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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended September 26, 2010

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from            to            

Commission File Number 001-34747

SPANSION INC.
(Exact name of registrant as specified in its charter)
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Delaware 20-3898239
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

915 DeGuigne Drive

Sunnyvale, California 94085
(Address of principal executive offices) (Zip Code)

(408) 962-2500

(Registrant�s telephone number, including area code)

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.     Yes  x    No  ¨

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).    Yes  ¨    No  ¨

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 �small reporting company� in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer x Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x
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Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12, 13 or 15(d) of the
Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court.     Yes  x    No  ¨

Indicate the number of shares outstanding of each of the registrant�s classes of common stock as of the close of business on October 27, 2010:

Class Number of Shares
Class A Common Stock, $0.001 par value 59,270,916
Class B Common Stock, $0.001 par value 1
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
Spansion Inc.

Condensed Consolidated Statements of Operations

(in thousands, except per share amounts)

(Unaudited)

Nine Months Ended
September 26, 2010

Successor (1)
Predecessor 

(1)
Successor

(1)
Predecessor 

(1) Predecessor (1)

Three Months
ended

September 26, 2010

Three Months
ended

September 27, 2009

Period
from

May 11, 2010
to

September 26, 2010

Period from
December 28, 2009

to
May 10, 2010

Nine Months
ended

September 27, 2009
Net sales $ 307,594 $ 245,246 $ 432,163 $ 324,914 $ 825,038
Net sales to related parties �  82,332 4,801 78,705 278,469

Total net sales 307,594 327,578 436,964 403,619 1,103,507

Cost of sales (Note 8) 276,838 234,952 388,251 274,817 898,253
Research and development (Note 8) 26,246 28,281 39,666 35,068 110,916
Sales, general and administrative 59,948 36,820 78,207 68,105 174,637
Restructuring charges (credits) �  7,492 �  (2,772) 45,646

Operating income (loss) before reorganization
items (55,438) 20,033 (69,160) 28,401 (125,945) 

Interest and other income (expense), net 1,378 532 1,742 (2,904) 2,928
Interest expense (2) (9,124) (9,199) (14,001) (30,573) (42,877) 
Gain on deconsolidation of subsidiary �  �  �  �  30,100

Gain (loss) before reorganization items and
income taxes (63,184) 11,366 (81,419) (5,076) (135,794) 

Reorganization items �  (9,348) �  370,340 (381,647) 

Income (loss) before income taxes (63,184) 2,018 (81,419) 365,264 (517,441) 
Provision for (benefit from) income taxes 1,670 518 1,649 1,640 947

Net income (loss) $ (64,854) $ 1,500 $ (83,068) $ 363,624 $ (518,388) 

Net income (loss) per share
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Basic $ (1.09) $ 0.01 $ (1.40) $ 2.24 $ (3.21) 

Diluted $ (1.09) $ 0.01 $ (1.40) $ 2.24 $ (3.21) 

Shares used in per share calculation
Basic 59,271 162,090 59,271 162,439 161,717

Diluted 59,271 173,925 59,271 162,610 161,717

(1) Please refer to Notes 2 and 3 for explanation of basis of �Successor� and �Predecessor� presentation.
(2) Contractual interest expense for the three and nine months ended September 27, 2009 was approximately $21.1 million and $69.1 million,

respectively.
See accompanying notes
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Spansion Inc.

Condensed Consolidated Balance Sheet

(in thousands)

(Unaudited)

Successor Predecessor
September 26,

2010
December 27,

2009
Assets
Current assets:
Cash and cash equivalents $ 329,681 $ 324,903
Auction rate securities �  100,335
Accounts receivable 147,839 129,174
Accounts receivable from related parties �  366,602
Allowance for doubtful accounts (254) (56,408) 

Accounts receivables, net 147,585 439,368
Inventories 180,827 141,723
Deferred income taxes 3,298 13,332
Prepaid expenses and other current assets 45,096 49,533

Total current assets 706,487 1,069,194
Property, plant and equipment, net 288,643 322,710
Intangible assets, net 202,083 1,330
Goodwill 163,359 �  
Other assets 42,906 44,743

Total assets $ 1,403,478 $ 1,437,977

Liabilities and Stockholders� Equity (Deficit)
Current liabilities:
Short term note $ �  $ 64,150
Accounts payable 104,029 16,979
Accounts payable to related parties (Note 8) �  221,211
Accrued compensation and benefits 36,655 21,630
Other accrued liabilities 147,041 129,160
Deferred income 21,779 62,958
Current portion of long-term debt 13,419 �  
Income taxes payable 18,562 83

Total current liabilities 341,485 516,171
Deferred income taxes 13,488 13,405
Long-term debt, less current portion 444,870 �  
Other long-term liabilities 11,105 9,825

Total long-term liabilites 469,463 23,230

Liabilites subject to compromise �  1,756,269
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Total liabilities 810,948 2,295,670
Stockholders� equity (deficit)
Old Class A common stock, $0.001 par value, 714,999,998 shares authorized, 162,291,633 shares issued
and outstanding �  162
New Class A common stock, $0.001 par value, 150,000,000 shares authorized, 59,270,916 shares issued
and outstanding 59 �  
New Class B common stock, $0.001 par value, 1 share authorized, 1 share issued and outstanding �  �  
New preferred stock, $0.001 par value, 50,000,000 shares authorized, 0 shares issued and outstanding �  �  
Additional paid-in capital 678,750 2,484,320
Accumulated deficit (83,068) (3,342,370) 
Accumulated other comprehensive income (3,211) 195

Total stockholders� equity (deficit) 592,530 (857,693) 

Total liabilities and stockholders� equity (deficit) $ 1,403,478 $ 1,437,977

See accompanying notes
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Spansion Inc.

Condensed Consolidated Statements of Cash Flows

(in thousands)

(Unaudited)

Nine Months Ended
September 26, 2010

Successor Predecessor Predecessor
Period
from

May 11, 2010
to

September 26, 2010

Period from
December 28, 2009

to
May 10, 2010

Nine Months
Ended

September 27, 2009
Cash Flows from Operating Activities:
Net income (loss) $ (83,068) $ 363,624 $ (518,388) 
Adjustments to reconcile net loss to net cash used in operating
activities:
Depreciation and amortization 82,591 43,788 140,288
Provision for doubtful accounts 260 7,229 18,477
Provision (benefit) for deferred income taxes (4,637) 7,000 12
Gain on sale and disposal of property, plant and equipment, net (1,542) (2,107) (1,372) 
Compensation recognized under equity incentive plans 4,809 7,052 10,443
(Gain) loss from approved settlement of rejected capital leases and
various licenses �  (22,517) 3,090
Gain on sale of Suzhou plant (3,701) (5,224) (784) 
Gain on deconsolidation of subsidiary �  �  (30,100) 
Gain on discharge of pre-petition obligations �  (434,046) �  
Impairment of investments �  3,011 �  
Write-off of financing costs for old debts �  13,022 �  
Amortization of inventory fresh-start markup 67,666 �  �  

Changes in operating assets and liabilities, net of effects of
deconsolidation of subsidiary and acquisition:
Decrease (increase) in accounts receivable (8,803) 10,156 (180,852) 
(Increase) decrease in inventories 42,411 (7,242) 185,096
(Increase) in prepaid expenses and other current assets (8,504) (3,894) (10,858) 
Decrease (increase) in other assets 1,087 1,534 (7,998) 
(Decrease) increase in accounts payable, accrued liabilities and accrued
compensation and benefits (38,551) 23,213 555,035
(Decrease) increase in deferred income 7,267 (3,240) 16,000

Net cash provided by operating activities 57,285 1,359 178,089

Cash Flows from Investing Activities:
Proceeds from sale of property, plant and equipment 15,716 9,620 845
Purchases of property, plant and equipment (22,083) (14,046) (15,647) 
Proceeds from redemption of auction rate securities 44,700 62,425 10,375
Loan made to an investee �  �  (5,263) 
Cash decrease due to deconsolidation of subsidiary �  �  (52,092) 
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Purchase of Kawasaki business (13,125) �  �  
Cash decrease due to sale of Suzhou plant �  �  (10,431) 
Cash proceeds from sale of Suzhou plant �  18,687 �  

Net cash provided (used) by investing activities 25,208 76,686 (72,213) 

Cash Flows from Financing Activities:
Proceeds from borrowings, net of issuance costs �  438,082 117,758
Payments on debt and capital lease obligations (5,956) (691,176) (73,372) 
Proceeds from rights offering �  104,875 �  

Net cash provided (used) by financing activities (5,956) (148,219) 44,386

Effect of exchange rate changes on cash and cash equivalents (1,585) �  (3,095) 

Net increase (decrease) in cash and cash equivalents 74,952 (70,174) 147,167
Cash and cash equivalents at the beginning of period 254,729 324,903 116,387

Cash and cash equivalents at end of period $ 329,681 $ 254,729 $ 263,554

Supplementary disclosure of non-cash investing and financing
activities:
Settlement of liabilities subject to compromise through issuance of
reorganized Spansion Inc. common stock $ �  $ 486,064 $ �  
Netting of receivable/payable balances due from/to Spansion Japan $ 283,191 $ �  $ �  

See accompanying notes
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Spansion Inc.

Condensed Consolidated Statements of Stockholders� Equity (Deficit)

(in thousands)

(Unaudited)

Common
Stock

Additional Paid-
in Capital

Accumulated
Deficit

Accumulated
Other

Comprehensive
Income
(Loss)

Total Stockholders�
Equity (Deficit)

Balance at December 27, 2009 (Predecessor) $ 162 $ 2,484,320 $ (3,342,370) $ 195 $ (857,693) 

Comprehensive income:
Net income from December 27, 2009 to
May 10, 2010 �  �  363,624 �  363,624
Other comprehensive income
Net change in cumulative translation adjustment �  �  �  �  �  

Total other comprehensive income �  

Total comprehensive income �  �  �  �  363,624
Equity settlement for liabilities subject to
compromise 486 485,578 �  �  486,064
Compensation recognized under old employee
stock plans �  1,595 �  �  1,595
Cancellation of old employee stock plans �  5,457 �  �  5,457

Balance at May 10, 2010 (Predecessor)
(Unaudited) 648 2,976,950 (2,978,746) 195 (953) 

Fresh start adjustments:
Cancellation of Predecessor common stock (648) (2,976,950) �  �  (2,977,598) 
Elimination of Predecessor accumulated deficit
and accumulated other comprehensive loss �  �  2,978,746 (195) 2,978,551
Balance at May 11, 2010 (Successor)
(Unaudited) �  �  �  �  �  

Comprehensive income: �  �  �  �  �  

Net loss from May 11 to June 27, 2010 �  �  (83,068) �  (83,068) 
Other comprehensive income:
Net change in cumulative translation adjustment �  �  �  (1,458) (1,458) 
Net unrealized gain (loss) on hedging (1,753) (1,753) 

Total other comprehensive income (3,211) 

Total comprehensive income (86,279) 
46 569,066 �  �  569,112
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Issuance of Successor common stock ($0.001
per share)

Rights offering settlement 13 104,875 �  �  104,888
Compensation recognized under new employee
stock plan �  4,809 �  �  4,809

Balance at September 26, 2010 (Successor)
(Unaudited) $ 59 $ 678,750 $ (83,068) $ (3,211) $ 592,530

See accompanying notes
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Spansion Inc.

Notes to Condensed Consolidated Financial Statements

(Unaudited)

1. Description of Business

Spansion Inc. (the Company) is a leading designer, manufacturer and developer of Flash memory semiconductors. The Company is focused on
the embedded Flash market and its Flash memory products primarily store data and software code for microprocessors, controllers and other
programmable semiconductors which run applications in a broad range of electronics systems. These electronic systems include computing and
communications, automotive and industrial, consumer and gaming, wireless and machine-to-machine, or M2M, devices. In addition to Flash
memory products, the Company assists its customers in developing and prototyping their designs by providing software and hardware
development tools, drivers and simulation models for system-level integration.

The Company�s Flash memory solutions are incorporated in products from leading original equipment manufacturers, or OEMs. The Company�s
products are designed to address various voltages, interfaces and memory densities for a wide range of specific applications and customer
platforms. The majority of the Company�s new product designs are based on its proprietary two-bit-per-cell MirrorBit technology which has a
simpler cell architecture requiring fewer manufacturing steps, supporting higher yields and lower costs as compared to competing floating gate
NOR Flash technology.

2. Emergence from Chapter 11

General Information

On March 1, 2009, Spansion Inc., Spansion LLC, Spansion Technology LLC, Spansion International, Inc., and Cerium Laboratories LLC
(collectively, the Debtors) each filed a voluntary petition for relief under Chapter 11 of the U.S. Bankruptcy Code in the U.S. Bankruptcy Court
for the District of Delaware (the Chapter 11 Cases). On May 10, 2010, the Debtors emerged from the Chapter 11 Cases, following the
confirmation of the Plan of Reorganization (the Plan) by the U.S. Bankruptcy Court on April 16, 2010.

Prior to the Debtors� filing of the Chapter 11 Cases, on February 10, 2009, Spansion Japan Limited, a wholly-owned subsidiary of Spansion LLC
(Spansion Japan) filed a proceeding under the Corporate Reorganization Law of Japan to obtain protection from Spansion Japan�s creditors (the
Spansion Japan Proceeding). On March 3, 2009 the Tokyo District Court approved the filing of the Spansion Japan Proceeding and appointed
the incumbent representative director of Spansion Japan as trustee. As a result, the Company no longer controlled Spansion Japan despite its 100
percent equity ownership interest and, effective March 3, 2009, the Company deconsolidated Spansion Japan and has accounted for its interest in
Spansion Japan as a cost basis investment. Effective, September 28, 2010, the Company�s 100 percent equity ownership interest in Spansion
Japan was extinguished by the Tokyo District Court and Spansion Japan is no longer considered a subsidiary of the Company.

Upon emergence from the Chapter 11 on May 10, 2010 (Emergence Date), the Company adopted fresh start accounting in accordance with the
Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 852 �Reorganizations.� The adoption of fresh start
accounting resulted in the Company becoming a new entity for financial reporting purposes. Accordingly, the Condensed Consolidated Financial
Statements on or after May 10, 2010 are not comparable to the Condensed Consolidated Financial Statements prior to that date.

The Company qualified for fresh start accounting, in accordance with ASC 852, due to:

� the reorganization value of the Debtors� assets immediately before the date of confirmation being less than the total of all their
post-petition liabilities and allowed claims; and

� holders of existing voting shares of the Company immediately before confirmation receiving less than 50 percent of the voting shares
of the post-emerged Company.

Reorganization value is the value attributed to the reorganized entity, in addition to the expected net realizable value of those assets that will be
disposed of before reorganization occurs. This reorganization value is viewed as the fair value of the entity before considering liabilities and
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approximates the amount a willing buyer would pay for the assets of the entity immediately after the reorganization. Reorganization value is
generally determined by discounting future cash flows. Immediately prior to the Emergence Date, the Debtors� reorganization value of $1.2
billion was less than the sum of post-petition liabilities of $617 million and allowed claims of $939 million.
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Spansion Inc.

Notes to Condensed Consolidated Financial Statements�(Continued)

(Unaudited)

Also, holders of Class A common stock outstanding prior to the Emergence Date (Old Common Stock) did not receive any consideration for
their shares or any pre-determined allocation of Class A common stock of the reorganized Company (New Common Stock). Holders of New
Common Stock issued by the reorganized Company after the Emergence Date primarily include unsecured creditors who have received or will
receive shares of New Common Stock in settlement of their allowed claims, and participants in a rights offering that the Company conducted in
February 2010, as described below under �Effectiveness of the Plan and Exit Financing.�

Fresh start accounting required resetting the historical net book values of assets and liabilities of the Company as of Emergence Date to the
related fair values by allocating the Company�s reorganization value to its assets and liabilities pursuant to ASC 805 �Business Combinations� and
ASC 852-10 �Reorganizations�. The excess reorganization value over the fair value of tangible and identifiable intangible assets has been recorded
as goodwill on the Company�s Condensed Consolidated Balance Sheet. Deferred taxes have been determined in conformity with ASC 740
�Income Taxes.� For additional information regarding the impact of fresh start accounting on the Company�s Condensed Consolidated Balance
Sheet as of the Emergence Date, see �Fresh Start Consolidated Balance Sheet� below.

References in these financial statements to the �Successor� refer to Spansion and its consolidated subsidiaries after May 10, 2010, after giving
effect to: (i) the cancellation of Old Common Stock issued prior to May 10, 2010; (ii) the issuance of New Common Stock and settlement of
existing debt and other adjustments in accordance with the Plan; and (iii) the application of fresh start accounting. References to �Predecessor�
refer to Spansion and its consolidated subsidiaries up to May 10, 2010.

Effectiveness of the Plan and Exit Financing

Under the Plan, most holders of allowed general, unsecured claims against the Predecessor received or will receive New Common Stock in
satisfaction of their claims. Holders of allowed general, unsecured claims subject to a low payout threshold received cash in satisfaction of their
claims. Holders of Senior Secured Floating Rate Notes (FRN) received cash of approximately $638 million to fully discharge their claims. The
$638 million was primarily provided by the exit financing (Exit Financing) discussed below.

Pursuant to the Plan, the holders of allowed claims were offered the right to purchase a total of 12,974,496 shares of the New Common Stock
upon emergence from the Chapter 11 Cases at a price of $8.43 per share (Rights Offering). The number of shares available to each eligible
claimant was based on each claimant�s proportionate allowed claim. In connection with the Rights Offering, the Company entered into a
Backstop Rights Purchase Agreement with Silver Lake Sumeru Fund, L.P. (Silver Lake) whereby Silver Lake committed to purchase the
remaining balance of Rights Offering shares that are not otherwise subscribed for by the Rights Offering participants. Based on the agreement,
Silver Lake purchased 3,402,704 shares of the New Common Stock that had not been subscribed for by the Rights Offering participants. As of
May 10, 2010, the Company received net proceeds of approximately $104.9 million through the Rights Offering that was used in full to partially
discharge the FRN claims.

On February 9, 2010, the Company closed a five-year Senior Secured Term Loan agreement (Term Loan) of $450 million with a group of
lenders. The proceeds of the Term Loan, together with cash proceeds from other sources of cash available to the Company, were used in full to
partially discharge the remaining balance of the FRN claims. See Note 11 for details.

On May 10, 2010, the Company entered into a senior revolving credit facility agreement (Revolving Credit Facility) with Bank of America and
other financial institutions in an aggregate amount of up to $65 million to fund bankruptcy related expenses and ongoing working capital. As of
September 26, 2010, the Company has not drawn under this facility which was entered into as a pre-condition to obtaining the Term Loan
facility. See Note 11 for further details.
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Spansion Inc.

Notes to Condensed Consolidated Financial Statements�(Continued)

(Unaudited)

The Plan contemplates the distribution of 65.8 million shares of New Common Stock, consisting of: (i) 46,247,760 shares to holders of allowed
general, unsecured claims; (ii) 12,974,496 shares to subscribers of the Rights Offering; and (iii) 6,580,240 shares reserved for issuance to
eligible employees in connection with grants of stock options and restricted stock units (RSUs) under the Company�s new 2010 Equity Incentive
Award Plan. As of September 26, 2010, the Company had granted options to purchase 3,033,931 shares of new Common Stock and 2,977,054
RSUs under the 2010 Plan to its employees, and 569,255 shares were eligible for future equity awards.

In accordance with the Plan, holders of Old Common Stock , or stock options exercisable for Old Common Stock and RSUs which convert into
Old Common Stock, outstanding as of May 10, 2010 did not receive any distributions, and their equity interests were cancelled on May 10,
2010.

Business Relationship with Spansion Japan and Foundry Agreement

Spansion Japan manufactured and supplied silicon wafers to the Company, and provided sort services to the Company through August 31, 2010
when Spansion Japan sold its manufacturing facilities (known as JV3 and SP1) located at Aizu Wakamatsu, Japan to a subsidiary of Texas
Instruments Incorporated (TI) which began to provide such services to us on September 1, 2010. Spansion Japan also functioned as the sole
distributor of the Company�s products in Japan whereby it purchased products from the Company and sold them to customers in Japan, primarily
through a subsidiary of Fujitsu Limited. The wafers purchased from Spansion Japan were a material component of the Company�s cost of goods
sold, and historically the wafer prices were governed by a foundry agreement. Management believes that the prices under that foundry
agreement greatly exceeded the amounts that the U.S. Bankruptcy Court would have required the Company to pay for wafers purchased during
the period from February 9, 2009 through October 27, 2009 (the date when the Company and Spansion Japan mutually agreed to pricing terms
through executed purchase orders).

After unsuccessful efforts by the Company and Spansion Japan to renegotiate the prices under the foundry agreement, the Company filed a
motion with the U.S. Bankruptcy Court in October 2009 to reject the foundry agreement. An order rejecting the foundry agreement was issued
by the U.S. Bankruptcy Court on November 19, 2009. As a result, there was no valid contract establishing pricing for the wafers the Company
received from Spansion Japan from February 9, 2009 through October 27, 2009 (Disputed Period).

On January 8, 2010, the Company reached an agreement in principle (the Settlement) with Spansion Japan, subject to the completion of
definitive agreements and the Company�s emergence from the Chapter 11 Cases, to: (i) acquire Spansion Japan�s distribution business; (ii) obtain
foundry services, including wafer and sort services, from Spansion Japan; and (iii) resolve the Company�s dispute with Spansion Japan relating to
pricing of wafers purchased during the Disputed Period. The U.S. Bankruptcy Court and the Tokyo District Court approved the Settlement on
January 29, 2010 and February 1, 2010, respectively.

On February 2, 2010, the Company and Spansion Japan entered into a foundry agreement whereby the Company agreed to purchase from
Spansion Japan: (i) a minimum of 10 billion yen (equivalent to $111.8 million at September 26, 2010) worth of wafers over six quarters,
beginning with the first quarter of 2010 and ending with the second quarter of 2011; and (ii) minimum sort services of $7.7 million for the first
quarter of 2010 and $8.9 million for each quarter from the second quarter of 2010 to the second quarter of 2011, with both sort services and
wafer production to be subject to normal and customary foundry performance conditions. On March 29, 2010, the Company and Spansion Japan
executed various agreements implementing the Settlement including the purchase of Spansion Japan�s distribution business, which was
consummated on May 24, 2010 for a total cash purchase price of $13.1 million. With the acquisition of Spansion Japan�s distribution business, all
material conditions of the Settlement were fulfilled and the Company set off the receivable and payable balances due from/to Spansion Japan as
of October 27, 2009 (the date when the Company and Spansion Japan mutually agreed to pricing terms through executed purchase orders). All
transactions with Spansion Japan are now being settled on a regular basis on mutually agreed upon terms.
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Spansion Inc.

Notes to Condensed Consolidated Financial Statements�(Continued)

(Unaudited)

The purchase price relating to the acquisition of Spansion Japan�s distribution business was allocated to the acquired business based on its
estimated fair values as of May 24, 2010, as set forth below:

In millions
Tangible assets $ 1.5
Customer relationships 10.1
Goodwill 3.3
Liabilities (1.8) 

Total purchase price $ 13.1

See Note 9 for disclosures relating to the above intangible assets.

Until May 24, 2010, Spansion Japan continued in its historical role as the sole distributor of the Company�s products in Japan. After the purchase
of the distribution business from Spansion Japan on May 24, 2010, the Company distributes its products in Japan through its newly formed,
wholly owned subsidiary, Nihon Spansion Limited.

Effective June 27, 2010, Spansion Japan�s Plan of Reorganization (the POR) was confirmed by the Tokyo District Court. The POR provided for
Spansion Japan to redeem shares held by its shareholders without consideration, cancel such shares and issue new shares to unsecured creditors.
The redemption, cancellation and new issuance were completed effective September 28, 2010. As a result, the Company no longer had any
equity ownership of Spansion Japan. Until this date, the Company had accounted for its interest in Spansion Japan as a cost basis investment
since the Company has not controlled Spansion Japan since March 3, 2009.

On August 31, 2010, Spansion Japan sold its manufacturing facilities to a subsidiary of TI. At the same time, the Company terminated its
foundry agreement with Spansion Japan and entered into a new foundry agreement with TI whereby the Company agreed to purchase from TI:
(i) a minimum of $235.5 million worth of wafers over eight quarters, beginning with the third quarter of 2010 and ending with the second
quarter of 2012; and (ii) minimum sort services of $8.9 million for each quarter from the fourth quarter of 2010 to the second quarter of 2011
and $8.5 million each from the third quarter of 2011 through the second quarter of 2012, with both sort services and wafer production to be
subject to normal and customary foundry performance conditions.

Ongoing Chapter 11 Matters

Resolution of Outstanding Claims

Pursuant to the Plan, a claims agent has been appointed to analyze and, at the claims agent�s discretion, contest outstanding disputed claims
totaling $1.5 billion, which includes the $936 million general unsecured proof of claim filed by Spansion Japan as a result of the November 19,
2009 foundry agreement rejection order. The Company accrued its best estimate of the liability which is included in the $939 million of
liabilities subject to compromise as of Emergence Date. Since these claims are being handled by the claims agent and are under the jurisdiction
of the U.S. Bankruptcy Court, their sole recourse is to receive shares reserved under the plan and, therefore, any outcome of the claims
adjudication process will have no direct impact on the Successor.

On October 20, 2010, the claims agent appointed to resolve certain pre-bankruptcy claims entered into an agreement with Spansion Japan to
settle all claims asserted by and between Spansion Japan and the chapter 11 estates of the Debtors. Spansion Japan had asserted a claim for
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approximately $936 million related to damages allegedly incurred as a result of our rejection of our foundry agreement with Spansion Japan. The
claims agent had been engaged in litigation with Spansion Japan over the amount of damages sustained by Spansion Japan.

As part of the agreement, Citigroup Global Markets Inc.(Citi), which was not a party to this litigation, will purchase the rejection damages claim
from Spansion Japan for $100 million in cash. In separate transactions, the claims agent will agree to allow the rejection damages claim held by
Citi in the amount of $200 million, and we will purchase 85 percent of the allowed claim from Citi for $85 million in cash. These transactions
will become effective upon final approval of the settlement agreement by the U.S. Bankruptcy Court and the Tokyo District Court.

10
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Liabilities Subject to Compromise

At September 26, 2010, the Company had a zero balance for liabilities subject to compromise (LSTC) due to its emergence from the Chapter 11
Cases on May 10, 2010. For information regarding the discharge of LSTC, see �Fresh-Start Consolidated Balance Sheet� below.

The following table summarizes the components of LSTC included in the Consolidated Balance Sheet at December 27, 2009:

Predecessor
December 27, 2009

(in thousands)
Accounts payable and accrued liabilities $ 639,897
Accounts payable to related parties 109,941
Accrued compensation and benefits 16,138
Long-term debt 968,266
Capital lease obligations 18,861
Other long-term liabilities 3,166

Total liabilites subject to compromise $ 1,756,269

LSTC refers to pre-petition obligations that were impacted by the Chapter 11 Cases. These liabilities represented the then estimated amounts
expected to be allowed on known or potential claims to be resolved through the Chapter 11 Cases and included certain items that could be
assumed under the Plan.

