used in deskfop and mobile products.

To help enable computer makers to speed their products to market, Intel designs, manufactures and selis chipsets for each computing market
segment. Inte} makes chipsets with and without integrated graphics capability. Previously, the company offered stand-alone graphics
accelerator chips. However, during 1999 the company shifted its focus to integrating graphics capabilities into certain of its chipset products. In
April 1999, Intel launched the Intel(R) 810 Chipset with a 66~ or 100-MHz system bus, the company's first chipset integrating multimedia
capabilities for value PCs based on the Intel Celeron processor. In September 1999, the Intel(R) 810E Chipset with a 133-MHz system bus was
introduced which extended the capabilities of the Intel 810 Chipset as well as adding support for Pentium III processors. In addition to the
integrated graphics capability, these new 800 seties chipsets double the size of the communications channe! within the chipset for a
significantly enhanced multimedia experience.

In August 1999, Intel began shipping board-level products with Profusion(R) Chipsets attached, aimed at the mid-range to high-end server
market segment, allowing OEMs to more easily build 8-way servers based cn the Pentium III Xeon processor.

In October 1999, Intel Iaunched the Intel(R) 840 Chipset with a 133-MHz bus, targeted for entry-level 2- and 4-way servers and workstations
utilizing Pentium III and Pentium III Xeon processors. This is the first chipset to enable high-performance Direct Rambus Dynamic Rapdom
Access Memory (RDRAM) technology. Direct RDRAM delivers a maximum theoretical memory bandwidth of up to 1.6 GB per second. In
November 1999, Intel introduced the Intel(R) 820 Chipset with a 100- or 133-MHz bus, for Pentium I processors, This was the first desktop
chipset to enable high-performance Direct RDRAM memory technology and enhance graphics performance through AGP 4x graphics support.
The Intel 840 and 820 Chipsets do not have integrated graphics. ’

Wireless Communications and Computing Group

In December 1999, Intel announced the creation of the Wireless Communications and Computing Group {WCCG), focusing on opportunities
in the growing digital cellular and wireless communications areas. WCCG's products consist of component-level hardware and software used in
digital cellular communications products and other applications using both jow-power processing and flash memory. Within the client platform
initiatives, WCCG products support handheid devices such as mobile phones, two-way pagers and personal digital assistants.

FLASH MEMORY. Fiash memory components are used to store user data and computer program code and retain information when the power
is off, Intel(R) StrataFlash{R} memory, the first flash memory product to store multiple bits of data in one memory celi, expands memory
capacity for a variety of consumer and networking applications. In Avgust 1999, Intel introduced the 3 Volt Inte}{R) StrataFlash memory with
triple the read performance compared



to the previous version. Using 0.25-micron lithography, the new StrataFlash product enables both code execution and data storage on a single
128-MB chip. In September 1999, the company announced the Intel(R) 1.8 Volt Duai-Piane Fiash Memory, a 32-MB capacity chip for code
execution and data storage in cettular phones and other handheld wireless devices requiring low-power, 1.8-volt operation. In 1999, the
company also introduced an updated version of the Intel(R) Advanced+ Boot Block Flash product using low-power, 1.8-volt operation and
having fraud protection capability that protects code and data from corruption.

EMBEDDED PROCESSORS FOR HANDHELD DEVICES. Battery-powered handheld devices have embedded processors that use low
power yet provide high performance. Intel's Strong ARM(R) processors provide such performance at a low cost. During 1999, Intel and
Advanced RISK Machines, Ltd. announced a licensing agreement enabling Intel to develop solutions based on cinrrent and futare versions of
the ARM(R) architecture. Intel's StrongARM product portfolio implementation of the ARM architecture utilizes Intel's microarchitecture and
{ow-power technologies, while remaining compatible with software available for ARM cores, to service the portable, handheld and applied
computing market segments. In March 1999, Inte} announced the addition of the Intei(R) Strong ARM SA-1110 processor and the SA-1111
companion chip to the Intel StrongARM product portfolio, providing increased memory and input/output design fiexibility.

Strong ARM and ARM are trademarks of Advanced RISC Machines, Ltd.

CELLULAR COMMUNICATIONS PRODUCTS. In November 1999, Intel expanded its wireless communications product offerings with the
acquisition of DSP Communications, Inc., a leading supplier of chipsets, reference designs, software and other key technologies for the digital
cellular communications market segment. The chipsets developed by DSP Communications support a broad range of frequency modulation
standards, including Time Division Multiple Access (TDMA), Code Division Multiple Access (CDMA) and Personal Digital Celtular (PDC), a
proprietary cellular system that works only in Japan. Under development are chipsets for use in Wideband CDMA (WCDMA) and other third-
generation standards. Third-generation standards are expected to deliver high- speed data transmissions combining voice and Internet
capabilities into wireless handheld devices. Other product offerings include large-scale reference designs and form-fit reference designs
enabling manufacturers of handheld devices to outsource large portions of the development of their handsets.

Network Communications Group

The Network Communications Group (NCG) provides component-level networking silicon products, high-speed adapters for Internet access,
and network interface cards to provide networking and Internet connectivity solutions for enterprises, small businesses and consumers, NCG
also offers embedded microprocessors and microcontrollers for networking and communications as well as other applications’ These embedded
control prodiicts were previously offered by Intel's former Computing Enhancement Group.

In 1999, Intel acquired several companies to help expand the company's product offerings in networking and communications. In July 1999, the
company acquited Softcom Microsystems, Inc., a maker of semiconductor products for OEMs in the networking and communications market
segments. In September 1999, the company acquired NetBoost Corporation, a maker of hardware and software solutions for communications
equipment suppliers and independent software vendors in the networking and cornmunications segments.

In August 1999, Intef completed the acquisition of Leve] One Communications, Inc., which provides silicon connectivity solutions for high-
speed telecommunications and networking applications, offering increased bandwidth and functionality throngh silicon integration. The
products are used to produce systems for local area networks (LANS), wide area networks (WANSs) and public telephone transmission
networks. LANs, WANs and telephone transmission networks enable the use of intranets and the Internet. An intranet is a privately maintained
network that provides services within an organization similar to the services provided by the Internet.

In September 1999, the company launched the Intel(R) Internet Exchange(TM) architecture, a flexible platform for silicon-based products to
‘help enable the networking and communications industry to build faster, more intelligent networks. In the second half of 1999, Level One
Communications announced a family of silicon components based on this architecture.
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Intel also continued to introduce new members of a family of networking interface cards based on the multi-platform, single-chip Fast Ethernet
controller, the Intel(R) 82559, Featuring Intel(R) SingleDriver technology, these new adapters are designed o Jower network support costs and
complexity by providing a common set of software drivers for servers, desktops, network PCs and mobile clients. Ethernet refers to a local

. network used to transfer information at 10 million bits per second, while Fast Ethernet networks transfer information at 100 million bits per
second. In January 2000, Intel announced its new family of Intel(R) PRO/200 S network security-enabled adapters, which help enable higher
performance and end-to-end security within the LAN. )

In January 2000, the company announced the Intel PRO/DSL 3100 Modem. Its predecessor, the Intel(R} PRO/DSL 2100 Modem was
introduced in the fourth quarter of 1999, Both modems are based on two new industry standards that allow access to the Intemet at speeds up to
" 150 times faster than the fastest analog modems.

In November 1999, the company introduced a higher performance version of its Intel(R) AnyPoini(TM) Phoneline Home Network product that
allows families to connect multipie PCs within a single home with bandwidth of up to 10 million bits per second over existing phone lines.

