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Financial highlights
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In millions of dollars
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2001 2000 1999 1998 1997

Net sales $3,891,754 $4,644,187 $2,857,604 $2,542,141 $2,356,375

Operating income (loss) (58,258) 888,736 (320,916) (163,642) (90,653)

Net income (loss) (60,581) 983,026 (88,936) (103,960) (21,090)

Net income (loss) per common share:

Basic (0.18) 3.18 (0.30) (0.36) (0.07)

Diluted (0.18) 2.89 (0.30) (0.36) (0.07)

Working capital 1,039,172 1,433,580 499,226 721,308 448,497

Total assets 5,647,242 5,767,735 4,377,698 4,252,968 3,515,271

Long-term debt, capital lease obligations 

and other, less current portion 672,945 1,167,973 1,427,282 1,372,416 662,689

Stockholders’ equity 3,555,055 3,171,667 1,979,273 2,005,049 2,029,543

Capital additions 703,120 805,474 622,079 989,013 729,870

Depreciation and amortization 622,867 579,070 515,520 467,521 394,465

Research and development 650,930 641,799 635,786 567,402 467,877

Research and development as a

percentage of net sales 16.7% 13.8% 22.2% 22.3% 19.9%

Return on equity (1.8)% 38.2% (4.5)% (5.2)% (1.0)%

Debt as a percentage of capital 15.9% 26.9% 41.9% 40.7% 24.8%

Worldwide employment 14,757 14,435 13,354 13,597 12,759

* Worldwide ranking based on U.S. patents granted

Five Years Ended December 30, 2001 (Dollars in thousands
except per share amounts, ratios, and employment figures)

1

“ What was particularly gratifying in 2001was our achievement

of a gain of more than four points of unit market share in PC

processors despite a six percent year-on-year drop in industry

PC unit sales…. Our worldwide unit market share has grown

from less than 12 percent in 1996 to more than 20 percent

in 2001.”
— W.J. Sanders III, Chairman and Chief Executive Officer

“ With some 37 million transistors packed onto a chip that is

only 80 mm2…our Thoroughbred version of the AMD Athlon™

XP processor represents the marriage of ingenious design

and leading-edge process technology. We expect to complete

the transition to 130-nm technology [in Fab 30] by the end of

this year.”
— Hector de J. Ruiz, President and Chief Operating Officer

Competition is good
and we are good competition.
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As we have said many times, innovation is the cornerstone of
our competitive strategy. AMD currently can neither out-invest nor
out-produce our primary competitor.We must out-innovate the
competition, delivering semiconductor solutions based on better
ideas that increase the performance, reduce the cost, and shorten
the time to market for our customers’ products. Innovation,
however, also applies to other aspects of our business—
especially in the business practices that enable us to make more
effective and efficient use of capital and human ingenuity.

By the world’s most widely accepted index of innovation—
patents issued by the United States Patent and Trademark Office
—AMD continued to rank among the world leaders.With 1,090
new U.S. patents issued in 2001,AMD ranked 14th in the world
and fifth among U.S.-based companies in the total number of
patents issued. Our current patent portfolio comprises a rich
mix of both product-related patents on the one hand, and
process technology and manufacturing patents on the other.

We are resolved that AMD will continue to be the provider of
the highest-performance PC processors in the world. Maintaining
this leadership position requires more than innovative designs.
We must also have leading-edge process technology and state-
of-the-art production capacity to produce in high volume.We
have made substantial progress on each of these fronts during
the past year.

We have widely sampled AMD Athlon XP processors (code-
named “Thoroughbred”) produced on 130-nm (nanometer)
technology in Fab 30 in Dresden.We expect initial revenues
from shipments of the Thoroughbred version in the current
quarter.We believe that migration to 130-nm technology will
widen our existing competitive advantage over Intel’s newest
“Northwood” version of the Pentium 4 processor.With some
37 million transistors packed onto a chip that is only 80 mm2—
approximately 45 percent smaller than the Northwood chip—

our Thoroughbred version of the AMD Athlon XP processor
represents the marriage of ingenious design and leading-edge
process technology. We expect to complete the transition to
130-nm technology by the end of this year.

We plan to begin shipments of the first members of the
“Hammer” family of PC processors on 130-nm technology
employing SOI (silicon-on-insulator) technology in the fourth
quarter of 2002. Meanwhile, we are continuing the development
of a 90-nm technology node employing SOI technology, which
we plan to implement in Fab 30 in 2003.

In Fab 25 in Austin we have begun the conversion from logic
to production of flash memory devices. Our initial production is
on 170-nm technology, and we plan to qualify production for
130-nm technology by year-end.We believe that Fab 25 can
support several additional technology generations, thereby
extending the life of this facility.

During the first quarter of 2002, we announced a comprehen-
sive alliance with UMC, one of the world’s premier semiconductor
manufacturing companies.This alliance includes creation of a
50-50 joint venture that will own and operate a 300-mm wafer
fabrication facility and collaboration on advanced process tech-
nology development.This innovative alliance leverages the
unique strengths and capabilities of each company to address
changes in the fundamental economics of the semiconductor
industry that are currently under way.

AMD and UMC will work together to develop leading-edge
logic processes.As a part of this joint development effort,AMD
will continue to focus on those areas of process and manufacturing
that are key to our high-performance, future-generation PC
processors. Under the agreement,AMD will gain immediate
access to an existing UMC 300-mm wafer fabrication facility in
Taiwan for R&D activities.

“With economic recovery

generally expected by year-

end and with growing

demand for wireless devices,

the opportunities in flash

memories are also promising.

AMD believes in competition,

and our customers welcome

our aggressive challenge to

the dominant supplier in

these market segments.”

3

“ Early this year we demonstrated Hammer processors running platforms

that booted both Microsoft Windows XP and Linux 64 operating systems.

Targeted at all segments of the PC industry, from desktop and mobile

systems to high-end servers and workstations, we believe Hammer family

processors will deliver an unparalleled computing experience.”

Letter to our
shareholders

For the worldwide semiconductor industry, 2001 brought new
meaning to the word cyclicality! After a stunning advance of 36
percent in worldwide sales in 2000, the integrated circuit industry
declined by 32 percent last year—the sharpest drop in history—
erasing all of the previous year’s gains, and more.The drop in
information technology spending in response to the collapse in
the networking and communications sector with the demise of
the “dot-coms,” a slowing worldwide economy, and uncertainty
brought about by the horrific events of September 11, presented
a harsh environment for chipmakers.

In this grim landscape,AMD distinguished itself. Just as it
has over the prior 25-year-period,AMD’s performance in 2001
substantially exceeded that of the industry. Annual sales of
$3,892,000,000 decreased by only16 percent year-to-year overall—
half the rate of decline of the industry.We are proud of the
magnificent execution of the AMD worldwide team in this very
difficult climate.

Outstanding fourth-quarter results—with sequential revenue
growth of 24 percent to more than $950 million—enabled us
to post a pro forma operating profit of $70 million and pro forma
net income of $29 million, or $0.09 per share, for the year as a
whole.* PC processor sales, led by rapid market acceptance of
the recently introduced AMD Athlon™ XP processor, surged by
50 percent sequentially during the quarter, establishing new
records in both units and dollars.

What was particularly gratifying in 2001 was our achievement
of a gain of more than four points of unit market share in PC
processors despite a six percent year-on-year drop in industry
PC unit sales—the first such decline since 1985.AMD grew its
PC processor unit sales by 16 percent, to nearly 31 million units.
We also grew our PC processor revenues in the year by 3.5
percent in the face of an industry decline of 20 percent.

In 1996, we introduced our fifth-generation PC processor—
our first proprietary, differentiated Microsoft® Windows®

compatible processor—and ushered in a new era of AMD
innovation. Since then, we have steadily increased processor

performance and gained significant market share. Our worldwide
unit market share has grown from less than 12 percent in 1996
to more than 20 percent in 2001! Our worldwide revenue market
share has grown from less than 2 percent in 1996 to more than
10 percent, reflecting our increasing penetration of the higher-
priced performance desktop and mobile markets. In the final
quarter of 2001, our worldwide revenue market share reached
record levels of more than 12 percent.

The introduction of our first proprietary, Microsoft Windows
compatible processor in 1996 marked the beginning of the first
of a series of thousand-day journeys and a new era of innovation
for AMD.

In the first 1,000 days, we achieved our principal objective of
establishing AMD as a nucleating point for an alternative PC
platform.

Our main focus in the just-concluded second thousand-day
journey was to extract value for AMD shareholders from the
investments we have made in wealth-producing assets.

In our third thousand-day journey, beginning now, our over-
arching objective is to challenge the leadership of the 800-pound
gorilla in our industry in both Microsoft Windows compatible
microprocessors and flash memory.

The market for the former (Windows compatible PC
processors) is huge and exciting growth is expected.The market
for the latter is currently stalled in the face of the slowdown in
the communications and networking segment.With economic
recovery generally expected by year-end and with growing
demand for wireless devices, the opportunities in flash memories
are also promising.AMD believes in competition, and our 
customers welcome our aggressive challenge to the dominant
supplier in these market segments.

In the current year, we are committed to driving additional
gains in market share and growing faster than the industry by
continuing to out-innovate our competition.

2

* Consolidated Statements of Operations, which contains our actual operating results for 2001, appear on page 25.
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Now is a pivotal time for AMD. In the face of intense competition,

AMD continues to build on its history of industry leadership,

commitment to success, and passion for developing innovative

solutions at the lowest possible cost on behalf of our OEM, channel,

and end-user customers. AMD has the opportunity to change the

face of the computing industry, a chance to break commonly held

beliefs of what is technologically achievable while at the same time

setting a new standard of excellence in customer advocacy.

Changing the face of
the industry

5

The alliance with UMC will also enable AMD to make the
transition to 300-mm manufacturing at precisely the right time.
We expect to require substantial additional production capacity
to meet the demands of a growing market for Microsoft Windows
compatible processors and to support our expected growth in
market share in this huge market segment.We believe the optimum
time to make the transition to high-volume 300-mm production is
in the mid-2005 time frame, when we expect to be starting pro-
duction on the 65-nanometer node.

Our alliance with UMC also includes a foundry arrangement
under which UMC will produce PC processors to augment our
internal production capacity in Fab 30 for devices produced on
130-nm and smaller-geometry technology.

Our current 1,000-day journey will take us to new and exciting
destinations.We will introduce new platforms based on innovative
concepts that we believe will open new market segments for AMD
while creating opportunities for growth within segments in which
we currently participate.

Our proprietary MirrorBit™ flash memory architecture is a
leading example of how a better idea should enable us to expand
our market penetration. MirrorBit technology is a breakthrough
in memory cell architecture that enables a flash memory device
to store twice as much data as standard flash with no compromise
in device endurance, performance, or reliability. MirrorBit flash
devices offer an ideal solution for cell phones, as well as other
applications where high density, low cost, and low-voltage operation
are essential.We expect to begin shipments of flash memory
devices with MirrorBit architecture in the second half of this year.

Our acquisition of Alchemy Semiconductor in the first quarter
of 2002 will enable AMD to address a high-growth market seg-
ment—personal connectivity devices such as personal digital
assistants, web tablets, and portable and wired Internet access
devices and gateways—in which we currently do not participate.
Alchemy designs, develops, and markets high-performance, low-
power microprocessors based on the widely used MIPS architecture.
Our customers, including Japanese consumer electronics giants,
are excited about our entry into this market segment, which we
believe offers the potential for significant growth during our current
1,000-day journey.

When we introduced the AMD Athlon XP processor in
October of 2001, we also announced a new initiative to develop a
reliable metric for PC processor performance that users every-
where can trust. For most of the 20-year history of the personal
computer, megahertz—i.e., the processor’s speed measured in
clock cycles per second—was a reliable indicator of PC processor
performance because all of the major players used the same
architecture for product design.The innovative architecture of our
seventh-generation processors has rendered the old performance

metric obsolete. Clock speed alone tells no more about the true
performance of a PC processor than engine RPMs (revolutions
per minute) tell about the true performance of an internal
combustion engine.

The True Performance Initiative (TPI) spearheaded by AMD is
intended to drive a new, broadly accepted standard that will
measure the actual delivered performance of a PC processor that
PC users can trust.

The initial success of the AMD Athlon XP processor family has
demonstrated widespread acceptance of performance metrics
that take into account architectural performance—the amount of
actual work done per clock cycle—as well as raw clock speed.

This year we plan to introduce our eighth-generation PC
processor family—code-named Hammer—that we believe will
change the face of the industry.The Hammer family will provide a
seamless path to 64-bit computing with unsurpassed performance
for both 32- and 64-bit computing while maintaining full compati-
bility with the industry-standard x86 instruction set for Microsoft
Windows computing.

Early this year we demonstrated Hammer processors running
platforms that booted both Microsoft Windows XP and Linux 64
operating systems.Targeted at all segments of the PC industry,
from desktop and mobile systems to high-end servers and work-
stations, we believe Hammer family processors will deliver an
unparalleled computing experience.

Near the end of our current 1,000-day journey in late 2004,
we believe Hammer family processors will comprise more than
half of our unit production of PC processors and produce the
great majority of our revenues.

We are very excited about the future of AMD, and especially
about the next 1,000 days.AMD has never been better positioned
in terms of product portfolio, process technology, and production
capacity to change the face of our industry.

After the annual shareholder meeting on April 25, we expect
that the board of directors will elect Dr. Hector Ruiz as president
and chief executive officer and W.J. Sanders III as chairman of AMD.
We look forward to continuing our work together to capitalize
on the incredible opportunities afforded by our strong position.

Thank you for your continuing support.

W.J. Sanders III
Chairman and Chief Executive Officer

February 15, 2002

Hector de J. Ruiz
President and Chief Operating Officer

February 15, 2002

The forward looking statements contained in the above letter are
subject to risks and uncertainties, including those discussed in this
annual report and the company’s Form 10-K for the fiscal year ended
December 30, 2001, as filed with the Securities and Exchange
Commission, that could cause actual results to differ materially from
those projected.
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intended to drive a new, broadly accepted standard that will
measure the actual delivered performance of a PC processor that
PC users can trust.

The initial success of the AMD Athlon XP processor family has
demonstrated widespread acceptance of performance metrics
that take into account architectural performance—the amount of
actual work done per clock cycle—as well as raw clock speed.

This year we plan to introduce our eighth-generation PC
processor family—code-named Hammer—that we believe will
change the face of the industry.The Hammer family will provide a
seamless path to 64-bit computing with unsurpassed performance
for both 32- and 64-bit computing while maintaining full compati-
bility with the industry-standard x86 instruction set for Microsoft
Windows computing.

Early this year we demonstrated Hammer processors running
platforms that booted both Microsoft Windows XP and Linux 64
operating systems.Targeted at all segments of the PC industry,
from desktop and mobile systems to high-end servers and work-
stations, we believe Hammer family processors will deliver an
unparalleled computing experience.

Near the end of our current 1,000-day journey in late 2004,
we believe Hammer family processors will comprise more than
half of our unit production of PC processors and produce the
great majority of our revenues.

We are very excited about the future of AMD, and especially
about the next 1,000 days.AMD has never been better positioned
in terms of product portfolio, process technology, and production
capacity to change the face of our industry.

After the annual shareholder meeting on April 25, we expect
that the board of directors will elect Dr. Hector Ruiz as president
and chief executive officer and W.J. Sanders III as chairman of AMD.
We look forward to continuing our work together to capitalize
on the incredible opportunities afforded by our strong position.

Thank you for your continuing support.

W.J. Sanders III
Chairman and Chief Executive Officer

February 15, 2002

Hector de J. Ruiz
President and Chief Operating Officer

February 15, 2002

The forward looking statements contained in the above letter are
subject to risks and uncertainties, including those discussed in this
annual report and the company’s Form 10-K for the fiscal year ended
December 30, 2001, as filed with the Securities and Exchange
Commission, that could cause actual results to differ materially from
those projected.
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A Technical Tour de Force

By the end of 2002, AMD will complete the transition to 130-nm technology for production
of all AMD Athlon family processors.The transition to smaller-geometry technology produces
important benefits for AMD, its OEM customers and those who use computers powered by
AMD Athlon processors. Each new technology generation enables smaller devices that run 
cooler and faster and are less costly to produce.

The first members of the Hammer family of processors will be produced on the 130-nm
process enhanced with silicon-on-insulator (SOI) technology that will deliver higher-performance
devices with lower power dissipation. In 2003,AMD will migrate production of Hammer family
processors to 90-nm technology, and then to 65-nm technology by 2005. By employing leading-
edge technology and innovative architectural concepts,AMD has succeeded in producing an
engineering tour de force—a PC processor that provides a seamless path to the future.

Hammer family processors will also feature AMD innovations, such as:
■ HyperTransport™ Technology—a high-speed, high-bandwidth interconnect that significantly
reduces input/output bottlenecks. HyperTransport technology enables “glueless” multiprocessing,
enabling processor-to-processor communication without need for a chipset.
■ On-chip DDR Memory Controller—enables a 1:1 frequency scaling, which means that it
operates at the same frequency as the processor core to reduce latency and improve performance.

Like many brilliant ideas, the fundamental concept of the AMD Hammer family is simplicity itself:
a mainstream processor with unsurpassed performance for today’s 32-bit and tomorrow’s
64-bit applications. It is truly a processor that can change the face of the industry.

“AMD believes in ‘smart’
innovation to better
satisfy a customer need
and never for the sake
of innovation alone.”

Processing Power for Today and Tomorrow

This year’s planned release of the first member of the highly anticipated Hammer family
of processors marks a major milestone in AMD’s tradition of delivering innovative, customer-
driven products to the marketplace. Hammer packs a wealth of technology onto a very
small die, a benefit of AMD’s focus on building the competitive cost structures necessary
to compete in the future.This release is designed to provide unprecedented levels of
performance for both 32-bit and 64-bit applications.

More importantly, purchasing Hammer processor-based systems will grant business
and home users the benefit of long-term investment protection as these systems are
designed to enable seamless transition from a 32-bit to 64-bit environment.While other
technology-based companies may proffer a “here it is, now use it” philosophy, AMD’s
thoughtful consideration for the realities affecting customers and Independent Software
Vendors (ISVs) separates AMD from its competitors. In short, AMD believes in “smart”
innovation to better satisfy a customer need and never for the sake of innovation alone.

The Next Level of Performance for 32-Bit Applications—
with Seamless Migration to 64-Bit Applications

While 64-bit applications may seem like tomorrow’s technology for the majority of
today’s PC users, the benefits of 32-bit applications running on a Hammer processor-
based system can’t be overlooked. Hammer takes the processing prowess of AMD’s
award-winning AMD Athlon™ XP processor and builds on it. Hammer was designed to
deliver performance that can only be described as exceptional.

More to the point, AMD expects the entertainment value of today’s PC to dramati-
cally improve as Hammer processor-based systems deliver stunning, more life-like audio,
video, and imaging capabilities for a richer, more complete computing experience.Those
who use their PC to get their work done will find they can get it done faster, improving
productivity both at home and the office as applications start quickly, graphics and
images load rapidly, and the PC “hourglass” virtually evaporates.
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Hammer die cross-section of 130-nm technology, featuring 

AMD’s high-performance 9-layer copper interconnect.

Customer Focused, Solution Driven. Strength, commitment, and passion are the primary
concepts that exemplify the AMD brand. Going forward, as we have in the past, we will further
demonstrate our customer-first philosophy through the AMD Customer Advocacy Initiative.We’ll
strive to deliver breakthrough products, such as the family of microprocessors code-named
“Hammer” planned for release later this year.

AMD’s brand focus is merely an extension of who we are as a company. For more than 30
years, AMD has been an innovative force in the development of groundbreaking products, ideas,
and initiatives designed to solve customers’ real problems.We have ranked among the top 25 of
all companies worldwide for U.S. patents issued in each of the last four years. From the stability
and longevity of AMD’s Socket A platform to the launch of the True Performance Initiative (TPI)—
an initiative designed to help customers realize the real benefits of PC performance by providing
a new performance metric they can trust—AMD has continuously sought to become a trusted
and relied upon advocate for the customer.
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Tools for Tomorrow’s Enterprise Needs

Hammer architecture embodies AMD’s vision of leadership in
the high end of the microprocessor market. For the enterprise,
Hammer processor-based systems are planned to offer a
tremendous opportunity for Return on Investment (ROI).
By delivering a single architecture for all enterprise needs—
server, workstation, desktop and mobile—Hammer should help
lower capital expenditures, keeping down the costs associated
with enterprise servers and support.Additionally, features such
as an on-chip memory controller and HyperTransport™ bus tech-
nology are designed to enable the enterprise-class performance
required by CAD/CAM, digital content creation, and other 
professionally oriented applications.

Meanwhile, servers based on Hammer architecture are
designed to enable rapid, secure access to the mission-critical
databases that will power tomorrow’s business.The capabilities
of 64-bit Hammer are a handsome match for the demanding
requirements of Java-enabled Web servers, database servers
including Microsoft’s SQL server and Oracle, as well as compu-
tation-intensive decision support systems such as SAS. Most
importantly, CIOs and their IT managers should appreciate the
value of a system that won’t force them to prematurely discard
their 32-bit applications, allowing them to migrate to appropriate
64-bit applications at their own pace.

Visionary Technology for Visionary Ideas

In the worlds of science and research and development, the
impact of 64-bit applications running on Hammer processor-
based systems is potentially life altering. Scientists and researchers
routinely working with complex, data-intensive problems could
work faster, saving precious time in areas such as geological
modeling, weather prediction, human genome mapping, and
pharmaceutical research.

AMD expects the 64-bit environment enabled by the
Hammer family of processors will dramatically change home
computing as well.The potential benefits excite the imagination.
Certainly, one can envision the possibility of stronger ties to
family and friends as the realization of instant communication
grows nearer. But perhaps even more intriguing is the concept
of the “digital living room,”—an idea likely not far away from
becoming reality—in which digital media are shared seamlessly
throughout the home, bringing new meaning to the words
“home entertainment.”  

A New Paradigm for the Future

The release of the Hammer family of processors fits perfectly
into AMD’s strategy of developing products that match the
needs of our customers. It is a realization of AMD’s core brand
attributes—strength, commitment, and passion—without 
which products like Hammer could never be conceived. Most
importantly, it is a reflection of AMD’s resolve, as a customer
advocate, to put the customer first, to put the customer’s needs
ahead of innovation alone, and deliver products that make good
sense for today’s marketplace. In this sense, AMD is truly a 
different kind of company with a real opportunity to shape the
future of the industry.We are committed to doing just that.

“Hammer takes the processing prowess of

AMD’s award-winning AMD Athlon™ XP

processor and builds on it. Hammer was

designed to deliver performance that can

only be described as exceptional.”
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Inventory Valuation. At each balance sheet date, we evaluate
our ending inventories for excess quantities and obsolescence.
This evaluation includes analyses of sales levels by product and
projections of future demand. Inventories on hand, in excess of
forecasted demand, generally six months or less, are not valued.
In addition, we write off inventories that are considered 
obsolete. Remaining inventory balances are adjusted to approxi-
mate the lower of our standard manufacturing cost or market
value. If future demand or market conditions are less favorable
than our projections, additional inventory write-downs may be
required, and would be reflected in cost of sales in the period the
revision is made.

Impairment of Long-Lived Assets. We routinely consider
whether indicators of impairment of long-lived assets are present.
If such indicators are present, we determine whether the sum of
the estimated undiscounted cash flows attributable to the assets
in question is less than their carrying value. If less, we recognize
an impairment loss based on the excess of the carrying amount
of the assets over their respective fair values. Fair value is deter-
mined by discounted future cash flows, appraisals or other meth-
ods. If the assets determined to be impaired are to be held and
used, we recognize an impairment charge to the extent the pres-
ent value of anticipated net cash flows attributable to the asset
are less than the asset’s carrying value.The fair value of the asset
then becomes the asset’s new carrying value, which we depreci-
ate over the remaining estimated useful life of the asset.We may
incur impairment losses in future periods if factors influencing
our estimates change.

Deferred Income Taxes. We record a valuation allowance to
reduce our deferred tax assets to the amount that is more likely
than not to be realized. We have considered future taxable
income and prudent and feasible tax planning strategies in deter-
mining the need for a valuation allowance. In the event that we
determine that we would not be able to realize all or part of our
net deferred tax assets, an adjustment to the deferred tax assets
would be charged to earnings in the period such determination is
made. Likewise, if we later determine that it is more likely than
not that the net deferred tax assets would be realized, then the
previously provided valuation allowance would be reversed. Our
current valuation allowance covers the tax benefit from the exer-
cise of employee stock options.When these tax benefits are real-
ized the valuation allowance will be reversed and credited to
capital in excess of par value.

Commitments and Contingencies. From time to time we are a
defendant or plaintiff in various legal actions, which arise in the
normal course of business. We are also a party to environmental
matters, including local, regional, state and federal governed clean-
up activities at or near locations where we currently or have in
the past conducted our business. We are also a guarantor of var-
ious third-party obligations and commitments. We are required
to assess the likelihood of any adverse judgments or outcomes to
these matters as well as potential ranges of probable losses. A
determination of the amount of reserves required for these con-
tingencies, if any, which would be charged to earnings, is made
after careful analysis of each individual issue. The required
reserves may change in the future due to new developments in
each matter or changes in circumstances, such as a change in set-
tlement strategy. Changes in required reserves could increase or
decrease our earnings in the period the changes are made.

RESULTS OF OPERATIONS

In 2001, we participated in all three technology areas within the
digital integrated circuit (IC) market—microprocessors, memory
circuits and logic circuits—through our Core Products and
Foundry Services segments. In 2000 and 1999, in addition to our
Core Products and Foundry Services segments, we also partici-
pated in the digital IC market through our Voice Communications
and Vantis segments. Our Core Products segment includes our
PC processor products, Memory products and Other IC prod-
ucts. PC processor products include our seventh-generation
microprocessors, the AMD Athlon and AMD Duron micro-
processors, and our sixth-generation microprocessors. Memory
products include Flash memory devices and Erasable Program-
mable Read-Only Memory (EPROM) devices. Other IC products
include embedded processors, networking products and platform
products, which primarily consist of chipsets. Our Foundry 
Services segment consists of service fees from Legerity, Inc. and
Vantis Corporation. Our Voice Communications segment con-
sisted of our voice communications products subsidiary, Legerity,
Inc. (Legerity), until July 31, 2000, the effective date of its sale. Our
Vantis segment consisted of our programmable logic devices sub-
sidiary, Vantis Corporation (Vantis), until June 15, 1999, the date of
its sale.

We sold 90 percent of Legerity for approximately $375 mil-
lion in cash, effective July 31, 2000. We sold Vantis to Lattice Semi-
conductor Corporation (Lattice) for approximately $500 million
in cash, effective June 15, 1999.

The following is a summary of net sales by segment for 2001,
2000 and 1999:

(Millions) 2001 2000 1999

Core Products segment:
PC Processors $2,419 $2,337 $1,387
Memory Products 1,133 1,567 773
Other IC Products 242 457 400

3,794 4,361 2,560
Foundry Services segment 98 143 43
Voice Communications segment — 140 168 
Vantis segment — — 87

Total $3,892 $4,644 $2,858 

Net Sales Comparison for Years Ended December 30,
2001 and December 31, 2000

Total net sales of $3,892 million decreased by 16 percent in 2001
compared to 2000.

PC processors net sales of $2,419 million increased by four
percent in 2001 compared to 2000. This increase was primarily
due to an increase in unit sales of our seventh-generation micro-
processors, the AMD Athlon and AMD Duron microprocessors,
partially offset by a decline in average selling prices. We expect 
PC processor unit shipments and average selling prices in the first
quarter of 2002 to remain relatively flat as compared to the
fourth quarter of 2001. Maintaining PC processor sales levels in
2002 depends on a continuing successful technology transition in
Dresden Fab 30, our ability to maintain average selling prices for
our seventh-generation microprocessors, continuing growth in
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

CAUTIONARY STATEMENT REGARDING 
FORWARD-LOOKING STATEMENTS

The statements in this Management’s Discussion and Analysis of
Financial Condition and Results of Operations that are forward-
looking are based on current expectations and beliefs and involve
numerous risks and uncertainties that could cause actual results
to differ materially from expectations.The forward-looking state-
ments relate to, among other things: operating results; anticipated
cash flows; capital expenditures; gross margins; adequacy of
resources to fund operations and capital investments; our ability
to produce AMD Athlon™ and AMD Duron™ microprocessors
with the performance and in the volume required by customers
on a timely basis; our ability to maintain average selling prices of
seventh-generation microprocessors despite aggressive market-
ing and pricing strategies of our competitors; the ability of third
parties to provide timely infrastructure solutions (motherboards
and chipsets) to support our microprocessors; our ability to
increase customer and market acceptance of our seventh- and
eighth-generation microprocessors; a recovery in the communi-
cation and networking industries leading to an increase in the
demand for Flash memory products; the effect of foreign currency
hedging transactions; the process technology transition in our
submicron integrated circuit manufacturing and design facility in
Dresden, Germany (Dresden Fab 30); and the financing, construc-
tion and utilization of the Fujitsu AMD Semiconductor Limited
(FASL) manufacturing facilities. See “Financial Condition” and
“Risk Factors” below, as well as such other risks and uncertain-
ties as are detailed in our other Securities and Exchange Com-
mission reports and filings for a discussion of the factors that
could cause actual results to differ materially from the forward-
looking statements.

