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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K
p ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the fiscal year ended October 2, 2009
OR
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

Commission file number: 000-24923
CONEXANT SYSTEMS, INC.
(Exact name of registrant as specified in its charter)

Delaware 25-1799439
(State of incorporation) (LR.S. Employer Identification No.)
4000 MacArthur Boulevard 92660-3095
Newport Beach, California (Zip code)

(Address of principal executive offices)

Registrant s telephone number, including area code:
(949) 483-4600

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class: Name of Each Exchange on Which Registered:
Common Stock, $0.01 Par Value Per Share The NASDAQ Stock Market LLC
(including associated Preferred Share Purchase Rights) (NASDAQ Global Select Market)

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes o Nop

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yeso Nop

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the

Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesp Noo

Table of Contents 2



Edgar Filing: CONEXANT SYSTEMS INC - Form 10-K

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T

(§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yeso Noo

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. b

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer o Non-accelerated filer o Smaller reporting company p
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yeso Nop

The aggregate market value of the registrant s voting stock held by non-affiliates of the registrant (based on the closing
price as reported on the NASDAQ Global Select Market on April 3, 2009) was approximately $42 million. Shares of
voting stock held by each officer and director and by each shareowner affiliated with a director have been excluded
from this calculation because such persons may be deemed to be affiliates. This determination of officer or affiliate
status is not necessarily a conclusive determination for other purposes. The number of outstanding shares of the
registrant s Common Stock as of November 23, 2009 was 58,759,223.

Documents Incorporated by Reference

Portions of the registrant s Proxy Statement for the 2010 Annual Meeting of Shareholders to be held on February 18,
2010 are incorporated by reference into Part III of the Form 10-K.
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FORWARD-LOOKING STATEMENTS
This document contains forward-looking statements within the meaning of the federal securities laws. Any statements
that do not relate to historical or current facts or matters are forward-looking statements. You can identify some of the
forward-looking statements by the use of forward-looking words, such as may, will, could, project, believe, an
expect, estimate, continue, potential, plan, forecasts, and the like, the negatives of such expressions, or the us

future tense. Statements concerning current conditions may also be forward-looking if they imply a continuation of
current conditions. Examples of forward-looking statements include, but are not limited to, statements concerning:

our beliefs, subject to the qualifications expressed, regarding the sufficiency of our existing sources of liquidity

and cash to fund our operations, research and development, anticipated capital expenditures and our working

capital needs for at least the next 12 months and whether we will be able to repatriate cash from our foreign

operations on a timely and cost-effective basis;

our belief that we will be able to sustain the recoverability of our goodwill, intangible and tangible long-term
assets;

expectations that we will have sufficient capital to repay our indebtedness as it becomes due and to finance our
ongoing business and operations;

expectations that we will be able to continue to meet NASDAQ listing requirements;

expectations regarding the market share of our products, growth in the markets we serve and our market
opportunities;

expectations regarding price and product competition;

continued demand and future growth in demand for our products in the communications, PC and consumer
markets we serve;

our plans and expectations regarding the transition of our semiconductor products to smaller line width
geometries;

our product development plans;
our expectation that our largest customers will continue to account for a substantial portion of our revenue;
expectations regarding our contractual obligations and commitments;

our expectation that we will be able to protect our products and services with proprietary technology and
intellectual property protection;

our expectation that we will be able to meet our lease obligations (and other financial commitments); and

our expectation that we will be able to continue to rely on third party manufacturers to manufacture, assemble
and test our products to meet our customers demands.
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Forward-looking statements are subject to risks and uncertainties that could cause actual results to differ materially
from those expressed in the forward-looking statements. You are urged to carefully review the disclosures we make
concerning risks and other factors that may affect our business and operating results, including, but not limited to,
those made in Part I, Item 1A of this Annual Report on Form 10-K, and any of those made in our other reports filed
with the Securities and Exchange Commission (SEC). Please consider our forward-looking statements in light of those
risks as you read this Annual Report on Form 10-K. You are cautioned not to place undue reliance on these
forward-looking statements, which speak only as of the date of this document. We do not intend, and undertake no
obligation, to publish revised forward-looking statements to reflect events or circumstances after the date of this
document or to reflect the occurrence of unanticipated events.

1
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PART 1
Item 1. Business
General

We design, develop and sell semiconductor system solutions, comprised of semiconductor devices, software and
reference designs, for imaging, audio, embedded-modem, and video applications. These solutions include a
comprehensive portfolio of imaging solutions for multifunction printers (MFPs), fax platforms, and connected frame
market segments. Our audio solutions include high-definition (HD) audio integrated circuits, HD audio codecs, and
speakers-on-a-chip solutions for personal computers, PC peripheral sound systems, audio subsystems, speakers,
notebook docking stations, voice-over-IP speakerphones, intercom, door phone, and audio-enabled surveillance
applications. We also offer a full suite of embedded-modem solutions for set-top boxes, point-of-sale systems, home
automation and security systems, and desktop and notebook PCs. Additional products include decoders and media
bridges for video surveillance and security applications, and system solutions for analog video-based multimedia
applications.

Our principal corporate office is located at 4000 MacArthur Boulevard, Newport Beach, CA 92660, and our main
telephone number at that location is 949-483-4600. Our common stock trades on the NASDAQ Global Select
Markets™ under the symbol CNXT.

We were incorporated in Delaware in September 1996 and have been operating in the communications semiconductor
business, including as part of the semiconductor systems business of Rockwell International Corporation (now
Rockwell Automation, Inc.) since that time. We have been an independent public company since January 1999,
following our spin-off from Rockwell. Since then, we have transformed our company from a broad-based
communications semiconductor supplier into a fabless communications semiconductor supplier focused on delivering
the technology and products for imaging, audio, embedded-modem, and video applications.

Divestitures:

On August 24, 2009, we completed the sale of certain assets related to our Broadband Access ( BBA ) business
to Tkanos Communications, Inc. ( ITkanos ) for an aggregate of approximately $54 million, of which $7 million
was deposited into an escrow account. The escrow account will remain in place for 12 months following the
closing of the BBA transaction to satisfy potential indemnification claims by Ikanos. Assets sold pursuant to

the asset purchase agreement with Ikanos include specified intellectual property, inventory, contracts, and
tangible assets. Ikanos assumed certain liabilities, including obligations under transferred contracts and certain
employee-related liabilities. We also granted to Ikanos a license to use certain of the Company s retained
technology assets in connection with Ikanos current and future products in certain fields of use, along with a
patent license covering certain of the Company s retained patents to make, use, and sell such products (or, in
some cases, components of such products).

On August 8, 2008, we completed the sale of certain assets related to our Broadband Media Processing ( BMP )
business to NXP B.V. ( NXP ) for an aggregate consideration of approximately $110 million. Assets sold
pursuant to the agreement with NXP include, among other things, specified patents, inventory, contracts and
intangible assets. NXP assumed certain liabilities, including obligations under transferred contracts and certain
employee-related liabilities. We also granted NXP a license to use certain of the Company s retained

technology assets in connection with NXP s current and future products in certain fields of use, along with a
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patent license covering certain of the Company s retained patents to make, use and sell such products (or, in
some cases, components of such products).

In February 2007, the Company sold its approximate 42% ownership interest in Jazz Semiconductor to

Acquicor Technology Inc. ( Acquicor ), which was renamed Jazz Technologies, Inc. ( Jazz ) after the transaction,
and Jazz Semiconductor became a wholly-owned subsidiary of Jazz. The Company received proceeds of

$105.6 million for the sale.
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The divestitures of our Broadband Access and our Broadband Media Processing businesses represent the completion
of our restructuring strategy which focuses on strengthening our investments on our imaging, audio, video, and
embedded modem product portfolio.

Strategy

Our objective is to become a leading supplier of semiconductor solutions and Application Specific Standard Products
(ASSPs) to leading global original equipment manufacturer (OEM) and original design manufacturer (ODM)
customers in consumer, communications and PC markets. To achieve our objectives, we are pursuing the following
strategies:

Focus our product portfolio on targeted markets and growth opportunities where we can leverage our core
expertise in analog and mixed-signal design, digital signal processing (DSP), firmware and software
development, and our extensive applications knowledge to strengthen our market positions and expand market
share.

Capitalize on the depth of our global engineering talent and strength of our sales and marketing channels to
expand into adjacent markets and provide innovative solutions to capture additional semiconductor content.

Leverage our strong customer base. Expand strategic relationships with industry-leading OEMs/ODMs to
maximize design wins.

Products and Markets

Our expertise in analog and mixed-signal processing, DSP, firmware and software, and applications knowledge allows
us to deliver semiconductor devices and integrated systems for consumer electronics products. We organize our
products to address opportunities in imaging, audio, embedded-modem, and video applications as more fully
described below. We expect that our future products will focus on leveraging our imaging, audio, and video solutions
to address technology convergence opportunities within the markets we address, and adjacent high-growth markets.
We consider all products to fall into one class of products, semiconductor devices. We position our devices to address
the following applications:

Imaging Applications. Our imaging product portfolio includes highly integrated multifunction printers (MFPs)
system-on-chip (SoC) solutions for inkjet, laser, and photo printers, and high-performance system solutions for

connected frames and displays with Internet connectivity. Of note, our imaging portfolio includes Freescale s

SigmaTel MFP and imaging solutions, which we acquired in July 2008. We also provide SoCs and datapumps for
facsimile applications. We believe that our combined imaging intellectual property and our extensive firmware and
software stacks uniquely position us to successfully address the increasing demand for printers that feature higher
print speed, copy speed, and quality. Our current architecture also enables us to support the trend to PC independent
printing, which we believe will allow us to capture additional market share as mobile printing spurs future demand.
We also expect to benefit from the trend at major OEM printer companies who currently design their own silicon to
outsource MFP designs to merchant semiconductor providers.

Audio Applications. Over the last decade we have created an extensive intellectual property portfolio by developing
advanced voice and audio algorithms running on a DSP. Our innovative technical algorithms include 3D expansion
(phantom speaker), dynamic range compression, and stage enhancement (BrightSound™) that improve the consumer
audio experience in small speakers that are used in products such as mobile Internet devices, portable media players,
and smartphone docking stations. Our solutions include HD audio integrated circuits, and HD audio codecs with an
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integrated Class-D amplifier, which enables higher audio performance at lower power consumption. With the
convergence of entertainment and communications applications, we expect the demand for single-chip solutions with
integrated voice and audio functionality will grow significantly. To address this opportunity, we offer

speakers-on-a-chip solutions for applications including PC speakers, audio subsystems, notebook docking stations,
VolIP speakerphones, intercoms, door phones and surveillance applications. We also provide audio solutions for
notebook computers to OEMs and ODMs globally. In the first quarter of fiscal 2009, we strengthened our product
portfolio by entering into an exclusive agreement with Analog Devices Inc. (ADI) to manufacture, distribute and
support ADI s complementary PC audio codec product family.

4
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Embedded-Modem Applications. Conexant has a long history of technological innovation and leadership in modem
technology, including the development of the world s first analog modem chip. Our analog modem solutions have
connected hundreds of millions of users worldwide to the Internet through their desktop and notebook PCs. Our
products include mixed-signal intensive, controllerless modem chipsets and software modem solutions that take
advantage of the increasing power of PC central processors and use software to perform functions traditionally
enabled by semiconductor components. Today, the majority of our analog modem solutions are used in embedded
applications, including television set-top boxes, point-of-sale (POS) terminals, facsimile machines, MFPs, home
automation and security systems and various industrial applications. We also ship integrated modem and audio
combination solutions to major PC OEMs.

Video Applications. We offer video decoders and media bridges for video surveillance/security and consumer video
applications. Our highly integrated multi-port video decoders can be used in PC-based or standalone embedded digital
video recording (DVR) applications. These products enable multi-channel, bi-directional uncompressed digital audio
and video transfers to a host computer for preview, processing, or compression via an integrated PCI Express (PCle)
interface. Additional video products include system solutions for analog video-based multimedia applications
including PCTV.

Conexant introduced a new ASSP designed for motion sensors with visual verification catering towards the home
security, intercom and security market. This product will broaden our reach into the security market and we are able to
cover now a broad range of applications from the very low end surveillance cameras to commercial multi channel
DVR s.

Research and Development

We have significant research, development, engineering and product design capabilities. As of October 2, 2009, we
had 308 employees engaged in research and development activities at multiple design centers worldwide as compared
to approximately 814 employees as of October 3, 2008 and 2,190 employees as of September 28, 2007. The
significant decrease in employees reflects the reduction of approximately 650 employees in connection with our sale
in August 2008 of our BMP business, the reduction of approximately 355 employees in connection with our sale in
August 2009 of our BBA business, as well as our continued right-sizing efforts made throughout the year.

Our design centers provide design engineering and product application support as well as after-sales customer service.
The design centers are strategically located around the world to be in close proximity to our OEM customers and to
take advantage of key technical and engineering talent. Our major design centers are located in the United States.
Additionally, we have integrated circuit design development activities in India and integrated circuit design, product
and test engineering, and software support teams in China.

Our continuing operations incurred research and development expenses of $51.4 million, $58.4 million and
$91.9 million during fiscal 2009, 2008 and 2007, respectively.

Manufacturing

We are a fabless semiconductor company, which means that we do not own or operate any wafer fabrication or
assembly and test sites. We use several leading-edge wafer fabrication subcontractors, such as Taiwan Semiconductor
Manufacturing Corporation (TSMC), to meet our typical planned production requirements. We have also qualified
additional suppliers to meet short-term upside requirements as necessary during periods of tight capacity. We
primarily use complementary metal-oxide semiconductor (CMOS) process technologies. Our products are
manufactured in a variety of process technologies ranging from 0.8 micron technology, which is our most mature
technology, to 90 nanometers, which is the most advanced production technology. We currently have product
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development efforts underway at the 65 nanometer process technology node, and are assessing the 40 nanometer
technology for certain applications.

Our wafer probe testing is conducted by either our wafer fabrication subcontractors or other independent wafer probe
test subcontractors. Following completion of the wafer probe tests, the die are assembled into packages and the
finished products are tested by subcontractors. Our primary wafer assembly and test subcontractors include Amkor
Technology and STATSChipPAC Ltd. These vendors are located in Taiwan, Korea, Singapore, China, the

5
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Philippines and Malaysia. We use several different package types, tester platforms and handler configurations to fulfill
our product needs at the key supplier sites.

Capacity is primarily obtained using a process of short- and long-term forecasting for suppliers to assess our demand,
and committing supply to meet the forecasts. We maintain a strong presence at supplier sites to ensure our capacity
needs are fulfilled adequately.

Quality and Reliability

Our quality and reliability assurance systems ensure that our products meet our customers and our internal product
performance goals. Our quality management system maintains ISO 9001-2000 certification at our Newport Beach,
California, facility. Our key suppliers are either already certified to ISO 9001 or have provided us with plans to
achieve certification.

Our quality and reliability assurance department performs extensive environmental tests to demonstrate that our
products meet our reliability performance goals. We use industry accepted environmental tests and test methods
wherever practical during product qualification.

In addition, our engineering and marketing organizations exercise extensive control during the definition,
development and release to production of new products. We have a comprehensive set of design control procedures
that:

determine the quality, reliability and performance objectives for new products;
provide program/project management, resource identification and facilities;
ensure verification and validation activities;

provide criteria for acceptability; and

clearly define records that are necessary to provide confidence of conformity of the processes and resulting
product to our quality system requirements.

We qualify all key suppliers (wafer foundries and assembly subcontractors) and their manufacturing processes. Our
key suppliers must agree to our quality system requirements, pass a quality management system audit, and
successfully complete a rigorous reliability test plan. We design these qualification requirements as preventive actions
to eliminate the causes and occurrence of potential nonconformities. These qualification requirements, reliability test
plans, and quality system audits are appropriate to minimize the impact of potential problems.

We developed a Social and Environmental Management System (SEMS) that is used as a framework to develop and
manage programs that prevent pollution, minimize the company s overall environmental impact, reduce health and
safety risks, promote integrity and fair labor practice, and continually improve business practices and performance.
Conexant s SEMS is certified to ISO 14001:2004 (International Organization for Standardization ~Environmental
Management Systems) and conforms to the requirements of OHSAS 18001:2007 (Occupational Health and Safety
Administration Standard Health and Safety Management Systems), and the EICC (Electronic Industry Citizenship
Coalition Electronic Industry Code of Conduct).

Customers, Marketing and Sales

Table of Contents 13



Edgar Filing: CONEXANT SYSTEMS INC - Form 10-K

We market and sell our semiconductor products and system solutions directly to leading OEMs of communication
electronics products and indirectly through electronic components distributors. We also sell our products to third-party

electronic manufacturing service providers, who manufacture products incorporating our semiconductor products for
OEM:s.

Sales to distributors and resellers accounted for approximately 36%, 34% and 35% of our net revenues in fiscal 2009,
2008 and 2007, respectively. In fiscal 2009, 2008 and 2007, there was one distributor, Sertek Incorporated, that
accounted for 23%, 23% and 23% of our net revenues, respectively. Sales to our twenty largest customers accounted
for approximately 87%, 83% and 82% of our net revenues in fiscal 2009, 2008 and 2007, respectively.