EMBEDDED CONTROL PRODUCTS. Intel's embedded control products include a range of components used to control functions in
networking and communications applications, such as telecommunications, hubs, routers and wide area networking. Intel's embedded control
chips are also used in laser printers, imaging, storage media, point-of-sale systems, industrial automation equipment, automotive systems and
other applications. Products include low-power- consumption versions of the Pentium processor with MMX technology and the 32-bit i960(R)
reduced instruction set computing {RISC) processor with integrated input/output capabilities. Additional produets include microcontrollers of
the Intel(R) MCS(R)-51 and MCS(R)-296 microcontroller families.

Tn February 1999, Inte} introduced Celeron processors running at 300 and 366 MHz into the embedded product line. In May 1999, Intel
announced the addition of the low-power-consumption Pentium I processors running at 266 and 333 MHz as well as the Celeron processor
running at 433 MHz to its embedded product line, In February 2000, Jlow-power-consumption Pentium HI processors running at 400 and 500
MHz as well 25 the Pentium 111 processor running at 600 MHz were made available for embedded products aimed at new networking and
communications, point-of-sale and industrial automation equipment applications. ‘

Communications Products Group

The Communications Products Group (CPG) provides system-level hardware, software and support services for e-Business data centers and
building blocks for communications access solutions. These products include hubs, routers and switches for Ethernet and Fast Ethernet
networks, e-Commerce infrastructure appfiances and computer telephony components, Computer telephony is a term used to encompass a wide
variety of technologies and applications that use the information processing capabilities of a computer, often a server, to add intelligence to
telephone functions and to combine these functions with data processing.

In February 1999, Intel acquired Shiva Corporation to expand Intel's networking product line with remote access and virtual private networking
(VPN) solutions for the small to medium enterprise market segment and the remote needs of campuses and branch offices. '

In July 1999, Intel acquired Dialogie Corporation, a maker of computer telephony hardware and software. The acquisition is aimed at
expanding Intel's standard- high-volume (SHV) server business in the networking and telecommunications matket segment by providing
standards-based hardware and software building blocks for integrated voice and data networks. Dialogic's hardware products receive and
process signals from telecommunications networks and petform computing functions to convert the signals to data (and vice versa) appropriate
for computer systems. These computing functions are based upon algorithms for a variety of features, including voice compression and
decompression, voice storage, speech recognition, tone recognition and signaling, and facsimile compression and generation. Dialogic
hardware products ate provided bundled with software elements, such as drivers, which enable the hardware products to work in the host
environment and to be compatible with other elements within the system in which they are installed.
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In October 1999, Intel acquired IPivot, Inc., a designer and manufacturer of Infernet commerce equipment. Internet commerce equipment is a
new product category comprising special-function devices that manage information crossing the Intemet to help ensure more reliable, faster,
more efficient and secure fransactions. In February 2000, the company introduced the family of Intel(R) NetStructure{(TM) products, combining
these Internet commerce products with other Intel networking systems. ' :

In September 1999, Inte] introduced the Intel{R) 6000 Switch, now incorporated in the family of NetStructure products as the Intel
NetStructure 6000 Switch, and the Intel(R) Express 9500 and 8200 routers. With the addition of these products, Intel has broadened its
networking systems offering to provide medium-size enterprise customers with more flexible and manageable end-to-end networking solutions.

New Business Group

The New Business Group (NBG) focuses on nurturing and growing opportunities in new market segments, and it positions the company to
serve these emerging market segments. The group provides e-Commerce data center services as well as products such as connected peripherals
and security access software. In 1999, the New Business Group launched Intel(R) Online Services, Inc., providing second-generation Web
hosting and e-Commerce services to companies worldwide. The company opened two Intemet service centers—an 85,000-square-foot, major
production facility in Santa Clara, California, hosting more than 10,000 servers, and a development facility in Folsom, Califonia—and has
plans to open centers in Virginia, Japan and England. Second-generation Web hosting includes not only offering customers facilities and
servers but also additional services to help them successfully maintain and grow their e-Business activities.

Other new products in 1999 include the family of Intel(R) Play(TM) toys, and the Intel(R) PC Carmera Pro Pack, an affordable and easy-to-use
camera package that includes video phone and video e-mail as weil as the capability, through a built-in video capture piug, to bring live or
recorded video into PCs.

MANUFACTURING

A majority of the company's wafer production, including microprocessor fabrication, is conducted at domestic Intel facilities in New Mexico,
Oregon, Arizona, California and Massachusetts. Intel also produces microprocessor- refated board-level products and systems at facilities in
Puerto Rico, Oregon and Washington.

A significant and growing portion of Intel's wafer production, primarily wafer production based on the P6 microarchitecture, is conducted
outside the United States at facilities in Ireland and Israel. For the fourth quarter of 1999, wafer production in Ireland was just under 15% of the
company's total wafer production. In June 1999, a new fabrication facility was opened in Israel to manufacture wafers using the 0.18-micron
process technology, primarily for the production of P& microarchitecture products, Production began at that facility in the second half of 1999
and will continue to ramp toward full production in 2000, Wafer production in Israel is expected to be more than 10% of total wafer production
by the end of 2000. A snbstantial majority of the company's components assembly and testing, including assembly and testing for processors
based on the P6 microarchitecture, is performed at facilities in the Philippines, Malaysia, Ireland and Costa Rica. The company also performs
components assembly and testing at a facility in the People's Republic of China.

To augment both domestic and foreign capacity, Intel uses subcontractors to perform assembly of certain prod{lcts and wafer fabrication for
cextain components, primarily flash memory, chipsets and networking and communications component products. The company also uses
subcontractors for production capacity of board-level products and systems.

In June 1999, Intel introduced its first microprocessor built using the 0.18- micron process technology: the mobile Pentium II processor running
at 400 MHz. Intel was the first company in the industry to begin high-volume manufacturing utilizing 0.18-micron process technology. The
0.18-micron process technology features structures that are smaller than 1/500th the thickness of a human hair and smaller than the visible
wavelength of light (for the human eye). Intel's new 0.18-micron process technology can feature voltages as low as 1.1 to 1.65 volts (the lowest
voltage of the products introduced by Intel as of the end of 1999 was 1.35 volis). In October 1999, the company introduced Pentium Iil
processors built using the 0.18-micron process technology. The company is manufacturing wafers using the 0.18-micron process technology at
fabrication facilities in Arizonz, California, Oregon and Israel. ‘



Also in June 1999, Intel announced plans to start 300mm wafer production in 2002, and in Jamary 2000, the company announced hat it
intends fo build its first 300mm wafer fabrication facility in Arizona, The largest wafer size currently used by Intel in wafer fabrication is
200mm.

In February 2000, Inte! announced that it had signed a letter of intent to purchase a wafer fabrication facility in Colorado to add manufacturing
capacity. The company expects to begin manufacturing flash memory at the Colorado facility by late 2000.

In general, if Intel were unable to fabricate wafers or to assemble or test its products abroad, or if air transportation between its foreign facilities
and the United States were disrupted, there could be a snaterial adverse effect upon the company's operations. In addition to normal
manufacturing risks, foreign operations are subject to certain additional exposures, including political instability, currency controls and
fluctuations, and tariff, import 2nd other restrictions and regufations. To date, Intel has not experienced significant difficulties related to these
foreign business risks.

The manufacture of integrated circnits is a complex process. Normal manufacturing risks include errors and interruptions in the fabrication
process and defects in raw materials, as well as other risks, all of which can affect yields. A substantial decrease in yields would result in higher
manufacturing costs and the possibility of not being able to produce a sufficient volume of good units to meet demand.

