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3TEI BUSS

CautioD5ry Statenent Regarding PorwardIocking Stemants

The statements in this report that are forward-looking are baSed Ofl current

expectations and beliefs arid involve riufliStous risks and uncertsintias that could

cause ctua1 results to differ materially The Forwardlooking atatemeflis telate

to among other things ope.rating results anticipated cash flows capital

eipidltures adequacy of resources to fund operations arid capital iriveatments

our ability to increase customer and market accpteflce of f10 AthlonTtft and JiiI

buronTt microproceseors our seventh arationmicroprOce55rfiS our ability

to aeintaiO average selling prices fof ou seventhgeneration microproCessors

our ability and the ability of third parties to provide timely infrastructure

solutions chipsets and motherboarrtz to support our microprocessors the affect

of foreign currency hedging trafl5acton5 our pew si.thmicron iritegratadcicuit

manufecturinganid design facility located in Dresden Germany Dresden Fab 30
our ability to ramp productioD in Dresden Eab 3D and the Eujitau lW
Semiconductor LImited F1SL manufacturing facilities For discussion of the

factorS that could cause actual results to differ materiall from the forward

looking statements see the 5Financial Condition and Risk Factors sections

Set forth in Managements Discussion and nalysis of Financa1 Condition and

Re5Ults of Operations contsned in ouf 2000 P.nnual Report to GIorPcholders and

such other risks and uncertainties as et forth below in this report or detailed

in our other Decurities arid xchange Commission reports and filingS

General

Advanced Wicru Devices Inc was incorporated under the laws of Delaware on

ay 1969 Cur mailing address and axecutiv offices are Loctcd at One IMO

Place Sunnyvale California 91086 arid our telephone numbOr 08 7322400

Unless otherwise indicated references to PND we and us in this report

include our subsidiaries

We are semiconductor mahufacturar with merwfactoring facilities in the

U.S Europe and Isia and 551e5 offices throughout the world Our products

include wide variety of industrystandard digital integrated circuits ICs

which are usSi in many diverse product applications such as telecommunications

equipment
data arid network comaunications equipment consumer electronics

personsl computers PCs workstations and servers

For segment information with respect to sales operating resultS nd

tdentifiable asSets- refer to the nforraatioh set forth in Note of the

Consolidated Financial StatemCnts contained iri our 2000 Annual Raport to

Stockholders

For diScssiofl of the risk factors related to our business operstioris

please sea the Cautionary Statement Regarding ForwardLooking Statements

Risk Factors arid Financial Condition sections set forth in Managements

Discossiun and Analysis of Financial Condition and Results of Operatidos

contaIned in our 2000 Annual Report to Stockholders

The IC Industry

The IC market has grown dramatically over the past ten years driven

primarily the demand for aJctroflic business end consumer products Today

virtually all electronic products use ICs including PCs and related

peripherals voice and data communications and networking products facsimile

end photocopy machines home entertainment equipment industrial control

equipment and automobiles

The markt for ICs can be divided into separate markets for digital arid

Saab devictS We participate primarily in the market for digital ICe The

three types of digital ICa used in most lectronic systems are

microprocessors which are used for control and computing tasks and

complementary chipset devices

memory circuits which are used to store data and prograesninlg

IristructiOnsF and

logic circOitS which are employed to manage the interchange sOd

manipulation of digital signals

discussiOn of the principal parts of the digital IC criarket in which we

participate Follows

The Microprocessor Market

The microprocessor market is comprised of two broad categories which ara

bsad on the function of the products microprocessor that performs computing

tasks is known as the Central Processing Unit CPU computer system

Microprocessors used for control applications are often referred to as enaadded

processors AMP participates primarily in the CPU category which is the largest

category within the microprocessor market
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CU processor is an IC generally consisting of millions of tnsistofs

that serves as the brain of computer system such as PC The microprocessor

is typically the most critical component ta the performance and efficiency of

The microprocessor cuntrole data flowing through the electrohc system and

manipulates such data as specified by the hardware or software which controls

the system In l9l IH introduced its first PC containing microprocessor

based upon the x86 instructioo set developed by Intel Corporation end utilizing

the Micz-osoftq Corporation NSDOSR operating system As circuit design and

very large scale integration procesa technology have egolved performance end

functionality of each new generation of x86 microprocessors have increased The

x6 microprocessor market has been dominated by Intel since IBMS introduction

of the PC

The x6 microprocessor market is characterized by intense competition

abort product life cycles and rapid advances in product design med process

technology Today the greatest demand for micruprocessors is ffom PC

manufacturers With few exceptions PC manufacturers require rP6 microprocescore

which are Nicrosoft NindowsR compatibla Improvements in the performance

chafacturiatios of microprocessors and decreases in production coats resulting

from advances in process technology have broadened the market for PCe and

increased the demand for microprocessora

The PC original equipment manufacturer OEM market is highly competitive

Most PC soppliers have ev.md frori fully integrated manufacturers With

proprietary system designs to vendors focused on building brand recognition and

ditributioO capabilities Almost cli of these suppliers now rely on Intel or on

thirdparty manufacturea for the major subsystems of their PC5 such as the

motherboard aed chipsets These suppliers are also increasingly OuteourcirLg the

design and manufacture of complete ayztema The thirdparty manufacturerS of

thase subsyaCrfla based primarily in Asia era focused on providing PCa

motherboafda and complementary ohipset devices that incorporate the latest

trends in faturas and performance at low pricea Increasingly these third

party manufacturers are also supplying fully configured PC systems through

alternative distribution channels

Embedded processors are also an important part of the microprocessor

market Embedded processors are general purpose devices used to carry out

single application with limited user interface and programmability system

designed around an embedded prooessor usually cannot be programmed by en arid

uset because the system is preprogrammed to execute specific task Kay markets

for embedded processors incLude telecommunications networking office

automation storage automotive applications end industrial control

The Memory Market

Memory ICs store data and instructions and era characterized as either

vojLile or nonVolatile VolatilC devices lose their stored information after

electrical power is shut off whLle nonvolatile devices retain their stotd

information The three most significant categories of semiconductor memory are

Oynamic Random Access Memory DRAM and Static Random AccesS Memory

SRPN both of which are volatile memories and nonvolatile aestory which

includes ReadOnly Memory RON Erasable Programmable ReadOnly Memory IEPROM

Electrically Erasable Electrically arograinisable ReedOnly Momory EE.ROM and

Flash memory devices DRAM provides large capacity main memory cccl SEAM

provides specialized highspeed memory We do not produce any DRAM products

which are the largest part of the memory market or 5RPM products Flash arid

other nonvolatile memory devices are used in applicalioos in which data must be

retained after power is turned off Rowever RON cannot be rewritten EPROM

requires ultraviolet light as part of an erasure step before it can be

rewritten Snd ERPROM utilizes larger more expensive memory cell

Sevttal factors have contributed to an increasing demand for mamory devices

in recent years including the

eapandirig unit sates of PCs in the business end consumer marketS

increasing use and functionality of ce.luler phones

increasing use of PCS to perform eiemoryintenslve graphics and

miltimedia functions

volume of memory required to support faster inicroprocessera

proliferation of increasingly complec PC software and

incroasing perfermance requirements of workstationS servers arid

aetcorking and telecommunications equipment

Flash memory devices arm being utilized for an expanding range of uses

Flash memory devices have size and cost advantage over ERPROM deviCes and the

ability of Flash memory devices to be electrically rewritten to update

parameters or

system software provides greater flexibility and ease of use then other non

volatile memory devices such as RON or ISPROM devices Flash memory devices can

store control programs arid systemcritical data in cormaunication devices such as

cellular Lelehones end routers devices used to transfet data between local

area networks Another common application of 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 karket

Logic devices consist ef structurally interconnected groupings of simple

logical IWO and logical OR functions cormeorily described 55 getes
Typically complex combinations of individual gates are required to imp.ernant

the specali55d logic fxictions required for system applicationS The greater

the number of gates on logic device the higher that logic devices density

end in general device coat f-or particuLar process and architesture Logic

devices are generally grouped into five families of products from loWst

density to highest density

standard logic devices

programmable logic devices PLOa
conventional getearrays
standard cells and

full custom IDe

Conventional gatearrays standard cells and fullcustom rCa are often referred

to as epplicationspecific ICe ASICS

Many manufacturers of electronic systems are striving to develop new and

increasingly complex products to address evolving market opportunities rapidly
ichevement of this goal often precludes the use of standard logic lCs and

9ICs Standard logic ICs generally perform simple functions and are not

customizable limiting manufacturers ability to adqomtely tailor an end

product system Although MICa can be manufactured to perform cuetomired

functions they generally involve relatively hiqh initial dasign engineering

end manufacturing costs significant desiqn risks Cd may increase an end
products time to market As result ASIDe are generally limited to high

volume products and products for which time to market may be less critical

growing category of tile full custom IC market is Application Specific

Stmndard PrOducts ASEPs in this category full custom design such as an

thernat controller is used to implement particular function and is sold to

multiple customers Haceuse the market requirements for these products have

become increasingly standard they can achieve the cost edvanitages of fufl

custom design with the time to market edventegat of standard product Almost

all of our networking products era pan-t of the ASSP category

Unlike ASICs and standard logic ICe PLDS are standard produtz

purchCsed by system manufacturers in an unprogremmed or blank atate Each

syStem manufacturer may then program the PLOs to perform variety of specifIc

logic functions Certain PLDs are reprogeanasable Compared to standard logic

ZCs and ASICs PE.Ds allow system designers to design and implement custom

logic more quickly On June 15 1999 we sold Vantis Corporation Vantis our

PLO subsidiary to Lattice Semiconductor Corporation Lattice and we now

function as foundry and provide administrative services to Vantis

ProdCt Segments

to 2000 we participated in all three technology areas within the IC

market.--.microprocesaors memory circuits and logic circuitsthrough our Core

Products Voice Communications and Foundry Services segments Our Core Products

segment includes our PC processors Memory products and Other IC products PC

processors include AMD seventhgeneration microprocessors and A1IDX6R
microprocessors Memory products InclodS flash memory devices and EPROM devices

Other IC products include embedded processors pletforre producLs and networking

products Our Voice CopunLrations segment consated of our voice communications

products subsidiary Legerity Inc Legnrity until July 31 2000 the

effective date of its sale OOr Foundry Services segment consiStd of fees for

services that we provid to Legerit-y and Vantis our forctiCr PLO subsidiary

On August 2000 we oomplete the sale of 90 percent of Legerity for

approximately 3Th million in cash effective July 31 2000 We retained ten

percent ownership interest in Legarity and warrant to acquire approvimately an

additcnal ten percent Rs part of the transection we entered into various

service contracts with Legerity to continue to provide among other things

wafer fabrication and assembly test mark and park services to Legerity

Core Products

Core Products 4.3Sl billion or 94 percent of our 2000 net sales

include PC processor memory and othCr IC products with the maority of the

Core Products segments net sales being derived from PC processors and Flesh

memory devices

PC Processors

tn 2000 our most sigOificant microprocessor product sales were from the

h1O AthlonTFf and IWO DuronTt4 procsssdr our seventhgeneration

microprocessor products rhe IWO AthloA and IWO Duron microprocessors are based
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01 si.lperscalar RISC architecture and are designed to be compatible iith

operating system softwaie ruth as Riridows 2OO0 Windows NTP Windows 9P arid

their predecessor operating systems Liriuw Wetware arid 13W1X

We began volume shipments of P.HE Athlon microprocessors in the second half

of 1999 The Nb Pthlon processor is an x9icompatible eeventhgeneration

design featuring

superpipelined nineiesue superacalar microarchitechtire optimized for

high clock frequency
fully pipelined superscalr floating point nit

highperformance backside L2 cache interface
enhanced 3DNowTM technology With 24 additional instructions designed

to improve integer math calculations data movements for Internet

streaming and digital signal processor DSP communications and

system bus Which is 200 WHz systeW interface based on the AiphaTMI

V6 hue protocol with support for scalable multiprocessing

We began shipments of NW uron processors in the second half of 2000 The

AWD Duron processor derif5tive of the NID thlon processor core is designed

to provide an optimized solution for valueconscious business and home users

and features

full-speed onchip L.2 cache memory
200 MHz front side system bus and

superscalar floating point unit with enhanced 3DN0W technology

Our overall PC processor sales growth in 2001 depends upon continuing

succesfu1 production ramp in Dresden ab 30 timely volume av-ailability of

chipsets and motherbnards from third party suppliers and increasing commercial

arid consumer market acceptance of NID 1thlori and N4D L3uron microprocessors

OOr microprocessor products have end will continue in 2001 and 2002 to

make significant contributions to our overall revenues profit margins end

operating results We plan to continue to make significant capital expenditures

to support our microprocessor products both in the near rind long term Our

abiLity to increase microprocezsor product r-evenuen and benefit fully from the

substantial financial investments and coiwiritnents we have made and continue to

make related to microprocessors depends upon the success of our seventh

generation and future generations of microprocessors beginning with the mammer

family of microprocessorS that we plan to introduce in 2002 The 1ammer

processors wtLl be our first processors capable of i4bit operation and are

being designed to deLiver leadingedge performance on both the 64-bit software

used by highend workstations end servers and the 32bit software used by the

majority of desktop users

The microprocessor market is characterized by short product life cycles and

migration to ever higher performance microprocessors To compete successfully

against Intel in this market we must trarialtion to new process technologies at

fast pace and offer higher performance microprocessors in significantly

greater volumes We rimet achieve acceptable yields while producing

micrnprocezzots at higher speeds

Intel has dominated the market for microprocessots used in Pta for many

years F.eCaUse of its dominant market position Intel has h1tor1cally set and

controlled x8 microprocessor and PC system standards and thus dictated the

type of product the market requires of Intels competitors In addition Intel

may and does vary prices on its microprocessors and other products will and

thereby affects the margins and profitabiLity of its competitors due to ite

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 and an result exerts influence over many other technology

companies We expect Intel to continue to inveSt heavily in research and

development new manufacturing facilities end other technology compnLea nd to

remain dominant

through the Intel Inside and other marketing prOgraas

through other contcactuCl constraints on customers retailers industry

suppliers end other third parties
by controlling industry standards arid

by controlling supply and demand of motherboards chipsats and other

system components

an extension of its dominant microprocessor market share Intel also

dominates the PC platform Pts result PC manufacturers have been increasingly

unable to innovate end differentiate their product offerings We do not have the

financial resources to compete with Intel on such large scale As long as

Intel remains in this dominant position we may be materially and adversely

affected by 1t5

product mix and introduction schedules

product bundling marketing itierchandining and pricing strategies

control over industry standards PC manufacturers and othar PC induStry

partiCipCflt5 including motherboard chipset and baeic input/output

system DIOS suppliers end
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customer brand loyalty

Intel expanded Its dominance over th PC system platform many PC

manufacturers reduced their system development expenditures end now purchase

microprocessors together with chipsets or in assembled motharboetds from Intel

PC OEWs are increasingly dependent on Intel less innovative on their own and

to large extent dietributors of Intel technology In marketing our

microproressoCs to these OWs arid dealers we depend upon companies other than

Intel for the design end mannfscture of core logic chipsets graphics chips

motherboards BIOS software and other components In recent years many of these

thirdparty designers and manufacturers have lost significant market share to

Intel In additIon these companies produce chipsLs motherboards 5105

software arid other componentS to support each new generation of Intels

microprocessors only if Intel makes information about its productS available to

theai in time to address market opportunities DeLay in the availability of such

information makes and will continue to make it increasingly dffic2t for

these third pattieS to retain or regain market share

To compete with Intel in the microprocessor market in the future we intend

to continue to forlit close relationships witti thirdparty designers end

manufacturers chipaCts motherboards graphics chips BIOS software arid other

components Similarly we intend to expend our chipset and system design

capabilities and to offer 0Es licensed system designs incorporating our

processors and companion products We cannot be certain however that our

efforts will be successful

We do not currentLy plan to deeiop microprocessors that are bus interface

protocol compatible with the PentiuC III Pentium IV and Celero processors

because cdr patent crosslicense agreement with Intel does not extend to

microprocessors that are boa interface protocol compatible with Intels sixth

and subsequent generation processors Thus the .MD Athlon and Ouron

microprocessors are not designed to function with motherboards and chipsets

designed to work with Intel nicroprocesaora The same will be true of our Haraser

family microprocessors Our ability to compete with Intel in the market for

seventhgeneration and future generation microprocessors will depend on our

success in designing arid developing the microprocessors and

ability to eoure that the microprocessors can be used in PC platforms

designed to support our microprocessors or that platforms are available

which support both Intel procesaors and our processors

Wemory Products

Our Flash memory devices are used in celluLar telephones networking

equipment end other applications that require memory to be nonvolatile and

electticlly rewritten This feature provides greeter flexibility and ease of

use than EPP.Olis and other similar intagrated circuits that cannot be

eleefrically rewritten Flash memory devices also have sire and cost advantage

over SEPI1OM devices Communications coMpanies use Flash memory devices in

cellulCr t-alephones and related equipment to enable users to add and modify

frequently called numbers and to allow manufacturers to preprogram firmware and

other information In networking applications Flash memory devices are used in

hubs switches mOd routers to enable systems to store firmware and reprogrammed

Internet addresses end other routing inforlilation use of Flash memory deviceS is

proliferattn into variety of other applications such as set-top boxes
actolsotive control systems personal digital assistants digital cameras and

other consumer electronic items

Competition in the market fur Flash memory devices will increase in 2001

and beyond as existing manufacturers introduce new products and industrywide

production capacity increases In 2000 almost alL of our Flash memory devicem

were produced in Japan through Fujitsu NID Semiconductor Limited FASL our

joint venture with Fujitsu Limited

SPP.OMs represent an older generation of eraseble programmable readonly

memory tachnoloy which is used primarily in the electronic equipment industry

These devicris ate used in cellular telephones wireless base stations

telecommunication

switching equipment automotive applications PC hard disk drives printer

controllers industrial machine controls and numerous othCr types of electronic

equipment to store firmware which controls the equipments operation EPROHs are

generally preferred over more expensive Flash memory devices in applications

where end users do not need to reprogram the information stored on the IC We

believe the arkat far SPOMs which is significantly smaLler than the market

for Flash memory devices will continue to decline as SOMs are replaced in

various applications FLh memory devices

Other ICC

Embedded Processors Our embedded processors are x8 software compatible

general purpose jroressors designed specifically for embedded applications Our

15bit family of E8 embedded processors are built around the ClOG/CaBS

processor with additional integrated features such as additional memory sCciCl

ource DV4NCEO MICRO DEVC -K4 March 20 2001



EXNIBIT 13

FIIId4CIAL HIGILIGH

Five Years Ended December %1 2000

Do1lars in thoesends eScept par shsre

smouts ios asd employment figures 2000 1999 1999 1997 1996

Net sales 4644187 2057604 2942141 235I537 0953019

Jper9tIng income loss 989736 320916 63642 90653 253310
Net income loss 983026 BR936 03.960 21090 68950
Net income oss per common sre

Sasic 3.18 0311 0.35 007 0.25

Diluted 2.09 030 0.36 007 025
Corking cepital 1L63SB0 499226 721309 148497 445604

t91 assets 76773S 4377698 4252968 3r5l5r271 3146283

Longtere debt capital lease obligations

end othet lees current partion 1167973 1427292 1372416 662609 444830

Stockholders equity 3171667 1979273 2005049 2029543 021878
Capital adtLOns 805474 619772 996170 729870 493723

Depreciation and amortization 579970 515920 457521 394495 346774

Research arid development 541799 635786 557402 457877 400703

Research and devsiopmerrt as

percentage St net sSl.ee 1399 22.29 22.39 19.9% 205%

Return on equity 38.29 4.S% 5.24 104 3.34
Debt as percentage capital 26.9% 4199 40.7% 24.B9 18.6%