6
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Revenues derived from customers located in the Americas, the Asia-Pacific region and in Europe, the Middle East and
Africa, as a percentage of total net revenues, were as follows:

Fiscal Year Ended
2009 2008 2007
Americas 4% 6% 6%
China 64% 64% 60%
Asia-Pacific 31% 28% 32%
Europe, Middle East and Africa 1% 2% 2%

100% 100% 100%

We believe a portion of the products we sell to OEMs and third-party manufacturing service providers in China and
the Asia-Pacific region are ultimately shipped to end markets in the Americas and Europe.

We have a worldwide sales and marketing organization comprised of 123 employees as of October 2, 2009 in various
domestic and international locations. To complement our direct sales and customer support efforts, we also sell our
products through independent manufacturers representatives, distributors and dealers. In addition, our design and
applications engineering staff is actively involved with customers during all phases of design and production and
provides customer support through our worldwide sales offices, which are generally in close proximity to customers
facilities.

See Item 1A, Risk Factors, in this report for a discussion of risks and uncertainties related to our international
operations.

Backlog

Our sales are made primarily pursuant to standard purchase orders for delivery of products, with such purchase orders
officially acknowledged by us according to our own terms and conditions. Because industry practice allows customers
to cancel orders with limited advance notice to us prior to shipment, we believe that backlog as of any particular date
may not be indicative of our future revenue levels.

Competition
The communications semiconductor industry in general, and the markets in which we operate in particular, are
intensely competitive. We compete worldwide with a number of U.S. and international suppliers that are both larger

and smaller than us in terms of resources and market share. We anticipate that additional competitors will enter our
markets and expect intense price and product competition to continue.

We compete primarily with Integrated Device Technology, Inc., LSI Corporation, Marvell Technology Group Ltd.,
Realtek Semiconductor Corporation, Silicon Laboratories, Inc., Techwell, Inc., Wolfson Microelectronics plc, and

Zoran Corporation.

Intellectual Property and Proprietary Rights
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We currently own over 800 United States and foreign patents and patent applications related to our products,
processes and technologies. We also cross-license portions of our intellectual property and are licensed or
cross-licensed under a number of intellectual property portfolios in the industry that are relevant to our technologies
and products. We have filed and received federal and international trademark registrations of our Conexant
trademarks. We believe that our intellectual property, including patents, patent applications, licenses and trademarks
are of material importance to our business. We believe the duration of our intellectual property rights is adequate
relative to the expected lives of our products. Due to the fast pace of innovation and product development, in certain
cases our products may become obsolete before the patents, and other intellectual property rights, related to them
expire. In addition to protecting our proprietary technologies and processes, we constantly strive to strengthen and
enhance our intellectual property portfolio. We use the portfolio to seek licensing opportunities, to negotiate
cross-licenses with other intellectual property portfolios, to gain access to intellectual property of others and to avoid,
defend against, or settle litigation. While in the aggregate our patents, patent applications, licenses and trademarks are

7
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considered important to our operations, they are not considered of such importance that the loss or termination of any
one of them would materially affect our business or financial condition.

Environmental Regulation

Federal, state and local requirements relating to the discharge of substances into the environment, the disposal of
hazardous wastes, and other activities affecting the environment have had, and will continue to have, an impact on our
former manufacturing operations. To date, compliance with environmental requirements and resolution of
environmental claims have been accomplished without material effect on our liquidity and capital resources,
competitive position or financial condition. We believe that any expenditure necessary for the resolution of
environmental claims will not have a material adverse effect on our liquidity and capital resources, competitive
position or financial condition. We cannot assess the possible effect of compliance with future requirements.

Employees

As of October 2, 2009, we had 605 employees. None of our employees are covered by collective bargaining
agreements. We believe our future success will depend in large part upon our continued ability to attract, motivate,
develop and retain highly skilled and dedicated employees.

Available Information

We maintain an Internet website at www.conexant.com. Our annual reports on Form 10-K, quarterly reports on

Form 10-Q, current reports on Form 8-K and amendments to such reports filed or furnished pursuant to Section 13(a)
or 15(d) of the Securities Exchange Act of 1934, as amended, along with our annual report to stockholders and other
information related to our company, are available free of charge on this site as soon as reasonably practicable after we
electronically file or furnish these reports with the Securities and Exchange Commission. Our Internet website and the
information contained therein or connected thereto are not intended to be incorporated into this Annual Report on
Form 10-K.
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Item 1A. Risk Factors
Risk Factors

Our business, financial condition and results of operations can be impacted by a number of risk factors, any one of
which could cause our actual results to vary materially from recent results or from our anticipated future results. Any
of these risks could materially and adversely affect our business, financial condition and results of operations, which
in turn could materially and adversely affect the price of our common stock or other securities.

References in this section to our fiscal year refer to the fiscal year ending on the Friday nearest September 30 of each
year.

We face a risk that capital needed for our business and to repay our debt obligations will not be available when we
need it.

At October 2, 2009, we had $61.4 million aggregate principal amount of floating rate senior secured notes outstanding
due November 2010 and $250.0 million aggregate principal amount of convertible subordinated notes outstanding. In
September 2009, we completed a tender offer for $73.0 million of our floating rate senior secured notes and purchased
another $7.0 million of these notes, using proceeds from the sale of our BBA business and other completed
transactions and available cash on hand. The convertible notes are due in March 2026, but the holders may require us
to repurchase, for cash, all or part of their notes on March 1, 2011, March 1, 2016 and March 1, 2021 at a price of
100% of the principal amount, plus any accrued and unpaid interest.

We also have a $50.0 million credit facility with a bank that expires on November 27, 2009 at which time we will no
longer be able to draw down on the credit facility. There was an outstanding balance of $28.7 million under the credit
facility as of October 2, 2009. Pursuant to the terms of the credit facility, we are allowed to repay any outstanding
balance on or before May 27, 2010, through the collection of receivables in the ordinary course of business or out of
our cash balances.

Recent tightening of the credit markets and unfavorable economic conditions have led to a low level of liquidity in
many financial markets and extreme volatility in the credit and equity markets. If signs of improvement in the global
economy do not progress as expected and the economic slowdown continues or worsens, our business, financial
condition, cash flow and results of operations will be adversely affected. If that happens, our ability to access the
capital or credit markets may worsen and we may not be able to obtain sufficient capital to repay (i) the outstanding
balance under our credit facility that expires on November 27, 2009, and (ii) the $250 million outstanding principal
amount of our convertible subordinated notes when they become due in March 2026 or earlier as a result of the notes
mandatory repurchase requirements. The first mandatory repurchase date for our convertible subordinated notes is
March 1, 2011. In order to satisfy our outstanding debt obligations, we have initiated various actions, including a
public offering of our common stock, the exchange of new securities for a portion of our outstanding convertible
subordinated notes and the repurchase of our outstanding senior secured notes. In the event we are unable to satisfy or
refinance all of our outstanding debt obligations as the obligations are required to be paid, we will be required to
consider strategic and other alternatives, including, among other things, the sale of assets to generate funds, the
negotiation of revised terms of our indebtedness, and additional exchanges of our existing indebtedness obligations for
new securities and additional equity offerings. We have retained financial advisors to assist us in considering these
strategic, restructuring or other alternatives. There is no assurance that we would be successful in completing any of
these alternatives. Further, we may not be able to refinance any portion of this debt on favorable terms or at all. Our
failure to satisfy or refinance any of our indebtedness obligations as they come due, including through additional
exchanges of new securities for existing indebtedness obligations or additional equity offerings, would result in a
cross default and potential acceleration of our remaining indebtedness obligations, would have a material adverse
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effect on our business, and could potentially force us to restructure our indebtedness through a filing under the
U.S. Bankruptcy Code.

In addition, in the future, we may need to make strategic investments and acquisitions to help us grow our business,
which may require additional capital resources. We cannot assure you that the capital required to fund these

investments and acquisitions will be available in the future.
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There could be a negative effect on the price of our common stock if we issue equity securities to raise capital or in
connection with a restructuring of any or all of our convertible subordinated notes.

If we decide to issue any equity securities to raise capital or in connection with exchanges of or a restructuring of our
convertible subordinated notes, there could be a substantial dilutive effect on our common stock and an adverse effect
on the price of our common stock.

We are a much smaller company than in the recent past and dependent on fewer products for our success.
We are a much smaller company than in the recent past with a narrower, less diversified and more focused portfolio of
products. Our smaller size could cause our cash flow and growth prospects to be more volatile and make us more
vulnerable to focused competition. As a smaller company, we will have less capital available for research and
development and for strategic investments and acquisitions. We could also face greater challenges in satisfying or
refinancing our debt obligations as they become due. In addition, we may not be able to appropriately restructure the
supporting functions of the Company to fit the needs of a smaller company.
We are subject to the risks of doing business internationally.
For each of fiscal 2009, 2008 and 2007, net revenues from customers located outside of the United States ( U.S. ),
primarily in the Asia-Pacific region, represented approximately 97%, 97% and 96% of our total net revenues,
respectively. In addition, many of our key suppliers are located outside of the U.S. Our international operations consist
of research and development, sales offices, and other general and administrative functions. Our international
operations are subject to a number of risks inherent in operating abroad. These include, but are not limited to, risks
regarding:

difficulty in obtaining distribution and support;

local economic and political conditions;

limitations on our ability under local laws to protect our intellectual property;

currency exchange rate fluctuations;

disruptions of commerce and capital or trading markets due to or related to terrorist activity, armed conflict, or
natural disasters;

restrictive governmental actions, such as restrictions on the transfer or repatriation of funds and trade
protection measures, including export duties and quotas and customs duties and tariffs;

changes in legal or regulatory requirements;

the laws and policies of the U.S. and other countries affecting trade, foreign investment and loans, and import
or export licensing requirements; and

tax laws, including the cost of services provided and products sold between us and our subsidiaries which are
subject to review by taxing authorities.

Approximately $20.7 million of our $125.4 million of cash and cash equivalents at October 2, 2009 was located in
foreign countries where we conduct business, including approximately $13.5 million in India and $2.5 million in
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China. These amounts are not freely available for dividend repatriation to the U.S. without the imposition and
payment, where applicable, of local taxes. Further, the repatriation of these funds is subject to compliance with
applicable local government laws and regulations, and in some cases, requires governmental consent, including in
India and China. Our inability to repatriate these funds quickly and without any required governmental consents may
limit the resources available to us to fund our operations in the U.S. and other locations or to pay indebtedness.

Recently proposed significant changes to the U.S. international tax laws would limit U.S. deductions for expenses
related to un-repatriated foreign-source income and modify the U.S. foreign tax credit and check-the-box rules. We

cannot determine whether these proposals will be enacted into law or what, if any,
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changes may be made to such proposals prior to their being enacted into law. If the U.S. tax laws change in a manner
that increases our tax obligation, it could result in a material adverse impact on our net income and our financial
position.

Further, because most of our international sales are currently denominated in U.S. dollars, our products could become
less competitive in international markets if the value of the U.S. dollar increases relative to foreign currencies. From
time to time, we may enter into foreign currency forward exchange contracts to minimize risk of loss from currency
exchange rate fluctuations for foreign currency commitments entered into in the ordinary course of business. We have
not entered into foreign currency forward exchange contracts for other purposes. As of October 2, 2009 we did not
have any outstanding foreign currency forward exchange contracts. Our financial condition and results of operations
could be affected (adversely or favorably) by currency fluctuations.

We also conduct a significant portion of our international sales through distributors. Sales to distributors and other
resellers accounted for approximately 36%, 34% and 35% of our net revenues in fiscal 2009, 2008 and 2007,
respectively. Our arrangements with these distributors are terminable at any time, and the loss of these arrangements
could have an adverse effect on our operating results.

We operate in the highly cyclical semiconductor industry, which is subject to significant downturns that may
negatively impact our business, financial condition, cash flow and results of operations.

The semiconductor industry is highly cyclical and is characterized by constant and rapid technological change, rapid
product obsolescence and price erosion, evolving technical standards, short product life cycles (for semiconductors
and for the end-user products in which they are used) and wide fluctuations in product supply and demand. Recent
domestic and global economic conditions have presented unprecedented and challenging conditions reflecting
continued concerns about the availability and cost of credit, the U.S. mortgage market, declining real estate values,
increased energy costs, decreased consumer confidence and spending and added concerns fueled by the U.S. federal
government s interventions in the U.S. financial and credit markets. These conditions have contributed to instability in
both U.S. and international capital and credit markets and diminished expectations for the U.S. and global economy.
In addition, these conditions make it extremely difficult for our customers to accurately forecast and plan future
business activities and could cause U.S. and foreign businesses to slow spending on our products, which could cause
our sales to decrease or result in an extension of our sales cycles. Further, given uncertainty in the economic
environment, our customers may have difficulties obtaining capital at adequate or historical levels to finance their
ongoing business and operations, which could impair their ability to make timely payments to us. If that were to
occur, we may be required to increase our allowance for doubtful accounts and our days sales outstanding would be
negatively impacted. We cannot predict the timing, strength or duration of any economic slowdown or subsequent
economic recovery, worldwide or within our industry. If the economy or markets in which we operate continue to be
subject to these adverse economic conditions, our business, financial condition, cash flow and results of operations
will be adversely affected.

We are subject to intense competition.

The communications semiconductor industry in general and the markets in which we compete in particular are
intensely competitive. We compete worldwide with a number of U.S. and international semiconductor providers that
are both larger and smaller than us in terms of resources and market share. We continually face significant
competition in our markets. This competition results in declining average selling prices for our products. We also
anticipate that additional competitors will enter our markets as a result of expected growth opportunities,
technological and public policy changes and relatively low barriers to entry in certain markets of the industry. Many
of our competitors have certain advantages over us, such as significantly greater sales and marketing, manufacturing,
distribution, technical, financial and other resources. In addition, many of our current and potential competitors have a
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stronger financial position, less indebtedness and greater financial resources than we do. These competitors may be
able to devote greater financial resources to the development, promotion and sale of their products than we can. The
advantages of our competitors may increase now that we have become a significantly smaller company following the
sale of our BBA business.

11
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We believe that the principal competitive factors for semiconductor suppliers in our addressed markets are:
time-to-market;
product quality, reliability and performance;
level of integration;
price and total system cost;
compliance with industry standards;
design and engineering capabilities;
strategic relationships with customers;
customer support;
new product innovation; and
access to manufacturing capacity.

In addition, the financial stability of suppliers is an important consideration in our customers purchasing decisions.
Our relationship with existing and potential customers could be adversely affected if our customers perceive that we
lack an appropriate level of financial liquidity or stability or if they think we are too small to do business with.

Current and potential competitors also have established or may establish financial or strategic relationships among
themselves or with our existing or potential customers, resellers or other third parties. These relationships may affect
customers purchasing decisions. Accordingly, it is possible that new competitors or alliances could emerge and
rapidly acquire significant market share. We cannot assure you that we will be able to compete successfully against
current and potential competitors.

We own or lease a significant amount of space in which we do not conduct operations and doing so exposes us to
the financial risks of default by our tenants and subtenants and expenses related to carrying vacant property.

As a result of our various reorganization and restructuring related activities, we lease or own a number of domestic
facilities in which we do not operate. At October 2, 2009, we had 554,000 square feet of vacant leased space and
456,000 square feet of owned space, of which approximately 88% was being sub-leased to third parties and 12% was
vacant and offered for sublease. Included in these amounts are 389,000 square feet of owned space in Newport Beach
that we have leased to Jazz Semiconductor, Inc. and 126,000 square feet of leased space in Newport Beach that we
have sub-leased to Mindspeed Technologies, Inc. As of October 2, 2009, the aggregate amount owed to landlords
under space we lease but do not operate over the remaining terms of the leases was approximately $89.5 million and,
of this amount, subtenants had lease obligations to us in the aggregate amount of $11 million. The space we have
subleased to others is, in some cases, at rates less than the amounts we are required to pay landlords and, of the
aggregate obligations we had to landlords for unused space at October 2, 2009, approximately $22.8 million was
attributable to space we were attempting to sublease. In the event one or more of our subtenants fails to make lease
payments to us or otherwise defaults on their obligations to us, we could incur substantial unanticipated payment
obligations to landlords. In addition, in the event tenants of space we own fail to make lease payments to us or
otherwise default on their obligations to us, we could be required to seek new tenants and we cannot assure you that
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our efforts to do so would be successful or that the rates at which we could do so would be attractive. In the event our
estimates regarding our ability to sublet our available space are incorrect, we would be required to adjust our
restructuring reserves which could have a material impact on our financial results in the future.
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Our revenues, cash flow from operations and results of operations have fluctuated in the past and may fluctuate in
the future, particularly given adverse domestic and global economic conditions.

Our revenues, cash flow and results of operations have fluctuated in the past and may fluctuate in the future. These
fluctuations are due to a number of factors, many of which are beyond our control. These factors include, among
others:

changes in end-user demand for the products manufactured and sold by our customers;

the timing of receipt, reduction or cancellation of significant orders by customers;

adverse economic conditions, including the unavailability or high cost of credit to our customers;

the inability of our customers to forecast demand based on adverse economic conditions;

seasonal customer demand,;

the gain or loss of significant customers;

market acceptance of our products and our customers products;

our ability to develop, introduce and market new products and technologies on a timely basis;

the timing and extent of product development costs;

new product and technology introductions by competitors;

changes in the mix of products we develop and sell;

fluctuations in manufacturing yields;

availability and cost of products from our suppliers;

intellectual property disputes; and

the effect of competitive pricing pressures, including decreases in average selling prices of our products.