EMFLOYEES
At Decemnber 25, 1999, the company employed approximately 70,200 people worid\ry;ide.
SALES

Most of Intef's products are sold or licensed through sates offices located near major concentrations of users thronghout the United States,
Europe, Asia- Pacific, Japan and other parts of the world.

The company also uses industrial and retail distributors and representatives to distribute its products both within and outside the United States.
Typically, distributors handle a wide variety of products, including those competitive with Intel products, and fill orders for many customers.
Most of Intel's sales to distributors are made under agreements allowing for price protection on unsold merchandise and right of return: on
stipulated quantities of unsold merchandise. Sales representatives generally do not offer directly competitive products but may carry
complementary items manufactured by others. Representatives do not maintain a product inventory; instead, their customers place orders
directly with Intel or through distributors. Intel sold products to more than 1,000 customers worldwide in 1999. Sales to each of Compag
Computer Corporation and Dell Computer Corporation in 1999 represented 13% of total revenues. A substantial majority of the sales to these
two customers consisted of Intel Architecture Business Group products. No other customer accomnted for more than 10% of total revenues.
Sales to the company's five largest customers accounted for approximately 44% of total revenues.

Reference is made to the information regarding revenues and operating profit by reportable segments and revenues from unaffiliated customers
by geographic region under the heading "Operating segment and geographic information” on pages 27 and 28 of the Registrant's 1999 Annual
Report to Stockholders, which information is hereby incorporated by reference.

BACKLOG

Intel's sales are primarily made pursuant to standard purchase orders for delivery of standard products. Intel has some agreements that give a .
eustommer the right to purchase a specific number of products during a specified time period. Although not generally obligating the customer to
purchase any particular number of such products, some of these agreements do contain billback clauses. Under these clauses, customers who do
not purchase the full volume agreed to are liable for billback on previous shipments up to'the price appropriate for the quantity actually
purchased. As a matter of industry practice, billback clanses are difficult to enforce. The quantity actvally purchased by the customer, as well as
the shipment schedules, are frequently revised during the agreement term to reflect changes in the customer's needs. In light of industry practice
and experience, Intel does not believe that such agreements are meaningful for determining backlog amounts. Intel believes that only a small
portion of its order
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The cumpanys purpose st empower peopie everywhere to fead more productive kves. tntegrated cicuiy Yo A 'e*na'iﬁ'e matufactavers of persoﬁa! and
networked computation and communications systems to offer products that allow users to access, process and commun nai'e information at ever-greater speeds.
AMD produces microprogessars, Flash memory devices and support circuitry for commurications and networking apphcatmns, The company has sales offices
woridwide and has manufacturing faciities in Sunnyvate, California; Austin, Texas; Bangkok, Thaitand; Penang, Malaysla; Singapore; Suzhou, China;
Aizu-Wakamatsu, Japan and Dresden, Germany.

AMD was founded in 19689. The company is headquartered in Sunnyvale, California, and empioys 2pproximately 14,400 people woridwide. AMD begame 2

pubicly held company in 1972 and since 1879 has baen listed on the New York Stock Exchange with the trading symbol of "AMD" for its comman shares.
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By any measure, 2000 was the most successful year
in AMD’s history!

At AMD, we define “success™ as “pmﬁtabie
growth‘”

For the year, AMD had record sales, record
operating income, record net income, and record
carnings per share. With sales of $4,644,187,000,
AMD posted yeat-on-year growth of 63 percent—
a phenomenal achievement for a company our
size—and eclipsed the semiconductor industry’s
very strong growth of 37 percent,

Our profit performance was spectacular! We
earned nearly $1 billion in net income, and our
operaring income approaching $890 million was
four times the previous best year in our 31-year
history. Most gratifying, our operating income

feading vendor of Flash memory devices

exceeded all of the operating losses incurred during
the previous four years as we were making the
investments necessary to achieve Jeadership in Flash
memory products and PC processors.

The fargest contributor to our achievement of
record operating income was our outstanding
performance in Flash metmory devices. Our
achievements in this matket— the fastest-growing
major segment of the semiconductor industry—
are often overlooked and under-reported as analysts
and the medjia focus their attention on our ongoing
challenge to the reigning 800-pound gorilla in the
PC processor industry. The Flash commentary at
the end of this letter discusses our significant
achievements as well as the near-term challenges
we face in the Flash memory arena.

The vast majority of our capital assets have been
applied to achieving success in the PC processor
market, Accordingly, the remainder of this letter
will focus on the achievements, straregies, and plans

next gennratinu in compating platforms

related 1o our overacching goal of cstabiishing
AMD as the preferred provider—a partner to our
customers rather than a competitor—of micro-
procsssor-centric solutions for PCs, workstations,
aﬂd Servers,

In 1996, on the heels of the introduction of a
fifth-generation PC processor—our first independ-
enty engineered PC processor—we issued a
challenge to our worldwide sales force. That
challenge was to exploit a 1,000-day window of
opportunity to establish an alternative platform

for Microsoft® Windows® computing. Thus

began the first of several 1,000-day journeys.

We achieved our principal objective for the first
1,000 days, and by the end of 1998, we had estab-
lished AMD as the nucleating point for an alterna-
tive PC platform, The principal objective for our
second 1,000-day journey——a journey that will take
us through the end of 2001—~was to extract value
for AMD shareholders from the substantial invest-
ments we have made in wealth-producing assets.

The frst clement of our strategy was the develop-
ment of platforms based on processor products with
compelling features that would deliver a comperitive
advantage within the Microsoft Windows standard.
The second’ element was leading-edge process
rechnology thar would enable us to deliver high-
performance processors at competitive costs. The
final element was production capacity capable of
building our processors utilizing that technology
in volume to support out customers as they came
to depend on AMD for a growing proportion of
their requirements. ,

Clearly, we are now achieving the objective of
our second 1,000 days.

As we began the second 1,000-day journey, we
said that the then-forthcoming AMD-K7™
processor would be cfitical to out success. The
AMD-K7 processor, the industry’s first seventh-
generation processor, came to market in mid-
1999 as the high-petformance AMEY Athlon™
processot. Later, we introduced a derivative version
for the value segment of the market, che AMD
Duron™ processor. Rapid market acceprance of
these industiy-ieading products enabled us to record
a six-fold increase in AMD Athlon/AMD Duron
processo: tevenues to more than $1.6 billion,
driving total PC processor revenyes to more than
$2.3 billion for the year. The largest contributor
to our achievement of record sales in 2000 was the
success of the AMD Arhlon processor.

Bus we want more than successt We want to
win, which under our definition means gaining
market share, We believe AMD gained three
points of unit marker share in the PC processor
arena, to 17 percent in 2000.

In our industry, there are three ways to win:
our-invest, oui-produce, or pup-innovate the compeni-
ton. We know that we cannot out-invest or out-
produce our much larger and much richer
competitor, Therefore we plan o win by out-
innovating the competition, delivering products
and services that conttibute to our customers’ success.

One important measure of innovarive ideas is
patents issued by the United States Patent and
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Trademark Office, By that measure, AMD has
been and is achieving significant returns on its
sustained and sizable investments in research and
development. In 1998, AMD received 560 patents
and ranked number 24 among all the companies
in the world in the number of patents issued. In
1999, AMD received 825 patents and moved up
to number 18 in the world. Last year, with 1,055
new patents issued, AMD ranked 12 in the
world—seven places ahead of Intel!

Obviously, to win in the marketplace, a company
roust translate its innovative concepts and begter
ideas into teal products that offer a compelling
advantage to its customers. Our track record in
incorporating better ideas into PC processors and
platforms is impressive;

AMD was the first PC processot producer to use
a superscalar RISC implementation of the x86

instruction set to run the Microsoft Windows

operating systett.