The following discussion should be read in conjunction with
the consolidated financial statements and related notes as of
December 30, 2001 and December 31, 2000 and for each of the
three years in the period ended December 30, 2001, which are
included in this annual report.

AMD, the AMD Arrow logo, and combinations thereof,
Advanced Micro Devices, AMD-K6, AMD Athlon, AMD Duron
and MirrorBit are either trademarks or registered trademarks of
Advanced Micro Devices, Inc. Vantis is a trademark of Vantis Cor-
poration. Legerity is a trademark of Legerity, Inc. Microsoft and
Windows are either registered trademarks or trademarks of
Microsoft Corporation. Other terms used to identify companies
and products may be trademarks of their respective owners.

CRITICAL ACCOUNTING POLICIES

Our discussion and analysis of our financial condition and results
of operations are based upon our consolidated financial state-
ments, which have been prepared in accordance with accounting
principles generally accepted in the United States. The prepara-
tion of these financial statements requires us to make estimates
and judgments that affect the reported amounts of assets, liabili-
ties, revenues and expenses and related disclosure of contingent
assets and liabilities. On an on-going basis, we evaluate our esti-

mates, including those related to our investments, allowance for
doubtful accounts, revenues, inventories, asset impairments,
income taxes, commitments, and contingencies.We base our esti-
mates on historical experience and on various other assumptions
that are believed to be reasonable under the circumstances, the
results of which form the basis for making judgments about the
carrying values of assets and liabilities. Actual results may differ
from these estimates under different assumptions or conditions.

We believe the following critical accounting policies relate to
those policies that are most important to the presentation of our
financial statements and require the most difficult, subjective and
complex judgments.

Investments in Debt and Equity Securities. We hold minority
interests in companies having operations or possessing technol-
ogy primarily in areas within our strategic focus, some of which
are publicly traded and have highly volatile stock prices. We also
make investments in marketable equity and debt securities. We
record an investment impairment charge when we believe an
investment has experienced a decline in value that is other-than-
temporary. In determining if a decline in market value below cost
for a publicly traded security or debt instrument is other-than-
temporary, we evaluate the relevant market conditions, offering
prices, trends of earnings, price multiples and other key measures
providing an indication of the instrument’s fair value. For private
equity investments, we evaluate the financial condition of the
investee, market conditions, trends of earnings and other key fac-
tors that provide indicators of the fair value of the investment.
When a decline in value is deemed to be other-than-temporary,
we recognize an impairment loss in the current period to the
extent of the decline below the carrying value of the investment.
Adverse changes in market conditions or poor operating results
of underlying investments could result in additional other-than-
temporary losses in future periods.

Allowance for Doubtful Accounts. We evaluate the collectibil-
ity of our accounts receivable based on a combination of factors.
In circumstances where we are aware of a specific customer’s
inability to meet its financial obligations to us, we record a spe-
cific allowance against amounts due to reduce the net recognized
receivable to the amount we reasonably believe will be collected.
For all other customers, we recognize allowances for doubtful
accounts based on the length of time the receivables are past due,
the current business environment and our historical experience.
If the financial condition of our customers were to deteriorate or
if economic conditions worsened, additional allowances may be
required in the future.

Revenue Reserves. We record a provision for estimated sales
returns and allowances on product sales in the same period as
the related revenues are recorded. We base these estimates on
historical sales returns and other known factors. Actual returns
could be different from our estimates and current provisions for
sales returns and allowances, resulting in future charges to earnings.
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the past conducted our business. We are also a guarantor of var-
ious third-party obligations and commitments. We are required
to assess the likelihood of any adverse judgments or outcomes to
these matters as well as potential ranges of probable losses. A
determination of the amount of reserves required for these con-
tingencies, if any, which would be charged to earnings, is made
after careful analysis of each individual issue. The required
reserves may change in the future due to new developments in
each matter or changes in circumstances, such as a change in set-
tlement strategy. Changes in required reserves could increase or
decrease our earnings in the period the changes are made.

RESULTS OF OPERATIONS

In 2001, we participated in all three technology areas within the
digital integrated circuit (IC) market—microprocessors, memory
circuits and logic circuits—through our Core Products and
Foundry Services segments. In 2000 and 1999, in addition to our
Core Products and Foundry Services segments, we also partici-
pated in the digital IC market through our Voice Communications
and Vantis segments. Our Core Products segment includes our
PC processor products, Memory products and Other IC prod-
ucts. PC processor products include our seventh-generation
microprocessors, the AMD Athlon and AMD Duron micro-
processors, and our sixth-generation microprocessors. Memory
products include Flash memory devices and Erasable Program-
mable Read-Only Memory (EPROM) devices. Other IC products
include embedded processors, networking products and platform
products, which primarily consist of chipsets. Our Foundry 
Services segment consists of service fees from Legerity, Inc. and
Vantis Corporation. Our Voice Communications segment con-
sisted of our voice communications products subsidiary, Legerity,
Inc. (Legerity), until July 31, 2000, the effective date of its sale. Our
Vantis segment consisted of our programmable logic devices sub-
sidiary, Vantis Corporation (Vantis), until June 15, 1999, the date of
its sale.

We sold 90 percent of Legerity for approximately $375 mil-
lion in cash, effective July 31, 2000. We sold Vantis to Lattice Semi-
conductor Corporation (Lattice) for approximately $500 million
in cash, effective June 15, 1999.

The following is a summary of net sales by segment for 2001,
2000 and 1999:

(Millions) 2001 2000 1999

Core Products segment:
PC Processors $2,419 $2,337 $1,387
Memory Products 1,133 1,567 773
Other IC Products 242 457 400

3,794 4,361 2,560
Foundry Services segment 98 143 43
Voice Communications segment — 140 168 
Vantis segment — — 87

Total $3,892 $4,644 $2,858 

Net Sales Comparison for Years Ended December 30,
2001 and December 31, 2000

Total net sales of $3,892 million decreased by 16 percent in 2001
compared to 2000.

PC processors net sales of $2,419 million increased by four
percent in 2001 compared to 2000. This increase was primarily
due to an increase in unit sales of our seventh-generation micro-
processors, the AMD Athlon and AMD Duron microprocessors,
partially offset by a decline in average selling prices. We expect 
PC processor unit shipments and average selling prices in the first
quarter of 2002 to remain relatively flat as compared to the
fourth quarter of 2001. Maintaining PC processor sales levels in
2002 depends on a continuing successful technology transition in
Dresden Fab 30, our ability to maintain average selling prices for
our seventh-generation microprocessors, continuing growth in
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

CAUTIONARY STATEMENT REGARDING 
FORWARD-LOOKING STATEMENTS

The statements in this Management’s Discussion and Analysis of
Financial Condition and Results of Operations that are forward-
looking are based on current expectations and beliefs and involve
numerous risks and uncertainties that could cause actual results
to differ materially from expectations.The forward-looking state-
ments relate to, among other things: operating results; anticipated
cash flows; capital expenditures; gross margins; adequacy of
resources to fund operations and capital investments; our ability
to produce AMD Athlon™ and AMD Duron™ microprocessors
with the performance and in the volume required by customers
on a timely basis; our ability to maintain average selling prices of
seventh-generation microprocessors despite aggressive market-
ing and pricing strategies of our competitors; the ability of third
parties to provide timely infrastructure solutions (motherboards
and chipsets) to support our microprocessors; our ability to
increase customer and market acceptance of our seventh- and
eighth-generation microprocessors; a recovery in the communi-
cation and networking industries leading to an increase in the
demand for Flash memory products; the effect of foreign currency
hedging transactions; the process technology transition in our
submicron integrated circuit manufacturing and design facility in
Dresden, Germany (Dresden Fab 30); and the financing, construc-
tion and utilization of the Fujitsu AMD Semiconductor Limited
(FASL) manufacturing facilities. See “Financial Condition” and
“Risk Factors” below, as well as such other risks and uncertain-
ties as are detailed in our other Securities and Exchange Com-
mission reports and filings for a discussion of the factors that
could cause actual results to differ materially from the forward-
looking statements.

The following discussion should be read in conjunction with
the consolidated financial statements and related notes as of
December 30, 2001 and December 31, 2000 and for each of the
three years in the period ended December 30, 2001, which are
included in this annual report.

AMD, the AMD Arrow logo, and combinations thereof,
Advanced Micro Devices, AMD-K6, AMD Athlon, AMD Duron
and MirrorBit are either trademarks or registered trademarks of
Advanced Micro Devices, Inc. Vantis is a trademark of Vantis Cor-
poration. Legerity is a trademark of Legerity, Inc. Microsoft and
Windows are either registered trademarks or trademarks of
Microsoft Corporation. Other terms used to identify companies
and products may be trademarks of their respective owners.

CRITICAL ACCOUNTING POLICIES

Our discussion and analysis of our financial condition and results
of operations are based upon our consolidated financial state-
ments, which have been prepared in accordance with accounting
principles generally accepted in the United States. The prepara-
tion of these financial statements requires us to make estimates
and judgments that affect the reported amounts of assets, liabili-
ties, revenues and expenses and related disclosure of contingent
assets and liabilities. On an on-going basis, we evaluate our esti-

mates, including those related to our investments, allowance for
doubtful accounts, revenues, inventories, asset impairments,
income taxes, commitments, and contingencies.We base our esti-
mates on historical experience and on various other assumptions
that are believed to be reasonable under the circumstances, the
results of which form the basis for making judgments about the
carrying values of assets and liabilities. Actual results may differ
from these estimates under different assumptions or conditions.

We believe the following critical accounting policies relate to
those policies that are most important to the presentation of our
financial statements and require the most difficult, subjective and
complex judgments.

Investments in Debt and Equity Securities. We hold minority
interests in companies having operations or possessing technol-
ogy primarily in areas within our strategic focus, some of which
are publicly traded and have highly volatile stock prices. We also
make investments in marketable equity and debt securities. We
record an investment impairment charge when we believe an
investment has experienced a decline in value that is other-than-
temporary. In determining if a decline in market value below cost
for a publicly traded security or debt instrument is other-than-
temporary, we evaluate the relevant market conditions, offering
prices, trends of earnings, price multiples and other key measures
providing an indication of the instrument’s fair value. For private
equity investments, we evaluate the financial condition of the
investee, market conditions, trends of earnings and other key fac-
tors that provide indicators of the fair value of the investment.
When a decline in value is deemed to be other-than-temporary,
we recognize an impairment loss in the current period to the
extent of the decline below the carrying value of the investment.
Adverse changes in market conditions or poor operating results
of underlying investments could result in additional other-than-
temporary losses in future periods.

Allowance for Doubtful Accounts. We evaluate the collectibil-
ity of our accounts receivable based on a combination of factors.
In circumstances where we are aware of a specific customer’s
inability to meet its financial obligations to us, we record a spe-
cific allowance against amounts due to reduce the net recognized
receivable to the amount we reasonably believe will be collected.
For all other customers, we recognize allowances for doubtful
accounts based on the length of time the receivables are past due,
the current business environment and our historical experience.
If the financial condition of our customers were to deteriorate or
if economic conditions worsened, additional allowances may be
required in the future.

Revenue Reserves. We record a provision for estimated sales
returns and allowances on product sales in the same period as
the related revenues are recorded. We base these estimates on
historical sales returns and other known factors. Actual returns
could be different from our estimates and current provisions for
sales returns and allowances, resulting in future charges to earnings.
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unit shipments of our PC processors, and increasing market
acceptance of the newest versions of the AMD Athlon and AMD
Duron microprocessors.

Memory products net sales of $1,133 million decreased by 28
percent in 2001 compared to 2000. The decrease was primarily
due to continuing weakness in the communications and network-
ing equipment industries and excess inventories held by major
customers. Although we expect shipments to remain flat, we
expect a decline in revenues from memory products in the first
quarter of 2002, as compared to the fourth quarter of 2001, pri-
marily due to continuing pricing pressures.

Other IC products net sales of $242 million decreased by 47
percent in 2001 compared to 2000. The decrease was due to
decreased net sales of platform products, embedded processors
and networking products as a result of the sustained market
declines in the communications and networking equipment indus-
tries. We expect Other IC revenues in the first quarter of 2002 to
remain relatively flat as compared to the fourth quarter of 2001.

The Foundry Services segment service fees of $98 million
decreased by 31 percent in 2001 compared to 2000.The decrease
was primarily due to a significant reduction in demand for wafer
fabrication services from Vantis, partially offset by an increase in
overall service fees from Legerity. We expect that service fees will
continue to decline in the first quarter of 2002 due to our plan to
discontinue these services in 2002. Other than the restructuring
and other special charges recorded in the third quarter of 2001,
we do not expect to have any termination liabilities associated
with our plan to discontinue these services.

There were no sales from the Voice Communications segment
in our 2001 net sales. Voice Communications products con-
tributed $140 million to our 2000 net sales, prior to our sale of
Legerity, effective July 31, 2000.

There were no sales from the Vantis segment in our 2001 and
2000 net sales.

Net Sales Comparison for Years Ended December 31,
2000 and December 26, 1999

Total net sales increased by $1,786 million in 2000, or 62 percent,
to $4,644 million from $2,858 million in 1999.

PC processors net sales of $2,337 million increased by 68 per-
cent in 2000 compared to 1999.This increase was primarily due
to a strong increase in net sales of our seventh-generation micro-
processors, the AMD Athlon and AMD Duron microprocessors.
The AMD Duron microprocessor, a derivative of the AMD Athlon
microprocessor designed to provide a solution for value con-
scious PC buyers, became available in June 2000. The strong
increase in unit sales of our seventh-generation microprocessors
more than offset the decline in average selling prices.The increase
was partially offset by a decrease in net sales of AMD-K6™ family
microprocessors as a result of the market shift toward our sev-
enth-generation microprocessors.

Memory products net sales of $1,567 million increased by 103
percent in 2000 compared to 1999 primarily due to growth in
sales volume, higher average selling prices and a rich product mix
of Flash memory devices, which was slightly offset by a decline in
net sales of EPROMs.

Other IC products net sales of $457 million increased by 14
percent in 2000 compared to 1999. The increase was primarily
due to increased net sales from our platform and networking
products.

The Foundry Services segment included service fees of $143
million from Lattice and Legerity in 2000 compared to $43 mil-
lion from Lattice in 1999.The increase was primarily due to the
addition of service fees from Legerity and secondarily to an
increase in service fees from Lattice during 2000.

Voice Communications products net sales of $140 million
decreased by 17 percent in 2000 compared to 1999 as a result of
the sale of our Legerity subsidiary, effective July 31, 2000.

There were no sales from the Vantis segment in our 2000 net
sales. Vantis segment contributed $87 million to our 1999 net
sales, prior to our sale of Vantis, effective June 15, 1999.

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

The following is a summary of expenses, gross margin percentage,
and interest and other income, net for 2001, 2000 and 1999:

(Millions except for gross margin percentage) 2001 2000 1999

Cost of sales $2,590 $2,515 $1,964
Gross margin percentage 33% 46% 31%
Research and development $ 651 $ 642 $ 636
Marketing, general and 

administrative 620 599 540
Restructuring and other 

special charges 89 — 38
Gain on sale of Vantis — — 432
Gain on sale of Legerity — 337 —
Interest and other income, net 26 86 32
Interest expense 61 60 69

We operate in an industry characterized by intense competition
and high fixed costs due to capital-intensive manufacturing
processes, particularly the costs to build and maintain state-of-
the-art production facilities required for PC processors and
memory devices. As a result, our gross margin percentage is 
significantly affected by fluctuations in unit sales and average sell-
ing prices.

Gross margin percentage decreased to 33 percent in 2001
compared to 46 percent in 2000. The decrease in gross margin 
in 2001 was primarily due to lower unit sales and average selling
prices from Flash memory devices, networking products and
embedded processors and lower average selling prices of PC
processors.We expect gross margins in the first quarter of 2002
to remain relatively flat as compared to the fourth quarter of
2001. Maintenance of gross margin percentage depends on con-
tinually increasing unit sales of microprocessors and memory
products because of pricing pressures and because fixed costs
continue to rise with ongoing capital investments required to
expand production capability and capacity.

Gross margin percentage increased to 46 percent in 2000
compared to 31 percent in 1999.The increase in gross margin in
2000 was primarily due to higher net sales from PC processors
and Flash memory devices, partially offset by a reduction in gross
margin as a result of the sale of Legerity, effective July 31, 2000,
and an increase in fixed costs.

Research and development expenses of $651 million in 2001
increased slightly compared to 2000.This slight increase was due
to increased costs related to research and development activities
for PC processors.
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Research and development expenses of $642 million in 2000
increased slightly compared to 1999.This slight increase was due
to increased costs related to research and development activities
for PC processors, offset by a substantial portion of Dresden Fab
30 expenses shifting to cost of sales as production commenced in
the second quarter of 2000 and research and development sub-
sidies received from the German government.

Marketing, general and administrative expenses of $620 mil-
lion in 2001 increased four percent compared to 2000 primarily
as a result of increased advertising and marketing expenses asso-
ciated with our core products and the AMD Athlon XP proces-
sor launch, offset by the absence of Legerity expenses during
2001.

Marketing, general and administrative expenses of $599 mil-
lion in 2000 increased 11 percent compared to 1999 primarily as
a result of marketing and promotional activities for the AMD
Athlon microprocessor, our launch of the AMD Duron micro-
processor and higher expenses associated with higher labor
costs, including profit sharing. These increases were partially 
offset by the absence of Legerity expenses during the second half
of 2000.

On September 25, 2001, due to the continued slowdown in
the semiconductor industry and a resulting decline in revenues,
we announced a restructuring plan to accelerate key components
of our strategy to reduce costs and enhance the financial per-

formance of our core products. In connection with the plan, we
will close Fabs 14 and 15 in Austin,Texas by the end of June 2002.
These facilities support certain of our older products and
Foundry Service operations, which will be discontinued as part of
our plan. We will also reorganize other manufacturing facilities
and reduce activities primarily in Penang, Malaysia, along with
associated administrative support.

The restructuring plan will result in the reduction of approxi-
mately 2,300 direct manufacturing and related administrative sup-
port positions, or approximately 15 percent of our worldwide
workforce, by the end of the second quarter of 2002. Approxi-
mately 1,000 of these positions are associated with closing Fabs
14 and 15 in Austin.The balance of the reductions will result from
reorganizing activities primarily in Penang, Malaysia.

Pursuant to the September 25, 2001 plan, we recorded
restructuring costs and other special charges of $89.3 million,
consisting of $34.1 million of anticipated severance and employee
benefit costs, $16.2 million of anticipated exit costs to close facil-
ities in Austin and Penang and $39.0 million of non-cash asset
impairment charges.The asset impairment charges relate prima-
rily to buildings and production equipment and have been
incurred as a result of our decision to implement the plan.

The following table summarizes activity under the plan
through December 30, 2001:

We expect to substantially complete execution of our restruc-
turing plan by the end of the second quarter of 2002.As a result
of this restructuring plan, we expect to realize overall cost reduc-
tions of $125 million on an annualized basis.As of December 30,
2001, 786 employees had been terminated resulting in cash pay-
ments of approximately $7.5 million in severance and employee
benefit costs.

During 1999,we initiated a review of our cost structure. Based
upon this review, we recorded restructuring and other special
charges of $38 million in 1999 to better align our cost structure
with expected revenue growth rates.

The restructuring and other special charges for the year
ended December 26, 1999, and related activity during 1999, 2000
and 2001, are reflected in the following table:

Severance and Facility and equipment Facility and equipment Other facilities 
(Thousands) employee benefits impairment decommission costs exit costs Total

2001 provision $34,105 $ 39,000 $ 15,500 $700 $ 89,305

Cash charges (7,483) — — (54) (7,537)

Non-cash charges — (39,000) — — (39,000)

Accruals at December 30, 2001 $26,622 $ — $ 15,500 $646 $ 42,768 

Severance and Equipment Discontinued
(Thousands) employee benefits Facilities Equipment disposal costs system projects Total

1999 provision $ 3,024 $ 968 $ 23,769 $ 4,380 $ 6,089 $ 38,230

Cash charges (3,024) (56) — (1,937) — (5,017)

Non-cash charges — — (23,769) — (6,089) (29,858)

Accruals at December 26, 1999 — 912 — 2,443 — 3,355

Cash charges — (429) — (2,443) — (2,872)

Accruals at December 31, 2000 — 483 — — — 483

Cash charges — (443) — — — (443)

Accruals at December 30, 2001 $ — $ 40 $ — $ — $ — $ 40 
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unit shipments of our PC processors, and increasing market
acceptance of the newest versions of the AMD Athlon and AMD
Duron microprocessors.

Memory products net sales of $1,133 million decreased by 28
percent in 2001 compared to 2000. The decrease was primarily
due to continuing weakness in the communications and network-
ing equipment industries and excess inventories held by major
customers. Although we expect shipments to remain flat, we
expect a decline in revenues from memory products in the first
quarter of 2002, as compared to the fourth quarter of 2001, pri-
marily due to continuing pricing pressures.

Other IC products net sales of $242 million decreased by 47
percent in 2001 compared to 2000. The decrease was due to
decreased net sales of platform products, embedded processors
and networking products as a result of the sustained market
declines in the communications and networking equipment indus-
tries. We expect Other IC revenues in the first quarter of 2002 to
remain relatively flat as compared to the fourth quarter of 2001.

The Foundry Services segment service fees of $98 million
decreased by 31 percent in 2001 compared to 2000.The decrease
was primarily due to a significant reduction in demand for wafer
fabrication services from Vantis, partially offset by an increase in
overall service fees from Legerity. We expect that service fees will
continue to decline in the first quarter of 2002 due to our plan to
discontinue these services in 2002. Other than the restructuring
and other special charges recorded in the third quarter of 2001,
we do not expect to have any termination liabilities associated
with our plan to discontinue these services.

There were no sales from the Voice Communications segment
in our 2001 net sales. Voice Communications products con-
tributed $140 million to our 2000 net sales, prior to our sale of
Legerity, effective July 31, 2000.

There were no sales from the Vantis segment in our 2001 and
2000 net sales.

Net Sales Comparison for Years Ended December 31,
2000 and December 26, 1999

Total net sales increased by $1,786 million in 2000, or 62 percent,
to $4,644 million from $2,858 million in 1999.

PC processors net sales of $2,337 million increased by 68 per-
cent in 2000 compared to 1999.This increase was primarily due
to a strong increase in net sales of our seventh-generation micro-
processors, the AMD Athlon and AMD Duron microprocessors.
The AMD Duron microprocessor, a derivative of the AMD Athlon
microprocessor designed to provide a solution for value con-
scious PC buyers, became available in June 2000. The strong
increase in unit sales of our seventh-generation microprocessors
more than offset the decline in average selling prices.The increase
was partially offset by a decrease in net sales of AMD-K6™ family
microprocessors as a result of the market shift toward our sev-
enth-generation microprocessors.

Memory products net sales of $1,567 million increased by 103
percent in 2000 compared to 1999 primarily due to growth in
sales volume, higher average selling prices and a rich product mix
of Flash memory devices, which was slightly offset by a decline in
net sales of EPROMs.

Other IC products net sales of $457 million increased by 14
percent in 2000 compared to 1999. The increase was primarily
due to increased net sales from our platform and networking
products.

The Foundry Services segment included service fees of $143
million from Lattice and Legerity in 2000 compared to $43 mil-
lion from Lattice in 1999.The increase was primarily due to the
addition of service fees from Legerity and secondarily to an
increase in service fees from Lattice during 2000.

Voice Communications products net sales of $140 million
decreased by 17 percent in 2000 compared to 1999 as a result of
the sale of our Legerity subsidiary, effective July 31, 2000.

There were no sales from the Vantis segment in our 2000 net
sales. Vantis segment contributed $87 million to our 1999 net
sales, prior to our sale of Vantis, effective June 15, 1999.

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

The following is a summary of expenses, gross margin percentage,
and interest and other income, net for 2001, 2000 and 1999:

(Millions except for gross margin percentage) 2001 2000 1999

Cost of sales $2,590 $2,515 $1,964
Gross margin percentage 33% 46% 31%
Research and development $ 651 $ 642 $ 636
Marketing, general and 

administrative 620 599 540
Restructuring and other 

special charges 89 — 38
Gain on sale of Vantis — — 432
Gain on sale of Legerity — 337 —
Interest and other income, net 26 86 32
Interest expense 61 60 69

We operate in an industry characterized by intense competition
and high fixed costs due to capital-intensive manufacturing
processes, particularly the costs to build and maintain state-of-
the-art production facilities required for PC processors and
memory devices. As a result, our gross margin percentage is 
significantly affected by fluctuations in unit sales and average sell-
ing prices.

Gross margin percentage decreased to 33 percent in 2001
compared to 46 percent in 2000. The decrease in gross margin 
in 2001 was primarily due to lower unit sales and average selling
prices from Flash memory devices, networking products and
embedded processors and lower average selling prices of PC
processors.We expect gross margins in the first quarter of 2002
to remain relatively flat as compared to the fourth quarter of
2001. Maintenance of gross margin percentage depends on con-
tinually increasing unit sales of microprocessors and memory
products because of pricing pressures and because fixed costs
continue to rise with ongoing capital investments required to
expand production capability and capacity.

Gross margin percentage increased to 46 percent in 2000
compared to 31 percent in 1999.The increase in gross margin in
2000 was primarily due to higher net sales from PC processors
and Flash memory devices, partially offset by a reduction in gross
margin as a result of the sale of Legerity, effective July 31, 2000,
and an increase in fixed costs.

Research and development expenses of $651 million in 2001
increased slightly compared to 2000.This slight increase was due
to increased costs related to research and development activities
for PC processors.
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Research and development expenses of $642 million in 2000
increased slightly compared to 1999.This slight increase was due
to increased costs related to research and development activities
for PC processors, offset by a substantial portion of Dresden Fab
30 expenses shifting to cost of sales as production commenced in
the second quarter of 2000 and research and development sub-
sidies received from the German government.

Marketing, general and administrative expenses of $620 mil-
lion in 2001 increased four percent compared to 2000 primarily
as a result of increased advertising and marketing expenses asso-
ciated with our core products and the AMD Athlon XP proces-
sor launch, offset by the absence of Legerity expenses during
2001.

Marketing, general and administrative expenses of $599 mil-
lion in 2000 increased 11 percent compared to 1999 primarily as
a result of marketing and promotional activities for the AMD
Athlon microprocessor, our launch of the AMD Duron micro-
processor and higher expenses associated with higher labor
costs, including profit sharing. These increases were partially 
offset by the absence of Legerity expenses during the second half
of 2000.

On September 25, 2001, due to the continued slowdown in
the semiconductor industry and a resulting decline in revenues,
we announced a restructuring plan to accelerate key components
of our strategy to reduce costs and enhance the financial per-

formance of our core products. In connection with the plan, we
will close Fabs 14 and 15 in Austin,Texas by the end of June 2002.
These facilities support certain of our older products and
Foundry Service operations, which will be discontinued as part of
our plan. We will also reorganize other manufacturing facilities
and reduce activities primarily in Penang, Malaysia, along with
associated administrative support.

The restructuring plan will result in the reduction of approxi-
mately 2,300 direct manufacturing and related administrative sup-
port positions, or approximately 15 percent of our worldwide
workforce, by the end of the second quarter of 2002. Approxi-
mately 1,000 of these positions are associated with closing Fabs
14 and 15 in Austin.The balance of the reductions will result from
reorganizing activities primarily in Penang, Malaysia.

Pursuant to the September 25, 2001 plan, we recorded
restructuring costs and other special charges of $89.3 million,
consisting of $34.1 million of anticipated severance and employee
benefit costs, $16.2 million of anticipated exit costs to close facil-
ities in Austin and Penang and $39.0 million of non-cash asset
impairment charges.The asset impairment charges relate prima-
rily to buildings and production equipment and have been
incurred as a result of our decision to implement the plan.

The following table summarizes activity under the plan
through December 30, 2001:

We expect to substantially complete execution of our restruc-
turing plan by the end of the second quarter of 2002.As a result
of this restructuring plan, we expect to realize overall cost reduc-
tions of $125 million on an annualized basis.As of December 30,
2001, 786 employees had been terminated resulting in cash pay-
ments of approximately $7.5 million in severance and employee
benefit costs.

During 1999,we initiated a review of our cost structure. Based
upon this review, we recorded restructuring and other special
charges of $38 million in 1999 to better align our cost structure
with expected revenue growth rates.