The foregoing factors are difficult to forecast, and these as well as other factors could materially adversely affect our
business, financial condition, cash flow and results of operations.

We have recently incurred substantial losses and may incur additional future losses.

Our (loss) income from continuing operations for fiscal 2009, 2008 and 2007 was $(26.9) million, $0.2 million, and
$(167.4) million, respectively. These results have had a negative impact on our financial condition and operating cash
flows. One of our primary sources of liquidity included borrowing under our credit facility, which expires on
November 27, 2009. As permitted by the terms of the credit facility, we plan to repay any outstanding balance under
this facility on or before May 27, 2010, through the collection of receivables in the ordinary course of business or out
of our cash balances. However, we cannot assure you that our business will be profitable or that we will not incur
additional substantial losses in the future. Additional operating losses, lower than expected product sales or our

Table of Contents 26



Edgar Filing: CONEXANT SYSTEMS INC - Form 10-K

inability to restructure our outstanding indebtedness or obtain additional capital to repay our indebtedness obligations
will adversely affect our cash flow and financial condition and could impair our ability to satisfy our indebtedness
obligations as such obligations come due.

Our ability to use our net operating losses ( NOLs ) and other tax attributes to offset future taxable income could
be limited by an ownership change and/or decisions by California and other states to suspend the use of NOLs.

We have significant NOLs, research and development ( R&D ) tax credits, capitalized R&D and amortizable goodwill
available to offset our future U.S. federal and state taxable income. Our ability to utilize these NOLs and other tax
attributes may be subject to significant limitations under Section 382 of the Internal Revenue Code (and applicable
state law) if we undergo an ownership change. An ownership change occurs for purposes of Section 382 of the

Internal Revenue Code if, among other things, 5% stockholders (i.e., stockholders who own or have owned
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5% or more of our stock (with certain groups of less-than-5% stockholders treated as single stockholders for this
purpose)) increase their aggregate percentage ownership of our stock by more than fifty percentage points above the
lowest percentage of the stock owned by these stockholders at any time during the relevant testing period. An issuance
of our common stock in connection with or as part of an exchange offer for our debt securities or any other issuance of
our common stock can contribute to or result in an ownership change under Section 382. Stock ownership for
purposes of Section 382 of the Code is determined under a complex set of attribution rules, so that a person is treated
as owning stock directly, indirectly (i.e., through certain entities) and constructively (through certain related persons
and certain unrelated persons acting as a group). In the event of an ownership change, Section 382 imposes an annual
limitation (based upon our value at the time of the ownership change, as determined under Section 382 of the Code)
on the amount of taxable income a corporation may offset with NOLs. If we undergo an ownership change,

Section 382 would also limit our ability to use R&D tax credits. In addition, if the tax basis of our assets exceeded the
fair market value of our assets at the time of the ownership change, Section 382 could also limit our ability to use
amortization of capitalized R&D and goodwill to offset taxable income for the first five years following an ownership
change. Any unused annual limitation may be carried over to later years until the applicable expiration date for the
respective NOLs. As a result, our inability to utilize these NOLSs, credits or amortization as a result of any ownership
changes, could adversely impact our operating results and financial condition.

In addition, California and certain states have suspended use of NOLs for certain taxable years, and other states are
considering similar measures. As a result, we may incur higher state income tax expense in the future. Depending on
our future tax position, continued suspension of our ability to use NOLs in states in which we are subject to income
tax could have an adverse impact on our operating results and financial condition.

Our success depends on our ability to timely develop competitive new products and reduce costs.
Our operating results depend largely on our ability to introduce new and enhanced semiconductor products on a timely
basis. Successful product development and introduction depends on numerous factors, including, among others, our
ability to:

anticipate customer and market requirements and changes in technology and industry standards;

accurately define new products;

complete development of new products and bring our products to market on a timely basis;

differentiate our products from offerings of our competitors;

achieve overall market acceptance of our products; and

coordinate product development efforts between and among our sites, particularly in India and China, to
manage the development of products at remote geographic locations.

We may not have sufficient resources to make the substantial investment in research and development in order to
develop and bring to market new and enhanced products, and our recent reductions in our R&D headcount and other
cost savings initiatives could further hinder our ability to invest in research and development. We cannot assure you
that we will be able to develop and introduce new or enhanced products in a timely and cost-effective manner, that our
products will satisfy customer requirements or achieve market acceptance, or that we will be able to anticipate new
industry standards and technological changes. The complexity of our products may lead to errors, defects and bugs
which could subject us to significant costs or damages and adversely affect market acceptance of our products. We
also cannot assure you that we will be able to respond successfully to new product announcements and introductions
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by competitors.

In addition, prices of established products may decline, sometimes significantly and rapidly, over time. We believe
that in order to remain competitive we must continue to reduce the cost of producing and delivering existing products
at the same time as we develop and introduce new or enhanced products. We cannot assure you that we will be
successful and as a result our gross margins may decline in future periods.

14
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We have significant goodwill and intangible assets, and future impairment of our goodwill and intangible assets
could have a material negative impact on our financial condition and results of operations.

At October 2, 2009, we had $109.9 million of goodwill and $5.6 million of intangible assets, net, which together
represented approximately 33% of our total assets. In periods subsequent to an acquisition, at least on an annual basis
or when indicators of impairment exist, we must evaluate goodwill and acquisition-related intangible assets for
impairment. When such assets are found to be impaired, they will be written down to estimated fair value, with a
charge against earnings. If our market capitalization drops below our book value for a prolonged period of time, if our
assumptions regarding our future operating performance change or if other indicators of impairment are present, we
may be required to write-down the value of our goodwill and acquisition-related intangible assets by taking a charge
against earnings.

Our remaining goodwill is associated with our business. Overall financial performance declines in the first quarter of
fiscal 2009 resulted in us performing an interim test for goodwill impairment related to such business. We determined
that, despite a decline in this business, performance levels remained sufficient to support the related goodwill as of
January 2, 2009. During the fourth fiscal quarter of 2009, we determined that the fair value of our business is greater
than its carrying value and therefore there is no impairment of goodwill as of October 2, 2009. Because of the
significance of our remaining goodwill and intangible asset balances, any future impairment of these assets could have
a material adverse effect on our financial condition and results of operations, although, as a charge, it would have no
effect on our cash flow. Significant impairments may also impact shareholders deficit.

The loss of a key customer could seriously impact our revenue levels and harm our business. In addition, if we are
unable to continue to sell existing and new products to our key customers in significant quantities or to attract new
significant customers, our future operating results could be adversely affected.

We have derived a substantial portion of our past revenue from sales to a relatively small number of customers. As a
result, the loss of any significant customer could materially and adversely affect our financial condition and results of
operations.

Sales to our twenty largest customers, including distributors, represented approximately 87%, 83% and 82% of our net
revenues in fiscal 2009, 2008 and 2007, respectively. For fiscal 2009, 2008 and 2007, there was one distributor that
accounted for 23%, 23% and 23%, respectively, of our net revenues. We expect that our largest customers will
continue to account for a substantial portion of our net revenue in future periods. The identities of our largest
customers and their respective contributions to our net revenue have varied and will likely continue to vary from
period to period. We may not be able to maintain or increase sales to certain of our key customers for a variety of
reasons, including the following:

most of our customers can stop incorporating our products into their own products with limited notice to us and
suffer little or no penalty;

our agreements with our customers typically do not require them to purchase a minimum quantity of our
products;

our customers perceptions of our liquidity and viability may have a negative impact on their decisions to
incorporate our products into their own products;

many of our customers have pre-existing or concurrent relationships with our current or potential competitors
that may affect the customers decisions to purchase our products;
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our customers face intense competition from other manufacturers that do not use our products;
some of our customers offer or may offer products that compete with our products;

some of our customers liquidity may be negatively affected by continued uncertainty in global economic
conditions; and

our smaller size after selling our BBA business, our cost-savings efforts and any future liquidity constraints
may limit our ability to develop and deliver new products to customers.

15

Table of Contents

31



Edgar Filing: CONEXANT SYSTEMS INC - Form 10-K

Table of Contents

In addition, our longstanding relationships with some larger customers may also deter other potential customers who
compete with these customers from buying our products. To attract new customers or retain existing customers, we
may offer certain customers favorable prices on our products. The loss of a key customer, a reduction in sales to any
key customer or our inability to attract new significant customers could seriously impact our revenue and materially
and adversely affect our results of operations.

Further, our product portfolio consists predominantly of semiconductor solutions for the communications, PC, and
consumer markets. Recent unfavorable domestic and global economic conditions have had an adverse impact on
demand in these end-user markets by reducing overall consumer spending or shifting consumer spending to products
other than those made by our customers. Continued reduced sales by our customers in these end-markets will
adversely impact demand by our customers for our products and could also slow new product introductions by our
customers and by us. Lower net sales of our products would have an adverse effect on our revenue, cash flow and
results of operations.

We may not be able to keep abreast of the rapid technological changes in our markets.

The demand for our products can change quickly and in ways we may not anticipate because our markets generally
exhibit the following characteristics:

rapid technological developments;

rapid changes in customer requirements;

frequent new product introductions and enhancements;

short product life cycles with declining prices over the life cycle of the products; and
evolving industry standards.

Our products could become obsolete sooner than anticipated because of a faster than anticipated change in one or
more of the technologies related to our products or in market demand for products based on a particular technology,
particularly due to the introduction of new technology that represents a substantial advance over current technology.
Currently accepted industry standards are also subject to change, which may contribute to the obsolescence of our
products. Furthermore, as a smaller company following the sale of our BBA business, we might not be able to fund
sufficient research and development to keep up with technological developments.

We may be subject to claims of infringement of third-party intellectual property rights or demands that we license
third-party technology, which could result in significant expense and loss of our ability to use, make, sell, export or
import our products or one or more components comprising our products.

The semiconductor industry is characterized by vigorous protection and pursuit of intellectual property rights. From
time to time, third parties have asserted and may in the future assert patent, copyright, trademark and other intellectual
property rights to technologies that are important to our business and have demanded and may in the future demand
that we license their patents and technology. Any litigation to determine the validity of claims that our products
infringe or may infringe these rights, including claims arising through our contractual indemnification of our
customers, regardless of their merit or resolution, could be costly and divert the efforts and attention of our
management and technical personnel. We cannot assure you that we would prevail in litigation given the complex
technical issues and inherent uncertainties in intellectual property litigation. If litigation results in an adverse ruling we
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could be required to:
pay substantial damages;
cease the manufacture, use or sale of infringing products, processes or technologies;
discontinue the use of infringing technology;

expend significant resources to develop non-infringing technology, which we may not be successful in
developing; or

license technology from the third party claiming infringement, which license may not be available on
commercially reasonable terms, or at all.
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If OEMs of communications electronics products do not design our products into their equipment, we will be
unable to sell those products. Moreover, a design win from a customer does not guarantee future sales to that
customer.

Our products are components of other products. As a result, we rely on OEMs of communications electronics products
to select our products from among alternative offerings to be designed into their equipment. We may be unable to
achieve these design wins. Without design wins from OEMs, we would be unable to sell our products. Once an OEM
designs another supplier s semiconductors into one of its product platforms, it will be more difficult for us to achieve
future design wins with that OEM s product platform because changing suppliers involves significant cost, time, effort
and risk. Achieving a design win with a customer does not ensure that we will receive significant revenues from that
customer and we may be unable to convert design wins into actual sales. Even after a design win, the customer is not
obligated to purchase our products and can choose at any time to stop using our products if, for example, it or its own
products are not commercially successful.

Because of the lengthy sales cycles of many of our products, we may incur significant expenses before we generate
any revenues related to those products.

Our customers may need six months or longer to test and evaluate our products and an additional six months or more
to begin volume production of equipment that incorporates our products. The lengthy period of time required also
increases the possibility that a customer may decide to cancel or change product plans, which could reduce or
eliminate sales to that customer. Thus, we may incur significant research and development, and selling, general and
administrative expenses before we generate the related revenues for these products, and we may never generate the
anticipated revenues if our customer cancels or changes its product plans. As a smaller company following the sale of
our BBA business, exposure to lengthy sales cycles may increase the volatility of our revenue stream and common
stock price.

Uncertainties involving the ordering and shipment of our products could adversely affect our business.

Our sales are typically made pursuant to individual purchase orders and we generally do not have long-term supply
arrangements with our customers. Generally, our customers may cancel orders until 30 days prior to shipment. In
addition, we sell a portion of our products through distributors and other resellers, some of whom have a right to
return unsold products to us. Sales to distributors and other resellers accounted for approximately 36%, 34% and 35%
of our net revenues in fiscal 2009, 2008 and 2007, respectively. Our distributors may offer products of several
different suppliers, including products that may be competitive with ours. Accordingly, there is a risk that the
distributors may give priority to other suppliers products and may not sell our products as quickly as forecasted, which
may impact the distributors future order levels. We routinely purchase inventory based on estimates of end-market
demand for our customers products, which is difficult to predict. This difficulty may be compounded when we sell to
OEMs indirectly through distributors and other resellers or contract manufacturers, or both, as our forecasts of
demand are then based on estimates provided by multiple parties. In addition, our customers may change their
inventory practices on short notice for any reason. The cancellation or deferral of product orders, the return of
previously sold products or overproduction due to the failure of anticipated orders to materialize could result in our
holding excess or obsolete inventory, which could result in write-downs of inventory.

We are dependent upon third parties for the manufacture, assembly and test of our products.
We are entirely dependent upon outside wafer fabrication facilities (known as foundries or fabs). Therefore, our

revenue growth is dependent on our ability to obtain sufficient external manufacturing capacity, including wafer
fabrication capacity. If the semiconductor industry experiences a shortage of wafer fabrication capacity in the future,
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we risk experiencing delays in access to key process technologies, production or shipments and increased
manufacturing costs. Moreover, our foundry partners often require significant amounts of financing in order to build
or expand wafer fabrication facilities. However, current unfavorable economic conditions have also resulted in a
tightening in the credit markets, decreased the level of liquidity in many financial markets and resulted in significant
volatility in the credit and equity markets. These conditions may make it difficult for foundries to obtain adequate or
historical levels of capital to finance the building or expansion of their wafer fabrication facilities, which would have
an adverse impact on their production capacity and could in turn negatively impact our wafer output. In
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addition, certain of our suppliers have required that we keep in place standby letters of credit for all or part of the
products we order. Such requirement, or a requirement that we pre-pay for all or part of vendor invoices or that we
shorten our payment cycle times in the future, may negatively impact our liquidity and cash position, or may not be
available to us due to our then current liquidity or cash position, and would have a negative impact on our ability to
produce and deliver products to our customers on a timely basis.

The foundries we use may allocate their limited capacity to fulfill the production requirements of other customers that
are larger and better financed than us. If we choose to use a new foundry, it typically takes several months to redesign
our products for the process technology and intellectual property cores of the new foundry and to complete the
qualification process before we can begin shipping products from the new foundry.

We are also dependent upon third parties for the assembly and testing of our products. Our reliance on others to
assemble and test our products subjects us to many of the same risks that we have with respect to our reliance on
outside wafer fabrication facilities.

Wafer fabrication processes are subject to obsolescence, and foundries may discontinue a wafer fabrication process
used for certain of our products. In such event, we generally offer our customers a last time buy program to satisfy
their anticipated requirements for our products. The unanticipated discontinuation of wafer fabrication processes on
which we rely may adversely affect our revenues and our customer relationships.

In the event of a disruption of the operations of one or more of our suppliers, we may not have a second
manufacturing source immediately available. Such an event could cause significant delays in shipments until we could
shift the products from an affected facility or supplier to another facility or supplier. The manufacturing processes we
rely on are specialized and are available from a limited number of suppliers. Alternate sources of manufacturing
capacity, particularly wafer fabrication capacity, may not be available to us on a timely basis. Even if alternate wafer
fabrication capacity is available, we may not be able to obtain it on favorable terms, or at all. All such delays or
disruptions could impair our ability to meet our customers requirements and have a material adverse effect on our
operating results.

In addition, the highly complex and technologically demanding nature of semiconductor manufacturing has caused
foundries from time to time to experience lower than anticipated manufacturing yields, particularly in connection with
the introduction of new products and the installation and start-up of new process technologies. Lower than anticipated
manufacturing yields may affect our ability to fulfill our customers demands for our products on a timely basis and
may adversely affect our cost of goods sold and our results of operations.

We may experience difficulties in transitioning to smaller geometry process technologies or in achieving higher
levels of design integration, which may result in reduced manufacturing yields, delays in product deliveries,
increased expenses and loss of design wins to our competitors.

To remain competitive, we expect to continue to transition our semiconductor products to increasingly smaller line
width geometries. This transition requires us to modify the manufacturing processes for our products and to redesign
some products, as well as standard cells and other integrated circuit designs that we may use in multiple products. We
periodically evaluate the benefits, on a product-by-product basis, of migrating to smaller geometry process
technologies to reduce our costs. In the past, we have experienced some difficulties in shifting to smaller geometry
process technologies or new manufacturing processes, which resulted in reduced manufacturing yields, delays in
product deliveries and increased expenses. We may face similar difficulties, delays and expenses as we continue to
transition our products to smaller geometry processes. We are dependent on our relationships with our foundries to
transition to smaller geometry processes successfully. We cannot assure you that our foundries will be able to
effectively manage the transition or that we will be able to maintain our existing foundry relationships or develop new
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ones. If our foundries or we experience significant delays in this transition or fail to implement this transition
efficiently, we could experience reduced manufacturing yields, delays in product deliveries and increased expenses,
all of which could negatively affect our relationships with our customers and result in the loss of design wins to our
competitors, which in turn would adversely affect our results of operations. As smaller geometry processes become
more prevalent, we expect to continue to integrate greater levels of functionality, as well as customer and third party
intellectual property, into our products. However, we may not be able to achieve higher levels of design integration or
deliver new integrated products on a timely basis, or at all. Moreover, even if we are
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able to achieve higher levels of design integration, such integration may have a short-term adverse impact on our
operating results, as we may reduce our revenue by integrating the functionality of multiple chips into a single chip.