AMD was first to use “flip-chip” technology in an
%86 processor.

AMD developed 3DNow!™ technology, the first
non-Intel extensions to the xB6 instruction set
supported by Microsoft.

AMD was first to use a 100-megahertz (MHz) bus
to speed the exchange of dara berween the processor
and the other components of the PC system.

With the introduction of the AMD Athlon
processor in mid-1999, AMD accelerated both
the pace and the delivered benefits of innovative
concepts;

AMD was the first to introduce a seventh-generation
PC processor.

AMD was the Arst to cmploy copper Interconnect
technology in an %86 processor.

AMD was the first to use 2 200-MHz bus, scalzhle
b 400-MHz {curzent versions of the AMID Athlon
processor feature a 266MHz bus).

To the critical acclaim of the industry, AMD was
the first to break the gigabertz barrier when we
introduced the 1-GHz AMD Arhlon processor on
March 6, 2000.

The AMD Athlon processor was at introduction
and today is the worlds highes-performance PC
procesor!

Our achicvements in delivering compeliing
solutions to PC manufacturers and users have not
gone unnoriced. To date, our seventh-generation
AMD Athlon and AMD Duron processors have

3: LETTER T0 OUR SHAREHOLDERS

_received more than 80 prestigious awards from

independent publications and orgenizations.
These awards are detailed on page 6 of this report.

The most satisfying of 2ll of these awards was
our unprecedented repeat win when the authorita-
tive Microprocessor Report, having previously

tnnovative technoloag

judged the AMD Athjon processor Best FC -

Processor of 1999 award, followed up by recogniz-
ing the latest version of the AMD Athlon proces-
sor as the Best PC Processot of 2000! Notably,
Microprocessor Report chose the AMD Athlon
processor in a head-to-head comparison with
Intel’s Pentium 4 processor!

In the final quarter of 2000, we began volume
shipments of a 1.2-GHz version of the AMD
Athlon processot. Independent petformance bench-
marks show thac this version of the AMD Athlon
processor with the AMD-760 chipser supporting
DDE, {double-data~-tate) SDRAM outperforms
Intel’s 1.5-GHz Pentium 4 processor on the most
commeonly used business applications, Even when
the Pentivm 4 is over-clocked to 1.73GHz, the
AMD Athlon processor achieved higher perform-
ance on these independent benchimarks.

Simply pur, the AMD Athlon processor is fasrer at
any speed!

The near-flawless startup of Fab 30 in Dresden
in mid-year made important contributions to our
suceess. From the onset of production, yields and
speed-grade distributions were excellent, and our
Dresden team execured a rapid production ramp,

reaching approximately 50 percent of capacity by
year-end. Fab 30 began production employing our
180-nanometer, Hil*6 technology with copper
interconnects—a technology co-developed under
an alliance with Motorola that we entered into in
1998, We plan to ramp Fab 30 to Full capacity
even as we implement 130-nanometer technology
in the fourth quarter of this year.

lanovation goes beyond process technology;
product platforms, and production——-it also
applies to strategy and organizational approach.
We're pragmatic at AMD and we're aware of the
often-voiced maxim that “a good big man will
beat a good fftle man every time.” If you're not an
800-pound gorilla and being successful means
that you must rake one on, you must become a
vireual gorilla,

DDR SPRAM memory techniology offering peak memnC:handvgmms up to 2.1iB/sec

NIpSet



ANID PowerNow! signi

PowerNow!

The forward-fooking slatements
cortained in the above letter are
subject fo isks and pneerialaties,
istluliing those discussed fo s
annual seporl ang the company's
Form 10-K for the fiscal yenr
ende Gecember 31, 2000, as
Sied with the Securiles and |
Exchange Commission, thal cold
cause eclial resulis 10 differ
maserlzily from 1hose projecled.

Simply put, this means talsing advantage of the
existing infrastructure, developing new infrastruc-
ture with partners, and forging alliances with
technology leaders to {everage our own significant
technical achievements with theirs,

Let’s lock at the progress AMD has made over
the past several years.

Our fifth-generation PC processor simply
plugged into the existing Intel socket.

For our sixth-generation processor, we extended
and enhanced the Intel infrastructure by collaborat-
ing with third-parry chipset manufacturers and
motherboard suppliers.

For our seventh-generation processor family, we
extended those relationships further and created
an entirely new “bus-independent” fnfrastructure

and DDR platform. Today there are three chipset
ticantiy extends hattery life in notebook PCs

ranufzcturers (3 chipser partners, 4 toral produciag
chipsets if you count us) and 50 motherboard
suppliers (with more than 260 unique mother~
board designs in cither development or production!]

supporting the AMD Athlon and AMD Duron
processors,

Going forward, we plan to extend the reach and pen-
etcation of our PC processors, This quarter, we plan 1o
introduce the first power-managed version of the AMD
Athlon processor with axchitectural enhancements
that will enabie AMD to penerrate the perform-
ance and professional mobile marker. Additionally,
with the advent of the AMD-760™MP chipset,
which supports two processots, we will have for the
First time a compelling sofucion for workstation and
server applications.

With outstanding operational performance and
with a product portfolio betrer posidoned than at
any time in our history; we believe we can continue
to gain marker share.

The current siowdown in PC demand, which
came upon the induscry so swiftly and scverely
late last year, will have a dampening effect on our
growth and operating results for the fisst half of
2001. We believe the “Cassandra Chorus” now
proclsiming the death of the PC is once again
wrong. We continue to believe that the PC, in
both wired and wireless forms, will continue to be
the hub of the digital universe.

Even in the current environment, however, we
believe AMD overall will grow faster than the
industry. We expect to contittue to extract value
for our shareholders from the substantial invest-
ments we have made.

Looking beyond the current year, in the first
half of 2002, we plan 1o introduce the Hammer
Family and 64-bit computing to our markets. The
Hammer Family is the culmination of our long-
term strategy for a totally independent alternative
that will extend our lead in PC processors and
provide competitive platform solutions for PC
servers and workstations.

Innovation is all abouc ideas, and the Hammer
Family is deatly a better idea,

The AMD x86-64 technology will deliver
unsurpassed 32-bit performance in Windows
computing while enabling a seamless transition to
G4-bit computing,.

Our eighth-generation Hammer Family will be
manufactured in the next-generation 130-
nanometer, HiP-7 technology, again co-developed
through our Motorola alliance, All versions of the
Hammer Family will employ SOl (silicon-on-
insulator} technology for enhanced performance
and reduced power consumprion. As yet another
example of our virtual gorilla surategy, we have
entered into an agreement with IBM, the indusery
Jeader in SOT technology, relating to the design of
SOI devices to enhance the success of the
Hammer Family,

AMD innovations in the instruction set, /O
capability. and architecture in our eighth-genetarion
Hammer Family are designed to catapult AMD to
leadership in a 64-bic world in our third 1,000 days.

That’s a story for next year's [etter.

Thank you for your continuing support.

¥ Chaliman and

H
President end
Chief Dperating Officer

February 28, 2001
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The perfotmance of our Memory products was nothing shart of spectacular in 2000! Sales of AMD Flash mamory products more than doubled to over
$1.5 bitllon and contributed heavily to ‘our operating profit,

The masket for Flash memory devices Is the fastest-growing major segment of the semiconducior industry. Flash memory is increasingly & critical
enabling technofogy for a broad range of specialized appiications, including cefiular tefephones, automotive applications, set-top boxes, internet
Infrastructure equipment, and poriable Internet access devices. Industry growth has been turbocharged by strong growsh in demand for systems that
require Flash memury devices coupted with requirements for higher-densiy devices to deliver increased functionality.