The restructuring and other special charges for the year
ended December 26, 1999, and related activity during 1999, 2000
and 2001, are reflected in the following table:

Severance and Facility and equipment Facility and equipment Other facilities 
(Thousands) employee benefits impairment decommission costs exit costs Total

2001 provision $34,105 $ 39,000 $ 15,500 $700 $ 89,305

Cash charges (7,483) — — (54) (7,537)

Non-cash charges — (39,000) — — (39,000)

Accruals at December 30, 2001 $26,622 $ — $ 15,500 $646 $ 42,768 

Severance and Equipment Discontinued
(Thousands) employee benefits Facilities Equipment disposal costs system projects Total

1999 provision $ 3,024 $ 968 $ 23,769 $ 4,380 $ 6,089 $ 38,230

Cash charges (3,024) (56) — (1,937) — (5,017)

Non-cash charges — — (23,769) — (6,089) (29,858)

Accruals at December 26, 1999 — 912 — 2,443 — 3,355

Cash charges — (429) — (2,443) — (2,872)

Accruals at December 31, 2000 — 483 — — — 483

Cash charges — (443) — — — (443)

Accruals at December 30, 2001 $ — $ 40 $ — $ — $ — $ 40 
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We anticipate that the remaining accrual related to sales office
facilities will be utilized over the period through lease termina-
tions in the second quarter of 2002.

We sold 90 percent of Legerity to Francisco Partners, L.P. for
approximately $375 million in cash, effective July 31, 2000. Prior
to the sale, Legerity was a wholly owned subsidiary of AMD, sell-
ing voice communications products. Our pre-tax gain on the sale
of Legerity was $337 million. The gain was computed based on
the excess of the consideration received for Legerity’s net assets
as of July 31, 2000, less direct expenses related to the sale. The
applicable tax rate on the gain was 37 percent, resulting in an
after-tax gain of $212 million.

On June 15, 1999, we sold Vantis to Lattice for approximately
$500 million in cash. Our pre-tax gain on the sale of Vantis was
$432 million.The gain was computed based on the excess of the
consideration received for Vantis’ net assets as of June 15, 1999,
less direct expenses related to the sale. The applicable tax rate 
on the gain was 40 percent, resulting in an after-tax gain of $259
million.

Interest and other income, net, decreased $60 million or 70
percent in 2001 compared to 2000 primarily due to $27 million
in charges for other-than-temporary declines in our equity invest-
ments, a $14 million decrease in interest income due to a
decrease in short-term investments and a $9 million decrease 
due to the absence of a gain on the sale of real property.

Interest expense increased slightly in 2001 compared to 2000
due to a decrease in capitalized interest expense attributable to
the substantial completion of Dresden Fab 30 and increased bor-
rowings by AMD Saxony manufacturing GmbH (AMD Saxony)
under the Dresden Loan Agreements, offset by the effect of
redeeming our 6% convertible subordinated notes in May 2001.

Interest and other income, net, increased $54 million or 168
percent in 2000 compared to 1999 primarily due to higher aver-
age cash and short- and long-term investment balances.

Interest expense decreased $9 million or 13 percent in 2000
compared to 1999 primarily due to lower average debt balances
resulting from retirement of a portion of our 11% Senior Secured
Notes due 2003 (Senior Secured Notes) in August 2000, offset by
a reduction of capitalized interest as a result of the completion of
the initial phase of Dresden Fab 30.

Income Tax

We recorded an income tax benefit of $14 million in 2001 and
income tax provisions of $257 million in 2000 and $167 million in
1999. The effective benefit tax rate of 15.4 percent for the year
ended December 30, 2001 was less than the statutory rate
because of a 24 percent tax benefit rate on the restructuring
charges, reflecting the allocation of the charges between U.S. and
foreign low-taxed jurisdictions, and a provision for U.S. taxes on
certain previously undistributed earnings of low-taxed foreign
subsidiaries.The effective tax rate was 20.5 percent for the year
ended December 31, 2000. The effective tax rate, excluding the
gain on the sale of Legerity, was 14.5 percent reflecting the bene-
fit of realizing previously reserved deferred tax assets. The tax
rate recorded in 2000 attributable to the gain on the sale of Leg-
erity was 37 percent.The effective tax rate was 227 percent for
the year ended December 26, 1999.The effective tax rate, exclud-
ing the gain on the sale of Vantis and restructuring charges, was
zero. This reflected the establishment of reserves against our
deferred tax assets due to current and prior operating losses.The

tax rate recorded in 1999 attributable to the gain on the sale of
Vantis net of restructuring charges was 39 percent.

We had net deferred tax assets of $51 million as of Decem-
ber 30, 2001.

Other Items

International sales as a percent of net sales were 66 percent in
2001 and 60 percent in both 2000 and 1999. During 2001,
approximately two percent of our net sales were denominated in
foreign currencies. We do not have sales denominated in local
currencies in countries that have highly inflationary economies (as
defined by accounting principles generally accepted in the United
States).The impact on our operating results from changes in for-
eign currency rates individually and in the aggregate has not been
material.

Comparison of Segment Income (Loss)

In 2001, we operated in two reportable segments: the Core Prod-
ucts segment, which reflects the aggregation of the PC processors
and memory products operating segments, and the Foundry Ser-
vices segment.The Core Products segment includes PC proces-
sors, Flash memory devices, EPROMs, embedded processors,
platform products and networking products. The Foundry Ser-
vices segment included fees for services provided to Legerity and
Vantis. Our previous Voice Communications segment included the
voice communications products of our former subsidiary, Leg-
erity, prior to its sale effective July 31, 2000. Our former Vantis
segment included the programmable logic devices (PLD) of our
former subsidiary,Vantis, prior to its sale in 1999. For a compari-
son of segment net sales, refer to the previous discussions on net
sales by product group.

The following is a summary of operating income (loss) by
segment for 2001, 2000 and 1999:

(Millions) 2001 2000 1999

Core Products $ 72 $832 $(342)
Foundry Services (34) 22 1
Voice Communications — 35 14
Vantis — — 6

Total $ 38 $889 $(321)

Core Products segment operating income decreased by $760
million in 2001 compared to 2000 due to a decrease in net sales.
The decrease was primarily due to a decline in the average sell-
ing prices and unit sales of our core products due to the sus-
tained downturn in the microprocessor, communications, and
networking equipment industries and our restructuring plan pre-
viously discussed.

The Foundry Services segment operating income decreased
by $56 million in 2001 compared to 2000 primarily due to the sig-
nificant reduction in demand for wafer fabrication services from
Vantis and Legerity.

The Voice Communications segment operating income was
zero in 2001 due to our sale of Legerity, effective July 31, 2000.

The Vantis segment operating income was zero in 2001 due to
our sale of Vantis, effective June 15, 1999.
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FINANCIAL CONDITION

Net cash provided by operating activities was $168 million in
2001 as a result of our net loss of $61 million, adjusted for non-
cash charges, including, $623 million of depreciation and amorti-
zation expense, $82 million of restructuring charges, $27 million
of impairment charges on equity investments and $10 million of
provision for doubtful accounts, offset by non-cash credits of $93
million from net changes in deferred income taxes and foreign
grant and subsidy income, and other uses of cash in operating
activities of approximately $428 million due to net changes in
operating assets and liabilities.

Net cash provided by operating activities was $1,206 million
in 2000 primarily due to net income of $983 million and depreci-
ation and amortization of $579 million, offset by a nonrecurring
$337 million reduction to operating cash flows from the gain on
the sale of Legerity in 2000, a decrease of $269 million in other
assets, an increase of $158 million from income tax benefits from
employee stock option exercises, a decrease of $156 million in
inventory, an increase of $157 million in payables and accrued 
liabilities, an increase of $143 million from customer deposits
under long-term purchase agreements, a decrease of $140 million
in accounts receivable, an increase of $79 million in prepaid
expenses and a decrease of $35 million from foreign grant and
subsidy income.

Net cash provided by operating activities was $260 million in
1999 primarily due to the net loss of $89 million, a nonrecurring
$432 million reduction in operating cash flows from the gain on
the sale of Vantis in 1999, an increase of $516 million from depre-
ciation and amortization, an increase of $160 million from
deferred income taxes, an increase of $241 million in payables and
accrued liabilities, a decrease of $102 million in prepaid expenses,
an increase of $55 million in other assets, a decrease of $50 mil-
lion from foreign grant and subsidy income not received in cash
and a decrease of $48 million in accounts receivable.

Net cash used in investing activities was $554 million in 2001
primarily due to $679 million used for the purchases of property,
plant, and equipment, primarily for Dresden Fab 30 and Asia man-
ufacturing facilities, and $122 million for additional equity invest-

ments in FASL, offset by $246 million of net proceeds from sales
and maturities of available-for-sale securities.

Net cash used in investing activities was $816 million in 2000
primarily due to $805 million used for purchases of property,
plant and equipment, offset by $375 million we received in 2000
from the sale of Legerity and $398 million of net purchases of
available-for-sale securities.

Net cash used in investing activities was $142 million in 1999
primarily due to $454 million from the sale of Vantis, a decrease
of $620 million from purchases of property, plant and equipment
offset by $19 million in net proceeds from sales of available-for-
sale securities and $4 million in proceeds from sales of property,
plant and equipment.

Net cash provided by financing activities was $232 million in
2001 primarily due to $63 million in proceeds from the issuance
of notes payable to banks, $308 million in proceeds from Dres-
den borrowing activities, $38 million in proceeds from the receipt
of foreign grants and subsidies and $37 million in proceeds from
the issuance of stock in connection with stock option exercises
and purchases under our Employee Stock Purchase Plan, offset by
$137 million in payments on debt and capital lease obligations and
$77 million used to repurchase our common stock.

Net cash used in financing activities was $101 million in 2000
primarily due to $375 million in payments on debt and capital
lease obligations, offset by $136 million in proceeds from borrow-
ing activities, $123 million in proceeds from the issuance of stock
and $15 million in proceeds from foreign grants and subsidies.

Net cash used in financing activities was $174 million in 1999
primarily due to $244 million in payments on debt and capital
lease obligations, offset by $12 million in proceeds from borrow-
ings, $44 million in proceeds from issuance of stock and $14 mil-
lion in proceeds from foreign grants and subsidies.

Contractual Cash Obligations and 
Commercial Commitments

The following tables summarize our contractual cash obligations
and commercial commitments at December 30, 2001 and are
supplemented by the discussion following the tables:

Contractual Cash Obligations at December 30, 2001 were:

Payments due by period

(In Thousands) Total Less than 1 year 1–3 years 4–5 years After 5 years

Notes payable to banks $ 63,362 $ 63,362 $ — $ — $ —

Dresden term loans 602,046 186,842 342,544 72,660 —

Commercial mortgage 1,190 182 423 245 340

Capital lease obligations 36,075 13,589 20,060 2,426 —

Operating leases 457,176 57,612 91,375 40,636 267,553

Unconditional purchase commitments 54,979 15,036 20,067 9,895 9,981

Total contractual cash obligations $1,214,828 $336,623 $474,469 $125,862 $277,874
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We anticipate that the remaining accrual related to sales office
facilities will be utilized over the period through lease termina-
tions in the second quarter of 2002.

We sold 90 percent of Legerity to Francisco Partners, L.P. for
approximately $375 million in cash, effective July 31, 2000. Prior
to the sale, Legerity was a wholly owned subsidiary of AMD, sell-
ing voice communications products. Our pre-tax gain on the sale
of Legerity was $337 million. The gain was computed based on
the excess of the consideration received for Legerity’s net assets
as of July 31, 2000, less direct expenses related to the sale. The
applicable tax rate on the gain was 37 percent, resulting in an
after-tax gain of $212 million.

On June 15, 1999, we sold Vantis to Lattice for approximately
$500 million in cash. Our pre-tax gain on the sale of Vantis was
$432 million.The gain was computed based on the excess of the
consideration received for Vantis’ net assets as of June 15, 1999,
less direct expenses related to the sale. The applicable tax rate 
on the gain was 40 percent, resulting in an after-tax gain of $259
million.

Interest and other income, net, decreased $60 million or 70
percent in 2001 compared to 2000 primarily due to $27 million
in charges for other-than-temporary declines in our equity invest-
ments, a $14 million decrease in interest income due to a
decrease in short-term investments and a $9 million decrease 
due to the absence of a gain on the sale of real property.

Interest expense increased slightly in 2001 compared to 2000
due to a decrease in capitalized interest expense attributable to
the substantial completion of Dresden Fab 30 and increased bor-
rowings by AMD Saxony manufacturing GmbH (AMD Saxony)
under the Dresden Loan Agreements, offset by the effect of
redeeming our 6% convertible subordinated notes in May 2001.

Interest and other income, net, increased $54 million or 168
percent in 2000 compared to 1999 primarily due to higher aver-
age cash and short- and long-term investment balances.

Interest expense decreased $9 million or 13 percent in 2000
compared to 1999 primarily due to lower average debt balances
resulting from retirement of a portion of our 11% Senior Secured
Notes due 2003 (Senior Secured Notes) in August 2000, offset by
a reduction of capitalized interest as a result of the completion of
the initial phase of Dresden Fab 30.

Income Tax

We recorded an income tax benefit of $14 million in 2001 and
income tax provisions of $257 million in 2000 and $167 million in
1999. The effective benefit tax rate of 15.4 percent for the year
ended December 30, 2001 was less than the statutory rate
because of a 24 percent tax benefit rate on the restructuring
charges, reflecting the allocation of the charges between U.S. and
foreign low-taxed jurisdictions, and a provision for U.S. taxes on
certain previously undistributed earnings of low-taxed foreign
subsidiaries.The effective tax rate was 20.5 percent for the year
ended December 31, 2000. The effective tax rate, excluding the
gain on the sale of Legerity, was 14.5 percent reflecting the bene-
fit of realizing previously reserved deferred tax assets. The tax
rate recorded in 2000 attributable to the gain on the sale of Leg-
erity was 37 percent.The effective tax rate was 227 percent for
the year ended December 26, 1999.The effective tax rate, exclud-
ing the gain on the sale of Vantis and restructuring charges, was
zero. This reflected the establishment of reserves against our
deferred tax assets due to current and prior operating losses.The

tax rate recorded in 1999 attributable to the gain on the sale of
Vantis net of restructuring charges was 39 percent.

We had net deferred tax assets of $51 million as of Decem-
ber 30, 2001.

Other Items

International sales as a percent of net sales were 66 percent in
2001 and 60 percent in both 2000 and 1999. During 2001,
approximately two percent of our net sales were denominated in
foreign currencies. We do not have sales denominated in local
currencies in countries that have highly inflationary economies (as
defined by accounting principles generally accepted in the United
States).The impact on our operating results from changes in for-
eign currency rates individually and in the aggregate has not been
material.

Comparison of Segment Income (Loss)

In 2001, we operated in two reportable segments: the Core Prod-
ucts segment, which reflects the aggregation of the PC processors
and memory products operating segments, and the Foundry Ser-
vices segment.The Core Products segment includes PC proces-
sors, Flash memory devices, EPROMs, embedded processors,
platform products and networking products. The Foundry Ser-
vices segment included fees for services provided to Legerity and
Vantis. Our previous Voice Communications segment included the
voice communications products of our former subsidiary, Leg-
erity, prior to its sale effective July 31, 2000. Our former Vantis
segment included the programmable logic devices (PLD) of our
former subsidiary,Vantis, prior to its sale in 1999. For a compari-
son of segment net sales, refer to the previous discussions on net
sales by product group.

The following is a summary of operating income (loss) by
segment for 2001, 2000 and 1999:

(Millions) 2001 2000 1999

Core Products $ 72 $832 $(342)
Foundry Services (34) 22 1
Voice Communications — 35 14
Vantis — — 6

Total $ 38 $889 $(321)

Core Products segment operating income decreased by $760
million in 2001 compared to 2000 due to a decrease in net sales.
The decrease was primarily due to a decline in the average sell-
ing prices and unit sales of our core products due to the sus-
tained downturn in the microprocessor, communications, and
networking equipment industries and our restructuring plan pre-
viously discussed.

The Foundry Services segment operating income decreased
by $56 million in 2001 compared to 2000 primarily due to the sig-
nificant reduction in demand for wafer fabrication services from
Vantis and Legerity.

The Voice Communications segment operating income was
zero in 2001 due to our sale of Legerity, effective July 31, 2000.

The Vantis segment operating income was zero in 2001 due to
our sale of Vantis, effective June 15, 1999.
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FINANCIAL CONDITION

Net cash provided by operating activities was $168 million in
2001 as a result of our net loss of $61 million, adjusted for non-
cash charges, including, $623 million of depreciation and amorti-
zation expense, $82 million of restructuring charges, $27 million
of impairment charges on equity investments and $10 million of
provision for doubtful accounts, offset by non-cash credits of $93
million from net changes in deferred income taxes and foreign
grant and subsidy income, and other uses of cash in operating
activities of approximately $428 million due to net changes in
operating assets and liabilities.

Net cash provided by operating activities was $1,206 million
in 2000 primarily due to net income of $983 million and depreci-
ation and amortization of $579 million, offset by a nonrecurring
$337 million reduction to operating cash flows from the gain on
the sale of Legerity in 2000, a decrease of $269 million in other
assets, an increase of $158 million from income tax benefits from
employee stock option exercises, a decrease of $156 million in
inventory, an increase of $157 million in payables and accrued 
liabilities, an increase of $143 million from customer deposits
under long-term purchase agreements, a decrease of $140 million
in accounts receivable, an increase of $79 million in prepaid
expenses and a decrease of $35 million from foreign grant and
subsidy income.

Net cash provided by operating activities was $260 million in
1999 primarily due to the net loss of $89 million, a nonrecurring
$432 million reduction in operating cash flows from the gain on
the sale of Vantis in 1999, an increase of $516 million from depre-
ciation and amortization, an increase of $160 million from
deferred income taxes, an increase of $241 million in payables and
accrued liabilities, a decrease of $102 million in prepaid expenses,
an increase of $55 million in other assets, a decrease of $50 mil-
lion from foreign grant and subsidy income not received in cash
and a decrease of $48 million in accounts receivable.

Net cash used in investing activities was $554 million in 2001
primarily due to $679 million used for the purchases of property,
plant, and equipment, primarily for Dresden Fab 30 and Asia man-
ufacturing facilities, and $122 million for additional equity invest-

ments in FASL, offset by $246 million of net proceeds from sales
and maturities of available-for-sale securities.

Net cash used in investing activities was $816 million in 2000
primarily due to $805 million used for purchases of property,
plant and equipment, offset by $375 million we received in 2000
from the sale of Legerity and $398 million of net purchases of
available-for-sale securities.

Net cash used in investing activities was $142 million in 1999
primarily due to $454 million from the sale of Vantis, a decrease
of $620 million from purchases of property, plant and equipment
offset by $19 million in net proceeds from sales of available-for-
sale securities and $4 million in proceeds from sales of property,
plant and equipment.

Net cash provided by financing activities was $232 million in
2001 primarily due to $63 million in proceeds from the issuance
of notes payable to banks, $308 million in proceeds from Dres-
den borrowing activities, $38 million in proceeds from the receipt
of foreign grants and subsidies and $37 million in proceeds from
the issuance of stock in connection with stock option exercises
and purchases under our Employee Stock Purchase Plan, offset by
$137 million in payments on debt and capital lease obligations and
$77 million used to repurchase our common stock.

Net cash used in financing activities was $101 million in 2000
primarily due to $375 million in payments on debt and capital
lease obligations, offset by $136 million in proceeds from borrow-
ing activities, $123 million in proceeds from the issuance of stock
and $15 million in proceeds from foreign grants and subsidies.

Net cash used in financing activities was $174 million in 1999
primarily due to $244 million in payments on debt and capital
lease obligations, offset by $12 million in proceeds from borrow-
ings, $44 million in proceeds from issuance of stock and $14 mil-
lion in proceeds from foreign grants and subsidies.

Contractual Cash Obligations and 
Commercial Commitments

The following tables summarize our contractual cash obligations
and commercial commitments at December 30, 2001 and are
supplemented by the discussion following the tables:

Contractual Cash Obligations at December 30, 2001 were:

Payments due by period

(In Thousands) Total Less than 1 year 1–3 years 4–5 years After 5 years

Notes payable to banks $ 63,362 $ 63,362 $ — $ — $ —

Dresden term loans 602,046 186,842 342,544 72,660 —

Commercial mortgage 1,190 182 423 245 340

Capital lease obligations 36,075 13,589 20,060 2,426 —

Operating leases 457,176 57,612 91,375 40,636 267,553

Unconditional purchase commitments 54,979 15,036 20,067 9,895 9,981

Total contractual cash obligations $1,214,828 $336,623 $474,469 $125,862 $277,874
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AMD Saxony, the related receivable is not recorded on our con-
solidated financial statements.

The Dresden Loan Agreements, as amended, also require 
that we:
■ provide interim funding to AMD Saxony if either the remain-

ing capital investment allowances or the remaining interest
subsidies are delayed, such funding to be repaid to AMD as
AMD Saxony receives the grants or subsidies from the State
of Saxony;

■ fund shortfalls in government subsidies resulting from any
default under the subsidy agreements caused by AMD Saxony
or its affiliates; and

■ guarantee up to 35 percent of AMD Saxony’s obligations
under the Dresden Loan Agreements, which guarantee must
not be less than $100 million or more than $277 million, until
the bank loans are repaid in full.

AMD Saxony would be in default under the Dresden Loan Agree-
ments if we, AMD Saxony or AMD Saxony Holding GmbH (AMD
Holding), the parent company of AMD Saxony and a wholly
owned subsidiary of AMD, fail to comply with certain obligations
thereunder or upon the occurrence of certain events including:
■ material variances from the approved plans and specifications;
■ our failure to fund equity contributions or shareholder loans

or otherwise comply with our obligations relating to the
Dresden Loan Agreements;

■ the sale of shares in AMD Saxony or AMD Holding;
■ the failure to pay material obligations;
■ the occurrence of a material adverse change or filings or pro-

ceedings in bankruptcy or insolvency with respect to us, AMD
Saxony or AMD Holding; and

■ the occurrence of default under the Loan Agreement.

Generally, any default with respect to borrowings made or guar-
anteed by AMD that results in recourse to us of more than $2.5
million and is not cured by us, would result in a cross-default
under the Dresden Loan Agreements and the Loan Agreement.
As of December 30, 2001, we were in compliance with all condi-
tions of the Dresden Loan Agreements.

In the event we are unable to meet our obligations to AMD
Saxony as required under the Dresden Loan Agreements, we will
be in default under the Dresden Loan Agreements and the Loan
Agreement, which would permit acceleration of certain indebt-
edness, which would have a material adverse effect on us.We can-
not assure that we will be able to obtain the funds necessary to
fulfill these obligations. Any such failure would have a material
adverse effect on us.

Commercial Mortgage

As of December 30, 2001, we had a $1.2 million commercial
mortgage outstanding relating to one of our research facilities.
The mortgage balance will be repaid through 2007.

Capital Lease Obligations

As of December 30, 2001, we had capital lease obligations of
approximately $36 million. Obligations under these lease agree-
ments are collateralized by the assets leased and are payable
through 2005.

Operating Leases and Purchase Commitments

We lease certain of our facilities, including our executive offices
in Sunnyvale, California, under agreements which expire at vari-

ous dates through 2018. We lease certain of our manufacturing
and office equipment for terms ranging from one to five years.
Total future lease obligations as of December 30, 2001 were
approximately $457 million.

We enter into purchase commitments for manufacturing sup-
plies and services.Total purchase commitments as of December
30,2001 were approximately $55 million for periods through 2009.

FASL Facilities and Guarantees

FASL, a joint venture formed by AMD and Fujitsu Limited in 1993,
operates advanced integrated circuit manufacturing facilities in
Aizu-Wakamatsu, Japan, to produce Flash memory devices. FASL
is continuing the facilitization of its second and third Flash mem-
ory device wafer fabrication facilities, FASL JV2 and FASL JV3.
We expect FASL JV2 and FASL JV3, including equipment, to cost
approximately $2.4 billion when fully equipped. As of December
30, 2001, approximately $1.5 billion of these costs had been
funded by cash generated from FASL operations.These costs are
incurred in Japanese yen and are, therefore, subject to change due
to foreign exchange rate fluctuations. On December 30, 2001, the
exchange rate was 128.02 yen to one U.S. dollar, the rate we used
to translate the amounts denominated in yen into U.S. dollars.

In 2000, FASL further expanded its production capacity
through a foundry arrangement with Fujitsu Microelectronics, Inc.
(FMI), a wholly owned subsidiary of Fujitsu Limited. In connection
with FMI equipping its wafer fabrication facility in Gresham, Ore-
gon (the Gresham Facility) to produce flash memory devices for
sale to FASL,we agreed to guarantee the repayment of up to $125
million of Fujitsu’s obligations as a co-signer with FMI under its
global multicurrency revolving credit facility (the Credit Facility)
with a third-party bank (the Guarantee). On November 30, 2001,
Fujitsu announced that it was closing the Gresham Facility, due to
the downturn of the flash memory market.To date, we have not
received notice from Fujitsu that FMI has defaulted on any pay-
ments due under the Credit Facility. Furthermore, subsequent to
year end,we were informed that amounts borrowed by FMI under
the Credit Facility do not become due until the end of March
2002.Accordingly, under the terms of the Guarantee, we are not
at this time, and were not at December 30, 2001, obligated to
make any payments to Fujitsu. However, subsequent to year end,
Fujitsu requested that we pay the entire $125 million under the
Guarantee.Although we disagree with Fujitsu as to the amount, if
any, of our obligations under the Guarantee, Fujitsu has indicated
its belief that we are obligated to pay the full $125 million.

A significant portion of FASL capital expenditures in 2002 will
continue to be funded by cash generated from FASL operations.
In addition, both Fujitsu and AMD made capital contributions of
15 billion yen ($122 million) each to FASL during the second 
quarter of 2001. Further, to the extent that additional funds are
required for the full facilitization of FASL JV2 and FASL JV3, AMD
will be required to contribute cash or guarantee third-party loans
in proportion to our 49.992 percent interest in FASL, up to 25
billion yen ($192 million). As of December 30, 2001, we had $148
million in loan guarantees outstanding with respect to these
third-party loans.

UMC

On January 31, 2002, we announced an alliance with United
Microelectronics Corporation (UMC) under which UMC and
AMD will establish a joint venture to own and operate a state-of-
the-art, 300-mm wafer fabrication facility in Singapore for high-
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Notes Payable to Banks

We entered into a Loan and Security Agreement (the Loan Agree-
ment) with a consortium of banks led by a domestic financial
institution on July 13, 1999. The Loan Agreement provides for a
four-year secured revolving line of credit of up to $200 million.
We can borrow, subject to amounts that may be set aside by the
lenders, up to 85 percent of our eligible accounts receivable from
Original Equipment Manufacturers (OEMs) and 50 percent of our
eligible accounts receivable from distributors. We must comply
with certain financial covenants if the level of domestic cash we
hold declines to $200 million or the amount of borrowings under
the Loan Agreement rises to 50 percent of available credit. Under
these circumstances the Loan Agreement restricts our ability to
pay cash dividends on our common stock. Our obligations under
the Loan Agreement are secured by a pledge of all of our
accounts receivable, inventory, general intangibles and the related
proceeds. As of December 30, 2001, $50 million was outstanding
under the Loan Agreement, which was repaid in January 2002.

As of December 30, 2001, we had approximately $18 million 
in lines of credit available to our foreign subsidiaries under other
financing agreements, of which approximately $13 million is 
outstanding.

Dresden Term Loans and Dresden Guarantee

AMD Saxony, an indirect wholly owned German subsidiary of
AMD, continues to facilitize Dresden Fab 30, which began pro-
duction in the second quarter of 2000. AMD, the Federal Repub-
lic of Germany, the State of Saxony, and a consortium of banks are
providing credit support for the project. We currently estimate
construction and facilitization costs of Dresden Fab 30 will be
$2.5 billion when fully equipped by the end of 2003. As of Decem-
ber 30, 2001, we had invested $1.8 billion. In March 1997, AMD
Saxony entered into a loan agreement and other related agree-
ments (the Dresden Loan Agreements) with a consortium of
banks led by Dresdner Bank AG in order to finance the project.
Because most of the amounts under the Dresden Loan Agree-
ments are denominated in deutsche marks, the dollar amounts
set forth below are subject to change based on applicable con-
version rates.We used the exchange rate as of December 30, 2001,
which was approximately 2.17 deutsche marks to one U.S. dollar,
to value the amounts denominated in deutsche marks.The Dres-
den Loan Agreements provide for the funding of the construction
and facilitization of Dresden Fab 30.The funding consists of:
■ equity, subordinated loans and loan guarantees from AMD;
■ loans from a consortium of banks; and
■ grants, subsidies and loan guarantees from the Federal Repub-

lic of Germany and the State of Saxony.
The Dresden Loan Agreements require that we partially fund

Dresden Fab 30 project costs in the form of subordinated loans
to, or equity investments in, AMD Saxony. In accordance with the
terms of the Dresden Loan Agreements, we have invested $334
million as of December 30, 2001 in the form of subordinated
loans to and equity investments in AMD Saxony, which are elimi-
nated in our consolidated financial statements. In addition to sup-
port from AMD, the consortium of banks referred to above has
made available $692 million in loans to AMD Saxony to help fund
Dresden Fab 30 project costs. AMD Saxony had $602 million of
such loans outstanding as of December 30, 2001, which are
included in our consolidated balance sheets.