If we are not successful in protecting our intellectual property rights, it may harm our ability to compete.

We use a significant amount of intellectual property in our business. We rely primarily on patent, copyright,
trademark and trade secret laws, as well as nondisclosure and confidentiality agreements and other methods, to protect
our proprietary technologies and processes. At times, we incorporate the intellectual property of our customers into
our designs, and we have obligations with respect to the non-use and non-disclosure of their intellectual property. In
the past, we have engaged in litigation to enforce our intellectual property rights, to protect our trade secrets or to
determine the validity and scope of proprietary rights of others, including our customers. We may engage in future
litigation on similar grounds, which may require us to expend significant resources and to divert the efforts and
attention of our management from our business operations. We cannot assure you that:

the steps we take to prevent misappropriation or infringement of our intellectual property or the intellectual
property of our customers will be successful;

any existing or future patents will not be challenged, invalidated or circumvented; or

any of the measures described above would provide meaningful protection.
Despite these precautions, it may be possible for a third party to copy or otherwise obtain and use our technology
without authorization, develop similar technology independently or design around our patents. If any of our patents
fails to protect our technology, it would make it easier for our competitors to offer similar products. In addition,

effective patent, copyright, trademark and trade secret protection may be unavailable or limited in certain countries.

Our success depends, in part, on our ability to effect suitable investments, alliances, acquisitions and where
appropriate, divestitures and restructurings.

Although we invest significant resources in research and development activities, the complexity and speed of
technological changes make it impractical for us to pursue development of all technological solutions on our own. On
an ongoing basis, we review investment, alliance and acquisition prospects that would complement our existing
product offerings, augment our market coverage or enhance our technological capabilities. However, we cannot assure
you that we will be able to identify and consummate suitable investment, alliance or acquisition transactions in the
future.
Moreover, if we consummate such transactions, they could result in:

large initial one-time write-offs of in-process research and development;

the incurrence of substantial debt and assumption of unknown liabilities;

the potential loss of key employees from the acquired company;

amortization expenses related to intangible assets; and

the diversion of management s attention from other business concerns.
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Integrating acquired organizations and their products and services may be expensive, time-consuming and a strain on
our resources and our relationships with employees and customers, and ultimately may not be successful. The process
of integrating operations could cause an interruption of, or loss of momentum in, the activities of one or more of our
products and the loss of key personnel. The diversion of management s attention and any delays or difficulties
encountered in connection with acquisitions and the integration of multiple operations could have an adverse effect on
our business, results of operations or financial condition.

Moreover, in the event that we have unprofitable operations or products we may be forced to restructure or divest such
operations or products. There is no guarantee that we will be able to restructure or divest such operations or products
on a timely basis or at a value that will avoid further losses or that will successfully mitigate the negative impact on
our overall operations or financial results.
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We may not be able to attract and retain qualified management, technical and other personnel necessary for the
design, development and sale of our products. Our success could be negatively affected if key personnel leave.

Our future success depends on our ability to attract and to retain the continued service and availability of skilled
personnel at all levels of our business. As the source of our technological and product innovations, our key technical
personnel represent a significant asset. The competition for such personnel can be intense. While we have entered into
employment agreements with some of our key personnel, we cannot assure you that we will be able to attract and
retain qualified management and other personnel necessary for the design, development and sale of our products.
Litigation could be costly and harmful to our business.
We are involved in various claims and lawsuits from time to time. For example, in February 2005, certain of our
current and former officers and our Employee Benefits Plan Committee were named as defendants in a purported
breach of fiduciary duties class action lawsuit that we recently settled for $3.25 million. Any of these claims or legal
actions could adversely affect our business, financial position and results of operations and divert management s
attention and resources from other matters.
We currently operate under tax holidays and favorable tax incentives in certain foreign jurisdictions.
While we believe we qualify for these incentives that reduce our income taxes and operating costs, the incentives
require us to meet specified criteria, which are subject to audit and review. We cannot assure that we will continue to
meet such criteria and enjoy such tax holidays and incentives. If any of our tax holidays or incentives are terminated,
our results of operations may be materially and adversely affected.
The price of our common stock may fluctuate significantly.
The price of our common stock is volatile and may fluctuate significantly. For example, since September 29, 2007, the
price of our stock has ranged from a high of $14.80 per share to a low of $0.26 per share. There can be no assurance as
to the prices at which our common stock will trade or that an active trading market in our common stock will be
sustained in the future. In addition to the matters discussed in other risk factors included herein, some of the reasons
for fluctuations in our stock price could include:

our operating and financial performance and prospects;

our ability to repay or restructure our debt;

the depth and liquidity of the market for our common stock;

investor perception of us and the industry in which we operate;

investor perception of us as a going concern and of our ability to operate successfully as a company with a
smaller cash flow and with significant debt obligations;

the level of research coverage of our common stock;
changes in earnings estimates or buy/sell recommendations by analysts;

general financial, domestic, international, economic and other market conditions;
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proposed acquisitions by us or our competitors;

the hiring or departure of key personnel; and

adverse judgments or settlements obligating us to pay damages.
In addition, public stock markets have experienced, and may in the future experience, extreme price and trading
volume volatility, particularly in the technology sectors of the market. This volatility has significantly affected the
market prices of securities of many technology companies for reasons frequently unrelated to or disproportionately
impacted by the operating performance of these companies. These broad market fluctuations may adversely affect the

market price of our common stock.
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Item 1B. Unresolved Staff Comments
Not applicable.

Item 2. Properties

Our corporate headquarters are located in Newport Beach, California. Our other principal facility in the United States
is located in Waltham, Massachusetts. Activities at these locations include research and development (including
design centers) and operations functions. We also have facilities in India and China. The following table summarizes
the locations and respective square footage of the facilities in which we operated at October 2, 2009 (square footage in
thousands):

Leased Owned
Square Square
Footage Footage Total

United States:

Newport Beach, California 145 51 196
Waltham, MA 29 29

174 51 225
India 20 20
China 27 27
Other Asia 37 37
Europe 3 3

261 51 312

As a result of our various reorganization and restructuring related activities, we also lease or own a number of
domestic facilities in which we do not operate. At October 2, 2009, we had 554,000 square feet of vacant leased space
and 456,000 square feet of owned space, of which approximately 88% is being sub-leased to third parties and 12% is
currently vacant and offered for sublease. Included in these amounts are 389,000 square feet of owned space in
Newport Beach that we have leased to Jazz Semiconductor, Inc., and 126,000 square feet of leased space in Newport
Beach that we have sub-leased to Mindspeed Technologies, Inc. and 3,000 square feet of owned space in Newport
Beach that we have leased to Skyworks Solutions, Inc.

We own approximately 25 acres of land in Newport Beach, California, including the land on which our

456,000 square feet of owned space is located (53,000 square feet occupied by us, 389,000 square feet leased to Jazz,
3,000 square feet leased to Skyworks, and 11,000 square feet leased to various others). We have determined that
approximately 17 acres of this property currently zoned for light industrial use could be sold and/or re-developed
under the current provisions of our lease agreement with Jazz. Under the passage of a new general plan for the City of
Newport Beach in November 2006, we initiated efforts to re-zone the property for mixed use (e.g., residential, retail,
etc.) and secure entitlements to maximize the value of this land. These efforts have been impacted by a lawsuit
between the City of Newport Beach and City of Irvine. To provide adequate protection from the City of Irvine, the
City of Newport Beach has requested that Conexant provide an Environmental Impact Report (EIR) specific to
Conexant s project in order to supplement the City of Newport Beach s EIR report. To complete this EIR report it will
take additional time and effort by Conexant and the City of Newport Beach. An exact date for when the entitlements
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will be completed is still unclear but efforts continue with the City of Newport Beach.

We believe our properties have been well-maintained, are in sound operating condition and contain all the equipment
and facilities necessary to operate at present levels. Our California facilities, including one of our design centers, are
located near major earthquake fault lines. We maintain no earthquake insurance with respect to these facilities. In
addition, certain of our facilities are located in countries that may experience civil unrest.
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Item 3. Legal Proceedings

IPO Litigation In November 2001, Collegeware Asset Management, LP, on behalf of itself and a putative class of
persons who purchased the common stock of GlobeSpan, Inc. (GlobeSpan, Inc. later became GlobespanVirata, Inc.,
and is now the Company s Conexant, Inc. subsidiary) between June 23, 1999 and December 6, 2000, filed a complaint
in the U.S. District Court for the Southern District of New York alleging violations of federal securities laws by the
underwriters of GlobeSpan, Inc. s initial and secondary public offerings as well as by certain GlobeSpan, Inc. officers
and directors. The complaint alleged that the defendants violated federal securities laws by issuing and selling
GlobeSpan, Inc. s common stock in the initial and secondary offerings without disclosing to investors that the
underwriters had (1) solicited and received undisclosed and excessive commissions or other compensation and

(2) entered into agreements requiring certain of their customers to purchase the stock in the aftermarket at escalating
prices. The complaint was consolidated for purposes of discovery and other pretrial proceedings with class actions
against more than 300 other companies making similar allegations regarding the public offerings of those companies
during 1998 through 2000. On June 10, 2009, the court gave preliminary approval, and on October 5, 2009, the court
gave final approval, to a $586 million aggregate settlement of the consolidated class actions. For purposes of the
settlement, the plaintiff classes do not include certain institutions allocated shares from the institutional pots in any of
the public offerings at issue in the consolidated class actions and persons associated with those institutions. Pursuant

to the terms of the settlement, the Company s and the individual GlobeSpan defendants share of the cost of the
settlement will be paid by GlobeSpan s insurers. Several appeals have been taken from the approval of the settlement;
at this time the Company does not believe that these appeals will have a material impact on the Company.

Class Action Suit  In February 2005, the Company and certain of its current and former officers and the Company s
Employee Benefits Plan Committee were named as defendants in Graden v. Conexant, et al., a lawsuit filed on behalf
of all persons who were participants in the Company s 401(k) Plan (Plan) during a specified class period. This suit was
filed in the U.S. District Court of New Jersey and alleges that the defendants breached their fiduciary duties under the
Employee Retirement Income Security Act, as amended, to the Plan and the participants in the Plan. The plaintiffs
filed an amended complaint on August 11, 2005. The amended complaint alleged that the plaintiffs lost money in the
Plan due to (i) poor Company merger-related performance, (ii) misleading disclosures by the Company regarding the
merger, (iii) breaches of fiduciary duty regarding management of Plan assets, (iv) being encouraged to invest in
Conexant Stock Fund, (v) being unable to diversify out of said fund and (vi) having the Company make its matching
contributions in said fund. On October 12, 2005, the defendants filed a motion to dismiss this case. The plaintiffs
responded to the motion to dismiss on December 30, 2005, and the defendants reply was filed on February 17, 2006.
On March 31, 2006, the judge dismissed this case and ordered it closed. The plaintiffs filed a notice of appeal on
April 17, 2006. The appellate argument was held on April 19, 2007. On July 31, 2007, the Third Circuit Court of
Appeals vacated the District Court s order dismissing plaintiffs complaint and remanded the case for further
proceedings. On August 27, 2008, the motion to dismiss was granted in part and denied in part. The judge left in
claims against all of the individual defendants as well as against the Company. In January 2009, the Company and the
plaintiffs agreed in principle to settle all outstanding claims in the litigation for $3.25 million. On May 21, 2009,
plaintiffs attorneys filed with the District Court a motion asking the court to grant its preliminary approval of the
proposed settlement and set a date for a final hearing on the settlement, after notice to the class, the obtaining of an
allocation of the dollar recovery, and certain other preconditions set forth in the settlement agreement. By order dated
June 18, 2009, the District Court granted preliminary approval of the proposed settlement and set September 11, 2009
as the date of the final Settlement Fairness hearing. On September 11, 2009 the Court approved the proposed
settlement. In fiscal 2009, the Company deposited $3.25 million into an escrow account and anticipates that the
settlement will be paid in December 2009.

Wi-Lan Litigation ~ On October 1, 2009, Wi-Lan, Inc. ( Wi-Lan ) filed a complaint in the United States District Court

for the Eastern District of Texas accusing the Company of infringing one United States patent. Wi-Lan alleges that
certain past sales from the Company s former BBA business infringe the patent, which allegedly relates to Asymmetric
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Digital Subscriber Line ( ADSL ) technology. The Company has not been served with the complaint. The Company
believes it does not infringe the Wi-Lan patent, and it will defend any lawsuit
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related to this patent. Wi-Lan and the Company have been engaged in licensing discussions concerning the asserted
patent since April 2008 and those discussions continue.

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of our shareholders during the quarter ended October 2, 2009.
PART II

Item 5. Market for Registrant s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Our common stock is traded on the NASDAQ Global Select Market (formerly the Nasdaq National Market) under the
symbol CNXT . The following table lists the high and low intra-day sale prices for our common stock as reported by
the NASDAQ Global Select Market for the periods indicated:

High Low

Fiscal year ended October 2, 2009:

Fourth quarter $ 395 $ 1.11
Third quarter 1.74 0.68
Second quarter 0.86 0.26
First quarter 3.35 0.64
Fiscal year ended October 3, 2008:

Fourth quarter $ 648 $ 2.68
Third quarter 6.60 4.30
Second quarter 9.00 3.50
First quarter 14.80 8.20

At November 23, 2009, there were approximately 27,866 holders of record of our common stock.

We have never paid cash dividends on our common stock. We are also currently prohibited from paying cash
dividends under the terms of our floating rate senior secured notes indenture. Accordingly, we currently intend to
retain any earnings for use in our business and to repay our indebtedness, and do not anticipate paying cash dividends
in the foreseeable future.
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Shareowner Return Performance Graph

Set forth below is a line graph comparing the cumulative total shareowner return on Conexant common stock against
the cumulative total return of the Standard & Poor s 500 Stock Index and the Nasdaq Electronic Components Index for
the five-year period ended October 2, 2009. The graph assumes that $100 was invested in each of Conexant common
stock, the Standard & Poor s 500 Stock Index and the Nasdaq Electronic Components Index at the respective closing
prices on September 30, 2004, the last trading day before the beginning of our fifth preceding fiscal year and that all
dividends were reinvested, and is adjusted to give effect to Conexant s June 30, 2008 reverse stock split. No cash
dividends have been paid or declared on Conexant common stock.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN#*
Among Conexant Systems, Inc., The S&P 500 Index
And The NASDAQ Electronic Components Index

*$100 invested on 9/30/04 in stock or index, including reinvestment of dividends.
Fiscal year ending September 30.

Copyright® 2009 S&P, a division of The McGraw-Hill Companies Inc. All rights reserved.

9/04 9/05 9/06 9/07 9/08 9/09
Conexant Systems, Inc. 100.00 111.88 125.00 75.00 25.06 17.13
S&P 500 100.00 112.25 124.37 144.81 112.99 105.18
NASDAQ Electronic
Components 100.00 118.95 112.83 137.42 95.53 98.63
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Item 6. Selected Financial Data

On August 24, 2009, the Company completed the sale of its Broadband Access (BBA) business to Ikanos
Communications, Inc. ( Ikanos ). Assets sold pursuant to the agreement with Ikanos include, among other things,
specified patents, inventory, contracts and tangible assets. Ikanos assumed certain liabilities, including obligations

under transferred contracts and certain employee-related liabilities. We also granted to Ikanos a license to use certain

of the Company s retained technology assets in connection with Ikanos s current and future products in certain fields of
use, along with a patent license covering certain of the Company s retained patents to make, use, and sell such products
(or, in some cases, components of such products).

In August 2008, Conexant completed the sale of its Broadband Media Processing (BMP) business unit. The selected
financial data for all periods have been restated to reflect the BMP and BBA businesses as discontinued operations.

The selected financial data should be read in conjunction with Management s Discussion and Analysis of Financial
Condition and Results of Operations and the consolidated financial statements and notes thereto appearing elsewhere
in this report.