Corldwide empLoyment 14435 13354 1.3597 12759 12181

CNCt income For 2000 includes $212 million 4am nCt of tax on the sale of

7140S subsidiary Legarty Inc and $23 sillion extraordinary loss on debt

retirement net of tax net loss for 1999 includee $259 million gain net of

tax on the sale of ANDs subsidiary Vantis Corporation

14et income loss per common share basic and diluted for all priot periods

has been restated to reflect twoforSue stock Split effected in the form

1.00% stock dividend on August 21 2000

NANAGEI4NTS DISCOSSION AND nWALYSIS OF FINF14CIAL CONDITION 70W RESuLTS OF

OPERATIONS

COIUT1ONARy STATEMENT REGARDING FORI4ARD-LOOCThG STATEMENTS

The statements in this 4anagements Discussion and Analysis of Financial

Condition arid Results of Operations that era Forwarlooking are based on

current expectations and beliefs and intOlva numerous risks arid uncertaintiCs

that could cause actual results to differ materially Tim forwsrd-looking

tatements relate to among other things operating results anticipated cash

fLows cpitaJ expenditures adequacy of resources to fund operations arid

capital investments our ability to transition to new process technologies our

ability to produce AND AthlocrTM and AND DuronTM microprocessors in the

volume required by customers on timely basis our Obility and the ability of

third parties to provide timely infrastructure solutions motherboards end

chipSets to support our microprocessors our ability to increase customer and

market acceptance of out microprocessors our ability to maintain average

selling prices for our microprocessors our ability to meet the demand for Flash

memory products the effect of foreign currency hedging transactions our new

submicron integrated circuit manufacturing and deeign facility Dresden

Germany Ofesden tab 30 and the Fujitsu AND Seriricoriductor Limited EASL
manhifactiring Cacilitie See Financial Condition end RiSk Factors below as

well as euch other risks and uncertainties as are detailed in our Securities and

Exchange Commission reports and filings for discussion of the factors that

could cause actual results to differ materially from the forwardlooking

statementS

The following discussinn should be read in conjunction with the consolidated

tinanciat statement-S included in thia annual report and related notes as of

December 31 2009 and Oecerober 26 1999 and for each of the three years in the

period ended December 21 2000

GE3JLT8 OF OPERP.TIONS

In 2000 1999 and 1990 we participated in all three technology areas within this

digital integrated circuit IC merketmcroprocessors memory circuits and

logic circuits--through our Core Products Voice Communications Vantis end

Foundry Services segments Our Core Products segment includes our PC processors

Memory products and Other IC products PC ptoceasors include AND seventh

generation microprocessors and A4D-K6R family microprocessora l4emory products
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include 1ash memory devices end Efasable Prograremable ReedOnly l4eninry EPROM

devices Other IC pOducts include embedded processors platform products SnU

networking products Our Voice Ccmm icatioris segment consisted Of our voice

communications products subsidiary Lagarity Inc Legerity until July 31

2000 the effective date of its sale Our Vantis segment consisted of our

proqrammable logic devices subsidiary vantis Corporation Vantis until June

15 1099 the date of its sale Our oundry ServiceS segment consists of fees

tot serviceS that we rovids to our former subsidiaries Legerity and Vantie

On ugust 2000 we completed the sale of SO percent 0y Legerity for

approximately $375 millIon in cash affective July 31 2000 We retained ten

peccant ownership i0terest in Legerity and warrant to acquire apprnainiately an

additional ten percent part of the transaction we entered into various

service contracts with Legerity to continue to provide ennnarp
other things

wafer fabrcation and esembly test mark and pack services to Legerity

MANLGEMENTS OISCUSSIOW INP 2ALY6XS OF FINPJCIL CONtJITIOW 1Nt RESULTS

OPERATtOtS

On June 15 1999 we o1d Vantie to Lattice Semiconductor Corporation Lattice

for approxiristely $500 niltion in cash P.s part of the transction we entered

into service contracts with Vantis to provide among other things wafer

fabrication nd assembly test mark and pack services to Vantis We receive

fees from LattiOC for these services

The following is summaryof net sales by segment for 2000 1990 and 1998r

2000 1999 1098

Millions
Core products aegmentr

PC Processors 2337 1387 1258

Memory Products 1507 773 501

Other Products 457 400 302

2550 2101

Voice Communications segment 140 168 156

i/antis segment
87 205

Foundry Services Segment 1q3 43

Total 46 2058 2542

Wet Sales Comparison of fears Ended December 31 2000 Snd December 26 1999

Total net sales increased by 91786 million in 2000 or 63 percent to $4644

million from $2858 million in 19
PC processors net sales of $2337 million increased by 68 percent in 2000

compared to 1990 Ibis increase was priCarily due to strong incresse in net

seLs of our seventhgeneration microprocessors the 2040 Athlon and 2i010 Duron

microprocessors The 1010 DurOn microprocessor derivative of thu 2040 Athlon

miccoprocesaor designed to provide solution for valUe conscious PC buyers

became available in June 2000 The strong increase in unit sales of our

seventhgeneration microprocessers more than ofrset the decline in average

selling prices Ths increase was pstielly offset by decrease in net sales of

the 04D6 family nicroprocessars as reaolt of market shift towsrd our

sevsnthgCsCratiOfl microprocessors Overall PC processors sales growth in 2001

depends on continuing successful production ramp in 0resde Feb 30

availability of chipseta and motherboards from thirdparty suppliers end

increasing market acceptance of our seventhgeneration microprocessors as to

which we cannot give any assurance

Memory products net sales of $1567 million increased by 103 percent in 2000

compared to 1999 primarily due tp growth in sales volume higher average selling

prices and rich product mix of Flash memory devices which was slightly

offset by declins in net sales EPROIfs We plan to continue to expand

manufacturing capacity through F2SL to achieve furthar growth in net sales of

Flash memory devIces in 2001 as to which we cannot give any assurance

Other IC products net sales of $457 mIllion increased by 14 percent in 2000

compared to 1999 The increase was primarily due ta increased net sales from our

chipset and hcene networking products

NJGEWEWTS DISCUSSIOW AWl ANALYStS OF FINANCIAL CONDITION 2040 RESULTS OF

OCRATIOMS

Voice Conuiunications products net sales of $140 million decreased by 17 percent

in 2000 compared to 1099 as result the sale of our Legericy subsidiary

effective July 31 2000

There were no eles from Vantie products in our 2000 net sales VSfltis products
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contributed $97 million to our 1999 net sales prior to \tantis sale

The Foundry Services aeglent inclUded service fees of $143 rnillion from Lattice

9nd Legerity in 2000 compared to $43 mi.lS-o from Lattice in 1999 The increase

was primarily due to the additiOn of service fees from eqerity and secomdrily

to an increase in service fees from Lattice

Net Sales Comparison of Years Ended December 26 1999 and December 27 1998

Total net sales jncessed by $316 million or Il percent to $2859 aUlliesi in

1999 froC $2542 million iO 1998

PC processors net sales of $1387 millIon increased by ten percent in 1999

compared to 1999 This incree es primarily due to the itrodoction of PhD

Athlon microprocessors which were our first seventhgeneration Microsoft

Windows compatible microprocessors at the and of the second qoarter of 1-999

and was partially offset by decrease in net sales of AMDK6 microprocessorS

Although unit salQa volumes of P34DK6 microprocessors icreaaed net sales

decreased due to declines in average selling prices which were caused by

aggressive Intel pricinq including marketing programs and prodtct buduinq of

microprocessors motherboards chipeats and combinations thsreoI

Memory products net sales of $773 million increased by 38 percent in 1999

compared to 1999 primarily as result of strong growth in demand for Flash

memory devices which was slightly offset by decline in net sales of EPROHe

Other 30 products net sales of $403 million increased by ten parcent in 1999

compared to 1990 prImarily due to an increase in net sales from chipset products

and home networking products

Voice Co9imuniCatOfl5 net eLes of $168 million were relatively flat between 1999

end 1998 Increases in Oct sales from our thCrnet controllers and physical

layer circuits as well as incresaea in flat sales of linecard circuits wers\

offset by weakness in the sales of mature network product5

Vantis products net sales of $87 million decreased by 08 percent in 1999

compared to 1998 primarily because there were two quarters of .s8lea in 1999

prior to Vstis sale as compared to full year of sales in the prior ye5r

The Foundry Services segment consisted of service fees of $43 million from

Lattice in 1999

comparison of ExpenseS Gross Margin Percentage and Interest Income end Other

Net

The following is summery of epenSe5 gross margin percentage and interest

income ad other net for 2000 1999 and l998

MNAGEMENTS OISCUSSION nND ANALYSIS OF FINANCIAL CONDITION AND RBSOLTS OF

OPPP.TIONS

Nillion except for gross margin percmntsge 2000 1999 1998

Cost of ssles 2515 1964 1719

Gross margin percentage
46t 31% 32%

Research and deve1opmet 642 636 567

larketing general and adininistc3tilre 599 540 420

Restructuring nd other special charges
38

Gain on sale of Vantis
432

Gain on le of Legerity 337

Litigation settlement
12

lntrest income and other net 96 32 34

Interest expense
60 69 66

Ne operate in an lndstry characterized by high fixed Oots dOe to

capitalintensive manufacturing processes particularly the costs to build and

maintain atateoftheart production facilities required for PC microprocessors

and memory deviceS As resulL our gross margin percentage is significantly

effected by fluctuations in product sales Gross margin percentage growth

depende continually increasing sales from microprocessors aDd memory products

because fixCd coats continue to rise due to the ongoing capital investments

required to expand production capability and capacity

Gfoas margin percentage increased to 46 percent in 2000 compared to 31 percent

is 1999 The increase in gross margin in 2000 was primarily due to higher net

sales from PC microprocessors and Flesh memory devices partially offset by

reduction of gross margin as result of the sale of Lepariby effective July

31 2000 and an increase in fixed coats Fixed costs will continue to increase

we ramp production capacity in Dresden Fob 3D Dresden Feb 30 went into

production in the second quarter of 2000 which contributed to and will

contiOC to contribute to increases jn cost of sales
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Gross margin perc tege was relatively flat between 1999 and 1998 The slight

decline in gross margin percentage in 1999 was primarily caused by lowet average

selling prices of 1bK6 microprocessors combined with higher fixed costs

Research and development expenses of $992 million in 2000 increased slightly

conpared to 1999 This slight increase is du to increased costC related to

research and development activities for PC microprocessors of fact by

tbitrit.ial portion of llreSdan Feb 30 expenseS shifting to cost of saleS ma

production of PC eiicroprocseeors coimoenced in the second quarter of 2000 and

research and development subsidies received from the German government

Research arid development eXpeflse5 of $036 million in 1999 Increased 12 partant

compared to 1996 due to full year of expenses associated with the Motorola

alliance discussed below end Increases in spending for faeilitizatthr ad
ptaproduction process developSent in Dresden Feb 30 and research and

development activities for the MD Athlon microprocessor TheSe additiohal costs

were perti5lly offset in 1999 by savings in our Subinicron Development Center

SDC cc result of restructuring activitrCs savings related to the ebeerice of

Ventis expenses in the secorid half of 1999 Snd the recognition of deferred

cdits on foreign capitel grants and iritarest subsidies that were raceived for

Dresden Fab 30

In 1098 we entered into en alliance with Motorola for the development of logic

and Flash memory process technology lOsta related to the alliance are included

in research end development expenses The alliance incldde sevenyear

technology development and license

9..
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agreement which was amended on January 21 2000 to include certain additional

technology and patent crosslicense agreement The agreements provide that we

will codevelop with Motorola future generation logic process and embedded Flash

technologies In addition we have received certain liceries to Hotorolas

semiconductor logic process technologies including copper interconnect

technolo0y which may be subject to variable royalty rates In exchange we hare

developed and licensed to Motorola Flash module design to be used in

Motorolais future embedded Flash products Motorola will have additiorial rights

subject to certaIn conditione to make stafldslOfle Flash devices and to make

aiid sell cCrtaifl data networking devices The rights to data networking devices

may be subject to variable royalty payment provisions

lJarketirig general end administrative expenses of $599 million in 2000 increesed

11 percent compared to 1999 primarily as result of marketing and promotional

activities for the AMP Athlori microproceseor our launch of the AND Duron

microprocessor and higher expenses associated wlth higher labor costs including

profit sharing These increases were parti2lly offset by the absence of Legerity

expanses during the ecund half of 2000

Marketing general and athnini.strstive expenses of $540 million iri 1999 increased

29 percent compared to 1998 primarily due to marketing and promotional

activities for the AND Athlon microprocessor increased costa and ralatad

depreciation expense associated with new information systems end software put

into production in 1999 and higher labor costs These increases were partially

offSet by savings related to the absence Of Vantis expenses in the third and

fourth quarters of 1999

In the first quarter of 1999 we initiated review of our cost structure Based

upon this review we recorded restructuring and other special charges of $39

million in 1999 an result of certain of our actions to better align our cost

structure with expected revenue growth rates

The $38 million in restructuring and other special charges consisted of the

following

$29 million for the closure of submicron devulopment laboratory

facility in the SDC the write.off of certain equipment in the SDC and

the writeoff of equipment taken out of service in Fab 25 related to

the 0.35micron wafer fabrication process

$6 million for the writeoff of cepitalized costs rClated to

discontinued information system projects

$3 million for the disposal of equipment taken out of service in the

SOt

$3 millIon for severance ad employee benefits fol UB terminated

employees in the Infnraation Technology department the SDC and certain

sales oFtices arid

$1 million for costs of lasses for vacated and unused lC offices

of December 31 2000 the cumulative total cash outlay for restructuring and

other special charges was approximately $1.5 million Ne anticipate that the

remaining accrual of $05 million related to sales office facilities will be
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utilized over the period through lease tatminetions in the second quarter ox

2002 The payments of the accruals are expected to be funded by cash fonh

operati one

The remaining $30 million of restructuring and other special charges consisted

of noncash charges primarily for asSet writeoffs As result of the

restructuring and other special charges

5-
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we expect to save total of $30 million daptaciation expense over the three

to five year period beginning the second quarter of 1999

On August 2000 we completed the sale of 90 percent of Legerity for

approximately $375 illlon in cash to Francisco Partners LP effective July

31 2000 Prior to the sale Legerity was wholly owned subsidiary of AND

selling voice communications products Our pretax gain on the sale of Leqerity

wee $337 million The gain was computed based on the excess of the consideration

received for Leqeritys net aseets as of July 31 2000 less direct expenses

related to the sale The applicable tax rate oh the gain was 37 percent

resulting in an aftertax gain of $212 eillion 4e have retained ten percent

awneship interest in Legerity and warrant to acquire approximately an

additional ten percent As part of the transaction we entered into various

service contracts wIth Legerity to continue to prcVide among other things

wafer fabrication and aaaambly test mark and pack servdcea to Legerity

00 June 15 1999 we completed the sale of Vantis to L5ttice Semicondueto

Corporation for approximately $500 million in cash The actual cash received was

net of Varitia cash and cash equivalent balance of approximately $46 million as

of the closing of the sale Oar pietax gain on the sale of Vantis was $432

million The gain was-computed based on the excess of the consideration received

for Vantis net assets of June 15 1999 lesS direct expenses related to the

sale The applicable tax rate on the gain was 40 percent resulting in an

afteltax gain of $259 million

litigation ettlemert uf approximately $12 million was recorded In the first

quarter of 1998 for the settlement of class action securities lawsuit against

us and certain of our current and former officere and directors We paid the

settlement during the third quarter of 1998

Interest income nd other net of .906 million In 2000 increased 168 percent

compared to 1999 primarily due to higher average cash and short and long term

investment balances Interest expanse of $60 million in 2000 decreased 13

percent compared to 1999 primarily due to lower average debt balances reoultincj

from retirement of portion of our 11% genior Secured Notes clue 2003 Senior

Secured Notes in August 2000 offset by reduction of capitalised interest cc

result of completion of Dresden Feb 30

Interest income and other set of $32 million in 1999 decreased seven percent

compared to 1998 primarily as result of lower interest income fr-on lower

invested cash balanCes Interact expense of $9 million in 1999 increaeed four

percent compared to 1998 due to full year of interest expense in 1999 on the

5517.5 million of 6% Convertibs Subordinated Notes due 2005 Convertible

Subordinated Notes sold in May 1998

On August 2000 we retired approximately $356 million aggregate principal

amount of our Senior Sectred Notes at premium to their book value in

connection with tender offer for those noteC Ne inourfed onetime

extraordinary loss nat of tax of $23 million in connection with the retirement

of the debt

Income Tax

We recofded income tax provisions of $257 million in 2000 end $167 million in

1999 and tax benefit of $92 millIon in 1998 The effective tax rate for the

year ended December 31 2000 was

-7
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205 percent reflecting the benefit of realiling previously reserved deferred

tax assets The 1990 effective tax rate of 227 percent reflected the

establishment of such reservea against our duferr-ed tax äesats due to utr0t
and prior operating losses The effective tax behefit rate was 44 par-cent for

1990 reflecting the benefits of tax credits and lowtaxed foreign income

We had net deferred tax assets of $14.5 million as of December 31 2000

Other IteWS

International sales as percent of net sales were 60 pCrcent in both 2000 and

1998 and 55 percent in 1998 During 2000 epproxi-eutaly six percent of our net
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sales were denominated in foreign rrencies 4a do Opt have sales denominated

in local currencies in countries which hays 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 the Core Products Voice

Communications and foundry Services segments As result of the sale of

Legrarity efective July 31 2000 we reevaluated our segment reporting

et.ructure Prior period segment information has been restated to conform to the

current period presentation The Core Products segment includes microprocessOrs

fLash memory devices PROHa embedded processors platform prodocts and

networking ptoducts The Voice CommonictiOns segment includes the voice

corsaunications products of our former eubsdisry Legerity The Vantis segrmant

Included the programmable logic devices OLD of our former subsidiary Vantia

pior to itS sSle on June 15 1099 The Foundry Services segment includes fees

for services provided to Legerity and Venus For comparison of segment net

sales refer to the previous discussions on net sa.es by product group

The following is suraary of operating income loss by segment for 2000 1909

and 1998

1iulions 2000 1999 1998

Core Prod.ucts
832 342 162

VOICe CommunicatinOs 35 14 24
Vantis

22

Foundry ServiceS 22

Total
889 321 164

The Core Products segment operating income increased by $1174 miLLion in 20110

coppared to 1999 primarily due to an increase in net sales of our

seventhgeneration microprocessors and Elssh memory devices atlich 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

telecommunications linecard circuits and devices for physicallayer Othernet

solutions The increase in operating income was Slso due tp decreased costs and

expenses as result of the slc of Lagerity effective July 31 2000

M.mSMSNT1S OISCUSSIOP JQ4D tN.LYSIS Of SIP.NCIJ4L CONDITIOm ND ltESJLTS OF

DIkP.Tl0NS

The Vantis segment operating income was zero in 2000 due to the sale of Vantis

on June 15 1999 Vantis had sales activity for 24 weeks in 1999

The foundry Services segment operating income increased by $21 million in 2000

compared to 1999 primarily due to the additio of zervioe fees

FIPPilCIAL CO1IDITION

Net cash provided by operating activities was $1206 million in 2000 primarily

de to nt income of $983 million and depreciation and amortiretion of $579

million offset by nonrecurring $33 million reduction to operating cash flows

from the gain on the sale of Legerity in 2000 decreaSe of $269 million in

other assets en increase of $158 million from income tax benefits from employee

stock option exerciSes deCrease of $156 million in inventory an increase of

$197 million in payables and accrued liabilities an increase of $143 million

from customer deposits under long-term purchase agreements decrease of $132

million in accounts receivable an increase of $79 millioO in prepaid expenses

and decrease of $35 million from foreign grant and subsid.y income

Pet cash provided by Operating activities was $260 million in 1999 primarily due

to the net loss of $09 million nonrecurring $432 million reduction in

operating cash flows from the gain on the sale of Vantie jn 1999 an increase of

$510 million from deprecietion and amortization an increase of $161 million

from deferred income taxes an increase of 5156 million in payables and accrued

liabilities decreasC of $102 million in prepsid expenses an increase of $55

million in other assets decroase of $53 million from foreign grant and

subsidy income not received in cash decroase of $46 million iS accounts

receivable and decrease of $23 million in inventory

Nt cSSh provided by operating activities was $142 million in 1998 primarily due

to net loss of $104 million en increase of $460 million from depreoltion ud
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asortization decrease of $107 million in deferred income taaas decrease of

$88 million in accounts receivable decrease of $46 million in other assets

an increase of $19 million in payablms and accrued liabilities decrease of

$13 million in prepaid expenses an increase of $9 million in tax refund

receivable and tax payable and decrease of 07 si1lion in inventory

Oet cash vd in investing activIties was $816 million in 2000 primarily due to

$05 million used for purchases of property plant and equipmarit offset by $375

million we received in 2000 from the sale of Legerity and $398 million of net

purchaSes of availableforsale securities tiet cash Used in investing

activities was $142 million in 1999 primarily due to $454 million from the sale

of Vacitis decrease of $620 million from purchases of property plant and

equipment offset by $19 isillion in net proceeda from sales of avilableforsele

securities and $4 million in proceeds from sales of property plant isnd

equipment Net caah used in investing activities was $997 million in 1990

primarIly due to $975 million from purchases of property plant and equipment

Net cash used in financing activities was $101 million in 2000 primarily due to

$375 million in payments on debt and capital lease obligations offset by $136

million in proceeds from borrowing activities $123 million in proceeda from

issuance of stock and -$15 million in

011AGWEtiTS DISCUSSION NOD ANALySIS OF FINANCIAL CONDITION NOD RISULTS OF

OPERAtIOS

proceeds from foreign grants atd subsidies Net cash used in financing

activities was $174 million in 1999 primarily due to $244 aillion in payments on

debt and cepital lease obligations offset by $12 million in proceeds from

borrowinga $44 million in poceecis from innuance of stock end $14 million in

proceeds from foreign grants and subsidies Net cash provided by financing

actIvitiaa was $950 million in 1998 primarily du to $816 isillion in proceeds

from borrowings an increase in proceeds of $197 mIflion from foreign grants and

subsidies Snd decrease of $93 million in paysienta on debt and capital lease

obligations

Under our Loan and Security Agreement the Loan Agreementl effective on July 13

1999 which provides for fouryear secured revolving line of credit of up to

$200 million we can borrow subject to amounts which may be set aside the

lenders up to 85 percent of our eligible accounts receivable from Original

6quipmisnt Hanufactursrs tOENs and 50 percent of our eligible accounts

receivable from distributors We must comply with certain financial covenants if

the level of domestlO cash we hold dec1Lns to certain levels or the amount of

borrowings under the Loan Agreement rises to certain levels Our obligations

under the Loan Agreement are secured by pledge of most of our accountS

receivable inventory general intangibles and the related proceeds As of

December 3l 2000 no funds were drawn under the loan Agreement In addition we

had available unsarured uncommitted bank lines of credit in the amount of -$24

million none of which were outstanding

We plan to make capital investments of approiisately $1 biLlion during 2001

These inveStments Include those relating to the conLinued facilitlzation of

Dresden Feb 30 ad Thu 25

On January 29 2001 we announced that the Board of Directors had authorized

program to repurchase up to $300 sillion worth of our common shares over

period of time to be determined by management These repurchasea will be made in

the open market or in privately negotiated transactions frois time to time in

compliance with the SfCs Rule lb18 subject to market conditions applicable

Legal requirements and other factora This plan does not obligate us to acquire

any particular amount of our common stock and the plen may be stspended at any

time at ou discretion

MID Catony en indirect wholly owned German subsidiary of Nib operates Dresden

Fab 30 which began production in the second quarter of 2000 AND the Federal

Depublic of Germany the State of Saxony end consortium of banks are

supporting the project We currently estimate conStruction and facilitiation

casts of Dresden Fab 30 will be $2.3 billion when fully equipped by the end of

2003 We have invested $1.1 billion to date In March 1997 AND sexony antered

into loaD agreement and other relatad agreements tthia Dresden Loan Agreements

with oonsrtium of banks lisd by Dresdner Bank AG Because Cost of this Smounta

under the Dresden Loan Agreements are denominated in deutsche marks this dollar

amoU0tS 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 U.S dollar to value the amounts denominCted in

deutsche marks The Dresden Loan Agreements provide for the funding of the

construction end fecilitization of renden Fab 30 The funding consists of

squity subordinated loaD-c and loan guarantees from NOD

loans from consortium of banks end
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grants subsidies and loan guarantees from the edtl G.opublic of

Germany and the State of Saxony

The Dresden Loai Agreements require that we partially fund Dresden Fab 30

project costs in the form of subordinated loans tp or equity investments in
AND SaxOny In accordance with the terms of the Dreden Loan Agteenients we have

invested $410 million as of December 3l 2000 in the form of eubordinated loans

to and equity in AND Saxony In addition to support from AND the consortium of

banks referred to above has made available $750 million in loans to Saxony

to help fund DreSder Fab 30 project coats AND Saony had .5375 million of such

loans outstanding as of December 31 2000

Finally the Federal Republic of Germany and the State of Saxony are supporting

th Dresden tab 30 project in accordance with the Dresden Loan Agreements in

the form of

guarantees of 65 percent of FIND Saxony bank debt up to maximum of

$750 million in bank debt

capital investment grants and allowances totaling $257 million and

interest subsidies totaling $141 million

Of these amounts IbID Saxony hod received $284 million in capital investment

grants and allowances and $55 million in interest subsidies as of December 31
2000 The grants and subSidieS are subject to conditionsr iofl1thng meeting

specified levels of employment in December 2001 and maintaining thoSe levels

until June 2007 Noncomplience with the conditions of the grants arid subsidies

could result in the forfeiture of all or portion of the future amounts to be

received as well as the repayment of all or 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 Agreements to reflect new capacity

and ncresad capital expenditure plans for Dresden Fab 30 under the February

2001 amendments we agreed to increase and sxtend our guaranty Of AND saxonys

obLigations and to make available to AND Saxony revolving loanS of up to $500

million His expanded our obligation to reimburse AND Saxony for the cost of

producing wafers for us end we also agreed to cancel the cOst overrun facility

made awailable by the banks Under the February 2001 amendments we have been

releasad from financial covenants limiting capital expenditure and requiring AND

Saxony to achieve capacity and production coat targets by the end of 2001

The DresdeC Loan Agreements as amended also require that we

provide interim funding to AND Saxciny if either the remaining capital

investment allowances or the remaining interest subsidies are delayed

such funding to be repaid AND as AND Sasony receives the grants or

subsidies from the State of Saxony
fund shortfalls in government subsidies resulting from any default

under the subsidy agreements caused by mND Saxony or its affiliates

and
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guarantee up to 35 percent of AND Saxonys obligations under the