Reorganization Items

The Company is required to disclose separately items such as professional fees directly related to the process of reorganizing the Predecessor
under the Chapter 11 Cases, realized gains and losses, provisions for losses, and interest income resulting from the reorganization and
restructuring of the business. These reorganization items are not applicable following the Emergence Date.

The following table summarizes the components of the Company�s reorganization items for the periods from March 29, 2010 to May 10, 2010
and from December 28, 2009 to May 10, 2010 and for the three and nine months ended September 27, 2009, respectively:

March 29, 2010
to

May  10,
2010

Three Months
Ended

September 27, 2009

December 28, 
2009

to
May 10,

2010

Nine Months
ended

September 27, 2009
(in thousands)

Professional and service fees directly related to
reorganization (1) $ 41,184 $ 8,736 $ 58,336 $ 25,851
Provision for allowed claims (2) 28,172 837 5,655 356,170
Gain on discharge of pre-petition obligations (434,046) �  (434,046) �  
Interest income (186) (225) (285) (373) 

Edgar Filing: Spansion Inc. - Form 10-Q

Table of Contents 21



Total reorganization items $ (364,876) $ 9,348 $ (370,340) $ 381,648

(1) Includes fees associated with the advisors and service providers to the Debtors.
(2) Represents the Company�s estimate of allowed claims related primarily to rejection or repudiation of executory contracts and leases and the

effects of approved settlements.
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No cash was paid for professional fees for the period from May 10, 2010 to September 26, 2010. Cash paid for professional fees from
December 28, 2009 to May 10, 2010 and for the three and nine months ended September 27, 2009 was approximately $10.6 million, $8.4
million and $23.7 million, respectively.

Fresh Start Condensed Consolidated Balance Sheet

Upon emergence from the Chapter 11 Cases, the Company adopted fresh start accounting as prescribed under ASC 852 �Reorganizations,� which
requires the Company to revalue its assets and liabilities to their related fair values. As such, the Company adjusted its stockholders� deficit to
equal the reorganization value at the Emergence Date. Items such as accumulated depreciation, accumulated deficit, accumulated other
comprehensive income (loss) and allowances for doubtful debt (AFDA) were reset to zero. The Company allocated the reorganization value to
its individual assets and liabilities based on their estimated fair values. Items such as, accounts receivable, auction rate securities and cash
(whose fair values approximated their book values) reflected values similar to those reported prior to emergence. Items such as prepaid and other
current assets, inventory, property, plant and equipment, deferred income tax asset and liability, accounts payable, income tax payable, and
deferred income were significantly adjusted from amounts previously reported. Because fresh start accounting was adopted at emergence and
because of the significance of LSTC that were relieved upon emergence, the historical financial statements of the Predecessor and the financial
statements of the Successor are not comparable.

To facilitate the calculation of the enterprise value of the Successor, management developed a set of financial projections for the Successor using
a number of estimates and assumptions. With the assistance of financial advisors, management determined the enterprise value and
corresponding equity value of the Successor based on the financial projections using various valuation methods, including: (i) a comparison of
the Company�s projected performance to the market values of comparable companies; and (ii) a calculation of the present value of future cash
flows based on management projections, both of which were submitted to the Bankruptcy Court for confirmation. Utilizing these methodologies,
the equity value of the Successor was estimated by the Bankruptcy Court to be in the range of $872 million and $944 million with an additional
increase to the enterprise value by approximately $496 million for Bankruptcy Court-approved distributable value as well as the settlement of
administrative claims. Based on the Bankruptcy Court-approved enterprise value ranges and guidance, the Company estimated the enterprise
value of the Successor to be approximately $1.5 billion. The enterprise value and corresponding equity value are dependent upon achieving the
future financial results set forth in management�s projections, as well as the realization of certain other assumptions. We cannot provide any
assurance that the projections will be achieved or that the assumptions will be realized. The excess equity value (using the midpoint of the range)
over the fair value of tangible and identifiable intangible assets has been reflected as goodwill on the Consolidated Fresh Start Balance
Sheet. All estimates, assumptions, valuations, appraisals and financial projections, including the fair value adjustments, the financial projections,
the enterprise value and equity value projections, are inherently subject to significant uncertainties and the resolution of contingencies beyond
the Company�s control. Accordingly, there can be no assurance that the estimates, assumptions, valuations, appraisals and the financial
projections will be realized, and actual results could vary materially.

The adjustments set forth in the following Fresh Start Consolidated Balance Sheet in the columns captioned �Plan Adjustments� and �Fresh Start
Adjustments� reflect the effect of the consummation of the transactions contemplated by the Plan, including the settlement of various liabilities,
issuance of securities, incurrence of new indebtedness and cash payments as well as fair value adjustments as a result of the adoption of fresh
start accounting.

12
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The effects of the Plan and fresh start accounting on our Condensed Consolidated Balance Sheet at May 10, 2010 are as follows:

Predecessor
Balance Sheet

Plan
Adjustments

Fresh Start
Adjustments

Successor
Balance Sheet

(in thousands)
Assets
Current assets:
Cash and cash equivalents $ 358,643 $ (103,914)(a) $ �  $ 254,729
Auction rate securities 41,854 �  �  41,854
Accounts receivable 112,849 (7,133)(g) (15,332)(q)(r) 90,384
Accounts receivable from related parties 374,417 �  (51,289)(q) 323,128(t) 
Allowance for doubtful accounts (62,473) 3,814(h) 58,659(q) �  

Accounts receivables, net 424,793 (3,319) (7,962) 413,512
Inventories 148,966 �  141,937(i) 290,903
Deferred income taxes 14,324 �  (13,183)(j) 1,141
Restricted cash 531,313 (525,515)(a) �  5,798
Prepaid expenses and other current assets 27,476 (300) (14,656)(s) 12,520

Total current assets 1,547,369 (633,048) 106,136 1,020,457
Property, plant and equipment, net 287,100 �  85,593(k) 372,693
Intangible assets, net 1,212 �  198,288(l) 199,500
Goodwill �  �  162,253(m) 162,253
Deferred income taxes �  �  20,893(j) 20,893
Other assets 36,180 (13,315)(c) 49 22,914

Total assets $ 1,871,861 $ (646,363) $ 573,212 $ 1,798,710(t) 

Liabilities and Stockholders� Deficit
Current liabilities:
Short term note $ 1,380 $ �  $ �  $ 1,380
Senior secured term loan 450,000 (445,500)(d) �  4,500
Accounts payable 117,048 (24,411)(b.2) 25,483(n) 118,120
Accounts payable to related parties 319,564 �  �  319,564(t) 
Accrued compensation and benefits 33,046 1,750(f) 232 35,028
Other accrued liabilities 118,905 1,631(b.1) 19,772(n) 140,308
Income taxes payable 176 �  �  176
Deferred income taxes �  �  13,816(g) 13,816
Rights offering deposits 75,783 29,092(b) (104,875)(b) �  
Current portion of long-term debt and obligations under
capital lease 638,108 (628,637)(b)(a) (146) 9,325
Deferred income 59,718 �  (47,458)(o)(r) 12,260

Total current liabilities 1,813,728 (1,066,075) (93,176) 654,477
Deferred income taxes 21,397 �  (9,324)(j) 12,073
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Long-term debt and obligations and capital lease
obligations, less current portion �  3,044(b) 496 3,540
Senior secured term loan �  445,500(d) �  445,500
Other long-term liabilities 8,861 �  259 9,120

Commitments and contingencies
Total long-term liabilities 30,258 448,544 (8,569) 470,233
Liabilities subject to compromise 938,522 (938,522) �  �  

Total liabilities 2,782,508 (1,556,053) (101,745) 1,124,710
New Common Stock �  �  674,000(p) 674,000
Stockholders� deficit (910,647) 909,690(e) 957(e) �  

Total liabilities and stockholders� deficit $ 1,871,861 $ (646,363) $ 573,212 $ 1,798,710(t) 

Plan Adjustments.

The primary Plan adjustment is the elimination of LSTC which is based on all claims received by the Company and accruals made from these
claims of estimated final settlements. LSTC amounted to $938.5 million on our Consolidated Balance Sheet immediately prior to May 10, 2010,
which were discharged in the Chapter 11 Cases or settled by issuance of the Company�s New Common Stock. In accordance with the Plan, the
Company set aside, from total LSTC, those final settlements which were to be settled in cash (approximately $18.4 million) and stock
(approximately $486.1 million) and recorded a reorganization gain of approximately $434.0 million in full settlement of the LSTC.

13
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Other Plan adjustments include:

(a) Repayment of Predecessor debt. This relates to (b) below;

(b) Repayment of FRNs. This was recorded in LSTC prior to May 10, 2010. Total principal amount owed to FRNs prior to the
Emergence Date amounted to approximately $625.6 million (of the $628.6 million net plan adjustment as noted in (b) in the above
table, approximately $3 million related to the reclass of capital lease obligations from short term liability to long term liability).

In addition, accumulated interest owed to FRNs prior to Emergence Date was approximately $13 million ($1.6 million net plan adjustment noted
in (b.1) in the table above comprised of $17.6 million of LSTC, offset by the aforementioned $13 million of accumulated interest paid to FRNs
and $3 million of accounts payable).

The Company also incurred approximately $19.6 million in professional fees and financing costs relating the settlement of amounts due to
FRNs. (the $24.4 million net plan adjustment to accounts payable noted in (b.2) in the table above comprised of the aforementioned $19.6
million of professional fees as well as $4.8 million of accounts payable)

In accordance with the Plan, the Company settled the FRN principal, accumulated interest, professional fees and financing costs (as described
above) fully in cash on the Emergence Date. Proceeds from the $450 million senior secured term loan, net proceeds of $104.9 million from the
Rights Offering and the Company�s cash balances were utilized to effect the above settlements;

(c) Extinguishment of debt financing costs. In connection with the extinguishment of old debts (Senior Notes, Exchangeable Senior
Subordinated Debentures and FRNs) in accordance with the Plan, the Company originally had capitalized and amortized all
financing costs relating to such old debt. In accordance with the provisions of ASC 470, �Early Extinguishment of Debt�, the
remaining unamortized costs of approximately $13 million was expensed as reorganization expense;

(d) Reclassification of the Term Loan between short-term and long-term obligations. During the first quarter of 2010, prior to emergence
and as part of its exit financing strategy, the Company closed a $450 million senior secured five-year term loan facility, the receipt of
the proceeds which were contingent upon emergence from the Chapter 11 Cases. The Company had recorded the receipts as
restricted cash and short term liability as of March 28, 2010 pending the remaining outcome of the Chapter 11 Cases during the
second quarter of 2010. Upon emergence, the Company received the loan proceeds and reclassified the long term portion of the loan
to long term liability;

14
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(e) Elimination of old equity. Upon the effective date of the Plan, all existing Spansion equity plans (2005 & 2007 Equity Incentive
Plans and Saifun Option Plans) and all equity awards thereunder were cancelled. In accordance with ASC 718, �Compensation-Stock
Compensation,� the Company recorded, as an adjustment to stockholder�s deficit, the remaining unamortized stock compensation
expense of approximately $5.5 million as a reorganization expense in the Income Statement of the Predecessor during the second
quarter of 2010. Total adjustments to stockholders� deficit, net of all adjustments in the �Plan Adjustments� column in the above table,
amounted to approximately $909.7 million;

(f) Chapter 11 emergence bonus payable to the Chief Executive Officer of the Company. In accordance with our employment agreement
with our Chief Executive Officer, Mr. Kispert was entitled to a $1.7 million bonus upon the consummation of the Plan, which was
consummated on May 10, 2010. Because this bonus was payable only upon the effectiveness of the Plan and was not contingent
upon any other performance requirement in the post-emergence period, the Company accounted for the bonus as a Plan adjustment
and a reorganization expense in accordance with ASC 805 �Compensation payments for post-combination services;�

(g) Set-off of accounts payable and accounts receivable balances and reorganization gains realized from accounts receivable reserve
balances. Of the $7.1 million net plan adjustment noted in (g) in the above table, $11.4 million of accounts receivable relating to a
customer was set-off against amounts owed to the same customer as these balances were rendered ineffective upon the confirmation
of the Plan, and which was offset by a net $4.3 million reorganization gain, of which $3.9 million related to a credit note issued to a
customer which was rendered ineffective as no unsecured claim was received from the customer during the Bankruptcy Court claims
process period which closed during the first quarter of fiscal year 2010. Similarly, an additional $0.5 million gain was recorded for a
accounts receivable reserve for a customer which was rendered ineffective upon plan confirmation; and

(h) Set-off of allowance for doubtful accounts balance against a gross accounts receivable balance. A $3.8 million allowance for
doubtful debt balance relating to a customer was set-off against the gross accounts receivable of $11.4 million ((as noted in
(g) above)) as these balances were rendered ineffective upon the confirmation of the Plan.

Fresh Start Adjustments

Significant adjustments reflected in the Fresh Start Consolidated Balance Sheet based on the revaluation of assets and liabilities are summarized
as follows:

(i) Inventories, net. An adjustment of $141.9 million was recorded to increase the net book value of inventories to their estimated fair
value. The fair value of finished goods was estimated based on the average selling price less the sum of disposal costs and a
reasonable profit allowance for the selling effort. The fair value of work-in-process was estimated based on the average selling price
less the sum of cost to complete, disposal costs, and a reasonable profit allowance. Raw materials were carried on the Predecessor�s
and Successor�s books at replacement costs and therefore no fair value adjustment was required;
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(j) Deferred Income Tax. Due to various adjustments and revaluations arising from fresh start accounting, both on foreign and domestic
entities, deferred tax assets and liabilities associated with certain tangible and intangible assets were revaluated and/or recomputed.
Similarly, certain tax attributes such as tax credits, tax allowances and net operating losses were revaluated and/or recomputed,
resulting in a net deferred tax adjustment of $3.2 million;

(k) Land, Property and Equipment, net. A net adjustment of $ 85.6 million was recorded to increase the net book value of tangible fixed
assets to their estimated fair value. In valuing its long-lived tangible assets, the Company applied the fair value definition as set forth
in ASC 820 �Fair Value Measurement� which states that fair value is the amount at which an asset (or liability) could be bought (or
incurred) or sold (or settled) in a current transaction between willing parties, that is, other than in a forced or liquidation sale. The
Company identified its long-lived assets as either in use or to be disposed off (either by sale or by scrap). Assets in use were valued
under the continued use premise. This premise assumes that the assets will remain �as-is, where is,� and continue to be used at their
present location for the continuation of business operations. This value includes all direct and indirect costs necessary to acquire,
install, and make the asset operational. Assets to be disposed of were valued on an in-exchange value premise. This premise
represents the highest and best use of the asset is an in-exchange if the asset would provide maximum value to market participants
principally on a standalone basis;

(l) Intangible Assets. An adjustment of $198.3 million was recorded (for developed technology, customer relationships, trade name and
in-process research and development (IPR&D) based on fair values determined by the Company. As part of its application of fresh
start accounting, the Company allocated the reorganization value to its assets and liabilities, including intangible assets using: i)
discounted cash flow methodology applied to its financial forecasts and also taking into consideration the enterprise value of the
Successor based on the Bankruptcy Court approved enterprise value ranges and methodologies (see �Fresh Start Consolidated Balance
Sheet� section of Note 2 for discussion of the enterprise value), and ii) Guideline Public Company (GPC) methodology, considering
data from public companies deemed to be comparable to the Company to develop relevant market multiples which were then applied
to the Company�s forecasts provided by Management to calculate its fair value. See Note 9 for details;

(m) Goodwill. An adjustment of $162.3 million was recorded to reflect the allocation of the reorganized enterprise value of the Successor
in excess of the fair value of tangible and identified intangible net assets. See Note 9 for details;

(n) Accounts Payable and Other Accrued Liabilities. The increase of $25.4 million in Accounts Payable primarily related to the
recording of a $25.2 million legal liability arising from the implementation of a new accounting policy upon the adoption of fresh
start accounting. See Note 3 for details. The increase of $19.8 million in other accrued liabilities was primarily due $16.4 million of
liabilities reclassified from deferred income, a $1.3 million increase to an existing liability which was previously discounted to its net
present value (when the liability was deemed to be long term in previous accounting periods and which was deemed to be short term
as of the Emergence Date) and a $1.4 million accrual for committed purchase orders to vendors;

(o) Deferred Income. An adjustment of $39.5 million was recorded to reduce deferred income to the fair value of the Company�s related
future performance obligations. Of the net fresh start adjustment of $47.5 million noted in (o) in the above table, $39.5 million
related to deferred income as discussed above and $8.0 million related to other deferred revenue balances set-off against accounts
receivable balances (see (r) below for details);
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(p) New Common Stock. All Old Common Stock of the Predecessor was cancelled and the Successor issued New Common Stock in
accordance with the Plan. See Note 4 for details;
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(q) Elimination of allowance for doubtful accounts (AFDA). Upon the adoption of fresh start accounting, all of the Predecessor�s reserves
including AFDA are eliminated as the Successor commences operations as a new entity. Therefore, the remaining AFDA balance of
$58.7 million prior to the adoption of fresh start accounting was eliminated by setting off the reserves against their original accounts
receivable balances;

(r) Deferred revenue set-off against accounts receivable. In prior accounting periods, the Company had previously recorded deferred
revenue from two customers amounting to approximately $8.0 million for invoice collection uncertainties (i.e. collectability of sales
proceeds was not reasonably assured). The accounts receivable balances relating to these customers were fully reserved for in prior
accounting periods. Therefore, as part of fresh start accounting, the fair values of the deferred revenue and accounts receivable
balances in the balance sheet amounted to zero as there were no additional performance obligations to be rendered by the Company.
Hence, these two balances were set-off against each other. There was no impact to retained earnings as a result of the above;

(s) New debt financing costs write off. During the first quarter of 2010, prior to emergence and as part of its� exit financing strategy, the
Company closed a $450 million five-year senior secured term loan facility resulting in debt financing costs of approximately $13.5
million which were capitalized in the predecessor�s financial statements just prior to the Emergence Date. These were paid upon
emergence. However, the Company concluded the fair value of the deferred financing costs to be zero as the fair value of the debt
was deemed to be at par value. Similarly, the Company also recorded a fresh start adjustment of $0.6 million of financing costs
relating to its new unutilized revolving credit facility for which there was no future performance obligations. This resulted in a zero
fair value; and

(t) Net adjustment to enterprise value. Included in accounts receivable/payable to related parties is approximately $283
million receivable/payable to Spansion Japan, representing balances related to transactions between the two companies
prior to October 27, 2009 (the date when the Company and Spansion Japan mutually agreed to pricing terms through
executed purchase orders). These balances were deemed expunged, released and satisfied on consummation of
definitive agreements laid out in the January 8, 2010 Settlement as described above in Note 2. In accordance with the
provisions of ASC 450 �Contingencies,� the Company had previously reserved the accounts receivable in excess of the
accounts payable balance to ensure the loss contingency was adequately reserved so that there will be no income
statement impact upon the consummation of the distribution of business. With the acquisition of Spansion Japan�s
distribution business on May 24, 2010, all material conditions of the Settlement were fulfilled. As a result, the
receivable and payable balances due from/to Spansion Japan as of October 27, 2009 were set-off subsequent to May 24,
2010, and prior to the end of the second quarter ended June 27, 2010. Therefore, the enterprise value as of the
Emergence Date is the total assets of the Company (approximately $1.8 billion) less $283 million (which was grossed
up in accounts receivable and payable in the opening balance sheet as of the Emergence Date). Thus, the enterprise
value was approximately $1.5 billion.

3. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying condensed consolidated financial statements of the Company have been prepared in accordance with U.S. generally accepted
accounting principles (U.S. GAAP) for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X.
The condensed consolidated financial statements and notes thereto are unaudited. In the opinion of the Company�s management, these financial
statements contain all adjustments (consisting of normal recurring adjustments) that are necessary for a fair statement of the Company�s operating
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results, financial position and cash flows. Operating results for the interim periods presented are not necessarily indicative of the results to be
expected for any subsequent interim period or for the full fiscal year ending December 26, 2010.
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In preparing the Condensed Consolidated Financial Statements for the Predecessor, the Company applied ASC 852 �Reorganizations,� which
requires that the financial statements, for periods subsequent to the Chapter 11 filing, distinguish transactions and events that were directly
associated with the reorganization from the ongoing operations of the business. Accordingly, professional fees associated with the Chapter 11
Cases and certain gains and losses resulting from reorganization of the Company�s business have been reported separately as reorganization
items. In addition, interest expense for the Predecessor has been reported only to the extent that it was paid during the Chapter 11 Cases or that it
was probable that it would be an allowed priority, secured, or unsecured claim under the Chapter 11 Cases. Interest income earned during the
Chapter 11 Cases is reported as a reorganization item.

Upon emergence from Chapter 11, the Company adopted fresh start accounting in accordance with ASC 852 �Reorganizations�. The adoption of
fresh start accounting results in the Company becoming a new entity for financial reporting purposes. Accordingly, the Condensed Consolidated
Financial Statements on or after May 10, 2010 are not comparable to the Condensed Consolidated Financial Statements prior to that date. The
Company�s Consolidated Statements of Operations for fiscal quarter ended June 27, 2010 and for subsequent periods through fiscal year 2013
will be split into Predecessor and Successor financial statements for as long as any Predecessor financial statements are disclosed.

Fresh start accounting requires resetting the historical net book value of assets and liabilities to fair value by allocating the entity�s reorganization
value to its assets and liabilities pursuant to ASC 805 �Business Combinations� and ASC 820 �Fair Value Measurements and Disclosures�. The
excess reorganization value over the fair value of tangible and identifiable intangible assets is recorded as goodwill on the Condensed
Consolidated Balance Sheet. Deferred taxes are determined in conformity with ASC 740 �Income Taxes�. For additional information regarding the
impact of fresh start accounting on our Condensed Consolidated Balance Sheet as of September 26, 2010, see �Fresh Start Consolidated Balance
Sheet�.

Furthermore, effective March 3, 2009, the Company deconsolidated Spansion Japan because, despite its 100 percent equity ownership interest,
the Company no longer controlled Spansion Japan due to the appointment of a trustee in the Spansion Japan Proceeding. Since March 3, 2009,
the Company has accounted for its interest in Spansion Japan as a cost basis investment. Transactions between the Company and Spansion Japan
after March 3, 2009, have been reflected as transactions with a third party. Effective, September 28, 2010, the Company�s 100 percent equity
ownership interest in Spansion Japan was extinguished by the Tokyo District Court. See �Business Relationship with Spansion Japan and
Foundry Agreement� in Note 2 above for further details.

With the exception of Spansion Japan as described above, the condensed consolidated financial statements include all the accounts of the
Company and those of its wholly owned subsidiaries, and all intercompany accounts and transactions have been eliminated.

The condensed consolidated financial statements do not include certain financial statement footnotes and disclosures required under U.S. GAAP
for audited financial statements. Therefore, the condensed consolidated financial statements should be read in conjunction with the Company�s
audited consolidated financial statements and footnotes thereto for the year ended December 27, 2009, included in the Company�s Annual Report
on Form 10-K, filed with the SEC on February 11, 2010.

Use of Estimates

The preparation of the Company�s condensed consolidated financial statements and disclosures in conformity with U.S. GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of commitments and
contingencies and the reported amounts of revenues and expenses during the reporting periods. Estimates are used to account for the fair value
of fresh start adjustments, the fair value of certain marketable securities, revenue, the allowance for doubtful accounts, inventory, including
valuation of acquired intangible assets, impairment of long-lived assets, legal contingencies, income taxes, stock-based compensation expenses,
liabilities subject to compromise, the fair value of the debt and liability components of the Company�s Exchangeable Senior Subordinated
Debentures and product warranties. Actual results may differ from those estimates, and such differences may be material to the Company�s
condensed consolidated financial statements.
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Inventories

Inventories are stated at standard cost adjusted to approximate the lower of cost (first-in, first-out method) or market. The Company writes down
inventories based on forecasted demand and technological obsolescence. These factors are impacted by market and economic conditions,
technology changes, new product introductions and changes in strategic direction and require estimates that may include uncertain elements.
Actual demand may differ from forecasted demand, and such differences may have a material effect on recorded inventory values.

In connection with fresh start accounting, net inventories were adjusted to increase the carrying value of inventories to estimated fair value on
May 11, 2010.

Successor Successor Predecessor
September 26, 2010 May 11, 2010 December 27, 2009

(in thousands)
Raw materials $ 12,604 $ 15,675 $ 14,202
Work-in-process 152,198 236,510 112,469
Finished goods 16,025 41,625 15,052

Inventories $ 180,827 $ 293,810 $ 141,723

Property, Plant and Equipment

Property, plant and equipment are stated at cost for the Predecessor and revalued at fair value on May 11, 2010 in accordance with fresh start
accounting. Depreciation and amortization are provided on a straight-line basis over the existing useful lives of the assets. Pre-emergence fully
depreciated assets will be deemed to have useful lives of 12 months post-emergence.

Successor Successor Predecessor
September 26, 2010 May 11, 2010 December 27, 2009

(in thousands)
Land $ 51,778 $ 51,778 $ 20,107
Buildings and leasehold improvements 69,076 70,210 117,553
Equipment 232,110 235,463 318,592
Construction in progress 10,165 15,242 14,345
Accumulated depreciation and amortization (74,486) �  (147,887) 

Property, plant and equipment, net $ 288,643 $ 372,693 $ 322,710

Intangible Assets

Intangible assets other than intellectual property include developed technology, customer relationships, and trade name which are amortized on a
straight-line basis over periods ranging from seven to ten years. See Note 9 for details. IP R&D is not amortized but tested for impairment at
least annually or more frequently if there are indicators of impairment present.

Goodwill
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Goodwill represents the allocated enterprise value in connection with fresh start accounting under ASC 852 and the excess of the purchase price
over the fair value of net tangible and identifiable intangible assets acquired in connection with the acquisition of the Spansion Japan�s
distribution business (see Note 9). Goodwill amounts are not amortized, but rather are tested for impairment at least annually or more frequently
if there are indicators of impairment present, at a level within the Company referred to as the reporting unit. The Company has historically
performed its goodwill impairment analysis as of the last day of the fourth quarter of the fiscal year. With fresh start accounting, the Company
plans to assess goodwill for impairment during the fourth quarter of each fiscal year.
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Fair Value

The Company re-measured each major category of assets and liabilities at fair value in connection with fresh start accounting with guidance
from ASC 820. Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. In measuring fair value, the Company uses a hierarchy that maximizes the use of
observable inputs and minimizes the use of unobservable inputs by requiring that the most observable inputs be used when available. Observable
inputs are inputs that market participants would use in pricing the asset or liability developed based on market data obtained from sources
independent of the Company. Unobservable inputs are inputs that reflect the Company�s best estimate of what market participants would use in
pricing the asset or liability developed based on the best information available in the circumstances. The hierarchy is broken down into three
levels based on the reliability of inputs as follows:

Level 1 � Inputs are unadjusted, quoted prices in active markets for identical assets or liabilities at the measurement date.