Finally, the Federal Republic of Germany and the State of Sax-
ony are supporting the Dresden Fab 30 project, in accordance
with the Dresden Loan Agreements, in the form of:
■ guarantees of the lesser of 65 percent of AMD Saxony bank

debt or $692 million;
■ capital investment grants and allowances totaling $286 million;

and
■ interest subsidies totaling $142 million.

Of these amounts, AMD Saxony had received $284 million in cap-
ital investment grants and allowances and $64 million in interest
subsidies through December 30, 2001, which are included in our
consolidated financial statements. The grants and subsidies are 
subject to conditions, including meeting specified levels of
employment by December 2001 and maintaining those levels until
June 2007. Noncompliance with the conditions of the grants and
subsidies could result in the forfeiture of all or a portion of the
future amounts to be received, as well as the repayment of all 
or a portion of amounts received to date. As of December 30,
2001, we were in compliance with all of the conditions of the
grants and subsidies.

In February 2001, the Dresden Loan Agreements were
amended to reflect new capacity and increased capital expendi-
ture plans for Dresden Fab 30. Under the February 2001 amend-
ments, we agreed to increase and extend our guaranty of AMD
Saxony’s obligations and to make available to AMD Saxony revolv-
ing loans of up to $500 million. We expanded our obligation to
reimburse AMD Saxony for the cost of producing wafers for us,
and we also agreed to cancel the cost overrun facility made avail-
able by the banks. Under the February 2001 amendments, we
were released from financial covenants limiting capital expendi-
tures and requiring AMD Saxony to achieve capacity and produc-
tion cost targets by the end of 2001. As of December 30, 2001,
$59 million of revolving loans were outstanding. The revolving
loan amounts are denominated in European Union euros and are,
therefore, subject to change due to foreign exchange rate fluctu-
ations. We used the December 30, 2001 exchange rate of 1.11
euros to one U.S. dollar to translate the amount of the revolving
loans. Because the loans are due to be repaid by our subsidiary,

Commercial Commitments at December 30, 2001 were:

Amount of commitment expiration per period

Total amounts
(In Thousands) committed Less than 1 year 1–3 years 4–5 years Over 5 years

Dresden guarantee $277,000 $ — $ — $ — $277,000

FASL guarantee 192,000 — — — 192,000

Fujitsu guarantee 125,000 $ — $125,000 — —

Total commercial commitments $594,000 $ — $125,000 $ — $469,000
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AMD Saxony, the related receivable is not recorded on our con-
solidated financial statements.

The Dresden Loan Agreements, as amended, also require 
that we:
■ provide interim funding to AMD Saxony if either the remain-

ing capital investment allowances or the remaining interest
subsidies are delayed, such funding to be repaid to AMD as
AMD Saxony receives the grants or subsidies from the State
of Saxony;

■ fund shortfalls in government subsidies resulting from any
default under the subsidy agreements caused by AMD Saxony
or its affiliates; and

■ guarantee up to 35 percent of AMD Saxony’s obligations
under the Dresden Loan Agreements, which guarantee must
not be less than $100 million or more than $277 million, until
the bank loans are repaid in full.

AMD Saxony would be in default under the Dresden Loan Agree-
ments if we, AMD Saxony or AMD Saxony Holding GmbH (AMD
Holding), the parent company of AMD Saxony and a wholly
owned subsidiary of AMD, fail to comply with certain obligations
thereunder or upon the occurrence of certain events including:
■ material variances from the approved plans and specifications;
■ our failure to fund equity contributions or shareholder loans

or otherwise comply with our obligations relating to the
Dresden Loan Agreements;

■ the sale of shares in AMD Saxony or AMD Holding;
■ the failure to pay material obligations;
■ the occurrence of a material adverse change or filings or pro-

ceedings in bankruptcy or insolvency with respect to us, AMD
Saxony or AMD Holding; and

■ the occurrence of default under the Loan Agreement.

Generally, any default with respect to borrowings made or guar-
anteed by AMD that results in recourse to us of more than $2.5
million and is not cured by us, would result in a cross-default
under the Dresden Loan Agreements and the Loan Agreement.
As of December 30, 2001, we were in compliance with all condi-
tions of the Dresden Loan Agreements.

In the event we are unable to meet our obligations to AMD
Saxony as required under the Dresden Loan Agreements, we will
be in default under the Dresden Loan Agreements and the Loan
Agreement, which would permit acceleration of certain indebt-
edness, which would have a material adverse effect on us.We can-
not assure that we will be able to obtain the funds necessary to
fulfill these obligations. Any such failure would have a material
adverse effect on us.

Commercial Mortgage

As of December 30, 2001, we had a $1.2 million commercial
mortgage outstanding relating to one of our research facilities.
The mortgage balance will be repaid through 2007.

Capital Lease Obligations

As of December 30, 2001, we had capital lease obligations of
approximately $36 million. Obligations under these lease agree-
ments are collateralized by the assets leased and are payable
through 2005.

Operating Leases and Purchase Commitments

We lease certain of our facilities, including our executive offices
in Sunnyvale, California, under agreements which expire at vari-

ous dates through 2018. We lease certain of our manufacturing
and office equipment for terms ranging from one to five years.
Total future lease obligations as of December 30, 2001 were
approximately $457 million.

We enter into purchase commitments for manufacturing sup-
plies and services.Total purchase commitments as of December
30,2001 were approximately $55 million for periods through 2009.

FASL Facilities and Guarantees

FASL, a joint venture formed by AMD and Fujitsu Limited in 1993,
operates advanced integrated circuit manufacturing facilities in
Aizu-Wakamatsu, Japan, to produce Flash memory devices. FASL
is continuing the facilitization of its second and third Flash mem-
ory device wafer fabrication facilities, FASL JV2 and FASL JV3.
We expect FASL JV2 and FASL JV3, including equipment, to cost
approximately $2.4 billion when fully equipped. As of December
30, 2001, approximately $1.5 billion of these costs had been
funded by cash generated from FASL operations.These costs are
incurred in Japanese yen and are, therefore, subject to change due
to foreign exchange rate fluctuations. On December 30, 2001, the
exchange rate was 128.02 yen to one U.S. dollar, the rate we used
to translate the amounts denominated in yen into U.S. dollars.

In 2000, FASL further expanded its production capacity
through a foundry arrangement with Fujitsu Microelectronics, Inc.
(FMI), a wholly owned subsidiary of Fujitsu Limited. In connection
with FMI equipping its wafer fabrication facility in Gresham, Ore-
gon (the Gresham Facility) to produce flash memory devices for
sale to FASL,we agreed to guarantee the repayment of up to $125
million of Fujitsu’s obligations as a co-signer with FMI under its
global multicurrency revolving credit facility (the Credit Facility)
with a third-party bank (the Guarantee). On November 30, 2001,
Fujitsu announced that it was closing the Gresham Facility, due to
the downturn of the flash memory market.To date, we have not
received notice from Fujitsu that FMI has defaulted on any pay-
ments due under the Credit Facility. Furthermore, subsequent to
year end,we were informed that amounts borrowed by FMI under
the Credit Facility do not become due until the end of March
2002.Accordingly, under the terms of the Guarantee, we are not
at this time, and were not at December 30, 2001, obligated to
make any payments to Fujitsu. However, subsequent to year end,
Fujitsu requested that we pay the entire $125 million under the
Guarantee.Although we disagree with Fujitsu as to the amount, if
any, of our obligations under the Guarantee, Fujitsu has indicated
its belief that we are obligated to pay the full $125 million.

A significant portion of FASL capital expenditures in 2002 will
continue to be funded by cash generated from FASL operations.
In addition, both Fujitsu and AMD made capital contributions of
15 billion yen ($122 million) each to FASL during the second 
quarter of 2001. Further, to the extent that additional funds are
required for the full facilitization of FASL JV2 and FASL JV3, AMD
will be required to contribute cash or guarantee third-party loans
in proportion to our 49.992 percent interest in FASL, up to 25
billion yen ($192 million). As of December 30, 2001, we had $148
million in loan guarantees outstanding with respect to these
third-party loans.

UMC

On January 31, 2002, we announced an alliance with United
Microelectronics Corporation (UMC) under which UMC and
AMD will establish a joint venture to own and operate a state-of-
the-art, 300-mm wafer fabrication facility in Singapore for high-
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Notes Payable to Banks

We entered into a Loan and Security Agreement (the Loan Agree-
ment) with a consortium of banks led by a domestic financial
institution on July 13, 1999. The Loan Agreement provides for a
four-year secured revolving line of credit of up to $200 million.
We can borrow, subject to amounts that may be set aside by the
lenders, up to 85 percent of our eligible accounts receivable from
Original Equipment Manufacturers (OEMs) and 50 percent of our
eligible accounts receivable from distributors. We must comply
with certain financial covenants if the level of domestic cash we
hold declines to $200 million or the amount of borrowings under
the Loan Agreement rises to 50 percent of available credit. Under
these circumstances the Loan Agreement restricts our ability to
pay cash dividends on our common stock. Our obligations under
the Loan Agreement are secured by a pledge of all of our
accounts receivable, inventory, general intangibles and the related
proceeds. As of December 30, 2001, $50 million was outstanding
under the Loan Agreement, which was repaid in January 2002.

As of December 30, 2001, we had approximately $18 million 
in lines of credit available to our foreign subsidiaries under other
financing agreements, of which approximately $13 million is 
outstanding.

Dresden Term Loans and Dresden Guarantee

AMD Saxony, an indirect wholly owned German subsidiary of
AMD, continues to facilitize Dresden Fab 30, which began pro-
duction in the second quarter of 2000. AMD, the Federal Repub-
lic of Germany, the State of Saxony, and a consortium of banks are
providing credit support for the project. We currently estimate
construction and facilitization costs of Dresden Fab 30 will be
$2.5 billion when fully equipped by the end of 2003. As of Decem-
ber 30, 2001, we had invested $1.8 billion. In March 1997, AMD
Saxony entered into a loan agreement and other related agree-
ments (the Dresden Loan Agreements) with a consortium of
banks led by Dresdner Bank AG in order to finance the project.
Because most of the amounts under the Dresden Loan Agree-
ments are denominated in deutsche marks, the dollar amounts
set forth below are subject to change based on applicable con-
version rates.We used the exchange rate as of December 30, 2001,
which was approximately 2.17 deutsche marks to one U.S. dollar,
to value the amounts denominated in deutsche marks.The Dres-
den Loan Agreements provide for the funding of the construction
and facilitization of Dresden Fab 30.The funding consists of:
■ equity, subordinated loans and loan guarantees from AMD;
■ loans from a consortium of banks; and
■ grants, subsidies and loan guarantees from the Federal Repub-

lic of Germany and the State of Saxony.
The Dresden Loan Agreements require that we partially fund

Dresden Fab 30 project costs in the form of subordinated loans
to, or equity investments in, AMD Saxony. In accordance with the
terms of the Dresden Loan Agreements, we have invested $334
million as of December 30, 2001 in the form of subordinated
loans to and equity investments in AMD Saxony, which are elimi-
nated in our consolidated financial statements. In addition to sup-
port from AMD, the consortium of banks referred to above has
made available $692 million in loans to AMD Saxony to help fund
Dresden Fab 30 project costs. AMD Saxony had $602 million of
such loans outstanding as of December 30, 2001, which are
included in our consolidated balance sheets.

Finally, the Federal Republic of Germany and the State of Sax-
ony are supporting the Dresden Fab 30 project, in accordance
with the Dresden Loan Agreements, in the form of:
■ guarantees of the lesser of 65 percent of AMD Saxony bank

debt or $692 million;
■ capital investment grants and allowances totaling $286 million;

and
■ interest subsidies totaling $142 million.

Of these amounts, AMD Saxony had received $284 million in cap-
ital investment grants and allowances and $64 million in interest
subsidies through December 30, 2001, which are included in our
consolidated financial statements. The grants and subsidies are 
subject to conditions, including meeting specified levels of
employment by December 2001 and maintaining those levels until
June 2007. Noncompliance with the conditions of the grants and
subsidies could result in the forfeiture of all or a portion of the
future amounts to be received, as well as the repayment of all 
or a portion of amounts received to date. As of December 30,
2001, we were in compliance with all of the conditions of the
grants and subsidies.

In February 2001, the Dresden Loan Agreements were
amended to reflect new capacity and increased capital expendi-
ture plans for Dresden Fab 30. Under the February 2001 amend-
ments, we agreed to increase and extend our guaranty of AMD
Saxony’s obligations and to make available to AMD Saxony revolv-
ing loans of up to $500 million. We expanded our obligation to
reimburse AMD Saxony for the cost of producing wafers for us,
and we also agreed to cancel the cost overrun facility made avail-
able by the banks. Under the February 2001 amendments, we
were released from financial covenants limiting capital expendi-
tures and requiring AMD Saxony to achieve capacity and produc-
tion cost targets by the end of 2001. As of December 30, 2001,
$59 million of revolving loans were outstanding. The revolving
loan amounts are denominated in European Union euros and are,
therefore, subject to change due to foreign exchange rate fluctu-
ations. We used the December 30, 2001 exchange rate of 1.11
euros to one U.S. dollar to translate the amount of the revolving
loans. Because the loans are due to be repaid by our subsidiary,

Commercial Commitments at December 30, 2001 were:

Amount of commitment expiration per period

Total amounts
(In Thousands) committed Less than 1 year 1–3 years 4–5 years Over 5 years

Dresden guarantee $277,000 $ — $ — $ — $277,000

FASL guarantee 192,000 — — — 192,000

Fujitsu guarantee 125,000 $ — $125,000 — —

Total commercial commitments $594,000 $ — $125,000 $ — $469,000
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2001 2000

(Thousands) 2002 2003 2004 2005 2006 Thereafter Total Fair value Fair Value

Investment Portfolio
Cash equivalents:

Fixed rate amounts $125,334 $ — $ — $ — $ — $ — $125,334 $126,379 $ 202,010
Weighted-average rate 2.70% — — — — —

Variable rate amounts $152,122 — — — — — $152,122 $152,140 $ 78,300
Weighted-average rate 2.09% — — — — —

Short-term investments:
Fixed rate amounts $427,183 — — — — — $427,183 $426,359 $ 477,118

Weighted-average rate 4.17% — — — — —
Variable rate amounts $ 16,350 — — — — — $ 16,350 $ 16,350 $ 224,590

Weighted-average rate 2.86% — — — — —
Long-term investments:

Equity investments — $ — — — — — $ 11,571 $ 19,342 $ 26,856
Fixed rate amounts — $ 13,323 — — — — $ 13,323 $ 13,323 $ 2,103 

Weighted-average rate — 2.40% — — — —
Total Investment Portfolio $720,989 $ 13,323 $ — $ — $ — $ — $745,883 $753,893 $1,010,977

Debt Obligations
Debt—fixed rate

amounts $187,024 $197,423 $145,544 $72,905 $270 $ 70 $603,236 $571,679 $ 853,288
Weighted-average rate 4.83% 5.23% 5.74% 6.49% 9.88% 9.88%

Notes payable to banks $ 63,362 $ — $ — $ — $ — $ — $ 63,362 $ 63,362 $ —
Weighted-average rate 5.23% — — — — —

Capital leases $ 10,779 $ 10,499 $8,765 $ 2,426 $ — $ — $ 32,469 $ 31,550 $ 15,874
Weighted-average rate 7.48% 7.38% 6.90% 6.75% — —

Total Debt Obligations $261,165 $207,922 $154,309 $75,331 $270 $ 70 $699,067 $666,591 $ 869,162

Foreign Exchange Risk. We use foreign currency forward and
option contracts to reduce our exposure to currency fluctuations
on our foreign currency exposures in our foreign sales sub-
sidiaries, on liabilities for products purchased from FASL and
AMD Saxony, and for foreign currency denominated fixed asset
purchase commitments. The objective of these contracts is to
minimize the impact of foreign currency exchange rate move-
ments on our operating results and on the cost of capital asset
acquisition. Our accounting policy for these instruments is based
on our designation of such instruments as hedges of underlying
exposure to variability in cash flows. We do not use derivative
financial instruments for speculative or trading purposes.

We had an aggregate of $507 million (notional amount) of
short-term foreign currency forward contracts and option con-

tracts denominated in Japanese yen, European Union euro and
Singapore dollar outstanding as of December 30, 2001.

Gains and losses related to the foreign currency forward and
option contracts for the year ended December 30, 2001 were
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.
We cannot give any assurance that these strategies will be effec-
tive or that transaction losses can be minimized or forecasted
accurately.

The table below provides information about our foreign cur-
rency forward and option contracts as of December 30, 2001 and
December 31, 2000. All of our foreign currency forward con-
tracts and option contracts mature within the next 12 months.

2001 2000

Notional Average Estimated Notional Average Estimated 
(Thousands except contract rates) amount contract rate fair value amount contract rate fair value

Foreign currency forward contracts:
Japanese yen $105,895 122.76 $(4,066) $ 54,915 110.22 $ (781)
British pound — — — 5,103 1.45 (16)
European Union euro 195,907 0.89 1,778 134,867 0.88 (1,602)
Singapore dollar 19,854 1.81 171 5,573 1.70 7
Thai baht — — — 6,712 39.52 (619)

Foreign currency option contracts:
Japanese yen 86,400 125.00 (1,375) — — —
European Union euro 99,076 0.92 93 — — —

$ 507,132 $(3,399) $207,170 $(3,011)
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volume production of PC processors and other logic products.
As part of the alliance, we and UMC will collaborate in the devel-
opment of advanced process technologies for semiconductor
logic products. We separately announced a foundry agreement
under which UMC will produce PC processors to augment Dres-
den Fab 30 production capacity for devices produced on 130-
nanometer and smaller-geometry technology.

Other Financing Activities

On January 29, 2002, we closed a private offering of $500 million
aggregate principal amount of our 43⁄4% Convertible Senior
Debentures due 2022 issued pursuant to Rule 144A and Regula-
tion S.The Debentures bear interest at a rate of 43⁄4% per annum.
The interest rate will be reset on each of August 1, 2008, August
1, 2011 and August 1, 2016 to a rate per annum equal to the inter-
est rate payable 120 days prior to such date on 5-year U.S.Treas-
ury Notes, plus 43 basis points.The reset rate will not be less than
43⁄4% and will not exceed 63⁄4%. The Debentures will be convert-
ible into our common stock initially at a conversion price of
$23.38 per share. At the initial conversion price, each $1,000
principal amount of the Debentures will be convertible into
approximately 43 shares of our common stock. We intend to use
the net proceeds generated from the offering for capital expen-
ditures, working capital, and general corporate purposes.

On August 1, 2001, we redeemed for cash the remaining $43
million of our outstanding Senior Secured Notes.

On May 21, 2001, we called for redemption of the then out-
standing $517.1 million 6% Convertible Subordinated Notes due
2005, which resulted in the conversion of $509.6 million of such
Notes, into approximately 28 million shares of our common
stock, net of unamortized debt issuance cost of $7.3 million.The
remaining $0.2 million was paid in cash to investors.

On January 29, 2001, we announced that our Board of Direc-
tors had authorized a program to repurchase up to $300 million
worth of our common stock over a period of time to be deter-
mined by management. These repurchases may be made in the
open market or in privately negotiated transactions from time to
time in compliance with the SEC’s Rule 10b-18, subject to market
conditions, applicable legal requirements and other factors. This
program does not obligate us to acquire any particular amount of
our common stock and the program may be suspended at any
time at our discretion. As of December 30, 2001, we had acquired
approximately 6.3 million shares of our common stock at an
aggregate cost of $77 million. Shares repurchased under this pro-
gram will be used in connection with our stock option plans.

We plan to make capital investments of approximately $850
million during 2002, including amounts related to the continued
facilitization of Dresden Fab 30.We believe that cash flows from
operations and current cash balances, together with available
external financing and the extension of existing facilities, will be
sufficient to fund operations and capital investments for at least
the next 12 months.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In July 2001, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 141 “Business
Combinations” (SFAS 141) and Statement of Financial Accounting
Standards No. 142 “Goodwill and Other Intangible Assets” (SFAS
142). SFAS 141 requires all business combinations initiated after
June 30, 2001 to be accounted for using the purchase method.
Under SFAS 142, goodwill and intangible assets with indefinite

lives are no longer amortized but are reviewed annually (or more
frequently if impairment indicators arise) for impairment. Separa-
ble intangible assets that are not deemed to have indefinite lives
will continue to be amortized over their useful lives (but with no
maximum life).The amortization provisions of SFAS 142 apply to
goodwill and intangible assets acquired after June 30, 2001.With
respect to goodwill and intangible assets acquired prior to July 1,
2001, the amortization and impairment provisions of SFAS 142
are effective upon the adoption of SFAS 142.We are required to
adopt SFAS 141 and SFAS 142 at the beginning of 2002. Presently
these accounting standards would not have a material effect on
our consolidated financial statements as we do not have material
amounts of intangibles or any goodwill.

In August 2001, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standards No. 144,
“Accounting for the Impairment or Disposal of Long-Lived
Assets” (SFAS 144), which supersedes both Statement of Finan-
cial Accounting Standards No. 121, “Accounting for the Impair-
ment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of” (SFAS 121) and the accounting and reporting 
provisions of APB Opinion No. 30, “Reporting the Results of
Operations—Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring
Events and Transactions” (Opinion 30), for the disposal of a seg-
ment of a business (as previously defined in that Opinion). SFAS
144 retains the fundamental provisions of SFAS 121 for recogniz-
ing and measuring impairment losses on long-lived assets to be
“held and used.” In addition, the Statement provides more guid-
ance on estimating cash flows when performing a recoverability
test, requires that a long-lived asset or group of assets to be dis-
posed of other than by sale be classified as “held-and-used” until
they are disposed of, and establishes more restrictive criteria to
classify an asset or group of assets as “held for sale.” SFAS144 also
retains the basic provisions of Opinion 30 on how to present dis-
continued operations in the income statement but broadens that
presentation to include a component of an entity (rather than a
segment of a business).We will adopt SFAS 144 at the beginning
of 2002.We do not believe the adoption of SFAS 144 will have a
material impact on our operating results or financial position.

QUANTITATIVE AND QUALITATIVE DISCLOSURE
ABOUT MARKET RISK

Interest Rate Risk. Our exposure to market risk for changes in
interest rates relates primarily to our investment portfolio and
short-term debt obligations. We mitigate default risk by investing
in only the highest credit quality securities and by constantly posi-
tioning our portfolio to respond appropriately to a significant
reduction in a credit rating of any investment issuer or guarantor.
The portfolio includes only marketable securities with active sec-
ondary or resale markets to ensure portfolio liquidity. As stated
in our investment policy, we are averse to principal loss and
ensure the safety and preservation of our invested funds by lim-
iting default risk and market risk.

We use proceeds from debt obligations primarily to support
general corporate purposes, including capital expenditures and
working capital needs.

The following table presents the cost basis, fair value and
related weighted-average interest rates by year of maturity for
our investment portfolio and debt obligations as of December 30,
2001 and comparable fair values as of December 31, 2000:
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2001 2000

(Thousands) 2002 2003 2004 2005 2006 Thereafter Total Fair value Fair Value

Investment Portfolio
Cash equivalents:

Fixed rate amounts $125,334 $ — $ — $ — $ — $ — $125,334 $126,379 $ 202,010
Weighted-average rate 2.70% — — — — —

Variable rate amounts $152,122 — — — — — $152,122 $152,140 $ 78,300
Weighted-average rate 2.09% — — — — —

Short-term investments:
Fixed rate amounts $427,183 — — — — — $427,183 $426,359 $ 477,118

Weighted-average rate 4.17% — — — — —
Variable rate amounts $ 16,350 — — — — — $ 16,350 $ 16,350 $ 224,590

Weighted-average rate 2.86% — — — — —
Long-term investments:

Equity investments — $ — — — — — $ 11,571 $ 19,342 $ 26,856
Fixed rate amounts — $ 13,323 — — — — $ 13,323 $ 13,323 $ 2,103 

Weighted-average rate — 2.40% — — — —
Total Investment Portfolio $720,989 $ 13,323 $ — $ — $ — $ — $745,883 $753,893 $1,010,977

Debt Obligations
Debt—fixed rate

amounts $187,024 $197,423 $145,544 $72,905 $270 $ 70 $603,236 $571,679 $ 853,288
Weighted-average rate 4.83% 5.23% 5.74% 6.49% 9.88% 9.88%

Notes payable to banks $ 63,362 $ — $ — $ — $ — $ — $ 63,362 $ 63,362 $ —
Weighted-average rate 5.23% — — — — —

Capital leases $ 10,779 $ 10,499 $8,765 $ 2,426 $ — $ — $ 32,469 $ 31,550 $ 15,874
Weighted-average rate 7.48% 7.38% 6.90% 6.75% — —

Total Debt Obligations $261,165 $207,922 $154,309 $75,331 $270 $ 70 $699,067 $666,591 $ 869,162

Foreign Exchange Risk. We use foreign currency forward and
option contracts to reduce our exposure to currency fluctuations
on our foreign currency exposures in our foreign sales sub-
sidiaries, on liabilities for products purchased from FASL and
AMD Saxony, and for foreign currency denominated fixed asset
purchase commitments. The objective of these contracts is to
minimize the impact of foreign currency exchange rate move-
ments on our operating results and on the cost of capital asset
acquisition. Our accounting policy for these instruments is based
on our designation of such instruments as hedges of underlying
exposure to variability in cash flows. We do not use derivative
financial instruments for speculative or trading purposes.

We had an aggregate of $507 million (notional amount) of
short-term foreign currency forward contracts and option con-

tracts denominated in Japanese yen, European Union euro and
Singapore dollar outstanding as of December 30, 2001.

Gains and losses related to the foreign currency forward and
option contracts for the year ended December 30, 2001 were
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.
We cannot give any assurance that these strategies will be effec-
tive or that transaction losses can be minimized or forecasted
accurately.

The table below provides information about our foreign cur-
rency forward and option contracts as of December 30, 2001 and
December 31, 2000. All of our foreign currency forward con-
tracts and option contracts mature within the next 12 months.

2001 2000

Notional Average Estimated Notional Average Estimated 
(Thousands except contract rates) amount contract rate fair value amount contract rate fair value

Foreign currency forward contracts:
Japanese yen $105,895 122.76 $(4,066) $ 54,915 110.22 $ (781)
British pound — — — 5,103 1.45 (16)
European Union euro 195,907 0.89 1,778 134,867 0.88 (1,602)
Singapore dollar 19,854 1.81 171 5,573 1.70 7
Thai baht — — — 6,712 39.52 (619)

Foreign currency option contracts:
Japanese yen 86,400 125.00 (1,375) — — —
European Union euro 99,076 0.92 93 — — —

$ 507,132 $(3,399) $207,170 $(3,011)
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volume production of PC processors and other logic products.
As part of the alliance, we and UMC will collaborate in the devel-
opment of advanced process technologies for semiconductor
logic products. We separately announced a foundry agreement
under which UMC will produce PC processors to augment Dres-
den Fab 30 production capacity for devices produced on 130-
nanometer and smaller-geometry technology.

Other Financing Activities

On January 29, 2002, we closed a private offering of $500 million
aggregate principal amount of our 43⁄4% Convertible Senior
Debentures due 2022 issued pursuant to Rule 144A and Regula-
tion S.The Debentures bear interest at a rate of 43⁄4% per annum.
The interest rate will be reset on each of August 1, 2008, August
1, 2011 and August 1, 2016 to a rate per annum equal to the inter-
est rate payable 120 days prior to such date on 5-year U.S.Treas-
ury Notes, plus 43 basis points.The reset rate will not be less than
43⁄4% and will not exceed 63⁄4%. The Debentures will be convert-
ible into our common stock initially at a conversion price of
$23.38 per share. At the initial conversion price, each $1,000
principal amount of the Debentures will be convertible into
approximately 43 shares of our common stock. We intend to use
the net proceeds generated from the offering for capital expen-
ditures, working capital, and general corporate purposes.

On August 1, 2001, we redeemed for cash the remaining $43
million of our outstanding Senior Secured Notes.

On May 21, 2001, we called for redemption of the then out-
standing $517.1 million 6% Convertible Subordinated Notes due
2005, which resulted in the conversion of $509.6 million of such
Notes, into approximately 28 million shares of our common
stock, net of unamortized debt issuance cost of $7.3 million.The
remaining $0.2 million was paid in cash to investors.