Dtesden loan Agreements which guarantee must not bo less than $99

million or more than $273 million until the bank loans arm repaid in

Cull

The definition of defaults under the Dresden Loan Agreements includes the

failure of AND AND Saxony or AND Holding the patent coapany of AND Sasony end

who1l owned subsidiary of AND to comply with obligations in conriesLi-on wlth

the Dresden Loan Agreements including

material variances from the approved plsns and spacificationa

our fatiuru to fond equity contributions or shareholder loans or

otherwise comply with out obligations relating to the Dresden Loan

Agreements
the sale of shares AND Sasony or AND Holding

the failure to pay material obligations
the occurrehce of material adverse change or filings of proceedings

in bankruptcy or insolveiicy with reepeOt to us AND Saxony or AND

Holding and

the occurrence of default under the indenture dated August 1996

between AND and the United States Trust Company of New York the

Indenture pursuant to which our Sanior SecerCd Rotes ware issued or

the Loan Agroament

Generally any default with raapect to borrowings made or guaranteed by AND that

results in recourse to us of more than $2.5 million and is not outed by us
would rsulL i-n crossdefault under the Dresden Loan Agreements and the Loan

Agreement Under certain cicuiaatancea crosadefaolts result under our

Convertible Subordinated Notes and the Dresden Loan Agreements As of December

31 2000 we were in compliance with all conditions of tha Dresden LoaD

Agreements
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3ri the event we are unable to meet our obligstiorLs to WD saxony as required

under the Dresden Loon fgr ments wa will be it default under the Dresden Loan

Agreements nd the Loan Agreesiait which would permit acceleration of certain

indebtedriess Which would have materiel adverse affect 01 us We cannot aesure

that we will.be able to obtain the funds necessary to fulfill these obligations

thy such failure would have restcil adverse effect on us

FASL joint venture formI by P413 and FujitSu Limited fri 1993 operates

advanced integrated circuit manufacturing fecilities in 2izuc4akametsu Japan

to produce flash memory devices F1SL is continuing the facilitiration bf its

acorid Flesh memory device wafer fabrication facility FPSL JV2 The facility

including equipment is expected to coat approximately l.l 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 brnie ground for third

fabrication facility for the manufacture of flash memory deVices in

Z.izu-Wakamateu Japan of December 31 2000 the building was complete arid

the clCSD room was under construction The facility designated as FASL YV3 is

expected to cost approximately l5 billion when fully equipped Capital

xpanditures for FASL .JV2 and ESL .JV3 construction to date have been funded by

cash 9enerated from FASL operations end borrowings by FASt

FASL cmpftsl expenditures in 2001 will continue to be funded by caSh generated

from FASt
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operations and local borrowings by FASL iowezor to the extent that FASL is

unable to secure the necessary funds for FASt 5172 or FASt 5173 we may be

required to contribute cash or guarantee thirdparty loSris in proportion to our

49.992 percent interest fri FASL As of December 31 2000 we had l9 million in

loan guarantees outstanding with raspect to these loans These planried costs are

denominated in yen and are therefore subject to change due to foreign exchange

r5te fluctuations Pit the end of 2000 the exchange r5ts was approximately

112.52 yen to one U.S dollar which we used to calculate the amounts

denominated in yen

we belIeve that cash flows from operations and current cast balances tcgathe

with available external financing and the extension of existing facilities will

be sufficient to fond operations and capital investments for at least the next

12 monthS

On August 2000 we received approximately $375 million for the sale of 93

percent of tegerity The proceeds of the sale were subsequently used to

repurchase approximately $356 million aggregate principal amouht of Quf Senior

Secured Notes

SScSNTLY rSsJFD ACCONTINO PmONOONCfNENTS

In Suns 1999 the financial Accounting Standards Soard FA.S0 issued Statement

Df financial Accounting Standards No 133 eAccounting for erivativa

fnstrumenta and Radging Pctivitias SFAS 133 SE5 No 133 as amended by

SFPS Nos 137 and 139 establishes methods of accounting for derivative

financial instruments arid hedging activities related to thoSe iristruflienta as

well as other hedging activitIes We will be required to implement SEAS No 133

me of the beginning of our 2001 fiscal year Our foreign currency exchange rat.e

hedginq activities have been insignificant to date and SFAS No 133 will not

have material impact on our financial position results of opmrmtions Dr cash

flows

In December 1999 the EC issued Staff Accounting Dulletin No 101 Revenue

Recognition in financial StStements SAN 101 SAB 101 provides guidance on

the recognition presantatio1 and dLsclosure of ravertoe in financial statements

Our implementation of SAD 101 in 2000 had no impact on our financial pOsition

resultS of operations or cash flows for the year ending December 31 2000

In March 2000 FANS InterpretatiQri No 44 Accounting for Certain Transactioris

Involving Stock CompensationAn Interpretation of ASS Opinion No 25 FN 44
was issued FIN 44 clarifies the application of A0 No 25 for certain

stockbased compensation issues FIN 44 clarifies the definition of employee for

purposes of applying ASS No 25 the criteria for determining whether plan

qumlifies as noncompensatory plan the accounting consequences of various

modifications to the terms of previously fixed option or award and the

accounting for an echmnge of share compenmtiot awards in business

combination among other mCtters FIN 44 was effective July 2000 but certLni

conclusions in this interpretation cover specific events that occurred after

either December 15 1990 or January 12 2000 The implementatiori of ELN did

not have significant impart on our financial position or results

oarations
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Qu1rrnATtV AND QJALITATIVE DISCLDSURE ABOUT MARKtT RISK

Interest Both Risk Our exposure to market risk for changes in interest rates

relates primarily to our invesbseat portfolio and long-tern debt obligations

do pot use derivative financial instruments in our investment portfolio We

place our investments with high credit qumlity issuers and by policy limit the

amount of credit exposure to any one issuer As stated in our invoatment policy

oie ace averse to principal losS snd ensure the safety and preservation of our

investCd funds by limitini default risk and market risk

We mitigate default risk by investing in only the highest credit guality

securitieS and by constantly positioning our portfolio to respond appropriately

to significant reduction in credit rating of any investment issuer

guararttur The portfolio includes only marketable securities with active

econdery or resale markets to ensure portfolio liquidity

We use proceeds from debt obligations primarily to support general corporate

purposes including capital expenditures and working capital fleed5 We hare no

variable interest rate ekpcsure on the Convertible Sobordiated Hotes and the

Senior Secured Notes At the end of fiscal 2000 the Company was party to

reverse cancelable interest rate swap with notional amount of 40 million

The swap converts the Companys Senior Secured Notes from fixed rate to variable

rate debt

2080 1888

Thoards8 2001 7002 2083 2004 2005 Thetoaltss Total raLe value Total

Ca88 qiv8lat0
es Tate amoSetO 200261

2o021 202010 18508

Overage sate 5.600

variatLo saue aS005ts 18300 78210 78205 143035

0vures rate 6.601

zhbrttot8 inveateett81

FIxed rote amounts 474797 4773 477118 158000

Cvora$e rate 6o%
Variable rats CseOotl 224590 224500 224593 116700

ilvcraç$e sate 0.851

Iantetm tsvosta9ova

t5otty inveotmestO 10 161 10161 26856 0162

8leed rote CrooCeto 2105 2105 2103 190
lovsrage rate 6.82.8

Total j0tflte
SecOlities 077946 11166 990214 5.015977 472377

ACocOgn rate 674% 6.055

55j tOte OSroCeta 41101 138030 85209 404 589019 320 930786 053708 13475
avorOga rOta 5.351 5228 0.086 6.10% all oooo

Variable rste osounta
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The table shove presents principal Cor notioPal amounts and related

weightedaverage interest rates by year of maturity for our investment portfolio

and debt obtigations as of December 31 2000 and December 26 1999

Foreign Rxchsnga S1isk We use foreign currency forward and option contracts to

reduce our exposure to currency fluctuationS on our foreign currency exposures

in our foreign sales subsidiaries liabilIties for products purchased from FASL

and for foreign currency denominated fixed asset purchase coajoitments Thu

objective of tIese contracts in to niloimite the impact of foreign currency

exchange rate movements on our operating results and on the coat of capital

asset acquisition Our accounting policy for these instruments is based on our

designation of such inetrumerits as hedging tronactions We generally do not use

derivative financIal instruments For specu.ttive or trading purposes

4e bed $207 mil1inn Cnotiona emoutit of shortterm foreign currency forward

contracts denominated in Japapess yen British pound Suropean Union euro

Singapore dollar and Thai baht outstanding as of Decenbot 31 2000

In 1996 we entered into en intercompany nocent collar agreement to hedge

Dresden Feb 30 project costs denominated in U.S dollars The nocost collaus

included rnirchssed put option coptracts and nocost collar written call option

contracts the contract rstcs of which were structured to avoid payment of any

option premium at the time of purchase IJuring 1999 wa entered into various

option positions with various thirdparty banks to nautralire ths exposures of

the outstanding put and cell optiOn contracts 106 result Ill the options were

offset and canceled ad we hod no outstanding option contracts as of December

31 2000
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We are party io an interest rate swap under which received fiadinterast

payments in ercchenge for variable interest paylnants celculetad on notional

principal amount of $400 million The nap is not designated as hedging

instrurusnt and had tair value of million at December 31 2000 In

February 2001 we cancelled the swap and recogTii.ied an incremental gain of

$475 000

Lains and losses related to the foreign currency forad option contracts and

interest rate swaps for the year ended December 31 2000 were not material We

not anticipate any material adverse effact on our cnlidated inancial

position resUlts of operations or cash flows resulting from the use of these

instruments in the future We cannot give any assurance that these strategies

will be effective or that transection losses can ha minimized or foretasted

accurately

The table oh the nest page provides information about our foreign currency

forwatd and option contracts as of December 31 2000 arid December 26 1999 All

of our foreign currency forward contracts nature within the nekt 12 months
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2000 1999

Thotisahds exCept contract rateal

Notional Average Eatimared Notional Average Estimated

amount contract rate fair value iAount contract rate fair Valus

Foreign currency fofuard

contracts

lapariese yen 519l 110.22 261 2425 10311

Irritish pound 5103 1.45 36 1119 1.63 10

Swiss franc 318 1.57

European Jnien euro 134667 0.66 1602 15101 1.03 531
Singapere dollar 5573 1.70 8.362 1.57 17

Thai baht 6712 1952 619 1.241 40.16

207170 3011 58690 533

P.15K FACTORS

Our business rasults 06 operations and financial condition are subject to

number of risk factors including the fol1owing

tlicroptocessor Products

Dependence on AND SeventhOeaeration Wicroprocessors must uocesfully
market our seventhgeneration Nicrosott WlDdows compatible microprocessors the

AND .kthlon and AND Duron microprocessors in ordar to increase our

microprocessor product revenues in 2001 and beyond and tc bCnefit fully from

the eubetantial financial investments and commitments we have made and continue

to make related to microprocessors We began volume shipments of AND Athlon

microprocessors in the second half of 1999 We began shipments of 2ND Duron

processors derivative of the AND Athion processor designed to provida an

optiLnized solution for valueconscious business and horns users in the second

half of 2000 Our production and sales plans for fiND Athlon and 2ND Duron

microprocessors are subject to nuserous risks and uncertainties including

our ability to maintain average selling prices of seventhgnrieration

microprocersor despite aggressive Intel marketing programs and

product bundling of microprOcessors motherboards chipsets and

conbirtationz thereof
whether Ties One OEM customers will use our seventhgeneration

microprocessors in systems developed for the commercial market

our ability to successfully offer new higher performance versions of

the AND Athlon microproCessor competitive with Intels Pentium III and

Pentium IV processors

our ability to produce seventhgeneration microprocessors in the

volume and with the performance and feature set raquired by customers

on timely basis
our ability to expand our chipset and system dnsign capabilities

the pace at which we are able to ramp production in Dresden lab 30 on

0.16micron copper interconnect process technology

tha availability and acctptance of motherboards and chipsets designed

for our sevanthgeneraticrn microprocessors and
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the use end market occaptanco of nonIntel pro assor bus adapted by

us from DigItal Equipment Corporations EV6 bus in the design of our

smventhgenaTaticn microprocessors and the availability of chpset5
from vendors who will develop manufacture and sell chipsets with the

EV6 interface volumes required by us

If we fail to achieve continued market acceptance of our seventhgeneration

imLroprocassors our business will be materially end adversely affected

investment in and Dependence on N4D Microprocessor Products Our microprocessor

product revenues have end will continue in 2001 and 2002 to make significant

contrIbutions to our overall revenues profit margins and opersting results We

plan to contInue to make significant capital expaditures to support our

microprocessor products both in the near and long term These capital

expenditures will be substantial drain or our cash flow and possib.y on our

cash halaflcCs as wall

Our ability to Increase mirroprocesaor product rgvenues and benefit fully from

the substantial financial investments and commitments we have made sad continue

to make related to microprocessors depends upon success of the DAthlon and

PIID Duron microprocessors which are 005 seventhgeneration Microsoft Windows

compatible microprocessors and future generations of microprocessors beginning

with the Hammer family of microprocessors that we plan to introduce in 2002

The Hammer processors will be our first processors dapable of 61bit operation

and arcs being designed to deliver leadingedge performance on both the 6c1bit

software used by highend workstatiozsa and servers i-cd the 32bit software used

by the majority of desktop users

The microprocessor market is characterized by snort product life cycles and

migration to everhigher performance microprocessors TO compete successfully

sgaihat Intel in this market we must transition to new process technologieS at

fast pace and offer higher performance microprocessors in significantly

greater volumes We ncust achieve acceptah1 yields while producing

microprocessors at higher speeds Any significant difficulty in achieving

microprocessor yield and volume plans may adversely affect our results of

operations and liquidity If we fail to offer higher perforncpnca microprocessors

in significant voiwse on timely basis in the future our business couid be

materially and adversely effected 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 Oot increase our microprocessor

revenues enough to achieve sustained profitability

To sell the voLume of AND Athlon and AXID 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 commercial markets if wm lose any

current top tier customers or if we fail to attract additional customerS

through direct sales and through our distributors we may not be able to sell

the volume of units planned This result-could have material adverse effect on

our busIness

Our production fld sales plans for microprocessors are sublect to other risks

and uncertainties ihc1uding

MANAGWkTS DTSC000ION AND ANALYSIS Of fIANCIPI CONDITION AND BESIJLTS OF
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the effCcts of Intels new product introduct.i0ns marketing strategies and

pricing
adverse market conditions in the personal computer PC market and

consequent dlminishmd demand for our microprocessors

market acceptance of our microprocessors including the timely volume

availability of motherboards and chipsats designed for these processors

whether we can 5ucasafully fabricate higher performance microprocessors in

planned volume and speed mixes
whether we will have the financial and other resources necessary to

continue to invest in the microprocessor products including leadingedge

wafer fabrication equipment and advanced process technologies

the possibility that our newly introduced products may be defective and

unexpected interruptions in our manufacturing operations

See also the discussions below regarding Intel Dominance and ProceSS Technology

Intel Dominance intel has dominated the market for microprocessors used in PC5

for many years because of its dominant market position Intel has historically

et and controlled xBG microprocessor end PC system standards and thus

dictated the type of product the market requires of intels competitors In

addition Intel may and does very prices on its microprocessors and other

products at will and thereby effects the margins and profitability of its

competitors due to its finnctal strength and dominant position Because Intel

has dominated the microprocessor market for many years and has brand strength

we have in the past priced AND .microprOcessors below the published price of

Intel prcoessors offering comparable performance thus Intels processor

marketing and pricing can impact and have impacted the average selling prices of

our microprocessors and consequently can impact and have impactad our overall
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margins

Intel also exerts subdtantial influence over- PC maiufacturara end their channels

of distribution through the Intel Inside1 brand program and other marketing

programs Intel inests billions off dollars in end as result exerts influence

over many other technology companies We expect Intel to continue to nvC5t

heavily in research and development new manufacturing facilities and other

technology competiies and to remain domirjant

through the Intel InSide and otheS marketing programs

through other contractual constraints on customers retailers industry

suppliers and other third parties

by controlling industry sLsndards and

by controlling supply nd demand of motherboalde chipsets and other system

components

1s en extension of itS dosd.nant microprocessor market share Intel lo
dsminats the PC platform result PC manufaCturets have been increasingly

unable to irinov5te and differentiate thelt product offerings We do not have the

financial resources to compete with Intel on such large scale As long as

Intel remains in this dominant position we may be materially and adversely

affected by its
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prodOct mix and introduction schedules

product bundling marketing merchandising end pricing strategies

control over lndusty standards PC manufacturers and other PC industry

participants including motherboard chipsat and basic input/Output system

BIOS suppliers and

customer brand loyalty

Intel expanded its dominance over the PC system platform many PC

mehufacturers reduced their system development expenditures and now purchase

miaroprocessors together with thipsets or in assembled motherboards PC OEMs are

increasingly dependent on Intel Jeer innovative on their own end to large

extent distributors off Intel technology Ln marketing 0110 microprocessors to

these OEMs end dealers we depend on companies other than Intel for the design

and meiifactura df cozelog.c chipsets graphics chips notherboards BIOS

software and other components In recent years many of these thirdparty

designers and manufacturers have lost significant market share to Intel In

addition these companies produce chipsets motherboards BIOS software end

other components to support each new gerietation of rtels microprocessors only

if Intal makes information about its products available to them in time to

address market opportunities Delay in the avilabiiity of such information

makes and will continue to maker it increasingly difficult for these third

parties to retain or regain market share

To compete with Intel in the microprocessor mrket in the futurC we intend to

continue to folm close relationships with thi.tdparty designers and

manufacturers of chipsets motherboards graphics chips 13105 software and other

components Similarly we intend to expand ocr chipset nd system design

capaBilities and to offer 0514s licensed system designs incorporating our

microprocessors and companion pffoducts We cannot be certain however that our

efforts will be uccesful

We do not currently plan to develop microprocessors that are bus interface

protocol compatible with the Pentium III Pentium LV and Celeron processors

because our patent crossLicense agreement with Intel does not estend to

microprocessors that are bus interface protocol compatible with Intels sixth

and subsequent generation processors Thus the 2W Athlon and lO13 huron

microprocessors are not designed to functiom with motharboards end chipsets

designed to work with Intel microprocessors The .setne will be true off our Nammer

fami.y microprocessors Our ability to compete with Intel in the market for

seventhgeneration and future generation microprocessors will depend on our

success in designing and developing the reicr0pr0Ce5sor and

ability to ensure that the microprocessors can be used in PC platforms

designed to support our microprocessors or that pltfurms are avsilable

whiQh support both Intel processors and our microprocessors

failure for any reason of the designers end producers of motherboards

chipsets processor modules and other system components to support our

microproC5ssOr offerings would have material adverse effect on our business

G5ME1TS OISCDSSION hMn ANLYStS OF FINPNCIAt coI1DIToN At RSDLTS or

OPER7TIOMS

Dependence on Microsoft and logo LicOnSe Our ability to innovate beyond the x6
instruction set controlled by Intel depends on support fr-on Microsoft in its

operating systems If Microsoft doCs not provide support in its operating
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systeme tor the instructions that as innovate rind design nto our

.procassors independent softasro viders may forego designing their sottwste

applicationo to take ac.tvsritagc
of our innovatlons This would adversely affect

our ability to market our processors Fot example we cannot assure that

Microsoft Mill support our Hasseer family of microprocessors and its x8664 bit

instruction set Wicrosofts support is vital to the ceSs of the Hammer

family products currently iii cJeValopmelit

In addition ire have entered irito logo licence ageements with Microsoft thac

allow us to label our products as Desigrie for Microsoft Miudows We have also

obtained appropriate certificationS from recognired testing organizations for

our microprocessors If we fe1 to maintain the logo license agreements Mith

Microsoft we may lose our abIlity to label our microprocessors with the

Microsoft indoi4s logo ThiS could impair our ability to rsarkat the products and

rOuld have material adveree effect on our business

Fluctuations in the PC Market Since most of our microprocessor products are

used in 9Cc and related peripherals our future growth iS closely tied to the

grDwth of the PC industry ludustryid-de fluctuations in the PC marketplace have

in the past arid nay in the future materially and adversely aUect our business

Flash Memory Products

The demand for Flash memory devices has recently iricreased substantially due to

the increasing use of equipment and other devices requiring nonrolatile memory

such as

cellular telephones
routers wLLuh transfer data between local area networks

PC cards which are inserted into notebook and subnotebook computers or

personal digital asistsOt5 and

COnsumer electronic items such ss ct top boxes personal digital

assiatarits and digital cameras

In order to meet forecasted demand we mt increase Our production of Flash

memory devices tlrtough FASLs fabrication facilities F.bSL JV1 CASL P/2 and

ASL IVI and through foundry or similar arrarigemants with othet Me ceonot be

certain that the demand for Flash memory products will remain at current or

greater levels or that we will have suffiCient capacity to meet the demand for

Flash memory devices Our inability to meet the demand for Flash memory devic5s

could have material adverse effect on our business

Competition in the market for Flasi memory devices will ihcrease in 2001 and

beyond as axtstingmnnUfSctUrerS introduce new products and industrywide

production capacity increasCa It is poaible that we will be Unable to maintain

or iricrease our market share in Elesb memory devices as the market develops and

as existing and potential new competitors introduce competitive products

decline in our Flash memory device busiriess or decline in revenue in this

product line could have materiel adverse effect on oOr business
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liemand for Our Products Affected by Worldwide Economic COnditions