Level 2 � Inputs (other than quoted prices included in Level 1) are either directly or indirectly observable for the asset or liability through
correlation with market data at the measurement date and for the duration of the asset/liability�s anticipated life.

Level 3 � Inputs reflect management�s best estimate of what market participants would use in pricing the asset or liability at the measurement date.
Consideration is given to the risk inherent in the valuation technique and the risk inherent in the inputs to the model.

The availability of observable inputs can vary and is affected by a wide variety of factors. To the extent that valuation is based on models or
inputs that are less observable or unobservable in the market, the determination of fair value requires more judgment. Accordingly, the degree of
judgment exercised by the Company in determining fair value is greatest for assets and liabilities categorized in Level 3. When observable prices
are not available, the Company either uses implied pricing from comparables or valuation models based on net present value of estimated future
cash flows, adjusted as appropriate for liquidity, credit, market and/or other risk factors. Fair value is a market-based measure considered from
the perspective of a market participant rather than an entity-specific measure. Therefore, even when market assumptions are not readily
available, the Company�s own assumptions are set to reflect those it believes market participants would use in pricing the asset or liability at the
measurement date. Please see Note 13 for fair value measurement.

Estimates relating to Litigation Reserve

Upon emergence and as part of fresh start accounting, the Company implemented its litigation reserve policy whereby it would record, on a
rolling four quarter basis, the estimated litigation costs that it expects to incur in defending itself in connection with ongoing lawsuits in
accordance with the provisions of ASC 450, �Contingencies�. Judgment is necessary to estimate these costs and an accrual is made when it is
probable that a liability has been incurred and the amount of loss can be reasonably estimated. See Part II. Other Information, Item 1. Legal
Proceedings for our update of outstanding legal proceedings.

New Accounting Pronouncements

In April 2010, the FASB issued revised guidance to clarify that an employee share-based payment award with an exercise price denominated in
the currency of a market in which a substantial portion of the entity�s equity securities trades should not be considered to contain a condition that
is not a market, performance or service condition. Therefore, an entity would not classify such an award as a liability if it otherwise qualifies as
equity. The amendments in this guidance are effective for fiscal years, and interim periods within those fiscal years, beginning on or after
December 15, 2010. The revised guidance should be implemented by recording a cumulative-effect adjustment to the opening balance of
retained earnings. The cumulative-effect adjustment should be calculated for all awards outstanding as of the beginning of the fiscal year in
which the amendments are initially applied, as if the amendments had been applied consistently since the inception of the award. The
cumulative-effect adjustment should be presented separately. Earlier application is permitted. The Company believes the adoption of this
guidance on December 27, 2010 will not have a material impact on its consolidated financial statements.
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In January 2010, the FASB issued amended guidance on fair value measurements and disclosures. The new guidance requires additional
disclosures regarding fair value measurements, amends disclosures about postretirement benefit plan assets, and provides clarification regarding
the level of disaggregation of fair value disclosures by investment class. This guidance is effective for interim and annual reporting periods
beginning after December 15, 2009, except for certain Level 3 activity disclosure requirements that will be effective for reporting periods
beginning after December 15, 2010. Accordingly, we adopted this amendment on January 1, 2010, except for the additional Level 3
requirements which will be adopted in 2011. The adoption of this guidance has not had, and the Company believes the adoption on
December 27, 2010 will not have a material impact on its consolidated financial statements.

In October 2009, the FASB amended the accounting standards for revenue recognition to remove tangible products containing software
components and non-software components that function together to deliver the product�s essential functionality from the scope of
industry-specific software revenue recognition guidance. In October 2009, the FASB also amended the accounting standards for multiple
deliverable revenue arrangements to:

� provide updated guidance on whether multiple deliverables exist, how the deliverables in an arrangement should be separated, and
how the consideration should be allocated;

� require an entity to allocate revenue in an arrangement using estimated selling prices of deliverables if a vendor does not have
vendor-specific objective evidence of selling price or third-party evidence of selling price; and

� eliminate the use of the residual method and require an entity to allocate revenue using the relative selling price method.
The accounting changes summarized in this guidance are effective for fiscal years beginning on or after June 15, 2010, with early adoption
permitted. Adoption may either be on a prospective basis or by retrospective application. The Company believes the adoption on December 27,
2010 of this guidance will not have a material impact on its consolidated financial statements.

Financial Statements Reclassifications

Certain prior period amounts in the condensed consolidated statements of operations have been revised to conform to the current period
presentation. This is related to the revision of sales to Spansion Japan. There is no material impact to the Company�s results from operations due
to these revisions.

4. Capital Stock

Successor

Upon emergence, the total number of shares of capital stock that the Company is authorized to issue under its Amended and Restated Certificate
of Incorporation is 200,000,001 shares, consisting of: (i) 150,000,000 shares of New Common Stock, par value $0.001 per share; (ii) one share
of Class B Common Stock, par value $0.001 per share; and (iii) 50,000,000 shares of Preferred Stock, par value $0.001 per share, issuable in one
or more series. As of September 26, 2010, there are 59,270,916 shares of Class A Common Stock and one share of Class B Common Stock
issued and outstanding.

Common Stock
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Except as described below or as required by law, the holders of the Company�s common stock are entitled to one vote per share on all matters to
be voted on by stockholders and shall vote together as a single class. The holder of Class B Common Stock, which is Silver Lake, shall be
entitled to vote for up to two directors to the Board. The holders of Class A Common Stock shall be entitled to vote for all other directors to the
Board. The outstanding share of Class B Common Stock shall convert into shares of Class A Common Stock on a share-for-share basis: (i) upon
the written consent of the holder of the outstanding Class B Common Stock; (ii) in the event that any person other than SLS Spansion Holdings,
Silver Lake or their respective Affiliates and managed accounts becomes the holder of the share of Class B Common Stock; or (iii) after August
2010, Silver Lake�s aggregate ownership interest in the Company ceases to be at least five percent.
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Preferred Stock

The Company�s board of directors has the authority, without action by the stockholders, to designate and issue preferred stock in one or more
series and to designate the rights, preferences and privileges of each series, such as dividend rates, dividend rights, liquidation preferences,
voting rights and the number of shares constituting any series and designation of such series which may be greater than the rights of the common
stock. It is not possible to state the actual effect of the issuance of any shares of preferred stock upon the rights of holders of the common stock
until the board of directors determines the specific rights of the holders of such preferred stock. However, the effects might include, among other
things:

� restricting dividends on the common stock;

� diluting the voting power of the common stock;

� impairing the liquidation rights of the common stock; or

� delaying or preventing a change of control of Spansion without further action by the stockholders.
5. Equity Incentive Plan and Stock-Based Compensation

Plan Description

2010 Equity Incentive Award Plan

On May 10, 2010, upon emergence from the Chapter 11 Cases, the Company�s Board of Directors approved the Spansion Inc. 2010 Equity
Incentive Award Plan (the 2010 Plan), under which 6,580,240 shares of New Common Stock have been reserved and made available for
issuance in the form of equity awards, including incentive and nonqualified stock options and restricted stock unit (RSU) awards. The 2010 Plan
is administered by the Compensation Committee of the Company�s Board of Directors, and that committee has the authority to, among other
things, grant awards, delegate certain of its powers, accelerate or extend the vesting or exercisability of awards and determine the date of grant of
an award. The maximum term of any stock option granted under the 2010 Plan is seven years from the date of grant and the exercise price of
each option is determined under the applicable terms and conditions as approved by the Compensation Committee.

The 2010 Plan provides that grants may be awarded to an officer or employee, a consultant or advisor, or a non-employee director of the
Company or its subsidiaries. Incentive stock options may only be granted to employees of the Company or its subsidiaries. The exercise price of
each stock option shall not be less than 100 percent of the fair market value of the New Common Stock on the date of grant (not less than 110
percent if such stock option is granted to a person who has more than 10 percent of the total combined voting power of all classes of stock of the
Company or any subsidiary.

Under the 2010 Plan, one third of the stock options vest on January 31, 2011, and then 1/36 per month for the next two years, and expire if not
exercised by the seventh anniversary of the grant date. Ten percent of the RSU awards for U.S.-based employees granted on May 10, 2010 will
vest immediately, up to a maximum of 100 shares per employee. The remainder will vest in four substantially equal installments on the last
trading day in January of each year from 2011 through 2014. Shares that are subject to or underlie awards that expire or for any reason are
cancelled, terminated or forfeited, or fail to vest will again be available for grant under the 2010 Plan.
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Valuation and Expense Information

The following table sets forth the total recorded stock-based compensation expense by financial statement caption for the Successor (2010 Plan)
and the Predecessor (2005 Plan, 2007 Plan, Saifun 2003 Plan, Saifun Semiconductor Ltd. 2001 Share Option Plan and Saifun Semiconductor
Ltd. 1997 Share Option Plan), resulting from the Company�s stock options and RSU awards for the three and nine months ended September 26,
2010, respectively.

Successor Predecessor Successor Predecessor Predecessor

Three Months
Ended

September 26, 2010

Three
Months
Ended

September 27, 2009

Period from
May 11, 2010

(1)

to
September 26, 2010

Period from
December 28, 2009

to
May 10, 2010

(1)

Nine Months
ended

September 27, 2009
(in thousands)

Cost of sales $ 1,072 $ 578 $ 1,794 $ 346 $ 2,380
Research and development 453 812 851 683 3,198
Sales, general and administrative 1,340 1,485 2,165 566 4,865
Expense on cancellation of old
equity incentive plans �  �  �  5,457 �  

Stock-based compensation expense $ 2,865 $ 2,875 $ 4,810 $ 7,052 $ 10,443

(1) May 10, 2010 is the date on which all old equity incentive plans were cancelled and the 2010 Plan took effect.
The weighted average fair value of the Company�s stock options granted in the Successor under the 2010 Plan was $5.05 per share. The fair value
of each stock option was estimated at the date of grant using a Black-Scholes option pricing model, with the following assumptions for grants:

Weighted Average for the
period from

May 10, 2010

to
September 26, 2010

Expected volatility 58.00% 
Risk-free interest rate 1.16% 
Expected term (in years) 4.3
Dividend yield 0.00% 

The Company�s dividend yield is zero because the Company has never paid dividends and does not have plans to do so over the expected life of
the stock options. As the Company emerged as a new public company for which historical information is not relevant, it considered historical
and implied volatilities from peer companies who are in the same industry sector with similar characteristics to estimate the expected volatility
over the option term. The risk-free interest rate is based on the yield from U.S. Treasury zero-coupon bond with a remaining term equal to the
expected stock option life. The expected term is based on the �simplified method� for developing the estimate of the expected life of a �plain vanilla�
stock. Under this approach, the expected term is presumed to be the mid-point between the average vesting date and the end of the contractual
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term.

The Company estimated forfeitures based on its historical forfeiture rates. ASC 718 requires forfeitures to be estimated at the time of grant and
revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates in order to derive the Company�s best estimate of
awards ultimately expected to vest. The forfeiture rate for stock options granted on September 15, 2010 is estimated to be 16.8 percent and the
Company will update the forfeiture rate on a periodic basis thereafter.

As of September 26, 2010, the total unrecognized compensation cost related to unvested stock options and RSU awards was approximately
$30.1 million after reduction for estimated forfeitures, and such stock options and RSU awards will generally vest ratably through 2014.
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Successor

Authorized Shares; Limits on Awards

The aggregate number of shares of New Common Stock which may be issued or transferred pursuant to Awards under the 2010 Plan is the sum
of (i) 6,580,240 (provided, that the aggregate number of shares of New Common Stock which may be issued or transferred pursuant to full value
Awards is 3,290,120) and (ii) an annual increase on the first day of each year beginning in 2011 and ending in 2015, equal to the least of
(A) seven million (7,000,000) shares; (B) a percentage of the shares of New Common Stock outstanding (on an as converted basis) on the last
day of the immediately preceding fiscal year as follows: 7% for the increase made January 1, 2011, 6% for the increase made January 1, 2012,
4.5% for the increase made January 1, 2013 and 3.5% for the increases made thereafter; and (C) such smaller number as may be determined by
the Board prior to the first day of such year. No more than 6,580,240 shares of New Common Stock may be issued upon the exercise of
incentive stock options.

Shares Available to Grant

The numbers of shares of New Common Stock available for grant at September 26, 2010 under the 2010 Plan are shown in the following table:

Number of shares available for grant:
Shares reserved for grant under the 2010 Plan (1) 6,580,240
Stock options granted through September 26, 2010, net of cancelled stock options (3,033,931) 
RSU awards granted through September 26, 2010, net of cancelled RSU awards (2,977,054) 

Shares available for grant under the 2010 Plan 569,255

(1) The 6,580,240 shares reserved for grant are in accordance with the Company�s 2010 Equity Incentive Plan.
Stock Option and Restricted Stock Unit Activity

The following table summarizes stock option activity and related information under the 2010 Plan for the periods presented:

Options:
Number of

Shares

Weighted-
Average
Exercise

Price

Average
Remaining

Contractual Life
(in years)

Aggregate
Intrinsic

Value
(in 

thousands)
Outstanding as of May 10, 2010 �  $ �  �  $ �  
Granted 3,051,436 $ 10.54
Cancelled (17,505) $ 10.51
Exercised �  $ �  

Outstanding as of September 26, 2010 3,033,931 $ 10.54 6.62 $ 11,815
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Exercisable as of September 26, 2010 �  $ �  �  $ �  

The aggregate intrinsic value in the preceding table represents the total pretax intrinsic value, based on the New Common Stock�s closing sales
price of $14.43 as of September 24, 2010, which would have been received by the stock option holders had all stock option holders exercised
their in-the-money stock options as of that date.
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The following table summarizes RSU award activities and related information for the periods presented:

Restricted Stock Units:
Number of

Shares

Weighted-Average
Grant-date
Fair Value

Unvested as of May 10, 2010 �  $ �  
Granted 3,033,686 $ 10.51
Cancelled (56,632) $ 10.51
Vested (48,660) $ 10.51

Unvested as of September 26, 2010 2,928,394 $ 10.51

Predecessor

Under the Plan and upon the Company�s emergence from the Chapter 11 Cases on the Emergence Date, the Predecessor�s outstanding equity
securities, including all shares of Old Common Stock and options to purchase shares of Old Common Stock, were cancelled. The Company
accelerated approximately $5.5 million of unrecognized compensation cost as of May 10, 2010, related to unvested stock options and RSU
awards under the Predecessor equity plans. The charge was recorded as a reorganization item during the second quarter of fiscal 2010.

No stock options were granted in the three and nine months ended September 26, 2010 and September 27, 2009 respectively, under the
Predecessor equity plans.

6. Net Income (Loss) Per Share

The following table presents the calculation of basic and diluted net income (loss) per share:

Successor Predecessor Successor Predecessor

Three Months
Ended

September 26, 2010

Three
Months
Ended

September 27, 2009

Period from
May 11, 2010

to
September 26, 2010

Period
from

December 28, 2009
to

May 10,
2010

Nine Months
ended

September 27, 2009
(in thousands except for per-share amounts)

Net income (loss) $ (64,854) $ 1,500 $ (83,068) $ 363,624 $ (518,388) 

Weighted-average shares�basic 59,271 162,090 59,271 162,439 161,717
Effect of dilutive potential
common shares �  11,835 �  171 �  

Weighted-average shares�diluted 59,271 173,925 59,271 162,610 161,717

Net income (loss) per share�basic $ (1.09) $ 0.01 $ (1.40) $ 2.24 $ (3.21) 
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Net income (loss) per
share�diluted $ (1.09) $ 0.01 $ (1.40) $ 2.24 $ (3.21) 

Employee stock options, unvested RSUs and similar equity instruments granted by the Company are treated as potential common shares
outstanding in computing diluted earnings per share. Diluted shares outstanding include the dilutive effect of in-the-money options and unvested
RSUs which are calculated based on the average share price for each fiscal period using the treasury stock method. Under the treasury stock
method, the amount the employee must pay for exercising stock options, the amount of compensation cost for future service that the Company
has not yet recognized and the amount of tax benefits that would be recorded in additional paid-in capital when the award becomes deductible
are assumed to be used to repurchase shares.

For the three months ended September 26, 2010 and for the period from May 11, 2010 to September 26, 2010, the Company excluded from its
diluted per share computation approximately 0.9 million and 0.8 million of potential shares of New Common Stock issuable upon exercise of
outstanding stock options and vesting of outstanding RSUs because they had an anti-dilutive effect due to the net loss recorded in the period.
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For the nine months ended September 27, 2009, the Company excluded from its diluted per share computation approximately19.6 million of
potential shares of Old Common Stock issuable upon exercise of outstanding stock options, upon vesting of outstanding RSUs and upon
exchange of Spansion LLC�s Exchangeable Senior Subordinated Debentures because they had an anti-dilutive effect due to the net loss recorded
in the period.

7. Comprehensive Income (Loss)

The following are the components of comprehensive income (loss):

Successor Predecessor Successor Predecessor

Three Months
Ended

September 26, 2010

Three
Months
Ended

September 27, 2009

Period from
May 11, 2010

to
September 26, 2010

Period
from

December 28, 2009

to
May 10,

2010

Nine Months
ended

September 27, 2009
(in thousands)

Net income (loss) $ (64,854) $ 1,500 $ (83,068) $ 363,624 $ (518,388) 
Net change in pension plan, net of
taxes �  �  �  �  123
Net change in cumulative
translation adjustment (1,683) �  (1,458) �  (25,073) 
Net change in unrealized losses on
interest rate swap, net of $0 taxes (1,753) �  (1,753) �  (449) 

Total comprehensive income
(loss) $ (68,290) $ 1,500 $ (86,279) $ 363,624 $ (543,787) 

For the period from December 28, 2009 to May 10, 2010, the net income of $363.6 million was primarily attributable to the recognition of
reorganization gain of $364.9 million as a result of discharge of prepetition obligations upon Emergence from Chapter 11 Cases in the second
quarter of fiscal 2010, partially offset by various operating expenses.

8. Related Party Transactions

Spansion Japan

As discussed in Note 3, in the section entitled, �Basis of Presentation,� despite its 100 percent equity ownership interest in Spansion Japan, the
Company has not included Spansion Japan in its consolidated financial statements since March 3, 2009 as it no longer controlled Spansion Japan
due to the appointment of a trustee in the Spansion Japan Proceeding. Since that date, the Company has accounted for its interest in Spansion
Japan as a cost basis investment and treats Spansion Japan as a related party for financial reporting purposes. Effective June 27, 2010, Spansion
Japan�s POR was confirmed by the Tokyo District Court. The POR provided for Spansion Japan to redeem shares held by its shareholders
without consideration, cancel such shares and issue new shares to unsecured creditors. The redemption, cancellation and new issuance were
completed effective September 28, 2010. Thereafter the Company had no equity ownership of Spansion Japan.
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On February 2, 2010, the Company and Spansion Japan entered into a foundry agreement whereby the Company agreed to purchase from
Spansion Japan: (i) a minimum of 10 billion yen (equivalent to $111.8 million at June 27, 2010) worth of wafers over six quarters beginning
with the first quarter of 2010 and ending with the second quarter of 2011; and (ii) minimum sort services of $7.7 million for the first quarter of
2010 and $8.9 million for each quarter from the second quarter of 2010 to the second quarter of 2011, with both sort services and wafer
production subject to normal and customary foundry performance conditions. This agreement replaced an earlier foundry agreement whereby
Spansion Japan manufactured wafers for the Company based on a five-quarter rolling production forecast and in exchange, the Company
reimbursed Spansion Japan for its manufacturing cost, plus a surcharge of 6 percent. The Company�s motion to reject the earlier foundry
agreement was approved by the U.S. Bankruptcy Court on November 19, 2009.
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On August 31, 2010 Spansion Japan sold its manufacturing facilities to a subsidiary of TI. At the same time the Company terminated its foundry
agreement with Spansion Japan and entered into a new foundry agreement with TI whereby the Company agreed to purchase from TI: (i) a
minimum of $235.5 million worth of wafers over eight quarters, beginning with the third quarter of 2010 and ending with the second quarter of
2012; and (ii) minimum sort services of $8.9 million for each quarter from the fourth quarter of 2010 to the second quarter of 2011 and $8.5
million each from the third quarter of 2011 through the second quarter of 2012, with both sort services and wafer production to be subject to
normal and customary foundry performance conditions.

Spansion Japan continued in its historical role as the sole distributor of the Company�s products in Japan, whereby it purchased products from the
Company and sold them to customers in Japan, primarily through a subsidiary of Fujitsu Limited, until May 24, 2010. On May 24, 2010, the
Company acquired the distribution business from Spansion Japan and subsequently has been distributing its products in Japan through a wholly
owned subsidiary, Nihon Spansion Limited. With the acquisition of Spansion Japan�s distribution business, all material conditions of the
January 8, 2010 Settlement were fulfilled and the Company set off the receivable and payable balances due from/to Spansion Japan as of
October 27, 2009 (the date when the Company and Spansion Japan mutually agreed to pricing terms through executed purchase orders). All
transactions with Spansion Japan were thereafter settled on a regular basis on mutually agreed upon terms.

The following tables present the significant related party transactions between the Company and Spansion Japan:

Successor Predecessor Successor Predecessor

Three Months

Ended
September 26, 2010

Three
Months
Ended

September 27, 2009

Period from
May 11, 2010

to
September 26, 2010

Period
from

December 28, 2009
to

May 10,
2010

Period from
March 3, 2009

to
September 27, 2009

(in thousands)
Sales to Spansion Japan $ 439 $ 82,332 $ 5,240 $ 78,705 $ 228,261
Wafer purchases from Spansion
Japan $ 25,682 $ 83,787 $ 30,039 $ 80,160 $ 179,626

Payment to Spansion Japan for
R&D services $ �  $ 5,331 $ 143 $ 2,686 $ 13,146
The following table presents the account balances between the two companies as of September 26, 2010 and December 27, 2009, respectively:

Successor Predecessor
September 26, 2010 December 27, 2009

(in thousands)
Trade accounts receivable from Spansion Japan $ 11 $ 366,602
Trade accounts payable to Spansion Japan $ (308) $ (331,151) 
Deferred income on shipments to Spansion Japan $ (59) $ (12,029) 

Fujitsu

Fujitsu Limited (Fujitsu) was a holder of greater than 10 percent of the Company�s Old Common Stock voting securities prior to its emergence
from the Chapter 11 Cases on May 10, 2010. On emergence from the Chapter 11 Cases, the Company�s Old Common Stock issued prior to
May 10, 2010 was cancelled and New Common Stock was issued in accordance with the Plan. As a result, Fujitsu no longer holds greater than
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10 percent of the Company�s voting securities and has ceased to be a related party since that date.
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The Company did not have significant transactions and account balances directly with Fujitsu following the deconsolidation of Spansion Japan,
which was effective March 3, 2009. The following table presents the significant related party transactions between the Company and Fujitsu for
the nine months ended September 27, 2009.

Predecessor
Nine Months Ended
September 27, 2009

(in thousands)
Net sales to Fujitsu $ 50,208
Inventory and cost of sales:
Other purchases of goods and services from Fujitsu and rental expense to Fujitsu 11,617
Subcontract manufacturing and commercial die purchases from Fujitsu 569
Wafer purchases, processing and sort services from Fujitsu 6,096
Net gain recognized on sale of assets to Fujitsu on April 2, 2007 (3,075) 
Reimbursement on costs of employees seconded to Fujitsu (2,633) 
Equipment rental income from Fujitsu (186) 
Administrative services income from Fujitsu (68) 

$ 12,320

Service fees to Fujitsu:
Sales, general and administrative $ 110

9. Intangible Assets and Goodwill

As part of its application of fresh start accounting, the Company allocated the reorganization value to its assets and liabilities, including
intangible assets using: i) discounted cash flow methodology applied to its financial forecasts and also taking into consideration the enterprise
value of the Successor based on the Bankruptcy Court approved enterprise value ranges and methodologies ( See Note 2 for discussion of the
enterprise value), and ii) GPC methodology, considering data from public companies deemed to be comparable to the Company to develop
relevant market multiples which were then applied to the Company�s forecasts provided by Management to calculate its fair value. Amortizable
intangible assets included developed technology, customer relationships, trade name and trademarks and their estimated useful lives are between
seven to ten years. Indefinite-lived assets included IPR&D and goodwill.

During the third quarter of 2010, the Company adjusted the allocation of the reorganization value to its assets and liabilities, including Goodwill
in order to reflect additional information obtained since the emergence date resulting in a decrease to Goodwill of $2.2 million and a
corresponding increase to fixed assets.

Intangible assets at September 26, 2010 and December 27, 2009 are as follows:

Successor Predecessor
September 26, 2010 December 27, 2009

(in thousands)
Developed technology $ 65,900 $ 1,646
Customer relationships 92,524 �  
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Trade name 8,200 �  

Total amortizable intangible assets 166,624 1,646
Less: Accumulated Depreciation (7,542) (316) 

Intangible assets , net 159,082 1,330
IPR&D 43,000 �  
Goodwill 163,360 �  

Intangible assets and goodwill net $ 365,442 1,330

28

Edgar Filing: Spansion Inc. - Form 10-Q

Table of Contents 53



Table of Contents

Spansion Inc.

Notes to Condensed Consolidated Financial Statements�(Continued)

(Unaudited)

Customer relationships (which is amortized over a useful life of ten years) and goodwill included $10.1 million and $3.3 million, respectively, of
intangibles assets arising from the acquisition of the Spansion Japan distribution business (See Note 2) as of May 24, 2010.

The Company reviews Goodwill for impairment at least annually in the fourth quarter of each year or more frequently if events or changes in
circumstances indicate that the asset might be impaired.

In-Process Research and Development

As part of the application of fresh start accounting, approximately $43 million was allocated to IPR&D which includes projects that have not
reached technological feasibility and have no alternative future use at the time of the valuation. These projects related to the development of
process technologies to manufacture flash memory products based on 65 nanometer process technology. The values assigned to IPR&D was
determined using a discounted cash flow methodology , specifically an excess earnings approach, which estimates value based upon the
discounted value of future cash flow expected to be generated by the in-process projects, net of all contributory asset returns. The approach
includes consideration of the importance of each project to the overall development plan, estimating costs to develop the purchased IPR&D into
commercially viable products.

The discount rates applied to individual projects were selected after consideration of the overall estimated weighted average cost of capital and
the discount rates applied to the valuation of the other assets acquired. Such weighted average cost of capital was adjusted to reflect the
difficulties and uncertainties in completing each project and thereby achieving technological feasibility, the percentage of completion of each
project, anticipated market acceptance and penetration, market growth rates and risks related to the impact of potential changes in future target
markets. In developing the estimated fair values, the Company used a discount rate of 17.5 percent.

If an IPR&D project is completed, the carrying value of the related intangible asset is amortized over the remaining estimated life of the asset
beginning in the period in which the project is completed and sales of related product commenced. If an IPR&D project becomes impaired or is
abandoned, the carrying value of the related intangible asset would be written down to its fair value and an impairment charge would be
recorded in the period in which the impairment occurs.