AMD addresses the Flash memory market throegh FASL (Fujitsu-AMD Semiconductor Limited), a joint venture with Fujtsu Limited, FASL Is the
world's largest producer of Flash memory devices.

AMD Inniovations In hoth process technology and product innovation. have enabled s to provide superior soltions for many speciaiized applications,
making AMD the preferred supplier of Flash memory products, as evidenced by more than 20 muiti-year agreements with premier companles around
the world, AMD innovations include low-veltage aperation, million-cycle endurance, simuttaneous read-write capability, burst-mads tachnotogy, chip~
scale packéging. and high-tempesature operating capabifity—features that provide significant advantages in specific applications.

The current economic sfowdown in the United States whf presant us with & more chattenging envlronment geing farward. With the underlylng growth
of the market, our outstanding product partfafio, excelient manufacturing capabiifies, and extremely strong customer relations, we betieve we wil
grow our Flash memery product safes significantly even In the mote chatlenging market conditions we expect 1o face n 2001,

5% FLASH HIGHLIGHTS
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Item 5, Other Events.

On April 12, 2000, Advanced Micro Devices, Ine. reported record sales of
$1,092,029,000 and net income of $189,345,000 for the guarter ended April 2,
2000. Net income amounted to $1,15 per diluted share. The full text of the
press releass is set forth in Exhibit 99.1 attached hereto and is incorporated
in this report as if fully set forth herein.

Ttem 7. Financial Statements, Pro Forma Financial Ipformatioh and Exhibits.

{e) Exhibits
99.) Press release dated April 12, 2000.

2 .
STGNARTURES

Pursuant Yo the requirements of the Securities Exchange Rct of 1834, the
registrant has duly caused this report to be signed on its behalf by the
andersigned hereunto duly anthorized.

BOVANCED MICRO DEVICES, INC.

pated: April 21, 2000 By: /s/ Erancis P. Barton

Francis P. Barton’
Senioy Viece President, Chief Financial
officer

Exhibit Index

Exhibit Number Exhibit

55.1 Press release dated April 12, 2000.

Source: ADVANCED MIGRO DEVIG, 8-K, April 21, 2000
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EXHIBIT 99.2

NEWS RELBASE

CONTACT:

John Greenagel

Corporate Communications
{408} 749~3310

Toni Beckham
Investor Relations
{408)745~3127

AMD REPORTS FIRST QUARTER RESULTS

—-EMD earns a record $189.3 million, or §1.15 per shars, on record quarterly
sales-—

SUNNYVALE, CA -- April 12, 2000 -~ AMD today reported record sales of
51,092,029,000 and record net ipcome of $189,345,000 for the guarter ended Bpril
2, 2000, Met income amounted to $1.15 per dilated share. The company reported
strong growth in each of its product groups - the Computation Products Group,
the Memory Group, and the Communications Group.

Total revenues grew by 13 percent over the immediate-prior guarter ended
December 26, 18939, and by 73 percent over the like period of 1399, In the
immediate~prior guarter, AMD reported sales of 5968,710,000 and net iLncome of
565,080,000, or 50,43 per diluted share. In the first quarter of 1993, AMD
reported sales of $631,593,000, and a net loss of $128,367,000, or $0.88 per
share.

~more-

2

waMD had the best quarter in its history,” said W.d. Sanders III, chairman
and chief executive officer, "Each of our product groups reported significant
growth in the first guarter. Led by strepgth in PC processors and Flash memery
sales, sales from AMD's three product groups grew by more than 13 percent
sequentially and by more than 83 percent over the comparable period of 19985.

wynit sales of AMD Athlon{TM)} procesgors increased by 50 percent to 1.2
million upits,* Sanders continued. "Total PC processor revenues grew 14 percent
sequentially and by mere thap 65 percent over the first guarter of 1955, Total
unit sales, including AMD Athlon and AMD-K6 (R} family processors, reached a new
record at nearly 6.5 million units, Reflecting a richer PC processcr portfolic
with the industry’s broadest range of high~performance solutions, revenues from
AMD Athlon processors exceeded revenues from AMD-KE Family processors.'

puring the guarter, AMD introduced the industry's first l~gigahertz {(GHz)
PC processor and 850-, 900-, and 950-megahertz {MHz) versions of the AMD Athlon
processor, AMD also began sampling two new versicns of the AMD Athlon processor
family that incorporate on-chip Lz cache. The Ffirst, code~named "Thunderbird,”
is targeted at the performance segment of the PC market., The second, code-named
vgpitfire," is targeted at the value segment. Both products are planned for
shipment later this gquarter. .

The company also commenced shipments of a 55Q0~MHz AMD-KE-2 processor
targeted at the value segment of the desktop PC market and a 500-MRz AMD-K6E-2
processor for mobile systems.

The company reported that continuing strong demand for Flash memory devices
coupled with eztracrdinary operational execution resulted in record sales of
$327 million for the Memory Group, an increase of 15 percent from the immediate-
prior quarter and more than 150 percent Efrom the comparable period of 1959.
During the guarter, BMD concluded multi~year agreements with Alecatel and Cisco
Systems to supply Flash memory products. AMD sald it expects that demand for
Flash memory devices will continue to exceed supply for the remainder of the
year and into 2001.

“more-

3

Communications Group sales increased by 7 percent over the immediate-prior
quarter and by 59 percent over the first quarter of 1999 driven by strength in
teleaommunications line-card circuits and devices fer physical-layer Ethernet
solutions. '

Source: ADVANCED MIGRO DEVIC, 8K, April 21, 2000



"pDemand continues to be strong across each of cur product groups, With a
stronger produst portfolie than at any time in our history, we look forward to
continuing growth,® Sanders conrcluded.

Current Outlook

The company's outlook statements are based on current expectations. The
EFollowing statements are forward-looking, and actual results could differ
materially. .

The company currently projects sales inp the second guarter to be modestly
higher than the record level of the first guarter. The company's current
overall outlook is based on the following projections for its major product
Lines:

The company expects that unit shipments of PC processors could appreach
the record level of the first guarter. Unit shipments of AMD Athlon processors
are expected to increase to 1.8 million units, resulting in a richer mix and a
higher blended average selling price and higher revenues for PC processors.

Communications Group sales are projected to grow by more than 10 percent
over first-guarter levels.

AMD projects that Memory Group sales will grow in the high single-digit
range over the first quarter and resume double-digit growth in the third and
fourth quarters of 2000. The company believes that demand for Flash memery
products will continue to exceed supply.

With the Semiconductor Industry Association forecasting worldwide growth
in the range of 20 ‘to 25 percent in 2000, the company believes it will continue
to grow faster than the industry, with total sales growth of more than 50
percent for the year as a whole.

“more-

" AMD Teleconference

EMD will hold a teleconference for the financial community at 2:30 PM
Pacific Standard Time today to discuss Eirst—quarter financial results. AMD will
provide a real-time audio broadcast of the teleconference on the Investor
Relations page of its web site at http://www.amd.com or

hitp://wwW.streetfusion.com. The webcast will be available for two weeks after

the teleconference.

AMD will also provide a telephone recording of the teleconference, which
will be available at approximately ¢:30 PM PT today. Interested persons may
listen to the playback of the teleconference by calling the following toll~free
numper: 1-§00-633-B284 and entering the 'code number 14739320.