On January 29, 2001, we announced that our Board of Direc-
tors had authorized a program to repurchase up to $300 million
worth of our common stock over a period of time to be deter-
mined by management. These repurchases may be made in the
open market or in privately negotiated transactions from time to
time in compliance with the SEC’s Rule 10b-18, subject to market
conditions, applicable legal requirements and other factors. This
program does not obligate us to acquire any particular amount of
our common stock and the program may be suspended at any
time at our discretion. As of December 30, 2001, we had acquired
approximately 6.3 million shares of our common stock at an
aggregate cost of $77 million. Shares repurchased under this pro-
gram will be used in connection with our stock option plans.

We plan to make capital investments of approximately $850
million during 2002, including amounts related to the continued
facilitization of Dresden Fab 30.We believe that cash flows from
operations and current cash balances, together with available
external financing and the extension of existing facilities, will be
sufficient to fund operations and capital investments for at least
the next 12 months.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In July 2001, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 141 “Business
Combinations” (SFAS 141) and Statement of Financial Accounting
Standards No. 142 “Goodwill and Other Intangible Assets” (SFAS
142). SFAS 141 requires all business combinations initiated after
June 30, 2001 to be accounted for using the purchase method.
Under SFAS 142, goodwill and intangible assets with indefinite

lives are no longer amortized but are reviewed annually (or more
frequently if impairment indicators arise) for impairment. Separa-
ble intangible assets that are not deemed to have indefinite lives
will continue to be amortized over their useful lives (but with no
maximum life).The amortization provisions of SFAS 142 apply to
goodwill and intangible assets acquired after June 30, 2001.With
respect to goodwill and intangible assets acquired prior to July 1,
2001, the amortization and impairment provisions of SFAS 142
are effective upon the adoption of SFAS 142.We are required to
adopt SFAS 141 and SFAS 142 at the beginning of 2002. Presently
these accounting standards would not have a material effect on
our consolidated financial statements as we do not have material
amounts of intangibles or any goodwill.

In August 2001, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standards No. 144,
“Accounting for the Impairment or Disposal of Long-Lived
Assets” (SFAS 144), which supersedes both Statement of Finan-
cial Accounting Standards No. 121, “Accounting for the Impair-
ment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of” (SFAS 121) and the accounting and reporting 
provisions of APB Opinion No. 30, “Reporting the Results of
Operations—Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring
Events and Transactions” (Opinion 30), for the disposal of a seg-
ment of a business (as previously defined in that Opinion). SFAS
144 retains the fundamental provisions of SFAS 121 for recogniz-
ing and measuring impairment losses on long-lived assets to be
“held and used.” In addition, the Statement provides more guid-
ance on estimating cash flows when performing a recoverability
test, requires that a long-lived asset or group of assets to be dis-
posed of other than by sale be classified as “held-and-used” until
they are disposed of, and establishes more restrictive criteria to
classify an asset or group of assets as “held for sale.” SFAS144 also
retains the basic provisions of Opinion 30 on how to present dis-
continued operations in the income statement but broadens that
presentation to include a component of an entity (rather than a
segment of a business).We will adopt SFAS 144 at the beginning
of 2002.We do not believe the adoption of SFAS 144 will have a
material impact on our operating results or financial position.

QUANTITATIVE AND QUALITATIVE DISCLOSURE
ABOUT MARKET RISK

Interest Rate Risk. Our exposure to market risk for changes in
interest rates relates primarily to our investment portfolio and
short-term debt obligations. We mitigate default risk by investing
in only the highest credit quality securities and by constantly posi-
tioning our portfolio to respond appropriately to a significant
reduction in a credit rating of any investment issuer or guarantor.
The portfolio includes only marketable securities with active sec-
ondary or resale markets to ensure portfolio liquidity. As stated
in our investment policy, we are averse to principal loss and
ensure the safety and preservation of our invested funds by lim-
iting default risk and market risk.

We use proceeds from debt obligations primarily to support
general corporate purposes, including capital expenditures and
working capital needs.

The following table presents the cost basis, fair value and
related weighted-average interest rates by year of maturity for
our investment portfolio and debt obligations as of December 30,
2001 and comparable fair values as of December 31, 2000:



processors. Our ability to compete with Intel in the market for
seventh-generation and eighth-generation microprocessors will
depend on our ability to ensure that the microprocessors can be
used in PC platforms designed to support our microprocessors
or that platforms are available that support both Intel processors
and our microprocessors. A failure of the designers and produc-
ers of motherboards, chipsets, processor modules and other sys-
tem components to support our microprocessor offerings would
have a material adverse effect on us.

The Cyclical Nature of the Semiconductor Industry May
Limit Our Ability to Maintain or Increase Revenue and Profit
Levels During Industry Downturns. The semiconductor indus-
try is highly cyclical, to a greater extent than other less dynamic
or less technology-driven industries. In the past, including during
2001 and currently, our financial performance has been negatively
affected by significant downturns in the semiconductor industry
as a result of:
■ the cyclical nature of the demand for the products of semi-

conductor customers;
■ excess inventory levels by customers;
■ excess production capacity; and
■ accelerated declines in average selling prices.

If current conditions do not improve in the near term or if these
or other conditions in the semiconductor industry occur in the
future, we will be adversely affected.

Our Business Is Subject to Fluctuations in the Personal Com-
puter Market. Our business is closely tied to the personal com-
puter industry. Industry-wide fluctuations in the PC marketplace
have materially adversely affected us, including the industry down-
turn experienced during 2001 and currently, and may materially
adversely affect us in the future.

Worldwide Economic and Political Conditions May Affect
Demand for Our Products. The economic slowdown in the
United States and worldwide, exacerbated by the occurrence and
threat of terrorist attacks and consequences of sustained military
action, has adversely affected demand for our microprocessors,
Flash memory devices and other integrated circuits. Similarly, a
continued decline of the worldwide semiconductor market or a
significant decline in economic conditions in any significant geo-
graphic area would likely decrease the overall demand for our
products, which could have a material adverse effect on us.

We Depend on Microsoft Corporation’s Support for Our
Products and Its Logo License. Our ability to innovate beyond
the x86 instruction set controlled by Intel depends on support
from Microsoft in its operating systems. If Microsoft does not
provide support in its operating systems for our x86 instruction
sets, independent software providers may forego designing their
software applications to take advantage of our innovations. In
addition, we have entered into logo license agreements with
Microsoft that allow us to label our products as “Designed for
Microsoft Windows.” If we fail to retain the support and certifi-
cation of Microsoft, our ability to market our processors could be
materially adversely affected.

We Will Have Significant Capital Requirements in 2002. We
plan to continue to make significant capital expenditures to sup-
port our microprocessor and Flash memory products both in the

near and long term, including $850 million in 2002.These capital
expenditures will be a substantial drain on our cash flow and may
also decrease our cash balances. To the extent that we cannot
generate the required capital internally or obtain such capital
externally, we could be materially adversely affected.

In March 1997, our indirect wholly owned subsidiary, AMD
Saxony, entered into a loan agreement and other related agree-
ments with a consortium of banks led by Dresdner Bank AG.
These agreements require that we partially fund Dresden Fab 30
project costs in the form of subordinated loans to, and equity
investments in, AMD Saxony. We currently estimate that the con-
struction and facilitization costs of Dresden Fab 30 will be $2.5
billion when fully equipped by the end of 2003.We had invested
$1.8 billion as of December 30, 2001. If we are unable to meet
our obligations to AMD Saxony as required under these agree-
ments, we will be in default under the loan agreement, which
would permit acceleration of indebtedness.

We expect FASL JV2 and FASL JV3, including equipment, to
cost approximately $2.4 billion when fully equipped. As of
December 30, 2001, approximately $1.5 billion of this cost had
been funded.To the extent that additional funds are required for
the full facilitization of FASL JV2 and FASL JV3, we will be required
to contribute cash or guarantee third-party loans in proportion
to our 49.992% interest in FASL. In 2000, FASL further expanded
its production capacity through a foundry arrangement with
Fujitsu Microelectronics, Inc. (FMI), a wholly owned subsidiary of
Fujitsu Limited. In connection with FMI equipping its wafer fabri-
cation facility in Gresham, Oregon (the Gresham Facility) to pro-
duce flash memory devices for sale to FASL, we agreed to
guarantee the repayment of up to $125 million of Fujitsu’s obliga-
tions as a co-signer with FMI under its global multicurrency
revolving credit facility (the Credit Facility) with a third-party bank
(the Guarantee). On November 30, 2001, Fujitsu announced that
it was closing the Gresham Facility, due to the downturn of the
flash memory market.To date, we have not received notice from
Fujitsu that FMI has defaulted on any payments due under the
Credit Facility. Furthermore, subsequent to year end, we were
informed that amounts borrowed by FMI under the Credit Facil-
ity do not become due until the end of March 2002.Accordingly,
under the terms of the Guarantee, we are not at this time, and
were not at December 30, 2001, obligated to make any payments
to Fujitsu. However, subsequent to year end, Fujitsu requested
that we pay the entire $125 million under the Guarantee.
Although we disagree with Fujitsu as to the amount, if any, of our
obligations under the Guarantee, Fujitsu has indicated its belief
that we are obligated to pay the full $125 million. If we are unable
to fulfill our obligations with respect to FASL, our business could
be materially and adversely affected.

While the FASL joint venture has been successful to date,
there can be no assurance that Fujitsu and AMD will elect to con-
tinue the joint venture in its present form or at all.

Fluctuations in Demand for Our Products Relative to the
Capacity of Our Manufacturing Facilities Could Have a
Material Adverse Effect on Us. Because we cannot quickly
adapt our manufacturing capacity to rapidly changing market con-
ditions, at times we underutilize our manufacturing facilities as a
result of reduced demand for certain of our products. We are
substantially increasing our manufacturing capacity by making sig-
nificant capital investments in Dresden Fab 30, FASL JV3 and our
test and assembly facility in Suzhou, China. If the increase in
demand for our products is not consistent with our expectations,
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We Depend Upon Market Demand for Our Flash Memory
Products. The demand for Flash memory devices continues to be
weak due to the sustained downturn in the communications and
networking equipment industries and excess inventories held by
our customers. In addition, we expect competition in the market
for Flash memory devices to increase in 2002 and beyond as
competing manufacturers introduce new products and industry-
wide production capacity increases. We may be unable to main-
tain or increase our market share in Flash memory devices as the
market develops and Intel and other competitors introduce com-
petitive products.A decline in sales of our Flash memory devices
and/or lower average selling prices could have a material adverse
effect on us.

In 2001, we announced a new memory cell architecture, our
MirrorBit™ technology that enables Flash memory products to
hold twice as much data as standard Flash memory devices.
MirrorBit technology is expected to result in reduced cost of our
products.We plan to produce our first products with MirrorBit
technology in the second half of 2002. Any delay in our transition
to MirrorBit technology, or failure to achieve the cost savings we
expect, could reduce our ability to be competitive in the market
and could have a material adverse effect on us.

We Depend on the Commercial Success of Our Micro-
processor Products. The microprocessor market is character-
ized by short product life cycles and migration to ever-higher
performance microprocessors. To compete successfully against
Intel in this market, we must transition to new process technolo-
gies at a fast pace and offer higher-performance microprocessors
in significantly greater volumes. If we fail to achieve yield and vol-
ume goals or to offer higher-performance microprocessors in sig-
nificant volume on a timely basis, we could be materially adversely
affected.

We must continue to market successfully our seventh-gener-
ation Microsoft Windows compatible microprocessors, the AMD
Athlon and AMD Duron microprocessors.To sell the volume of
AMD Athlon and AMD Duron microprocessors we currently plan
to manufacture through 2002, we must increase sales to existing
customers and develop new customers in both consumer and
commercial markets. Our production and sales plans for micro-
processors are subject to other risks and uncertainties, including:
■ our ability to achieve a successful marketing position for the

AMD Athlon XP microprocessor, which relies on market
acceptance of a metric based on overall processor perform-
ance versus processor speed;

■ our ability to maintain average selling prices of microproces-
sors despite increasingly aggressive Intel pricing strategies,
marketing programs, new product introductions and product
bundling of microprocessors, motherboards, chipsets and
combinations thereof;

■ our ability to continue offering new higher performance
microprocessors competitive with Intel’s Pentium 4 processor;

■ our ability, on a timely basis, to produce microprocessors in
the volume and with the performance and feature set
required by customers;

■ the pace at which we are able to ramp production in Dresden
Fab 30 on 0.13 micron copper interconnect process technology;

■ our ability to expand our chipset and system design capabilities;
■ the availability and acceptance of motherboards and chipsets

designed for our microprocessors; and

■ the use and market acceptance of a non-Intel processor bus,
adapted by us from Digital Equipment Corporation’s EV6 bus,
in the design of our seventh-generation and future generation
microprocessors, and the availability of chipsets from vendors
who will develop, manufacture and sell chipsets with the EV6
interface in volumes required by us.

Our ability to increase microprocessor product revenues and
benefit fully from the substantial investments we have made and
continue to make related to microprocessors depends on the
continuing success of the AMD Athlon and AMD Duron micro-
processors, our seventh-generation processors, and future gener-
ations of microprocessors, beginning with the eighth-generation
“Hammer” family of processors that we currently plan to intro-
duce at the end of 2002.

If we fail to achieve continued and expanded market accept-
ance of our seventh-generation microprocessors or if we fail to in-
troduce in a timely manner, or achieve market acceptance for, the
Hammer microprocessors,we may be materially adversely affected.

We Face Significant Competition from Intel Corporation.
Intel has dominated the market for microprocessors used in PCs
for many years. As a result, Intel has been able to control x86
microprocessor and PC system standards and dictate the type of
products the market requires of Intel’s competitors. In addition,
the financial strength of Intel allows it to market its products
aggressively, target our customers and our channel partners with
special incentives and discipline customers who do business with
us. These aggressive activities can result in lower average selling
prices for us and adversely affect our margins and profitability.
Intel also exerts substantial influence over PC manufacturers and
their channels of distribution through the “Intel Inside” brand
program and other marketing programs.As long as Intel remains
in this dominant position, we may be materially adversely affected
by its:
■ pricing and allocation strategies;
■ product mix and introduction schedules;
■ product bundling, marketing and merchandising strategies;
■ control over industry standards, PC manufacturers and other

PC industry participants, including motherboard, chipset and
basic input/output system (BIOS) suppliers; and

■ user brand loyalty.

We expect Intel to maintain its dominant position in the market-
place as well as to continue to invest heavily in research and
development, new manufacturing facilities and other technology
companies.

Intel also dominates the PC system platform. As a result, PC
OEMs are highly dependent on Intel, less innovative on their own
and, to a large extent, distributors of Intel technology.

In marketing our microprocessors to these OEMs and dealers,
we depend on companies other than Intel for the design and
manufacture of core-logic chipsets, graphics chips, motherboards,
BIOS software and other components. In recent years, many of
these third-party designers and manufacturers have lost signifi-
cant market share or exited the business. In addition, these com-
panies produce chipsets, motherboards, BIOS software and other
components to support each new generation of Intel’s micro-
processors, and Intel has significant leverage over their business
opportunities.

Our microprocessors are not designed to function with
motherboards and chipsets designed to work with Intel micro-
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processors. Our ability to compete with Intel in the market for
seventh-generation and eighth-generation microprocessors will
depend on our ability to ensure that the microprocessors can be
used in PC platforms designed to support our microprocessors
or that platforms are available that support both Intel processors
and our microprocessors. A failure of the designers and produc-
ers of motherboards, chipsets, processor modules and other sys-
tem components to support our microprocessor offerings would
have a material adverse effect on us.

The Cyclical Nature of the Semiconductor Industry May
Limit Our Ability to Maintain or Increase Revenue and Profit
Levels During Industry Downturns. The semiconductor indus-
try is highly cyclical, to a greater extent than other less dynamic
or less technology-driven industries. In the past, including during
2001 and currently, our financial performance has been negatively
affected by significant downturns in the semiconductor industry
as a result of:
■ the cyclical nature of the demand for the products of semi-

conductor customers;
■ excess inventory levels by customers;
■ excess production capacity; and
■ accelerated declines in average selling prices.

If current conditions do not improve in the near term or if these
or other conditions in the semiconductor industry occur in the
future, we will be adversely affected.

Our Business Is Subject to Fluctuations in the Personal Com-
puter Market. Our business is closely tied to the personal com-
puter industry. Industry-wide fluctuations in the PC marketplace
have materially adversely affected us, including the industry down-
turn experienced during 2001 and currently, and may materially
adversely affect us in the future.

Worldwide Economic and Political Conditions May Affect
Demand for Our Products. The economic slowdown in the
United States and worldwide, exacerbated by the occurrence and
threat of terrorist attacks and consequences of sustained military
action, has adversely affected demand for our microprocessors,
Flash memory devices and other integrated circuits. Similarly, a
continued decline of the worldwide semiconductor market or a
significant decline in economic conditions in any significant geo-
graphic area would likely decrease the overall demand for our
products, which could have a material adverse effect on us.

We Depend on Microsoft Corporation’s Support for Our
Products and Its Logo License. Our ability to innovate beyond
the x86 instruction set controlled by Intel depends on support
from Microsoft in its operating systems. If Microsoft does not
provide support in its operating systems for our x86 instruction
sets, independent software providers may forego designing their
software applications to take advantage of our innovations. In
addition, we have entered into logo license agreements with
Microsoft that allow us to label our products as “Designed for
Microsoft Windows.” If we fail to retain the support and certifi-
cation of Microsoft, our ability to market our processors could be
materially adversely affected.

We Will Have Significant Capital Requirements in 2002. We
plan to continue to make significant capital expenditures to sup-
port our microprocessor and Flash memory products both in the

near and long term, including $850 million in 2002.These capital
expenditures will be a substantial drain on our cash flow and may
also decrease our cash balances. To the extent that we cannot
generate the required capital internally or obtain such capital
externally, we could be materially adversely affected.

In March 1997, our indirect wholly owned subsidiary, AMD
Saxony, entered into a loan agreement and other related agree-
ments with a consortium of banks led by Dresdner Bank AG.
These agreements require that we partially fund Dresden Fab 30
project costs in the form of subordinated loans to, and equity
investments in, AMD Saxony. We currently estimate that the con-
struction and facilitization costs of Dresden Fab 30 will be $2.5
billion when fully equipped by the end of 2003.We had invested
$1.8 billion as of December 30, 2001. If we are unable to meet
our obligations to AMD Saxony as required under these agree-
ments, we will be in default under the loan agreement, which
would permit acceleration of indebtedness.

We expect FASL JV2 and FASL JV3, including equipment, to
cost approximately $2.4 billion when fully equipped. As of
December 30, 2001, approximately $1.5 billion of this cost had
been funded.To the extent that additional funds are required for
the full facilitization of FASL JV2 and FASL JV3, we will be required
to contribute cash or guarantee third-party loans in proportion
to our 49.992% interest in FASL. In 2000, FASL further expanded
its production capacity through a foundry arrangement with
Fujitsu Microelectronics, Inc. (FMI), a wholly owned subsidiary of
Fujitsu Limited. In connection with FMI equipping its wafer fabri-
cation facility in Gresham, Oregon (the Gresham Facility) to pro-
duce flash memory devices for sale to FASL, we agreed to
guarantee the repayment of up to $125 million of Fujitsu’s obliga-
tions as a co-signer with FMI under its global multicurrency
revolving credit facility (the Credit Facility) with a third-party bank
(the Guarantee). On November 30, 2001, Fujitsu announced that
it was closing the Gresham Facility, due to the downturn of the
flash memory market.To date, we have not received notice from
Fujitsu that FMI has defaulted on any payments due under the
Credit Facility. Furthermore, subsequent to year end, we were
informed that amounts borrowed by FMI under the Credit Facil-
ity do not become due until the end of March 2002.Accordingly,
under the terms of the Guarantee, we are not at this time, and
were not at December 30, 2001, obligated to make any payments
to Fujitsu. However, subsequent to year end, Fujitsu requested
that we pay the entire $125 million under the Guarantee.
Although we disagree with Fujitsu as to the amount, if any, of our
obligations under the Guarantee, Fujitsu has indicated its belief
that we are obligated to pay the full $125 million. If we are unable
to fulfill our obligations with respect to FASL, our business could
be materially and adversely affected.

While the FASL joint venture has been successful to date,
there can be no assurance that Fujitsu and AMD will elect to con-
tinue the joint venture in its present form or at all.

Fluctuations in Demand for Our Products Relative to the
Capacity of Our Manufacturing Facilities Could Have a
Material Adverse Effect on Us. Because we cannot quickly
adapt our manufacturing capacity to rapidly changing market con-
ditions, at times we underutilize our manufacturing facilities as a
result of reduced demand for certain of our products. We are
substantially increasing our manufacturing capacity by making sig-
nificant capital investments in Dresden Fab 30, FASL JV3 and our
test and assembly facility in Suzhou, China. If the increase in
demand for our products is not consistent with our expectations,
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We Depend Upon Market Demand for Our Flash Memory
Products. The demand for Flash memory devices continues to be
weak due to the sustained downturn in the communications and
networking equipment industries and excess inventories held by
our customers. In addition, we expect competition in the market
for Flash memory devices to increase in 2002 and beyond as
competing manufacturers introduce new products and industry-
wide production capacity increases. We may be unable to main-
tain or increase our market share in Flash memory devices as the
market develops and Intel and other competitors introduce com-
petitive products.A decline in sales of our Flash memory devices
and/or lower average selling prices could have a material adverse
effect on us.

In 2001, we announced a new memory cell architecture, our
MirrorBit™ technology that enables Flash memory products to
hold twice as much data as standard Flash memory devices.
MirrorBit technology is expected to result in reduced cost of our
products.We plan to produce our first products with MirrorBit
technology in the second half of 2002. Any delay in our transition
to MirrorBit technology, or failure to achieve the cost savings we
expect, could reduce our ability to be competitive in the market
and could have a material adverse effect on us.

We Depend on the Commercial Success of Our Micro-
processor Products. The microprocessor market is character-
ized by short product life cycles and migration to ever-higher
performance microprocessors. To compete successfully against
Intel in this market, we must transition to new process technolo-
gies at a fast pace and offer higher-performance microprocessors
in significantly greater volumes. If we fail to achieve yield and vol-
ume goals or to offer higher-performance microprocessors in sig-
nificant volume on a timely basis, we could be materially adversely
affected.

We must continue to market successfully our seventh-gener-
ation Microsoft Windows compatible microprocessors, the AMD
Athlon and AMD Duron microprocessors.To sell the volume of
AMD Athlon and AMD Duron microprocessors we currently plan
to manufacture through 2002, we must increase sales to existing
customers and develop new customers in both consumer and
commercial markets. Our production and sales plans for micro-
processors are subject to other risks and uncertainties, including:
■ our ability to achieve a successful marketing position for the

AMD Athlon XP microprocessor, which relies on market
acceptance of a metric based on overall processor perform-
ance versus processor speed;

■ our ability to maintain average selling prices of microproces-
sors despite increasingly aggressive Intel pricing strategies,
marketing programs, new product introductions and product
bundling of microprocessors, motherboards, chipsets and
combinations thereof;

■ our ability to continue offering new higher performance
microprocessors competitive with Intel’s Pentium 4 processor;

■ our ability, on a timely basis, to produce microprocessors in
the volume and with the performance and feature set
required by customers;

■ the pace at which we are able to ramp production in Dresden
Fab 30 on 0.13 micron copper interconnect process technology;

■ our ability to expand our chipset and system design capabilities;
■ the availability and acceptance of motherboards and chipsets

designed for our microprocessors; and

■ the use and market acceptance of a non-Intel processor bus,
adapted by us from Digital Equipment Corporation’s EV6 bus,
in the design of our seventh-generation and future generation
microprocessors, and the availability of chipsets from vendors
who will develop, manufacture and sell chipsets with the EV6
interface in volumes required by us.

Our ability to increase microprocessor product revenues and
benefit fully from the substantial investments we have made and
continue to make related to microprocessors depends on the
continuing success of the AMD Athlon and AMD Duron micro-
processors, our seventh-generation processors, and future gener-
ations of microprocessors, beginning with the eighth-generation
“Hammer” family of processors that we currently plan to intro-
duce at the end of 2002.

If we fail to achieve continued and expanded market accept-
ance of our seventh-generation microprocessors or if we fail to in-
troduce in a timely manner, or achieve market acceptance for, the
Hammer microprocessors,we may be materially adversely affected.

We Face Significant Competition from Intel Corporation.
Intel has dominated the market for microprocessors used in PCs
for many years. As a result, Intel has been able to control x86
microprocessor and PC system standards and dictate the type of
products the market requires of Intel’s competitors. In addition,
the financial strength of Intel allows it to market its products
aggressively, target our customers and our channel partners with
special incentives and discipline customers who do business with
us. These aggressive activities can result in lower average selling
prices for us and adversely affect our margins and profitability.
Intel also exerts substantial influence over PC manufacturers and
their channels of distribution through the “Intel Inside” brand
program and other marketing programs.As long as Intel remains
in this dominant position, we may be materially adversely affected
by its:
■ pricing and allocation strategies;
■ product mix and introduction schedules;
■ product bundling, marketing and merchandising strategies;
■ control over industry standards, PC manufacturers and other

PC industry participants, including motherboard, chipset and
basic input/output system (BIOS) suppliers; and

■ user brand loyalty.

We expect Intel to maintain its dominant position in the market-
place as well as to continue to invest heavily in research and
development, new manufacturing facilities and other technology
companies.

Intel also dominates the PC system platform. As a result, PC
OEMs are highly dependent on Intel, less innovative on their own
and, to a large extent, distributors of Intel technology.

In marketing our microprocessors to these OEMs and dealers,
we depend on companies other than Intel for the design and
manufacture of core-logic chipsets, graphics chips, motherboards,
BIOS software and other components. In recent years, many of
these third-party designers and manufacturers have lost signifi-
cant market share or exited the business. In addition, these com-
panies produce chipsets, motherboards, BIOS software and other
components to support each new generation of Intel’s micro-
processors, and Intel has significant leverage over their business
opportunities.

Our microprocessors are not designed to function with
motherboards and chipsets designed to work with Intel micro-
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The Market for Our Products Is Subject to Rapid Technolog-
ical Change. The market for our products is generally charac-
terized by rapid technological developments, evolving industry
standards, changes in customer requirements, frequent new prod-
uct introductions and enhancements, short product life cycles and
severe price competition. Our success depends substantially on
our ability, on a cost-effective and timely basis, to continue to
enhance our existing products, develop and introduce new prod-
ucts that take advantage of technological advances and meet the
demands of our customers.

We Face Intense Competition in the Integrated Circuit
Industry. The integrated circuit industry is intensely competitive.
Products compete on performance, quality, reliability, price,
adherence to industry standards, software and hardware compat-
ibility, marketing and distribution capability, brand recognition and
availability. After a product is introduced, costs and average sell-
ing prices normally decrease over time as production efficiency
improves, competitors enter the market and successive genera-
tions of products are developed and introduced for sale. Failure
to reduce our costs on existing products or to develop and intro-
duce, on a cost-effective and timely basis, new products or
enhanced versions of existing products with higher margins,
would have a material adverse effect on us.

Our Customers Can Cancel or Revise Purchase Orders With-
out Penalty. As a Result,We Must Commit Resources to the
Manufacture of Products Without Any Advance Purchase
Commitments from Customers. Sales of our products are made
primarily pursuant to purchase orders for current delivery or
agreements covering purchases over a period of time, which may
be revised or canceled without penalty. As a result, we must com-
mit resources to the manufacture of products without any
advance purchase commitments from customers. Therefore, the
failure of demand for our products to match the supply of our
products could result in the expenditure of excess costs, which
could have a material adverse effect on us.

Our Obligations Under Specific Provisions in Our Agree-
ments with Distributors Expose Us to Material Adverse
Effects When We Experience an Unexpected Significant
Decline in the Price of Our Products. Distributors typically
maintain an inventory of our products. In most instances, our
agreements with distributors protect their inventory of our prod-
ucts against price reductions, as well as products that are slow
moving or have been discontinued.These agreements, which may
be canceled by either party on a specified notice, generally allow
for the return of our products.The price protection and return
rights we offer to our distributors could materially adversely
affect us if there is an unexpected significant decline in the price
of our products.

We May Not Be Able to Adequately Protect Our Technology
or Other Intellectual Property, in the United States and
Abroad, Through Patents, Copyrights, Trade Secrets, Trade-
marks and Other Measures. We may not be able to adequately
protect our technology or other intellectual property, in the
United States and abroad, through patents, copyrights, trade
secrets, trademarks and other measures. Any patent licensed by
us or issued to us could be challenged, invalidated or circum-
vented or rights granted thereunder may not provide a competi-
tive advantage to us. Further, patent applications that we file may

not be issued. Despite our efforts to protect our rights, others
may independently develop similar products, duplicate our prod-
ucts or design around our patents and other rights. In addition,
it is difficult to cost-effectively monitor compliance with, and
enforce, our intellectual property on a worldwide basis.