10. Warranties and Indemnities

The Company generally offers a one-year limited warranty for its Flash memory products. Changes in the Company�s liability for product
warranty during the three and nine months ended September 26, 2010 are as follows:

Nine Months Ended
September 26, 2010

Successor Predecessor

Three Months
ended

September 26, 2010

Period
from

May 11, 2010 to
September 26, 2010

Period from
December 28, 2009 to

May 10, 2010
(in

thousands)
Balance at beginning of period $ 3,418 $ 3,169 $ 3,841
Provision for warranties issued 525 1,119 1,694
Settlements (385) (543) (852) 
Changes in liability for pre-existing warranties during the period (1,004) (1,191) (1,514) 
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Balance at end of period $ 2,554 $ 2,554 $ 3,169
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Changes in the Company�s liability for product warranty during the three and nine months ended September 27, 2009 are as follows:

Predecessor
Three Months Ended

September 27,
2009

Nine Months Ended
September 27,

2009
(in thousands)

Balance at beginning of period $ 2,905 $ 1,489
Provision for warranties issued 287 2,158
Settlements (290) (794) 
Changes in liability for pre-existing warranties during the period (456) (407) 

Balance at end of period $ 2,446 $ 2,446

In addition to product warranties, the Company, from time to time in its normal course of business, indemnifies other parties, with whom it
enters into contractual relationships, including customers, directors and officers, lessors and other parties, with respect to certain matters,
including specified losses arising from a breach of representations or covenants, third-party infringement claims or other claims. It is not
possible to determine the maximum potential amount of liability under these indemnification obligations due to the limited history of
indemnification claims and the unique facts and circumstances that are likely to be involved in each particular claim and indemnification
provision.

11. Debt and Capital Lease Obligations

The following table summarizes the Company�s debt and capital lease obligations at September 26, 2010 and December 27, 2009:

Successor Predecessor
September 26 , 2010 December 27, 2009

(in thousands)
Debt obligations:
Senior Notes $ �  $ 233,440
Exchangeable Senior Subordinated Debentures �  109,233
Senior Secured Floating Rate Notes �  625,593
UBS Loan Secured by Auction Rate Securities �  64,150
Senior Secured Term Loan 448,875 �  
Obligations under capital leases 9,414 18,861

Total debt and capital lease obligations 458,289 1,051,277
Less: amount subject to compromise �  987,127

Total debt and capital lease obligations not subject to compromise 458,289 64,150
Less: current portion 13,419 64,150

Long-term debt and capital lease obligations not subject to compromise $ 444,870 $ �  
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New Debt and Capital Lease Obligations and Activities for the nine months ended September 26, 2010

Exit Financing

Pursuant to the Plan, the holders of allowed claims were offered the right to purchase a total of 12,974,496 shares of the New Common Stock
upon emergence from the Chapter 11 Cases at a price of $8.43 per share (the Rights Offering). The number of shares available to each eligible
claimant was based on each claimant�s proportionate allowed claim. On January 25, 2010, the Company entered into a Backstop Rights Purchase
Agreement with Silver Lake whereby Silver Lake committed to purchase the balance of Rights Offering shares not otherwise subscribed for by
the Rights Offering participants. The Company received net proceeds of approximately $104.9 million through the Rights Offering on
February 9, 2010. In addition, the Company closed a $450 million five-year Senior Secured Term Loan Agreement (Term Loan). Upon the
Company�s emergence on May 10, 2010, the proceeds from the Rights Offering and the Term Loan, together with other sources of cash available
to the Company, were used to fully discharge the balance of the FRN claims of approximately $638 million.
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Union Bank of Switzerland (UBS AG) Loan Secured by Auction Rate Securities (ARS)

In June 2010, the Company repaid the remaining balance outstanding under the UBS AG loan from proceeds from a partial redemption of the
Company�s ARS.

Senior Secured Term Loan

On February 9, 2010, Spansion LLC, the wholly owned operating subsidiary of the Company, borrowed $450 million under the Term Loan. In
connection with the Term Loan, the Predecessor incurred financing points, fees to the arrangers and legal costs of approximately $11.1 million,
of which approximately $3.3 million and $7.8 million were recorded as interest expense during the three months ended June 27, 2010 and
March 28, 2010, respectively. In addition, the Company paid the lenders approximately $10 million of financing fees upon the release of Term
Loan funds from escrow.

Interest on the Term Loan accrues at a rate per annum, reset quarterly, equal to the prime lending rate or the Federal Funds rate plus 0.50%,
whichever is higher but not less than 3.00%, plus 4.50%. Alternatively, the Company has the option to choose 1-month, 3-month, and 6-month
LIBOR rate, or choose 9-month and 12-month LIBOR with the consent of all the lenders and the interest on the Term loan accrues at a rate per
annum equal to the LIBOR or 2.00%, whichever is higher, plus 5.50%. Interest is payable quarterly in arrears. As of September 26, 2010, the
Term Loan carried interest at 7.5%.

During the three months ended September 26, 2010, the Company entered into a hedging arrangement with a financial institution to hedge the
variability of interest payments attributable to fluctuations in the LIBOR benchmark interest rate relating to the interest payments under the
Term Loan. The Company entered into a $250 million interest rate swap which effectively converted $250 million of the variable interest rate
obligation to a fixed interest rate obligation and is accounted for as a cash flow hedge in accordance with ASC Topic 815, Derivatives and
Hedging. Under terms of the swap agreements, the Company pays the independent swap counterparty a fixed rate of 2.42 percent and, in
exchange, the swap counterparty pays the Company an interest rate equal to the floor rate of 2 percent or three-month LIBOR, whichever is
higher. These swap agreements effectively fix the interest rate at 7.92 percent through 2013 for $250 million of the $450 million term loan
facility.

For derivative instruments that are designated and qualify as a cash flow hedge, the effective portion of the gain or loss on the derivative is
reported as a component of accumulated other comprehensive income (AOCI), an equity account, and reclassified into earnings in the same
period or periods during which the hedged transaction affects earnings. Gains and losses on the derivative representing hedge ineffectiveness are
recognized in current earnings.

The Company had no ineffectiveness from the hedges to be recorded in the three months ended September 26, 2010. As of September 26, 2010,
AOCI related to interest rate swaps was a loss of approximately $1.8 million, of which approximately $0.8 million is expected to be amortized to
interest expense over the next 12 months.

The Term Loan is secured by the assets of the Company including, among other items, a first priority lien on property, plant and equipment and
inventory, and a second priority lien on account receivables and cash. Based on certain agreed upon thresholds, the Term Loan will require net
cash proceeds from asset sales or other dispositions of property, extraordinary cash receipts, and other future cash flows to be used to prepay the
outstanding balance of the loan. Voluntary prepayments of borrowings will be permitted in whole or in part, in minimum principal amounts to be
agreed upon, at any time on or prior to February 9, 2011 at a price equal to 101% of the principal amount of such borrowings being prepaid plus
all accrued and unpaid interest plus breakage costs, if any, and thereafter at any time without premium or penalty. The Company is subject to a
number of financial covenants beginning June 27, 2010, including a minimum consolidated interest coverage ratio of 3.75 to 1.0, a maximum
leverage ratio of 2.50 to 1.0 until September 25, 2011 and a maximum leverage ratio of 2.0 to 1.0 thereafter, and maximum permitted capital
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expenditures of $75 million in 2010, $100 million in 2011 and $125 million in 2012 and each fiscal year thereafter. Any capital expenditure
amount not expended in the fiscal year for which the Company is permitted may be carried over for expenditure in the succeeding fiscal year in
an amount not to exceed $25 million in any fiscal year. As of September 26, 2010, the Company is in compliance with all of the financial
covenants under the Term Loan.
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Revolving Credit Facility

On May 10, 2010, the Company entered into the Revolving Credit Facility with Bank of America and other financial institutions. Availability
under the Revolving Credit Facility provides up to $65 million to supplement its working capital. Available amounts for borrowing under the
Revolving Credit Facility, net of reserves, are limited to 85 percent of eligible accounts receivable and 25% of ineligible receivables subject to a
cap of $10 million. The Revolving Credit Facility is subject to a number of covenants including fixed charge ratio coverage of 1.00 to 1.00 when
unrestricted cash and availability under the facility is below $ 60 million. As of September 26, 2010, the Company has not made any draw
downs against this facility and is in compliance with all of the financial covenants under the Revolving Credit Facility which was entered into as
a pre-condition to obtaining the Term Loan.

Impact of Emergence from Chapter 11 Cases

Upon the Company�s emergence from Chapter 11, the Senior Notes and Exchangeable Senior Subordinated Debentures are being settled by
distribution from the 46,247,760 shares of the Company�s New Common Stock reserved to holders of allowed general, unsecured claims. On
May 10, 2010, the unamortized portion of the capitalized financing costs related to these two debts was fully written off as a result of the
Company�s Plan adjustments.

Impact of Chapter 11 Cases

As discussed in Note 3, the accounting guidance for entities in Chapter 11 reorganization provides that interest expense should be reported only
to the extent that it will be paid during the Chapter 11 Cases proceeding or that it is probable that it will be an allowed priority, secured or
unsecured claim. On that basis, the Company ceased accruing interest as of the Petition Date (March 1, 2009) on its Senior Notes and
Exchangeable Senior Subordinated Debentures. In addition, accretion of the discounted carrying value of the Exchangeable Senior Subordinated
Debentures ceased on March 1, 2009. The Company continued to accrue interest on the FRN through the Emergence Date and the UBS loan
secured by ARS. For the period from March 29, 2010 to May 10, 2010, reported interest expense was $11.2 million while the contractual interest
obligation was $16.1 million. For the period from December 28, 2009 to May 10, 2010, reported interest expense was $30.6 million while the
contractual interest obligation was $46.2 million.

12. Income Taxes

The following table presents the income tax expenses of the Company:

Successor Predecessor Successor Predecessor Predecessor

Three Months
ended

Sept. 26,
2010

Three Months
ended
Sept.
27,

2009

Period from
May 11, 2010

to
Sept. 26, 2010

Period from
December 28, 2009

to
May 10, 2010

Nine Months
ended
Sept. 

27, 2009
(in thousands)

Income tax expenses $ 1,670 $ 517 $ 1,649 $ 1,640 $ 946
The Company recorded an income tax expense of $1.7 million in the three months ended September 26, 2010, as compared to an income tax
expense of approximately $0.5 million in the three months ended September 27, 2009. The income tax expenses recorded in the three months
ended September 26, 2010 was primarily related to tax expenses in profitable foreign locations of $1.7 million. The income tax expense recorded
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in the three months ended September 27, 2009 was primarily related to tax provisions in profitable foreign locations of $0.5 million.
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The Company recorded an income tax expense of approximately $3.3 million in the nine months ended September 26, 2010, as compared to an
income tax expense of approximately $0.9 million in the nine months ended September 27, 2009. The income tax expense recorded in the nine
months ended September 26, 2010 was primarily related to tax provisions in profitable foreign locations of $3.3 million. The income tax expense
recorded in the nine months ended September 27, 2009 was primarily related to tax provisions in profitable foreign locations of $0.9 million.

Due to emergence from bankruptcy, in the six months ended June 27, 2010, the Company recorded an increase of $12.0 million in uncertain tax
positions, consisting of previously unrecognized tax benefits of $10.0 million and interest and penalties of $2.0 million in connection with
certain intercompany arrangements. In the three months ended September 26, 2010, the Company also recorded $0.4 million of interest
associated with these uncertain tax positions.

As of September 26, 2010, all of the Company�s U.S. deferred tax assets, net of deferred tax liabilities, continue to be subject to a full valuation
allowance. The valuation allowance is based on the Company�s assessment that it is more likely than not that the deferred tax assets will not be
realizable in the foreseeable future.

As of December 27, 2009, the Company had U.S. federal and state net operating loss carryforwards of approximately $1.2 billion and $155.6
million, respectively. Upon emergence from bankruptcy, the Company experienced an �ownership change� as defined in the Internal Revenue
Code. Consequently, the Company�s federal net operating loss carryforwards are subject to an annual limitation of approximately $26.0 to $28.0
million. These federal net operating losses, if not utilized, expire from 2027 to 2030. Based on this carryforward period as well as the results of
operations through September 26, 2010, the Company believes that approximately $850.0 to $900.0 million of these federal net operating loss
carryforwards, which includes a worthless stock deduction of approximately $500.0 to $550.0 million, are available to offset future taxable
income.

If the Company experiences an �ownership change� in the future as a result of offerings of its common stock or shifts in its stock ownership, it
may experience an �ownership change� as defined in the Internal Revenue Code such that its ability to utilize its federal net operating loss
carryforwards may be further limited under certain provisions of the Internal Revenue Code. As a result, the Company may incur greater tax
liabilities than it would in the absence of such a limitation and any incurred liabilities could materially adversely affect it.

13. Fair Value Measurements

ASC 820 defines fair value, establishes a consistent framework for measuring fair value and expands disclosure requirements about fair value
measurements. ASC 820 requires, among other things, the Company�s valuation techniques used to measure fair value to maximize the use of
observable inputs and minimize the use of unobservable inputs. This guidance was applied to the valuation of assets and liabilities in connection
with the Company�s fresh start accounting and as recorded by the Predecessor at May 10, 2010.

There are three general valuation techniques that may be used to measure fair value, as described below:

(A) Market approach � Uses prices and other relevant information generated by market transactions involving identical or comparable
assets or liabilities;

(B) Cost approach � Based on the amount that currently would be required to reproduce or replace the service capacity of an
asset (reproduction cost or replacement cost); and
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(C) Income approach � Uses valuation techniques to convert future amounts to a single present amount based on current market
expectations about the future amounts (includes present value techniques, option-pricing models, the excess earnings method, and
the royalty savings method).

I. Net present value method is an income approach where a stream of expected cash flows is discounted at an appropriate
discount rate.

II. The excess earnings method is a variation of the income approach where the value of a specific asset is isolated from its
contributory assets.

Fair value information for each major category of assets and liabilities measured on a nonrecurring basis as part of fresh start accounting during
the period is included in Note 2. The Company remeasured its assets and liabilities at fair value on May 10, 2010 as required by ASC 852 using
the guidance for measurement found in ASC 805. The gains and losses related to these fair value adjustments were recorded by the Successor as
adjustments to accumulated deficit.

33

Edgar Filing: Spansion Inc. - Form 10-Q

Table of Contents 63



Table of Contents

Spansion Inc.

Notes to Condensed Consolidated Financial Statements�(Continued)

(Unaudited)

As of September 26, 2010 and December 27, 2009, the fair value measurements of the Company�s financial assets and liabilities consisted of the
following and which are categorized in the table below based upon the fair value hierarchy:

Successor Predecessor
Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total

September 26, 2010 December 27, 2009
(in thousands)

Money market funds $ �  $ �  $ �  $ �  $ 20 $ �  $ �  $ 20
Treasury Bills $ 100,000
Auction rate securities �  �  �  �  �  100,335 100,335
Put option �  �  �  �  �  �  6,790 6,790

Total financial assets $ 100,000 $ �  $ �  $ 100,000 $ 20 $ �  $ 107,125 $ 107,145

Interest rate swaps $ �  $ 1,753 $ �  �  $ �  $ �  $ �  $ �  

Total financial liabilities $ �  $ 1,753 $ �  $ �  $ �  $ �  $ �  $ �  

The fair value of the treasury bills are based on quoted prices in active markets for identical terms. In determining the fair value of our interest
rate swap, the Company uses the present value of expected cash flows based on market observable interest rate yield curves and interest rate
volatility commensurate with the term of each instrument. Since the Company only uses observable inputs in the swap, it is considered a Level 2
valuation.

The tables below present reconciliations for the auction rate securities (ARS) and put option, the Company�s Level 3 financial assets, measured at
fair value on a recurring basis using significant unobservable inputs (Level 3) for the three and nine months ended September 26, 2010 and
September 27, 2009, respectively:

Nine Months Ended
September 26, 2010

Successor Predecessor
Period from May 11, 2010 to

September 26, 2010
Period from December 28, 2009 to

May 10, 2010
Auction rate

securities Put option
Auction rate

securities Put option
(in thousands)

Balance at beginning of period $ 41,855 $ 2,845 $ 100,335 $ 6,790
Redemptions at par (44,700) �  (62,425) �  
Change in fair value 2,845 (2,845) 3,945 (3,945) 

Balance at end of period $ �  $ �  $ 41,855 $ 2,845
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Predecessor

Three Months Ended
September 27, 2009

Nine Months Ended
September 27, 2009

Auction rate
securities Put option

Auction rate
securities

Put
option

(in thousands)
Balance at beginning of period $ 110,839 $ 10,811 $ 94,014 $ 27,465
Redemptions at par (10,375) �  (10,625) �  
Change in fair value 3,674 (3,674) 20,749 (20,328) 

Balance at end of period $ 104,138 $ 7,137 $ 104,138 $ 7,137

The changes in the fair values of the ARS and put option are reflected as components of interest and other income (expense), net.
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14. Restructuring Charges

For the three months ended September 26, 2010, there were no restructuring charges incurred by the Company. In the nine months ended
September 26, 2010, as part of its ongoing strategic effort to reduce costs and conserve cash, the Company eliminated regular and contract
positions globally, through consolidations, attrition, and a reduction in regular, contract and temporary workers in manufacturing, engineering,
management and administrative support functions.

Restructuring charges for the periods from March 29, 2010 to May 10, 2010 and from December 28, 2009 to May 10, 2010 were as follows:

Predecessor
Period from

March 29, 2010
to

May 10,
2010

Three Months
ended

June 28,
2009

Period from
December 28, 2009

to
May 10, 2010

Six Months
ended

June 28, 2009
(in thousands)

Employee severance pay and benefits $ 437 $ 6,427 $ 1,397 $ 27,640
Professional fees 99 1,465 300 4,091
Relocation of property, plant and equipment 78 2,321 156 2,424
Utilities, deinstallation and tax expenses for Sub-micron
Development Center (SDC) building 564 �  1,404 �  
Others 166 �  (142) �  

Cash settled restructuring charges 1,344 10,213 3,115 34,155
Depreciation and write-off fixed assets 759 3,999 4,963 3,999
Gain recognized on sale of Suzhou plant (1,548) �  (5,224) �  
Gain from sale of fixed assets (3,340) �  (5,542) �  
Other �  �  (84) �  

Total restructuring charges (credits) $ (2,785) $ 14,212 $ (2,772) $ 38,154

The following table summarizes the restructuring accrual activity for the periods from March 29, 2010 to May 10, 2010 and from December 28,
2009 to May 10, 2010:

Predecessor
Period from March 29

to
May 10,

2010
Period from December 28

to May 10 2010
(in thousands)

Accrued restructuring balance at beginning of period (Predecessor) $ 11,729 $ 11,954
Additional accruals for cash settled restructuring charges 1,344 3,115
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Adjustments (9,304) (9,283) 
Cash payments (979) (2,996) 

Accrued restructuring balance at May 10, 2010 (Predecessor) $ 2,790 $ 2,790

The accrued restructuring balance was included in accrued compensation and benefits in the Company�s condensed consolidated balance sheet as
of September 26, 2010 and December 27, 2009. Substantially, all of the remaining accrued restructuring balance related to the Company�s
restructuring activities is expected to be disbursed within the next twelve months.

15. Derivative Financial Instruments

Interest Rate Risk

The Company is currently exposed to the variability of future quarterly interest payments on its variable rate debt due to changes in the LIBOR
interest rate above the floor rate of 2 percent. To mitigate this interest rate risk and also to comply with the requirement of hedging in the $450
million term loan facility, the Company has entered into interest rate swaps to manage the interest rate risk associated with its borrowings.
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The Company has approximately $448.9 million of term loan facility outstanding as of September 26, 2010 and has entered into interest rate
swap agreement with an independent swap counterparty to hedge its interest rate exposure. The swap agreements, with an aggregate notional
amount of $250 million and expiration date of May 17, 2013, effectively convert the variable interest rate obligation to a fixed interest rate
obligation and are accounted for as cash flow hedges in accordance with ASC Topic 815, Derivatives and Hedging). Under terms of the swap
agreements, the Company pays the independent swap counterparty a fixed rate of 2.42 percent and, in exchange, the swap counterparty pays the
Company an interest rate equal to the floor rate of 2 percent or three-month LIBOR, whichever is higher. These swap agreements effectively fix
the interest rate at 7.92 percent through 2013 for $250 million of the $448.9 million term loan facility.

For derivative instruments that are designated and qualify as a cash flow hedge, the effective portion of the gain or loss on the derivative is
reported as a component of accumulated other comprehensive income / loss (AOCI), an equity account, and reclassified into earnings in the
same period or periods during which the hedged transaction affects earnings. Gains and losses on the derivative representing hedge
ineffectiveness are recognized in current earnings.

The Company had no ineffectiveness from the hedges to be recorded in the three months ended September 26, 2010. As of September 26, 2010,
AOCI related to interest rate swap was a loss of approximately $1.8 million, of which approximately $0.8 million is expected to be amortized to
interest expense over the next 12 months.

The following table presents the effect of cash flow hedging relationship on the Company�s condensed consolidated statement of operations for
the three months ended September 26, 2010:

Derivatives in ASC 815

Cash Flow Hedging

Relationship

Gain (Loss) Recognized
in OCI on
Derivative
(Effective
Portion)

Location of Gain (Loss)
Reclassified from

Accumulated OCI into

Income (Effective Portion)

Amount of Gain (Loss)
Reclassified from Accumulated

OCI into Income
(Effective
Portion)

(in thousands) (in thousands)
Interest Rate Swap $ (1,753) Interest Expense $ (120) 

The location and fair value amounts of the Company�s derivative instruments reported in its Condensed Consolidated Balance Sheet as of
September 26, 2010 and December 27, 2009 were as follows:

Balance Sheet Location September 26, 2010December 27, 2009
(in thousands)

Interest Rate Swap Other Current Liabilities and Other Liabilities $ 1,753 $ �  
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The following table provides the balances and changes in the accumulated OCI related to the interest rate swap:

Three Months Ended Nine Months Ended
September 26, 2010 September 27, 2009 September 26, 2010 September 27, 2009

(in thousands)
Beginning balance $ �  $ �  $ �  $ �  
Amount reclassified to income 120 �  120 �  
Net change (1,873) �  (1,873) �  

Ending balance $ (1,753) $ �  $ (1,753) $ �  

16. Subsequent Events

Public Offering of Common Stock

On October 28, 2010, we announced our intention to offer to sell, subject to market and other conditions, 6,750,000 shares of Class A common
stock. We intend to grant the underwriters a 30-day option to purchase up to an additional 1,012,500 shares to cover over-allotments, if any.
Under our Term Loan, we are required to use 50% of net proceeds from any equity offering to repay amounts outstanding thereunder. We are
negotiating with the required lenders of the Term Loan to amend the Term Loan to, among other things, waive this net proceeds requirement. To
the extent we are able to obtain this waiver, we intend to use the net proceeds from this common stock offering for general corporate purposes.

Private Offering of Senior Unsecured notes

On October 28, 2010, Spansion LLC announced its intention to offer to sell, subject to market and other conditions, $200 million of senior
unsecured notes in a private offering. We and Spansion Technology LLC will guarantee Spansion LLC�s obligations under the notes. We intend
to use the net proceeds from this private offering to pay down amounts outstanding under the Term Loan. The private offering is conditioned
upon either (i) obtaining the necessary approvals and waivers from the required lenders under each of the Term Loan and the Revolving Credit
Facility or (ii) the full repayment and the termination of each the Term Loan and the Revolving Credit Facility in accordance with its terms.

Settlement of Spansion Japan�s Dispute over Rejection Damages

On October 20, 2010, the Company�s claims agent appointed to resolve certain pre-bankruptcy claims entered into an agreement with Spansion
Japan, a former subsidiary of Spansion Inc., to settle all rejection damages claims asserted by and between Spansion Japan and the chapter 11
estates of Spansion Inc. and its related debtors. Spansion Japan had asserted a claim for approximately $936 million related to damages allegedly
incurred as a result of the Company�s rejection of its foundry agreement with Spansion Japan. The claims agent had been engaged in litigation
with Spansion Japan over the amount of damages sustained by Spansion Japan.

As part of the agreement, Citi, which was not a party to this litigation, will purchase the rejection damages claim from Spansion Japan for $100
million in cash. In separate transactions, the claims agent will agree to allow the rejection damages claim held by Citi in the amount of $200
million, and Spansion LLC, a subsidiary of Spansion Inc., will purchase 85 percent of the allowed claim from Citi for $85 million in cash. These
transactions will become effective upon final approval of the settlement agreement by the U.S. bankruptcy court and the Tokyo District Court,
which is handling Spansion Japan�s corporate reorganization proceeding in Japan.
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ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Forward-Looking Statements

This Quarterly Report on Form 10-Q, including this Management�s Discussion and Analysis of Financial Condition and Results of Operations,
contains forward-looking statements. These statements relate to future events or our future financial performance. Forward-looking statements
may include words such as �may,� �will,� �should,� �expect,� �plan,� �intend,� �anticipate,� �believe,� �estimate,� �predict,�
�potential,� �continue� or other wording indicating future results or expectations. Forward-looking statements are subject to risks and
uncertainties, and actual events or results may differ materially. Factors that could cause our actual results to differ materially include, but are
not limited to, those discussed under �Risk Factors� in this report. We also face risks and uncertainties associated with emergence from the
Chapter 11 Cases; claims not discharged in the Chapter 11 Cases and their effect on our results of operations and profitability; substantial
indebtedness and its impact on our financial health and operations; fluctuations in foreign currency exchange rates; and the sufficiency of
workforce and cost reduction initiatives. Other risks and uncertainties relating to our business include our ability to: successfully transform our
business and implement our new business strategy focused primarily on the embedded Flash memory market; maintain or increase our average
selling price and lower our average costs; accurately forecast customer demand for our products; attract new customers; obtain additional
financing in the future; maintain our distribution relationships and channels in the future; successfully enter new markets and manage our
international expansion; successfully compete with existing and new competitors, or with new memory or other technologies; successfully
develop new applications and markets for our products; maintain manufacturing efficiency; obtain adequate supplies of satisfactory materials
essential to manufacture our products; successfully develop and transition to the latest technologies; negotiate patent and other intellectual
property licenses and patent cross-licenses and acquire additional patents; protect our intellectual property and defend against infringement or
other intellectual property claims; maintain our business operations and demand for our products in the event of natural or man-made
catastrophic events; and effectively manage, operate and compete in the current sustained economic downturn and extraordinarily volatile
market conditions effected in part by cautious capital spending by our customers as they face their own economic challenges. We undertake no
obligation to revise or update any forward-looking statements to reflect any event or circumstance that arises after the date of this report, or to
conform such statements to actual results or changes in our expectations.