While general industry demand is currertly strong decline of the worldwide

semiconductor market could decrease the demand for microprocessors Flash memory

devices and other integrated circuits significant decline in economic

cnnditioos in any significant geographic area either domestically or

internationally could decrease the overall demand for our products which could

have material adverse effect on our business

Financing Requirements

We will have significant capital requirements over the next 12 months To the

extent that we cannot generate the required capital internally or obtain such

capital externally our business could be rneterially effected Me cannot assure

the availability of such capital on terms favorable to cia or at all We

currently plan to make capital investments of approximately $1 billion in 2001

although the actual expenditures may vary These investments include those

relating to the continued fmoilitisatinr of Dresden tab and Fab 25

In Match 1997 our indirect wholly owned subsidiaty N4D Saxony entered into

the Dresden Loan Agreements with consortium of banks led by Dresdner Bank AG
The Dresden Loan Agroements raquire that we partially fund Dresden Fab 30

project costs in the form of sobordinated loans to or equity investments in
PHD Saxony In accordance with the terms of the Dresden Loan AgreeCents we have

invested $410 million as of December 31 2000 in the form of subordinated loans

and equLy in AND Saxony If we are unable to meet our obligations to AND Saxoriy

required under the Dresden Loan Agreements we will be in default under the

Dresden Loan Agreement and the Loan Agreement which would permit acalaration

of indebtedness which would have material adverse effect on our business

In Iuly 2003 EASt broke ground for third fabrication facility FP.SL IVI for

the manufacture of Flash memory devices in Aisu-WakamataU apaa As of December

2000 the building was complete and the deCO room was under construction FASL
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IN 11Th UNflTEI STATES DISnUCI COURT

FOR THE DISTRICT OF DELAWARE

INTEL COltP MICROPROCESSQR

ANTITIJSTLrnCJATION
MDL Docket No 05l 717.-IIF

ADVANCED MICRO DEVICES1 INC

Delaware co poration
and AMD

iNTERNATIONAL SALES SERVICE LTD

Delaware poration

Plaintiffs1

Civil Action No 05441 -JIF

INTEL Colt ORATION1 Delaware DM______

cooration and INTEL KABUSH1Tl KAISIA

aJapanesecorP0b0fl1

Defendants

DECLARA1ION O1WtLL1AM T.SIEGLE

Pi

1Wiflian Siegie dec1aie as follows

jOined AMD in 1990 and worked fOr the Company mtil my retirement in May

2005 Tn early 19991 asurnd responsibility
for worldwide sillcon wafer production including

mroroprocsSors Although rehnquished roprocessOr mainictUnflg responbih1y at the

end of 200t to my colleague Oary Heerssen because of Mr I-teerssens subsequent illness

remained as de factc head of micoprocesspr thanufactcring througli 2002 aid sewed ii

dual role that inchded Mr leerssens sucdessor Daryl Datrander was

named in 2004 When lefi the panymy title was Senior Vice rrasident and AMD Chief

Scientist

As result of my AMt job responsibi1ities know.ledgeaNe about the natUce

location and capabilities
of AMDs various microprocessor

fabrication ficilitiÆs around the
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wrld submit this declaration in support
of AMDs motion to compel production

of documents

and other information bearing uponintels attempts to prohibits limit or dissuade its foreign

customers from purchasing
86 microprocessors

made by AMD or to punish them for doing so

As discnssl in greater
detsil in the paragraphs that foElow AlytI manufactured

86 microprocessors domestically through 2002 and it continued to supply custom erg including

foreign customers with dorriesticelly manufactured processors
from its Austin Texas plant for

more than year thereafter With the exception ofsorne 486 foundry chips produced in Scotland

in the mid-1990sup to 2000 AMD manufhcturedafl of its x86 microprocessors excht.thcv at

facilities located in the United Stutes In thatyuar AMID brought on line new production

farillIy in Dresden Germany

For reasons deailed in AMDs comp1aint the excellence of the products we

introduced in the late 9ts did not translate into the demand fbr AMD microprocessors
that we

had hoped for and anticipated Thus while we had expected to continue operations
at our Austin

plant eyen as Dresden ramped up to capacity uJtimnately worldwide orders were nol sufficient to

keep both plants oerEIting at efficient levels We thus bandoned plans to upilate the technology

for microprocessOr produc1on at Austin and instcad dedlcated.it to the production of lower

margin memory products beginning 003 Significantly to the extent that Intels conduct

both here and abroad ..arLifiaI1y limited customer demand for AMID microprocessOrs that

conduct significantly
àontributed to AMDs de ision to cease their manufacture Austin and to

withdraw from the U.S export market in the absence of Intels misconduct and the consequent

llmts it placed on AMIDs business we would have continued to manufacture mIcroprocessors in

Austin during 2003 and for at least several years thercafler.arud remained engaged in the export

of US manufactured microprocessOrs

CCJ7501517



Backgronnd

Microprocessols
like other semiconductors are produced in very sophisticate1

hghtcchnologYfQbrcah0fl facjhhes known in the industry as fabs- AMD has generally

supplied its microprocessor rquirements from a.singkfab When It first began participating in

the semiconductormarket in 1969 AMiD manufactured chips at fab denominated Fab

located adjecent to its Bicon Valley headquarters In 1979 AMD opeiied Feb in Austin

Texas which was followed by two other Austin facilities Fab 10 which opened in 982 aiid Fab

14/l5whiChOpefledifll985

Semiconductor technologyis constantly advancing and as intel founder Gordon

Moore obsened the density of transistor circuitry generally grows at pace that allows the

number of fransistors on given die the piee of silicon on which theyare embedded to double

every eighteen months However the process technology necessary to manufacture thesc ever

more dense parts must keep pace As rØsi1t while fnbs are generally desed to support three

generations ofleading-edge technology rdnvestment is generally required for each new

generation New facilities are planned
wlie the reinvestment becomes too great

when the

disruption to production in making the upgrades is too severe or when the expected
business

volumes demand additidnal capacit beyond what an upgraded fab can provide

AMiD opened Feb 25 in 1995 to build its fifth genºratkrn KS product
and to

augrnnt Am46 production beingbuilt
in.AMDs California Submicror Development Center-

The fhb capacity after an expansion rneaurcd wafer startS was roughly 5000 per week

AMD has operated
other less tcchrologicaliy

advanced fabs Ibr the manufacture of

lower value products such as flash memory and less sophisticuted logic circuitry

wafer is the slice of siloon material on wijich microprocesSOr die are built-

Typically configured in 200 mmor more recently 12 300 mm rounds the number of

processors
that can be built from single wafer depends on the die size of the chip.end it5
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equal to appro rntely 25-30 million oprcSSor per year given their die àiie at the time

Given the relentless pace of innovation the microprocessor work work began

almost immediatel 011 AMYs next generrition fab designated Fab 30 AM broke ground for

this facility in Diesdn Germany in 96 The feb came on line in 2000 but it did not achieve

its 5000 waferstarts-per-WCek capacity until the second quarter of 2003 and dk flot ramp up to

achieve thls benchmark consistently until the third quarterof
2004 fab 30 was engineered to

initially implement BOnm or 0.18 micron technology with easy extendibility to the 3Onm

generation utilizing copper
intrcoflncct proccs contrasted to the alutninurn interconnect

utilized at Feb 25 that AMt had designed with MothToleto achieve higher densities

The Dtbate Over the Vu of Feb 25

With the debut of AMD sixth generation chp 1997 referred as the 16

AMLI began building marketshare The 16 was clearly viable altmatlve tointel products end

superior
in some gmphic applications enablirig AMD to gain level of acceptance at major

computer rnani-rfecturers that AMO had not previously enjoyed

10 The introduction in 1999 of the even more high1yregard
ed K7 seventh

generation product marketed as the Athion Øhip Bill Gates cefled it ahome run introduced

the realistic prospect that the Company might for the first time realize its long-held ambition to

achieve 30% marketsliaro The K7as- clearly supedo product to Intel fferings inmany

app1ictioris It introduced anew microarchitecture that provided pow/ rforrnance

advantages over the existing Intel products and enabled AM to lcapfrog intel in processing

speed and be the first to reach the gigahertz
milestone one billion clock cycles per second the

PC inriustrys equivalent of breaking the sound barrier As was the case with the 16

process conp1exity

cc



manufacture of the 17 began in Austin

11 Beginning in early l999 my manuThcturirig group
ws reviewing our capacity

strategy and the role of Fab 25 in light otthe distinct possilility
that the Company might

generate
dernanti for its prodicts beyond the capacity olFab 30 to fill AMDwasstrontY

motivated to continue microprocessor production in Austin Not only did it represent an

important presence
in the community but AME cild not want to lose the highly skilled and

expeknced roproCessoT prçduCtiofl
work force the proximity

the fab had to AMDs Austin

circuit desin teamrand the close coupling with the joint development work with Motorola

being carried out in the nearby Motorola Austin facilities two-fab .stratgy would also provide

greater manufacturing flexibility Furthermore many executives made theirhome in Aistin

ajd there was animportant emotional attachment to th liib Continued production
at FaI25

was practicaL Although some of the equipment in the fab was reaching the nd of its useflil life

for rriicroprocessors
we estimated that the fab could be retrofitted with state-of.thc.-arttoolS and

conci1cd to cutting-cdge copper technology supporting l3Onm productior for less than $500

million aftaction oithe $2-3 billion price ag attached to completely new facility And .uch

an upgrade would delay the need to Ining on line the next facility slated for oonstruction then

deiominated Fab 35

12 The question remained one of demand AMDs Founder Chairman and CEO

Jen Sanders repeated the Companys goal of achieving 30% marketshare at the 2000

shartholders mceting and declared that iflt were met the Company intended to contlnue

micioprocessor production at Austin

Our longheld goal has been and remains to capture 30 percent

unit 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



thc end of next year we will have in place the production capacity

toachievethisgoa3

13 My AML manuflcthrng co-executive and manufaeturngsuccessor Gary

Heerssen was tasked with the job of analying the economics of oUr fhb production in light of

growing success in th marketp3ace and recommending future course for ab 25 In

presentation he made in the Fall of 2000 to group of Company senior executives he concluded

that assuming AMD captured and maintained a-30% marketshnre demand would be suicient to

support both fabs In slide entitled 1ow am LcariingGary reflected the thinking ofmnny

of us when he answered Upgrnde Fab 25 Defer Fab

Mr Heerssen refined hia analysis later in the year In an October 2000

preserthtionmadeto the AMD Ekeative.-Council Mr sanders seirdaimual senior executive

forum Hecrscn analyzed whether Fab25 coldb eftciently utllizcd given vaiiely of

production volume scenarios includinga attaining 30% marketshare by 2002 in pri by

Mtracting Tier Commercial business attaining it but only by 2005 or 200 attaining

only 26% marketshare and attaining no appreciable
marketshare increase He concluded

with the following slide reconneriding an LLpgrade of Fab 25 and its continued use as

1usonAMDi
1est match or capacity to demand Is from Fab 25 upgrade

to copper

Opportunily npside support to Best Guess Case

Dcfes ncel for Tab 35 to -.2006

Without b2upgrad dernnd can be met only

substhntlat addition ot foundry source

Financial return of Fab 25 upgrade is at least 2X that

ofFab35

Wry ieotive short tcrm nsh flow oided

lry

r..iIt.- r...-S w..p
----



microprocessor facility

Plans were thereafter initiated to upgrade Fab 25 and establish dual lab stratcgy

The conversion of Feb 25 to copper technology so as to keep it in microprocessor
service was

budgeted in the December 42000 version of our 3roups Three Year Plan iii 2000-

Reaessment in Light insufficient Demand to Fill Tw Fabs

16 Ijespite the ompanys unit marketshare improviiig from ow of 7% in 1995to

17% in 2000 the optimism of 1999 and eary 2000 gave way to disappointment The 30%

markeishare asph-ational goal that Mr Sanders had set beganlo look unattainable in any near

term gien the volume of custbmer orders-

17 Ultirnatly we determined that cuirent and near future demand for AMD

rnicrproceSsOrs
would not support two 3Onm copper labs and thus the cost Fab

25 uld not bejutiflcd As individual group nancia1 plans were consolidated into cornpany

wide budget our manuFacturing group plan was amcnded to abandon the Fab25upgrnde based

on the fict that the unit volumes that.could be cominited would not produce viable financial

plan with the continued use of partially loaded Feb 25 We did not entertain the alternative of

running one oIthe two labs at less then optimurn capacity since given the very high f.hed costs

associated with -fab our average costs per unit would have been driven to noncornpetitivc

levels Any shortfall that might develop1 we concluded could hopeFully be covered by utilizing

independently owned Foundries to produce AMD processor

IL Eventually we settled on plan to convert Feb 25 to produce lowermargin flash

memory in supporl ofjoint venture with Japanese
semiconductor company- Flash shipments

began in 2002 though the decision to discontinue microprocessor production at Fab 25 did nt

become irrevcrsbIe until 2004 by which we had ramped nash production to full capacity Using

CC55fl



the fab to make flash was viewed as the most viable way tb et continuing value fro capital

ssetin which we had much invested arid to avoid the prospect
of significant employee layoffs

Earlier this yeat AMIYs interest in the joint venthre ws spun off into an lndepeildent publiciy

owned company Spansion whIch now owns Feb 25

MlcrOprocessO Production atFab2S Had Demand Been Greater

l9 In shorts Fab 25 as remcSed froin microprocessor
service because of the absence

of sufficient anticipated orders suport two fabs

20 -defer to those closer to the marketplace for the reasons why we were unable to

garner
sufficient orders for out very highly regarded AThion family of processors

Had there

been sufflclent demand to justify its renovatipn and continued operation wewouki not have

closed Fab 25 but instead continued to use It fol- microprocessors Eased on the analyses we did

at the tim we conŁluded.That theie was very little prospect of garnering
sustained marketzhan

of 30% or any
lower percentage that wouldhave ustified operating two 5000 waferstart fabs

Had our forecasts been different we undoubtedly would have upgraded Fub 25 to l3Onm copper

technology which would have enabled it to participate in tiie producti9n
of not only ourK

Athion producL
but also the K8 generation of products that we introduced beginning in 2003

including the Opteron TnrionG4 and Athon64

21 Moreover had greater
demand eXIsted for AMD product in the yers prior to the

closure of Fob 25 it clearly would have had to come from domestic prod
ucLion Although Fab

30 began fabricating microproccssOrs
in 2000 it underwent the usual gradual ramp-up for the

nextThree years until reaching ts designed capacity of 5000 wafer starts for the fut time during

the second quarter of 20113 During the-period 20O02002 on the other hand Fab 25 was

ramping down From 2000 until its conversion to flash memory productioii in 2003 the only

cc775



AMD-OWTed re1iLy thaL couki flave produvcd adtIona1 processors had thcre beei additional

would have hn Feb 25

22 Afttr Feb 25 wis mmittcd to making memory chips it is likIy that we would

have sorcd dditiona1 AMI mki procsstirfrom foundry am independently owned fab that

acthieS micnprcesor as ervic had reccived orders beyond the uarecIy of Feb

30 to fill As noted abtve the çecikrn to convert Feb 25 to flash memory pmducticin ws made

with the hope that any shorifall could covered by liundry At the time. nftli four

foundries capabkof 130 nm mieroprocesor prodvction two were located ii the Iinted States

Motorola and IBM inrnxtucfrg the siThi pssibiJily that we would have sourced any

shoxtfall by subcontrectng for domestically uced microprocsors

declate under the penaty of peijury of the laws-of the United States and the State of

Coimecticut that the foregoing is truo end corre1

J3xecutcd this 27 day of Octoh 2006 at Southbury CnetIcuL
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PAPTI

ITEM BUSINESS

CAUTIOMARY STATEMENT REGRDFNC REARDLOOING STATEMMTS

The statements in this report that are forwardlooking are based on current

expectations and beliefs and involve numerous risks and ucicerteinties that

could cause actual results to differ meterially The forwardlooking

statements relate to oparating resus anticipated cash floes realization of

net deferred tax assets capital expsriditures adequacy of resources to fund

operations and capital investments the Companys ability to access external

sourcds of capital the Companys 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 Dresdari Fab and EASL nufacturing facilities

Eor discussion of the factors that could cause actuaL results to differ

materially see such other risks and uncertantias as set forth below in this

report or detailed in the Companys other Securities and Exchange oiemission

reports and filings

ENERPL

dvanced Micro Devices Inc was incorporated under the laws of the state of

Delaware on May IS6 The Companys mailing addtess end executive offices

are located at One AND place Sunnyala Califotnia S086 and its telephone

nusber is 08 3224OO Unless otherwise indicated the terms Coiepany

IIW and Registrant in this report refer to Advanced Micro Devlcea Inc

and its subsidiaries

NW Is semiconductor manufacturer with manufacturing facilities in the

U.S and Psia end selga offices throughout the world The Companys products

include wide variety of industrystandard integrated circuits ICs which

are used in many diverse product applications such es telecommunications

equipment data and network communications equipment cbnsureer electtoncs

personal computers ECu and workstations

For discusion of the risk factors related to the Companys business

operations please see the Cautionary Statement Regarding EorwardLooking

Statements and Risk Factors sections set forth in Managements Discussion

aCd Tnlysis of Finencial Condition end ResUltS of Operations

Industry

Th IC market has grown dramatically over the pest ten years driven

primarily by the demand for electronic business and conSumer prodOctu Today

lOs are used in virtually all products involving electronIcs including

personal computars and related peripherals Voice and data communications and

networking products fecsimkla and photocopy machines home entertainment

equipment industrial control equipment and automobiles

The herket for ICa can be divided into separate markets for digital end

analog davices AND participates primarily in the market for digital tUs. The

three principal types digital ICa used in moSt electronic systems sre Ci

memory circuits iii logic circuits ed iii microprocessors Memory is used

to store data and programming instructions logic is employed to manage the

interchange and manipulation of digital signals within system and

microprocessors are used for control and computing tasks Set forth below is

discussion of the principal segments of the digital rc market in which the

Company participates

The Memory Market

Memory ICe store data or programs and are characterized as either volatile

or nonvolatile Volatile devices lose their storad information after

electrical power Ia shut off while nonvolatile devices retain theif stored

information The three moSt significant categories of semiconductor memory are

Dynamic Random Access Memory DRAM and ii Static Randon tceas Memory

5RAZ4 both of which are volatIle memories and iii nonvo1atile memory

which includes ReedOnly Memory RON Flash memory and Srasable

Prograremabla RuadOnly Memory EPRON devices DRAM provides large capacity

main memory and SP.A5 provides specialized highspeed memory Flash and other

nonVolatile nmory device.s are used in applicationS in which data must be

retained after power is turned off The Company does not produce any DRAM

prcducts the largest segnent of the memory market or 0RPM products

Sevetal fectore have contributed to an increasing demand for memory devices

during recent years including the expanding unit sales of personal computers in

the busine and consumer market segments the increasing use of personal

computers to perform memory-intensivs graphics and multimedia functions the

volume of reenory required to support faster microprocessors the proliferation

of increasingly complex personal computer software end tha increasing

Sourca ADVANCED MICRO IJEV1C 01405 March BBB



prformance requirements of workstations servers and networking end

telecommunicatioria equipsent

The Company believes thai flash memory devices are being used for an expanded

use of operations The ability of Flesh memory devices to be electrically

rewritten to update parameters or system software provideS greater flexibility

end ease of use than other nonvolatile memory devices such as RO1 or 2RQM

devices Flash memory can be used to provide storage of control programs and

systemcritical data ir communication devices such as cellular telephones arid

routers devices UaSd 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 or personal digital SssiStsnta to provide

added data storage

The Logic iarket

Logic devices consist of structurally interconnected groupings of simple

logical AND and logical UP functions commonly described as

Typically complex pombiriations of individual gates are required to implement

the specialized logic functions required for system applications The greater

the number of gates sri logic device the higher hat logic devices

density Logic devices era generally grouped into five families of products

from lowest density to highest density standard logic d5vices programmable

logic devicCs FLO5 conventional getearray standard cells and full custom

ICs Conventional getsarrays standard cells nd fullcustom ICs are often

referred to as applicationspecific ICs ASLCs

Many areflufacturers of electronic systems are striving to develop new arid

increasingly complCl products to rapidly address evolving market opportunities

Pchleverriant of this goal often precludes the use of standard logic ICe ccci

tS1CS Standard logic ICs gerierally perforS simple functiobs Snd are riot

customizable limiting menufactUers ability to adequately customize en end

system Although ASICS can be manufactured to perform customized functions

they generally involve relatively high up-front design engineering end

manufacturing costs and significant design risks and may incresse an end-

products time to market. As result .PSICs are generally limited to high
VOluiSe products and products for which time to market may be less critical

lnlike ASICs nd standard Logic ICs PLUs are standard products purchased by

system mariufactvrers in an unprogreessed or blank state which can be

progralmeed by each system manufacturer to perform variety of specific logic

functions Certain PLUS including the Companys are reprogrammable which

mesas that the logic configuration can be modified after the device is

initially programmed and in many cases while the PLU remains in the end

product system. The programmable and reprograinmable characteristics of PLa

reduce the risk of invantory obsolescence for system designers and distributors

by allowfng there to stock large number of tsndard PLUs that may be

programmed for variety of applications The system designer enjoys the

additional flexibility of having the ability to make last minute design

changes reducing time to market arid accelerating desigt cycle time Compared

to standard logic ICS and ASIC5 PLUs allow system designers to more quickly

design and implement custom logic

The PLU sisrket consists primarily of three product categories which can

generally he distinguished by their density simple programmable logic devices

SPLDS which have less than 1010 gates are considered lowdensity devices

while complex programmable logic devices CPLDs which have up to 20000

gates aod field programmable gate arrays FPLAs which have up to 100000

gates are considered highdensity devices

SLLDs are typically based on common architectures that are familiar to most

system designers and are supported by stsndsrd widely availmible software

tools SPLDs are usually thre most effective solution to support simple logic

functions However as the prices of highdensity PCD5 hacome more

competitive customers are increasingly migrating to CPLD5 or EPGAs to address

complex logic requirements and spare constraints arid to achieve power s.avinga

Typically the smallest CtD is squivalent in logic functiOn to and occupies

nearly the same amount of apeca as approximately tour SPLDa

CPLDa and FPaPis axe typically based an proprietsr architectures and require

support from sophisticated software tools tn sltV5tOris requiring complex

logic functions highdensity PLUs can provide important advantages over

large cluster of low-density devices including improyed system speed lower

power requirements and lower cost The Company believes that ubtaritil

portion of highdensity PLO customers utilize both CPLD and FPGIt architectures

within single system design partitioning logic functIons across multiple

devices to optimize overall system performance and criSt

PLDs are used in complex electronic sytems including telecommunications

and networking systems highperformance computers and peripherals video

graphics arid imaging systems and instrumentation and test syStems 6LDs are

elso used in variety of consumer electronic devices arid in medical

instrumentation and industrial control applications

The r4lcroprocessor rarket
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In 1B1 IBM introduced its first containing microprocessor based Upon

the çB6 instruction set developed by ntei Corporation Intel and utilizing

the MicrosoftP Corporation Microsoft M5DOSITH operating Systtm The so
called IBM-compatible compUtOS has evolved over the years with each successive

generation of microprocessors Bachnew generation of x86 microprocessors

has deliveted inceaaod performance end functionality while maintaining

soaaro hardware and peripheral compatibility for industry standard

operating systems such as Microsoft MSpOS and Microsoft Windowsf The

microprocessor marcet is currently dominated by Intel

The microptocesaor an IC generally consisting of millions of trainsistors

serves as the central processing unit or 5brain of computer system The

microprocessor is typically the most critical component to the performance and

efficiency of PC The microprocessor is responsible for controlling date

flowing through the electronic system manipulating such data as specified by

the hardearo or software which controlS the system Developments in circuit

design nd very large scale integration process technology have resulted in

dramatic advances in sicroprocesor performance oVer the past te years

Today the reateet demand for microprocessors is from personal computer

manufacturers and ira particular for microprocseor5 which are Microsoft

aindows conpthle end are based on the x86 instruction set Improvements in

the performance characteristics of microprocessors coupled with decreases in

production costa resulting from advances in process technology have broadened

tha auarcet for PCs and increased the demand for mictoproceesors

Embedded processors are also en important segment of the microprocessor

ilaartet Embedded processors are general purpose devices used to carry out

single application with lirnitcad timer interface end rograaicmability system

designed around an embedded processor cannot usually be programmed by an end

user because the system is preprogrammed to execute specific task ey
markets for embedded processors include telecommunications networking office

automation storage nutomotive applications and industrial control

The microprocessor business is characterized by short product life cycles

jOtense price competition and rapid advances in product design and process

technology resulting in rapidly occurring product ObolaisOence

The establishment of hardware and software etandaids for PCa and the

emergence of nUmerous PC suppliers haive caused the PC industry to be exttemely

competitive with short product life cycles limited product differentiation

and substantial price competition To compete more effectively almost all PC

suppliers have evolved from fully integrated manufacturers with proprietary

system designs to vendors focused on boilding

brand recognition and distribution capabilities lmost all of these suppliers

now rely either on Intel or on thifdparty manufacturers for the mzijor

subaysteine of their yCs such as the motherboard eCd are increasingly

outsourcing the design and manufacture of complete systems The third-party

suppliers of these subsystems based primarily in Asia are focused on

providing BCe and motherboards that incorporate the latest trends in features

end performance at low prices Increasingly these third-party suppliers ace

also supplying fully configured PC systems through altetnattve distribution

channels

BUSINESS gRoups POOUCTS

PHD participates in all three segments of the digital IC marketmemory
circuits logic circuits and microprocessorsthrough collectively its