Fiscal Year Ended
2009 2008 2007 2006 2005
(In thousands, except per share amounts)

Statement of Operations Data:

Net revenues $ 208,427 $ 331,504 $ 360,703 $ 485571 $ 428,134
Cost of goods sold(1)(2) 86,674 137,251 161,972 223,809 260,644
Gain on cancellation of supply

agreement(3) (17,500)

Gross margin 121,753 194,253 198,731 279,262 167,490
Operating expenses:

Research and development(2) 51,351 58,439 91,885 101,274 127,990
Selling, general and administrative(2) 62,740 77,905 80,893 89,863 85,169
Amortization of intangible assets 2,976 3,652 9,555 18,450 19,769
Gain on sale of intellectual property(4) (12,858)

Asset impairments(5) 5,672 277 225,380 85 3,761
Special charges(6) 18,983 18,682 8,360 3,731 27,501
Total operating expenses 128,864 158,955 416,073 213,403 264,190
Operating (loss) income (7,111) 35,298 (217,342) 65,859 (96,700)
Interest expense 21,148 27,804 36,953 32,567 28,123
Other (income) expense, net (5,025) 9,223 (36,505) 14,281 (106,080)

(Loss) income from continuing operations
before income taxes and (loss) gain on

equity method investments (23,234) (1,729) (217,790) 19,011 (18,743)
Provision for income taxes 871 849 798 889 1,203
(24,105) (2,578) (218,588) 18,122 (19,946)
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(Loss) income from continuing operations
before (loss) gain on equity method
investments

(Loss) gain on equity method investments

(Loss) income from continuing operations
Gain on sale of discontinued operations, net
of tax(7)

Loss from discontinued operations, net of
tax(2)(7)

Net loss

(2,807)
(26,912)
39,170

(17,521)

2,804 51,182 (8,164)
226 (167,406) 9,958
6,268

(306,670) (235,056) (132,549)

(10,642)

(30,588)

(145,402)

$ (5,263) $ (300,176) $ (402,462) $ (122,591) $ (175,990)
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Fiscal Year Ended
2009 2008 2007 2006 2005
(In thousands, except per share amounts)

(Loss) income per share from continuing

operations  basic $ 054) $ 0.00 $ 3.42) $ 021 $ (0.65)
(Loss) income per share from continuing

operations  diluted $ 054) $ 0.00 $ 3.42) $ 020 $ (0.65)
Gain per share from sale of discontinued

operations  basic and diluted $ 078 $ 0.13 §$ 0.00 $ 000 $ 0.00
Loss per share from discontinued

operations  basic $ 035 $ 621 $ 4.80) $ Q77 $ (3.09)
Loss per share from discontinued

operations  diluted $ 035 $ 6.18) $ 4.80) $ 271 $ (3.09)
Net loss per share  basic $ 0.11) $ (6.08) $ 822) $ 2.56) $ (3.74)
Net loss per share  diluted $ 0.11) $ (6.05) $ 8.22) $ 2.51) $ (3.74)
Balance Sheet Data at Fiscal Year End:

Working capital(8) $ 42,047 $ 115,617 $ 318360 $ 127,635 $ 125,856
Total assets 350,850 446,403 985,969 1,573,625 1,581,524
Short-term debt 28,653 40,117 80,000 80,000

Current portion of long-term debt(9) 61,400 17,707 58,000 188,375 196,825
Long-term obligations(9) 312,089 430,034 523,422 601,189 599,007
Shareholders (deficit) equity (118,551) (136,734) 146,515 510,098 569,093

(1) In fiscal 2005, in response to lower market prices and reduced end-customer demand for our products, we
recorded $32.3 million of inventory charges to establish additional excess and obsolete inventory reserves and a
write-down of inventory to lower of cost or market.

(2) We adopted FASB ASC 718-10 (Statement of Financial Accounting Standards (SFAS) No. 123(R), Share-Based
Payment, ) on October 1, 2005. As a result, stock-based compensation expense included within cost of goods
sold, research and development expense, and selling, general and administrative expense in fiscal 2009, 2008,
2007 and 2006 is based on the fair value of all stock options, stock awards and employee stock purchase plan
shares. Stock-based compensation expense for earlier periods is based on the intrinsic value of acquired or
exchanged unvested stock options in business combinations, which is in accordance with previous accounting
standards. Non-cash employee stock-based compensation expense included in our consolidated statements of
operations was as follows (in thousands):

Fiscal Year Ended
2009 2008 2007 2006 2005
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Cost of goods sold $ 247 $ 370 $ 426 $ 382 $

Research and development 869 2,725 6,157 9,249 3,027
Selling, general and administrative 3,736 9,185 7,271 19,312 1,881
Loss from discontinued operations, net of tax 868 3,589 5,897 16,632 7,142

(3) In fiscal 2006, Conexant and Jazz Semiconductor, Inc. (Jazz) terminated a wafer supply and services agreement.
In lieu of credits towards future purchases of product from Jazz, we received additional shares of Jazz common
stock and recorded a gain of $17.5 million.

(4) In fiscal 2009, we recorded a $12.9 million gain on sale of intellectual property.

(5) In fiscal 2007, we recorded $184.7 million of goodwill impairment charges, $30.3 million of intangible
impairment charges and $6.1 million of property, plant and equipment impairment charges associated with our
Embedded Wireless Network products.
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(6)

Special charges include the following related to the settlement of legal matters and restructuring charges (in
thousands):

Fiscal Year Ended
2009 2008 2007 2006 2005
Legal settlements $ 3475 $ $ 1,497 $ $ 3,255
Restructuring charges 15,116 11,539 7,227 3,641 18,707

(7N

®)

&)

As a result of our decision to sell certain assets and liabilities of the BMP and BBA business units in fiscal 2008
and 2009, respectively, the results of the BMP and BBA business and the gain on sale of the BMP business are
reported as discontinued operations for all periods presented.

Working capital is defined as current assets minus current liabilities.

Beginning in March 2006, we consider our available-for-sale portfolio as available for use in our current
operations. Accordingly, from that date we have classified all marketable securities as short-term, even though
the stated maturity dates may be more than one year beyond the current balance sheet date. Prior to March 2006,
short-term marketable securities consisted of debt securities with remaining maturity dates of one year or less and
equity securities of publicly-traded companies, and long-term marketable securities consisted of debt securities
with remaining maturity dates of greater than one year. For periods prior to March 2006, long-term marketable
securities are excluded from the calculation of working capital.

Beginning in March 2006, we reclassified the long-term portion of our restructuring accruals, principally
consisting of future rental commitments under operating leases, from current liabilities to other long-term
liabilities on our consolidated balance sheet. The long-term portion of restructuring accruals for all prior periods
have been similarly reclassified. These reclassifications did not affect our total assets, total liabilities, total
shareholders equity, results of operations or cash flows and did not have a material impact on current liabilities,
long-term liabilities or the calculation of working capital for any period presented.

In November 2006, we issued $275.0 million aggregate principal amount of floating rate senior secured notes due
November 2010. Proceeds from this issuance, net of fees, were approximately $268.1 million. We used the net
proceeds of this offering, together with available cash, cash equivalents and marketable securities on hand, to
retire our outstanding $456.5 million aggregate principal amount of convertible subordinated notes in February
2007. Because the net proceeds from this offering were used to repay at maturity a portion of the convertible
subordinated notes due February 2007, $268.1 million of the $456.5 million convertible subordinated notes has
been reclassified as long-term debt on our consolidated balance sheet as of September 29, 2006, as required by
the Segment Reporting topics of the FASB ASC 470-10 (SFAS No. 6, Classification of Short-Term Obligations
Expected to Be Refinanced ).

Subsequent to October 2, 2009, the Company issued a redemption notice announcing that it will redeem all of the
remaining $61.4 million senior secured notes on December 18, 2009. The redemption price will be equal to 101%
of the principal amount of the senior secured notes plus accrued and unpaid interest to the redemption date.
Accordingly, the remaining $61.4 million senior secured notes have been classified as current in the Company s
consolidated balance sheets as of October 2, 2009.
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As discussed in note (8) above, $268.1 million of the $456.5 million convertible subordinated notes due February
2007 were reclassified as long-term debt on our consolidated balance sheet as of September 29, 2006, as required
by the Segment Reporting topics of the FASB ASC 470-10 (SFAS No. 6, Classification of Short-Term
Obligations Expected to Be Refinanced ).

Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations
You should read the following discussion and analysis in conjunction with our Consolidated Financial Statements and
related Notes thereto included in Part II, Item 8 of this Report and the Risk Factors included in Part I, Item 1A of this

report, as well as other cautionary statements and risks described elsewhere in this report.
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Overview

We design, develop and sell semiconductor system solutions, comprised of semiconductor devices, software and
reference designs, for imaging, audio, embedded-modem, and video applications. These solutions include a
comprehensive portfolio of imaging solutions for multifunction printers (MFPs), fax platforms, and connected frame
market segments. Our audio solutions include high-definition (HD) audio integrated circuits, HD audio codecs, and
speakers-on-a-chip solutions for personal computers, PC peripheral sound systems, audio subsystems, speakers,
notebook docking stations, voice-over-IP speakerphones, intercom, door phone, and audio-enabled surveillance
applications. We also offer a full suite of embedded-modem solutions for set-top boxes, point-of-sale systems, home
automation and security systems, and desktop and notebook PCs. Additional products include decoders and media
bridges for video surveillance and security applications, and system solutions for analog video-based multimedia
applications.

Our fiscal year is the 52- or 53-week period ending on the Friday closest to September 30. Fiscal year 2009 was a
52-week year and ended on October 2, 2009. Fiscal year 2008 was a 53-week year and ended on October 3, 2008.
Fiscal year 2007 was a 52-week year and ended on September 28, 2007.

Business Enterprise Segments

The Company operates in one reportable segment. As required by the Segment Reporting topics of the FASB ASC
280-10 (SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information ), standards are
established for the way that public business enterprises report information about operating segments in their annual
consolidated financial statements. Following the sale of the Company s Broadband Access Products ( BBA ) operating
segment, the results of which have been classified in discontinued operations, the Company has one remaining

operating segment, comprised of one reporting unit, which was identified based upon the availability of discrete
financial information and the chief operating decision makers regular review of the financial information for this
operating segment.

In August 2009, we completed the sale of certain assets related to the BBA business to Ikanos Communications, Inc.
In August 2008, we completed the sale of our BMP business to NXP. As a result, the operations of the BMP business
and the BBA business have been reported as discontinued operations for all periods presented.

Results of Operations
Net Revenues

We recognize revenue when (i) persuasive evidence of an arrangement exists, (ii) delivery has occurred, (iii) the sales
price and terms are fixed and determinable, and (iv) the collection of the receivable is reasonably assured. These terms
are typically met upon shipment of product to the customer. The majority of our distributors have limited stock
rotation rights, which allow them to rotate up to 10% of product in their inventory two times per year. We recognize
revenue to these distributors upon shipment of product to the distributor, as the stock rotation rights are limited and we
believe that we have the ability to reasonably estimate and establish allowances for expected product returns in
accordance with FASB ASC 605-15 (Statement of Financial Accounting Standards (SFAS) No. 48, Revenue
Recognition When Right of Return Exists ).

Revenue with respect to sales to customers to whom we have significant obligations after delivery is deferred until all
significant obligations have been completed. At October 2, 2009 and October 3, 2008, deferred revenue related to
shipments of products for which we have on-going performance obligations was $0.1 million and $0.2 million,
respectively.
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Our net revenues decreased 37% to $208.4 million in fiscal 2009 from $331.5 million in fiscal 2008. This decrease
was primarily driven by a 21% decrease in average selling prices (ASPs) and a 20% decrease in unit volume
shipments. The revenue decline was primarily driven by the economic downturn combined with the modem business
de-bundling trend and lower shipments of legacy wireless products.

The global economic recession severely dampened semiconductor industry sales in fiscal 2009. Weakening demand
for the major drivers of semiconductor sales, which includes automotive products, personal computers,
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consumer electronics, and corporate information technology products, resulted in a sharp drop in semiconductor
industry sales. Demand for all of our products has experienced significant decline in line with the industry decline.
Revenues in the fiscal year ended October 2, 2009 were lower compared to the fiscal year ended October 3, 2008
primarily as a result of the effects of the overall economic environment. Facing these challenges, the Company has
reduced its operating costs and managed its working capital, while continuing to focus on delivering innovative
products to gain market share. Management believes it reached the bottom of its revenue cycle in the fiscal quarter
ended April 3, 2009 and sees signs of market stabilization, evidenced by stronger quarter-over-quarter orders that
support this belief.

Our net revenues decreased 8% to $331.5 million in fiscal 2008 from $360.7 million in fiscal 2007. This decline was
driven by a 16% decrease in average selling prices (ASPs) which was offset slightly by a 5% increase in unit volume
shipments. These declines were partially offset by approximately $14.7 million of non-recurring revenue from the
buyout of a future royalty stream in fiscal 2008.

Gross Margin

Gross margin represents net revenues less cost of goods sold. As a fabless semiconductor company, we use third
parties for wafer production and assembly and test services. Our cost of goods sold consists predominantly of
purchased finished wafers, assembly and test services, royalties, other intellectual property costs, labor and overhead
associated with product procurement and non-cash stock-based compensation charges for procurement personnel.

Our gross margin percentage for fiscal 2009 was 58.4% compared with 58.6% for fiscal 2008. Our gross margin
percentage for fiscal 2008 includes a non-recurring royalty buyout of $14.7 million that occurred in the first quarter.
The royalty buyout contributed 1.9% to our gross margin percentage during fiscal 2008. The increase in gross margin
percentage is attributable to product cost reduction efforts and improved inventory management, resulting in lower
excess and obsolete (E&O) inventory provisions as a percentage of sales.

Our gross margin percentage for fiscal 2008 was 58.6% compared with 55.1% for fiscal 2007. Our gross margin
percentage for fiscal 2008 includes a non-recurring royalty buyout of $14.7 million that occurred in the first quarter.
The royalty buyout contributed 1.9% to our gross margin percentage during fiscal 2008. The remaining increase in
gross margin percentage is attributable to product cost reduction efforts and favorable product mix.

We assess the recoverability of our inventories on a quarterly basis through a review of inventory levels in relation to
foreseeable demand, generally over the following twelve months. Foreseeable demand is based upon available
information, including sales backlog and forecasts, product marketing plans and product life cycle information. When
the inventory on hand exceeds the foreseeable demand, we write down the value of those inventories which, at the
time of our review, we expect to be unable to sell. The amount of the inventory write-down is the excess of historical
cost over estimated realizable value. Once established, these write-downs are considered permanent adjustments to the
cost basis of the excess inventory. Demand for our products may fluctuate significantly over time, and actual demand
and market conditions may be more or less favorable than those projected by management. In the event that actual
demand is lower than originally projected, additional inventory write-downs may be required. Similarly, in the event
that actual demand exceeds original projections, gross margins may be favorably impacted in future periods. During
fiscal 2009, we recorded $0.7 million of net credits for E&O
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inventory. During fiscal 2008, we recorded $5.6 million of net charges for E&O inventory. Activity in our E&O
inventory reserves for fiscal 2009 and 2008 was as follows (in thousands):

Fiscal Year Ended

2009 2008
E&O reserves, beginning of period $ 12,579 $ 11,986
Additions 2,159 7,309
Release upon sales of product (2,904) (1,733)
Scrap (5,669) (4,003)
Standards adjustments and other 227 (980)
E&O reserves, end of period $ 6,392 $ 12,579

We review our E&O inventory balances at the product level on a quarterly basis and regularly evaluate the disposition
of all E&O inventory products. It is possible that some of these reserved products will be sold, which will benefit our
gross margin in the period sold. During fiscal 2009 and 2008, we sold $2.9 million and $1.7 million, respectively, of
reserved products.

Our products are used by communications electronics OEMs that have designed our products into communications
equipment. For many of our products, we gain these design wins through a lengthy sales cycle, which often includes
providing technical support to the OEM customer. Moreover, once a customer has designed a particular supplier s
components into a product, substituting another supplier s components often requires substantial design changes,
which involve significant cost, time, effort and risk. In the event of the loss of business from existing OEM customers,
we may be unable to secure new customers for our existing products without first achieving new design wins. When
the quantities of inventory on hand exceed foreseeable demand from existing OEM customers into whose products our
products have been designed, we generally will be unable to sell our excess inventories to others, and the estimated
realizable value of such inventories to us is generally zero.

On a quarterly basis, we also assess the net realizable value of our inventories. When the estimated ASP, less costs to
sell our inventory, falls below our inventory cost, we adjust our inventory to its current estimated market value.
During fiscal 2009 there were no charges to adjust product costs to their estimated market values. Increases to the
lower of cost or market (LCM) inventory reserves may be required based upon actual ASPs and changes to our current
estimates, which would impact our gross margin percentage in future periods.

Research and Development

Our research and development (R&D) expenses consist principally of direct personnel costs to develop new
semiconductor products, allocated indirect costs of the R&D function, photo mask and other costs for pre-production
evaluation and testing of new devices, and design and test tool costs. Our R&D expenses also include the costs for
design automation advanced package development and non-cash stock-based compensation charges for R&D
personnel.

R&D expense decreased $7.1 million, or 12% in fiscal 2009 compared to fiscal 2008. The decrease is due to a 17%
reduction in R&D headcount from September 2008 to September 2009, driven by restructuring activities and cost

cutting measures, partially offset by our ongoing cost associated with our acquisition of the Freescale SigmaTel design
center.

Table of Contents 57



Edgar Filing: CONEXANT SYSTEMS INC - Form 10-K

R&D expense decreased $33.4 million, or 36%, in fiscal 2008 compared to fiscal 2007. The decrease is due to a 54%
reduction in R&D headcount from September 2007 to September 2008. Other restructuring activities and cost cutting
measures also contributed to the reduction in R&D expense.

Selling, General and Administrative
Our selling, general and administrative (SG&A) expenses include personnel costs, sales representative commissions,
advertising and other marketing costs. Our SG&A expenses also include costs of corporate functions including legal,

accounting, treasury, human resources, customer service, sales, marketing, field application
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engineering, allocated indirect costs of the SG&A function, and non-cash stock-based compensation charges for
SG&A personnel.