Overview

We are a leading designer, manufacturer and developer of Flash memory semiconductors. We are focused on the embedded Flash market and
our Flash memory devices primarily store data and code for microprocessors, controllers and other programmable semiconductors which run the
applications in a broad range of electronics systems. These systems include computing and communications, automotive and industrial,
consumer and gaming, wireless and machine-to-machine, or M2M, devices. In addition to Flash memory semiconductor products, we assist our
customers in developing and prototyping their designs by providing software and hardware development tools, drivers and simulation models for
system-level integration. In the third quarter of 2010, we delivered sequential quarterly net sales growth after adjusting for the write-off of
deferred revenue as part of fresh start accounting. These results were primarily driven by increasing unit demand in our broad-based embedded
business. We continue to believe that our emergence from the Chapter 11 Cases will give us an opportunity to reverse the trend of market share
losses we sustained while in bankruptcy.
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Creditor Protection Proceedings Background

On March 1, 2009, Spansion Inc., Spansion LLC, Spansion Technology LLC, Spansion International, Inc., and Cerium Laboratories LLC (the
Debtors) each filed a voluntary petition for relief under Chapter 11 of the U.S. Bankruptcy Code in the U.S. Bankruptcy Court for the District of
Delaware (the Chapter 11 Cases). The Chapter 11 Cases were being jointly administered under Case No: 09-10690 (KJC). On May 10, 2010, the
Debtors emerged from the Chapter 11 Cases, following the confirmation of the Plan of Reorganization (the Plan) by the U.S. Bankruptcy Court
on April 16, 2010.

Prior to the Debtors� filing of the Chapter 11 Cases, on February 10, 2009, Spansion Japan Limited, a wholly-owned subsidiary of Spansion LLC
(Spansion Japan) filed a proceeding under the Corporate Reorganization Law of Japan to obtain protection from Spansion Japan�s creditors (the
Spansion Japan Proceeding). On March 3, 2009 the Tokyo District Court approved the filing of the Spansion Japan Proceeding and appointed
the incumbent representative director of Spansion Japan as trustee. As a result, we no longer controlled Spansion Japan despite our 100 percent
equity ownership interest and, effective March 3, 2009, we deconsolidated Spansion Japan and have accounted for our interest in Spansion Japan
as a cost basis investment. Effective September 28, 2010, our 100 percent equity ownership interest in Spansion Japan was extinguished by the
Tokyo District Court.

Upon our emergence from the Chapter 11 Cases on May 10, 2010 (Emergence Date), we adopted fresh start accounting in accordance with the
Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 852 �Reorganizations.� The adoption of fresh start
accounting results in our becoming a new entity for financial reporting purposes. Accordingly, the Condensed Consolidated Financial
Statements on or after May 10, 2010 are not comparable to the Condensed Consolidated Financial Statements prior to that date.

We qualified for fresh start accounting, in accordance with ASC 852, due to:

� the reorganization value of the Debtors� assets immediately before the date of confirmation being less than the total of all their
post-petition liabilities and allowed claims; and

� holders of existing voting shares immediately before confirmation receiving less than 50 percent of the voting shares of the
post-emergence company.

Reorganization value is the value attributed to the reorganized entity, in addition to the expected net realizable value of those assets that will be
disposed of before reorganization occurs. This reorganization value is viewed as the fair value of the entity before considering liabilities and
approximates the amount a willing buyer would pay for the assets of the entity immediately after the reorganization. Reorganization value is
generally determined by discounting future cash flows. Immediately prior to the Emergence Date, the Debtors� reorganization value of $1.2
billion was less than the sum of post-petition liabilities of $617 million and allowed claims of $939 million.

Also, holders of Class A common stock outstanding prior to the Emergence Date (Old Common Stock) did not receive any consideration for
their shares nor any pre-determined allocation of Class A common stock of the reorganized Company (New Common Stock). Holders of New
Common Stock issued by the reorganized company after the Emergence Date primarily include unsecured creditors who have received or will
receive shares of New Common Stock in settlement of their allowed claims, and participants in a rights offering that we conducted in February
2010, as described below under �Effectiveness of the Plan and Exit Financing.�

Fresh start accounting requires resetting the historical net book values of our assets and liabilities as of the Emergence Date to the related fair
values by allocating our reorganization value to our assets and liabilities pursuant to ASC 805 �Business Combinations� and ASC 852-10
�Reorganizations.� The excess reorganization value over the fair value of tangible and identifiable intangible assets has been recorded as goodwill
on our Condensed Consolidated Balance Sheet. Deferred taxes have been determined in conformity with ASC 740 �Income Taxes�. For additional
information regarding the impact of fresh start accounting on our Condensed Consolidated Balance Sheet as of the Emergence Date, see Note 2
to our Condensed Consolidated Financial Statements included in Item 1 of this Quarterly Report.
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References in these financial statements to �Successor� refer to Spansion and its consolidated subsidiaries after May 10, 2010, after giving effect
to: (i) the cancellation of Old Common Stock issued prior to May 10, 2010; (ii) the issuance of New Common Stock and settlement of existing
debt and other adjustments in accordance with the Plan; and (iii) the application of fresh start accounting. References to �Predecessor� refer to
Spansion and its consolidated subsidiaries up to May 10, 2010.

Effectiveness of the Plan and Exit Financing

Under the Plan, most holders of allowed general, unsecured claims against the Predecessor received or will receive New Common Stock in
satisfaction of their claims. Holders of allowed general, unsecured claims subject to a low payout threshold received cash in satisfaction of their
claims. Holders of Senior Secured Floating Rate Notes (FRN) received cash of approximately $638 million to fully discharge their claims. The
$638 million was primarily provided by the exit financing (Exit Financing) discussed below.

Pursuant to the Plan, the holders of allowed claims were offered the right to purchase a total of 12,974,496 shares of the New Common Stock
upon our emergence from the Chapter 11 Cases at a price of $8.43 per share (Rights Offering). The number of shares available to each eligible
claimant was based on each claimant�s proportionate allowed claim. In connection with the Rights Offering, we entered into a Backstop Rights
Purchase Agreement with Silver Lake Sumeru Fund, L.P. (Silver Lake) whereby Silver Lake committed to purchase the remaining balance of
Rights Offering shares not otherwise subscribed for by the Rights Offering participants. Based on the agreement, Silver Lake purchased
3,402,704 shares of the New Common Stock that had not been subscribed for by the Rights Offering participants. As of May 10, 2010, we
received net proceeds of approximately $104.9 million through the Rights Offering that was used in full to partially discharge the FRN claims.

On February 9, 2010, we closed a five-year Senior Secured Term Loan agreement (Term Loan) of $450 million with a group of lenders. The
proceeds of the Term Loan, together with cash proceeds from other sources of cash available to us, were used in full to partially discharge the
remaining balance of the FRN claims. See Note 11to our Condensed Consolidated Financial Statements included in Item 1 of this Quarterly
Report for details.

On May 10, 2010, we finalized an agreement with Bank of America and other financial institutions for a senior revolving credit facility
(Revolving Credit Facility) in an aggregate amount of up to $65 million to fund bankruptcy related expenses and ongoing working capital. As of
September 26, 2010, we have not drawn under this facility. See Note 11 to our Condensed Consolidated Financial Statements included in Item 1
of this Quarterly Report for details.

The Plan contemplates the distribution of 65.8 million shares of New Common Stock, consisting of: (i) 46,247,760 shares to holders of allowed
general, unsecured claims; (ii) 12,974,496 shares to subscribers of the Rights Offering; and (iii) 6,580,240 shares reserved for issuance to
eligible employees in connection with grants of stock options and restricted stock units (RSUs) under our new 2010 Equity Incentive Award
Plan. The New Common Stock was listed on the NYSE Amex LLC Exchange on May 18, 2010, and was re-listed on the New York Stock
Exchange on June 23, 2010, in both cases under the trading ticker symbol �CODE.�

In accordance with the Plan, holders of Old Common Stock , or stock options exercisable for Old Common Stock and RSUs that convert into
Old Common Stock, outstanding as of May 10, 2010, did not receive any distributions, and their equity interests were cancelled on May 10,
2010.

Business Relationship with Spansion Japan and Foundry Agreement

Spansion Japan manufactured and supplied silicon wafers to us, and provided sort services to us through August 31, 2010 when Spansion Japan
sold its� manufacturing facilities (known as JV3 and SP1) located at Aizu, Japan to a subsidiary of Texas Instruments Inc. (TI) which provided
such services to us beginning on September 1, 2010. Spansion Japan also functioned as the sole distributor of our products in Japan whereby it
purchased products from us and sold them to customers in Japan, primarily through a subsidiary of Fujitsu Limited. The wafers purchased from
Spansion Japan were a material component of our cost of goods sold, and historically, the wafer prices were governed by a foundry agreement.
Management believes that the prices under that foundry agreement greatly exceeded the amounts that the U.S. Bankruptcy Court would have
required us to pay for wafers purchased during the period from February 9, 2009 through October 27, 2009 (the date when Spansion Japan and
we mutually agreed to pricing terms through executed purchase orders).
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After unsuccessful efforts by us and Spansion Japan to renegotiate the prices under the foundry agreement, we filed a motion with the U.S.
Bankruptcy Court in October 2009 to reject the foundry agreement. An order rejecting the foundry agreement was issued by the U.S. Bankruptcy
Court on November 19, 2009. As a result, there was no valid contract establishing pricing for the wafers we received from Spansion Japan from
February 9, 2009 through October 27, 2009 (Disputed Period).

On January 8, 2010, we reached an agreement in principle (the Settlement) with Spansion Japan, subject to the completion of definitive
agreements and our emergence from the Chapter 11 Cases, to: (i) acquire Spansion Japan�s distribution business; (ii) obtain foundry services,
including wafer and sort services, from Spansion Japan; and (iii) resolve our dispute with Spansion Japan relating to pricing of wafers purchased
during the Disputed Period. The U.S. Bankruptcy Court and the Tokyo District Court approved the Settlement on January 29, 2010 and
February 1, 2010, respectively.

On February 2, 2010, we entered into a foundry agreement with Spansion Japan whereby we were to purchase from Spansion Japan: (i) a
minimum of 10 billion yen (equivalent to $111.8 million at June 27, 2010) worth of wafers over six quarters, beginning with the first quarter of
2010 and ending with the second quarter of 2011; and (ii) minimum sort services of $7.7 million for the first quarter of 2010 and $8.9 million for
each quarter from the second quarter of 2010 to the second quarter of 2011, with both sort services and wafer production to be subject to normal
and customary foundry performance conditions. On March 29, 2010, we executed with Spansion Japan various agreements implementing the
Settlement including the purchase of Spansion Japan�s distribution business, which was consummated on May 24, 2010 for a total cash purchase
price of $13.1 million. With the acquisition of Spansion Japan�s distribution business, all material conditions of the Settlement were fulfilled and
we set off the receivable and payable balances due from and to Spansion Japan as of October 27, 2009 (the date when Spansion Japan and we
mutually agreed to pricing terms through executed purchase orders). All transactions with Spansion Japan are now being settled on a regular
basis on mutually agreed upon terms.

The purchase price relating to the acquisition of Spansion Japan�s distribution business was allocated to the acquired business based on its
estimated fair values as of May 24, 2010, as set forth below:

In millions
Tangible assets $ 1.5
Customer relationships 10.1
Goodwill 3.3
Liabilities (1.8) 

Total purchase price $ 13.1

See Note 9 to our Condensed Consolidated Financial Statements included in Item 1 of this Quarterly Report for disclosures relating to the above
intangible assets.

Until May 24, 2010, Spansion Japan continued in its historical role as the sole distributor of our products in Japan. After we purchased Spansion
Japan�s distribution business, we began distributing our products in Japan through our newly formed, wholly owned subsidiary, Nihon Spansion
Limited.
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Effective June 27, 2010, Spansion Japan�s POR was confirmed by the Tokyo District Court. The POR provided for Spansion Japan to redeem
shares held by its shareholders without consideration, cancel such shares and issue new shares to unsecured creditors. The redemption,
cancellation and new issuance were completed effective September 28, 2010. Thereafter we had no equity ownership of Spansion Japan. Until
this date, we accounted for our interest in Spansion Japan as a cost basis investment since we have not controlled Spansion Japan since March 3,
2009.

On August 31, 2010, Spansion Japan sold its manufacturing facilities to a subsidiary of TI. At the same time, we terminated our foundry
agreement with Spansion Japan and entered into a new foundry agreement with TI whereby we agreed to purchase from TI: (i) a minimum of
$235.5 million worth of wafers over eight quarters, beginning with the third quarter of 2010 and ending with the second quarter of 2012; and
(ii) minimum sort services of $8.9 million for each quarter from the fourth quarter of 2010 to the second quarter of 2011 and $8.5 million each
from the third quarter of 2011 through the second quarter of 2012, with both sort services and wafer production to be subject to normal and
customary foundry performance conditions.

Ongoing Chapter 11 Matters

Resolution of Outstanding Claims

Pursuant to the Plan, a claims agent has been appointed to analyze and, at the claims agent�s discretion, contest outstanding disputed claims
amounting to $1.5 billion, which includes the $936 million general unsecured proof of claim filed by Spansion Japan as a result of the
November 19, 2009 foundry agreement rejection order. We accrued our best estimate of the liability which is included in the $939 million of
liabilities subject to compromise as of the Emergence Date. Since these claims are being handled by the claims agent and are under the
jurisdiction of the U.S. Bankruptcy Court, their sole recourse of persons asserting these claims is to receive shares reserved under the plan and,
therefore, any outcome of the claims adjudication process will have no direct impact on the Successor.

On October 20, 2010, the claims agent appointed to resolve certain pre-bankruptcy claims entered into an agreement with Spansion Japan to
settle all claims asserted by and between Spansion Japan and the chapter 11 estates of the Debtors. Spansion Japan had asserted a claim for
approximately $936 million related to damages allegedly incurred as a result of our rejection of our foundry agreement with Spansion Japan. The
claims agent had been engaged in litigation with Spansion Japan over the amount of damages sustained by Spansion Japan.

As part of the agreement, Citigroup Global Markets Inc. (Citi), which was not a party to this litigation, will purchase the rejection damages claim
from Spansion Japan for $100 million in cash. In separate transactions, the claims agent will agree to allow the rejection damages claim held by
Citi in the amount of $200 million, and we will purchase 85 percent of the allowed claim from Citi for $85 million in cash. These transactions
will become effective upon final approval of the settlement agreement by the U.S. Bankruptcy Court and the Tokyo District Court.

Basis of Presentation

The accompanying condensed consolidated financial statements of us have been prepared in accordance with U.S. generally accepted accounting
principles (U.S. GAAP) for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. The
condensed consolidated financial statements and notes thereto are unaudited. In our opinion, these financial statements contain all adjustments
(consisting of normal recurring adjustments) that are necessary for a fair statement of our operating results, financial position and cash flows.
Operating results for the interim periods presented are not necessarily indicative of the results to be expected for any subsequent interim period
or for the full fiscal year ending December 26, 2010.

In preparing the Condensed Consolidated Financial Statements for the Predecessor, we applied ASC 852 �Reorganizations,� which requires that
the financial statements, for periods subsequent to the commencement of Chapter 11 Cases, distinguish transactions and events that were directly
associated with the reorganization from the ongoing operations of the business. Accordingly, professional fees associated with the Chapter 11
Cases and certain gains and losses resulting from reorganization of our business have been reported separately as reorganization items. In
addition, interest expense has been reported only to the extent that it was paid during the Chapter 11 Cases or that it is probable that it will be an
allowed priority, secured, or unsecured claim under the Chapter 11 Cases. Interest income earned during the Chapter 11 Cases is reported as a
reorganization item.
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Upon our emergence from the Chapter 11 Cases, we adopted fresh start accounting in accordance with ASC 852 �Reorganizations.� The adoption
of fresh start accounting results in our becoming a new entity for financial reporting purposes. Accordingly, the Condensed Consolidated
Financial Statements on or after May 10, 2010 are not comparable to the Condensed Consolidated Financial Statements prior to that date. Our
Consolidated Statements of Operations for fiscal quarter ended June 27, 2010 and for subsequent periods through fiscal year 2013 will be split
into Predecessor and Successor financial statements for as long as any Predecessor financial statements are disclosed.

Fresh start accounting requires resetting the historical net book value of assets and liabilities to fair value by allocating the entity�s reorganization
value to its assets and liabilities pursuant to ASC 805 �Business Combinations� and ASC 820 �Fair Value Measurements and Disclosures�. The
excess reorganization value over the fair value of tangible and identifiable intangible assets is recorded as goodwill on the Condensed
Consolidated Balance Sheet. Deferred taxes are determined in conformity with ASC 740 �Income Taxes�. For additional information regarding the
impact of fresh start accounting on our Condensed Consolidated Balance Sheet as of September 26, 2010, see Note 2 to our Condensed
Consolidated Financial Statements included in Item 1 of this Quarterly Report.

Furthermore, effective March 3, 2009, we deconsolidated Spansion Japan because, despite our 100 percent equity ownership interest, we no
longer controlled Spansion Japan due to the appointment of a trustee in the Spansion Japan Proceeding. Since March 3, 2009, we have accounted
for our interest in Spansion Japan as a cost basis investment. Transactions we consummated with Spansion Japan and after March 3, 2009 have
been reflected as transactions with a third party. Effective September 28, 2010, our 100 percent equity ownership interest in Spansion Japan was
extinguished by the Tokyo District Court.

With the exception of Spansion Japan as described above, our condensed consolidated financial statements include all of our accounts and those
of our wholly owned subsidiaries. All intercompany accounts and transactions have been eliminated.

The condensed consolidated financial statements do not include certain financial statement footnotes and disclosures required under U.S. GAAP
for audited financial statements. Therefore, the condensed consolidated financial statements should be read in conjunction with our audited
consolidated financial statements and footnotes thereto for the year ended December 27, 2009, included in our Annual Report on Form 10-K,
which was filed with the SEC on February 11, 2010.

Critical Accounting Policies

Our discussion and analysis of our financial condition and results of operations are based upon our condensed consolidated financial statements,
which have been prepared in accordance with U.S. GAAP. The preparation of these financial statements requires us to make estimates and
judgments that affect the reported amounts in our consolidated financial statements. We evaluate our estimates on an on-going basis, including
those related to our net sales, inventories, asset impairments, stock-based compensation expense, legal reserve and income taxes. We base our
estimates on experience and on various other assumptions 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. The actual results may differ from these estimates or our
estimates may be affected by different assumptions or conditions.

As a result of our emergence from the Chapter 11 Cases, we adopted fresh start accounting in accordance with ASC 852 �Reorganizations� and
ASC 805 �Business Combinations.� The adoption of fresh start accounting results in our becoming a new entity for financial reporting purposes.
Accordingly, the Condensed Consolidated Financial Statements on or after May 10, 2010 are not comparable to the Condensed Consolidated
Financial Statements prior to that date. For additional information regarding the impact of fresh start accounting on our Condensed Consolidated
Balance Sheet as of May 10, 2010, see Note 2 to our Condensed Consolidated Financial Statements included in Item 1 of this Quarterly Report.
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Our critical accounting policies incorporate our more significant judgments and estimates used in the preparation of our condensed consolidated
financial statements and are described in Part II, Item 7 �Management�s Discussion and Analysis of Financial Condition and Results of Operations�
in our Annual Report on Form 10-K for the fiscal year ended December 27, 2009. We believe the following critical accounting policy is
significant to the presentation of our financial statements and requires difficult, subjective and complex judgments.

Goodwill and Intangible Assets

Goodwill represents the excess of our enterprise value upon emergence over the fair value of our net tangible and identifiable intangible assets
acquired. We recorded goodwill in the second quarter of fiscal 2010 in connection with fresh start accounting (see Note 2 and Note 9 to our
Condensed Consolidated Financial Statements included in Item 1 of this Quarterly Report for details relating to fresh start accounting and
valuation of Goodwill). In accordance with the provisions of ASC No. 350, �Intangibles, Goodwill and Other� (ASC 350), goodwill amounts are
not amortized, but rather are tested for impairment at the reporting unit level at least annually, or more frequently if there are indicators of
impairment present. We have determined that we have a single reporting unit and we will perform the annual goodwill impairment analysis as of
the fourth quarter of each fiscal year, with the first annual testing to be carried out in the fourth quarter of fiscal 2010.

We recorded intangible assets in the second quarter of fiscal 2010 in connection with fresh start accounting (See Note 2 and Note 9 to our
Condensed Consolidated Financial Statements included in Item 1 of this Quarterly Report for details relating to fresh start accounting and
valuation of Goodwill). We will consider quarterly whether indicators of impairment relating to the intangible assets are present. These
indicators may include, but are not limited to, significant decreases in the market value of an intangible asset, significant changes in the extent or
manner in which an intangible asset is used or an adverse change in our overall business climate. If these or other indicators are present, we test
for recoverability of the intangible asset by determining whether the estimated undiscounted cash flows attributable to the intangible asset in
question is less than its carrying value. If less, we recognize an impairment loss based on the excess of the carrying amount of the intangible
asset over its respective fair value. See Note 9 to our Condensed Consolidated Financial Statements included in Item 1 of this Quarterly Report
for details relating to the above.

Estimates Relating to Litigation Reserve

Upon emergence and as part of fresh start accounting, we implemented our litigation reserve policy whereby we would record, on a rolling four
quarter basis, the estimated litigation costs that we expect to incur in defending ourselves in connection with ongoing lawsuits in accordance
with the provisions of ASC 450, Contingencies. Considerable judgment is necessary to estimate these costs and an accrual is made when it is
probable that a liability has been incurred and the amount of loss can be reasonably estimated. See Part II. Other Information, Item 1. Legal
Proceedings for our update of outstanding legal proceedings.

Combined Financial Results of Predecessor and Successor

For purposes of management�s discussion and analysis of the results of operations in this Quarterly Report on Form 10-Q, we combined the
results of operations for the period from December 28, 2009 to May 16, 2010 of the Predecessor with the period from May 16, 2010 to
September 26, 2010 of the Successor. We then compare the combined results of operations for the nine months ended September 26, 2010 with
the corresponding periods in the prior year.

We believe the combined results of operations for the nine months ended September 26, 2010 provide management and investors with a more
meaningful perspective on our ongoing financial and operational performance and trends than if we did not combine the results of operations of
the Predecessor and the Successor in this manner. Similarly, we combine the financial results of the Predecessor and the Successor when
discussing our sources and uses of cash for the nine months ended September 26, 2010.
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Results of Operations

Comparison of Net Sales, Gross Margin, Operating Expenses, Interest and Other Income, Net, Interest Expense and Income Tax Provision

The following is a summary of operating results for the three and nine months ended September 26, 2010 and September 27, 2009. See the
Condensed Consolidated Statements of Operations in Item 1 for the Predecessor period from December 28, 2009 to May 10, 2010 and the
Successor periods from May 11, 2010 to September 26, 2010, which have been been combined together to form the nine month combined period
ended September 26, 2010.

Three Months Ended Nine Months Ended
Successor Predecessor Combined Predecessor

September 26,
2010

September 27,
2009

Variance
in Dollars

Variance in
Percent

September 26,
2010

September 27,
2009

Variance
in

Dollars
Variance in

Percent
(in thousands, except for percentage)

Total net sales $ 307,594 $ 327,578 $ (19,984) -6% $ 840,583 $ 1,103,507 $ (262,924) -24% 
Cost of sales 276,838 234,952 41,886 18% 663,068 898,253 (235,185) -26% 
Gross margin 10% 28% 21% 19% 
Research and development 26,246 28,281 (2,035) -7% 74,734 110,916 (36,182) -33% 
Sales, general and
administrative 59,948 36,820 23,128 63% 146,312 174,637 (28,325) -16% 
In-process research and
development �  �  �  0% �  �  �  0% 
Restructuring charges �  7,492 (7,492) (2,772) 45,646 (48,418) -106% 
Operating gain (loss) (55,438) 20,033 (75,471) -377% (40,759) (125,945) 85,186 -68% 

Gain on deconsolidation of
subsidiary �  �  �  0% �  30,100 (30,100) 0% 
Interest and other income, net 1,378 532 846 159% (1,162) 2,928 (4,090) -140% 
Interest expense (9,124) (9,199) 75 -1% (44,574) (42,877) (1,697) 4% 
Reorganization items �  (9,348) 9,348 -100% 370,340 (381,647) 751,987 -197% 
Provision for Income Taxes (1,670) (518) (1,152) 222% (3,289) (947) (2,342) 247% 
Total Net Sales

Total net sales for the three months ended September 26, 2010 decreased by six percent or $20.0 million compared to total net sales for the three
months ended September 27, 2009. Approximately 15 percent, or $48.0 million, of the decrease was attributable to our decision to exit a large
portion of the wireless market that was not profitable and approximately four percent or $11.0 million of the decrease was attributable to
deferred revenue lost as a result of fresh start accounting required for the Successor. This decrease was offset by an approximately 13 percent or
$41.0 million increase in sales in the embedded market, where we recaptured business lost during the Chapter 11 Cases.

Total net sales for the combined nine months ended September 26, 2010 decreased by 24 percent or $263.0 million compared to total net sales
for the nine months ended September 27, 2009, primarily as a result of our change in strategy to focus primarily on sales of embedded products
starting in the second quarter of fiscal 2009. Approximately 21 percent or $228.0 million of the net sales decrease was attributable to this
strategy change. Approximately four percent or $49.0 million of the decrease was attributable to deferred revenue lost as a result of fresh start
accounting required for the Successor. These decreases were offset by a two percent or approximately $14.0 million increase in sales in the
embedded market. Starting in the second quarter of fiscal 2010, we have been gradually regaining the business lost while we were subject to the
Chapter 11 Cases, especially in Japan.
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Gross Margin

Our gross margin decreased by 18 percentage points for the three months ended September 26, 2010, compared to the corresponding period in
fiscal 2009. The decrease in gross margin was primarily due to (i) fresh start accounting related adjustments in the Successor which included
amortization of approximately $49.1 million of inventory mark-up, approximately $26.0 million related to a full quarter�s depreciation charge on
higher valuation of fixed assets and approximately $4.0 million attributable to lost revenues in our distribution channel; (ii) approximately $21.0
million related to higher inventory reserves on certain products; (iii) approximately $16.0 million due to a decline in sales in the wireless
markets. The overall decrease is partially offset by $40.0 million of lower expenses resulting from operating efficiencies in factory utilization,
and approximately $22.0 million due to the release of adverse commitment reserves following resolution of the related contingency.

Our gross margin increased by three percentage points for the nine months ended September 26, 2010, compared to the nine months ended
September 27, 2009. The increase in gross margin was primarily due to an increase in factory utilization and efficiency from restructuring and
consolidation of back-end manufacturing operations, better pricing from suppliers, and a product mix shift from wireless to embedded products.
The overall increase was partially offset by a decrease in ASPs and fresh start accounting related adjustments, including amortization of
inventory mark-up, higher depreciation expenses and loss of margin relating to the deferred revenue loss.

Research and Development

Research and development (R&D) expenses for the three months ended September 26, 2010 decreased by seven percent, compared to the
corresponding period in fiscal 2009. The decrease of R&D expenses was primarily due to a reduction in expenses of approximately $1.8 million
due to the transfer of our Milan R&D operations to Elpida in February 2010. The impact of fresh start accounting on R&D expenses for the three
months ended September 26, 2010 was immaterial.