Cautionary Statement

This release contains forward-looking statements, which are made pursuant
to the safe harbor provisions of the Private Securities Litigation Reform Act of
1995, Investors are cautioned that all forward~lcoking statements in this
release involve risks and uncertainty that could cause actual results to differ
materially from current expectations. There ¢an Lbe ho assurance that demand for
the company's products will continue ab current or greater levels, or that the
cempany will continde to grow revenues. There are also risks that the company
will not be able to produce the AMD Athlon processor in the volume, speed mix
or with the feature set necessary to mest customer requirements and the
company’'s plans and goals; that Intel Corporation pricing, marketipg programs,
new product introductions or other activities targeted the company's processor
business will prevent attainment of the company's current processor sales plans;
that third parties may not provide timely or adequate infrastructure solutions
to support the AMD Athlon processor, including new derivative products scheduled
to begin shipment in the second gquarter, and that the company will not be able
to grow demand for its PC processors sufficiently to utilize fully its processcr
‘production capacity. We urge investors to review in detazil the risks and
upcertainties in the company’s Securities and Exchange Commission filings,
inecluding buk not limited to the report on Form 10~ for the year ended December
26, 1999,

~more-~

About, AMD

AMD is a global supplier of integrated circuits for the perscnal and
networked computer and comminications markets. RPMD produces microprocessors,

Source: ADVANCED MICRO DEVIC, 8-K, Aprit 21, 20600



flash memories, and integrated circuits for communications and networking
applications. Founded in 1969 and based in Sunnyvale, California, AMD had
revenues of 52.9% billion in 13%5. (NYSE: RMD).

w3 O

WORLD WIDE WEB: Press apnouncements and other information about AMD are
available on the Internmet via the World Wide Web. Type http://www.and.com at
the URL prompt.

NOTE TO EDITOR: Readers may obtain additional information by calling L {800}
222-5323 or {(40B) 745-3060. Technical Support Email: hw.supportamd.com.

2MD, the AMD logo, AMD Athleon and combinations thereof are trademarks of
dvanced Micro Devices, Inc. in the United States mnd other jurisdictions.

Bdvanced Micro Devices, Inc.

CONSOLIDATED STATEMENTS OF OPERATIONS
(Thousands except per share amounts)

Quarter Ended

{Unaudited)
Rpr, 2, - Dec. 26, Mar. 28,
2000 15338 18893
Net sales $1,052,029 § 968,710 $ 631,503
Cost af sales 605,757 581,545 450,431
Research and development 161,297 150,936 159,946
Marketing, general and
administrative 144,306 158,803 127,310
Restructuring and other
special charges - 5,700 15,016
911, 360 896,98¢ 752,703
Operating income (loss} 180,669 71,726 {121,110}
Interest iLncome and other, net 21,128 6,958 10,768
Interest expenae {11,479} {32,370} {20,763}
Income {loss) before income taxes
and equity in joint venture 190,318 66,314 {131,205}
Bengfit for income taxes ' - - {5,473
Income (logs) hefore equity
in jeint venture 190,318 66,314 {125,632)
Equity in net loss of joint venture {969 (1,234) {2,735}
el income {loss) $189,349 $65,080 {128,367}
Net ipcome {(loss) per common share
~ Basic . $ 1.25 $ 0.44 § (0..83)
= Diluted . $ 1.15 § 0.43 $ (0,88}
Shares used in per share
calcutation
- Pagic 15C, 880 148,028 145,909
- Diluted 171,942 152,750 145,508
Advanced Micro Devices, Inc.
CONSOLIDATED BALRNCE SHEETS*
{Thousands)
April 2,
2000
Assots

Source: ADVANCED MICRO DEVIC, B-K, April 21, 2000



Carront assets:

Gush, cash squivalents and short-term investments § 519,182 § 59E, 511
hRcocounts receivable, het 408,148 429,800
Inventories 204, 365 198,213
teferred income taxes 55,556 5%, 956
Prepaid expenses end other current assets 144,421 129,389
Totol cbrrent assets 1,732,872 1,405,878

Property, piant and equipment, pet 2,475,889 2,523,236
Invastment in joknt venture 265,871 275,608
Cther assets 163,554 170,976

$ 4,638,227

5 4,377,698

Liabllities and Stockholders' Bquity

current iiabilities:

Kotes payable to barks 8 3,769 5 -
Aceounts payable 317,302 387,153
heoerued compensation and benefits 131,424 91, 300
hoorued liabilities 266,324 273,489
Income tax payable 14,396 17,327
peferred income on shipmopts ta distributars 108, 666 92,917
Curegnt portion of lang-term debt, cepital
Leasy obligationg and other 68,209 47,626
Total corrent lisbilities 10,080 910,652
paferrgd inceme takes i 59,576 80,491
Long~term debt, wapital lease cbligations and othor,
less curzent portion : 1,469,799 1,42%,282
stackholders' equity:
Capital stock:
Commen stock, par Veile 1,543 1,456
Capital ih excess of par value 1,874,5:8 1,325,956
Retnined carnings 1,062,584 873,235
Accumulated other comprehensive loss ' {46,273} (17, 414)
Total stockholders' equity 2,198,372 1,979,273

§ 4,638,227

$ 4,377,698

« Amounts as of April 2, 2000 are unaudited. Amounts for December 26,

are derived from the December 26, 1993 audited financial statements.

advanced Micre Devices, Inc.

1589

INFORMATION ONLY

NON-GARP COMSOLIDATED STATEMENTS OF OPERATIONS*

{Includes Pre-Tax FASL Investment Equity Loss (Inceme) in Operating Income {Lose})

{Thousands except per share amounts)

Quarter Ended

{Unaudited}
BApr. 2, Dec. 26, Mar. 28,
2000 1939 1999
Net sales §1,082,028 $968,710 $631,593
Cast of sales 605,757 58%,545 450,431
Loss from equity
investment in FASL 1,655 2,117 4,636
Research and development 161,297 150, 936 159,946
Marketing, general and
administrative 144,306 158,803 N 127,310
Restructuring and other .
special charges - 5,700 15,016
913,018 B89,101 757,339
operating income {loss) . 179,010 69, 609 {125,7486)
Interest ineome and other, ‘net 21,128 6,958 10,768
interest expense {13,479} (12,378) (20,763}
Income {loss) befare inceme taxes 1B, 65% 64,197 {135,741)
Benefit for Lncome taxes - - (5,473}

Benefit for taxes on

Source: ADVANCED MICRC DEVIC, 8-K, April 21, 2000



eguity loss in FASL {690} {B83)

{1,901}

Net income {(loss) 5189, 349 $ 65,080

$ {128,367

Net income (loss} per common share

- Basic $ 1.25 50,44 $ (0.:88)
~ Diluted : 5§ 1.15 $ 0.43 $ (D.88)
Shares used in per share
calculation
-~ Basie 150,880 148,029 145,909
- Piluted 172,942 152,750 145,809
* The above statements of operakions are not in accordance with generally
accepted accounting principles (GARP) in that the pre-tax equity loss of EASL
has been reclassified and included in the determination of operating income
{loss}. Met income (loss} and related net income (loss) per common share amounts
are the same as those reported under GAAP,
AMD
Selected Corporate Data
{Unaudited}
Segment Breskdowp oL ‘00 [+ ‘99 Q1 ‘99
it e o s e % of Sples Revenie % of Sales Revenue % of Sales Revenus
AMD segmentt
Cemputztion Prodocts Group 59 5644H 60 $57T™ 63 $395M
Hemoxy Group 30 32 29 275M 20 126H
Communications Group . L] 1014 9 94H x0 &AM
Other H 204 z 23 o 0
Vantis segment:
Vantis . ] 0 0 [ T 47H
other Data Q1 ‘oo Qi ‘9% ai 99
Depreciatiap .
and Amoxtization Frz2emM S1304 $§127TH
Capibal Additions §A25H $126M Z00M
Keadaount. 13,398 13, 954 13,803
International Sales 59% 63% 58%
Resazrch and Develephent 816iM $181M $160M
EBITDA : 5309 $30zm $6.4M

Created by 10K Wizard _www, 10K Wizard.com

Source: ADVANCED MICRO DEVAC, 8-K, April 21, 2000
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Item 5. Other Evenks.

on July 19, 2000, Advanced Micro Devices, Inc, {the *Company"}
announced its second quarter sales, The Company reported record pet income of
$207,142,000 on record sales of $1,170,437,000 for its second guarter ended July
2, 2000, Net income amounted to $1.21 per diluted share after taxes. Sales
increased by 7 percent from the guarter ended Rpril 2, 2000; and by 97 percent
from the quarter ended Jupe 27, 1998. The full text of the press release is set

forth in Exhibit 99 attached herets and is incorporated in this report as if

fully set forth herein.