From time to time, we have been notified that we may be
infringing intellectual property rights of others. If any such claims
are asserted against us, we may seek to obtain a license under the
third party’s intellectual property rights. We cannot assure you
that all necessary licenses can be obtained on satisfactory terms,
if at all. We could decide, in the alternative, to resort to litigation
to challenge such claims. Such challenges could be extremely
expensive and time-consuming and could have a material adverse
effect on us.We cannot assure you that litigation related to the
intellectual property rights of us and others will always be
avoided or successfully concluded.

Our Inability to Effectively Transition to a New Enterprise
Resource Planning Program Could Have a Material Adverse
Effect on Us. We are currently in the process of transitioning to
a new enterprise resource planning program. If we are unsuc-
cessful in transitioning to this new system in an effective and
timely manner, we could be materially adversely affected.

Failure to Comply with Applicable Environmental Regula-
tions Could Materially Adversely Affect our Business. Our
business involves the use of hazardous materials. If we fail to
comply with governmental regulations related to the use, stor-
age, handling, discharge or disposal of toxic, volatile or otherwise
hazardous chemicals used in our manufacturing process, we may
be subject to fines, suspension of production, alteration of our
manufacturing processes or cessation of our operations. Such
regulations could require us to procure expensive remediation
equipment or to incur other expenses to comply with environ-
mental regulations. Any failure to control the use of, disposal or
storage of, or adequately restrict the discharge of, hazardous sub-
stances could subject us to future liabilities and could have a
material adverse effect on us. Violations of environmental laws
may result in criminal and civil liabilities.

Terrorist Attacks, Such as the Attacks That Occurred in New
York and Washington, DC on September 11, 2001, and Other
Acts of Violence or War May Materially Adversely Affect the
Markets in Which We Operate, Our Operations and Our
Profitability. Terrorist attacks may negatively affect our operations.
These 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 and ultimately affect our sales.

Also as a result of terrorism, the United States has entered
into an armed conflict which could have a further impact on our
sales, our supply chain, and our ability to deliver products to our
customers. Political and economic instability in some regions of
the world may also result and could negatively impact our busi-
ness.The consequences of any of these armed conflicts are unpre-
dictable, and we may not be able to foresee events that could
have an adverse effect on our business.

More generally, any of these events could cause consumer
confidence and spending to decrease or result in increased
volatility in the United States and worldwide financial markets and
economy. They also could result in or exacerbate economic
recession in the United States or abroad. Any of these occur-
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we may underutilize our manufacturing facilities, and we could be
materially adversely affected.This has in the past had, and in the
future may have, a material adverse effect on our earnings.

We have also begun to convert our manufacturing facility in
Austin, Texas (Fab 25) from production of microprocessors to
production of our Flash memory devices. At this time, the most
significant risk is that we will have underutilized capacity in Fab 25
as we continue to transition the production of microprocessors
out of Fab 25 and into Dresden Fab 30 and as we convert Fab 25
to a Flash memory device production facility while demand for
flash memory products remains depressed.

There may also be situations in which our manufacturing facil-
ities are inadequate to meet the demand for certain of our prod-
ucts. Our inability to obtain sufficient manufacturing capacity to
meet demand, either in our own facilities or through foundry or
similar arrangements with others, could have a material adverse
effect on us. Further, we cannot be certain that we will be able to
implement the process technology for the conversion of Fab 25
in a timely manner. During this period of conversion, Fab 25 may
not be fully productive. Similarly, Dresden Fab 30 is expected to
be fully facilitized by the end of 2003. During this process, Dres-
den Fab 30 will not be fully productive. A substantial delay in the
successful conversion of Fab 25 or the facilitization of Dresden
Fab 30 could have a material adverse effect on us.

We Make Substantial Investments in Research and Develop-
ment of Process Technologies that May Not Be Successful.
We make substantial investments in research and development of
process technologies in an effort to improve the technologies and
equipment used to fabricate our products. For example, the suc-
cessful development and implementation of silicon on insulator
technology is critical to the Hammer family of microprocessors
currently under development.However,we cannot be certain that
we will be able to develop or obtain or successfully implement
leading-edge process technologies needed to fabricate future gen-
erations of our products.

Any Substantial Interruption of or Problems with Our Man-
ufacturing Operations Could Materially Adversely Affect Us.
Any substantial interruption of our manufacturing operations,
either as a result of a labor dispute, equipment failure or other
cause, could materially adversely affect us. Further, manufacturing
yields may be adversely affected by, among other things, errors
and interruptions in the fabrication process, defects in raw mate-
rials, implementation of new manufacturing processes, equipment
performance and process controls. A decline in manufacturing
yields may have a material adverse effect on our earnings.

Our Products May Not Be Compatible with Some or All
Industry-Standard Software and Hardware. It is possible that
our products may not be compatible with some or all industry-
standard software and hardware. Further, we may be unsuccess-
ful in correcting any such compatibility problems in a timely
manner. If our customers are unable to achieve compatibility with
software or hardware after our products are shipped in volume,
we could be materially adversely affected. In addition, the mere
announcement of an incompatibility problem relating to our
products could have a material adverse effect on us.

Costs Related to Defective Products Could Have a Material
Adverse Effect on Us. It is possible that one or more of our prod-
ucts may be found to be defective after the product has been shipped
to customers in volume. The cost of a recall, software fix, product

replacements and/or product returns may be substantial and could
have a material adverse effect on us. In addition,modifications needed
to fix the defect may impede performance of the product.

We Rely on the Availability of Essential Raw Materials to
Manufacture Our Products. Certain raw materials we use in
the manufacture of our products are available from a limited num-
ber of suppliers. Interruption of supply or increased demand in
the industry could cause shortages and price increases in various
essential materials. If we are unable to procure certain of these
materials, we might have to reduce our manufacturing operations.
Such a reduction could have a material adverse effect on us.

We Are Subject to Political and Economic Risks Associated
with Our Operations in Foreign Countries. Nearly all product
assembly and final testing of our products are performed at our
manufacturing facilities in Penang, Malaysia; Bangkok, Thailand;
Suzhou, China; Japan; and Singapore; or by subcontractors in the
United States and Asia.We also depend on foreign foundry sup-
pliers and joint ventures for the manufacture of a portion of our
finished silicon wafers and have international sales operations.The
political and economic risks associated with our operations in
foreign countries include:
■ expropriation;
■ changes in a specific country’s or region’s political or eco-

nomic conditions;
■ trade protection measures and import or export licensing

requirements;
■ difficulty in protecting our intellectual property;
■ changes in foreign currency exchange rates and currency 

controls;
■ changes in freight and interest rates;
■ disruption in air transportation between the United States

and our overseas facilities; and
■ loss or modification of exemptions for taxes and tariffs;
any of which may have a material adverse effect on us.

We Rely on Our Ability to Attract and Retain Key Personnel.
Our future success depends upon the continued service of
numerous key engineering, manufacturing, marketing, sales and
executive personnel. If we are not able to continue to attract,
retain and motivate qualified personnel necessary for our busi-
ness, the progress of our product development programs could
be hindered, and we could be otherwise adversely affected.

Our Operating Results are Subject to Substantial Quarterly
and Annual Fluctuations. Our operating results are subject to
substantial quarterly and annual fluctuations due to a variety of fac-
tors, including decreases in average selling prices of our products,
general worldwide economic conditions, the gain or loss of signifi-
cant customers, market acceptance of our products and new prod-
uct introductions by us or our competitors. In addition, changes in
the mix of products produced and sold in the mix of sales by dis-
tribution channels, in the availability and cost of products from our
suppliers or in production capacity and manufacturing yields can
contribute to periodic fluctuations in operating results.

Our operating results also tend to vary seasonally. Our rev-
enues are generally lower in the first, second and third quarters
of each year than in the fourth quarter. This seasonal pattern is
largely a result of decreased demand in Europe during the sum-
mer months and higher demand in the retail sector of the PC
market during the winter holiday season.
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The Market for Our Products Is Subject to Rapid Technolog-
ical Change. The market for our products is generally charac-
terized by rapid technological developments, evolving industry
standards, changes in customer requirements, frequent new prod-
uct introductions and enhancements, short product life cycles and
severe price competition. Our success depends substantially on
our ability, on a cost-effective and timely basis, to continue to
enhance our existing products, develop and introduce new prod-
ucts that take advantage of technological advances and meet the
demands of our customers.

We Face Intense Competition in the Integrated Circuit
Industry. The integrated circuit industry is intensely competitive.
Products compete on performance, quality, reliability, price,
adherence to industry standards, software and hardware compat-
ibility, marketing and distribution capability, brand recognition and
availability. After a product is introduced, costs and average sell-
ing prices normally decrease over time as production efficiency
improves, competitors enter the market and successive genera-
tions of products are developed and introduced for sale. Failure
to reduce our costs on existing products or to develop and intro-
duce, on a cost-effective and timely basis, new products or
enhanced versions of existing products with higher margins,
would have a material adverse effect on us.

Our Customers Can Cancel or Revise Purchase Orders With-
out Penalty. As a Result,We Must Commit Resources to the
Manufacture of Products Without Any Advance Purchase
Commitments from Customers. Sales of our products are made
primarily pursuant to purchase orders for current delivery or
agreements covering purchases over a period of time, which may
be revised or canceled without penalty. As a result, we must com-
mit resources to the manufacture of products without any
advance purchase commitments from customers. Therefore, the
failure of demand for our products to match the supply of our
products could result in the expenditure of excess costs, which
could have a material adverse effect on us.

Our Obligations Under Specific Provisions in Our Agree-
ments with Distributors Expose Us to Material Adverse
Effects When We Experience an Unexpected Significant
Decline in the Price of Our Products. Distributors typically
maintain an inventory of our products. In most instances, our
agreements with distributors protect their inventory of our prod-
ucts against price reductions, as well as products that are slow
moving or have been discontinued.These agreements, which may
be canceled by either party on a specified notice, generally allow
for the return of our products.The price protection and return
rights we offer to our distributors could materially adversely
affect us if there is an unexpected significant decline in the price
of our products.

We May Not Be Able to Adequately Protect Our Technology
or Other Intellectual Property, in the United States and
Abroad, Through Patents, Copyrights, Trade Secrets, Trade-
marks and Other Measures. We may not be able to adequately
protect our technology or other intellectual property, in the
United States and abroad, through patents, copyrights, trade
secrets, trademarks and other measures. Any patent licensed by
us or issued to us could be challenged, invalidated or circum-
vented or rights granted thereunder may not provide a competi-
tive advantage to us. Further, patent applications that we file may

not be issued. Despite our efforts to protect our rights, others
may independently develop similar products, duplicate our prod-
ucts or design around our patents and other rights. In addition,
it is difficult to cost-effectively monitor compliance with, and
enforce, our intellectual property on a worldwide basis.

From time to time, we have been notified that we may be
infringing intellectual property rights of others. If any such claims
are asserted against us, we may seek to obtain a license under the
third party’s intellectual property rights. We cannot assure you
that all necessary licenses can be obtained on satisfactory terms,
if at all. We could decide, in the alternative, to resort to litigation
to challenge such claims. Such challenges could be extremely
expensive and time-consuming and could have a material adverse
effect on us.We cannot assure you that litigation related to the
intellectual property rights of us and others will always be
avoided or successfully concluded.

Our Inability to Effectively Transition to a New Enterprise
Resource Planning Program Could Have a Material Adverse
Effect on Us. We are currently in the process of transitioning to
a new enterprise resource planning program. If we are unsuc-
cessful in transitioning to this new system in an effective and
timely manner, we could be materially adversely affected.

Failure to Comply with Applicable Environmental Regula-
tions Could Materially Adversely Affect our Business. Our
business involves the use of hazardous materials. If we fail to
comply with governmental regulations related to the use, stor-
age, handling, discharge or disposal of toxic, volatile or otherwise
hazardous chemicals used in our manufacturing process, we may
be subject to fines, suspension of production, alteration of our
manufacturing processes or cessation of our operations. Such
regulations could require us to procure expensive remediation
equipment or to incur other expenses to comply with environ-
mental regulations. Any failure to control the use of, disposal or
storage of, or adequately restrict the discharge of, hazardous sub-
stances could subject us to future liabilities and could have a
material adverse effect on us. Violations of environmental laws
may result in criminal and civil liabilities.

Terrorist Attacks, Such as the Attacks That Occurred in New
York and Washington, DC on September 11, 2001, and Other
Acts of Violence or War May Materially Adversely Affect the
Markets in Which We Operate, Our Operations and Our
Profitability. Terrorist attacks may negatively affect our operations.
These 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 and ultimately affect our sales.

Also as a result of terrorism, the United States has entered
into an armed conflict which could have a further impact on our
sales, our supply chain, and our ability to deliver products to our
customers. Political and economic instability in some regions of
the world may also result and could negatively impact our busi-
ness.The consequences of any of these armed conflicts are unpre-
dictable, and we may not be able to foresee events that could
have an adverse effect on our business.

More generally, any of these events could cause consumer
confidence and spending to decrease or result in increased
volatility in the United States and worldwide financial markets and
economy. They also could result in or exacerbate economic
recession in the United States or abroad. Any of these occur-
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we may underutilize our manufacturing facilities, and we could be
materially adversely affected.This has in the past had, and in the
future may have, a material adverse effect on our earnings.

We have also begun to convert our manufacturing facility in
Austin, Texas (Fab 25) from production of microprocessors to
production of our Flash memory devices. At this time, the most
significant risk is that we will have underutilized capacity in Fab 25
as we continue to transition the production of microprocessors
out of Fab 25 and into Dresden Fab 30 and as we convert Fab 25
to a Flash memory device production facility while demand for
flash memory products remains depressed.

There may also be situations in which our manufacturing facil-
ities are inadequate to meet the demand for certain of our prod-
ucts. Our inability to obtain sufficient manufacturing capacity to
meet demand, either in our own facilities or through foundry or
similar arrangements with others, could have a material adverse
effect on us. Further, we cannot be certain that we will be able to
implement the process technology for the conversion of Fab 25
in a timely manner. During this period of conversion, Fab 25 may
not be fully productive. Similarly, Dresden Fab 30 is expected to
be fully facilitized by the end of 2003. During this process, Dres-
den Fab 30 will not be fully productive. A substantial delay in the
successful conversion of Fab 25 or the facilitization of Dresden
Fab 30 could have a material adverse effect on us.

We Make Substantial Investments in Research and Develop-
ment of Process Technologies that May Not Be Successful.
We make substantial investments in research and development of
process technologies in an effort to improve the technologies and
equipment used to fabricate our products. For example, the suc-
cessful development and implementation of silicon on insulator
technology is critical to the Hammer family of microprocessors
currently under development.However,we cannot be certain that
we will be able to develop or obtain or successfully implement
leading-edge process technologies needed to fabricate future gen-
erations of our products.

Any Substantial Interruption of or Problems with Our Man-
ufacturing Operations Could Materially Adversely Affect Us.
Any substantial interruption of our manufacturing operations,
either as a result of a labor dispute, equipment failure or other
cause, could materially adversely affect us. Further, manufacturing
yields may be adversely affected by, among other things, errors
and interruptions in the fabrication process, defects in raw mate-
rials, implementation of new manufacturing processes, equipment
performance and process controls. A decline in manufacturing
yields may have a material adverse effect on our earnings.

Our Products May Not Be Compatible with Some or All
Industry-Standard Software and Hardware. It is possible that
our products may not be compatible with some or all industry-
standard software and hardware. Further, we may be unsuccess-
ful in correcting any such compatibility problems in a timely
manner. If our customers are unable to achieve compatibility with
software or hardware after our products are shipped in volume,
we could be materially adversely affected. In addition, the mere
announcement of an incompatibility problem relating to our
products could have a material adverse effect on us.

Costs Related to Defective Products Could Have a Material
Adverse Effect on Us. It is possible that one or more of our prod-
ucts may be found to be defective after the product has been shipped
to customers in volume. The cost of a recall, software fix, product

replacements and/or product returns may be substantial and could
have a material adverse effect on us. In addition,modifications needed
to fix the defect may impede performance of the product.

We Rely on the Availability of Essential Raw Materials to
Manufacture Our Products. Certain raw materials we use in
the manufacture of our products are available from a limited num-
ber of suppliers. Interruption of supply or increased demand in
the industry could cause shortages and price increases in various
essential materials. If we are unable to procure certain of these
materials, we might have to reduce our manufacturing operations.
Such a reduction could have a material adverse effect on us.

We Are Subject to Political and Economic Risks Associated
with Our Operations in Foreign Countries. Nearly all product
assembly and final testing of our products are performed at our
manufacturing facilities in Penang, Malaysia; Bangkok, Thailand;
Suzhou, China; Japan; and Singapore; or by subcontractors in the
United States and Asia.We also depend on foreign foundry sup-
pliers and joint ventures for the manufacture of a portion of our
finished silicon wafers and have international sales operations.The
political and economic risks associated with our operations in
foreign countries include:
■ expropriation;
■ changes in a specific country’s or region’s political or eco-

nomic conditions;
■ trade protection measures and import or export licensing

requirements;
■ difficulty in protecting our intellectual property;
■ changes in foreign currency exchange rates and currency 

controls;
■ changes in freight and interest rates;
■ disruption in air transportation between the United States

and our overseas facilities; and
■ loss or modification of exemptions for taxes and tariffs;
any of which may have a material adverse effect on us.

We Rely on Our Ability to Attract and Retain Key Personnel.
Our future success depends upon the continued service of
numerous key engineering, manufacturing, marketing, sales and
executive personnel. If we are not able to continue to attract,
retain and motivate qualified personnel necessary for our busi-
ness, the progress of our product development programs could
be hindered, and we could be otherwise adversely affected.

Our Operating Results are Subject to Substantial Quarterly
and Annual Fluctuations. Our operating results are subject to
substantial quarterly and annual fluctuations due to a variety of fac-
tors, including decreases in average selling prices of our products,
general worldwide economic conditions, the gain or loss of signifi-
cant customers, market acceptance of our products and new prod-
uct introductions by us or our competitors. In addition, changes in
the mix of products produced and sold in the mix of sales by dis-
tribution channels, in the availability and cost of products from our
suppliers or in production capacity and manufacturing yields can
contribute to periodic fluctuations in operating results.

Our operating results also tend to vary seasonally. Our rev-
enues are generally lower in the first, second and third quarters
of each year than in the fourth quarter. This seasonal pattern is
largely a result of decreased demand in Europe during the sum-
mer months and higher demand in the retail sector of the PC
market during the winter holiday season.
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rences could have a significant impact on our operating results,
revenues and costs, volatility of the market price for our securi-
ties and on the future price of our securities.

We Are Located in an Earthquake Zone. Our corporate head-
quarters, a portion of our manufacturing facilities, assembly and
research and development activities and certain other critical
business operations are located near major earthquake fault lines.
In the event of a major earthquake, we could experience business
interruptions, destruction of facilities, and/or loss of life, all of
which could materially adversely affect us.

We Have a Substantial Amount of Debt and Debt Service
Obligations, Which Could Adversely Affect Our Financial
Position. Our Loan Agreement provides for a four-year secured
revolving line of credit of up to $200 million, which currently
expires on July 14, 2003. Under this agreement, we can borrow,
subject to amounts which may be set aside by the lenders, up to
85% of our eligible accounts receivable from OEMs and 50% of
our eligible accounts receivable from distributors. We must com-
ply with certain financial covenants if the level of cash we hold in
the United States declines to certain levels. Our obligations under
this agreement are secured by a pledge of most of our accounts
receivable, inventory, general intangibles and the related pro-
ceeds. As of December 30, 2001, we had $50 million outstanding
under the Loan Agreement, which has subsequently been repaid.

Our indirect wholly owned subsidiary, AMD Saxony, is a party
to a loan agreement and other related agreements with a con-
sortium of banks led by Dresdner Bank AG. These agreements
require that we partially fund Dresden Fab 30 project costs in the
form of subordinated loans to, or equity investments in, AMD
Saxony. If we are unable to meet our obligations to AMD Saxony
as required under these agreements, we will be in default under
the Bank of America loan and security agreement, which would
permit acceleration of indebtedness under both agreements. In
addition, the Dresden Loan Agreement prohibits AMD Saxony
from paying any dividends, so cash held by AMD Saxony will not
be available for the repayment of the debentures.

To the extent that additional funds are required for the full
facilitization of FASL JV2 and FASL JV3, we will be required to
contribute cash or guarantee third-party loans in proportion to
our 49.992% interest in FASL. If we are unable to fulfill our obli-
gations to FASL, our business could be materially and adversely
affected. In 2000, FASL further expanded its production capacity
through a foundry arrangement with Fujitsu Microelectronics, Inc.
(FMI), a wholly owned subsidiary of Fujitsu Limited. In connection
with FMI equipping its wafer fabrication facility in Gresham, Ore-
gon (the Gresham Facility) to produce flash memory devices for
sale to FASL,we agreed to guarantee the repayment of up to $125
million of Fujitsu’s obligations as a co-signer with FMI under its
global multicurrency revolving credit facility (the Credit Facility)
with a third-party bank (the Guarantee). On November 30, 2001,
Fujitsu announced that it was closing the Gresham Facility, due to
the downturn of the flash memory market.To date, we have not
received notice from Fujitsu that FMI has defaulted on any pay-
ments due under the Credit Facility. Furthermore, subsequent to
year end,we were informed that amounts borrowed by FMI under
the Credit Facility do not become due until the end of March
2002.Accordingly, under the terms of the Guarantee, we are not
at this time, and were not at December 30, 2001, obligated to
make any payments to Fujitsu. However, subsequent to year end,
Fujitsu requested that we pay the entire $125 million under the

Guarantee.Although we disagree with Fujitsu as to the amount, if
any, of our obligations under the Guarantee, Fujitsu has indicated
its belief that we are obligated to pay the full $125 million.

On January 29, 2002, we closed a private offering of $500 mil-
lion aggregate principal amount of its 43⁄4% Convertible Senior
Debentures Due 2022 (the Debentures). The Debentures bear
interest at a rate of 43⁄4% per annum. The interest rate will be
reset on each of August 1, 2008, August 1, 2011 and August 1, 2016
to a rate per annum equal to the interest rate payable 120 days
prior to such date on 5-year U.S. Treasury Notes, plus 43 basis
points. The reset rate will not be less than 43⁄4% and will not
exceed 63⁄4%

Our ability to make payments on and to refinance our debt or
our guarantees of other parties’ debts will depend on our finan-
cial and operating performance, which may fluctuate significantly
from quarter to quarter and is subject to prevailing economic
conditions and to financial, business and other factors beyond our
control. We cannot assure you that our business will generate
sufficient cash flow from operations or that future borrowings
will be available to us under our Loan Agreement in an amount
sufficient to enable us to pay our debt or Debentures, or to fund
our other liquidity needs. We may need to refinance all or a por-
tion of our debt, including the Debentures, on or before maturity.
We cannot assure you that we will be able to refinance any of our
debt, including our Loan Agreement or the Debentures, on com-
mercially reasonable terms or at all.

We may incur substantial additional debt in the future. As of
December 30, 2001, we had the ability to borrow $150 million
under the loan and security agreement, and currently have the
ability to borrow the full $200 million. If new debt is added to our
and our subsidiaries’ current debt levels, the risk of our inability
to repay our debt, including the Debentures, could intensify.

The Price of Our Common Stock Continues to Be Highly
Volatile. Based on the trading history of our common stock, we
believe that the following factors have caused and are likely to
continue to cause the market price of our common stock to fluc-
tuate substantially:
■ quarterly fluctuations in our operating and financial results;
■ announcements of new technologies, products and/or pricing

by us or our competitors;
■ the pace of new process technology and product manufactur-

ing ramps;
■ fluctuations in the stock price and operating results of our

competitors, particularly Intel;
■ changes in earnings estimates or buy/sell recommendations by

financial analysts;
■ changes in the ratings of our debentures or other securities;
■ production yields of key products; and
■ general conditions in the semiconductor industry.

In addition, an actual or anticipated shortfall in revenue, gross
margins or earnings from securities analysts’ expectations could
have an immediate effect on the trading price of our common
stock. Technology company stocks in general have experienced
extreme price and volume fluctuations that are often unrelated to
the operating performance of the companies. Market volatility
may adversely affect the market price of our common stock,
which could affect the price of our debentures and limit our abil-
ity to raise capital or to make acquisitions
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Consolidated Statements of Operations

2001 2000 1999

Net sales $3,891,754 $4,644,187 $2,857,604

Expenses:

Cost of sales 2,589,747 2,514,637 1,964,434

Research and development 650,930 641,799 635,786

Marketing, general and administrative 620,030 599,015 540,070

Restructuring and other special charges 89,305 — 38,230

3,950,012 3,755,451 3,178,520

Operating income (loss) (58,258) 888,736 (320,916)

Gain on sale of Vantis — — 432,059

Gain on sale of Legerity — 336,899 —

Interest and other income, net 25,695 86,301 31,735

Interest expense (61,360) (60,037) (69,253)

Income (loss) before income taxes, equity in net income of joint venture 

and extraordinary item (93,923) 1,251,899 73,625

Provision (benefit) for income taxes (14,463) 256,868 167,350

Income (loss) before equity in net income of joint venture and 

extraordinary item (79,460) 995,031 (93,725)

Equity in net income of joint venture 18,879 11,039 4,789

Net income (loss) before extraordinary item (60,581) 1,006,070 (88,936)

Extraordinary item—debt retirement, net of $13,497 tax benefit — (23,044) —

Net income (loss) $ (60,581) $ 983,026 $  (88,936)

Net income (loss) per common share:

Basic—income (loss) before extraordinary item $ (0.18) $ 3.25 $  (0.30)

Diluted—income (loss) before extraordinary item $ (0.18) $ 2.95 $  (0.30)

Basic—income (loss) after extraordinary item $ (0.18) $ 3.18 $ (0.30)

Diluted—income (loss) after extraordinary item $ (0.18) $ 2.89 $  (0.30)

Shares used in per share calculations:

Basic 332,407 309,331 294,577

Diluted 332,407 350,000 294,577

See accompanying notes

Three Years Ended December 30, 2001
(Thousands except per share amounts)
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rences could have a significant impact on our operating results,
revenues and costs, volatility of the market price for our securi-
ties and on the future price of our securities.

We Are Located in an Earthquake Zone. Our corporate head-
quarters, a portion of our manufacturing facilities, assembly and
research and development activities and certain other critical
business operations are located near major earthquake fault lines.
In the event of a major earthquake, we could experience business
interruptions, destruction of facilities, and/or loss of life, all of
which could materially adversely affect us.

We Have a Substantial Amount of Debt and Debt Service
Obligations, Which Could Adversely Affect Our Financial
Position. Our Loan Agreement provides for a four-year secured
revolving line of credit of up to $200 million, which currently
expires on July 14, 2003. Under this agreement, we can borrow,
subject to amounts which may be set aside by the lenders, up to
85% of our eligible accounts receivable from OEMs and 50% of
our eligible accounts receivable from distributors. We must com-
ply with certain financial covenants if the level of cash we hold in
the United States declines to certain levels. Our obligations under
this agreement are secured by a pledge of most of our accounts
receivable, inventory, general intangibles and the related pro-
ceeds. As of December 30, 2001, we had $50 million outstanding
under the Loan Agreement, which has subsequently been repaid.

Our indirect wholly owned subsidiary, AMD Saxony, is a party
to a loan agreement and other related agreements with a con-
sortium of banks led by Dresdner Bank AG. These agreements
require that we partially fund Dresden Fab 30 project costs in the
form of subordinated loans to, or equity investments in, AMD
Saxony. If we are unable to meet our obligations to AMD Saxony
as required under these agreements, we will be in default under
the Bank of America loan and security agreement, which would
permit acceleration of indebtedness under both agreements. In
addition, the Dresden Loan Agreement prohibits AMD Saxony
from paying any dividends, so cash held by AMD Saxony will not
be available for the repayment of the debentures.

To the extent that additional funds are required for the full
facilitization of FASL JV2 and FASL JV3, we will be required to
contribute cash or guarantee third-party loans in proportion to
our 49.992% interest in FASL. If we are unable to fulfill our obli-
gations to FASL, our business could be materially and adversely
affected. In 2000, FASL further expanded its production capacity
through a foundry arrangement with Fujitsu Microelectronics, Inc.
(FMI), a wholly owned subsidiary of Fujitsu Limited. In connection
with FMI equipping its wafer fabrication facility in Gresham, Ore-
gon (the Gresham Facility) to produce flash memory devices for
sale to FASL,we agreed to guarantee the repayment of up to $125
million of Fujitsu’s obligations as a co-signer with FMI under its
global multicurrency revolving credit facility (the Credit Facility)
with a third-party bank (the Guarantee). On November 30, 2001,
Fujitsu announced that it was closing the Gresham Facility, due to
the downturn of the flash memory market.To date, we have not
received notice from Fujitsu that FMI has defaulted on any pay-
ments due under the Credit Facility. Furthermore, subsequent to
year end,we were informed that amounts borrowed by FMI under
the Credit Facility do not become due until the end of March
2002.Accordingly, under the terms of the Guarantee, we are not
at this time, and were not at December 30, 2001, obligated to
make any payments to Fujitsu. However, subsequent to year end,
Fujitsu requested that we pay the entire $125 million under the

Guarantee.Although we disagree with Fujitsu as to the amount, if
any, of our obligations under the Guarantee, Fujitsu has indicated
its belief that we are obligated to pay the full $125 million.