R&D expenses for the nine months ended September 26, 2010 decreased by approximately 33 percent, compared to the corresponding period in
fiscal 2009. The decrease in R&D expenses was primarily due to closure of our Sub-micron Development Center (SDC) and, to a lesser extent,
the closure of R&D operations in certain of our foreign final manufacturing locations.

For the Predecessor, from March 29, 2010 to May 10, 2010, R&D expenses of approximately $12.1 million included, among other items,
approximately $6.2 million of labor costs, approximately $2.1 million of expenses related to outside service providers, approximately $0.9
million of material costs, and approximately $1.4 million of building and other allocated operating expenses.

R&D expenses in the Successor from May 11, 2010 to September 26, 2010 were approximately $39.6 million, which included, among other
items, approximately $ 17.3 million of labor costs, approximately $ 6.4 million of expenses related to outside service providers, approximately
$4.5 million of material costs, and approximately $ 6.5 million of building and other allocated operating expenses.

Sales, General and Administrative

Sales, general and administrative (SG&A) expenses for the three months ended September 26, 2010 increased by 63 percent, compared to the
corresponding period in fiscal 2009. The increase in SG&A expense was primarily due to an increase of approximately $18.0 million in legal
expenses that are anticipated in connection with the Samsung litigation in accordance with our litigation reserve policy, approximately $3.8
million in accrued bonuses primarily related to our 2010 performance-based bonus plan, and approximately $ 2.7 million of operating expenses
due to having a full quarter of the Japanese sales and distribution organization that resulted from the May 2010 acquisition from Spansion Japan
and which is now part of Nihon Spansion Limited. The impact of fresh start accounting on SG&A for the three months ended September 26,
2010 was immaterial.
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SG&A expenses for the combined nine month period ended September 26, 2010 decreased by 16 percent, compared to the corresponding period
in fiscal 2009. This decrease was principally due to (i) a decrease of approximately $12.9 million in provision for doubtful accounts; (ii) savings
of approximately $10.0 million in labor costs and approximately $4.3 million relating to a decrease in information technology expenses;
(iii) allocation of approximately $4.0 million of information technology charges from SG&A to R&D and Cost of Goods Sold, based on
utilization, in the Successor; and (iv) elimination of $ 4.3 million of SG&A expenses attributable to Spansion Japan as a result of
deconsolidation of Spansion Japan on March 3, 2009. The overall decrease was partially offset by: (i) an increase of approximately $8.4 million
in accrued bonuses primarily related to our 2010 performance-based bonus plan; and (ii) an increase of approximately $3.9 million of operating
expenses due to having more than four months of the Japanese sales and distribution organization that resulted from the May 2010 acquisition
from Spansion Japan and which is now part of Nihon Spansion Limited.

For the Predecessor, during the period from March 29, 2010 to May 10, 2010, SG&A expenses of approximately $20.5 million included among
other items, approximately $8.0 million of labor costs, approximately $7.4 million of expenses related to outside service providers, and
approximately $1.6 million of building and other allocated operating expenses.

For the Successor, during the period from May 11, 2010 to September 26, 2010, SG&A expenses of approximately $78.2 million included
among other items, approximately $ 31.6 million of labor costs; approximately $34.0 million of expenses related to outside service providers;
and approximately $ 8.0 million of building and other allocated operating expenses.

Restructuring Charges

Restructuring charges for the Predecessor from December 28, 2010 to May 10, 2010 decreased by approximately $48.4 million, compared to the
nine months ended September 26, 2009. The decrease in restructuring charges was primarily due to: (i) approximately $ 33.1 million of lower
cash settled restructuring charges on employee severance pay and benefits, professional fees, and relocation of property, plant and equipment in
the second quarter of fiscal 2010; (ii) an approximately $5.5 million gain on the sale of SDC fixed assets; (iii) an approximately $5.2 million
gain from the sale of our plant in Suzhou, China; and (iv) lower depreciation and fixed assets write-offs of approximately $4.5 million. There
were no restructuring charges in the Successor.

Gain on Deconsolidation of Subsidiary

Effective March 3, 2009, we deconsolidated Spansion Japan and recognized a one-time gain of approximately $30.1 million, which represents
the difference between the carrying value of our investment in Spansion Japan immediately before deconsolidation (100 percent of Spansion
Japan�s stockholder�s deficit) and the estimated fair value of our retained non-controlling interest in Spansion Japan (zero). We did not have a
similar gain during the three and nine months ended September 26, 2010.

Interest and Other Income, Net

Interest and other income, net, increased by approximately $0.8 million for the three months ended September 26, 2010 and decreased by
approximately $4.1 million for the combined nine months period ended September 26, 2010, compared to the corresponding periods of fiscal
2009. Interest income and other income, net, was higher during the three months ended September 26, 2010 primarily due to the reporting of
realized and unrealized net gain of $1.0 million on foreign currency transactions as part of non-operating income in the Successor whereas
foreign currency exchange gain/loss was reported as part of operating income in the Predecessor. This increase was partially offset by an
approximately $0.2 million decrease in interest income due to a decrease in our average investment portfolio yield as a result of redemption of
auction rate securities (ARS) at the beginning of the third quarter of fiscal 2010.

The decrease of approximately $4.1 million for the combined nine months period ended September 26, 2010 was mainly due to approximately
$3.0 million in impairment charges on certain of the Predecessor�s investments in privately held companies during the second quarter of fiscal
2010. In addition, interest and other income, net, was lower due to a decrease in our average investment portfolio yield as a result of low interest
rate environment and ongoing redemptions of our ARS over the period. ARS were fully redeemed at the beginning of the third quarter of fiscal
2010.
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Interest Expense

Interest expense decreased by approximately $0.1 million for the three months ended September 26, 2010, compared to the corresponding period
in fiscal 2009. The decrease was primarily due to a decline of approximately $5.8 million of interest expenses on the floating rate notes (FRNs)
that were fully paid and cancelled in May 2010 and a decrease of approximately $2.6 million on accretion of interest on long term contracts and
other obligations, partially offset by $8.6 million of interest on our Term Loan Facility.

Interest expense increased by $1.7 million for the combined nine month period ended September 26, 2010, compared to the corresponding
period in fiscal 2009.

For the Predecessor, the increase was primarily due to interest expense of approximately $9.3 million and amortization of financing costs of
approximately $11.2 million on our Term Loan, partially offset by decreases of:

(i) approximately $7.1 million in interest expenses for Senior Notes and Exchangeable Senior Subordinated Debentures as interest
expenses on these obligations were accrued only through the Petition Date as a result of the Chapter 11 Cases;

(ii) approximately $2.8 million in interest expense for FRNs due to a decrease in interest rate from 4.6 percent in the six months ended
June 28, 2009 to 3.4 percent in the Predecessor period from December 28, 2009 through May 10, 2010.

(iii) approximately $3.4 million in interest expense related to capital leases as a result of lease buy-outs, terminations upon expiration of
lease term and lease rejections as a result of reorganization efforts; and

(iv) approximately $2.2 million in interest expense as a result of the deconsolidation of Spansion Japan effective March 3, 2009.
For the Successor, the decrease in interest expense on the FRNs for $9.7 million and lower accretion of interest on long term license and other
obligations of $2.6 million were offset by increased interest expense of approximately $12.5 million due to our Term Loan.

The average interest rate on our debt portfolio was 6.0 percent for the combined nine months period ended September 26, 2010, compared to 4.2
percent for the corresponding period in fiscal 2009.

Reorganization Items

Reorganization charges for the three months ended September 27, 2009 of $9.3 million were primarily comprised of professional fees. There
were no reorganization expenses in the Successor for the three months ended September 26, 2010.

Reorganization items of approximately $370.3 million for the combined nine months period ended September 26, 2010 primarily consisted of a
gain of approximately $434.0 million which resulted from the discharge of pre-petition obligations, and a gain of approximately $22.5 million,
which resulted from settlement of rejected capital leases and various license agreements. The overall gain was partially offset by
(i) approximately $59.5 million in professional fees, (ii) approximately $12.7 million of debt financing costs written-off, (iii) approximately
$10.8 million in adjustments related to accrued claims and cancellation of old equity incentive plans, and (iv) approximately $7.0 million of
withholding tax liability related to a foreign subsidiary. Reorganization items of approximately $381.6 million for the combined nine months
period ended September 27, 2009 primarily consisted of approximately $355.3 million provisions for expected allowed claims and
approximately $25.9 million in professional fees. There were no reorganization items in the Successor.

Income Tax Provision

We recorded an income tax expense of $1.7 million for the three months ended September 26, 2010, compared to an income tax expense of
approximately $0.5 million for the three months ended September 27, 2009. The income tax expense recorded for the three months ended
September 26, 2010 was primarily related to tax expenses in profitable locations. The income tax expense recorded for the three months ended
September 27, 2009 was primarily related to tax provisions in profitable foreign locations of $0.5 million.
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We recorded income tax expense of approximately $3.3 million for the combined nine months period ended September 26, 2010 compared to
income tax expense of approximately $0.9 million for the nine months ended September 27, 2009. The income tax expense recorded for both
periods primarily related to tax provisions in profitable foreign locations.

Due to our emergence from bankruptcy, in the six months ended June 27, 2010, we also recorded an increase of $12.0 million in uncertain tax
positions, consisting of previously unrecognized tax benefits of $10.0 million and interest and penalties of $2.0 million in connection with
certain intercompany arrangements. In the three months ended September 26, 2010, we also recorded $0.4 million of interest associated with
these uncertain tax positions.

As of September 26, 2010, all of our U.S. deferred tax assets, net of deferred tax liabilities, continue to be subject to a full valuation allowance.
The valuation allowance is based on our assessment that it is more likely than not that the deferred tax assets will not be realizable in the
foreseeable future.

As of December 27, 2009, we had U.S. federal and state net operating loss carryforwards of approximately $1.2 billion and $155.6 million,
respectively. Upon emergence from bankruptcy, we experienced an �ownership change� as defined in the Internal Revenue Code. Consequently,
our federal net operating loss carryforwards are subject to an annual limitation of approximately $26.0 to $28.0 million. These federal net
operating losses, if not utilized, expire from 2027 to 2030. Based on this carryforward period as well as the results of operations through
September 26, 2010 , we believe that approximately $850.0 to $900.0 million of these federal net operating loss carryforwards which includes a
worthless stock deduction of approximately $500.0 to $550.0 million, are available to offset future taxable income.

If we experience an �ownership change� in the future as a result of offerings of our common stock or shifts in our stock ownership, we may
experience an �ownership change� as defined in the Internal Revenue Code such that our ability to utilize our federal net operating loss
carryforwards may be further limited under certain provisions of the Internal Revenue Code. As a result, we may incur greater tax liabilities than
we would in the absence of such a limitation and any incurred liabilities could materially adversely affect it.

Other Items

Gross deferred revenue and gross deferred cost of sales on shipments to distributors as of September 26, 2010 and December 27, 2009 were as
follows:

Successor Predecessor
September 26, 2010 December 27, 2009

(in thousands)
Deferred revenue $ 53,102 $ 90,465
Less: deferred costs of sales (33,459) (36,308) 

Deferred income on shipments (1) (2) $ 19,643 $ 54,157

(1) The deferred income of $21.8 million and $63.0 million on the consolidated balance sheet as of September 26, 2010 and December 27,
2009, respectively, included $0.9 million and $8.8 million of deferred revenue related to licensing revenue that was excluded in the table
above.

(2) In connection with our adoption of fresh start accounting as of May 10, 2010, an adjustment of $27.7 million was made to reduce deferred
income on shipments to the fair value of our related performance obligations which include primarily price protection and stock rotation.

Contractual Obligations

The following table summarizes our contractual obligations at September 26, 2010. The table is supplemented by the discussion following the
table.

Total 2010 2011 2012 2013 2014
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Beyond

(in thousands)
Term Loan $ 448,875 $ 1,125 $ 4,500 $ 4,500 $ 4,500 $ 4,500 $ 429,750
Capital lease obligations 9,414 4,338 5,076 �  �  �  �  
Interest expense on Term Loan 152,258 8,861 35,124 34,630 33,638 32,762 7,243
Interest expense on capital leases 279 120 159 �  �  �  �  
Other long term liabilities (1) 4,576 �  875 3,701 �  �  �  
Operating leases 9,355 1,785 5,153 1,229 474 357 357
Unconditional purchase commitments (2) 226,090 55,132 137,236 33,177 253 211 81

Total contractual obligations $ 850,847 $ 71,361 $ 188,123 $ 77,238 $ 38,865 $ 37,830 $ 437,431

(1) The other long term liabilities comprise payment commitments under long term software license agreements with vendors and asset
retirement obligations.

(2) Purchase commitments include agreements to purchase goods or services that are enforceable and legally binding on us and that specify all
significant terms, including fixed or minimum quantities to be purchased, fixed, minimum or variable price provisions and the approximate
timing of the transaction. These agreements are principally related to inventory and other items. Purchase commitments exclude
agreements that are cancelable without penalty. Purchase commitments included $3,149,000 of inventory purchase obligations due during
the fourth quarter of 2010 relating to a contract that was signed on September 27, 2010.
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Liquidity and Capital Resources

Cash Requirements

Predecessor

As a result of the Creditor Protection Proceedings, cash in our various consolidated entities was generally available to fund operations in their
respective jurisdictions, but generally was not available to be freely transferred to or among subsidiaries other than in the normal course of
intercompany trade and pursuant to specific agreements approved by the U.S. Bankruptcy Court.

Following the commencement of Chapter 11 Cases on March 1, 2009, we maintained our cash management system and minimized disruption to
our operations, pursuant to various U.S. Bankruptcy Court approvals obtained in connection with the Chapter 11 Cases. Among other things, we
received approval to continue paying employee wages and certain benefits in the ordinary course of business, pay certain trade vendor claims,
pay certain contractors in satisfaction of liens or other interests, and continue honoring customer program obligations.

We commenced a number of restructuring activities to ultimately achieve positive cash flow by exiting unprofitable markets and realigning our
business to support a refined target market of Flash memory applications. We also conducted reviews of our real estate and other property leases,
equipment leases and agreements, supplier and customer contracts and general discretionary spending with the goal of achieving further cash
savings through renegotiation or cancellation of certain contracts.

Prior to the Emergence Date, we had $358.6 million in cash. We made net cash disbursements of $103.9 million on the Emergence Date
pursuant to the Plan which reduced our cash to $254.7 million post-emergence.

Successor

Cash as of the Emergence Date May 10, 2010 was $254.7 million and $321.2 million as of March 28, 2010. This is the result of our restructured
capitalization pursuant to the Plan, which included, among other things, the following:

� Our $450 million Term Loan;

� Our $65 million Revolving Credit Facility;

� Net cash proceeds of $104.9 million from the Rights Offering;
Proceeds from the Term Loan and Rights Offering and cash on hand were used to pay: (i) $633.0 million of FRN claims; (ii) Administrative
Expense Claims and Priority Claims (each as defined in the Plan); and (iii) payment of fees and expenses related to the Term Loan, Rights
Offering and Revolving Credit Facility.

As of September 26, 2010, our cash totaled approximately $329.7 million. We had not borrowed under the Revolving Credit Facility as of
September 26, 2010. The availability under this facility was $28.2 million as of September 26, 2010 after deducting the standby letters of credit
of $2.1 million issued to certain vendors.

Key terms of our Term Loan and Revolving Credit Facility are summarized in Note 11 to our Condensed Consolidated Financial Statements
included in Item 1 of this Quarterly Report on Form 10-Q.
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In connection with the October 20, 2010 settlement agreement between the claims agent appointed to resolve certain pre-bankruptcy claims and
Spansion Japan, we will purchase 85 percent of the allowed claim from Citi for $85 million in cash, subject to the final approval of the
settlement agreement by the U.S. Bankruptcy Court and the Tokyo District Court.

Our future uses of cash are expected to be primarily for working capital, debt service, capital expenditures and other contractual obligations. We
also expect the remaining Plan disbursements and expenses incurred for outstanding claims resolution will continue using cash from operations
for at least for the remainder of fiscal 2010. We believe our anticipated cash flows from operations, current cash balances, and our existing
revolving credit facility will be sufficient to make remaining Plan Disbursements and expenses incurred for outstanding claims resolution, fund
working capital requirements, debt service, and operations and to meet our cash needs for at least the next twelve months.

On October 28, 2010, we announced our intention to offer to sell, subject to market and other conditions, 6,750,000 shares of Class A common
stock. We intend to grant the underwriters a 30-day option to purchase up to an additional 1,012,500 shares to cover over-allotments, if any.
Under our Term Loan, we are required to use 50% of net proceeds from any equity offering to repay amounts outstanding there under. We are
negotiating with the required lenders of the Term Loan to amend the Term Loan to, among other things, waive this net proceeds requirement. To
the extent we are able to obtain this waiver, we intend to use the net proceeds from this common stock offering for general corporate purposes.

On October 28, 2010, Spansion LLC announced its intention to offer to sell, subject to market and other conditions, $200 million of senior
unsecured notes in a private offering. We and Spansion Technology LLC will guarantee Spansion LLC�s obligations under the notes. We intend
to use the net proceeds from this private offering to pay down amounts outstanding under the Term Loan. The private offering is conditioned
upon either (i) obtaining the necessary approvals and waivers from the required lenders under each of the Term Loan and the Revolving Credit
Facility or (ii) the full repayment and the termination of each the Term Loan and the Revolving Credit Facility in accordance with its terms.

The common stock offering by us and the senior notes private placement by Spansion LLC are not contingent upon the consummation of the
other.

Sources and Uses of Cash and Cash Equivalents

Our cash and cash equivalents consisted of demand deposits, treasury bill, and money market fund with a total amount of approximately $329.7
million as of September 26, 2010.

Operating Activities

Net cash provided by operations was approximately $57.3 million during the period from May 11, 2010 to September 26, 2010, primarily due to
net loss of approximately $83.1 million and the net decrease in operating assets and liabilities of approximately $5.0 million, offset by net
non-cash items of approximately $145.4 million. Net non-cash items primarily consisted of approximately $82.6 million of depreciation and
amortization, approximately $67.8 million of amortization of inventory markup relating to fresh start accounting, and approximately $4.8
million of stock compensation costs, partially offset by approximately $4.6 million of benefit for deferred income taxes, non-cash gain of
approximately $3.7 million from sale of our plant in Suzhou, China, and approximately $1.5 million gain from sale of property, plant and
equipment.

Net cash provided by operations was approximately $1.4 million during the period from December 28, 2009 to May 10, 2010, primarily due to
net income of approximately $363.6 million and a net increase in operating assets and liabilities of approximately $20.5 million, offset by the net
non-cash items of approximately $382.8 million. Net non-cash items primarily consisted of approximately $434.0 million non-cash gain on
discharge of pre-petition obligations; approximately $22.5 million non-cash gain from write-off of rejected capital lease and various license
agreements; approximately $5.2 million non-cash gain from sale of the Suzhou plant; approximately $2.1 million gain on sale and disposal of
fixed assets, partially offset by approximately $43.8 million of depreciation and amortization; approximately $13.0 million write-off of financing
cost for old debts; approximately $7.2 increase in allowance for doubtful accounts; approximately $7.0 million of stock compensation costs;
approximately $7.0 million provision for income taxes; and approximately $3.0 million impairment on investments.
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Investing Activities

Net cash provided by investing activities was approximately $25.2 million during the period from May 11, 2010 to September 26, 2010,
primarily due to approximately $44.7 million of proceeds from the sale of ARS and approximately $15.7 million from the sale of property, plant
and equipment, offset by an approximately $13.1 million cash decrease due to the purchase of Spansion Japan�s distribution business and
approximately $22.1 million of capital expenditures used to purchase property, plant and equipment.

Net cash provided by investing activities was approximately $76.7 million during the period from December 28, 2009 to May 10, 2010,
primarily due to approximately $62.4 million of proceeds from the sale of ARS, approximately $18.7 million of proceeds from the sale of the
Suzhou plant, and approximately $9.6 million from the sale of other property, plant and equipment, offset by approximately $14.0 million of
capital expenditures used to purchase property, plant and equipment.

Financing Activities

Net cash used by financing activities was approximately $6.0 million during the period from May 11, 2010 to September 26, 2010 due to
payments of approximately $6.0 million on debt and capital lease obligations.

Net cash used by financing activities was approximately $148.2 million during the period from December 28, 2009 to May 10, 2010, primarily
due to payments of approximately $691.2 million on debt and capital lease obligations, partially offset by $438.1 million from the Term Loan
net of issuance costs and approximately $104.9 million from the Rights Offering.

Off-Balance Sheet Arrangements

During the normal course of business, we make certain indemnities and commitments under which we may be required to make payments in
relation to certain transactions. These indemnities include non-infringement of patents and intellectual property, indemnities to our customers in
connection with the delivery, design, manufacture and sale of our products, indemnities to our directors and officers in connection with legal
proceedings, indemnities to various lessors in connection with facility leases for certain claims arising from such facility or lease, and
indemnities to other parties to certain acquisition agreements. The duration of these indemnities and commitments varies, and in certain cases, is
indefinite. We believe that substantially all of our indemnities and commitments provide for limitations on the maximum potential future
payments we could be obligated to make. However, we are unable to estimate the maximum amount of liability related to our indemnities and
commitments because such liabilities are contingent upon the occurrence of events which are not reasonably determinable. Management believes
that any liability for these indemnities and commitments would not be material to our accompanying condensed consolidated financial
statements.

We do not have any other significant off-balance sheet arrangements, as defined in Item 303(a) (4) (ii) of SEC Regulation S-K, as of
September 26, 2010.

52

Edgar Filing: Spansion Inc. - Form 10-Q

Table of Contents 87



Table of Contents

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Interest Rate Risk

Our exposure to market risk for changes in interest rates relates primarily to our cash deposits, invested cash and debt. At September 26, 2010,
we had approximately $229.7 million held in demand deposit accounts and approximately $100.0 million invested in Treasury Bills. The
Treasury Bills are with maturity terms of 30 to 90 days. Accordingly, our interest income fluctuates with short-term market conditions. Our cash
position is highly liquid and our exposure to interest rate risk is minimal.

As of September 26, 2010, approximately two percent of the aggregate principal amounts outstanding under our third party debt obligations
were fixed rate, and approximately 98 percent of our total debt obligations were variable rate comprised of the Senior Secured Term Loan with
an outstanding balance of approximately $448.9 million as of September 26, 2010. The Term Loan has a LIBOR floor of two percent. While
LIBOR is below two percent, our interest expense will not change along with short-term change in interest rate environment. When LIBOR is
above two percent, changes in interest rates associated with the term loan could then result in a change to our interest expense. For example, a
one percent aggregate change in interest rates would increase/decrease our contractual interest expense by approximately $4.5 million annually.

As of September 26, 2010, we have a hedging arrangement with a financial institution to partially hedge the variability of interest payments
attributable to fluctuations in the LIBOR benchmark interest rate. See Note 15 to our Condensed Consolidated Financial Statements included in
Item 1 of this Quarterly Report.

Default Risk

We intend to actively monitor market conditions and developments specific to the securities and security classes in which we invest. We believe
that we take a conservative approach to investing our funds in that our policy is to invest only in highly-rated securities with relatively short
maturities, and we do not invest in securities we believe involve a higher degree of risk.

Foreign Exchange Risk

Our sales, expenses, assets and liabilities denominated in Japanese yen and other foreign currencies were exposed to foreign currency exchange
rate fluctuations. For example,

� some of our manufacturing costs are denominated in Japanese yen, and other foreign currencies such as the Thai baht and Malaysian
ringgit;

� sales of our products to Fujitsu are denominated in both US dollars and Japanese yen; and

� some fixed asset purchases are denominated in Japanese yen and European Union euros.
Consequently, movements in exchange rates could cause our net sales and our expenses to fluctuate, affecting our profitability and cash flows.
We use foreign currency forward contracts to reduce our foreign exchange exposure on our foreign currency denominated assets and liabilities.
The objective of these contracts is to reduce the impact of foreign currency exchange rate movements to our operating results. We do not use
these contracts for speculative or trading purposes.
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We had an aggregate of $32.0 million (notional amount) of short-term foreign currency forward contracts denominated in Japanese yen
outstanding as of September 26, 2010. The unrealized gain or loss related to the foreign currency forward contracts for the quarter ended
September 26, 2010 was not material. We do not anticipate any material adverse effect on our consolidated financial position, results of
operations or cash flows resulting from the use of these instruments in the future. However, we cannot assure you that these strategies will be
effective or that transaction losses can be minimized or forecasted accurately. In particular, we generally cover only a portion of our foreign
currency exchange exposure. We cannot assure you that these activities will eliminate foreign exchange rate exposure. Failure to eliminate this
exposure could have an adverse effect on our business, financial condition and results of operations.

The following table provides information about our foreign currency forward contracts as of September 26, 2010 and December 27, 2009.

September 26, 2010 December 27, 2009

Notional
Amount

Average
Contract

Rate
Estimated
Fair Value

Notional
Amount

Average
Contract

Rate
Estimated
Fair Value

(in thousands, except contract rates)
Foreign currency forward contract:
Japanese yen $ 32,045 ¥ 84.27 $ 46 �  ¥ �  �  

54

Edgar Filing: Spansion Inc. - Form 10-Q

Table of Contents 89



Table of Contents

ITEM 4. CONTROLS AND PROCEDURES
Based on our management�s evaluation (with the participation of our principal executive officer and principal financial officer), as of the end of
the period covered by this report, our principal executive officer and principal financial officer have concluded that our disclosure controls and
procedures (as defined in Rules 13a-15(e) and 15d-15(e) promulgated under the Securities Exchange Act of 1934, as amended (the Exchange
Act)) are effective at the reasonable assurance level to ensure that information required to be disclosed by us in reports that we file or submit
under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC rules and forms and is
accumulated and communicated to our management, including our principal executive officer and principal financial officer, as appropriate to
allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting during the three months ended September 26, 2010 that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS
For a complete description of the procedural history of each of the legal proceedings referred to below, please see our Annual Report on Form
10-K for the fiscal year ended December 27, 2009 and our Quarterly Reports on Form 10-Q for the fiscal quarters ended March 28, 2010 and
June 27, 2010.

Tessera ITC Action

On September 24, 2010, the Asserted Patents expired, thereby terminating the exclusion order irrelevant.

Samsung ITC Investigation

A trial was held from May 3, 2010 through May 14, 2010. On October 22, 2010, the judge issued his Initial Determination concluding that there
was no violation of 19 U.S.C. § 1337 with respect to either of the two remaining Asserted Patents.

Samsung v. Spansion Japan Ltd.

On August 31, 2010, the Tokyo High Court issued a decision in case H21-Wa-1986 that Spansion Japan did not infringe the Samsung patent at
issue in that case.

Samsung v. Spansion International, Inc.

On August 27, 2010, Spansion filed a nullity action (Case no. 2 Ni 22/10 (EP)) in the Federal Patent Court in Munich, Germany seeking a
decision that the patent asserted by Samsung is invalid.