SG&A expense decreased $15.2 million, or 19%, in fiscal 2009 compared to fiscal 2008. The decrease is primarily
due to the 30% decline in SG&A headcount from September 2008 to September 2009 resulting from restructuring
activities and cost cutting measures.

SG&A expense decreased $3.0 million, or 4%, in fiscal 2008 compared to fiscal 2007. The decrease is primarily due
to the 33% decline in SG&A headcount from September 2007 to September 2008 resulting from restructuring
activities and cost cutting measures. The majority of the headcount decrease occurred at the end of the fiscal year, as a
result of the BMP business unit sale.

Amortization of Intangible Assets

Amortization of intangible assets consists of amortization expense for intangible assets acquired in various business
combinations. Our remaining intangible assets are being amortized over a weighted-average period of approximately
5.3 years.

Amortization expense decreased $0.7 million, or 19%, in fiscal 2009 compared to fiscal 2008. The decrease in
amortization expense is primarily attributable to the completion of amortization on an intangible asset in the third
quarter of fiscal 20009.

Amortization expense decreased $5.9 million, or 62%, in fiscal 2008 compared to fiscal 2007. The decrease in
amortization expense is primarily attributable to the impairment of the intangible assets related to our former wireless
business unit recognized in the fourth quarter of fiscal 2007.

Asset Impairments

During fiscal 2009, we recorded impairment charges of $10.8 million, consisting primarily of an $8.3 million
impairment of a patent license with Freescale Semiconductor, Inc., land and fixed asset impairments of $1.4 million,
electronic design automation ( EDA ) tool impairments of $0.8 million, intangible asset impairments of $0.3 million.
Asset impairments recorded in continuing operations were $5.7 million, asset impairments related to the BMP and
BBA business units of $5.1 million were recorded in discontinued operations.

As a result of the sale of our BBA business and decrease in revenues in the continuing business, the Company
determined that the technology license with Freescale Semiconductor Inc. had no value and therefore recorded an
impairment charge of $8.3 million for the license, of which $3.3 million was recorded in discontinued operations and
$5.0 million in operating expenses in the year ended October 2, 2009.

During fiscal 2008, we continued our review and assessment of the future prospects of its businesses, products and
projects with particular attention given to the BBA business unit. The challenges in the competitive DSL market
resulted in the net book value of certain assets within the BBA business unit to be considered not fully recoverable. As
a result, we recorded impairment charges of $108.8 million related to goodwill, $1.9 million related to intangible
assets, $6.5 million related to property, plant and equipment and $3.4 million related to EDA tools. The impairment
charges have been included in net loss from discontinued operations.

During fiscal 2008, we reevaluated our reporting unit operations with particular attention given to various scenarios

for the BMP business. The determination was made that the net book value of certain assets within the BMP business
unit were considered not fully recoverable. As a result, we recorded impairment charges of $119.6 million related to
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goodwill, $21.1 million related to EDA tools and technology licenses and $2.1 million related to property, plant and
equipment, respectively. The impairment charges have been included in net loss from discontinued operations.

Asset impairment charged to continuing operations in fiscal 2008 of $0.3 million consisted primarily of property,
plant and equipment charges.
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Special Charges
Fiscal Year Ended
October 2, October 3, September 28,
2009 2008 2007
(In
thousands)

Litigation charges $ 3475 $ $ 1,497
Restructuring charges 15,116 11,539 7,227
Voluntary Early Retirement Plan (  VERP ) settlement charge 6,294
Loss on disposal of property 392 961
Other special charges (112) (364)

$ 18,983 $ 18,682 $ 8,360

Special charges for fiscal 2009 consisted primarily of restructuring charges due to reduction of subtenant income from
restructured office space and $3.5 million for a settlement of our class action lawsuit related to our 401(k) plan.

Special charges for fiscal 2008 consisted primarily of restructuring charges of $11.5 million that were primarily
comprised of employee severance and termination benefit costs related to our fiscal 2008 restructuring actions. In
addition, we incurred a charge of $6.3 million related to the settlement of our liability related to the VERP via the
purchase of a non-participating annuity contract.

Special charges for fiscal 2007 consisted primarily of a $1.5 million charge for the settlement of our litigation with
British Telecom and Conference America and restructuring charges of $7.2 million that were primarily comprised of
employee severance and termination benefit costs related to our fiscal 2007 restructuring actions and, to a lesser
extent, facilities related charges mainly resulting from the accretion of rent expense related to our fiscal 2005
restructuring action.

Interest Expense

Interest expense decreased $6.7 million, or 24% during fiscal 2009 compared to fiscal 2008. The decrease is primarily
attributable to lower debt balances due to repurchase of $133.6 million of debt in 2008 and lower interest rates on our
remaining variable rate debt.

Interest expense decreased $9.1 million, or 25% during fiscal 2008 compared to fiscal 2007. The decrease is primarily
attributable to the repurchase of $53.6 million and $80.0 million of our senior secured notes in March and September

2008, respectively, debt refinancing activities implemented in fiscal 2007 and declines in interest rates on our variable
rate debt.

Other (Income) Expense, Net

Fiscal Year Ended
2009 2008 2007

Table of Contents 61



Edgar Filing: CONEXANT SYSTEMS INC - Form 10-K

Investment and interest income $ (1,747) $ (7,237) $ (13,833)
(Increase) decrease in the fair value of derivative instruments (4,508) 14,974 952
Impairment of equity securities 2,770

Loss on rental property 1,435

Loss on swap termination 1,087

Gains on investments in equity securities (1,856) (896) (17,016)
Other (771) 947 (6,608)
Other (income) expense, net $ (5,025 $ 9,223 $ (36,505)

32

Table of Contents 62



Edgar Filing: CONEXANT SYSTEMS INC - Form 10-K

Table of Contents

Other income, net for fiscal 2009 was primarily comprised of a $4.5 million increase in the fair value of the
Company s warrant to purchase 6.1 million shares of Mindspeed common stock, $1.9 million in gains on sales of
equity securities, $1.7 million of investment and interest income on invested cash balances offset by $2.8 million of
impairments on equity securities and a $1.1 million realized loss on the termination of interest rate swaps.

Other expense, net for fiscal 2008 was primarily comprised of $7.2 million of investment and interest income on
invested cash balances, a $15.0 million decrease in the fair value of the Company s warrant to purchase 6.1 million
shares of Mindspeed common stock and $1.4 million of expense related to a rental property.

Other income, net for fiscal 2007 was primarily comprised of $13.8 million of investment and interest income on
invested cash balances, $17.0 million of gains on investments in equity securities, including primarily the gain of
$16.3 million on the sale of our Skyworks shares and investment credits realized on asset disposals.

Provision for Income Taxes

In fiscal 2009, 2008 and 2007, we recorded income tax provisions of $0.9 million, $0.8 million and $0.8 million,
respectively, primarily reflecting income taxes imposed on our foreign subsidiaries. All of our U.S. federal income
taxes and the majority of our state income taxes are offset by fully reserved deferred tax assets. Unless there is a
change of ownership under Section 382 of the Internal Revenue Code, as amended, which would limit our ability to
utilize our deferred tax assets, we expect this to continue for the foreseeable future. We expect our tax provision in
future years to decrease slightly due to the contraction of our business activities outside of the U.S., primarily in India
and China, partially offset by the scheduled expiration of certain tax holidays in India in fiscal 2010.

As of October 2, 2009, we had approximately $1.3 billion of net deferred income tax assets, which are primarily
related to U.S. federal income tax net operating loss (NOL) carryforwards and capitalized R&D expenses and which
can be used to offset taxable income in subsequent years. Approximately $766 million of the NOL carryforwards were
acquired in business combinations, and under FASB ASC 805-10 (SFAS 141R), which will be effective in fiscal
2010, the benefit of which, if any, will decrease our provision for income taxes. The deferred tax assets acquired in the
merger with GlobespanVirata are subject to limitations imposed by section 382 of the Internal Revenue Code, as
amended. Such limitations are not expected to impair our ability to utilize these deferred tax assets. As of October 2,
2009, we have a valuation allowance recorded against all of our U.S. and state deferred tax assets and foreign
operations have recorded a net deferred tax liability of $0.5 million. We do not expect to recognize any domestic
income tax benefits relating to future operating losses until we believe that such tax benefits are more likely than not
to be realized.

On September 29, 2007, the Company adopted the provisions of the FASB ASC 740-10 (FASB Interpretation No. 48,

Accounting for Uncertainty in Income Taxes an interpretation of FASB Statement No. 109 ), which provides a
financial statement recognition threshold and measurement attribute for a tax position taken or expected to be taken in
a tax return. Under FASB ASC 740-10 (FIN 48), a company may recognize the tax benefit from an uncertain tax
position only if it is more likely than not that the tax position will be sustained on examination by the taxing
authorities, based on the technical merits of the position. The tax benefits recognized in the financial statements from
such a position should be measured based on the largest benefit that has a greater than 50% likelihood of being
realized upon ultimate settlement. FASB ASC 740-10 (FIN 48) also provides guidance on derecognition of income tax
assets and liabilities, classification of current and deferred income tax assets and liabilities, accounting for interest and
penalties associated with tax positions, and income tax disclosures.

Adopting FASB ASC 740-10 (FIN 48) had the following impact on the Company s financial statements: increased

long-term liabilities by $5.9 million and retained deficit by $0.8 million and decreased its long-term assets by
$0.3 million and current income taxes payable by $5.3 million. As of September 29, 2007, the Company had
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$74.4 million of unrecognized tax benefits of which $5.2 million, if recognized, would affect its effective tax rate. As
of October 2, 2009 and October 3, 2008, the Company had $73.8 million and $77.3 million, respectively, of
unrecognized tax benefits of which $8.6 million and $7.7 million, respectively, if recognized, would affect its
effective tax rate. The Company s policy is to include interest and penalties related to unrecognized tax benefits in
provision for income taxes. As of October 2, 2009 and October 3, 2008, the Company had accrued interest and
penalties related to uncertain tax positions of $1.2 million and $0.9 million, respectively, net of income tax benefit on
its balance sheet.
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The Company is subject to income taxes in both the United States and numerous foreign jurisdictions and has also
acquired and divested certain businesses for which it has retained certain tax liabilities. In the ordinary course of our
business, there are many transactions and calculations in which the ultimate tax determination is uncertain and
significant judgment is required in determining our worldwide provision for income taxes. The Company and its
acquired and divested businesses are regularly under audit by tax authorities. Although the Company believes its tax
estimates are reasonable, the final determination of tax audits could be different than that which is reflected in
historical income tax provisions and accruals. Based on the results of an audit, a material effect on the Company s
income tax provision, net income, or cash flows in the period or periods for which that determination is made could
result. The Company files U.S. and state income tax returns in jurisdictions with varying statutes of limitation. The
fiscal years 2006 through 2009 generally remain subject to examination by federal and most state tax authorities. The
Company is subject to income tax in many jurisdictions outside the U.S., none of which are individually material to its
financial position, statement of cash flows, or results of operations.

Gain (Loss) on Equity Method Investments
Gain (loss) on equity method investments includes our share of the earnings or losses of the investments that are
recorded under the equity method of accounting, as well as the gains and losses recognized on the sale of our equity

method investments.

Loss on equity method investments for fiscal 2009 was $2.8 million. Gain on equity method investments for fiscal
2008 was $2.8 million.

Gain on equity method investments for fiscal 2007 primarily consisted of a $50.3 million gain from the sale of our
investment in Jazz.

Loss from Discontinued Operations, net of tax
Loss from discontinued operations, net of tax consists of the operating results of our discontinued BMP and BBA

businesses. For the fiscal years 2009, 2008 and 2007, BMP and BBA operations consisted of the following:

October 2, October 3, September 28,

2009 2008 2007

Net revenues $ 116,590 $ 351,179 $ 448,166
Cost of goods sold 59,680 212,823 288,565
Gross margin 56,910 138,356 159,601
Operating expenses:

Research and development 40,085 141,395 186,800
Selling, general and administrative 4,863 18,429 26,137
Amortization of intangible assets 4,430 12,492 12,544
Asset impairments 5,164 262,177 132,363
Special charges 14,518 2,791 20,844
Total operating expenses 69,060 437,284 378,688
Operating loss (12,150) (298,928) (219,087)
Interest expense 2,741 12,836 12,033
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Other expense (income), net 1,132 (9,682) 357

Loss from continuing operations before income taxes (16,023) (302,082) (231,477)

Provision for income taxes 1,498 4,588 3,579

Loss from discontinued operations, net of tax $ @17,521) $ (306,670) $ (235,056)
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Our principal sources of liquidity are our cash and cash equivalents, sales of non-core assets, borrowings and
operating cash flow. In addition, the Company has generated additional liquidity in the past through the sale of equity
securities and may from time to time do so in the future.

Our cash and cash equivalents increased $19.5 million between October 3, 2008 and October 2, 2009. The increase
was primarily due to $44.6 million of proceeds from the sale of our BBA business, $18.4 million of proceeds from a
common stock offering, $18.3 million from the release of restricted cash in connection with a letter of credit with a
vendor, $14.5 million of proceeds from the sale of intellectual property, $10.4 million proceeds from the resolution of
divestiture/acquisition related escrows, $8.5 million of cash provided by operations, $2.5 million from the return of
collateral deposits on interest rate swaps and $2.3 million proceeds from sales of equity securities offset by

$80 million of payments in connection with repurchases and retirements of long-term debt, $12.4 million net
repayments on short-term debt, $4.2 million of net payments for acquisitions and $2.8 million of payments for
termination of interest rate swaps.

At October 2, 2009, we had a total of $250 million aggregate principal amount of convertible subordinated notes
outstanding. These notes are due in March 2026, but the holders may require us to repurchase, for cash, all or part of
their notes on March 1, 2011, March 1, 2016 and March 1, 2021 at a price of 100% of the principal amount, plus any
accrued and unpaid interest. The Company has entered into, and intends to continue to enter into, privately negotiated
agreements to exchange a portion of its outstanding convertible subordinated notes for equity securities, cash or a
combination thereof.

At October 2, 2009, we also had a total of $61.4 million aggregate principal amount of floating rate senior secured
notes outstanding. The sale of the our investment in Jazz Semiconductor, Inc. (Jazz) in February 2007 and the sale of
two other equity investments in January 2007 qualified as asset dispositions requiring us to make offers to repurchase
a portion of the notes no later than 361 days following the February 2007 asset dispositions. Based on the proceeds
received from these asset dispositions and our cash investments in assets (other than current assets) related to our
business made within 360 days following the asset dispositions, we were required to make an offer to repurchase not
more than $53.6 million of the senior secured notes, at 100% of the principal amount plus any accrued and unpaid
interest in February 2008. As a result of 100% acceptance of the offer by our bondholders, $53.6 million of the senior
secured notes were repurchased during the second quarter of fiscal 2008. We recorded a pretax loss on debt
repurchase of $1.4 million during the second quarter of fiscal 2008 that included the write-off of deferred debt
issuance costs.

Following the sale of the BMP business unit, we made an offer to repurchase $80.0 million of the senior secured notes
at 100% of the principal amount plus any accrued and unpaid interest in September 2008. As a result of the 100%
acceptance of the offer by our bondholders, $80.0 million of the senior secured notes were repurchased during the
fourth quarter of fiscal 2008. We recorded a pretax loss on debt repurchase of $1.6 million during the fourth quarter of
fiscal 2008 that included the write-off of deferred debt issuance costs. The pretax loss on debt repurchase of

$1.6 million has been included in net loss from discontinued operations. Due to the receipt of proceeds in excess of
the $80.0 million repurchase and other cash investments in assets, $17.7 million of the senior secured notes was
classified as current liabilities on the accompanying consolidated balance sheet as of October 3, 2008.

Following the sale of the BBA business unit, the Company made an offer to repurchase $73.0 million of the senior
secured notes at 100% of the principal amount plus any accrued and unpaid interest in August 2009. As a result of the
100% acceptance of the offer by the Company s bondholders, $73.0 million of the senior secured notes were
repurchased during the fourth quarter of fiscal 2009. In a separate transaction in the fourth quarter of fiscal 2009, the
Company purchased an additional $7.0 million of the senior secured notes at 100% of the principal amount plus any
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accrued and unpaid interest. The Company recorded a pretax loss on debt repurchase of $0.9 million during the fourth
quarter of fiscal 2009 that included the write-off of deferred debt issuance costs, $0.4 million was recorded in interest
expense in continuing operations, and $0.5 million was recorded in net loss from discontinued operations.

Subsequent to October 2, 2009, the Company issued a redemption notice announcing that it will redeem all of the
remaining $61.4 million senior secured notes on December 18, 2009. The redemption price will be equal to
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101% of the principal amount of the senior secured notes plus accrued and unpaid interest to the redemption date.
Accordingly, the remaining $61.4 million senior secured notes have been classified as current in the Company s
consolidated balance sheets as of October 2, 2009.

We also have a $50.0 million credit facility with a bank (the credit facility ), under which we had borrowed

$28.7 million as of October 2, 2009. This credit facility expires on November 27, 2009. As permitted by the terms of
the credit facility, we plan to repay any outstanding balance under the credit facility on or before May 27, 2010
through the collection of receivables in the ordinary course of business or out of our cash balances.