Cotmiuoicetiona Droup its Memory Group its Computation Products Gfoup CPG
and its prograrsoable logic subsidiary Vantis Corporation

CO2ONIC.PaTfONS GROUP

communications Group products $07 million or 30 percent of the Companys
l97 net 5ales include telecommunication products networking arid

input/output I/O products and embedded processors

Telecommunication Products The Companys telacosmunicetiora products are

ueed primarily in public communicatIons infrastructure syStemS and cordless

telephony applicetiona Specifically the products axe used in such equipment

as central office switches digital loop carriers wireless local loop

systems private branch exchange PBXI equipment end voice/data terminals

IUsong the Companys more significant products fr the communicatIons market

are its line card products In modern telephone communications systeas voice

communications are generally transmitted between the speaker end the central

office switch in analog format but are switched and transmitted over longer

distances in digital format The .PMO subscriber line interface circuits GLIC
for line cards connect the users telephone wire to the telephone companys

digital switching equipment The PMP subscriber line audio processing circuits

SLPCTffl line cards arm coder/decoders which convert analog voice signe.s to

digital format and back The Ccmpenys non-cellular telephony products are

used in di9itel cordless phone solutions

Networking end I/O Prodct The Companys networking and I/O products are

used within pmrsorcal computers to manage the conOection of the personal

computer to local ares networks end Lu manage selected input/output iunctioos
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The Companys networking products primarily support data communications and

internotworking and are uect in hubs switches routers and network interface

cards used to nonect workstations and personal computers to local area

networks

The Company upp1is5 integrated circuits for business applications utilising

the 1Omegabie--por-sacond the 100--megabitpersecond end the gigabit-per

second Btharnet local area ntworX standardS The Company offers range of

integreted crcits that work with centre processing units to manage selected

input/output functions such as small computer system interface disk drive

controllers and communications ad networking devices The CompCny also

supplies range of products spelally designed to add additionDl functions

improve performance and teduce costs in computer peripheral interface or mass

storage eppiicetions Therm are generally specialpurpose products which are

designed for specific application in the case of some large cuetomefe

these products are tailored for specific customers needs

Embedded Lrocaesors Embedded processors are general purpose devices

consisting of an instruction control unit end an arithmetic and logic unit

used to carry out single application with liCited user intrfece nOd

programmability The Compaoys current product focus for embedded processors

utilizes existing s96 cores increasingly targeted at communications

applications The Company offers line of C166 and C19 processors for uSe as

embedded processors in herd disk drives The Company offers an expanding range

of embedded processors based upon third and fourthgeneration 86

microprocessor technology for both cowmuriications as well as handhsld

computing applicationS

Mt4OPX GROUP

Memory Group products .972 million or 31 percent of the Companys 1997 net

sales include hash memory devices and fPOMs

Flash Ilemory The Companys Flesh memory devIces are used in coLLu1.a

telephones netwarking equipment and other applications which require memory to

be nonvolCtil and to be rewritten Their ability to he electrically rewritten

provides greater flexibility and ease of use than EPROMS and other similsr

integrated circuits which cannot be rewritten electrically Communications

companies use Flesh memory devicCu in celluIss telephones and releted equipment

to neble users to add and modify frequently celled numbers and to allow

marufactorsr5 to preprogram fiCmware and other inlormetion In networking

applications Flash memory devices are used in hubs Switchea and routers to

enabis systems to store firmware and reprogrammed Internet addresses and other

routing information

The market for Flash memory devices has experienced rapid unit growth end

continues to experience increased competiticri as additional manufacturers

introduce competitive products and indttstry-wide production capacity increases

Almost aLL of the Companys Flash memory devices are produced in Jizu

çTskastatsu Tapan through the Companys joint venture with Fujitsu Limited

Fujitsu PMD Semiconductor Limited ESL

SPROMa EmOMs represent an older ganeration of eraable programmable reed

only ineTeory technology which is used primarily in the lectrontO equipment

industry- The devices are used in cellular telephones wireless baSe statIons

telecommunication switching equipment automotive applications personal

computer hard disk drives printer controllers industrial machine controls and

numerous other types of eltctronic equipment to store firmware which controls

the equipments operatioO The ability of EPSOHa to be programmed electrically

eneblas equipment manufacturers to achiave shorter time to market for new

products than would otherwise be possible if they were required to have

specific integrated cicuit5 manufactured containing their final firmware

programs EPRON5 are generally preferred to more expensive Flash memory devices

in applications in which it is not necessary to enable the end user to

reprogram tha information stored on the integrated circuit The makat for

F.PRfs is significantly smaller than the market for Flash memory devices and

the Company believes the market will coCtinue to decline as EPROM5 era replaced

in varou5 applications by Flash memory devlcs

COMPUTITION pmoocJcs nsop

CPG products $fU2 million or percent of the Companys 199 net sales

include microprocessors and core Logic products with the majority of CfCe net

saLes being derived from Microsoft Windows compatible microprocessors which era

used prirsarity in personal computers

In I9.7 the Companys most significant rrlcroprocassor product was the MO
K6R MMKTM Ehencad Processor sixthgeneration microprocessor product end

member of the K66TM microprocessor family The t06 micrprocessors are

based on Superecalar RISC architecture sod are designed to be compatible with

operating system software such as MS-OS Windows 3.X Windows 95R Windows

N1R aOd JEIX In the second quarter of 1997 the Company began volume

shipments of the I14D-fS microprocessor The .MD-K6 microprocessor was designed

to be competitive in performance to Intel Corporations sixthgeneration

microprocessor the PisntiumR II which was designed by Intel specificell for
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desktop PCs

The Companys ability to increase microprocessOr product tiavenues Ond

herisfit fully from the substantial financial investments arid commitments it has

made and continueS to make related to microprocessors depends upon the success

of the hiD-l6 microprocessor in 1998 and fuLure ge erations of 86
micrOprOCessOrS in 199 and beyond The microprocessOr market is characterized

by very short product life cycles and migration to ever higher performance

microprecssor5 To compete succesafulty agalnst Tritel Corporation in this

market the Company must transition to new process technologies at Caster

pace than before and offer higher performance microprocessors in sigoificsntly

greater volumes The Company has receritly experienced significant difficulty in

achieving its microprocessor yield and volumC plans on 0.35 micron process

technoi.ogy which in turn bus adversely affected the Companys results of

operations and liguidity The Company has determined that it must

convert from 0.35 micron to 025 micron process technology in ts Feb 25 in

Austin Texas as soon as possible in order to meet customer microprocessor

needS for performance and volume and to compete ricesstully against Intel

The Companys process technology transition schedule is aggressive end entails

high degree of risk The Companys 0.25 micron process technology while

successfully put into production in the Companys Submicron Development Center

in Sunnyvale California has not been qualified in Fob 25 There can be no

assurance that the Company will execute successful transition to 0.25 micron

process technology in Fab 25 or that the Company will achieve the production

ramp necessary to Ceet customer needs for higher performance PIITJK6

micropx-ocesaore in the volumes customers require or that the Company will

increase revenues sufficient to achieve profitability in the microprocessor

business The failure to convert Feb 25 to J.25 micron process technology on

timely basis could adversely affect unit production yields end volumes result

in the failure to meet customer demandS cause customers to cease purchasing

iMD6 microprocessorS and could impact the viability of the Companys

rnicroprocmssor business any of which would hove material adverse effect on

the Company

ND is also devoting substantial resources to the development of jts seventh

generation Microsoft Windows compatible microprocesaor The success of the 1.ND

and future generations of microprocessors depends greetly on the Company

achieving auccess and increasing market share with the N4DK6 microprocessor

Intel has long held dominant position in the market for microprocesrcrs

used inPCs Intel Ccporations dominant market position enables it to set and

control x86 microprocessor standards and thus dictate the type of product the

market requires of Intel Corporations competitors In addition Intel

corporations financial strength and dominant po5ition enable it to vary prices

on its microprocessor products at will ehd thereby effect the margins end

profitability of its competitors In view of Intel Corporations induaty

dominance and brand strength ff19 prices the fNIJK6 microprocesnor at least 25

percent below the published price of Intel processors offering comparable

performance Thus Intel Corporations decisions on processor prices can impact

arid has impacted the average selling prices of the ff4DE6 microprocessors and

consequently canimpact and has impacted the Companys margins As an extension

of its dominant microprocessor market share Intel also now dominates the PC

platform which has made it difficult for IC manufacturers to innovate nd
differentiate their product offerings The Company does not have the financial

resources to compete with Intel on such large scale

As Intel has expanded its dominance over the entirety of the PC system

platform many PC original equipment manufacturers DEMS have reduced their

system development expenditures arid have begun to purchase microprocessors in

conjunction with core logic chipets or fri assembled motherboards The trend

has been for PC GiNs to be increasingly dependent on Intel leSs innovative on

their own and more of distribution channel for Intel technology In

marketing its microprocessors to thes OSMs and dealers H9 depends upon

companies other than Intel for the design andmanufacture of chipset.s

motherboards basic input/output system DIGS software and other components

In recent years these thirdparty designers and manufacturers have lost

significant market share to Intel In addition these companies are able to

produce chipseta motherbosrds IoS software and other components to support

each new generation of Intel Corporations microprocessors only if Intal makes

information about its products available to them in time to address market

opportunities Dalay in the availability of such information makes and will

continue to make it increasingly difficult for them to retain or regain market

share To compete With Intel in this market in the future the Company intends

to continue to form closer relationships with thirdparty designers arid

manufacturers of chipsets motherboards DIGS software and other components

The company similarly intends to expand its chipset and system design

capabilities and to offer GEMs licensed system designs incorporating the

Companys processors and companion products There can be no assurance

however Lhat such efforts by the company will be successful

VNTIS COPPOPP.TION

In 199 the Company transferred its operations relating to the design

development and marketing of prograraniable logic devices excluding bipolar

products to wholly owned subsidisry Vantis Corporation Vantis Vantis

Source ADVANCED MICRO DEV1C 1O-K405 March 1998



does not bricate any of the silicon wafers used in the ptoduction of its

products 7s result VenUs relies on the Company and others for

msnEecturing In addition VaOtis relies on the Company for aestain

admiiatrative afld other services

Vantis products S243 million or 10 percent of the Companys 1997 net

saLeS Include both complex and simple high performance CMOS complimentary

meteLoxidesemicondutor programmable togic devices PLDs

PE13s are standard products purchased by system manufacturers in an

unprogrammad or blank state wjich can be programmed by each system

manufacturer to perform variety of specific logic functions Certain PLOs

including the Companys are reprogrammable which means that the logic

conUguration can ha modified tier the device is initially prograraned and
In many cases while the PLO remains in the endproduct system PLDs are used

by manufacturerC telecorwnunications and networking systems computers and

Lncliistrial and other electronic systems to reduce product development time sod

costs and to improve syLem performance aed teliability

Vantis has developed broad product line of lowdensity nd highdensity
PLO prodOcts including simple programmable logic devices and complex

programmable logic devices and recently ititroduced its new line of field

programmable gate arrays PLOs art used in complex electronic systems
including telecommunications and networking systems highperformance

computers and peripherals video graphics end imaging systems and

Instrumentation and test systems PLDs are also ued in variety of coneumer

electronic devices and in medical instrumentation sod industrial control

applications

Customers utilizing programmable logic devices generally use special

software fitters usually ptovided by the suppliers of the programmable

logic devices that allow electrical circuit designs to be implemented using

complex programmable logic devices VenUs provides ts PLO customers with

software fitters which it liceOses from third pasties and is dependent upon

third parties for.continued develuprnertt and maintenance of the software The

Company recently initiated efforts to internally manage and control the

development end maintenance of software fitters for the Companys products No

assurance can be given that the Companys efforts tu internally develop and

maintain the software needed to sell and support its products will be

successfUl .5n inability of 1.Terltis to continue to obtain appropripta softwate

arid improvements from third parties to license altern5tive softuere from

another third party or to successfully develop and molOtairi its own software

internally could materially adversely affect VaLis business including the

timing of new or improved product introductions which could have material

adverse effect on the Company

RESEARCH AND DEVELOPMENT Mp1uFACguRING TF.CHNOLOGY

The Companys expenses for research and development iii 1997 1996 arid 1995

were 5466 mel-ilion $Ol million and 4l7 million respectively Such expenses

represented 20 percent 21 percent and 17 percent of net sales in 1997 1996

si-id 1995 respectively The Companys research and development expenses are

charged tu operations incurred Moat of the Companys research and

development personnel are integrated into the engineering staff

Manufacturing technology is the key determinant in the improvement in

semiconductor products Sech new generation of process technology has resulted

in products With.higher epeeds and greater performance produced at lower coat

1.5tl continues to make significant infrastructure investflents to enable the

Company to coOtinue to achieve high volume high relIability and low cost

production using leading edge process technology

The Companys efforts concerning process technologies are focused in three

major areas nonvolatile memory technology used by Ftsh memory and JtPROI4

products logic technology umed by the Companys microprocessors embedded

processors ff0 networking and communications products and programmable

login technology used iii the Vantis programmable logic products he Companys

goals are to increase density and improve product performance to rcduce the

access time for nonvolatile memory products and to increase the clock poed
for microprocessor products

In order to remain competitive the Company must sake continuing substantial

investments in improving Its process technologies In particular the Compony

has made and continues to make significant research and development

investments in tha technologies and equipment used in the fabrication of its

microprocessor

products end in the fabrication of Flash memory devices If the Company is not

successful in its microprocessor arid Flash menmury businesses it will be

unable to recover such investments which could have material adverse affect

on the Company in addition si-my inability of the Company to remain

competitive with respect to process technology could have material adverse

effect on the Company
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COM1ITITION

The IC industry is intensely competitive apd his rically has penanced

rapid technological advancee in product and system technologies After

product is introduced prices normally decrease over time as production

efficiency and competition increase and as successive generationof

procftcts is developed and introduced for sale Technological adVCOcCs in the

industry result in frequent product introductions regular pic reductiOns

ehert psoduct life cycles and inceaned product capabilities that may result

in rignificant performance improvements Competition in the sale of lOs is

based on performance product que1it and reliability price adherence to

industry 5tafldard5 softwale nd hardware compatibility marketing and

distribution cepability brand recognition financial strength sod ability to

deliver ill large volumes on timely basis

In each particular isaricet in which it participates the Company feces

competition from different groups of companies 0ith respect to the

Collenunicatiocls Group product lines the Companys principal competitors are

608 Thomson TexaS Instruments Siemens MFC 124 Ericsaon AJcatl National

Semiconductor 3Com Intel and Motorola With respect to the Memory Group the

Cnmpanys principal competitors are Xntel Sharp and Atmel The CompaflI

competes to lesser degree with Fujitsu Limited its joint venture partner On

ist Nith reOpect cc microprocessors Intel holds dominant market position

In Vanti market the Companys principal comptitOra are Altera Lattice

Semiconductor ilinx nd other smaller companies focused on programmable

logic device developauni and production

MANUFACTUGING FACII.VIIGS

The Coapanys current integrated circuit manufacturing facilities are

described in the chart eeL forth beloW

PRODUCTION APPROX
WAEE.R 612D TECHNOLOGY CLEAN ROOM

FACILiTY LOOATIQ1 DThX4TTER IN fl4CRtS IN MICRONS QLUGE CTGE1

Austfn TX

Feb 25 0.25 0.35 89700

Feb 15 0.7 22000

Feb 14 0.8 22000

feb 10/1/ 0.9 22000

Aizu-4qakCaatsu Japan

FASL/2/ II
235 0.5 70000

FASL II
0.35 91000

Sunnyvale CA

SOC 0.25 42500

lEab 10 will decrease production levels end closC by the end of 2999

2The Company owns 49.992 percent of FASL Fujitsu owns 50.008 percent of

FASL

in the third quarter of 1997 EASL completed construction of the building

fn second manufacturing facility in Aitu.WakamatSU Japan FASL II at

site contigOous to tile existing EASL facility In addition the Company

commenced construction in the second quarter of 1937 of manufacturing

facility in Dresden Genmasy Dresden Feb 301 through wholly owned

subsidiary of the Compeny 2N0 also bee foundry arrangements for the

production of its products by third parties

10

The Companys currant assembly and test facilOties are described in the

chart set forth below

APPROX
IS$MBLY TSST

FACILITY LOCATION SQUARE FOOTAGS ACTIVITY

Eenang Malaysia 377000 Assembly Test

8agkolc Thailand 77000 Assembly Test

Singapore 62500 Test

In addition to the assembly and teat facilities described above AND has

50-year land lease in Suzhou China end iS constructing an additional

assembly sod test facility there Foreign menufacturilig and construction of

foreign facilities entails pol1tcal and economic risks inclCding political

instability aspvopriatian currency controls and fluctuations changes in

freight and interest rLes od loss or modification of asemptIons for taxes
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and taiffa For example it /U411 were unabit to assemble and test its products

abroad or it air trsoportntiOfl betWeen the United States and the Cumpanys

overseas facilities were disrupted there could be material adverse effect

on the Company

Certain 4ateria1 Agreements Set forth below are descriptions of certain

material contractual relationships of the Company relating to FASL end the

Companys Dresden Eab 30

FASL In 1993 the Company and Fujitsu Limited Eujitsu formed joint

venture FPSL for the development and manufacture of nonvolatile memory

clevicea Through FASt the two companies have constructed and are operating an

athranoed integrated circuit manufacturing facility in AizuWakamatsu Japan

to produce Elash memory devices The facility began volume production in the

first quarter of 3995 and utilizes eightinch wafer processing technologies

capable of producing products with geometrica of 0.5 micron or saisiler

Pursuant to the terms of the joint venture the Company and Fujitsu have each

agreed not to independantly ptoduce Flash memory devices with gerneetrics of

0.5 micron or smaller outside of the joint venture

In the third quarter of 1997 E7SL completed construction of the building

for second Flash memory device wafer fabrication facility FASL II at

site contiguous to the existing F7SL facility quipmnemt installation is in

progress and the facility is expected to cost approximately $1.1 billion when

fully equipped Whfch is anticipated in the second quarter of 2000 Capital

expenditures for FASL II construction to date have bean funded by cash

generated from FASL operations and borrowings by EASL To the extent that EASL

is unable to secure the necessary funds for FASt FIr the Company may be

required to contribute cash or guarantee thirdparty loans in proportion to

its 49.992 percent interest in FG-SL As of Deceniber 28 1997 the Company had

loan guarantees of $413 million outstanding with respect to such loans The

planned EASL II costs Cte denomiOsted in yen and are therefore subject to

change due to foreign exchange rate fluctuations

10 connection with FASL the Coepany and Fujitsu have entered into variouS

joint development1 crosslicense and investment arrangements Accordingly the

Company and Fujitsu are providing their product designs nd process and

niajiufacturing technologies to FASL 1D addition both companies are

collaborating in developing manufacturing processes and designing integrated

circuits for EASt 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 Consequsntly the Companys ability to sell Flash memory

products incorporating Fujitsu intellectual property whether or not produced

by FASt is also Limited in certain territories including the United Kingdom

and Japan Fujitsu is liKCwiee limited in its ability to sell Flash memory

devices incorporating the Companys intellectual property whether or not

produced by FASL in certain tarritorie including the 1.Jni.ted States and

Europe other than the United Kingdom and treland

Dresden Feb 30 RMDSaxony Manufacturing GambEl AMD Saxony an indirect

wholly owned German subsidiary of the Company is building 900000square

foot submicon integrated circuit manufacturing and design facility iii

DredeO In the State of Saxony Germany over the next four years at

prenently estimated cost of approximately 51.9 billion The Federal Republic

of Germany nd the State of Saxoriy have agreed to

11

support the project in the farm of guarantees of bank debt investmuflt grants

and subsidies end interest subsidies March 1997 PMD Saxofly entered into

loan agreement the Dresden Loan Agreement With consortium of banks led by

Dresdner snk AG The plan for flesden has baer revised recently to reflect

planned upgrades in wafer production technology as well as the decline in the

deutsche mark relative to the U.S dollar whIch has increased the proportion

of the project to be funded by the Company rather than the Federal Republic of

Germany the State of Saxony and the consortium of banks

In ccnnectf-on with the Dradn Loan Agreement as amended in February 19139

the Company has agreed to invest in AMO Saxorly over the next two years equity

end subordinated loans and to guarantee portion of P14D Sexonys obligations

under the Drefde Loan Agreement until Dresden Feb 3D has been completed In

addition after completion of Dreaden Feb 313 the Company has agreed to mSke

funds- available to AND Saxony If the subsidiary does not neat it fixed charge

coverage ratio covenant The Company has agreed to fund certain contingent

obligations including various obligations to fund project coat overruns Lf

any

The company commenced construction ic the second quarter of 1997 and

completed construction of the building shell for the plant and administration

building at the end of 1997 The planned Dresden Eab 30 costs arm denominated

in deutsche marks and era therefore subject to change due to foreign ekcl-iange

rate fluctuations The Company entered into foreign currency hedging

transactions for Dresden Feb 30 during the first quarter of 1997 and

anticipates entering into additional such foreign currency hedging

transactionS in the first quartet of 1998 Snd in the future

MARKETING ARD SALSS
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ITEM MJSINZSS