Spansion LLC v. Samsung Electronics Co., Ltd., et al. (ITC)

On August 6, 2010, Spansion LLC filed a complaint (Investigation No. 337-TA-735) with the ITC seeking institution of an investigation by the
ITC pursuant to Section 337 of the Tariff Act of 1930, as amended, with respect to violations of Section 337 based on the sale for importation
into the United States, importation and/or sale within the United States after importation of Samsung Chips and downstream products containing
those chips that infringe one or more claims of certain Spansion U.S. Patents. The proposed Respondents in the action are Samsung Electronics
Co., Ltd., Samsung Electronics America, Inc., Samsung International, Inc., Samsung Semiconductor, Inc., Samsung Telecommunications
America, LLC, Apple, Inc., BenQ Corp., BenQ America Corp., Qisda Corp., Kingston Technology Company, Inc., Kingston Technology
(Shanghai) Co. Ltd., Kingston Technology Far East Co., Kingston Technology Far East (Malaysia) Sdn Bhd, MiTAC Digital Corporation (aka
Magellan), MiTAC International Corporation, Nokia Corp., Nokia Inc., PNY Technologies, Inc., Research In Motion Ltd., Research In Motion
Corporation, Sirius XM Radio Inc., Transcend Information Inc., Transcend Information, Inc. (US), and Transcend Information Inc. (Shanghai
Factory).

The complaint alleges infringement of U.S. Patent Nos.: 7,018,922; 6,900,124; 6,459, 625; and 6,369,416, which are owned by Spansion. The
Complaint seeks issuance of a permanent general exclusion order excluding from entry into the United States Samsung Chips and downstream
products containing Samsung Chips as described and claimed in Spansion�s Patents, a permanent limited exclusion order excluding from entry
into the United States Samsung Chips and all Respondents� downstream products containing Samsung Chips as described and claimed in
Spansion�s Patents, and a permanent cease and desist order prohibiting the importation, sale for importation, use, offering for sale, sale after
importation, inventory for distribution, distribution, licensing, or otherwise transferring within the United States Samsung Chips and downstream
products containing Samsung Chips.

On September 7, 2010, the ITC issued a Notice of Investigation advising us that it has instituted an investigation based upon the Complaint filed
by Spansion. On October 7, 2010, the judge issued an order establishing the procedural schedule in this action. The order sets certain procedural
due dates including June 20, 2011 as the trial date, September 12, 2011 as the due date for the Initial Determination, and January 12, 2012 as the
Target Date for completion of the investigation.
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Spansion LLC v. Samsung Electronics Co., Ltd., et al (N.D. Cal.)

On August 6, 2010, Spansion LLC filed a complaint in the U.S. District Court for the Northern District of California�San Jose Division (CV
10-03446 JCS) for patent infringement against Samsung Electronics Co., Ltd., Samsung Electronics America, Inc., Samsung
Telecommunications America, LLC, and Samsung Austin Semiconductor, LLC (�Samsung Defendants�). The complaint alleges infringement of
U.S. Patent Nos.: 7,018,922; 6,900,124; 6,459, 625; and 6,369,416, which are owned by Spansion (�Spansion Patents�).

The Complaint seeks entry of a judgment that:

� the Samsung Defendants have infringed the Spansion Patents;

� the infringement of the Spansion Patents has been willful;

� the Samsung Defendants be preliminarily and permanently enjoined from infringement of the Spansion Patents;

� Spansion be awarded compensatory damages, together with prejudgment interest and costs;

� Spansion be awarded treble damages for willful past infringement;

� This case be adjudged an exceptional case under 35 U.S.C. § 285 in favor of Spansion and that Spansion be awarded its costs,
attorneys� fees, and all other expenses incurred in this action; and

� Spansion be awarded such other relief as the Court deems just and proper.
Spansion LLC v. Samsung Electronics Co., Ltd, et al (E.D. Va.)

On August 6, 2010, Spansion LLC filed a complaint in the U.S. District Court for the Eastern District of Virginia�Alexandria Division (1-10 CV
881 CMH/JFA) for patent infringement against Samsung Electronics Co., Ltd., Samsung Electronics America, Inc., Samsung
Telecommunications America, LLC, and Samsung Austin Semiconductor, LLC (�Samsung Defendants�). The complaint alleges infringement of
U.S. Patent Nos.: 7,151,027; 6,359,307; and 6,232,630, which are owned by Spansion (�Spansion Patents�).

The Complaint seeks entry of a judgment that:

� the Samsung Defendants have infringed the Spansion Patents;

� the infringement of the Spansion Patents has been willful;

� the Samsung Defendants be preliminarily and permanently enjoined from infringement of the Spansion Patents;

� Spansion be awarded compensatory damages, together with prejudgment interest and costs;
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� Spansion be awarded treble damages for willful past infringement;

� This case be adjudged an exceptional case under 35 U.S.C. § 285 in favor of Spansion, and that Spansion be awarded its costs,
attorneys� fees, and all other expenses incurred in this action; and

� Spansion be awarded such other relief as the Court deems just and proper.
Samsung filed a motion to transfer this case to the Northern District of California. A hearing on this motion was held on October 22, 2010 at
which the judge denied the motion. On October 28, 2010, Samsung filed an answer to the Complaint denying the allegations and alleging
infringement by Spansion of three Samsung U.S. patent: 6,777,812; 6,602,733; and 5,508,564.
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Spansion LLC v. Samsung Electronics Co., Ltd, et al (W.D. Wi.)

On August 13, 2010, Spansion LLC filed a complaint in the U.S. District Court for the Western District of Wisconsin (Civil Action
No. 3:10-cv-453) for patent infringement against Samsung Electronics Co., Ltd., Samsung Electronics America, Inc., Samsung
Telecommunications America, LLC, and Samsung Austin Semiconductor, LLC (�Samsung Defendants�). The complaint alleges infringement of
U.S. Patent Nos.: 5,793,677 (�Spansion Patent�).

The Complaint seeks entry of a judgment that:

� the Samsung Defendants have infringed the Spansion Patent;

� the infringement of the Spansion Patent has been willful;

� the Samsung Defendants be preliminarily and permanently enjoined from infringement of the Spansion Patent;

� Spansion be awarded compensatory damages, together with prejudgment interest and costs;

� Spansion be awarded treble damages for willful past infringement;

� This case be adjudged an exceptional case under 35 U.S.C. § 285 in favor of Spansion, and that Spansion be awarded its costs,
attorneys� fees, and all other expenses incurred in this action; and

� Spansion be awarded such other relief as the Court deems just and proper.
On October 28, 2010, Samsung filed an answer to the Complaint denying the allegations and alleging infringement by Spansion of two Samsung
U.S. patents: 6,734,065 and 6,828,229. In addition, on October 29, 2010, Samsung filed a motion to transfer this case to the Northern District of
California. A hearing date on this motion has not yet been set.

Samsung v. Spansion ITC Investigation

The investigation has been terminated with respect to Slacker, Synology, Shenzhen Egreat, Egreat, and Appro International based on consent
order stipulations entered into by those respondents. On September 22, 2010 the investigation was terminated with respect to U.S. Patent
No. 6,930,050 without prejudice on Samsung�s unopposed motion.

ITEM 1A. RISK FACTORS
You should carefully consider the risks described below and the other information in this Quarterly Report. If any of the following risks
materialize, our business could be materially harmed, and our financial condition and results of operations could be materially and adversely
affected.

Certain statements in this report contain words such as �could,� �expect,� �may,� �anticipate,� �will,� �believe,� �intend,� �estimate,�
�plan,� �envision,� �seek� and other similar language and are considered forward-looking statements. These statements are based on our
current expectations, estimates, forecasts and projections about the operating environment, economies and markets in which we operate. In
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addition, other written or oral statements that are considered forward-looking may be made by us or others on our behalf. These statements are
subject to important risks, uncertainties and assumptions, that are difficult to predict and actual outcomes may be materially different. In
particular, the risks described below could cause actual events to differ materially from those contemplated in forward-looking statements.
Unless otherwise required by applicable securities laws, we do not have any intention or obligation to publicly update or revise any
forward-looking statements, whether as a result of new information, future events or otherwise.
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The risks described below are not the only ones facing us. Additional risks not currently known to us or that we currently believe are immaterial
may also impair our business, results of operations, financial condition and liquidity.

We are in the process of transforming our business and implementing a new business strategy. If we are unsuccessful in doing so, we
may be materially adversely affected.

Shortly after the Chapter 11 Cases commenced, we began implementing a new business strategy focused primarily on exiting a large portion of
the wireless Flash memory market in order to reduce significantly our engineering expenses. We remain dedicated to, and focused on, the
embedded portion of the Flash memory market and intend to continue to selectively engage in portions of the wireless market where we believe
we can do so advantageously. The embedded market is more mature than the wireless market and is expected to grow more slowly than some
other sectors of the semiconductor industry. In addition, the embedded market historically has been, and we anticipate that it will continue to be,
subject to rapid selling price reductions. If we are unable to successfully address these challenges and execute this new business strategy, our
business will be materially adversely affected.

In addressing these challenges, our new business strategy has involved, and will continue to involve, cost containment, in particular with respect
to our workforce and we will continue to make judgments as to whether we should further reduce, relocate or otherwise change our workforce.
Costs incurred in connection with such workforce changes, should they occur, may be higher than estimated. In addition, such workforce
changes may impair our ability to achieve our current or future business objectives. In addition, any workforce changes may not be effected on
the planned timetable and may result in the recording of additional charges. Similarly, any decision by us to further limit investment in, or exit or
dispose of parts of, our business may result in the recording of additional charges. As part of our review of our restructured business, we look at
the recoverability of tangible and intangible assets. Future market conditions may indicate these assets are not recoverable based on changes in
forecasts of future business performance and the estimated useful life of these assets, and this may trigger further write-downs of these assets
which may have a material adverse effect on our business, results of operations and financial condition.

Our new business strategy may also include considering strategic transactions, such as acquisitions, divestitures, joint ventures, alliances or
co-production programs, as such opportunities arise. We may not be able to effect any strategic transaction or if we enter into transactions, we
may not realize the benefits we anticipate. Moreover, in the case of acquisitions, the integration of separate companies involves a number of
integration risks. Consummating any acquisitions, divestitures, joint ventures, alliances or co-production programs could result in the incurrence
of additional transaction-related expenses, as well as unforeseen contingent liabilities, which could materially adversely affect us.

Our business has been characterized by selling prices that decline over time, which can negatively affect our results of operations.

Historically, the selling prices of our products have decreased during the products� lives, and we expect this trend to continue. When our selling
prices decline, our net sales and gross margins also decline unless we are able to compensate by selling more units and thereby reducing our
manufacturing costs per unit or by introducing and selling new, higher margin products with higher densities and/or advanced features. If the
selling prices for our products continue to decline, our operating results could be materially adversely affected.

During downturns, periods of extremely intense competition, or the presence of oversupply in the industry, the selling prices for our products
have declined at a rapid rate over relatively short time periods as compared to historical rates of decline. We are unable to predict selling prices
for any future periods and may experience unanticipated, sharp declines in selling prices for our products. When such pricing declines occur, we
may not be able to mitigate the effects by selling more or higher margin units, or by reducing our manufacturing costs. In such circumstances,
our operating results could be materially adversely affected.
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The Flash memory market is highly cyclical and has experienced severe downturns that have materially adversely affected, and may in
the future materially adversely affect, our business.

The Flash memory market is highly cyclical and in the past has experienced severe downturns, generally as a result of wide fluctuations in
supply and demand, constant and rapid technological change, continuous new product introductions and price erosion. Our financial
performance has been, and may in the future be, adversely affected by these downturns. We have incurred substantial losses in past downturns,
including the most recent downturn, due principally to:

� substantial declines in selling prices, particularly due to competitive pressures and an imbalance in product supply and demand; and

� a decline in demand for end-user products that incorporate our products.
Our historical financial information is not necessarily indicative of what our results of operations, financial condition or cash flows will be in the
future. If our net sales decline in the future, or if these or other similar conditions continue or occur again in the future, we would likely be
materially adversely affected.

If demand for consumer products, industrial products or mobile phones utilizing Flash memory declines, as we experienced during the
worldwide global recession, our business could be materially adversely affected. Also, if the functionality of successive generations of such
products does not require increasing Flash memory density or if such products no longer require the type of Flash memory product we produce
due to alternative technologies or otherwise, our operating results would be materially adversely affected.

We cannot be certain that the Chapter 11 Cases will not adversely affect our operations going forward.

Although we emerged from the Chapter 11 Cases on May 10, 2010, we cannot provide assurance that our prior bankruptcy will not adversely
affect our future operations. Our suppliers and vendors could stop providing supplies or services to us or provide such supplies or services only
on unfavorable terms such as �cash on delivery,� �cash on order� or other terms that could have an adverse impact on our short-term cash flows. In
addition, the fact that we recently emerged from the Chapter 11 Cases may adversely affect our ability to retain existing customers, attract new
customers and maintain contracts that are critical to our operations.

We lost a significant amount of market share while in bankruptcy as certain customers were unwilling to work with a vendor in bankruptcy and
others reduced their dependence on us by shifting their business to other vendors. There can be no assurance as to whether we will be able, or
how long it may take, to regain all or any portion of that lost market share.

If we are unable to attract and retain qualified personnel at reasonable costs, we may not be able to achieve our business objectives.

We are dependent on the experience and industry knowledge of our senior management and other key employees to execute our current business
plans and lead us throughout the implementation of the Plan of Reorganization. Competition for certain key positions and specialized technical
and sales personnel in the high-technology industry remains strong. The Chapter 11 Cases, along with workforce reductions, created uncertainty
that led to an increase in unwanted attrition and additional challenges in attracting and retaining new qualified personnel. We have lost many key
employees with long tenures and broad knowledge about our technology and historical operations and we are at risk of losing or being unable to
hire talent critical to a successful reorganization and ongoing operation of our business. If we are not able to attract, recruit or retain qualified
employees (including as a result of headcount or salary reductions), we may not have the personnel necessary to successfully implement the Plan
of Reorganization and our new business strategy, and our business, results of operations and financial condition could be materially adversely
impacted.

We may not satisfy the covenants, financial tests and ratios in our debt instruments, which if not met, would have a material adverse
effect on us.

Our $450 million credit agreement, or Term Loan, and our $65 million loan and security agreement, or Revolving Credit Facility, require us to
comply with covenants, financial tests and ratios. We cannot assure you that we will be able to satisfy or comply with these covenants, financial
tests and ratios, as our ability to do so may be affected by events beyond our control. If we fail to satisfy or comply with such covenants,
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financial tests and ratios, or if we disagree with our lenders about whether or not we are in compliance, we cannot assure you that we will be
able to obtain waivers or amendments if required to avoid a default. A breach of any of the provisions, covenants, financial tests or ratios under
our debt instruments could prevent us from borrowing under our Revolving Credit Facility and result in an event of default under the applicable
agreement, which in turn could trigger cross-defaults under other debt instruments, any of which would materially adversely affect us.
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Our reliance on third-party manufacturers entails risks that could materially adversely affect us.

We have in the past and plan in the future to enter into foundry, subcontractor and other arrangements with third parties to meet demand for our
products. Third-party manufacturers we have used in the past or expect to use in the future for foundry and other manufacturing services include
Texas Instruments, or TI, Fujitsu Semiconductors Limited, or FSL, Elpida Memory, Inc., or Elpida, and Semiconductor Manufacturing
International Corporation, or SMIC. We also use independent contractors to perform some of the assembly, testing and packaging of our
products, including ChipMOS Technologies Limited. We depend on these manufacturers to allocate to us a portion of their manufacturing
capacity sufficient to meet our needs. Third-party manufacturers are generally under no obligation to provide us with any specified minimum
quantity of product. We also depend on these manufacturers to produce products of acceptable quality and at acceptable manufacturing yields
and to deliver those products to us on a timely basis at acceptable prices. In addition, we rely on these manufacturers to invest capital into their
facilities and process technologies to meet our needs for new products using advanced process technologies. Given our recent emergence from
the Chapter 11 Cases and the current volatility and disruption in the capital and credit markets worldwide, we cannot assure you that they will
make the investments in their facilities previously contemplated. We cannot assure you that these manufacturers will be able to meet our
near-term or long-term manufacturing requirements and may not be able to attain qualification from our customers, which is required prior to
production of products at a third party facility for a particular customer. In addition, any significant change in the payment terms we have with
these manufacturers could adversely affect us.

In the past, Spansion Japan Limited, a wholly-owned subsidiary of Spansion LLC, or Spansion Japan, facilitated distribution of our products in
Japan, manufactured and supplied sorted and unsorted silicon wafers for us, and provided sort services to us. In August 2010, we entered into a
new foundry agreement with TI as a result of TI�s purchase of two wafer fabrication facilities and equipment from Spansion Japan. Accordingly,
we rely on TI to manufacture wafers for and supply sort services to us. A sudden and unanticipated reduction or cessation of the supply of goods
and services from TI would likely be disruptive and have a material adverse impact on our results of operations.

Third party manufacturers with whom we contract also make products for other companies, including certain of our competitors, and/or for
themselves and could choose to prioritize capacity for themselves or other customers beyond any minimum guaranteed amounts, reduce
deliveries to us or, in the absence of price guarantees, increase the prices they charge us on short notice, such that we may not be able to pass
cost increases on to our customers. The likelihood of this occurring may be greater as a result of the Chapter 11 Cases. We may be unable to
secure an alternative supply for specific products in a short timeframe or at all at an acceptable cost to satisfy our production requirements. In
addition, we may be required to incur additional development, manufacturing and other costs to establish alternative sources of supply. Other
risks associated with our increased dependence on third-party manufacturers include: their ability to adapt to our proprietary technology, reduced
control over delivery schedules, quality assurance, manufacturing yields and cost, misappropriation of our intellectual property, reduced ability
to manage inventory and parts and risks associated with operating in foreign countries. If we are unable to secure sufficient or reliable suppliers
of wafers or obtain the necessary assembly, testing and packaging services, our ability to meet customer demand for our products may be
adversely affected, which could have a material adverse effect on us.

61

Edgar Filing: Spansion Inc. - Form 10-Q

Table of Contents 100



Table of Contents

We rely on Fujitsu Semiconductors Limited to distribute our products in Japan.

We currently rely on FSL through its subsidiary, Fujitsu Electronics Inc., to distribute our products to customers in Japan, which is an important
geographic market for us. Under our distribution agreement with FSL, FSL has agreed to use its best efforts to promote the sale of our products
in Japan and to other customers served by FSL. In the event that we reasonably determine that FSL�s sales performance in Japan and to those
customers served by FSL is not satisfactory based on specified criteria, then we have the right to require FSL to propose and implement an
agreed-upon corrective action plan. If we reasonably believe that the corrective action plan is inadequate, we can take steps to remedy
deficiencies ourselves through means that include appointing another distributor as a supplementary distributor to sell products in Japan and to
customers served by FSL. Pursuing these actions would be costly and disruptive to the sales of our products in Japan. If FSL�s sales performance
in Japan is unsatisfactory or if we are unable to successfully maintain our distribution agreement and relationship with FSL and we cannot timely
find a suitable supplementary distributor, we could be materially adversely affected.

Under the terms of our distribution agreement with FSL, either party may terminate the distribution agreement, either in whole or in part, for
convenience upon 60 days written notice to the other party. If FSL unexpectedly terminates its distribution agreement with us, or otherwise
ceases its support of our customers in Japan, we would be required to develop and rely on a relationship with another distributor or establish our
own local sales organization and support functions. We cannot be certain that we will be successful in selling our products to customers
currently served by FSL or new customers. If customers currently served by FSL, or potential new customers, refuse to purchase our products
directly from us or from another distributor, or either it or we are not successful in distributing our products, our sales in Japan may decline, and
we could be materially adversely affected.

Inaccurate forecasting of customer demand could materially and adversely affect our business, results of operations and financial
results and may lead to excess inventory and poor gross margins.

Although our manufacturing cycle times are relatively lengthy, often in excess of ten weeks, we nevertheless compete in a market where
suppliers� ability to respond quickly to new orders is a competitive differentiator. Thus, we must forecast customer demand and produce requisite
amounts of our products in order to fill current and future orders even though demand is volatile and difficult to predict.

To forecast demand and value inventory, we consider, among other factors, the inventory on hand, historical customer demand data, backlog
data, competitiveness of product offerings, market conditions and product life cycles. If we are unable to accurately assess these factors and
anticipate future demand or market conditions, inventory write-downs may be required and would be reflected in cost of sales in the period the
write-down is made. Similarly, when customers change orders booked with us, our planned manufacturing capacity may be greater or less than
actual demand, resulting in less than optimal capacity usage. When this occurs, we adjust our production levels but such adjustments may not
prevent our production of excess inventory. An inability to address challenges like the ones described above would have a negative impact on
our gross margin in that period. Moreover, inaccurate forecasting could also result in excess or obsolete inventory that would reduce our margins
or shortages in inventory that would cause us to fail to meet customer demand. If we are unable to produce the types and quantities of products
required by our customers in the timeframes and on the delivery schedules required by our customers, we may lose customers or, in certain
circumstances, be liable for losses incurred by our customers, which would materially adversely affect our business and financial results.

Industry overcapacity could require us to take actions which could have a material adverse effect on us.

Semiconductor companies with their own manufacturing facilities and specialist semiconductor foundries, which are subcontractors that
manufacture semiconductors designed by others, have added significant capacity in recent years and during the first half of 2010 a number of
companies announced plans to do so again. In 2008, the significant excess capacity led to oversupply and a downturn in the memory industry.
The contraction of the worldwide economy, especially in the fourth quarter of 2008 and continuing into 2009, further compounded industry
overcapacity. Fluctuations in the growth rate of industry capacity relative to the growth rate in demand for Flash memory products can
contribute to cyclicality in the Flash memory market, which has in the past and may in the future negatively impact our selling prices and
materially adversely affect us.
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It is difficult to predict future growth or decline in the markets we serve, making it very difficult to estimate requirements for production
capacity. If our target markets do not grow as we anticipate, we may under-utilize our manufacturing capacity or we may be contractually
obligated to purchase minimum quantities of certain products from our subcontractors. This may result in write-downs or write-offs of
inventories and losses on products the demand for which is lower than we anticipate. In addition, during periods of industry overcapacity,
customers do not generally order products as far in advance of the scheduled shipment date as they do during periods when our industry is
operating closer to capacity, which can exacerbate the difficulty in forecasting capacity requirements and may result in increased inventory
levels.

Many of our costs are fixed. Additionally, pursuant to some of our subcontractor and foundry arrangements with third parties we may incur and
pay penalties as a result of our agreements to pay for a certain amount of product even if we do not accept delivery of all of such amount.
Accordingly, during periods in which we under-utilize our manufacturing capacity as a result of reduced demand for some of our products, our
costs cannot be reduced in proportion to the reduced net sales for such periods. When this occurs, our operating results may be materially
adversely affected.

A further significant shift in the Flash memory market to NAND architecture would materially adversely affect us.

Flash memory products are generally based on either NOR or NAND architecture. To date, our Flash memory products have been based on
NOR architecture which are typically produced at a higher cost-per-bit than NAND-based products. We are developing our NAND architectures
based on MirrorBit charge trapping technology primarily to address embedded applications currently served by NAND-based products or
potentially served by NAND-based products in the future, but we cannot be certain that our NAND products will satisfactorily address those
market needs.

Since 2004, industry sales of NAND-based Flash memory products increased as a percentage of total Flash memory sales compared to sales of
NOR-based Flash memory products, resulting in NAND vendors in aggregate gaining a greater share of the overall Flash memory market and
NOR vendors in aggregate losing overall market share. We expect the Flash memory market trend of decreasing market share for NOR-based
Flash memory products relative to NAND-based Flash memory products to continue for the foreseeable future.

Customers manufacturing products for embedded applications may increasingly choose floating gate NAND-based Flash memory products over
our NOR or NAND Flash memory products based on MirrorBit technology. If this occurs, our sales may be materially adversely affected.
Moreover, some of our competitors are able to manufacture floating gate NAND-based Flash memory products on 300-millimeter wafers
produced at a lower cost than we can currently achieve. In addition, some of our competitors may choose to utilize more advanced
manufacturing process technologies than we may have available in order to offer competitive products at lower costs or with higher densities.

In addition, even if products based on NAND architecture are unsuccessful in displacing products based on NOR architecture, the average
selling price for our products may be adversely affected by a significant decline in the price for NAND-based Flash memory products. Such a
decline may result in downward price pressure in the overall Flash memory market affecting the price we can obtain for our NOR-based Flash
memory products, which would adversely affect us. We believe such downward pricing pressure was a factor in the significant declines in the
selling prices of our products in 2007 and 2008. If the prices for NAND Flash memory products similarly decline in the future, we may be
materially adversely affected.

If we fail to successfully develop new applications and markets for our products, our future operating results would be materially
adversely affected.

We are developing new applications and opportunities for our products beyond our traditional customer base and in some cases plan to deploy
our Flash memory solutions beyond current Flash memory markets. However, some of these opportunities require that we succeed in creating,
marketing, gaining customer acceptance of, and deploying these new system architectures into, a customer base where we do not have historic
business relationships and where our solution is required to replace established and proven solutions. In some cases our solutions rely on third
parties to contribute a significant and necessary component of the solution without which the solution will not be viable. If we are unsuccessful
in our attempts to bring new products to market due to our failures or those of third parties, experience significant delays in generating sales, fail
to establish their value or face competition from third parties or incumbent suppliers that result in lower margins than expected, our future
operating results would be materially adversely affected.
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We cannot be certain that we will have sufficient resources to invest in the level of research and development required to remain
competitive or that our substantial research and development investments will lead to timely improvements in technology needed to
successfully develop, introduce and commercialize new products and technologies.

The Flash memory industry is highly competitive and subject to rapid technological change. In order to compete, we are required to make
substantial investments in research and development for product design, process technologies and production techniques in an effort to design
and manufacture advanced Flash memory products. For example, in fiscal 2007 and 2008, our research and development expenses were
approximately $436.8 million and $431.8 million, or approximately 17 and 19 percent of our total net sales, respectively. As a result of our new
business strategy, research and development expenses for fiscal 2009 were $136.4 million, or approximately 10 percent of our total net sales. We
cannot assure you that we will have sufficient resources independently or through joint development agreements to maintain the level of
investment in research and development that is required for us to remain competitive, which could materially adversely affect us.

As part of our reorganization, our strategy has changed to increasingly seek to share research and development costs with third parties. For
example, we recently entered into a joint development agreement with Elpida for the development of products based on NAND architecture.
However we cannot assure you that we will be able to negotiate such arrangements for more of our research and development needs, or that such
arrangements will result in commercially successful technology and products in a timely manner or at all. We will be dependent on the third
parties in such agreements to continue to invest financial and skilled human resources, and we cannot assure you that such third parties will
make the necessary investments, the absence of which would materially adversely affect our business.

Our success depends to a significant extent on our ability to develop, qualify, produce, introduce and gain market acceptance of new product
designs and improvements that provide value to Flash memory customers. Our ability to develop and qualify new products and related
technologies to meet evolving industry requirements at prices acceptable to our customers and on a timely basis is critical to our competitiveness
in our target markets. If we are delayed in developing or qualifying new products or technologies, we could be materially adversely affected.