On January 29, 2002, we closed a private offering of $500 mil-
lion aggregate principal amount of its 43⁄4% Convertible Senior
Debentures Due 2022 (the Debentures). The Debentures bear
interest at a rate of 43⁄4% per annum. The interest rate will be
reset on each of August 1, 2008, August 1, 2011 and August 1, 2016
to a rate per annum equal to the interest rate payable 120 days
prior to such date on 5-year U.S. Treasury Notes, plus 43 basis
points. The reset rate will not be less than 43⁄4% and will not
exceed 63⁄4%

Our ability to make payments on and to refinance our debt or
our guarantees of other parties’ debts will depend on our finan-
cial and operating performance, which may fluctuate significantly
from quarter to quarter and is subject to prevailing economic
conditions and to financial, business and other factors beyond our
control. We cannot assure you that our business will generate
sufficient cash flow from operations or that future borrowings
will be available to us under our Loan Agreement in an amount
sufficient to enable us to pay our debt or Debentures, or to fund
our other liquidity needs. We may need to refinance all or a por-
tion of our debt, including the Debentures, on or before maturity.
We cannot assure you that we will be able to refinance any of our
debt, including our Loan Agreement or the Debentures, on com-
mercially reasonable terms or at all.

We may incur substantial additional debt in the future. As of
December 30, 2001, we had the ability to borrow $150 million
under the loan and security agreement, and currently have the
ability to borrow the full $200 million. If new debt is added to our
and our subsidiaries’ current debt levels, the risk of our inability
to repay our debt, including the Debentures, could intensify.

The Price of Our Common Stock Continues to Be Highly
Volatile. Based on the trading history of our common stock, we
believe that the following factors have caused and are likely to
continue to cause the market price of our common stock to fluc-
tuate substantially:
■ quarterly fluctuations in our operating and financial results;
■ announcements of new technologies, products and/or pricing

by us or our competitors;
■ the pace of new process technology and product manufactur-

ing ramps;
■ fluctuations in the stock price and operating results of our

competitors, particularly Intel;
■ changes in earnings estimates or buy/sell recommendations by

financial analysts;
■ changes in the ratings of our debentures or other securities;
■ production yields of key products; and
■ general conditions in the semiconductor industry.

In addition, an actual or anticipated shortfall in revenue, gross
margins or earnings from securities analysts’ expectations could
have an immediate effect on the trading price of our common
stock. Technology company stocks in general have experienced
extreme price and volume fluctuations that are often unrelated to
the operating performance of the companies. Market volatility
may adversely affect the market price of our common stock,
which could affect the price of our debentures and limit our abil-
ity to raise capital or to make acquisitions
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Consolidated Statements of Operations

2001 2000 1999

Net sales $3,891,754 $4,644,187 $2,857,604

Expenses:

Cost of sales 2,589,747 2,514,637 1,964,434

Research and development 650,930 641,799 635,786

Marketing, general and administrative 620,030 599,015 540,070

Restructuring and other special charges 89,305 — 38,230

3,950,012 3,755,451 3,178,520

Operating income (loss) (58,258) 888,736 (320,916)

Gain on sale of Vantis — — 432,059

Gain on sale of Legerity — 336,899 —

Interest and other income, net 25,695 86,301 31,735

Interest expense (61,360) (60,037) (69,253)

Income (loss) before income taxes, equity in net income of joint venture 

and extraordinary item (93,923) 1,251,899 73,625

Provision (benefit) for income taxes (14,463) 256,868 167,350

Income (loss) before equity in net income of joint venture and 

extraordinary item (79,460) 995,031 (93,725)

Equity in net income of joint venture 18,879 11,039 4,789

Net income (loss) before extraordinary item (60,581) 1,006,070 (88,936)

Extraordinary item—debt retirement, net of $13,497 tax benefit — (23,044) —

Net income (loss) $ (60,581) $ 983,026 $  (88,936)

Net income (loss) per common share:

Basic—income (loss) before extraordinary item $ (0.18) $ 3.25 $  (0.30)

Diluted—income (loss) before extraordinary item $ (0.18) $ 2.95 $  (0.30)

Basic—income (loss) after extraordinary item $ (0.18) $ 3.18 $ (0.30)

Diluted—income (loss) after extraordinary item $ (0.18) $ 2.89 $  (0.30)

Shares used in per share calculations:

Basic 332,407 309,331 294,577

Diluted 332,407 350,000 294,577

See accompanying notes

Three Years Ended December 30, 2001
(Thousands except per share amounts)
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2001 2000

ASSETS
Current assets:

Cash and cash equivalents $ 427,288 $ 591,457
Short-term investments 442,709 701,708

Total cash, cash equivalents and short-term investments 869,997 1,293,165
Accounts receivable, net of allowance for doubtful accounts 

of $19,270 in 2001 and $22,712 in 2000 659,783 547,200
Inventories:

Raw materials 26,489 34,413
Work-in-process 236,679 154,854
Finished goods 117,306 154,274

Total inventories 380,474 343,541
Deferred income taxes 155,898 218,527
Prepaid expenses and other current assets 286,957 255,256

Total current assets 2,353,109 2,657,689
Property, plant and equipment:

Land 33,207 33,094
Buildings and leasehold improvements 1,461,228 1,420,313
Equipment 4,162,652 3,563,125
Construction in progress 469,191 445,269

Total property, plant and equipment 6,126,278 5,461,801
Accumulated depreciation and amortization (3,387,140) (2,825,334)

Property, plant and equipment, net 2,739,138 2,636,467
Investment in joint venture 363,611 261,728
Other assets 191,384 211,851

$5,647,242 $5,767,735

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Notes payable to banks $ 63,362 $ —
Accounts payable 304,990 477,369
Accrued compensation and benefits 129,042 172,815
Accrued liabilities 443,995 276,721
Income taxes payable 56,234 74,806
Deferred income on shipments to distributors 47,978 92,828
Current portion of long-term debt, capital lease obligations and other 268,336 129,570

Total current liabilities 1,313,937 1,224,109

Deferred income taxes 105,305 203,986
Long-term debt, capital lease obligations and other, less current portion 672,945 1,167,973
Commitments and contingencies
Stockholders’ equity:

Capital stock:
Common stock, par value $0.01; 750,000,000 shares authorized in 2001 and 2000;

340,502,883 shares issued and outstanding in 2001 and 314,137,160 in 2000 3,405 3,141
Capital in excess of par value 1,966,374 1,406,290
Treasury stock, at cost: 6,310,580 shares (77,157) —
Retained earnings 1,795,680 1,856,261
Accumulated other comprehensive loss (133,247) (94,025)

Total stockholders’ equity 3,555,055 3,171,667

$5,647,242 $5,767,735

See accompanying notes

December 30, 2001, and December 31, 2000
(Thousands except share and per share amounts)

Consolidated Statements
of Stockholders’ Equity
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Accumulated 
Capital in other Total

Number of excess of Treasury Retained comprehensive stockholders’
shares Amount par value Stock Earnings income (loss) equity

December 27, 1998 290,954 $2,910 $1,070,146 $ — $ 962,171 $ (30,178) $2,005,049

Comprehensive income (loss):
Net loss — — — — (88,936) — (88,936)
Other comprehensive income (loss):

Net change in unrealized gains (losses) 
on investments, net of taxes of $2,635 — — — — — 12,121 12,121

Less: Reclassification adjustment for 
gains included in earnings — — — — — (4,603) (4,603)

Net change in cumulative 
translation adjustments — — — — — (5,246) (5,246)

Total other comprehensive income 12,764

Total comprehensive loss (76,172)

Issuance of shares:
Employee stock plans 5,358 53 31,126 — — — 31,179
Fujitsu Limited 1,000 10 12,588 — — — 12,598

Compensation recognized under employee 
stock plans — — 6,619 — — — 6,619

December 26, 1999 297,312 2,973 1,120,479 — 873,235 (17,414) 1,979,273

Comprehensive income (loss):
Net income — — — — 983,026 — 983,026
Other comprehensive income:

Net change in unrealized gains (losses)
on investments, net of taxes of $745 — — — — — (1,135) (1,135)

Net change in cumulative translation 
adjustments — — — — — (75,476) (75,476)

Total other comprehensive loss (76,611)

Total comprehensive income 906,415

Issuance of shares:
Employee stock plans 16,805 168 122,826 — — — 122,994
Conversion of our 6% Subordinated Notes 20 — 360 — — — 360

Income tax benefits realized from employee 
stock option exercises — — 158,253 — — — 158,253

Compensation recognized under employee 
stock plans — — 4,372 — — — 4,372

December 31, 2000 314,137 3,141 1,406,290 — 1,856,261 (94,025) 3,171,667

Comprehensive income (loss):
Net loss — — — — (60,581) — (60,581)
Other comprehensive income (loss):

Net change in unrealized gains (losses) 
on investments, net of taxes of $5,166 — — — — — (9,655) (9,655)

Plus: Reclassification adjustment for
losses included in earnings — — — — — 1,583 1,583

Net change in cumulative translation 
adjustments — — — — — (27,751) (27,751)

Net change in unrealized losses on
cash flow hedges — — — — — (3,399) (3,399)

Total other comprehensive loss (39,222)

Total comprehensive loss (99,803)

Issuance of shares:
Employee stock plans 4,734 47 44,029 — — — 44,076
Conversion of 6% Subordinated Notes 27,943 280 509,310 — — — 509,590

Common stock repurchases (6,311) (63) — (77,157) — — (77,220)
Premium from put options issued in

Company stock — — 2,153 — — — 2,153
Compensation recognized under employee

stock plans — — 4,592 — — — 4,592

December 30, 2001 340,503 $3,405 $1,966,374 $(77,157) $1,795,680 $(133,247) $3,555,055

See accompanying notes

Three Years Ended December 30, 2001 
(Thousands) Common Stock



Consolidated Balance Sheets

26 Consol idated Balance Sheets

2001 2000

ASSETS
Current assets:

Cash and cash equivalents $ 427,288 $ 591,457
Short-term investments 442,709 701,708

Total cash, cash equivalents and short-term investments 869,997 1,293,165
Accounts receivable, net of allowance for doubtful accounts 

of $19,270 in 2001 and $22,712 in 2000 659,783 547,200
Inventories:

Raw materials 26,489 34,413
Work-in-process 236,679 154,854
Finished goods 117,306 154,274

Total inventories 380,474 343,541
Deferred income taxes 155,898 218,527
Prepaid expenses and other current assets 286,957 255,256

Total current assets 2,353,109 2,657,689
Property, plant and equipment:

Land 33,207 33,094
Buildings and leasehold improvements 1,461,228 1,420,313
Equipment 4,162,652 3,563,125
Construction in progress 469,191 445,269

Total property, plant and equipment 6,126,278 5,461,801
Accumulated depreciation and amortization (3,387,140) (2,825,334)

Property, plant and equipment, net 2,739,138 2,636,467
Investment in joint venture 363,611 261,728
Other assets 191,384 211,851

$5,647,242 $5,767,735

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Notes payable to banks $ 63,362 $ —
Accounts payable 304,990 477,369
Accrued compensation and benefits 129,042 172,815
Accrued liabilities 443,995 276,721
Income taxes payable 56,234 74,806
Deferred income on shipments to distributors 47,978 92,828
Current portion of long-term debt, capital lease obligations and other 268,336 129,570

Total current liabilities 1,313,937 1,224,109

Deferred income taxes 105,305 203,986
Long-term debt, capital lease obligations and other, less current portion 672,945 1,167,973
Commitments and contingencies
Stockholders’ equity:

Capital stock:
Common stock, par value $0.01; 750,000,000 shares authorized in 2001 and 2000;

340,502,883 shares issued and outstanding in 2001 and 314,137,160 in 2000 3,405 3,141
Capital in excess of par value 1,966,374 1,406,290
Treasury stock, at cost: 6,310,580 shares (77,157) —
Retained earnings 1,795,680 1,856,261
Accumulated other comprehensive loss (133,247) (94,025)

Total stockholders’ equity 3,555,055 3,171,667

$5,647,242 $5,767,735

See accompanying notes

December 30, 2001, and December 31, 2000
(Thousands except share and per share amounts)
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Three Years Ended December 30, 2001 
(Thousands) Common Stock
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December 30, 2001, December 31, 2000 
and December 26, 1999

NOTE 1: NATURE OF OPERATIONS

AMD (the Company) is a semiconductor manufacturer with man-
ufacturing facilities in the United States, Europe and Asia Pacific
and sales offices throughout the world.The Company’s products
include a variety of industry-standard digital integrated circuits
(ICs) that are used in many diverse product applications such as
telecommunications equipment, data and network communica-
tions equipment, consumer electronics, personal computers
(PCs), workstations and servers.

NOTE 2: SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES

Fiscal Year. The Company uses a 52- to 53-week fiscal year end-
ing on the last Sunday in December. Fiscal 2001 and 1999 were
52-week years, which ended on December 30 and December 26,
respectively. Fiscal 2000 was a 53-week year, which ended on
December 31, 2000. Fiscal 2002 will be a 52-week year ending
December 29, 2002.

Investments. The Company classifies its marketable debt and
equity securities at the date of acquisition, into either held-to-
maturity or available-for-sale categories. Currently, the Company
classifies all securities as available-for-sale. These securities are
reported at fair market value with the related unrealized gains
and losses included in other comprehensive income (loss), net of
tax, a component of stockholders’ equity. Realized gains and
losses and declines in the value of securities determined to be
other-than-temporary are included in interest and other income,
net. Interest and dividends on all securities are also included in
interest and other income, net.The cost of securities sold is based
on the specific identification method.

The Company classifies investments with maturities between
three and 12 months as short-term investments. Short-term
investments consist of money market auction rate preferred
stocks and debt securities such as commercial paper, corporate
notes, certificates of deposit and marketable direct obligations of
United States governmental agencies. Available for sale securities
with maturities greater than twelve months are classified as short
term as they represent investments of cash that are for current
operations.

Revenue Recognition. The Company recognizes revenue from
products sold directly to customers when persuasive evidence of
an arrangement exists, the price is fixed or determinable, ship-
ment is made and collectibility is reasonably assured. The Com-
pany sells to distributors under terms allowing the distributors
certain rights of return and price protection on unsold merchan-
dise held by them.The distributor agreements, which may be can-
celed by either party upon specified notice, generally contain a

provision for the return of the Company’s products in the event
the agreement with the distributor is terminated and such prod-
ucts have not yet been sold by the distributor. Accordingly, the
Company defers recognition of revenue and related profits from
sales to distributors with agreements that have the aforemen-
tioned terms until the merchandise is resold by the distributors.
The Company also sells its products to distributors with sub-
stantial independent operations under sales arrangements whose
terms do not allow for rights of return or price protection on
unsold products held by them. In these instances, the Company
recognizes revenue when it ships the product directly to the dis-
tributors. Shipping and handling costs associated with product
sales are included in cost of sales.

Investments in Derivative Financial Instruments Indexed to
Advanced Micro Devices Stock. In November 2000, the Finan-
cial Accounting Standards Board (FASB) Emerging Issues Task
Force (“EITF”) reached a final consensus on EITF issue No. 00-19,
“ ‘Determination of Whether Share Settlement is Within the
Control of the Issuer’ for purposes of applying EITF Issue No.
96-13, ‘Accounting for Derivative Financial Instruments Indexed
to, and Potentially Settled in, a Company’s Own Stock’ ” (“EITF
00-19” or “the Consensus”). EITF 96-13 addresses accounting for
equity derivative contracts indexed to, and potentially settled in,
a company’s own stock (“equity derivatives”) by providing guid-
ance for distinguishing between permanent equity, temporary
equity and assets and liabilities. EITF 00-19 addresses and clarifies
whether specific contract provisions or other circumstances
cause a net-share or physical settlement alternative to be within
or outside the control of the issuer.

To qualify as permanent equity, all the following criteria must
be met: the equity derivative contract must permit the Company
to settle in unregistered shares; the Company must have sufficient
authorized but unissued shares available to settle the contract;
the contract must contain an explicit limit on the number of
shares to be delivered in a share settlement; there can be no
requirement in the contract to post collateral; there can be 
no “make whole” provisions in the contract; and there can be no
provisions in the contract that indicate the counterparty has
rights that rank higher than those of a common shareholder.
Equity derivative contracts accounted for as permanent equity
are recorded at their initial fair value and subsequent changes in
fair value are not recognized unless a change in the contracts’
classification occurs. Equity derivative contracts not qualifying for
permanent equity accounting are recorded at fair value as an
asset or liability with subsequent changes in fair value recognized
through the statement of operations.

During the year ended December 30, 2001, the Company sold
equity derivatives indexed to and potentially settled in its own
stock and recorded the premiums received as permanent equity
under the provisions of the Consensus. Premiums received dur-
ing 2001 totaled approximately $2 million. At December 30, 2001,
there were no contracts outstanding.
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2001 2000 1999

Cash flows from operating activities:
Net income (loss) $ (60,581) $ 983,026 $ (88,936)
Adjustments to reconcile net income (loss) to net cash provided 

by operating activities:
Gain on sale of Vantis — — (432,059)
Gain on sale of Legerity — (336,899) —
Depreciation 601,673 558,378 491,424
Amortization 21,194 20,692 24,096
Provision for doubtful accounts 9,791 8,154 3,543
Impairment of equity investments 27,164 — —
(Increase) decrease in deferred income tax assets (36,052) (19,076) 159,964
Restructuring and other special charges 81,768 — 29,858
Foreign grant and subsidy income (57,156) (35,187) (50,178)
Net loss on disposal of property, plant and equipment 22,371 10,380 10,665
Net loss (gain) realized on sale of available-for-sale securities 1,565 — (4,250)
Compensation recognized under employee stock plans 4,592 867 2,655
Undistributed income of joint venture (18,879) (11,039) (4,789)
Recognition of deferred gain on sale of building (1,681) (1,681) (1,680)

Changes in operating assets and liabilities:
Increase in accounts receivable (122,174) (140,479) (48,069)
Increase in inventories (36,975) (156,284) (23,138)
Decrease (increase) in prepaid expenses 28,560 79,293 (101,786)
(Increase) decrease in other assets (88,775) (269,392) 55,485
Income tax benefits from employee stock option exercises — 158,253 —
Increase (decrease) in tax refund receivable and tax payable (52,288) 57,479 (4,288)
(Refund) receipt of customer deposits under LT purchase agreements (39,000) 142,500 —
Net (decrease) increase in payables and accrued liabilities (117,472) 156,567 241,403

Net cash provided by operating activities 167,645 1,205,552 259,920

Cash flows from investing activities:
Purchases of property, plant and equipment (678,865) (805,474) (619,772)
Proceeds from sale of Vantis — — 454,269
Proceeds from sale of Legerity — 375,000 —
Proceeds from sale of property, plant and equipment 1,737 12,899 3,996
Purchases of available-for-sale securities (4,130,769) (4,179,993) (1,579,813)
Proceeds from sale and maturity of available-for-sale securities 4,376,732 3,781,766 1,598,946
Investment in joint venture (122,356) — —

Net cash used in investing activities (553,521) (815,802) (142,374)

Cash flows from financing activities:
Proceeds from notes payable to banks 63,363 — —
Proceeds from borrowings 308,457 135,789 12,101
Payments on debt and capital lease obligations (137,104) (375,016) (243,762)
Proceeds from foreign grants and subsidies 37,510 15,382 14,341
Proceeds from issuance of stock 36,706 122,994 43,777
Repurchase of common stock (77,220) — —

Net cash provided by (used in) financing activities 231,712 (100,851) (173,543)

Effect of exchange rate changes on cash and cash equivalents (10,005) 8,433 (11,786)

Net increase (decrease) in cash and cash equivalents (164,169) 297,332 (67,783)

Cash and cash equivalents at beginning of year 591,457 294,125 361,908

Cash and cash equivalents at end of year $ 427,288 $ 591,457 $ 294,125

Supplemental disclosures of cash flow information:
Cash paid during the year for:

Interest, net of amounts capitalized $ 52,749 $ 115,791 $ 51,682
Income taxes $ 68,220 $ 46,009 $ 15,466

Non-cash financing activities:
Debt converted to common stock $ 509,590 $ — $ —
Equipment capital leases $ 24,255 $ — $ 2,307

See accompanying notes

Three Years Ended December 30, 2001
(Thousands)
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December 30, 2001, December 31, 2000 
and December 26, 1999

NOTE 1: NATURE OF OPERATIONS

AMD (the Company) is a semiconductor manufacturer with man-
ufacturing facilities in the United States, Europe and Asia Pacific
and sales offices throughout the world.The Company’s products
include a variety of industry-standard digital integrated circuits
(ICs) that are used in many diverse product applications such as
telecommunications equipment, data and network communica-
tions equipment, consumer electronics, personal computers
(PCs), workstations and servers.

NOTE 2: SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES

Fiscal Year. The Company uses a 52- to 53-week fiscal year end-
ing on the last Sunday in December. Fiscal 2001 and 1999 were
52-week years, which ended on December 30 and December 26,
respectively. Fiscal 2000 was a 53-week year, which ended on
December 31, 2000. Fiscal 2002 will be a 52-week year ending
December 29, 2002.

Investments. The Company classifies its marketable debt and
equity securities at the date of acquisition, into either held-to-
maturity or available-for-sale categories. Currently, the Company
classifies all securities as available-for-sale. These securities are
reported at fair market value with the related unrealized gains
and losses included in other comprehensive income (loss), net of
tax, a component of stockholders’ equity. Realized gains and
losses and declines in the value of securities determined to be
other-than-temporary are included in interest and other income,
net. Interest and dividends on all securities are also included in
interest and other income, net.The cost of securities sold is based
on the specific identification method.

The Company classifies investments with maturities between
three and 12 months as short-term investments. Short-term
investments consist of money market auction rate preferred
stocks and debt securities such as commercial paper, corporate
notes, certificates of deposit and marketable direct obligations of
United States governmental agencies. Available for sale securities
with maturities greater than twelve months are classified as short
term as they represent investments of cash that are for current
operations.

Revenue Recognition. The Company recognizes revenue from
products sold directly to customers when persuasive evidence of
an arrangement exists, the price is fixed or determinable, ship-
ment is made and collectibility is reasonably assured. The Com-
pany sells to distributors under terms allowing the distributors
certain rights of return and price protection on unsold merchan-
dise held by them.The distributor agreements, which may be can-
celed by either party upon specified notice, generally contain a

provision for the return of the Company’s products in the event
the agreement with the distributor is terminated and such prod-
ucts have not yet been sold by the distributor. Accordingly, the
Company defers recognition of revenue and related profits from
sales to distributors with agreements that have the aforemen-
tioned terms until the merchandise is resold by the distributors.
The Company also sells its products to distributors with sub-
stantial independent operations under sales arrangements whose
terms do not allow for rights of return or price protection on
unsold products held by them. In these instances, the Company
recognizes revenue when it ships the product directly to the dis-
tributors. Shipping and handling costs associated with product
sales are included in cost of sales.

Investments in Derivative Financial Instruments Indexed to
Advanced Micro Devices Stock. In November 2000, the Finan-
cial Accounting Standards Board (FASB) Emerging Issues Task
Force (“EITF”) reached a final consensus on EITF issue No. 00-19,
“ ‘Determination of Whether Share Settlement is Within the
Control of the Issuer’ for purposes of applying EITF Issue No.
96-13, ‘Accounting for Derivative Financial Instruments Indexed
to, and Potentially Settled in, a Company’s Own Stock’ ” (“EITF
00-19” or “the Consensus”). EITF 96-13 addresses accounting for
equity derivative contracts indexed to, and potentially settled in,
a company’s own stock (“equity derivatives”) by providing guid-
ance for distinguishing between permanent equity, temporary
equity and assets and liabilities. EITF 00-19 addresses and clarifies
whether specific contract provisions or other circumstances
cause a net-share or physical settlement alternative to be within
or outside the control of the issuer.

To qualify as permanent equity, all the following criteria must
be met: the equity derivative contract must permit the Company
to settle in unregistered shares; the Company must have sufficient
authorized but unissued shares available to settle the contract;
the contract must contain an explicit limit on the number of
shares to be delivered in a share settlement; there can be no
requirement in the contract to post collateral; there can be 
no “make whole” provisions in the contract; and there can be no
provisions in the contract that indicate the counterparty has
rights that rank higher than those of a common shareholder.
Equity derivative contracts accounted for as permanent equity
are recorded at their initial fair value and subsequent changes in
fair value are not recognized unless a change in the contracts’
classification occurs. Equity derivative contracts not qualifying for
permanent equity accounting are recorded at fair value as an
asset or liability with subsequent changes in fair value recognized
through the statement of operations.

During the year ended December 30, 2001, the Company sold
equity derivatives indexed to and potentially settled in its own
stock and recorded the premiums received as permanent equity
under the provisions of the Consensus. Premiums received dur-
ing 2001 totaled approximately $2 million. At December 30, 2001,
there were no contracts outstanding.
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2001 2000 1999

Cash flows from operating activities:
Net income (loss) $ (60,581) $ 983,026 $ (88,936)
Adjustments to reconcile net income (loss) to net cash provided 

by operating activities:
Gain on sale of Vantis — — (432,059)
Gain on sale of Legerity — (336,899) —
Depreciation 601,673 558,378 491,424
Amortization 21,194 20,692 24,096
Provision for doubtful accounts 9,791 8,154 3,543
Impairment of equity investments 27,164 — —
(Increase) decrease in deferred income tax assets (36,052) (19,076) 159,964
Restructuring and other special charges 81,768 — 29,858
Foreign grant and subsidy income (57,156) (35,187) (50,178)
Net loss on disposal of property, plant and equipment 22,371 10,380 10,665
Net loss (gain) realized on sale of available-for-sale securities 1,565 — (4,250)
Compensation recognized under employee stock plans 4,592 867 2,655
Undistributed income of joint venture (18,879) (11,039) (4,789)
Recognition of deferred gain on sale of building (1,681) (1,681) (1,680)

Changes in operating assets and liabilities:
Increase in accounts receivable (122,174) (140,479) (48,069)
Increase in inventories (36,975) (156,284) (23,138)
Decrease (increase) in prepaid expenses 28,560 79,293 (101,786)
(Increase) decrease in other assets (88,775) (269,392) 55,485
Income tax benefits from employee stock option exercises — 158,253 —
Increase (decrease) in tax refund receivable and tax payable (52,288) 57,479 (4,288)
(Refund) receipt of customer deposits under LT purchase agreements (39,000) 142,500 —
Net (decrease) increase in payables and accrued liabilities (117,472) 156,567 241,403

Net cash provided by operating activities 167,645 1,205,552 259,920

Cash flows from investing activities:
Purchases of property, plant and equipment (678,865) (805,474) (619,772)
Proceeds from sale of Vantis — — 454,269
Proceeds from sale of Legerity — 375,000 —
Proceeds from sale of property, plant and equipment 1,737 12,899 3,996
Purchases of available-for-sale securities (4,130,769) (4,179,993) (1,579,813)
Proceeds from sale and maturity of available-for-sale securities 4,376,732 3,781,766 1,598,946
Investment in joint venture (122,356) — —

Net cash used in investing activities (553,521) (815,802) (142,374)

Cash flows from financing activities:
Proceeds from notes payable to banks 63,363 — —
Proceeds from borrowings 308,457 135,789 12,101
Payments on debt and capital lease obligations (137,104) (375,016) (243,762)
Proceeds from foreign grants and subsidies 37,510 15,382 14,341
Proceeds from issuance of stock 36,706 122,994 43,777
Repurchase of common stock (77,220) — —

Net cash provided by (used in) financing activities 231,712 (100,851) (173,543)

Effect of exchange rate changes on cash and cash equivalents (10,005) 8,433 (11,786)

Net increase (decrease) in cash and cash equivalents (164,169) 297,332 (67,783)

Cash and cash equivalents at beginning of year 591,457 294,125 361,908

Cash and cash equivalents at end of year $ 427,288 $ 591,457 $ 294,125

Supplemental disclosures of cash flow information:
Cash paid during the year for:

Interest, net of amounts capitalized $ 52,749 $ 115,791 $ 51,682
Income taxes $ 68,220 $ 46,009 $ 15,466

Non-cash financing activities:
Debt converted to common stock $ 509,590 $ — $ —
Equipment capital leases $ 24,255 $ — $ 2,307

See accompanying notes

Three Years Ended December 30, 2001
(Thousands)
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(Thousands except per share data) 2001 2000 1999

Numerator:

Numerator for basic income (loss) per common share before extraordinary item $(60,581) $1,006,070 $(88,936)

Numerator for basic extraordinary loss per common share — (23,044) —

Numerator for basic income (loss) per common share $(60,581) $ 983,026 $(88,936)

Numerator for basic income (loss) per common share before extraordinary item $(60,581) $1,006,070 $(88,936)

Effect of adding back interest expense associated with convertible debentures — 27,507 —

Numerator for diluted income (loss) per common share before extraordinary item $(60,581) $1,033,127 $(88,936)

Numerator for diluted extraordinary loss per common share — (23,044) —

Numerator for diluted income (loss) per common share $(60,581) $1,010,083 $(88,936)

Denominator:

Denominator for basic income (loss) per common share—weighted-average shares 332,407 309,331 294,577

Effect of dilutive securities:

Employee stock options — 12,711 —

Convertible debentures — 27,958 —

Dilutive potential common shares — 40,669 —

Denominator for diluted income (loss) per common share—adjusted 

weighted-average shares 332,407 350,000 294,577

Net income (loss) per common share:

Basic:

Income (loss) before extraordinary item $ (0.18) $ 3.25 $ (0.30)

Extraordinary item $ — $ (0.07) $ —

Net income (loss) $ (0.18) $ 3.18 $ (0.30)

Diluted:

Income (loss) before extraordinary item $ (0.18) $ 2.95 $ (0.30)

Extraordinary item $ — $ (0.06) $ —

Net income (loss) $ (0.18) $ 2.89 $ (0.30)

Impairment of Long-lived Assets. If indicators of impairment of
long-lived assets are present, the Company determines whether
the sum of the estimated undiscounted cash flows attributable to
the assets in question is less than their carrying value. If less, the
Company recognizes an impairment loss based on the excess of
the carrying amount of the assets over their respective fair val-
ues. If the assets determined to be impaired are to be held for
use, the Company recognizes an impairment charge to the extent
the present value of anticipated net cash flows attributable to the
asset is less than the asset’s carrying value.