Item 7. Financlal Statements, Pro Forma Financial Information and Exhibits.

{¢) Exhibits

Humber Exhibit

FRT— s s e

99.1 Press release dated July 13, 2000.

2

Advanced Micro Devices, Inc.
CONSOLIDATED BALBNCE SHEETS*

{Thousands}
July 2, Dec. 25,
2000 1995
assets
Current assets:
Cask, cash eguivalents and short-term investments § 1,079,893 § 596,512
Accounts receivable, net 533,007 29,8039
Inventories 255,579 198,213
Deferred income teXes 63,440 55,956
Prepaid expepses apd other ocurrent assets 127,472 129,383
Total current assets 2,059,391 1,409,878
" property, plant and equipment, net 2,475,687 2,523,236
Investment in joint venture 267,448 273,608
Other assets 160,988 170,976

Source: ADVANCED MICRO DEVIC, 8-K, July 31, 2000



$ 4,963,454

5 4,377,688

Liabilities and $tockholders® Equity

Current liabilities: .
Accounts payable 353,398 367,193
Accrued compensation and benefits 155,779 81,900
Beoerued liabilities 233,256 273,689
Income tax payable 16,763 17,327
Deferred income on shlpments to distributoys 59,590 92,917
Curreht portion of long-terzm debt, capital
lease obligations and other 75,95) 47,626
Total current liabilities 936,737 810,652
Deferred income taxes 101,861 50,491
Long-term debt, capital lease obligations and other,
less current portien 1,481,725 1,427,282
Stockholders® eguity:
Capital stock:
common stock, par value 1,649 1,486
Capital in excess of par value 1,218,408 1,121,956
Retained earnings 1,268,726 873,235
Accumnlated other comprebensive loss (47,613) {17,414}
Toral stockholders' equity 2,443,171 1,979,273

$" 4,963,494

$ 4,377,698

* Amounts as of July 2, 2000 are unpaudited. Amounts for Deéember 26,

derived from the December 26, 1999 audited financial statements.

SIGNATURES

1889 are

pPursuant to the requirements of the Becurities Exchange Act of 1334, the
registrant has duly caused this repert te be signed op its behalf by the

undersigned hereunto duly avthorized.

ADVBNCED MICRO DEVICES, IHC.

Date: July 28, 2000 By: /s/ Francis P. Barten

Francis P. Barton

Ssenior Vice President, Chief Financial

Officer

[

Exhibit Index

Number Exhibit

99.1 Press release dated July 19, 200D,

5
Advanced Micro Devices, Inc.
CONSOLIDATED STATEMENTS CF OPERATIONS
{Thousands except per shave amounts}
Quazter Ended Six Honths Ended
{Unaudited} {(Unaudited)
Jyl, 2. hpr. 2, Jun, 27, Juk. 2, Jun. 27,
2000 2000 1982 2000 1999
Net sales § 1,170,437 $ 1,092,029 $ 598,108 $ 2,262,466 § 1,226,702
Cost of sales : 612,567 605,757 458,338 1,218,324 s08, 770
Research and developmont 185, 651 164,227 167,278 316, 848 327,224

. Source: ADVANCED MICRO DEVIC, 8-K, July 31, 2000



Marketing, general and

administrative 152,922 144,306 124,520 296,328 251,830
Regtrueruring and other
special charges - - 17,514 - 32,530
$20,240 911,360 767, 651 1,831, 600 1,520,354
Operating income (logs) 250,197 166G, 6682 (172,542) 430,666 {293,652}
Gain on sale of Vantism - .- 432,059 - 432,055
Interest income and other, net 15,935 21,128 7,262 41,063 18,020
Interest expense {E1,244) (11, 479) (18,087 (22,723} (28,850)
Ihcome before fpcome taxes
and equity in joint venture 258,888 190,318 248,682 449,208 127,577
Provision for income taxes 51,778 - 172,823 51,778 167,350
Incene {loss) bafore equicy
in jeint venture 207,110 190,318 75,859 387,428 {49,773}
Eqeity in net income (loss) of az {969} 4,027 1537) 3,302
joint venture .
¥et income (loas) % 207,142 g 189,349 § 78,836 § 396,451 & {48,471}
Kt income {losg) per common share
- Basic. ' $ 1.34 § 1.25 $ D.5¢ $ 2.60 {0.33)
- Diluted $ 1.21 $ 1.45 s 0.53 ¥ 2.36 10.33)
Shares used in per shate
caleulation .
~ Basic 154,558 150,280 146,947 152,719 146,428
« Diluted 176, 218 171, 942 145,540 174,080 146,428

Saurce: ADVANCED MICRO DEVIC, 8-K, July 31, 2000



News Ralease
Exhibit~%9.1

CONTRCT &

John Greenpagel

Strategic Communications
{408) 7495-331¢

AMD REPORTS SECOND QUARTER RESULTS

~- BMD earns a recoprd $207 million, or $1.21 per diluted share after taxes,
on record quarterly sales up by 97 percent from second quarter of 1999--

SUNNYVALE, CA =~~~ July 18, 2000 -~~AMD today reported record sales of
$1,170,437,000, record operating income of $250,197,000, and record net income
of $207,142,000 for the quarter ended July 2, 2000, Operating income rose by 38
percent Erem the immediate-prior quarter. Net income amounted to $1.21 per
diluted share after a 20 percent tax rate. (On an untaxed basis, second-quarter
earnings per diluted share would have been $1.51, up by 31 percent from the
first quarter when the tax rate was zero.)

Sales grew by 7 percent from the immediate-prior guarter, for which AMD
reported sales of $1,082,029,000, operating income of $180,66%,000, and net
income of $18%,345,000, or 51.15 per diluted share.

~more-

2

Sales nearly doubled from the second quarter of 1998, for which AMD
reported sales of $595,109,000 and net income of $79,896,000, or $0.53 per
diluted share. Revepues from PC processors and flash memory products each more
than doubled from the comparable guarter of 1899. The results for the second
quarter of 1999 included a cne-time, after~tax gaip of $259 million from the
sale of Vantis Corporation, the company's former programmable logic subsidiary.
The results from the second quaxter of 1999 also included 11 weeks of operating
results from Vantis prior to the effective date of the sale. In the second
gquarter of 1999, AMD incurred an operating loss of $172,542,000. °

For the first six months of 2000, AMD repeorted total sales of
$2,262,466,000 and net income of $396,491,000, or $2.36 per diluted share. For
the same period of 1259, AMD reported total sales of $1,226,7¢2,000 and a nét
loss of $48,471,000, or a loss of $0.33 per share,.including the gain on the
sale of Vantis and restructuring and other special charges.