Competitors may introduce new memory or other technologies that may make our Flash memory products uncompetitive or obsolete.

Our competitors are working on a number of new competitive technologies, including FRAM, MRAM, polymer, charge trapping and
phase-change based memory technologies. If such products are successfully developed and commercialized as a viable alternative to MirrorBit
or floating gate Flash memory, these other products could pose a competitive threat to existing Flash memory companies, including us. In
addition, some of the licensees and customers of Saifun Semiconductors Ltd., or Saifun, which we purchased in 2008 and renamed Spansion
Israel Ltd., are our competitors or work with our competitors and possess licenses from Saifun for intellectual property associated with charge
trapping Flash memory technology. Use of this charge trapping intellectual property or use of independently developed charge trapping Flash
memory technology by our competitors, if successfully developed and commercialized, may allow these competitors to develop Flash memory
products that may compete with our products based on MirrorBit technology. If we are unable to compete with these new technologies, we may
be materially adversely affected.

Intense competition in the Flash memory market could materially adversely affect us.

Our principal NOR Flash memory competitors are Micron Technology, Inc., or Micron, Macronix International Co., Ltd., or Macronix,
Winbond Electronics Corp. and Samsung Electronics Co., Ltd., or Samsung. Additional NOR Flash memory competitors include Microchip
Technology Inc., EON Silicon Solution Inc., Atmel Corporation and Toshiba Corporation, or Toshiba.

64

Edgar Filing: Spansion Inc. - Form 10-Q

Table of Contents 103



Table of Contents

We increasingly compete with NAND Flash memory manufacturers where NAND Flash memory has the ability to replace NOR Flash memory
in customer applications. Our principal NAND Flash memory competitors include Samsung and Micron. In the future, our principal NAND
Flash memory competitors may include Elpida Memory, Inc., Hynix Semiconductor Inc., Toshiba, Powerchip Technology Corporation,
Macronix and Intel Corporation.

The Flash memory market is characterized by intense competition. The basis of competition is cost, selling price, performance, quality, customer
relationships and ability to provide value-added solutions. In particular, in the past our competitors have aggressively priced their products,
which resulted in decreased selling prices for our products and adversely impacted our results of operations. Some of our competitors, including
Samsung and Toshiba, are more diversified than we are and may be able to sustain lower operating margins in their Flash memory business
based on the profitability of their other, non-Flash memory businesses. In addition, capital investments by competitors in the past have resulted
in substantial industry manufacturing capacity and announced capital investments planned for the future may further contribute to a competitive
pricing environment. Some of our competitors are able to manufacture floating gate NAND-based Flash memory products on 300-millimeter
wafers at lower cost than to which we may have access or may choose to utilize more advanced manufacturing process technologies than we will
have to offer products competitive to ours at a lower cost or higher density. Moreover, our NAND-based Flash memory products based on our
proprietary MirrorBit technology may not have the price, performance, quality and other features necessary to compete successfully for these
applications.

We expect competition in the Flash memory market to intensify as existing manufacturers introduce new products, new manufacturers enter the
market, industry-wide production capacity increases and competitors aggressively price their Flash memory products to increase market share.
The competition we face intensified during the Chapter 11 Cases as our ability to compete was reduced. If our competitors, many of whom have
greater financial resources than us, increase their focus on the Flash memory products or segments of the Flash memory markets that generate a
significant portion of our net sales we could be materially adversely affected.

Competitive pressures may also increase if NOR memory vendors merge, if NAND memory vendors acquire NOR businesses or other NAND
businesses, or if our competitors otherwise consolidate their operations. For example, on April 8, 2010, Microchip Technology announced that it
had completed its acquisition of Silicon Storage Technology, Inc.; and on May 7, 2010, Micron announced that it had completed its acquisition
of Numonyx Holdings B.V. Furthermore, we face increasing competition from NAND Flash memory vendors targeting the embedded portion of
the Flash memory market.

To compete successfully, we must decrease our manufacturing costs and develop, introduce and sell products at competitive prices that meet our
customers� demands. If we are unable to compete effectively, we could be materially adversely affected.

Unless we maintain manufacturing efficiency, we may not become profitable and our future profitability could be materially adversely
affected.

The Flash memory industry is characterized by rapid technological changes. For example, new manufacturing process technologies using
smaller feature sizes and offering better performance characteristics are generally introduced every one to two years. The introduction of new
manufacturing process technologies allows us to increase the functionality of our products while at the same time optimizing performance
parameters, and increasing storage capacity. In addition, the reduction of feature sizes enables us to produce smaller chips offering the same
functionality and thereby considerably reduces the cost per bit. In order to remain competitive, it is essential that we secure the capabilities to
develop and qualify new manufacturing process technologies. For example, our leading Flash memory products must be manufactured at
65-nanometer and more advanced process technologies. If we are delayed in transitioning to these technologies and other future technologies,
we could be materially adversely affected.
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Manufacturing our products involves highly complex processes that require advanced equipment. Our manufacturing efficiency is an important
factor in achieving profitability, and we cannot be sure that we will be able to maintain or increase our manufacturing efficiency to the same
extent as our competitors. For example, we continuously modify our manufacturing processes in an effort to improve yields and product
performance and decrease costs. We are continuing to transition to 65-nanometer process technology for the manufacture of some of our
products. During periods when we are implementing new process technologies, manufacturing facilities may not be fully productive. We may
fail to achieve acceptable yields or may experience product delivery delays as a result of, among other things, capacity constraints, delays in the
development of new process technologies, changes in our process technologies, upgrades or expansion of existing facilities, impurities or other
difficulties in the manufacturing process. Any of these occurrences could adversely impact our relationships with customers, cause harm to our
reputation in the marketplace, cause customers to move future business to our competitors or cause us to make financial concessions to our
customers.

Improving our manufacturing efficiency in future periods is dependent on our ability to:

� develop advanced process technologies and advanced products that utilize those technologies;

� successfully transition to advanced process technologies;

� continue to reduce test times;

� ramp product and process technology improvements rapidly and effectively to commercial volumes;

� achieve acceptable levels of manufacturing wafer output and yields, which may decrease as we implement more advanced
technologies; and

� maintain our quality controls and rely upon the quality and process controls of our suppliers.
Our ability to generate sufficient operating cash flows depends in part on maintaining our expense reduction efforts.

Our business is capital intensive and our ability to generate operating cash flows depends in large part on the maintenance of our low cost
strategy. In response to decreasing cash balances of the Predecessor prior to the Chapter 11 Cases and as part of our strategy going forward, we
intend to continue our low cost strategy, which historically included salary reductions, capital expenditure reductions, headcount freezes and
reductions, cutting research and development projects; and reducing administrative expenses. Some cost cutting activities may require initial
cost outlays before the cost reductions are realized. We cannot assure you that we will be able to achieve anticipated expense reductions. If our
expense reduction efforts are unsuccessful, our operating results and business may be materially adversely affected. Furthermore, in certain
instances our cost reductions may make it more difficult for us to succeed in the extremely competitive environment in which we operate.

Our working capital, investments and capital requirements may require us to seek additional financing, which may not be available to
us.

Our debt instruments may not be sufficient for our future working capital, investments and capital requirements. We also may not be able to
access additional financing resources due to a variety of reasons, including the restrictive covenants in the Term Loan and the Revolving Credit
Facility and the lack of available capital due to the tight nature of global credit markets. If our financing requirements are not met by the Term
Loan and the Revolving Credit Facility and we are unable to access additional financing, our business, operations, financial condition and cash
flows will be materially adversely affected.
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If we cannot adequately protect our technology or other intellectual property in the United States and abroad, through patents,
copyrights, trade secrets, trademarks and other measures, we may lose a competitive advantage and incur significant expenses as a
result of litigation and other claims.

We rely on a combination of protections provided by contracts, including confidentiality and non-disclosure agreements, copyrights, patents,
trademarks and common law rights, such as trade secrets, to protect our intellectual property. However, we cannot assure you that we will be
able to adequately protect our technology or other intellectual property from third-party infringement or from misappropriation in the United
States and abroad. Any patent owned or licensed by us or issued to us could be challenged, invalidated or circumvented or rights granted under
these patents or licenses may not provide a competitive advantage to us. Furthermore, patent applications that we file may not result in issuance
of a patent or, if a patent is issued, the patent may not be issued in a form that is advantageous to us. Despite our efforts to protect our intellectual
property rights, others may independently develop similar products, duplicate our products or design around our patents and other intellectual
property rights. In addition, it is difficult to monitor compliance with, and enforce, our intellectual property rights on a worldwide basis in a
cost-effective manner. Foreign laws may provide less intellectual property protection than is afforded in the United States. Our efforts to protect
our intellectual property in the United States and abroad, through lawsuits such as those that have been filed between us and Samsung may be
time-consuming and costly. If we cannot adequately protect our technology or other intellectual property rights in the United States and abroad,
we may be materially adversely affected.

We are currently party to various lawsuits brought by third parties alleging that we infringe their intellectual property rights. In the future, third
parties may bring additional actions against us based on similar allegations. To resolve such claims, we may seek to obtain a license under the
third party�s intellectual property rights. We cannot assure you that we will be able to obtain all of the necessary licenses on satisfactory terms, if
at all. These parties have or may in the future file lawsuits against us seeking damages (potentially including treble damages or willful
infringement) or an injunction against the sale of our products that incorporate allegedly infringed intellectual property or against the operation
of our business as presently conducted, which could result in our having to stop the sale of some of our products, increase the costs of selling
some of our products, or cause damage to our reputation. The award of damages, including material royalty payments, or the entry of an
injunction against the manufacture and sale of some or all of our products, would have a material adverse effect on us. We could decide, in the
alternative, to redesign our products or to resort to litigation to challenge or defend such claims, either of which could be expensive and
time-consuming and may have a material adverse effect on us.

We expect to attempt to negotiate agreements and arrangements with third parties for the license of intellectual property and technology that are
important to our business. We also expect to continue to apply for new patents as our success in negotiating patent cross-license agreements with
other industry participants will depend in large part upon the strength of our patent portfolio relative to that of the third party with which we are
negotiating. If we are unable to negotiate agreements or arrangements for intellectual property, or to obtain patents, necessary for the success of
our business, we may be materially adversely affected.

We provide indemnities relating to non-infringement of patents and other intellectual property indemnities to certain of our customers in
connection with the delivery, design, manufacture and sale of our products. If we incur substantial costs in connection with any claim pursuant
to such indemnification, our business, results of operations and financial condition could be materially adversely affected.

If essential equipment or adequate supplies of satisfactory materials are not available to manufacture our products, we could be
materially adversely affected.

Our manufacturing operations depend upon obtaining deliveries of equipment and adequate supplies of materials on a timely basis. We purchase
equipment and materials from a number of suppliers. From time to time, suppliers may extend lead times, limit supply to us or increase prices
due to capacity constraints or other factors. Because the equipment that we purchase is complex, it is difficult for us to substitute one supplier for
another or one piece of equipment for another. Some raw materials we use in the manufacture of our products are available from a limited
number of suppliers or only from a limited number of suppliers in a particular region. In addition, we purchase raw materials such as gold for
which prices on the world markets have fluctuated significantly during recent periods. Our manufacturing operations also depend upon the
quality and usability of the materials we use in our products, including raw materials and wafers we receive from our suppliers. If the materials
we receive from our suppliers do not meet our manufacturing requirements or product specifications, are not obtained in a timely manner or if
there are significant increases in costs of materials, we may be materially adversely affected.
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We also rely on purchasing commercial memory die such as PSRAM from third-party suppliers to incorporate these die into multi-chip package
products. The availability of these third-party purchased commercial die is subject to market availability, and the process technology roadmaps
and manufacturing capacities of our vendors. In addition, some of our suppliers may also be our competitors. Interruption of supply from a
competitor that is a supplier or otherwise or increased demand in the industry could cause shortages and price increases in various essential
materials. If we are unable to procure these materials, or if the materials we receive from our suppliers do not meet our production requirements
or product specifications, we may have to reduce our manufacturing operations or our manufacturing yields may be adversely affected. Such a
reduction and yield issues have in the past and could in the future have a material adverse effect on us.

Costs related to defective products could have a material adverse effect on us.

One or more of our products may be found to be defective or we may initiate voluntary recalls of products after they have been shipped to
customers in volume. We generally provide a limited warranty with respect to our products. Accordingly, if we recall products or are forced to
replace defective products, the cost of product replacements or product returns may be substantial, and our reputation with our customers could
be damaged. In addition, we could incur substantial costs to implement modifications to fix defects. Any of these problems could materially
adversely affect us.

Worldwide economic and political conditions and risks may adversely affect demand for our products and have a material adverse
effect on us.

We operate in more than ten countries and we derive a majority of our net sales outside the United States. For example, a significant portion of
our planned wafer fabrication capacity for existing and future products is provided by third parties located in Japan and China, and nearly all
final test and assembly of our products is performed at our facilities in Malaysia and Thailand and by third parties in China, Taiwan, Korea and
Thailand. Our business depends on the overall worldwide economic conditions and the economic and business conditions within our customers�
industries. Our business may also be affected by economic factors that are beyond our control, such as downturns in economic activity in a
specific country or region. A further weakening of the worldwide economy or the economy of individual countries or the demand for our
customers� products may cause a greater decrease in demand for our products, which could materially adversely affect us.

We could also be significantly and adversely affected by geopolitical concerns and world events, such as wars and terrorist attacks. Our net sales
and financial results have been and could be negatively affected to the extent such geopolitical concerns continue or similar events occur or are
anticipated to occur. Terrorist attacks or armed conflicts may directly impact our physical facilities or those of our suppliers or customers.
Furthermore, these attacks may make travel and the transportation of our products more difficult and more expensive, which could materially
adversely affect us.

The political and economic risks associated with our sales to, and operations in, foreign countries include:

� expropriation;

� changes in political or economic conditions;

� compliance with U.S. and international laws involving international operations, including the Foreign Corrupt Practices Act and
export control laws;

� changes in tax laws, trade protection measures and import or export licensing requirements;

� difficulties in protecting our intellectual property;
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� restrictions on transfers of funds and other assets of our subsidiaries between jurisdictions;

� changes in freight and interest rates;

� disruption in air transportation between the location of our facilities; and

� loss or modification of exemptions for taxes and tariffs.
In particular, consequences of military action in the Middle East have in the past, and may in the future, adversely affect demand for our
products and our relationship with various third parties with which we collaborate. Our subsidiary, Spansion Israel, conducts business in Israel,
which is affected and surrounded by unstable political, economic and military conditions. We cannot predict the effect of continued or increased
violence, or the effect of military action in that region. Continued armed conflicts or political instability in the region would harm business
conditions and could adversely affect the combined company�s results of operations. Furthermore, several countries continue to restrict or ban
business with Israel and Israeli companies. These restrictive laws and policies may limit our ability to make sales in those countries, and, as a
global company, may limit our own ability to efficiently administer our worldwide resources.

More generally, any of these events could cause consumer confidence and spending to decrease or result in increased volatility in the U.S.
economy and worldwide financial markets.

Unfavorable currency exchange rate fluctuations could adversely affect us.

As a result of our foreign operations, we have sales, expenses, assets and liabilities that are denominated in Japanese yen and other foreign
currencies. For example:

� some of our costs are denominated in Japanese yen, Thai baht and Malaysian ringgit;

� sales of our products to, and purchases from, TI are denominated in both U.S. dollars and Japanese yen; and

� some fixed asset purchases are denominated in Japanese yen and European Union euros.
Consequently, movements in exchange rates could cause our net sales and expenses to fluctuate, affecting our results of operations and cash
flows. We currently have not entered into any currency hedging contracts and in the future we may not be able to enter into them on acceptable
terms, if at all.

We are subject to a variety of environmental laws that could result in liabilities.

Our properties and many aspects of our business operations are subject to various domestic and international environmental laws and
regulations, including those relating to materials used in our products and manufacturing processes; chemical use and handling; waste
minimization; discharge of pollutants into the environment; the treatment, transport, storage and disposal of solid and hazardous wastes; and
remediation of contamination. Certain of these laws and regulations require us to obtain permits for our operations, including permits related to
the discharge of air pollutants and wastewater. From time to time, our facilities are subject to investigation by governmental regulators.
Environmental compliance obligations and liability risks are inherent in many of our manufacturing and other activities. Any failure to comply
with applicable environmental laws, regulations or permits may subject us to a range of consequences, including fines, suspension of production,
alteration of manufacturing processes, sales limitations, and criminal and civil liabilities or other sanctions. We could also be held liable for any
and all consequences arising out of exposure to hazardous materials used, stored, released, disposed of by us or located at or under our facilities,
or for other environmental or natural resource damage. Certain environmental laws, including the U.S. Comprehensive Environmental Response,
Compensation and Liability Act of 1980, or the Superfund Act, impose joint and several liability on current and previous owners or operators of
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real property for the cost of removal or remediation of hazardous substances and costs related to damages to natural resources. Liability can
attach even if the owner or operator did not know of, or was not responsible for, the release of such hazardous substances. These environmental
laws also can result in liability for persons, like us, who arrange for hazardous substances to be sent to disposal or treatment facilities, in the
event such facilities are found to be contaminated. Such persons can be responsible for cleanup costs at a disposal or treatment facility, even if
they never owned or operated the contaminated facility. One of our properties is listed on the U.S. Environmental Protection Agency�s Superfund
National Priorities List. However, other parties currently are responsible for all investigation, cleanup and remediation activities. Although we
have not been named a responsible party at this site, if we were so named, costs associated with the cleanup of the site could have material
adverse effect upon us. We have not been named a responsible party at any Superfund or other contaminated site. If we were ever so named,
costs associated with the cleanup of the site could be material. Additionally, contamination that has not yet been identified could exist at one or
more of our facilities, and identification of such contamination could have a material adverse effect on us.
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Our business is subject to complex and dynamic environmental regulatory schemes. While we have budgeted for reasonably foreseeable
environmental expenditures, we cannot assure you that environmental laws will not change or become more stringent in the future. Future
environmental regulations could require us to procure expensive pollution abatement or remediation equipment; to modify product designs; or to
incur other expenses associated with compliance with such regulations. For example, the European Union and China recently began imposing
stricter requirements regarding reduced lead content in semiconductor packaging. Therefore, we cannot assure you that our costs of complying
with current and future environmental and health and safety laws, or liabilities arising from past or future releases of, or exposure to, hazardous
substances, will not have a material adverse effect on our business.

Our business, worldwide operations and the operations of our suppliers could be subject to natural disasters and other business
disruptions, which could harm our future net sales and financial condition and increase our costs and expenses.

Our worldwide operations and business could be subject to natural disasters and other business disruptions, such as a world health crisis, fire,
earthquake, tsunami, volcano eruption, flood, hurricane, power loss, power shortage, telecommunications failure or similar events, which could
harm our future net sales and financial condition and increase our costs and expenses. Our corporate headquarters are located near major
earthquake fault lines in California and TI�s wafer fabrication facilities, Fujitsu�s manufacturing facilities and Elpida�s manufacturing facilities are
located near major earthquake fault lines in Japan. Also, our assembly and test facilities located in Malaysia and Thailand and our subcontractors�
assembly and test facilities in China and other countries in Asia may be affected by tsunamis. In the event of a major earthquake or tsunami, we
could experience loss of life of our employees, destruction of facilities or other business interruptions. If such business disruptions result in
cancellations of customer orders or contribute to a general decrease in economic activity or demand for our products, or directly impact our
marketing, manufacturing, financial, and logistics functions, our results of operations and financial condition could be materially adversely
affected.

Furthermore, the operations of our suppliers could be subject to natural disasters and other business disruptions, which could cause shortages and
price increases in various essential materials, which are required to manufacture our products or commercial memory die such as PSRAMs for
incorporation into our multi-chip packages, or MCP, products. If we are unable to procure an adequate supply of materials that are required for
us to manufacture our products, or if the operations of our other suppliers of such materials are affected by an event that causes a significant
business disruption, we may have to reduce our manufacturing operations. Such a reduction could in the future have a material adverse effect on
us.

Changes to financial accounting standards may affect our results of operations and cause us to change our business practices.

We prepare our financial statements in accordance with generally accepted accounting principles, or GAAP, in the United States. These
accounting principles are subject to interpretation by the Financial Accounting Standards Board, or FASB, the Securities and Exchange
Commission, or SEC, and various bodies formed to interpret and create appropriate accounting policies. A change in those policies or other
requirements with respect to the reporting of financial statements can have a significant effect on our reported results and may affect our
reporting of transactions completed before a change is announced.

70

Edgar Filing: Spansion Inc. - Form 10-Q

Table of Contents 112



Table of Contents

For example, the SEC has released a proposed roadmap regarding the potential use by U.S. issuers of financial statements prepared in
accordance with International Financial Reporting Standards, or IFRS. Under the proposed roadmap, we may be required to prepare financial
statements in accordance with IFRS. The SEC announced it will make a determination in 2011 regarding the mandatory adoption of these new
standards. It is unclear at this time how the Commission will propose GAAP and IFRS be harmonized if the proposed changes are adopted. If
adopted, we will need to develop new systems and controls around IFRS principles. Since this would be a new endeavor, the specific costs
associated with this conversion are uncertain and could have a material impact on our results of operations.

AMD and Fujitsu may continue to use all of our intellectual property and the intellectual property they have transferred to us.

In connection with our reorganization as Spansion LLC in June 2003, Advanced Micro Devices, Inc., or AMD, and Fujitsu transferred
approximately 400 patents and patent applications to us. In addition, AMD and Fujitsu contributed additional patents to us at the time of our
initial public offering. However, both AMD and Fujitsu have retained license rights under the patents they contributed to us. In addition, under
their respective patent cross-license agreements with us, AMD and Fujitsu have also obtained licenses to our present and future patents with
effective filing dates prior to June 30, 2013, although the scope of patents under license can be impacted by a change in control of the parties or
their semiconductor groups. These licenses continue until the last to expire of the patents under license expires and provide AMD and Fujitsu
with licenses to all of our present and future patents in existence through such cross-license termination date. In addition, we have granted a
non-exclusive, perpetual, irrevocable fully paid and royalty-free license under our rights, other than patent and trademark rights, in our
technology to each of AMD and Fujitsu. Under our non-competition agreement, both AMD and Fujitsu have agreed that they will not directly or
indirectly engage in a business, and have agreed to divest any acquired business, that manufactures or supplies standalone semiconductor
devices (including single chip, multiple chip or system devices) containing certain Flash memory, which is the business in which we primarily
compete. With respect to each of AMD and Fujitsu, this non-competition restriction will last until May 10, 2012. After the expiration of the
non-competition restriction period, should either AMD or Fujitsu decide to re-enter the Flash memory business, it could use our present and
future patents and technologies licensed by us to AMD and Fujitsu to compete against us. If either AMD or Fujitsu were to compete with us, we
could be materially adversely affected.

Our stock price may be volatile, and stockholders may lose all or part of their investment.

The market price of shares of our common stock has been volatile and may in the future be subject to wide fluctuations in response to many risk
factors listed in this section, and others beyond our control, including:

� actual or anticipated changes in our operating results;

� changes in financial estimates by securities analysts;

� fluctuations in the valuation of companies perceived to be comparable to us;

� announcements by us or our competitors of significant acquisitions, strategic partnerships, divestitures, joint ventures or other
strategic initiatives; and

� stock price and volume fluctuations attributable to inconsistent trading volume levels or other factors.
Furthermore, the stock markets have experienced extreme price and volume fluctuations that have affected and continue to affect the market
prices of equity securities of many companies. These fluctuations often have been unrelated or disproportionate to the operating performance of
those companies. These broad market and industry fluctuations, as well as general economic, political and market conditions such as recessions,
interest rate changes or international currency fluctuations, may negatively impact the market price of shares of our common stock. In the past,
companies that have experienced volatility in the market price of their stock have been subject to securities class action litigation. We may be the
target of this type of litigation in the future. Securities litigation against us could result in substantial costs and divert our management�s attention
from other business concerns, which could materially adversely affect us.
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ITEM 6. EXHIBITS

  Exhibit  
 Number Description of Exhibits

10.1    Claims Agent Agreement dated as of May 7, 2010 by and between Spansion Inc. and Pirinate Consulting Group, LLC.

10.2*  Form of Spansion Inc. 2010 Equity Incentive Award Plan - French Sub-Plan � Restricted Stock/Restricted Stock Units.

10.3    Form of Spansion Inc. Change of Control Severance Agreement to be entered into with certain executive vice presidents and
senior vice presidents, filed as Exhibit 10.1 to Spansion�s Current Report on Form 8-K dated August 26, 2010, is hereby
incorporated by reference.

10.4** Foundry Agreement, dated August 28, 2010, by and between Spansion LLC, Nihon Spansion Limited and Texas Instruments
Incorporated, filed as Exhibit 10.70 to Spansion�s Registration Statement on Form S-1 filed September 17, 2010, is hereby
incorporated by reference.

10.4(a) Amendment No. 1 to Foundry Agreement, entered into September 15, 2010, by and between Spansion LLC, Nihon Spansion
Limited and Texas Instruments Incorporated.

10.5     First Amendment to Schedule to Lease Agreement, entered into September 10, 2010, by and between Spansion LLC and AIG
Commercial Equipment Finance Inc.

10.6     Amendment Number One to Loan and Security Agreement, dated as of October 15, 2010, among Spansion Inc., Spansion LLC,
certain Spansion subsidiaries, certain Financial Institutions and Bank of America, N.A.

10.7     Amendment No. 2, dated as of May 7, 2010, to the Credit Agreement among Spansion LLC, Spansion Inc. and Spansion
Technology LLC, and Barclays Bank PLC, certain Financial Institutions, Barclays Capital and Morgan Stanley Senior Funding,
Inc.

10.8     Amendment No. 3 and Consent, dated as of October 18, 2010, to the Credit Agreement among Spansion LLC, Spansion Inc. and
Spansion Technology LLC, and Barclays Bank PLC, certain Financial Institutions, Barclays Capital and Morgan Stanley Senior
Funding, Inc.

10.9     Form of Underwriting Agreement, filed as Exhibit 1.1 to Amendment No. 1 to Spansion�s Registration Statement on Form S-1 filed
October 28, 2010, is hereby incorporated by reference.

31.1     Certification of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2      Certification of the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1*** Certification of the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

32.2*** Certification of the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

* Management Agreement or Compensation Plan.
** Confidential treatment has been requested with respect to portions of this exhibit. The redacted information has been filed separately with

the SEC.
*** Exhibits 32.1 and 32.2 are being furnished and shall not be deemed to be �filed� for purposes of Section 18 of the Securities Exchange Act

of 1934, as amended (the �Exchange Act�), or otherwise subject to the liability of that section, nor shall such exhibits be deemed to be
incorporated by reference in any registration statement or other document filed under the Securities Act of 1933, as amended, or the
Exchange Act, except as otherwise specifically stated in such filing.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

SPANSION INC.

Date: November 1, 2010 By: /s/ Randy W. Furr
Randy W. Furr

Executive Vice President and Chief Financial Officer
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