In September 2009, the Company raised net proceeds of approximately $18.4 million in a common stock offering and

used the proceeds for general corporate purposes, including the repayment of indebtedness and for capital expenses. In
October 14, 2009, the Company s underwriter exercised its over-allotment option to purchase additional shares of the
company s common stock. Net proceeds to the Company, after expenses, were approximately $2.6 million.

Recent tightening of the credit markets and unfavorable economic conditions have led to a low level of liquidity in
many financial markets and extreme volatility in the credit and equity markets. As demonstrated by recent activity, we
were able to access the equity markets to raise cash in September 2009. However, there is no assurance that we will be
able to do so in future periods or on similar terms and conditions. In addition, if signs of improvement in the global
economy do not progress as expected and the economic slowdown continues or worsens, our business, financial
condition, cash flow and results of operations will be adversely affected. If that happens, our ability to access the
capital or credit markets may worsen and we may not be able to obtain sufficient capital to repay our $250 million
principal amount of our convertible subordinated notes when they become due in March 2026 or earlier as a result of
the mandatory repurchase requirements. The first mandatory repurchase date for the convertible subordinated notes is
March 1, 2011. In addition to the equity offering mentioned above, we have completed certain business restructuring
activities including the sale of our BMP and BBA businesses for cash as well as operating expense reductions which
have improved our financial performance. We also initiated various actions including the exchange of new securities
for a portion of our outstanding convertible subordinated notes and the repurchase of our outstanding senior secured
notes. We will continue to explore other restructuring and re-financing alternatives as well as supplemental financing
alternatives including, but not limited to, an accounts receivable credit facility. In the event we are unable to satisfy or
refinance all of our outstanding debt obligations as the obligations are required to be paid, we will be required to
consider strategic and other alternatives, including, among other things, the sale of assets to generate funds, the
negotiation of revised terms of our indebtedness, additional exchanges of our existing indebtedness obligations for
new securities and additional equity offerings. We have retained financial advisors to assist us in considering these
strategic, restructuring or other alternatives. There is no assurance that we would be successful in completing any of
these alternatives. Further, we may not be able to refinance any portion of our debt on favorable terms or at all. Our
failure to satisfy or refinance any of our indebtedness obligations as they come due, including through additional
exchanges of new securities for existing indebtedness obligations or additional equity offerings, would result in a
default and potential acceleration of our remaining indebtedness obligations and would have a material adverse effect
on our business.

Given these actions taken to date, we believe that our existing sources of liquidity, together with cash expected to be
generated from product sales, will be sufficient to fund our operations, research and development, anticipated capital
expenditures and working capital for at least the next twelve months.

Cash flows are as follows (in thousands):

Fiscal Year Ended
October 2, October 3, September 28
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Net cash provided by (used in) operating activities

Net cash provided by investing activities
Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents

2009 2008

$ 8476 $ (18,350)

85,404 63,515
(74,378) (174,887)
$ 19,502 $ (129,722)

36

$

$

2007
(11,851)
205,179
(183,349)

9,979
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Cash provided by operating activities was $8.5 million for fiscal 2009 compared to $18.4 million used in operating
activities in fiscal 2008. During fiscal 2009, we used $18.3 million of cash in operations and generated $26.8 million
for working capital (accounts receivable, inventories, accounts payable and other accrued expenses). The changes in
working capital were primarily driven by a $19.2 million decrease in accounts receivable and a $15.9 million decrease
in inventories offset by a $10.3 million decrease in accounts payable and a $2.0 million increase in other accrued
expenses. The decreases in accounts receivable, inventories and accounts payable were primarily driven by the sale of
the BBA business and overall lower business volume.

Cash used in operating activities was $18.4 million for fiscal 2008 compared to $11.9 million for fiscal 2007. During
fiscal 2008, we generated $36.9 million of cash from operations and used $54.1 million for working capital (accounts
receivable, inventories, accounts payable and other accrued expenses). The changes in working capital were primarily
driven by a $45.0 million decrease in accounts payable due to overall lower business volumes, primarily driven by the
sale of the BMP business, as well as a decrease in accrued liabilities related to the payment of an $18.5 million
litigation settlement in the first quarter of fiscal 2008. These decreases were offset by a $32.6 million decrease in
accounts receivable due to the overall lower business volumes, which were primarily attributable to the sale of the
BMP business.

Cash provided by investing activities was $85.4 million for fiscal 2009 compared to $63.5 million for fiscal 2008.
Cash provided by investing activities is primarily related to the $44.6 million in proceeds on the sale of the BBA
business, $18.3 million in release of restricted cash, $14.5 million from sale of intellectual property and $10.4 million
of proceeds from resolution of acquisition related escrow.

Cash provided by investing activities was $63.5 million for fiscal 2008 compared to $205.2 million for fiscal 2007.
Cash provided by investing activities is primarily related to the $95.4 million in proceeds on the sale of the BMP
business, offset by the restriction of $18.0 million to secure a stand-by letter of credit related to one of our suppliers
and $16.1 million used to purchase a multi function printer imaging product business from SigmaTel.

Cash used in financing activities was $74.4 million for fiscal 2009 compared to $174.9 million for fiscal 2008. Cash
used in financing activities is primarily comprised of our repurchase of our senior secured notes of $80 million and net
repayments on our short-term debt of $12.4 million offset by proceeds from a common stock offering of

$18.4 million.

Cash used in financing activities was $174.9 million for fiscal 2008 compared to $183.3 million for fiscal 2007. Cash
used in financing activities is primarily comprised of senior secured note repurchases of $133.6 million and a
$40.1 million decrease in our short-term line of credit.

Contractual Obligations and Commitments

Contractual obligations at October 2, 2009 were as follows:

Payments Due by Period
More
Less Than Than
Total 1 Year 1 Year 2 Years 3-5 Years 5 Years
(In thousands)
Long-term debt $ 250,000 $ $ 250,000 $ $ $

Short-term debt 90,053 90,053
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Interest on debt 15,960 10,960 5,000
Operating leases 111,957 19,446 15,661 13,704 27,950 35,196
Purchase commitments 13,496 10,083 1,834 1,579

$ 481,466 $ 130,542 § 272,495 $ 15283 § 27950 $ 35,196

As discussed above, the holders of the $250.0 million convertible subordinated notes due March 2026 could require us
to repurchase all or part of their notes as early as March 1, 2011. As a result, the convertible subordinated notes are
presented as being due in less than two years in the table above.
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At October 2, 2009, the Company had many sublease arrangements on operating leases for terms ranging from near
term to approximately eight years. Aggregate scheduled sublease income based on current terms is approximately
$13.9 million and is not reflected in the table above.

In addition to the amounts shown in the table above, as of October 2, 2009 we have also recorded liabilities in
accordance with FASB ASC 740-10 (FIN 48) of $9.8 million for unrecognized tax benefits, which includes
$1.1 million and $0.1 million for potential interest and penalties, respectively, related to these unrecognized tax
benefits. We are uncertain as to if or when such amounts may be settled.

Off-Balance Sheet Arrangements

We have made guarantees and indemnities, under which we may be required to make payments to a guaranteed or
indemnified party, in relation to certain transactions. In connection with our spin-off from Rockwell International
Corporation ( Rockwell ), we assumed responsibility for all contingent liabilities and then-current and future litigation
(including environmental and intellectual property proceedings) against Rockwell or its subsidiaries in respect of the
operations of the semiconductor systems business of Rockwell. In connection with our contribution of certain of our
manufacturing operations to Jazz, we agreed to indemnify Jazz for certain environmental matters and other customary
divestiture-related matters. In connection with the sales of our products, we provide intellectual property indemnities

to our customers. In connection with certain facility leases, we have indemnified our lessors for certain claims arising
from the facility or the lease. We indemnify our directors and officers to the maximum extent permitted under the

laws of the State of Delaware.

The durations of our guarantees and indemnities vary, and in many cases are indefinite. The guarantees and
indemnities to customers in connection with product sales generally are subject to limits based upon the amount of the
related product sales. The majority of other guarantees and indemnities do not provide for any limitation of the
maximum potential future payments we could be obligated to make. We have not recorded any liability for these
guarantees and indemnities in our consolidated balance sheets. Product warranty costs are not significant.

Special Purpose Entities

We have one special purpose entity, Conexant USA, LLC, which was formed in September 2005 in anticipation of
establishing the credit facility. This special purpose entity is a wholly-owned, consolidated subsidiary of ours.
Conexant USA, LLC is not permitted, nor may its assets be used, to guarantee or satisfy any of our obligations or
those of our subsidiaries.

On November 29, 2005, we established an accounts receivable financing facility whereby we will sell, from time to
time, certain insured accounts receivable to Conexant USA, LLC, and Conexant USA, LLC entered into an

$80.0 million revolving credit agreement with a bank that is secured by the assets of the special purpose entity. In
November 2008, we extended the term of this revolving credit agreement through November 27, 2009. In addition, we
lowered our borrowing limit on the revolving credit agreement to $50.0 million due to overall lower business volumes
primarily driven by the sale of the BMP business during fiscal 2008. The accounts receivable financing facility
expires on November 27, 2009. As permitted by the terms of the credit facility, we plan to repay any outstanding
balance under the credit facility on or before May 27, 2010 through the collection of receivables in the ordinary course
of business or out of our cash balances.

Recently Adopted Accounting Pronouncements

On January 3, 2009, the Company adopted FASB ASC 815-10 (SFAS No. 161, Disclosures about Derivative
Instruments and Hedging Activities ). FASB ASC 815-10 (SFAS No. 161) requires expanded disclosures regarding the
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location and amount of derivative instruments in an entity s financial statements, how derivative instruments and
related hedged items are accounted for under FASB ASC 815-10 (SFAS No. 133) and how derivative instruments and
related hedged items affect an entity s financial position, operating results and cash flows. As a result of the adoption
of FASB ASC 815-10 (SFAS No. 161), the Company expanded its disclosures regarding its derivative instruments.
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On October 4, 2008, the Company adopted FASB ASC 820-10 (SFAS No. 157, Fair Value Measurements ), for its
financial assets and liabilities. The Company s adoption of FASB ASC 820-10 (SFAS No. 157) did not have a material
impact on its financial position, results of operations or liquidity.

FASB ASC 820-10 (SFAS No. 157) provides a framework for measuring fair value and requires expanded disclosures
regarding fair value measurements. FASB ASC 820-10 (SFAS No. 157) defines fair value as the price that would be
received for an asset or the exit price that would be paid to transfer a liability in the principal or most advantageous
market in an orderly transaction between market participants on the measurement date. FASB ASC 820-10

(SFAS No. 157) also establishes a fair value hierarchy which requires an entity to maximize the use of observable
inputs, where available. The following summarizes the three levels of inputs required by the standard that the
Company uses to measure fair value.

Level 1: Quoted prices in active markets for identical assets or liabilities.

Level 2: Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities;
quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by
observable market data for substantially the full term of the related assets or liabilities.

Level 3: Unobservable inputs that are supported by little or no market activity and that are significant to the
fair value of the assets or liabilities.

FASB ASC 820-10 (SFAS No. 157) requires the use of observable market inputs (quoted market prices) when
measuring fair value and requires a Level 1 quoted price to be used to measure fair value whenever possible.

In accordance with FASB ASC 820-10 (FSP FAS 157-2, Effective Date of FASB Statement No. 157 ), the Company
elected to defer until October 3, 2009 the adoption of FASB ASC 820-10 (SFAS No. 157) for all nonfinancial assets
and liabilities that are not recognized or disclosed at fair value in the financial statements on a recurring basis. The
adoption of FASB ASC 820-10 (SFAS No. 157) for those assets and liabilities within the scope of FASB ASC 820-10
(FSP FAS 157-2) is not expected to have a material impact on the Company s financial position, results of operations
or liquidity.

On October 4, 2008, the Company adopted FASB ASC 825-10 (SFAS No. 159, The Fair Value Option for Financial
Assets and Financial Liabilities Including an Amendment of FASB Statement No. 115 ), which permits entities to
choose to measure many financial instruments and certain other items at fair value. The Company already records
marketable securities at fair value in accordance with FASB ASC 320-15 (SFAS No. 115, Accounting for Certain
Investments in Debt and Equity Securities ). The adoption of FASB ASC 825-10 (SFAS No. 159) did not have an
impact on the Company s condensed consolidated financial statements as management did not elect the fair value
option for any other financial instruments or certain other assets and liabilities.

On April 4, 2009, the Company adopted FASB ASC 825-10 (FSP FAS 107-1, Interim Disclosures about Fair Value of
Financial Instruments ) and FASB ASC 270-10 (APB 28-1, Interim Disclosures about Fair Value of Financial
Instruments ), which enhanced the disclosure of instruments under the scope of FASB ASC 820-10 (SFAS No. 157).
The Company s adoption of FASB ASC 825-10 (FSP FAS 107-1) and FASB ASC 270-10 (APB 28-1) did not have a
material impact on its financial position, results of operations or liquidity.

On April 4, 2009, the Company adopted FASB ASC 820-10 (FSP FAS 157-4, Determining Fair Value When the
Volume and Level of Activity for the Asset or Liability Have Significantly Decreased and Identifying Transactions
That Are Not Orderly ), which provides guidance on how to determine the fair value of assets and liabilities under
FASB ASC 820-10 (SFAS No. 157) in the current economic environment and reemphasizes that the objective of a fair

Table of Contents 75



Edgar Filing: CONEXANT SYSTEMS INC - Form 10-K

value measurement remains an exit price. The Company s adoption of FASB ASC 820-10 (FSP FAS 157-4) did not
have a material impact on its financial position, results of operations or liquidity.

On April 4, 2009, the Company adopted FASB ASC 855-10 (SFAS No. 165, Subsequent Events ), which establishes
general standards of accounting for and disclosure of events that occur after the balance sheet date but before financial
statements are issued or are available to be issued. In particular SFAS No. 165 sets forth:

1. The period after the balance sheet date during which management of a reporting entity should evaluate events or
transactions that may occur for potential recognition or disclosure in the financial statements.
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2. The circumstances under which an entity should recognize events or transactions occurring after the balance sheet
date in its financial statements.

3. The disclosures that an entity should make about events or transactions that occurred after the balance sheet date.

The Company s adoption of SFAS No. 165 did not have a material impact on its financial position, results of
operations or liquidity.

Recently Issued Accounting Pronouncements

In December 2007, the FASB issued FASB ASC 805-10 (SFAS No. 141 (revised 2007), Business Combinations ),
which replaced SFAS No. 141. The statement requires a number of changes to the purchase method of accounting for
acquisitions, including changes in the way assets and liabilities are recognized in the purchase accounting. It also
changes the recognition of assets acquired and liabilities assumed arising from contingencies, requires the
capitalization of in-process research and development at fair value, and requires the expensing of acquisition-related
costs as incurred. The Company will adopt FASB ASC 805-10 (SFAS No. 141R) in the first quarter of fiscal 2010 and
it will apply prospectively to business combinations completed on or after that date. FASB ASC 805-10

(SFAS No. 141R) also requires that changes in acquired deferred tax assets and liabilities or pre-acquisition tax
liabilities be recorded to the tax provision as opposed to goodwill as was required under prior guidance. Beginning in
the first quarter of fiscal 2010, the tax aspects of FASB ASC 805-10 (SFAS No. 141R) will be applicable to all
business combinations regardless of the completion date.

In April 2008, the FASB issued FASB ASC 350-30 (FSP FAS 142-3, Determination of the Useful Life of Intangible
Assets ). FASB ASC 350-30 (FSP FAS 142-3) amends the factors that should be considered in developing renewal or
extension assumptions used to determine the useful life of a recognized intangible asset under FASB ASC 350-10
(SFAS No. 142). This change is intended to improve the consistency between the useful life of a recognized intangible
asset under FASB ASC 350-10 (SFAS No. 142) and the period of expected cash flows used to measure the fair value
of the asset under FASB ASC 805-10 (SFAS No. 141R) and other US GAAP. The requirement for determining useful
lives must be applied prospectively to intangible assets acquired after the effective date and the disclosure
requirements must be applied prospectively to all intangible assets recognized as of, and subsequent to, the effective
date. FASB ASC 350-30 (FSP FAS 142-3) is effective for financial statements issued for fiscal years beginning after
December 15, 2008, and interim periods within those fiscal years, which will require the Company to adopt these
provisions in the first quarter of fiscal 2010. The Company is currently evaluating the impact of adopting FASB ASC
350-30 (FSP FAS 142-3) on its condensed consolidated financial statements.

In May 2008, the FASB issued FASB ASC 470-20 (FSP APB 14-1, Accounting for Convertible Debt Instruments
That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement). FASB ASC 470-20 (FSP APB
14-1) requires the issuer to separately account for the liability and equity components of convertible debt instruments
in a manner that reflects the issuer s nonconvertible debt borrowing rate. The guidance will result in companies
recognizing higher interest expense in the statement of operations due to amortization of the discount that results from
separating the liability and equity components. FASB ASC 470-20 (FSP APB 14-1) will be effective for financial
statements issued for fiscal years beginning after December 15, 2008, and interim periods within those fiscal years.
Early adoption is not permitted. Based on its initial analysis, the Company expects that the adoption of FASB ASC
470-20 (FSP APB 14-1) will result in an increase in the interest expense recognized on its convertible subordinated
notes. The application of this pronouncement may require retrospective application to existing instruments.