"aMD had ancther great guarter," said Hector de J. Ruiz, president and
chief operating officer of AMD. “Strong revenue growth in both of our principal
product lines =~ PC processors and flash memory devices — again resulted in
record sales and earnings."

In what is traditionally the weakest quarter for PC processers, the company
reported that combined unit shipments of AMD Athlon, AMD Duron, and AMD K&-2(TM]
processors remained near record levels at well in excess of 6 million units.

"During the quarter, AMD introduced two enhanced seventh-generation PC
processors," said Ruiz. "The new AMD Athlon(TM) processor, formerly code-named
‘Thunderbird, ' features 256K of on-die L2 cache memory and is targeted at the
performance sector of the PC market. AMD also commenced shipments of the AMD
Duron{TM} pfocessor, formerly code-named ‘Spitfire,' featuring 64K of on-board
L2 cache memory. The AMD Duron processor is targeted at the value segment of the
PC market.

~more~

3

"Demand for AMD processors remains strong. Combined unit sales of AMD
seventh~-generation processers ~ the AMD Athlon and AMD Duron processors -
increased by %2 percent over the immediate-prior gquarter to more than 1.8
million units, meeting our previocusly stated goal. We are especially pleased at
the strong support we have received from our infrastzucture partners durlng the
trapsttion to the newest version of the AMD Athlop processor family., With the
additional production capacity of our new Dresden facility, we believe we are on
target to doukble upit shipments of AMD seventh-generation processors in each of
the next two gquarters to 3.6 million vnits in the third guarter and to 7.2
millton units in the fourth quarter," said Ruiz.

Ruiz noted that AMD successfully mst a number of important challenges in
the just-completed quarter. "We achieved our goal of increasing AMD seventhe-
generation praocessor unit shipments by 52 percent sequentially while making a
supcegsful transition to our newest AMD Athlen and AMD Duron products. Buring

Seurce: ADVANCED MICRO DEVIC, 8-K, July 31, 2000



the quarter, we converted all AMD Athlon processor preduction te the new
version, featuring cn—chip L2 cache memory. Fab 30 in Dresden transitioned to
production status, completing an excellent start-up phase empleying our most
advanced process technology - 0.18-micron technology using copper interconnects.
We are rapidly ramping production in Fab 30, and to date we have met or exceeded
cvery milestona along the way," said Ruiz,

"Our progress in flash memozy was equally successful. Memory Group sales
grew by more than 10 percent over the immediale~prior gquarter,” Ruiz continued.

"During the guarter, AMD introduced two advanced flash memory products for
high~end cellular telephones. Working closely with Nokia, AMD developed 32~ and
§4-megabit devices with simultansous read-write architecture and 1.8-volk
operatlion for extended battery life, These features are critical in adding new
capabilities to cellular telephones, such as Internet connectivity, video
streaming, and the functionality of handheld information appliances.

~more-

4

"Demand for AMD flash memory products continues to exceed our production
capacity, ® said Ruiz. "We are adding capacity as rapidly as possible to support
gur customers. During the quarter Fujitsu AMD Semiconducteor Limited {FASL} made
initial shipments from a production faeility in Iwate, Japan, and gualified
production in additional facilities in Aizu~Wakamatsu and Gresham, Oregon. As
announced earlier today, FASL broke ground for construction of a third megafab
for flash memory production at Aizu-Wakamatsu, Japan. Ipitial production at this
new facility, designated §V¥3, is planned te commence in the second half of 2001.

"Today we are reaping the revards of AMD's susteined commitment to
investing in process technology, product development, and production capacity
for both PC processors and flash memory products. AMD has the strongest product
portfolio in its 3l-year history, with inductry-leading products for our targat
markets. We have excellent relationships with leading customers around the
world, and we continue to operate in a favorable market environment. During my
first six months at AMD, I have been very favorably impressed with the
dedication of the AMD workforce and the total commitment to success thal
permeates the company,” Ruiz concluded.

Current Outloock

The company's outlook statements are based on current expectations. The
following statements are forward-looking, and actual results could differ
materially.

Despite the loss of revenues as a result of the sale of the Communication
Broducts Division, AMD projects that sales will be higher in the thicd quarter
than in the immediate-prior guarter. The company's current overall outlock is
based on the following projections for its major product lines:

The company projects that combiped unit shipments of AMD Athlon and Duron
family processors will increase to 3.6 million units in the third guarter and to
7.2 million units in the fourth quarter, resulting in a richer mix and a higher
blended average selling price and higher revenues for PC processors.

“more~

5

AMD projects that Memory Group sales will grow in the 10 percent range in
the third guarter and will achieve a similar growth rate in the fourth quarter,
The company projects that demand for flash memory products will continue to
exceed supply.

AMD Teleconference

AMD will hold a teleconference for the financial community at 2:30 PM
Pacific Daylight Time today to discuss second-quarter financial results. AMD
will provide a real-time audio broadeast of the teleconference on the Investor
Relations page of its web sit at http://www,amd.com or

http://www.streetfusion.com. The webcast will be available for two weeks after

the teleconference.

AMD will also provide a telephone recording of the teleconference, which
will be available at approximately 4:20 PM PT today. Interested persons may
listen to the playback of the telecenference by calling the following toll-free
number: 1-800-633-8284 and entering the code number 15576264.

Cautionary Statement

This release contains forwerd-lookiny statements, which are made pursuant
toe the safe harbor provisions of the Private Securities Litigation Reform Act of
1995. Investers are cautioned that forward-looking statements im this release
involyve risks and uncertainty that could cause actual results to differ
materially from current expectakions. There can be po assurance that demand for

Source: ADVANCED MICRO DEVIC, 8-K, July 31, 2000



the company's products will continue at current or greater levels, or that the
company will continue to grow revenues, opersting prefits, or earnings.

“more-

a

There are also risks that the compzny will not be able to produce the AMD Athlon
and BMD Duron processors in the volume, speed mix or with the feature set
necessary to meet customer requirements and the company's plabs and goalsi that
Intel Corporation pricing, marketing programs, new product introductions or
other activities targeting the company's processors business will prevent
attainment of the company’s current processor sales plans; that third parties
may not provide timely or adequate infrastructure solutions %o support the AMD
Athlon and RMD Duren processors; and that the company will not be ahle to grow
demand for its PC processors sufficiently to utilize fully its processor
production capacity., We urge investors to review in detail the risks and
uncertainties ip the company‘'s Securities and Exchange Commission Eilings,
including but not limited to the report on Form L0-K for the year ended December
26, 1999,

About RMD

AMD is a global supplier of integrated circuite for the personal and networked
computer and communications markets with manufacturing Facilities in the United
States, Europe, Japan, and Asia. AMD produces microprocessors, flash MEMOTIy
devices, and support circuitry for communications and networking applications.
Founded in 1963 and based in Sunnyvale, California, AMD had revenues of 5$2.9
billion In 1393, (NYSE: AMD).

e 3 e

WORLD WIDE WEE: Press announcements and other information about AMD are
available on the Internmet via the World Wide Web. Type http://www.amd.com at
the URL pronpt.

NOTE TO BDITOR: Readers may obtain additional information by calling 1-800-222~
9323 or 40B~743~3060. Technical Support Email: hw.supportiamd.com

AMD, the AMD logo, and combinations thereof are trademarks of Rdvanced Micro
Devices, Inc. in the United States and other jurisdictions.

Created by I0EWizard _www, 0K Wizard.com

Sourse: ADVANCED MICRO DEVIC, 8-K, July 31, 2000