Cautionary Stutemexit Regarding orward-LooIdn Statements

The statements in this report inchdeforward-lookirig statements These forward.-Iooking statements are based on current expectations and beliefs and

involve numerous risks and uncertainties that could cause actual results to differ mate na fly from expectations These fo rd.-Iooliing statemes should not be

relied upon as predictions offuture events as we cannot assure you hat the events or circumstances reflected in these statements will be achieved or will occui

You can ldentiforwardlooking statements by the use offorward-looking terminology including believes expects may will shoul seaks

intencLs plans proforma estimates or anticipate or the negative of these words and phrases or other variations of these words and phrases or

comparable terminology The forward-looki rig statements relate to among other things our sales capital expenditwes depreciation and amortization

expenses the adequacy of resources to fund operations and capital espenditures operating expenses ax rate the development and timing of the introduction of

new products and technologies customer and market acceptance of our microprocessors our ability So remain competitive and maintain or increase aur market

position our ability to maintain and develop kay relationships with our existing and new customers and supplers the ability to produce our products in the

volumes and mix required by the market either in our own facilities or atfoundries at acceptable yield.3- and on timely basis our ability to maintain the level of

investment in research and development and capacity that is required to remain competitive our ability to transition to advanced manufaclurhig process

technologies iri timely and effective way our ability to achieve cost reductions in the amounts and in the ilmeftames anticipated the process technology

fransitions in ow woferfabricalion facilities our ability to gain market share in high-growth global marke Is such as China Latin Americç India and Eastern

Europe Spansion ability/a implement VUmillimeter wafer mamjfacturing capacily and customer arid market acceptance of Spansion Flash memory

products based on Mirro rB/I ond floating gale technology including the ORbi4.NJ architecture

For discussion of the factors that could cause actual results to differ materiallvfmm the forward.-looking statements see the FYnancial Condition and

Risk Factors sections set forth In Managements Discussion and Analysis of Financial Condition and Results of Operations beginning an page 24 below

and such other risks and uncertainties as set forth below in this report or detailed in our other Securities and Sxchange Commission SEC reports and filings

assume no obligation to update forwardlooking statements

General

We are leading semiconductor company with manufacturing or testing tciIitics irs 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 deicea and other consumer markets lriorto the closing of the initial public offering or lPO of

Spansion Inc on December 212005 which is descrlbed in more detail belo we also manufactured and sold Flash memory devices through our formerly

consolidated majority owned subsidiary Sprisi on L.LC

Effective June 30 2003 we and Fujitsu Limited company incorporated in Japan formed Delaware limited liability company named FASL LLC to

integrate AMDS and Fujitsus Flash memory businesses On June 2004 FASL LLC changed its name to Spansion LLC As part of the new joint venture we
and Fujitsu each contributed various assets to Spansion L.L.C and became Sparialon LLCs two mambers The contribution of assets included certain intellectual

proper equipment and real estate We owied 60 percent of the memnberehip interest.s of Spansion LL.C and Fujitsu owned 40 percent of the membership

interests of Spansion LL.C Bccaue Spansion LLC was our majority owned subsidiary its results of operations finincial position arid cash flows were

consolidated with ours
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On December 21 2005 Spansion Inc closed us initial public offering or IFO of 47264000 shares of Its Class common stock as well as offerings of

-senior notes to insttutional investorS with an aggregate principal
amount of $250 million and senior subordinated notes to us with an aggregate principal

amount

of $175 million Shortly prior to the pricing of the IPO Spansion U-C was reorganized into corporate structure and becrne an indirect wholly-owned

subsidiary of Spansion Inc Following the IPO we own 48529403 sharesor approximately 37.9 percent of Spansion outstanding common stock As of

December 21 2005 Spansion Inc is an independent company and is no longer our majority owned subsidiary Therefbre its financial position results of

operations and cash flows have been consolidated with ours only through December 20 2005 We currently report our interest in Spanzions results of operations

using the equity method of accounting As result our share of Spansions net income loss wilt impact our net income loss Also irom Dccembet 212005

àur investment in Spansion is reflected on our consolidated balance sheet in the Net Investment in Spansion line item

This report generally reflects our structure at December 2.5 2005 which is after Spansions IPO However because Spansions results of operations arc

consolidated wills our results of operations for substantially all of 2005 and because Spansions results of operations can materially affect ourresults of

operations we include discussion of the Flash memory market arid Spansions Flash memory operations under this section entitled Eusiness discussion of

the results of operations of our Memory Products segment through December 202005 under the section entitled Managements Discussion and Analysis of

Financial Condition and Results of Operations beginning on page 24 below and risks and uncertainties that Span sion faces that could a.flŁct Spansions results

of operations and correspondingly our results of operations under the section entltled Risk Factors beginning on page 54 below

In connection with Spansions 1PO we entered into Stockholders Agreement as of December 21 2005 with Fujitsu and Sparision which imposes certain

restrictions and obligations onus and Fujitsu and our respective shares of Spansions common stock nd provides for certain matters pertaining to Spansions

management and governance Pwsuantto the Stockholders Agreement neither we nor Fujitsu con translbr any shares of Spansions common stock except to

majority owned subsidiaries until the earlier of December 21 2006 or the conversion of the Class common stock which isa class of common stock owned by

Fujitsu into Class common stock In addition neither we nor Fujitsu can transfer shares in an amount equal to or greater than one percent of the then

outstanding common stock 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 June 30 2007 With the exception of board observer rights asuf stock registration rights the Stockholders

Agreement will terminate when each partys aggregate ownership interest in Spansion falls below ten percent

Additional Information

We were incorporated under the laws of Delaware on May 1969 and became publicly held company in 1972 Since 1979 our common stock has been

listed ontheNewYorkStuckExchange underthesymboIAMDOUrmai1ing address and exeeutiveoffmcesarelocatedatOneAMDFlaceSUnnyYale

California 94088 and our telephone number is 408 749-4000 Refbrene in this report to AMD we us our or the Company means Advanded

Micro Devices Inc and ourconsouidated subsidiaries including prior
to December 21 2005 Spansion Inc formerly Spansion LLC and its subsidiaries

We post on the Investor Relations pages of our Wtb site w.arnd.com link to our filings
with the SEC our Principles otCorporate Governance our

Code of Ethics for our Chief Executive Officer Chief Financial Officer Corporate Controller and other senior finance executives our Worldwide Standards of

Eusiness Conduct which applies to our directors and all our employees and the chatters of ourAudit Compensation Finance and Nominating and Corporate

Governance committees Our filings with the SEC are posted as soon as reasonably practical
after they are filed electronically with the SEC You can also obtain

copies of these documents by writing to us at Corporate Secretary AMD One AMD Place MIS 68 Sunnyvale California 94088 or emeiling us at
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ft.tf cirtntg
All these documents and things are available free of charge Please note that intunnation contained on our Web site is not

incorporated by reference in or considered to be part of this report

For rraxicial information about gcoaphk areas and for segment information with rospedt to sales and operating results refer to the information set forth

in Note of our conolldated financial statements beginning on page 107 hclow

Our Industry

Semiconductors are critical components used in variety
of electronic products and systems An integrated circuit or IC is semiconductor device that

consists of many intarcoinected transistors on single chip Since the invention of the transistor in 1948 improvements in IC process and design technologies

have led to the development of smaller more complex aad more reliable ICs at lower cost per ftmction In order to
satisfy

the demand for fster smaller and

lower-cost ICs semiconductor manufacturers have continually developed improvements in msnuthcturing and process technology For exam pie ICs are

increasingly being manufactured using smaller geometries In addition the size of silicon wafers from which ICs are produced has increased with some

semiconductor manufacturers migrating from 200-millimeter wafers to 300-millimeter wafers Use of smaller process geometries can result irs products that are

higher performing use less power and cost less to inanutbcture on per unit basis Use of larger wafers can contribute further to decrease irs manufacturing

costS perunit and increase capacity by yielding more chips par wafer

The availability of low-castsemioonductors together with increased customer demand for sophisticated
electronic systems has led to the

proliferation
of

semiconductors Today virtually all electronic products use semiconductors including personal computers or PCs and related peripherals wired and wireless

voice and data communications and networking products including mobile telephones facsimile and photocopy machines homo entertainment equipment

industrial control equipment and automobiles

Within the global semiconductor industry during 2005 we primarily participated irs three markets

Microprocessors which are used for control and corn puting tasks

Flash memory devices which are used to store data and programming instructions and

Embedded microprocessors 6r commercial and consumer markets

As result of Spsrssions IPO on December21 2005 we no longer directly participate
in the iash memory market Moreover we entered into

Non-Competition Agreement as of December21 2005 with Fujitsu and pansioi pursuant to which wa agreed not to directly or indirectly engage in business

that manufactures or supplies standalone semiconductor devices including single chip multiple chip or system devices containing only Flash memory These

non-competition obligations will last until the earlier of the dissolution of Spansion and ii two years after the date on which our ownership interest in

Spansion is less than or equal to five percenL

Computatlois Irod acts

lhe MicroprocersorMarke

microprocessor is an IC that serves as the central processing unit or CPU of computer ft generally consists of millions of transistors that process data

and control other devices in the system acting as the brain of the computec The performanceof microprocessor is critical factor impacting the peelbrmance

of PC and other similar devices The
principal

indicators of microprocessor performance are work-per-cycle or how many instructions arc executed per cycle

and clock speed representing the rate at which its internal logic operates measured in units of hertz or cycles per second Other factors impacting

microprocessor performance include memory size data access speed and power consumption Developments in circuit design arid manufacturing
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PART

ITEM BUSINESS

INDUSTRY

Intel Corporation the worlds largest semiconductor chip maker supplies the computing and communications industries with chips boards

systems and sottware that are integral in computers servers and networking and conmiunications products These products are used by

industry members to create advanced computing and communications systems and are offered at various levels of integration The company

was incorporated
in California in 1968 and reincorporated in Delaware in 1989

PRODUCTS

The companys major products include microprocessors chipsets flash memory products networking and communications products

embedded processors and microcontrollers and digital imaging and other PC-peripheral products Intels component4evel products consist of

integrated circuits used to process information Jntegtated circuits are silicon chips known as semiconductors etched with interconnected

electronic switches Intel sells to

original equipment InanufactureTs 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 Intels PC

enhancement products
business communications products

and networking products through retail and industrial distributors and resellers

throughout the world

other manufacturers including makers of wide range of industrial and communications equipmentl

businesses schools and state and local goveminents 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 Intels various product lines the Intel Architecture Business Group the

Wlr1ess Communications and Computing Group formed out of the former Computing Enhancement Group the Network Communications

Group the Communications Products Group formed during 1999 and the New Business Group Each group has vice president who reports

directly to the Chief Executive Officer of Intel The Intel 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 unafilliated customers by geographic

legion under the headings Operating segment and geographic inforination on pages 27 and 28 of Inters 1999 Annual Report to Stockholders

and Managements 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 individually reportable are included in the

all other category for financial statement segment reporting purposes

Page references to the 1999 Annual Report to Stockholders or to the companys 2000 Proxy Statement for its 2000 Annual Meeting of

Stockholders under Item in

Part and Items 567 7A and Sin PartIl Items 101112 and 13 in Part

III and Item 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 IntelR Internet site www.inteicom and www.intc.com TJowever all data referred to also appears in the electronic versions



Intel Architecture Business Group

The Intel Architecture Business Group IABG tailors platform solutions around Intels microprocessors and chipsets for all major computing

segments worldwide using tiered branding approach Intels strategy is to provide both the highest performance and the best value through

broad range of microprocessor and chipset solutions that power the client and server market segments Client platfomis incorporate IABCI

products in desktop computers notebooks entry- level servers and workstations and Internet 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 directing traffic and controlling central functions in local and wide area networks arid on the Internet

Workstations offer higher peiformance than standard desktop PCs especially with respect to graphics processing power and the ability to carry

out several tasks at the same time

The IABO products include processors based on the P6 microarchitecture

including the lntelR CeEeronTM PentiumR UI and PentiumR III XeonTM
processors and related board- and system-level products In addition the core-logic chipset products within IAEG provide features improving

ease of use providing new capabilities and enabling system performance to scale as the processor performance increases

MICROPROCESSORS microprocessor is the central processing unit of computer system It processes system data and controls other

devices in the systern acting as the brains of the computer The rate at which microprocessors internal logic operates called its clock speed

is measured in units of hertz or cycles processed per second One megahertz MHz equals one million cycles processed per second and one

gigahertz GHz equals one billion cycles processed per second The memory stored on chip is measured in bytes with 1024 bytes equaling

kilobyte KB 1.049 million bytes equaling megabyte MB and 1074 billion bytes equaling gigabyte GB Cache is memory subsystem

in which frequently used data is duplicated for quick access second level of cache L2 located directly on the microprocessor can also be

used to further increase system performance

Intels developments in the area of semiconductor design and manutcturing have made it possible to decrease the size of circuits etched into

silicon permitting greater number of transistors to he used on each microprocessor die and greater number of microprocessors to be placed

on each silicon wafer The result is smaller faster microprocessors that consume less porer and cost less to manufacture The length ol the

individual transistors on chip is measured in microns one micron equals one millionth of meter In 1999 Intel began converting its

microprocessor manufacturing to the 0.18-micron
process technology

Iii 1999 Intel announced several new microprocessor products aimed at the various computing market segments ranging from value PCs

systems costing less than $1000 to highperformance 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 M1Iz In January 2000 Intel introduced 533-MHz version of the

Intel Celeron
processor

All of these Celeron processors have 128 KB of integrated L2 cache on the proQessor core

Performance desktop PCs In February 1999 Intel introduced the Pentium III pmcessor Targeted for the performance desktop personal

computer and low-end server and workstation market segments the Pentium III 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 performance 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-MJ-Iz version was introduced in August 1999

In October 1999 the company introduced new versions of the Pentium III processor built on the 0.1 8-micron process technology all

integrating 256 KB of L2 Advanced Transfer Cache these processors run at speeds of up to 733 Mhz With Advanced Transfer Cache the

path between the processor and L2 cache memory is wider creating better performance than previous Pentium UI 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 running at 750 arid 800 MJ-Jz As of October 1999 new desktop micropro cessors introduced include versions

available in the flip-chip pin grid anay 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

In March 2000 Intel introduced the Pentium Ill processor running at 0Hz with integrated L2 Advanced Transfer Cache This microprocessor

has improved performance over previous versions of the Pentium III processor particularly in running certain applications ueh as loading

complex Web pages

Mobile PCs in January 1999 Intel introduced the first mobile Intel Celeron processors running at 266 and 300 MHz providing performance

boost for low- cost mobile PCs lrom 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 M1-Iz In February 2000 500-MHz version was introduced All of these

processors integrate 128 KB of 12 cache on the processor core

The PentiumR II and Pentium III processors for mobile PCs have been designed to provide mobile users with advanced performance white

meeting the power consumption and size constraints of mobile PCs In January 1999 the company introduced mobile Pentium processors

running at 333 and 366 MHz These were the ftrst Pentium II processors built on single processor silicon die with 256 KB 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 1.2 cache This was the first

processor built on Intels 0.18-micron process technology The first mobile Pentium Ill processors were introduced in October 1999 also built

on the companys 18-micron process technology and running at 400450 and 500 MHz The mobile Pentium III processor at 400 MHz

operates at low 1.35 volts and is targeted specifically for mini notebook designs for which power consumption is significant design

concern

In Januaiy 2000 the company introduced the mobile Pentium HI processor featuring IntelR SpeedStepTM technology running at 650 and

600 MHz These processors have the capability of operating in two different modes Maximum Performance Mode and 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 available

Servers and workstations In March 1999 Intel announced the Pentium III Xeon processor targeted to enhance Internet software arid

application perfàrmance for the mid-range to high-end sewer and workstation market segments At introduction the Pentium III Xeon

processor was available at speeds of 500 and 550 MHz available in 512 KB MB and MB L2 cache versions for 2- 4- and 8- way sewers

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 018-micron process technology and aimed at 2-way servers and workstations Jn January 2000

the company introduced an 800-MHz version with the same on-die 256 KB 1.2 Advanced Transfer Cache

The company has under development family of 64-bit microprocessors expected to expand the capabilities of the Intel architecture to address

the high- performance server and workatation market segments while still running the software that cunently operates on 32bit Intel processor-

based machines 64-bit microprocessor is more complex than 32-bit microprocessor and requires more complex system architecture but

it can handle twice as much data in each clock cycle Thus 64-bit microprocessor enables most data-intensive applications such as database

and graphics applications to run faster than they would on 32-bit microprocessor In December 1999 Intel began delivering prototype

systems based on sample ItaniumTM 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-level products While many Qf Intels OEM customers use the conipanys 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-level



products to give OEM customers flexibility by enabling them to choose whether to buy at the component or board level Board-level products

based on Intels 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 Groups operations comprised substantial majority of Intels consolidated net revenues and gross

margin For 1998 these represented majority of Intels consolidated net revenues and substantial majority of gross margin Sales of products

based on the P6 microarchitecture first became significant portion of the companys revenues and gross margin in 1997 Sales of Pentium

processor family products including Pentium processors
with MMXTM technology were not significant for 1999 but were rapidly

declining but still significant portion of the companys revenues and gross margin for 1998 During 1997 sales of Pentium processor family

products were majority of the companys revenues and gross margin For the past several years the companys sales of microprocessors have

generally shown 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 logic ftmcttons surrounding the central processing unit and support and extend the graphics audio

video and other capabilities of many Intel processor-based systems The companys 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
bus is circuit that carries data between parts of the system for example between the processor and main memory The

company offers the 440BX AGPset fhmily of chipsets for the Pentium III processor to be used in desktop and mobile products

To help enable computer makers to speed their products to market Intel designs manufactures and sells chipsets for each computing market

segment Intel 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 Inte1R 810 Cliipset with 66- or 100-MHz system bus the companys first chipset integrating multimedia

capabilities for value PCs based on the Intel Celeron processor In September 1999 the lnte1R SlOE Chipset with 133-Mhz system bus was

introduced which extended the capabilities of the Intel 810 Chipset as wefl as adding support for Pentium III processors In addition to the

integrated graphics capability these new 800 series chipsets double the size of the communications channel within the chipset for

significantly enhanced multimedia experience

In August 1999 Intel began shipping board-level products with ProfusionR Chipsets attached aimed at the mid-range to high-end server

market segment allowing OEMs to more easily build 8-way servers based on the Pentium 111 Xeon processor

In October 1999 Intel launched the IntelR 840 Chipset with 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 Random

Access MernoxyRDRAM technology Direct RDRAM delivers maximum theoretical memory bandwidth of up to 1.6 013 per second In

November 1999 Intel introduced the IntelR 820 Chipset with 100- or 133-MHz bus for Pentium III 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 Chipseta 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 WCCGs products consist of component-level hardware and software used in

digital cellular communications products and other applications using both low-power processing and flash memory Within the client platform

initiatives WCCO products support handheid devices such as mobile phones two-way pagers and personal digital assistants

PLA SI-I MEMORY Flash memory components are used to store user data and computer program code and retain information when the power

is off IntelR StrataFlashR memory the first flash memory product to store multiple bits of data in one memory cell expands memory

capacity for variety of consumer and networking applications In August 1999 Intel introduced the Volt IntelR StrataPlash 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 single

128-M13 chip In September 1999 the company announced the IntelR 1.8 Volt Dual-Plane Flash Memory 7.-MB capacity chip for code

execution and data storage in cellular phones and other handheld wireless devices requiring lowpower 1.8-volt operation In 1999 the

company also introduced an updated version of the IntelR 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 P1tOCESSOR.S FOR UANDHELD DEVICES Dattery.-powered handheld devices have embedded processors that use low

power yet provide high performance Intels StrongARMR processors provide such performance at low cost During 1999 Intel and

Advanced RISK Machines Ltd announced licensing agreement enabling Intel to develop solutions based on current and future versions of

the AR.MR architecture Intels StrongAkM product portfolio implementation of the ARM architecture utilizes Inters micioarchitecture and

low-power technologies while remaining compatible with software available for ARM cores to service the portable handheld and applied

computing market segments In March 1999 Intel announced the addition of the JntelR StrongARM SA-I 110 processor and the SA-I III

companion chip to the Intel StrongARM product portfolio providing increased memory and input/output design flexibility

StrongARM and ARM are trademarks of Advanced RISC Machines Ltd

CELLULAR COMMUNICATIONS PRODUCTS liiNovember 1999 Intel expanded its wireless communications product offerings with the

acquisition of DSP Communications Inc leading supplier of chipsete reference designs software and other key technologies for the digital

cellular comniunications market segment The chipset developed by DSP Communications nnpport broad range
of frequency modulation

standards including Time DivIsion Multiple Access TDMA Code Division Multiple Access CDMA and Personal Digital Cellular PDC
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 Cammunications Graii

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 oIu Lions for enterprises small businesses and consumers NCG

also offers embedded microprocessors and microcontroliers for networking and communications as well as other applications These embedded

control products were previously offered by Intels former Computing Enhancement Group

In 1999 Intel acquired several companies to help expand the companys product offerings in networking and communications In July 1999 the

company acquired Softcomn Microsystems Inc maker of semiconductor products for OEMs in the networking and communications market

segments In September 1999 the company acquired NetBoost Corporation maker of hardware and o1tware solutions for comniunications

equipment suppliers and independent software vendors in the networking and communications segments

In August 1999 Intel completed the acquisition of Level One Communications Inc which provides silicon connectivity solutions for high-

speed telecommunications and networking applications offering increased bandwidth and functionality through silicon integration The

products are used to produce systems for local area networks LANs wide area networks WAN5 and public telephone transmission

networks LANs WANs and telephone transmission networks enable the use of intranets and the Internet An intranet is privately maintained

network that provides services within an organization similar to the services provided by the Internet

lii September 1999 the company launched the intelR Internet ExchangeTM architecture 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 family of silicon components based on this architecture



Intel also cojtiriued to introduce new members of family of networking inteiface cards based on the multi-platform single-chip Fast Ethernet

controller the IntelR 82559 Featuring IntelR SingleDriver technology these new adapters are designed to lower network support costs and

complexity by providing common set of software drivers for servers desktops network PCs and mobile clients Ethernet refers to 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 20.00 Intel announced its new family of IntelR PRO/I 00 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 PROfDSL 3100 Modem its predecessor the IntelR 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 Internet at speeds up to