In June 2009, the FASB issued SFAS No. 166, Accounting for Transfers of Financial Assets ( SFAS No. 166 ), an

amendment of FASB SFAS No. 140. SFAS No. 166 improves the relevance, representational faithfulness, and
comparability of the information that a reporting entity provides in its financial statements about a transfer of financial

Table of Contents 77



Edgar Filing: CONEXANT SYSTEMS INC - Form 10-K

assets; the effects of a transfer on its financial position, financial performance, and cash flows; and a transferor s
continuing involvement, if any, in transferred financial assets. SFAS No. 166 will be effective for financial statements
issued for fiscal years beginning after November 15, 2009, and interim periods within those
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fiscal years. Early adoption is not permitted. The Company is currently assessing the potential impact that adoption of
SFAS No. 166 would have on its financial position and results of operations.

In June 2009, the FASB issued SFAS No. 167, Amendments to FASB Interpretation No. 46(R) ( SFAS No. 167 ).
SFAS No. 167 improves financial reporting by enterprises involved with variable interest entities. SFAS No. 167 will
be effective for financial statements issued for fiscal years beginning after November 15, 2009, and interim periods
within those fiscal years. Early adoption is not permitted. The Company does not believe that adoption of

SFAS No. 167 will have a material impact on its financial position and results of operations.

In August 2009, the FASB issued Accounting Standards Update No. 2009-5, Measuring Liabilities at Fair Value

( ASU No. 2009-05 ). ASU 2009-05 amends Accounting Standards Codification Topic 820, Fair Value Measurements.
Specifically, ASU 2009-05 provides clarification that in circumstances in which a quoted price in an active market for
the identical liability is not available, a reporting entity is required to measure fair value using one or more of the
following methods: 1) a valuation technique that uses a) the quoted price of the identical liability when traded as an
asset or b) quoted prices for similar liabilities or similar liabilities when traded as assets and/or 2) a valuation
technique that is consistent with the principles of Topic 820 of the Accounting Standards Codification. ASU 2009-05
also clarifies that when estimating the fair value of a liability, a reporting entity is not required to adjust to include
inputs relating to the existence of transfer restrictions on that liability. ASU 2009-05 is effective for the first reporting
period after the issuance, which will require the Company to adopt these provisions in the first quarter of fiscal 2010.
The Company does not believe that adoption of ASU 2009-05 will have a material impact on its financial position and
results of operations.

Critical Accounting Policies

The preparation of financial statements in accordance with accounting principles generally accepted in the United
States requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Among the significant estimates affecting our consolidated
financial statements are those relating to business combinations, revenue recognition, allowances for doubtful
accounts, inventories, long-lived assets, deferred income taxes, valuation of warrants, valuation of equity securities,
stock-based compensation and restructuring charges. We regularly evaluate our estimates and assumptions based upon
historical experience and various other factors that we believe to be reasonable under the circumstances, the results of
which form the basis for making judgments about the carrying values of assets and liabilities that are not readily
apparent from other sources. To the extent actual results differ from those estimates, our future results of operations
may be affected.

Business combinations

We account for acquired businesses using the purchase method of accounting which requires that the assets and
liabilities assumed be recorded at the date of acquisition at their respective fair values. Because of the expertise
required to value intangible assets and in-process research and development (IPR&D), we typically engage a third
party valuation firm to assist management in determining those values. Valuation of intangible assets and IPR&D
entails significant estimates and assumptions including, but not limited to, determining the timing and expected costs
to complete projects, estimating future cash flows from product sales, and developing appropriate discount rates and
probability rates by project. We believe that the fair values assigned to the assets acquired and liabilities assumed are
based on reasonable assumptions. To the extent actual results differ from those estimates, our future results of
operations may be affected by incurring charges to our statements of operations. Additionally, estimates for purchase
price allocations may change as subsequent information becomes available.
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Revenue recognition
We recognize revenue when (i) persuasive evidence of an arrangement exists, (ii) delivery has occurred, (iii) the sales
price and terms are fixed and determinable, and (iv) the collection of the receivable is reasonably assured. These terms

are typically met upon shipment of product to the customer. The majority of our distributors have limited stock
rotation rights, which allow them to rotate up to 10% of product in their inventory two times per
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year. We recognize revenue to these distributors upon shipment of product to the distributor, as the stock rotation

rights are limited and we believe that we have the ability to reasonably estimate and establish allowances for expected

product returns in accordance with FASB ASC 605-15 (Statement of Financial Accounting Standards (SFAS) No. 48,
Revenue Recognition When Right of Return Exists ). Development revenue is recognized when services are performed

and was not significant for any periods presented.

Revenue with respect to sales to customers to whom we have significant obligations after delivery is deferred until all
significant obligations have been completed. At October 2, 2009 and October 3, 2008, deferred revenue related to
shipments of products for which we have on-going performance obligations was $0.1 million and $0.2 million,
respectively.

Our revenue recognition policy is significant because our revenue is a key component of our operations and the timing
of revenue recognition determines the timing of certain expenses, such as sales commissions. Revenue results are
difficult to predict, and any shortfall in revenues could cause our operating results to vary significantly from period to
period.

Allowance for doubtful accounts

We maintain allowances for doubtful accounts for estimated losses resulting from the inability of our customers to
make required payments. We use a specific identification method for some items, and a percentage of aged
receivables for others. The percentages are determined based on our past experience. If the financial condition of our
customers were to deteriorate, our actual losses may exceed our estimates, and additional allowances would be
required. At October 2, 2009 and October 3, 2008, our allowances for doubtful accounts were $0.5 million and

$0.8 million, respectively.

Derivatives

The Company accounts for derivatives in accordance with FASB ASC 815-10 (SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities ). As of October 2, 2009 the Company s derivatives consisted of
warrants to purchase 6.1 million shares of Mindspeed common stock. The fair value of this warrant is determined
using a standard Black-Scholes-Merton valuation model with assumptions consistent with current market conditions
and our intent to liquidate the warrant over a specified time period. The Black-Scholes-Merton valuation model
requires the input of highly subjective assumptions, including expected stock price volatility. Changes in these
assumptions, or in the underlying valuation model, could cause the fair value of the Mindspeed warrant to vary
significantly from period to period. Changes in the value of the warrant are recorded in income in the period in which
they occur.

Inventories

We assess the recoverability of our inventories at least quarterly through a review of inventory levels in relation to
foreseeable demand, generally over twelve months. Foreseeable demand is based upon all available information,
including sales backlog and forecasts, product marketing plans and product life cycle information. When the inventory
on hand exceeds the foreseeable demand, we write down the value of those inventories which, at the time of our
review, we expect to be unable to sell. The amount of the inventory write-down is the excess of historical cost over
estimated realizable value. Once established, these write-downs are considered permanent adjustments to the cost
basis of the excess inventory. Demand for our products may fluctuate significantly over time, and actual demand and
market conditions may be more or less favorable than those projected by management. In the event that actual demand
or product pricing is lower than originally projected, additional inventory write-downs may be required. Further, on a
quarterly basis, we assess the net realizable value of our inventories. When the estimated average selling price of our
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inventory net of selling expenses falls below our inventory cost, we adjust our inventory to its current estimated
market value. At October 2, 2009 and October 3, 2008, our inventory reserves were $6.4 million and $12.6 million,
respectively.
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Long-lived assets

Long-lived assets, including fixed assets and intangible assets (other than goodwill) are amortized over their estimated
useful lives. They are also continually monitored and are reviewed for impairment whenever events or changes in
circumstances indicate that their carrying amounts may not be recoverable. The determination of recoverability is
based on an estimate of undiscounted cash flows expected to result from the use of an asset and its eventual
disposition. The estimate of cash flows is based upon, among other things, certain assumptions about expected future
operating performance, growth rates and other factors. Estimates of undiscounted cash flows may differ from actual
cash flows due to, among other things, technological changes, economic conditions, changes to our business model or
changes in operating performance. If the sum of the undiscounted cash flows (excluding interest) is less than the
carrying value, an impairment loss will be recognized, measured as the amount by which the carrying value exceeds
the fair value of the asset. Fair value is determined using available market data, comparable asset quotes and/or
discounted cash flow models.

Goodwill

Goodwill is not amortized. Instead, goodwill is tested for impairment on an annual basis and between annual tests
whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. Goodwill is
tested at the reporting unit level, which is defined as an operating segment or one level below the operating segment.
Goodwill is tested annually during the fourth fiscal quarter and, if necessary, whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. Goodwill impairment testing is a two-step
process.

The first step of the goodwill impairment test, used to identify potential impairment, compares the fair value of a
reporting unit with its carrying amount, including goodwill. In our annual test in the fourth fiscal quarter of 2009, we
assessed the fair value of our reporting units for purposes of goodwill impairment testing based upon the Company s
fair value based on the quoted market price of the Company s common stock and a market multiple analysis, both
under the market approach. The resulting fair value of the reporting unit is then compared to the carrying amounts of
the net assets of the reporting unit, including goodwill. As we have only one reporting unit, the carrying amount of the
reporting unit equals the net book value of the Company. We elected not to use the Discounted Cash Flow Analysis in
our fiscal 2009 analysis because we believe that our fair value calculated based on quoted market prices and market
multiples is a more accurate method.

Fair Value based on Quoted Market price Analysis: The fair value of the Company is calculated based on the quoted
market price of the Company s common stock listed on the NASDAQ Global Select Market as of the date of the
goodwill impairment analysis multiplied by shares outstanding also as of that date. The fair value of the Company is
then compared to the carrying value of the Company as of the date of the goodwill impairment analysis.

Fair Value based on Market Multiple Analysis: We select several companies which we believe are comparable to our
business and calculate their revenue multiples (market capitalization divided by annual revenue) based on available
revenue information and related stock prices as of the date of the goodwill impairment analysis. The comparable
companies are selected based upon similarity of products. We used a revenue multiple of 2.0 in our analysis of
comparable companies multiples for the IPM reporting unit as of October 2, 2009 compared to a revenue multiple of
4.3 in our 2008 annual goodwill evaluation. This significant decline reflects the downward impact of the economic
environment during the year. We then calculate our fair value by multiplying the revenue multiple by an estimate of
our future revenues. The estimate is based on our internal forecasts used by management.

If the carrying amount of a reporting unit exceeds its fair value, the second step of the goodwill impairment test must
be performed to measure the amount of impairment loss, if any. The second step of the goodwill impairment test, used
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to measure the amount of impairment loss, compares the implied fair value of reporting unit goodwill with the
carrying amount of that goodwill. If the carrying amount of reporting unit goodwill exceeds the implied fair value of
that goodwill, an impairment loss must be recognized in an amount equal to that excess. Goodwill impairment testing
requires significant judgment and management estimates, including, but not limited to, the determination of (i) the
number of reporting units, (ii) the goodwill and other assets and liabilities to be allocated to the reporting units and
(iii) the fair values of the reporting units. The estimates and assumptions described above,
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along with other factors such as discount rates, will significantly affect the outcome of the impairment tests and the
amounts of any resulting impairment losses.

All of the goodwill reported on our balance sheet is attributable to the Company s single reporting unit. During the
fourth fiscal quarter of 2009, we determined, based on the methods described above, that the fair value of the

Company s single reporting unit is greater than the carrying value of the Company s single reporting unit and therefore
there is no impairment of goodwill as of October 2, 2009.

Income Taxes

We utilize the liability method of accounting for income taxes as set forth in FASB ASC 740-10 (SFAS No. 109,
Accounting for Income Taxes). Under the liability method, deferred taxes are determined based on the temporary
differences between the financial statement and tax basis of assets and liabilities using tax rates expected to be in
effect during the years in which the basis differences reverse. A valuation allowance is recorded when it is more likely
than not that some of the deferred tax assets will not be realized.

In July 2006 the FASB issued FASB ASC 740-10 (FIN No. 48, Accounting for Uncertainty in Income Taxes An
Interpretation of FASB Statement No. 109). FASB ASC 740-10 (FIN 48) provides detailed guidance for the financial
statement recognition, measurement and disclosure of uncertain tax positions recognized in an enterprise s financial
statements in accordance with FASB ASC 740-10 (SFAS 109). Income tax positions must meet a
more-likely-than-not recognition threshold at the effective date to be recognized upon the adoption of FASB ASC
740-10 (FIN 48) and in subsequent periods. We adopted FASB ASC 740-10 (FIN 48) effective September 29, 2007
and the provisions of FASB ASC 740-10 (FIN 48) have been applied to all tax positions that were open to adjustment
as of that date and all income tax positions commencing from that date. We recognize potential accrued interest and
penalties related to unrecognized tax benefits within operations as income tax expense. The cumulative effect of
applying the provisions of FASB ASC 740-10 (FIN 48) has been reported as an adjustment to the opening balance of
our accumulated deficit as of September 29, 2007.

Prior to fiscal 2009 we determined our tax contingencies in accordance with FASB ASC 450-20 (SFAS No. 5,
Accounting for Contingencies, or SFAS 5). We recorded estimated tax liabilities to the extent the contingencies were
probable and could be reasonably estimated.

Deferred income taxes

We evaluate our deferred income tax assets and assess the need for a valuation allowance quarterly. We record a
valuation allowance to reduce our deferred income tax assets to the net amount that is more likely than not to be
realized. Our assessment of the need for a valuation allowance is based upon our history of operating results,
expectations of future taxable income and the ongoing prudent and feasible tax planning strategies available to us. In
the event that we determine that we will not be able to realize all or part of our deferred income tax assets in the
future, an adjustment to the deferred income tax assets would be charged against income in the period such
determination is made. Likewise, in the event we were to determine that we will more likely than not be able to realize
our deferred income tax assets in the future in excess of the net recorded amount, an adjustment to the valuation
allowance would increase income in the period such determination is made.

Valuation of equity securities
We have a portfolio of strategic investments in non-marketable equity securities. We review equity securities

periodically for other-than-temporary impairments, which requires significant judgment. In determining whether a
decline in value is other-than-temporary, we evaluate, among other factors, (i) the duration and extent to which the fair
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value has been less than cost, (ii) the financial condition and near-term prospects of the issuer and (iii) our intent and
ability to retain the investment for a period of time sufficient to allow for any anticipated recovery in fair value. These
reviews may include assessments of each investee s financial condition, its business outlook for its products and
technology, its projected results and cash flows, the likelihood of obtaining subsequent rounds of financing and the
impact of any relevant contractual equity preferences held by us or by others. We have experienced substantial
impairments in the value of our equity securities over the past few years. Future adverse changes in market conditions
or poor operating results of underlying investments could result in our inability to recover the carrying
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amounts of our investments, which could require additional impairment charges to write-down the carrying amounts
of such investments.

Stock-based compensation

In December 2004, the FASB issued FASB ASC 718-10 (SFAS No. 123(R)). This pronouncement revises

SFAS No. 123, Accounting for Stock-Based Compensation, and supersedes Accounting Principles Board Opinion
No. 25, Accounting for Stock Issued to Employees. FASB ASC 718-10 (SFAS No. 123(R)) requires that companies
account for awards of equity instruments issued to employees under the fair value method of accounting and recognize
such amounts in their statements of operations. We adopted FASB ASC 718-10 (SFAS No. 123(R)) on October 1,
2005. Under FASB ASC 718-10 (SFAS No. 123(R)), we are required to measure compensation cost for all
stock-based awards at fair value on the date of grant and recognize compensation expense in our consolidated
statements of operations over the service period that the awards are expected to vest.

As permitted under FASB ASC 718-10 (SFAS No. 123(R)), we elected to recognize compensation cost for all options
with graded vesting granted on or after October 1, 2005 on a straight-line basis over the vesting period of the entire
option. For options with graded vesting granted prior to October 1, 2005, we will continue to recognize compensation
cost over the vesting period following the accelerated recognition method described in FASB Interpretation No. 28,

Accounting for Stock Appreciation Rights and Other Variable Stock Option or Award Plans, as if each underlying
vesting date represented a separate option grant. Under FASB ASC 718-10 (SFAS No. 123(R)), we record in our
consolidated statements of operations (i) compensation cost for options granted, modified, repurchased or cancelled
on or after October 1, 2005 under the provisions of FASB ASC 718-10 (SFAS No. 123(R)) and (ii) compensation cost
for the unvested portion of options granted prior to October 1, 2005 over their remaining vesting periods using the fair
value amounts previously measured under SFAS No. 123 for pro forma disclosure purposes.

Consistent with the valuation method for the disclosure-only provisions of FASB ASC 718-10 (SFAS No. 123(R)),
we use the Black-Scholes-Merton model to value the compensation expense associated with stock options under
FASB ASC 718-10 (SFAS No. 123(R)). In addition, forfeitures are estimated when recognizing compensation
expense, and the estimate of forfeitures will be adjusted over the requisite service period to the extent that actual
forfeitures differ, or are expected to differ, from such estimates. Changes in estimated forfeitures will be recognized
through a cumulative catch-up adjustment in the period of change and will also impact the amount of compensation
expense to be recognized in future periods.

The Black-Scholes-Merton model requires certain assumptions to determine an option fair value, including expected
stock price volatility, risk-free interest rate, and expected life of the option. The expected stock price volatility rates
are based on the historical volatility of our common stock. The risk free interest rates are based on the U.S. Treasury
yield curve in effect at the time of grant for periods corresponding with the expected life of the option or award. The
average expected life represents the weighted average period of time that o