150 times faster than the fastest analog modems

In November 1999 the company introduced higher performance version of its lntelRAnyPointTM Phoneline Home Network product that

allows families to connect multiple PCs within single home with bandwidth of up
to 10 million bits per

second over existing phone lines

EMI3ELDED CONTROL PRODUCTS Intels embedded control products include range of components
used to control functions in

networking and communications applications such as telecommunications hubs routers and wide area networking Intels 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 i960It

reduced instruction set computing RISC processor
with integrated input/output capabilities Additional products include microcontrollers of

the IntelR MCSR-51 and MCSR-296 microcontroller families

In February 1999 Intel introduced Celeron processors running at 300 and 366 MHz into the embedded product line In May 1999 intel

announced the addition of the Iow-powerconsumption Pentium IL processors running at 266 and 333 MHz as well as the Celeron processor

running at 433 MHz to its embedded pioductline In February 2000 low-power-consumption
Pentium III processors running at 400 and 500

MHz as well as the Pentium Lii 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

CommunicatLons Products Group

The Communications Products Group CPG provides system-level hardware software and support services for e-l3usiness data centers and

building blocks for communications access solutions These products include hubs routers and switches for themnet and Fast Ethernet

networks e-Commerce infrastructure appliances
and computer telephony components Computer telephony is term used to encompass wide

variety of technologies and applications
that use the information processing capabilities of computer often server to add intelligence to

telephone functions end to combine these functionS with data processing

in February 1999 Intel acquired Shiva Corporation to expand Intels 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 maker of computer telephony hardware and software The acquisition is aimed at

expanding Intels standard- high-volume SHV server business in the networking and telecommunications market segment by providing

standards-based hardware and software building blocks for integrated voice and data networks Diaiogics hardware products receive and

process signals from telecommunications networks and perform computing functions to convert the signals to data and vice versa appropriate

for computer systems These computing functions are based upon algorithms for variety of features including voice compression and

decompression
voice storage speech recognition tone recognition and signaling and facsimile compression and generation Dialogic

hardware products are provided bundled with software elements such as drivers which enable the hardware products to work in the host

etivironment and to be compatible with other elements within the system in which they are installed



In October 1999 Intel acquired Inc9 designer and manufacturer of Internet commerce equipmnt Internet commerce equipment is

new product category comprising special-function devices that manage information crossing the Internet to help ensure more reliable faster

more efficient and secure transactions In February 2000 the company introduced the family of IntelR NeStructureTM products combining

these Internet commerce products with other Intel networking systems

In September 1999 Intel introduced the IntelR 6000 Switch now incorporated in the fmi1y of NetStnicture products as the Intel

NetStructure 6000 Switch and the IntelR 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

seive these emerging market segments The group provides e-Couinierce data center services as well as products such as connected peripherals

and security access software In 1999 the New Business Group launched IntelR Online Services Inc providing second-generation Web

hosting and e-Cornmerce services to companies worldwide The company opened two Internet service centers--an 85000-square-foot major

production facility in Santa Clara California hosting more than 10000 servers and development facility in Folsom Californiaand 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 set-vices to help them successfully maintain and grow their e-Business activities

Other new products in 1999 include the miIyof IntelR PlayTM toys and the IntelR PC Camera Pro Pack an affordnbie and easy-to-use

camera package that includes video phone and video e-mail as well as the capability through built-in video capture plug to bring live or

recorded video into PCs

MANUFACTIJEJNG

majority of the companys wafer production including microprocessor fabrication is conducted at domestic Intel facilities in New Mexico

Oregon Arizona California and Massachusetts Intel also produces microprocessor- related board-level products and systems at facilities in

Puerto Rico Oregon and Washington

significant and growing portion of Intels 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

companys total wafer production In June 1999 new fabrication facility was opened in Israel to manufacture wafers using the 0.18-micron

process technology primarily for the production of P6 microarchitecture products lrnduction 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 substantial majority of the companys 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 facility in the Jeopls Republic of China

To augment both domestic and foreign capacity Intel uses subcontractors to perform assembly of certain products and wafer fabrication for

certain 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 Miz Intel was the first company in the industry to begin high-volume manufacturing utilizing 0.18-micron process technology The

0.1 8-micron process technology features structures that are smaller than 1/500th the thickness of human hair and smaller than the visible

wavelength of light for the human eye Intels 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 volts In October 1999 the company introduced Pentium Ill

processors built using the 0.1 8-micron process technology The company is manufacturing wafers using the 0.18-micron process technology at

fabrication facilities in Arizona California Oregon and Israel



Also in June 1999 Intel announced plans to start 300mm wafer production in 2002 end in January 2000 the company announced that it

intends to build its lirst300mm wafer fabrication facility in Arizona The largest wafer size currently used by Intel in wafer fabrication is

200mm

In Febrnary 2000 Intel announced that it had signed letter of intent to purchase 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 disrnpted there could be material adverse effect upon the companys 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 and other restrictions and regulations To date Intel has not experienced significant difficulties related to these

foreign business risks

The manufacture of integrated circuits is 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 substantial decrease in yields would result in higher

manufacturing costs and the possibility of not being able to produce sufficient volume of good units to meet demand

EMPLOYEES

At December 25 1999 the company employed approximately 70200 people worldwide

SALES

Most of Intels products are sold or licensed through sales offices located near major concentrations of users throughout 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 wide variety of products including those competitive with Intel products and fill orders for many customers

Most of Intels 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 product inventory instead their customers place orders

directly with nte1 or through distributors Intel sold products to more than 1000 customers worldwide in 1999 Sates to each of Compaq

Computer Corporation and Dell Computer Corporation in 1999 represented 13% of total revenues substantial majority of the sales to these

two customers consisted of Intel Architecture Business Group products No other customer accounted for more than 10% of total revenues

Sales to the companys 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 unaffihiated customers

by geographic region under the heading Operating segment aad geographic information on pages 27 and 25 of the Registrants 1999 Annual

Report to Stockholders which information is hereby incorporated by reference

BACKLOG

Intels sales are primarily made pursuant to standard purchase orders for delivery of standard products intel has some agreements that give

customer the right to purchase specific number of products during specified time period Although not generally obligating the customer to

purchase any particular number of such products some of these agreements do contain biliback 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 matter of industry practice biilback clauses are difficult to enforce The quantity actually purchased by the customer as well as

the shipment schedules are frequently revised during the agreement term to reflect changes in the customers 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 small

portion of its order
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The companys purpose to empower people everywhere to lead more pruducbe vos integrated eccn um Ath nbte rnanuiactarers of personal and

networked oomnputaton and communications systems tD offer products that allow users to aOcess process ad communlats information at ever-greater speeds

AMD produces mnlcroprocessors Flash memory delaes and support circuitry for communications and networking applications The company has sales othcs

worldwide and has manufacturing facilities iii Sunnyvale Calif orni Austin Texas Banglok Thailand Penang Malaysia Singapore Suliau China

AlzuWakamnatsu Japan and Dresden Germany

AMD was founded in 1969 The company is headquartered in Sunnyvale california and employs approximately 14400 people worldwide AMD beeamne

publicly
held company in 1972 and sinoe 1979 has been listed on the New York Stock Exchange with the trading symhal of AMD br its nornrnon shares
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LETTER TO OUR SHAREHOLDERS

By any measure 2000 was the most successful year We achieved our principal objective for the first

in AMDs history 1000 clays and by the end of 1298 we had estab

Ar AMD we define success as profitable Ilahed AMD as the nucleating point for an alterna

growth dye PC platfbrm The principal objective for our

For the
year

AMD had record sales record second 1000-dayjourneya journey that will take

operating income record net income and record us through the end of 2001was to eictract value

earnings per share With sales of $4644187000 for AMD shareholders from the substantial invest-

AMID posted ycar-on..year growth of 63 percent rnenrs we have made in wealth.producing assets

phenomenal achievement for company our The first element of our strategy war the develop-

size and eclipsed the semiconductor industrys rrrent of piatJànns based on processor products with

very strong growth of 37 percent compelling fawrts that would deliver competitive

Our profit performance was spectacular We advantage within the Microsoft Windows standard

earned nearly $1 billion in net income and our The second element was leading-edge prcicesm

operating income approaching $890 million was technology that would enable us to deliver high.-

font times the previous best year in our 31-year performance processors at competItive coats The

history Most gratifying our operating income final element was production capacity capable of

building our processors utilizing that technology
Pu5tonLed as tIio leading iiatidor of lash memory devices

EiSEl

In volume to support our customers as they came

exceeded all of the operating hisses inuirred during to depend on AMD for growing proportion of

tbe previous four
years as we were making the their requirements

invesoxrits necessary to achieve leadership in Flash CIcarly we are now achieving the objective of

memory products and PC
processors

our second 1000 days

The largest contributor to oar achievement of As we began the second 1000.-day journey we

record operating income was our outstanding said that the then-forthcoming AMD-K7
performance in Flash memory devices Our processor would critical to out success The

achievements in this rharket the stesr..growing AMD-K7 processor the industtys first seventh

msor segment of the semiconductor industry generation processor came to market in mid

are often overlooked and underreported as analysts 1999 as the high-petforraance AM Athlon

and the media focus their attention on our ongoing processor L.arer we introduced derivative version

challenge to the reigning 800-pound gorilla in the for the value
segment

of the market the AMD
PC processor industry The Flash commentary at Duron processor Rapid marker acceptance of

the end of this letter discusses our significant these industry-leading products enabled us to record

achievements as well as the near-term challenges six-fold increase in AMID Athlon/AML Duron

we face in the Flash memory arena processor revenues to more than $1.6 billion

The vast rriority of our capital assets have been driving total PC processor revenues to more than

ii applied to achieving success in the PC processor 2.3 billion for the year The largest contributor

market Accordingly the remainder of this letter to our achievement of record sales in 2000 was the

I__\
\/

will fous on the achievements strategies and plans success of the AMID Athion
processor

But we want rrtore than success We want to

Piswe.rin next gunuretioi In computing platlorms
/\ wsn which under our definition means gasnng

/\T ri
related to otis overarching goal of establishing marker rhare We believe AMID ained three

AMD as the preferred providera partner to out pOints of unit market share in the PC processor

customers rather than competitorof micro- arena to 17 percent in 2000

processor-centric solutions for PCs workstations In our industry there ate three ways to win

and servers ouc-inrest oret-produce or out-innovae the cornpeti

In 1996 on the heels of the introduction of thin We know thc we cannot out-invest or out-

fifth-generation PC processorour first indeend- produce our much larger and much richer

endy engineered PC processorwe lssued competitor Therefore we plan to win by out-

challenge to our worldwide sales force That innovating the competition delivering products

challenge was to exploit 1000-day window of andservices thatcontributeto our custoniedsuccss

opportunity to establish an alternative platform One important measure of innovative ideas is

for Mlcrosoft Windows computing Thus patents issued by the United States Patent and

began the first of several 1000-day journeys

LETTER TO OUR SHAREIIOLOEm



Trademark Oflice that measure AMD has received more than prestigious
awards from

been arid is achieving significant returns on its independent publications and organiaations

sustained arid sizable investments irs research and These awards are detailed
onpage

6of this report

development In 1998 AMD received 560 patents
The most satisfying of all of these awards was

and ranked number 24 among all the companies our unprecedented repeat
win when the authorita

in the world in the number of patents issued Irs tive Microprocessor Report having previously

1999 .1P received 825 patents
and movcd up tnnovatlve technology that asts

to number 18 in the world Last year
wtth 1055

new patents
issued AMD ranked 12 in the judged the AMD Athlon

processor
Best PC

worldseven places
ahead of lntcU Processor of 1299 award followed up by secogniz

Obviously to win in the marketplace company ing the latest version of the AMD Athion proces

must translate its innovative concepts
and better sor as the Best PC Jrocessot of 2000 Notably

ideas into teal products that offer compdling Microprocessor Report
chose the AMD Athion

advantage to its customers Our track record in processor in headto-head comparison with

incorporating better ideas into PC processors
and Intelc Pentium processori

platforms is impressive
In the final quarter

of 2000 we began volume

AMD was the first PC
prootssot producer to use shipments of 1.2-Gth version of the AMD

supcrscalar RISC irxtplementation of the x86 Athion
processot Independent performance

bench-

instruction set to run the Microsoft Windows marks show that this version of the AMD Athlon

operating system processor
with the AMD-760 chipsee supporting

AMD was first to use flipchip technology in an DDR double-data-tate SDRAIvI outperforms

z86 processor
Intels 1.5-Glz Pentium processor on the most

AMD developed 3DNowTh technology
the first commonly used business applications Even when

non-Intel extensions to the xS6 instruction set the Pentium is over-clocked to 1.73GHz the

supported by Microsoft AMD Athion
processor

achieved higher perform-

AMD was first to use 100-megahertz MHz bus ance on these independent benchmarks

to speed the exchange of dara between the processor Simply put rheA.MD Atbion processor isfnsrer am

and the other components of the PC system arsy speed

The near-flawless startup of Pab 30 in Dresden

With the introduction of the AMD Athion in mid-year made important
contributions to our

processor
in mid-1999 AMD accelerated both success Prom the onSet of

production yields and

the pace
and the delivered benefits of innovative speed-gradr distributions were excellent and our

concepts
Dresden team xecured rapid production ramp

AMD was the first to introduce seventh-generation
DOK SCRAM memory tech jiolugy otteiing peak memorJanduidThs up to Li Blsec

PC processor

AMD was the first to employ copper
Interconnect reaching approximately 50 percent of capacity by

technology irs an x86 processor year-end Pab 30 began production employing our

AMD was the first to use 200-MHz bus scalshle 180-nanometer HiP-fl technology with
copper

to400-MHa current versions oftheAMDAthlon interconnectsa technology co-developed under

processor Łature 266MHz bus an alliance with Motorola that we entered into in

To the critical acclaim of the industry AMD was 998 We plan to ramp Pab 30 to Lull capacity

the firsr to break the gigahertz barrier when we oven as we implement 130-nanometer technology

introduced the 1-GHz AMD Arhiori
processor on in the fourth quarter

of this year

March 2000 Innovation goes beyond process technology

product platforms and productionit also

The AMD Athlon processor was at introduction applies to strategy
and organizational approach

and today is the wrIis higheir-performance PC Were pragmatic at AMD and were aware of the

pvceswr
often-voiced maxim that good big man will

Our achievements in delivering compelling beat good litilenian every
time If youre not an

solutions to PC manufacturers and users have not 800-pound gorilla and being successful means

gone
unnoticed To date our seventh-generation

that
you must rake one on you must become

AMD Athicu and AMD Duron processors
have virtual gorllla

LT1E -to OuR SI1AREHOLDcH5



Simply pi1t this means taking advantage the Evesi in the current eivronment however we

edsting infrastructure developing new infrestruc- believe AMD overall will grow
faster than the

tuu with partners
and forging alliances with indisstry We expect to continue to extract value

technology leaders to leverage our own significant for our shareholders from the substantial invest

technical achievements with theirs mnts we have made

Lets look at the progress
AMD has made over Looking beyond the current year

in the first

the
past

several
years

half of 2002 we plan to introduce the Hammer

Our fifth-generation PC processor simply Family
and 64-bit computing to our markets The

plugged into the existing Intel socket Hammer Family is the culmination of our long-

For our sixth-generation processor
we extended term strategy

for totally independent alternative

artd enhanced the Intel infrastructure by collaborat- that will extend our lead in PC processors
and

ing with third-parry chipoct manufacturers and provide competitive platform solutions for PC

motherboard suppliers servers and workstations

For our seventh-generation processor family we Innovation is all about ideas and the Hammer

extended those relationships
further and created Family is dearly better idea

anti DDR platform Today there are three chipset unsurpassed 32-bit performance
in Windows

an entirely new bus-independent iniftastructure The AMD xSG-64 technology will deliver

computing while enabling seamless transition to

MIlD PuwerNowl JnIftcantJy extends battery ble In notebook PCs

J\J

64-bit computing

Owe OVV manthcturers ehipset partners total producing Our eighth-generation Hammer Family will be

chipsets if you count us and 50 motherboard manufactured in the next-generation 130-

suppliers with more than 260 unique mother- nanometer HLP-7 technology again co-developed

board designs in either development or production through our Motorola alliance All versions of the

supporting the AMD Athion and AMD Duron Hammer Family will employ
SOT silicon-ott

processors
insulator technology for enhanced performance

GoingflnwawepIaonttendthrn1hafldpen and reduced power consumpcion As yet another

etrarion of our PC processors
This quartcr we plan to example of our virtual gorilla strategy we have

irstmduce the first power-managed version oftheAMD entered into an agreement with the industxy

Athion processor
with architectural enhancements leader in SOT tech noiog relating to the design of

than will enable AMD to penerrate the perform- SOl devices to enhance the success of the

anee and professional mobile marker Additionally Hammer Family

with the advent of the AMD-760MP chipset AM innovations in the instruction set i/O

which supports two processors we will have ftit the capability and architecture in our eighth-generation

first time compelling solution fir workstation and Hammer Family are designed to catapult AMD to

server applications leadership in 64-bit world in our third 1000 days

With outstanding operational performance and Thats story for next years letter

with product portfolio tener positioned than at

any time in our histosy we believe we can continue Thank you for your continuing support

to gain market share

The current slowdown in PC demand which

came upon the industry so swiftly
and severely -4

______
late last

ycat
will have dampening effect on our ______

growth and operating results for the first half of San hers Ill

2001 We believe the Cassandra Chorus now
OffiCBS

ptoclaimsng the death of the PC is once again

wrong We continue to believe that the PC tnt

both wired and wireless forms will continue to be

ceofalved firs shove liter eve the hub of the digital universe %.5O$ vfl% IF

eulrjsctloihacsaeiivrcvrlaisilee Hector he ReiIz iiIi rrRiiiiii

irdidreb tlie disccssurl In thu

annual report oaf the componyu

at ei 00

Fore 10-K for the fiscal yesr

Chief Opecatrn Olflist

sndsd bisector 31 2100 us

filed ilfl the Securities rind

Februavy 28 2001

Eschang Ceemleilver that ceild

cause ecUi resultS to 11111ev

resterlolly Irvin base prejesled
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The performance of our Momory products was nothing short of spectacuLar In 2000t Sales of P1D Flash memory products more then doLthled to over

$1.5 billion and contribuied heavily tobur operating profit

The market for Flash memory devices is the fastest-growing major segment of the semiconductor industfy Flash memory is increasingly critical

enabling technology for broad range of specialized applications Including cellular telephones automotive applications settop boxes Internet

infrastructure equipment and portable Internet ancess devices industry growth has been turbocherged by strong growth in demand for systems that

require Flash memory devices coupled with requirements for higherdensity devices to deliver increased functionality

AMt addresses the Flash memory market through FASL Fujitsu-AMD Semiconductor LImIted joint venture with Fujitsu Limited FASL Is ttie

worlds largest producer of Flash memory devices

AMD innovations in both process technology and product innovation have enabled us to provide superior solutions for many specialized applications

making AMD the preferred supplier of Fiah memory ptoducts as eviUenced by more than 20 multi-year agreements with premier companies around

the world PlaiD innovations include low-yoltage cperationF million-cycle endurance simultaneous read-write capability
burst-mdda technology chip-

scale packaging and high-temperature operating cspaillty-featufes that provide significant advantages in specific applications

The current econotolc slowdown in the United States will present us with more challenging envlranmÆnt going forward With the underlying growth

of the market our outstaudlng product portfolio
excellent manufacturing capabilities anu extremely strong customer relations we believe we will

grow our Flash memory product sales signifIcantly even in the more challenging market conditions we expect to face In 2001

flASU HIGHLIGHTS



EXHIBIT 14



FORM 8K
ADVANCED MiCRO DEVICES iNC amd

Filed April 21 2000 period AprU 12 2000

Report of unscheduled material events or corporate changes



FORM

Ltem Other Evnt

ftem fncaI Statemants Pro Foria_E1nancia3 nformat1nn ard .ExhibJt

SIGNATURES

ExhbftitiX

EX-9i PRESS RELEASE DATFD APRILj2j



SECURITIES AND EXCHANGE COMMISSION

Washington D.C 20549

Form -K

Current Report Pursuant to Section 13 or 15d of

The Securities Eachange Act of 193l

Date of Report date of earliest event reported Apr1 12 2000

ADVANCED MICRO DEVICES INC

Exact name of registrant an specified in its charter

DELAWARE 17082 941692300

state or other jurisdiction Commission I.R.S Employer

of incorporation
File Number Identification No

One AND Place
P.O Oox 3453

Sunnyvale California 940803453

Address of principal eecotive offices lip Code

Registrants telephone number

including area code 408 7322400
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Item Other Events

00 April 12 2000 Advanced Micro Deviue$ Inc repc.ted record sales of

$109202A000 and net income of $189349000 for the quarter ended April

2000 Net iricojpe amounted to $1.15 per diluted share The full text of the

press release is set forth in Exhibit 99.1 attached hereto and is incorporated

in this report an if fully set forth herein

Item Financial Statements Pro Fdrma Fiancia1 Informatio0 0d Exhibits

Exhibits

99.9 Press release dated April 12 2000

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934 the

registrant has duly causad this report to be signed on its behalf by the

undersigned hereunto duly authorised

ADVANCED MICRO DEVICES INC

Datnd April 21 2000 /e/ Francis Parton

Francis Earton

Seniol Vice President Chief Financial

Officer
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PHD earns record $189.3 million or $1.15 per share on record quarterly

sales

SUNNyVALE CA April 12 2000 P140 today reported record sales of

$1092029000 and record net income of $199349000 for the quarter ended April

2000 Net income amounted to $1.15 per diluted share The company reported

strong growth in each of its product groups the Computation Products Group

the Memory Group end the Communications Group

Total revenues grew by 13 percent over the immediateprior quarter ended

December 26 1999 and by 73 percent over the like period of 1999 In the

immediate-prior quarter P40 reported sales of $968710000 and net income of

$65080000 or $0.43 per diluted share In the first quarter of 1999 P340

reported sales of $631593000 and net loss of $128367000 or 90.38 per

share

more

P140 had the best quarter in its history said W.J Sanders III chairman

and chief executive officer Each of our product groups reported significant

growth in the first quarter i.ed by strength in PC processors arid Flash memory

sales sales from P4Ds three product groups grew by more than 13 percent

sequentially and by note than 83 percent over the comparable period of 1999

Unit sales of P140 Athlon TM processors increased by 50 percent to L2

million units Sanders continued Total PC processor revenues grew 14 percent

sequentially and by more than 65 percent oier the first quarter of 1999 Total

unit sales including 11240 ALhlon and P34016R family processors reached new

record at nearly 65 million units Reflecting richer PC processor portfolio

with the industrys broadest range of high-performance solutions revenues from

11110 AthIcri processors exceeded revenues from PHDKS family processors

During the quarter1 P340 introduced the industrys first 1-gigahertz GNz
PC processor and 850- 900 arid 950megahertz H14z versions of the A11D kthln

processor 11340 also began sampling tam new versionS of the PHD Athlon processor

family that incorporate onchip LI cache The first codenamed Thunderbird
is targeted at the performance segeent of the PC market The secord codenamed

Spitfire is targeted at the value segment rioth products are planned for

ahiprnant later this quarter

The company also commenced shipments of 550-MNz P140-162 processor

targeted at the value segment of the desktap PC market arid 5D0MIz 11140162

processor for ritcibile systems

The company reported that continuing strong demand for Elash memory devices

coupled with extraordinary operational execution resulted in record sales of

$327 million for the Memory Group en inicraaaa of 19 percent frOm the immediate

prior quarter and more than 150 percent from the comparable period of 1999

During the quarter .0140 concluded multi-year agreements with Alcetel and Ciacci

Systems to supply Elash memory products .010 said expects that demarid for

Flash memory devices will continue to eNceed supply for the remainder of the

year arid into 2001

more

Communications Group sales increased by percent over the immediateprior

quarter and by 59 percent over the first quarter of 1999 driven by strength in

telecommunications linecard circuits arid devices for physicallayer Ethernet

solutions
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Demand continu to be strong across each of cur product groups with

stronger product portfolio than at any time in our history we look forward to

continuing growth Sanders concluded

Current Outlook

The companys outlook statements are based on current expectations The

following statements re forwardlooking and actual results could differ

materially

The company currently projects sales in the second quarter to be modestly

higher than the record levcl of the first quarter The companys current

overall outlook is based on the following projections for its major product

lines

The company expects that Unit shipments of TC processors could approach

the record level of the first quarter Unit shipments of AHD Athion processors

ere expected to increase to 1.8 million units resulting in richer mix and

higher blended average selling price and higher revenues for PC processors

Communications Group sales are projected to grow by more than 10 percent

over firstquarter levels

P.D projects that Memory Group sales mill grow in the high single-digit

range over the first quarter and resume doubledigit growth in the third and

fourth quarters of 2000 The company believes that demand for Flash memory

products will costinue to exceed supply

WIth the Semiconductor industry Association forecasting worldwide growth

the range of 20 to 25 percent in 2000 the company believes it will continue

to grow faster then the industry with total sales growth of more then 50

percent for the year as whole

more

P.MD Teleconference

2MD will hold teleconference fur the financial community at 23O PM

Pacific Standard rime today to discuss firstquarter financial results 20.10 will

provide realtime audIo broadcast of the teleconference on the TOvestor

Relations page of its web site at http//www.amd.com or

http//wmw.streetfusion.com The webcaat mill be available for two weeks after

the teleconferCnce

P.2D wIll also provide telephone recording of the teleconference which

will be available at epproximetaly 830 PH ll today Interested persons may

Listen to the playback of the telecoOferenOe by calling the following tollfree

number 18006338288 and entering thecode number 14739320

Cautionary Statement

This reLease contsins forwardlooking statements which are made pursuant
to the safe harbor provisions of the Private Securities Litigation Reform Act of

1995 investors are cautioned that all forwardlooking statements in this

release involve risks end uncertainty that could cause actual rCsults to dIffer

materially from current expectations There oar be no assurance that demand for

the companys products will continue at current or greater levels or that the

company will continUe to grow revenues There are also risks that the company

will not be eble to produce the 2iI4D Athlon processor in the volume speed mix

or with the feature set necessary to meet customer requirements and the

companys plans and goals that IntCl Corporation pricing marketing programs
new product introductions or other activities targeted the companys processor
business will prevent attainment of the companys current processor sales plans
that third parties may not provide timely or adequate infrestructure solutions

to support the 1UD Athlon processor including new derivative prnducts scheduled

to begin shpmant in the second quarter and that the company will not be able

to grow demand for its PC processors sufficiently to utilire fully lt processor

production capacity We urge investors to review in detail the risks end

uncertainties in the companys Securities and F.xchange CommisSion filings

including but not limited to the report on Form 10K for the year ended December

26 1999

moro

About AND

2010 is global supplier of integrated circuits for the personal and

networked computer and communications markets RND produces microprocessors
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flash mitories and integrated circuits for co miuni shunS and networking

applications Founded iii 1969 and based in Sunnyvale California Nil had

revenues of 52.9 bilLion in 1999 NYSEI NiD

30

WORLD WIDE WEB press announcements and other information about NOLJ are

avai.able on the Internet via the World Wide Web Type htp//ww.aed.com at

the Nt prompt

NOTE TO EDITOR P.eadars may obtain additional information by calling 800
2229323 or 408 7493060 Technical Support 6uail hw.support6amd.cola

AND the AND logo AND lthlon and combinations thereof are trademarks of

Advanced Micro Devices Inc in the Onited States and other jurisdictions

Advanced Hiro Devices Inc

C9SOLIDATEP STATEMENTS OE OPEPATIONS

Thoucanda ercept per share amounts

Quartar Ended
Unaudited

Apr Dec 26 Nsf 28
2000 1999 l999

NoL sales 61092029 968710 631593

Cost of sales 605757 981545 450831

Research and development 16129 150936 159946

Marketing general and

adrnin-sttative
144306 158803 127310

Restructuring ad other

special charges 5700 15016

911360 896988 152703

operating income Loss 180669 71726 121110

IptereSt income and other net 21128 6958 10768

Interest expense
l1419 12370 20763

Income 1us before income taxca

and equity in joint venture 190318 66314 131105

Benefit for income taxes
479

Income loSS before equity

in joint venture 190318 66311 125632

Equity iii flat loss of joint ventura 969 1234 2735

Ret income loss $189349 568030 128367

Net income loss per common share

Basic 1.25 0.14 0.88

Diluted 1.15 0.43 0.88

Shares used in per share

calculation

Basic 150080 148029 185909

OLluted 171982 152750 145909

Advanced Micro Devices Inc

CONSOLIDATED BALANCE SHEFTS

Thousands

April Pee 26
2000 1999

0$ SetS
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Cutrottt assets

C0h oaah equjonlanta and nho 6tnrn invent nm 919183 598511

8ocoOftto to9 hle Oct
406146 1805
294966 198213

ctrccI inran8 t8c3 55996 5950

Crepai.d 88S 9d other rutront ansct$ 144621

Total ce9t 8$Sets 132673 1400978

8tpcrty plant nd eqpecot net 2475889 2523236

V3StTTOflt ift 5olet rture 28Sr873 273628

Cthnr OntO
1.63591 1.70976

4638.227 3779__

Liabilitin.o orid otholOnri 640513

Current .abljJ.ticO

Ketea paynb.c to banka 3789

Sceounts pncb1e
317302 587r193

Sceruad cnnipanaatioo and bnOnfitO 133414 91909

ScurOed 1ibi1itins 266324 273689

boone tao pyab1e
14396 17327

Oefntrcd inrane on ohipaonte to ribatub 908066 92917

Currcat portion htanT debt cnpltOl

$.aaae oigaUona and other 68209 47628

Total cnrret Uabi1itc 920080 910652

0efarrd joccee cs 99976 40491

LonOterm debt 08pi19 lease ab iqatiofle ad othnr

1e current portio8 1469795 1427282

Stnr9tholders eguity

Capital atnell

conunon etcel par value 1543 1496

Capital Lh axc000 ot pat value 1874516 1121956

8ntnined 0000in9a 1062184 673235

91.ccuOulatod other eaeprehniiivc lena 40273 17414

Tot8l stonkholdntO oqaity 2198372 1910273

4638227 1377698

Inouflts as of AptLl 2000 are unaudi1ed eiounts for cemhe 26 1999

crc derived from the Docembor 26 1999 dita financial statements

4dv5racod Micro novices Thc IMFOP.MTI0N ONLI

o-c.p coNsoLIoTED STItTEMO8TS 09 OP59.8flONS8

Includes PieTax FASL Investment Equity Loss Income in Operating IncoTflO Loon

TtoUSandS except por shore amounts
Quarter Erlced

Unauditod

OOpr Dcc 26 Mar 28

2000 1939 1999

$l092029 $966710 632593

cost of solCs 605757 561545 450431

Loss from equity
iestment in FSS 1659 2111 4636

Reocereti and development
151297 150 936 159946

Marketin9 general and

administrative 144306 158803 127310

600trLlGtUti.Ikg and other

spncial charges
5700 15016

913019 899701 757339

operating income loss 179010 69609 125746

Interest income and other net 21126 6956 10760

interest aMponme
11479 12370 25763

Income loss before incoCe taXes 168659 64197 135741

8enefit for income taxes 5473
BeefLt fot taxes on
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in FiSL 69c6 083 3901

io ifloome lnao $389349 fS080 3-28367

Not inone loss per common share

Basic 1.25 GAl
1.15 0.43 0.88

iharoS aae1 Ifl pet share

cslcuation
BaSic 153880 348029 145909

DilUted 173942 152753 115909

The above statementO of oper ion are not in accordance with enera11y

accepted accountirl9 principes GP6k9 in that the pretac equity moe of FASL

h8s been reciassified and included in the determinetion of operating income

loss Net income Los and releted net income loss per common share amounts

are the same as those repOrted under GPAP

MP
Selected Corporate Data

Onaudited

Sgsat Oreekdown 01 00 36 qI 99

of SsleO OSO of Solos Rovenue of 5a1s 6eVCfleo

AND 5$laSt

Ceputetion doots Creup 59 $64N 60 9572k 63 $39654

Mm.iory c2rnep
30 22754 29 275k 20 126k

Ooimooicatjefls Group 10146 9414 50 0454

2099 2394

Ventis ougmunt

4754

Othet Deta 01 02 00 99 01 99

Sep

end rttoeti.oG $12006 913214 612794

copitul 5dditios $12914 $12654 20014

$edonunt 13308 13354 13603

Xetotcintiona2 SuleO 59 829 500

Rouonrc uld DeoelopAgnt 014214 015354 216054

B5TDA $30954 $20254 06.454

Crratcdby iOKWZaVd IWidfl
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SECU0TIES AND EXCHANGE COMHISSION

Weston D.C 20549

Form 0K

Current Report Pursuant Lu Section 13 or 1Cd of

The Securities Exchange Act of 1934

Date of P.eport Cdate of earliest event reportedC July 19 2000

A0WNCED OIICRO DEVICES INC

Ezart name of registrant as specified in its charter

DET-AEARE 11552 941692300

State or other jurisdIction Corasission I.R.S Employer

of incorporation File Number Identificatiun No

Oe AND Place
P.O Box 3453

Sunyva1e California 990903553

address of principal arecutive offices Zip Code

Reyrtranta telephone number
Including area eode 409 1322400
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Item Other Events

On July 19 2000 Advanced 011cm Devices Inc the Company
announced its Second quarter sales The Company reported record net income of

$207142300 on recotd saleS of $1170437000 for its second quarter ended July

2000 Net income amounted to $lZl per diluted share after taxes Sales

increased by percent from the quarter ended AprIl 2000 and by 97 percent
from the quarter ended JunC 27 1999 The full text of the press release is set

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

fully aCt forth hereih

Item Finncia1 Statements Pro Sorraa Financial Information and ExhibIts

Cc Exhibits

Number Exhibit

99.1 Press release dated July 19 2000

5dvneed 4Icro Devices The
cONSoLIDATED ORLANCE SKEEIS

Thousands
July Dec 25

2000 1999

Assets

Current ansets

Cash nest equivalents and shortterm investments 1073593 59651
Accoants receivable net 533007 429909

IoVefltorie5 255579 196213

Deferred income taxes 63140 55956

Prepeid expanses ad other cCrreflt asSets 127472 129369

Total current assets 2059391 1409578

Property plant and equipment net 2475657 2523236
Investment in joint venture 267440 273605

Other CSsatS 150955 170976
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4963494 4377698

Libilities and Stockholders Fquity

Current liabilitis
ocounts payable 353398 397193

Accrued compensation and benefitS 155779 91900

Acorued liabilities 233256 273 6B9

Income tax payable 18753 17327

Deferred income on shipments to distributors 9959D 92917

Curreht portion of longterm debt pitl
lease obligations and other 75951 47626

Total current liabilities 936737 910652

Deferred income taxes 101861 90492

Longterm debt capital lease obligations arid other

leoa current portion 1481725 1427282

Stockholders aquity
Capital stuck

Corenori tock par value 1649 1496

Capital in excess of par value 1219109 11219$6

etained earnings 1269726 873235

Accumo1ate other comprehensive losS 47613 17414

Total stockholders equity 2443171 1979273

4963494 4377 9B

Amounts as of JuLy 2000 are uriaudited AmouLta for December 26 1999 are

derived from the Dectmber 26 1999 audited financial etatemnta

SIG5AT1JES

Pursuant to the requirements of the Securities Exchange Act of 1534 the

registrant has duly caused this report to be signed on itC behalf by the

undersigned hereunto duly authorized

AL3VJ4CED 2ICRO DEVXCSS flC

Date JUly 29 2000 Dy /s/ Francis Barton

Ftancis Sarton

Senior Vice President Chief Financial

Officer

Exhibit Index

Number 5shiDit

99.1 Press relenso deted July 19 2000

Advaxiced 4icro IJevices nc
C01S0T-IDATED STATE34ENTS OF OPSRATIO1S

Thousands sxcsph per share amounts

Qoar5 E5dad Six Conthu ruded

Unusdi.td9 Onaeditud

Jul Spt Sue 27 Sal Jim
2000 2000 1900 2000 1009

l4t solnu 1070437 1092029 595100 0OG2466 1226702

Cout uS leu 612507 605757 450339 1250324 008770

Reuoureh Cad duVelopsust 151051 561297 167.270 316940 321234
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M9Oknt.rg er1 Id
152022 844306 224520 2062713 251630

9orunrurirg rd othn

snca1 charges 17514 32530

520240 011360 767151 1838600 1020354

Operntill13 iflconi6 lcoo 250197 3801166 172542 430866 290652

3o no n1e Vnntin 432059 432000

In6rnt inooc rd othn ont 10930 21320 7252 41063 18020
ntortnxpnnoe 11244 12479 16007 22723 38850

i5n bOS069 LOnOlon t8X0
an eqoLty in nint Ontnre 259868 890.336 249682 449208 117177

PovLn5op 11or ircnrn to11en 51778 172823 11778 167350

Ioco 1oo Lnforn nqnity
in joint vnntu2e 207110 190338 76069 397428 49773

oqoity ir nnt incnme loOn nO 22 969 4017 037 1302
jnint to0e

SInt icne lonn 207 147 189349 76890 396491 40471

9066 inonno bOO 956 5030505 060rn

1.34 1.211 0.54 2.62 0.32
Diluted 1.21 115 2.53 2.16 0.33

Shntns uod in per shOts

tO.Sl4lOtion

BOnic 154558 150880 146947 152715 2411429

Di1ttv 176210 171942 849540 174080 346426
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News Release
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CONTCT
John Geenagel

Strategic Communications

408 7493310

Jj4D REPORTS ORCOND QUAPTPR REStJLTS

J24D earns record $207 1ii1lion or $1.21 per diluted share after taxes
record quarterly sales up by 97 percent from second quarter of 1999

St3NNYVIL CA --July 19 2000 N40 today reported record aeles of

$1170437000 record operating income of $250197000 and record net income

of $207142000 for the quarter ended July 2000 Operating income rose by 3.8

percent from the immediatsprior quarter et income amounted to $1.21 per
diluted share after 20 percent tax rate On an untaxed basis secondquarter

earnings par diluted share would have been $1.51 up by 31 percent from the

first quarter When tha tax rate was zerp

Slen grew by percent from the immediateprior quarter for which P.040

reported .sales of $1092029000 operating income of 5100669000 sad net

income of $189349000 or $1.15 per diluted share

more

Sales nearly doubled from the secDnd quarter of 1999 for which P.010

reported sales of $595109000 and net income of $79096009 or $0.53 per

diluted share Revenues from PC processors and flash memory products each more

than doubled from the comparable quarter of 1999 The results for the second

quarter of 1999 included onetime aftertax gain of $259 million from the

sale of Vantis Corporation the companys former programmable Logic subsidiary

The results from the Second quarter of 1999 also included 11 weeks of operating
results from V5Otis priDr to the effective date of the sale In the second

quarter of 1999 JQID incurred an operating loss of $172542900

Por the first six months of 2000 JQID reported total sales of

$2262466000 and net income of $396491009 or $2.36 per diluted share For

the same period of 1999 P010 reported total sales of $1226702000 and nt
loss of $40471000 or loss of $0.33 per share including the gain on the

sale of Ventis and restructuring and other Special charges

P140 had another great quarter said Hector de .0 Ruir president and

chief operating officer of PiZ10 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 processors the company

reported that combined unit shipments of P.040 Athlon P040 Duron and RND K62T94
processors remained neaf record levels at well in excess of milLion units

During the quarter PRO introduced two enhanced seventhgeneration PC

prDcessors Said RUiZ lhe new NID Pthlon 504 processor formerly codenamed

Thunderbird features 25K of ondie E.2 cache memory and is targeted at the

performance sector of the PC market PHD also commenced shipments of the Ram

OuronTM processor formerly codenamed Spitfire featuring 64K of onboard

L2 cache memory The PHD Duron processor is targeted at the value segment of the

PC market

more--

Demand for PHD processors remains strong Combined unit sales of PHD

seventh-generation processors the POID Athion and POlO Duron processors
increased by 52 percent over the immediateprior quarter to more than 10
million units meeting our previmuely stated goal We are especially pleased at

the strong support wa have teceived from our infrastfucture partRarS during the

transition to the newe6t version of the P.140 Athlon processor family With the

additional production capacity of our new Dtsden facility we believe we are on

target to double unit shipments of P.040 seventhgeneration processors in each of

the next two quarters to 3.6 million units in the third quarter and to 7.2

million units in the fourth quarter said Puiz

Ruil noted that P.119 successfully mat number of important challenges in

the ustcompleted quarter We achieved our goal of increasing PHD seventh

generation processor unit shipments by 52 percent sequentially while making
successful transition to our Oewsst AND Athion and PHD DOron products 9urirlg
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the quarter we converted all NID Athion processor production to the new
version featuring onchip L2 cache momory Fab 30 in Dresden transitioned to

production status ccmpleting an excellent startup phase employing our most
advanced process technology 0.18micron technology using copper interconnects
5s are rapidly ramping production in Fab 30 and to date we have mat or exceeded
avery milestone along the way said Ruiz

Our progress in flash memory was equally successful ilemory oup sales
grew by more than 10 percent over the immediateprior quarter Ruis continued

During the quarter AJID introduced two advanced flash memory products for
highend cellular telephones -orking closely with Nokia P.110 developed 32 end
51megabit devices with simultaneous readwrite architecture and 1.8volt
operation for extended battery life These features are critical in adding new
capabilities to cellular telephones such as Internet coftrectivity video
streaming and the functionality of handhald information appliances

more

Demand for AMP flash memory products continues to exceed our production
capacity said RuiS Ne are adding capacity as rapidly as possible to support
our customers During the quarter Fujitsu 1J1D Semiconductor Limited AS made
initial shipments froni production facility in Iwate Japan and qualified
production in additional facilities in AisuWakamatsu and Gresham Oregon As
annouOced earlier today A5L broke ground for construction of third magafab
for flash memory production at AiruWakamatsu Japan Initial production at this
new facility designated lV3 is planned to commence in the second half 2001

eroday we are reaping the rewards of ANDs sustained commitment to

investing in process technology pTodvct development and production capacity
for both PC processors and flash memory products P110 has tha strongest product
portfolio in its 31year history with industryleading products for our terget
markets 5e have axcallant fCletionship with leading customers around the

world and we continue to operate in favorable market cOvironment During my
first six months at NIP have been yary favorably impressed with the

dedication of the AND workforce and the total coamitment to success that
permeates the company Rums concluded

Current Outlook

The companys outlook etatamaCts are based on currant expectations The
following statements are forwardlooking and actual results could differ
materially

Despite the loss of revenues as result of the sale of the Communicatjo
Products Division NIP projects that sales will be higher in the thitd quarter
than in the immediateprior quarter The companys current overall outlook is

based on the following projections for its major product lines

The company projects that combined unit shipments of P350 Athlori and huron
family processors will increase to 3.6 million units in the third quarter and to
72 i1lion units in the fourth quarter resulting in richer mix and higher
blended average selling price end higher revenues for PC processors

more

AND projects that Flemory Group males will grow in the 10 percent range in

the third quarter and will achieve similar growth rate in the fourth quarter
The company projects that demand for flash memory products will continue to

exceed supply

AND Teleconference

NIP will hold teleconference for the fitencial community at 230 PM

PcIfic Daylight Time today to discuss secondquarter financial results AND
will provide realtime audio broadcast of the teleconference on the Investor
Relations page of its web sit at httpffw asidcom or

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

the teleconference

AND will also rovids telephone recording of tIne teleronferenca which
will be available at approximately 430 PM PT today Interested parsons may
listen to the playback of the teleconference by calling the following tollfree
flumber 18006338284 and entering the code number 15676264

Cautionary Statement

This release contains forwardlooking statements which are made pursuant
to the safe harbor provisions of the Private Securities Litigation Reform Act of
1995 Investors are cautioned that forwardlooking statements in thie release
involye risks and unccrtaint that could cause actual results to d1ffr
materially from current expectations There can be no assurance that demand for
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the companye products will continue at current or greater levels or that tha

company will continue to grow revenuee operating profits or eatnings

more

There are also risks that the coripsny will not be able to produce the IgW Athion
and liMO Dux-on processors in the Column speed mix or with the feature set
necessary to meet customer requirements and the companys plans and goels that
Intel Corpotation pricing marketing programu flew product introductions or
other activities targeting the companys processors business will preveht
attainment of the companya current processor sales p1ens that third parties
may not provide timely or adeuOtC infrastructure solutions to support the ND
Athlon and HD Puron processors and that the company will not be abLe to grox
demand for its PC processors sufficiently to utilize fully its processor
production capacity We urge investors to review in detail the risks arid

uncertainties in the oompanye Sacurities and Exchange Commission filings
including but not limited to the teport on Porm LO1 for the year ended December
26 1999

Pbout INO

JiMD is globaL supplier of integrated circuits for the personal and networked
computer and comlnunications markets with manufacturing facilities in the United
States Europa Japan aOd Asia liMO produces microprocessors flash memory
devices and support circuitry for communIcations and networking applications
rounded in 1269 and based in Sunnvals California PMD had revenues of $2.9
billion in 1999 NYsE ItMOl

WORLD WIDE WSD Press announcements end other information about IND are
available on the Internet via the World Wide Web Type http//www.amd.com at
the URL prurmpt

MOTII TO iDITOR Readers nay obtain additional inforsmstion by calling 1-200222--
9323 or 408749---3060 Technical Support Itmail hi.support2amd.com

IND the MD logo end combinations theteof are trademarks of Advanced Micro
Devices Inc in the United States and other jurisdictiom-ma
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