Treasury Stock. The Company accounts for treasury stock using
the cost method.

Principles of Consolidation. The consolidated financial state-
ments include the Company’s accounts and those of its wholly
owned subsidiaries. Upon consolidation, all significant intercom-
pany accounts and transactions are eliminated. Also included in
the financial statements, under the equity method of accounting,
is the Company’s 49.992 percent share of the operating results of
Fujitsu AMD Semiconductor Limited (FASL).

Foreign Currency Translation. The functional currency of the
Company’s foreign subsidiaries, except AMD Saxony, is the U.S.
dollar.The functional currency of AMD Saxony and the Company’s
unconsolidated joint venture, FASL, are their local currencies.
Translation adjustments resulting from the process of remeasur-
ing the foreign currency financial statements of the Company’s
foreign subsidiaries are included in operations. Adjustments
resulting from translating the foreign currency financial state-
ments of AMD Saxony and FASL are included in stockholders’
equity.

Cash Equivalents. Cash equivalents consist of financial instru-
ments that are readily convertible into cash and have original
maturities of three months or less at the time of acquisition.

Derivative Financial Instruments. On January 1, 2001, the Com-
pany adopted Statement of Financial Accounting Standards No.
133, “Accounting for Derivative Instruments and Hedging Activi-
ties” (SFAS 133). SFAS 133 requires the Company to record all
derivatives on the balance sheet at fair value. Derivatives that are
not hedges must be adjusted to fair value through operating
results. If the derivative is a hedge, depending on the nature of the
hedge, changes in the fair value of the derivative are either offset
against the change in fair value of assets, liabilities or firm com-
mitments through operations (fair value hedges) or recognized in
other comprehensive income until the hedged item is recognized
in operations (cash flow hedges). The ineffective portion of a
derivative’s change in fair value is immediately recognized in oper-
ations. As of January 1, 2001, the Company had entered into for-
eign currency forward contracts to hedge the gains and losses
generated by the remeasurement of foreign currency denomi-
nated intercompany accounts into U.S. dollars. As a result, these
derivatives, which were not designated as hedges, were recorded
at fair value, with changes in their fair value recognized in opera-
tions. Accordingly, the initial adoption of SFAS 133 had no impact
on the Company’s consolidated financial position or operating
results.These transactions in 2001 were denominated in Japanese
yen, British pounds, Thai baht, Singapore dollars and European
Union euros.

The Company purchases a significant volume of inventory
from FASL, AMD’s unconsolidated joint venture in Japan, and
from AMD Saxony. Purchases from FASL and AMD Saxony are
denominated in yen and euros, respectively. Therefore, in the
normal course of business, the Company’s financial position is
routinely subjected to market risk associated with foreign cur-
rency rate fluctuations. The Company’s general practice is to
ensure that material business exposure to foreign exchange risks
are identified, measured and minimized using the most effective
and efficient methods to eliminate or reduce such exposures.To
protect against the reduction in value of forecasted yen and euro
denominated cash flows resulting from these transactions, the
Company has instituted a foreign currency cash flow hedging pro-
gram. Under this program, the Company purchases foreign cur-
rency forward contracts and sells or purchases foreign currency
option contracts, generally expiring within twelve months, to
hedge portions of its forecasted foreign currency denominated
cash flows.The hedging transactions in 2001 were denominated
in yen and euros. These foreign currency contracts are carried 
on the Company’s balance sheet at fair value with the effective
portion of the contracts’ gain or loss initially recorded in accu-
mulated other comprehensive income (a component of stock-
holders’ equity) and subsequently recognized in operations in the
same period the hedged forecasted transaction affects opera-
tions. Generally, the gain or loss on derivative contracts, when
recognized in operations, offsets the gain or loss on the hedged
foreign currency assets, liabilities, or firm commitments. The
Company does not use derivatives for trading purposes.

The effectiveness test for these foreign currency contracts uti-
lized by the Company is the fair value to fair value comparison
method.The Company includes in its effectiveness assessment the
time value portion of the change in value of the currency forward
contract.

If a cash flow hedge should be discontinued because it is prob-
able that the original forecasted transaction will not occur, the 
net gain or loss in accumulated other comprehensive income will
be reclassified into operations as a component of income and
expense. No such amounts were recorded in operations during
the year ended December 30, 2001.

Premiums paid for foreign currency forward and option con-
tracts are immediately charged to operations.

Inventories. Inventories are stated at standard cost adjusted to
approximate the lower of cost (first-in, first-out method) or mar-
ket (net realizable value). Inventories on hand, in excess of fore-
casted demand, generally six months or less, are not valued.
Obsolete inventories are written off.

Property, Plant and Equipment. Property, plant and equipment
are stated at cost. Depreciation and amortization are provided on
a straight-line basis over the estimated useful lives of the assets
for financial reporting purposes. Estimated useful lives for finan-
cial reporting purposes are as follows:
■ machinery and equipment, three to five years;
■ buildings, up to 26 years; and
■ leasehold improvements, the shorter of the remaining terms

of the leases or the estimated economic useful lives of the
improvements.

Foreign Grants and Subsidies.The Federal Republic of Germany
and the State of Saxony have agreed to support the Dresden Fab
30 project in the amount of $428 million, consisting of capital
investment grants and interest subsidies. Dresden Fab 30 is the
Company’s integrated circuit manufacturing and design facility in
Dresden, Germany.The grants and subsidies are subject to condi-
tions, including meeting specified levels of employment as of
December 2001 and maintaining those levels until June 2007. As
of December 30, 2001, AMD Saxony had received grants and sub-
sidies totaling approximately $348 million. Noncompliance with
the conditions of the grants and subsidies could result in the for-
feiture of all or a portion of the future amounts to be received,
as well as the repayment of all or a portion of the amounts
received to date. There have been no conditions of noncompli-
ance through December 30, 2001 that would result in forfeiture
of any of the grants and subsidies.The grants and subsidies are
being recognized as a reduction of operating expense ratably over
the life of the project. In 2001, grants and subsidies recognized as

a reduction to operating expenses amounted to $57 million.
Grants and subsidies received but not yet recognized in opera-
tions as of December 30, 2001, were approximately $206 million.

Advertising Expenses. The Company accounts for advertising
costs as expenses in the period in which they are incurred. Adver-
tising expenses for 2001, 2000 and 1999 were approximately
$184 million, $148 million and $101 million, respectively.

Net Income (Loss) Per Common Share. Basic net income (loss)
per common share is computed using the number of weighted-
average common shares outstanding. Diluted net income (loss)
per common share is computed using weighted-average common
shares and weighted-average dilutive potential common shares
outstanding.

The following table sets forth the computation of basic and
diluted net income (loss) per common share:
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(Thousands except per share data) 2001 2000 1999

Numerator:

Numerator for basic income (loss) per common share before extraordinary item $(60,581) $1,006,070 $(88,936)

Numerator for basic extraordinary loss per common share — (23,044) —

Numerator for basic income (loss) per common share $(60,581) $ 983,026 $(88,936)

Numerator for basic income (loss) per common share before extraordinary item $(60,581) $1,006,070 $(88,936)

Effect of adding back interest expense associated with convertible debentures — 27,507 —

Numerator for diluted income (loss) per common share before extraordinary item $(60,581) $1,033,127 $(88,936)

Numerator for diluted extraordinary loss per common share — (23,044) —

Numerator for diluted income (loss) per common share $(60,581) $1,010,083 $(88,936)

Denominator:

Denominator for basic income (loss) per common share—weighted-average shares 332,407 309,331 294,577

Effect of dilutive securities:

Employee stock options — 12,711 —

Convertible debentures — 27,958 —

Dilutive potential common shares — 40,669 —

Denominator for diluted income (loss) per common share—adjusted 

weighted-average shares 332,407 350,000 294,577

Net income (loss) per common share:

Basic:

Income (loss) before extraordinary item $ (0.18) $ 3.25 $ (0.30)

Extraordinary item $ — $ (0.07) $ —

Net income (loss) $ (0.18) $ 3.18 $ (0.30)

Diluted:

Income (loss) before extraordinary item $ (0.18) $ 2.95 $ (0.30)

Extraordinary item $ — $ (0.06) $ —

Net income (loss) $ (0.18) $ 2.89 $ (0.30)

Impairment of Long-lived Assets. If indicators of impairment of
long-lived assets are present, the Company determines whether
the sum of the estimated undiscounted cash flows attributable to
the assets in question is less than their carrying value. If less, the
Company recognizes an impairment loss based on the excess of
the carrying amount of the assets over their respective fair val-
ues. If the assets determined to be impaired are to be held for
use, the Company recognizes an impairment charge to the extent
the present value of anticipated net cash flows attributable to the
asset is less than the asset’s carrying value.

Treasury Stock. The Company accounts for treasury stock using
the cost method.

Principles of Consolidation. The consolidated financial state-
ments include the Company’s accounts and those of its wholly
owned subsidiaries. Upon consolidation, all significant intercom-
pany accounts and transactions are eliminated. Also included in
the financial statements, under the equity method of accounting,
is the Company’s 49.992 percent share of the operating results of
Fujitsu AMD Semiconductor Limited (FASL).

Foreign Currency Translation. The functional currency of the
Company’s foreign subsidiaries, except AMD Saxony, is the U.S.
dollar.The functional currency of AMD Saxony and the Company’s
unconsolidated joint venture, FASL, are their local currencies.
Translation adjustments resulting from the process of remeasur-
ing the foreign currency financial statements of the Company’s
foreign subsidiaries are included in operations. Adjustments
resulting from translating the foreign currency financial state-
ments of AMD Saxony and FASL are included in stockholders’
equity.

Cash Equivalents. Cash equivalents consist of financial instru-
ments that are readily convertible into cash and have original
maturities of three months or less at the time of acquisition.

Derivative Financial Instruments. On January 1, 2001, the Com-
pany adopted Statement of Financial Accounting Standards No.
133, “Accounting for Derivative Instruments and Hedging Activi-
ties” (SFAS 133). SFAS 133 requires the Company to record all
derivatives on the balance sheet at fair value. Derivatives that are
not hedges must be adjusted to fair value through operating
results. If the derivative is a hedge, depending on the nature of the
hedge, changes in the fair value of the derivative are either offset
against the change in fair value of assets, liabilities or firm com-
mitments through operations (fair value hedges) or recognized in
other comprehensive income until the hedged item is recognized
in operations (cash flow hedges). The ineffective portion of a
derivative’s change in fair value is immediately recognized in oper-
ations. As of January 1, 2001, the Company had entered into for-
eign currency forward contracts to hedge the gains and losses
generated by the remeasurement of foreign currency denomi-
nated intercompany accounts into U.S. dollars. As a result, these
derivatives, which were not designated as hedges, were recorded
at fair value, with changes in their fair value recognized in opera-
tions. Accordingly, the initial adoption of SFAS 133 had no impact
on the Company’s consolidated financial position or operating
results.These transactions in 2001 were denominated in Japanese
yen, British pounds, Thai baht, Singapore dollars and European
Union euros.

The Company purchases a significant volume of inventory
from FASL, AMD’s unconsolidated joint venture in Japan, and
from AMD Saxony. Purchases from FASL and AMD Saxony are
denominated in yen and euros, respectively. Therefore, in the
normal course of business, the Company’s financial position is
routinely subjected to market risk associated with foreign cur-
rency rate fluctuations. The Company’s general practice is to
ensure that material business exposure to foreign exchange risks
are identified, measured and minimized using the most effective
and efficient methods to eliminate or reduce such exposures.To
protect against the reduction in value of forecasted yen and euro
denominated cash flows resulting from these transactions, the
Company has instituted a foreign currency cash flow hedging pro-
gram. Under this program, the Company purchases foreign cur-
rency forward contracts and sells or purchases foreign currency
option contracts, generally expiring within twelve months, to
hedge portions of its forecasted foreign currency denominated
cash flows.The hedging transactions in 2001 were denominated
in yen and euros. These foreign currency contracts are carried 
on the Company’s balance sheet at fair value with the effective
portion of the contracts’ gain or loss initially recorded in accu-
mulated other comprehensive income (a component of stock-
holders’ equity) and subsequently recognized in operations in the
same period the hedged forecasted transaction affects opera-
tions. Generally, the gain or loss on derivative contracts, when
recognized in operations, offsets the gain or loss on the hedged
foreign currency assets, liabilities, or firm commitments. The
Company does not use derivatives for trading purposes.

The effectiveness test for these foreign currency contracts uti-
lized by the Company is the fair value to fair value comparison
method.The Company includes in its effectiveness assessment the
time value portion of the change in value of the currency forward
contract.

If a cash flow hedge should be discontinued because it is prob-
able that the original forecasted transaction will not occur, the 
net gain or loss in accumulated other comprehensive income will
be reclassified into operations as a component of income and
expense. No such amounts were recorded in operations during
the year ended December 30, 2001.

Premiums paid for foreign currency forward and option con-
tracts are immediately charged to operations.

Inventories. Inventories are stated at standard cost adjusted to
approximate the lower of cost (first-in, first-out method) or mar-
ket (net realizable value). Inventories on hand, in excess of fore-
casted demand, generally six months or less, are not valued.
Obsolete inventories are written off.

Property, Plant and Equipment. Property, plant and equipment
are stated at cost. Depreciation and amortization are provided on
a straight-line basis over the estimated useful lives of the assets
for financial reporting purposes. Estimated useful lives for finan-
cial reporting purposes are as follows:
■ machinery and equipment, three to five years;
■ buildings, up to 26 years; and
■ leasehold improvements, the shorter of the remaining terms

of the leases or the estimated economic useful lives of the
improvements.

Foreign Grants and Subsidies.The Federal Republic of Germany
and the State of Saxony have agreed to support the Dresden Fab
30 project in the amount of $428 million, consisting of capital
investment grants and interest subsidies. Dresden Fab 30 is the
Company’s integrated circuit manufacturing and design facility in
Dresden, Germany.The grants and subsidies are subject to condi-
tions, including meeting specified levels of employment as of
December 2001 and maintaining those levels until June 2007. As
of December 30, 2001, AMD Saxony had received grants and sub-
sidies totaling approximately $348 million. Noncompliance with
the conditions of the grants and subsidies could result in the for-
feiture of all or a portion of the future amounts to be received,
as well as the repayment of all or a portion of the amounts
received to date. There have been no conditions of noncompli-
ance through December 30, 2001 that would result in forfeiture
of any of the grants and subsidies.The grants and subsidies are
being recognized as a reduction of operating expense ratably over
the life of the project. In 2001, grants and subsidies recognized as

a reduction to operating expenses amounted to $57 million.
Grants and subsidies received but not yet recognized in opera-
tions as of December 30, 2001, were approximately $206 million.

Advertising Expenses. The Company accounts for advertising
costs as expenses in the period in which they are incurred. Adver-
tising expenses for 2001, 2000 and 1999 were approximately
$184 million, $148 million and $101 million, respectively.

Net Income (Loss) Per Common Share. Basic net income (loss)
per common share is computed using the number of weighted-
average common shares outstanding. Diluted net income (loss)
per common share is computed using weighted-average common
shares and weighted-average dilutive potential common shares
outstanding.

The following table sets forth the computation of basic and
diluted net income (loss) per common share:
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NOTE 4: FINANCIAL INSTRUMENTS

Available-For-Sale Securities

Available-for-sale securities held by the Company as of December 30, 2001 and December 31, 2000 are as follows:

Gross Gross 
unrealized unrealized Fair market

(Thousands) Cost gains losses value

2001
Cash equivalents:

Commercial paper $ 76,976 $ 545 $ — $ 77,521
Certificates of deposit 10,001 240 — 10,241
Federal agency notes 38,357 260 — 38,617
Money market funds 152,122 18 — 152,140

Total cash equivalents $277,456 $ 1,063 $ — $ 278,519

Short-term investments:
Money market auction rate preferred stocks $128,130 $ 158 $ (14) $ 128,274
Municipal bonds 1,331 — — 1,331
Floating rate notes 155,729 5 (290) 155,444
Federal agency notes 153,343 114 (832) 152,625
Tax exempt money market fund 5,000 35 — 5,035

Total short-term investments $443,533 $ 312 $(1,136) $ 442,709

Long-term investments:
Equity investments $ 11,571 $ 8,257 $ (486) $ 19,342
Commercial paper 10,000 — — 10,000
Federal agency notes 3,323 — — 3,323

Total long-term investments $ 24,894 $ 8,257 $ (486) $ 32,665

Grand Total: $745,883 $ 9,632 $(1,622) $ 753,893

2000
Cash equivalents:

Commercial paper $200,261 $ 1,762 $ (13) $ 202,010
Money market funds 78,300 — — 78,300

Total cash equivalents $278,561 $ 1,762 $ (13) $ 280,310

Short-term investments:
Money market auction rate preferred stocks $224,590 $ — $     — $ 224,590
Certificates of deposit 20,001 — (1) 20,000
Corporate notes 9,366 523 — 9,889
Federal agency notes 44,106 654 (2) 44,758
Commercial paper 401,324 3,973 (2,826) 402,471

Total short-term investments $699,387 $ 5,150 $(2,829) $ 701,708

Long-term investments:
Equity investments $ 10,161 $16,695 $ — $ 26,856
Federal agency notes 2,105 — (2) 2,103

Total long-term investments $ 12,266 $16,695 $ (2) $ 28,959

Grand Total: $990,214 $23,607 $(2,844) $1,010,977

The Company realized a loss on the sale of available-for-sale securities of $1.6 million in 2001 and a gain of $4.3 million in 1999.
The Company did not sell any available-for-sale securities in 2000.

In 2001 and 1999, approximately 14.4 million and 8.5 million of
potential common shares were excluded from the computation
of diluted net loss per common share because the effect in years
with a net loss would be antidilutive.

Accumulated Other Comprehensive Income (Loss). Unreal-
ized gains or losses on the Company’s available-for-sale securities,
deferred gains and losses on derivative financial instruments qual-
ifying as cash flow hedges and foreign currency translation adjust-
ments are included in accumulated other comprehensive income
(loss).

The following are the components of accumulated other com-
prehensive income (loss):

(Thousands) 2001 2000

Unrealized gain on 
investments, net of 
taxes of $2,939 $ 5,071 $ 13,143

Net unrealized loss on
cash flow hedges (3,399) —

Cumulative translation 
adjustments (134,919) (107,168)

$(133,247) $ (94,025)

Stock-based Compensation and Employee Stock Plans. The
Company uses the intrinsic value method under APB Opinion
No. 25 to account for stock options issued to its employees
under its stock option plans and amortizes deferred compensa-
tion over the vesting period of the options. See Note 10.

Use of Estimates. The preparation of consolidated financial
statements in conformity with accounting principles generally
accepted in the United States requires management to make esti-
mates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of commitments and contingencies 
at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting periods. Actual
results are likely to differ from those estimates, and such differ-
ences may be material to the financial statements.

New Accounting Pronouncements. In July 2001, the FASB
issued Statement of Financial Accounting Standards No. 141 “Busi-
ness Combinations” (SFAS 141) and Statement of Financial
Accounting Standards No. 142 “Goodwill and Other Intangible
Assets” (SFAS 142). SFAS 141 requires all business combinations
initiated after June 30, 2001 to be accounted for using the pur-
chase method. Under SFAS 142, goodwill and intangible assets
with indefinite lives are no longer amortized but are reviewed
annually (or more frequently if impairment indicators arise) for
impairment. Separable intangible assets that are not deemed to
have indefinite lives will continue to be amortized over their use-
ful lives (but with no maximum life). The amortization provisions
of SFAS 142 apply to goodwill and intangible assets acquired after

June 30, 2001. With respect to goodwill and intangible assets
acquired prior to July 1, 2001, the amortization and impairment
provisions of SFAS 142 are effective upon the adoption of SFAS
142.The Company is required to adopt SFAS 141 and SFAS 142
at the beginning of 2002. Presently these accounting standards
would not have a material effect on the Company’s consolidated
financial statements as the Company does not have material
amounts of intangibles or any goodwill.

In August 2001, the FASB issued Statement of Financial
Accounting Standards No. 144, “Accounting for the Impairment
or Disposal of Long-Lived Assets” (SFAS 144), which supersedes
both Statement of Financial Accounting Standards No. 121,
“Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of” (SFAS 121) and the
accounting and reporting provisions of APB Opinion No. 30
“Reporting the Results of Operations—Reporting the Effects of
Disposal of a Segment of a Business, and Extraordinary, Unusual
and Infrequently Occurring Events and Transactions” (Opinion
30), for the disposal of a segment of a business (as previously
defined in that Opinion). SFAS 144 retains the fundamental pro-
visions of SFAS 121 for recognizing and measuring impairment
losses on long-lived assets to be “held and used.” In addition, the
Statement provides more guidance on estimating cash flows when
performing a recoverability test, requires that a long-lived asset or
group of assets to be disposed of other than by sale be classified
as “held and used” until they are disposed of, and establishes
more restrictive criteria to classify an asset or group of assets to
be “held for sale.” SFAS 144 retains the basic provisions of Opin-
ion 30 on how to present discontinued operations in the income
statement but broadens that presentation to include a compo-
nent of an entity (rather than a segment of a business).The Com-
pany will adopt SFAS 144 at the beginning of 2002.The Company
does not believe the adoption of SFAS 144 will have a material
impact on its operating results or financial position.

NOTE 3: SALE OF SUBSIDIARIES

The Company sold 90 percent of Legerity for approximately
$375 million in cash to Francisco Partners, L.P., effective July 31,
2000. Prior to the sale, Legerity was a wholly owned subsidiary 
of AMD, selling voice communications products. The Company’s
pretax gain on the sale of Legerity was $337 million.The gain was
computed based on the excess of the consideration received for
Legerity’s net assets as of July 31, 2000, less direct expenses
related to the sale.The applicable tax rate on the gain was 37 per-
cent, resulting in an after-tax gain of $212 million.

On June 15, 1999, the Company sold Vantis to Lattice Semi-
conductor Corporation for approximately $500 million in cash.
The actual cash received was net of Vantis’ cash and cash equiva-
lents balance of approximately $46 million as of the closing of the
sale. The Company’s pretax gain on the sale of Vantis was $432
million.The gain was computed based upon Vantis’ net assets as
of June 15, 1999 and other direct expenses related to the sale.
The applicable tax rate on the gain was 40 percent, resulting in an
after-tax gain of $259 million.
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NOTE 4: FINANCIAL INSTRUMENTS

Available-For-Sale Securities

Available-for-sale securities held by the Company as of December 30, 2001 and December 31, 2000 are as follows:

Gross Gross 
unrealized unrealized Fair market

(Thousands) Cost gains losses value

2001
Cash equivalents:

Commercial paper $ 76,976 $ 545 $ — $ 77,521
Certificates of deposit 10,001 240 — 10,241
Federal agency notes 38,357 260 — 38,617
Money market funds 152,122 18 — 152,140

Total cash equivalents $277,456 $ 1,063 $ — $ 278,519

Short-term investments:
Money market auction rate preferred stocks $128,130 $ 158 $ (14) $ 128,274
Municipal bonds 1,331 — — 1,331
Floating rate notes 155,729 5 (290) 155,444
Federal agency notes 153,343 114 (832) 152,625
Tax exempt money market fund 5,000 35 — 5,035

Total short-term investments $443,533 $ 312 $(1,136) $ 442,709

Long-term investments:
Equity investments $ 11,571 $ 8,257 $ (486) $ 19,342
Commercial paper 10,000 — — 10,000
Federal agency notes 3,323 — — 3,323

Total long-term investments $ 24,894 $ 8,257 $ (486) $ 32,665

Grand Total: $745,883 $ 9,632 $(1,622) $ 753,893

2000
Cash equivalents:

Commercial paper $200,261 $ 1,762 $ (13) $ 202,010
Money market funds 78,300 — — 78,300

Total cash equivalents $278,561 $ 1,762 $ (13) $ 280,310

Short-term investments:
Money market auction rate preferred stocks $224,590 $ — $     — $ 224,590
Certificates of deposit 20,001 — (1) 20,000
Corporate notes 9,366 523 — 9,889
Federal agency notes 44,106 654 (2) 44,758
Commercial paper 401,324 3,973 (2,826) 402,471

Total short-term investments $699,387 $ 5,150 $(2,829) $ 701,708

Long-term investments:
Equity investments $ 10,161 $16,695 $ — $ 26,856
Federal agency notes 2,105 — (2) 2,103

Total long-term investments $ 12,266 $16,695 $ (2) $ 28,959

Grand Total: $990,214 $23,607 $(2,844) $1,010,977

The Company realized a loss on the sale of available-for-sale securities of $1.6 million in 2001 and a gain of $4.3 million in 1999.
The Company did not sell any available-for-sale securities in 2000.

In 2001 and 1999, approximately 14.4 million and 8.5 million of
potential common shares were excluded from the computation
of diluted net loss per common share because the effect in years
with a net loss would be antidilutive.

Accumulated Other Comprehensive Income (Loss). Unreal-
ized gains or losses on the Company’s available-for-sale securities,
deferred gains and losses on derivative financial instruments qual-
ifying as cash flow hedges and foreign currency translation adjust-
ments are included in accumulated other comprehensive income
(loss).

The following are the components of accumulated other com-
prehensive income (loss):

(Thousands) 2001 2000

Unrealized gain on 
investments, net of 
taxes of $2,939 $ 5,071 $ 13,143

Net unrealized loss on
cash flow hedges (3,399) —

Cumulative translation 
adjustments (134,919) (107,168)

$(133,247) $ (94,025)

Stock-based Compensation and Employee Stock Plans. The
Company uses the intrinsic value method under APB Opinion
No. 25 to account for stock options issued to its employees
under its stock option plans and amortizes deferred compensa-
tion over the vesting period of the options. See Note 10.

Use of Estimates. The preparation of consolidated financial
statements in conformity with accounting principles generally
accepted in the United States requires management to make esti-
mates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of commitments and contingencies 
at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting periods. Actual
results are likely to differ from those estimates, and such differ-
ences may be material to the financial statements.

New Accounting Pronouncements. In July 2001, the FASB
issued Statement of Financial Accounting Standards No. 141 “Busi-
ness Combinations” (SFAS 141) and Statement of Financial
Accounting Standards No. 142 “Goodwill and Other Intangible
Assets” (SFAS 142). SFAS 141 requires all business combinations
initiated after June 30, 2001 to be accounted for using the pur-
chase method. Under SFAS 142, goodwill and intangible assets
with indefinite lives are no longer amortized but are reviewed
annually (or more frequently if impairment indicators arise) for
impairment. Separable intangible assets that are not deemed to
have indefinite lives will continue to be amortized over their use-
ful lives (but with no maximum life). The amortization provisions
of SFAS 142 apply to goodwill and intangible assets acquired after

June 30, 2001. With respect to goodwill and intangible assets
acquired prior to July 1, 2001, the amortization and impairment
provisions of SFAS 142 are effective upon the adoption of SFAS
142.The Company is required to adopt SFAS 141 and SFAS 142
at the beginning of 2002. Presently these accounting standards
would not have a material effect on the Company’s consolidated
financial statements as the Company does not have material
amounts of intangibles or any goodwill.

In August 2001, the FASB issued Statement of Financial
Accounting Standards No. 144, “Accounting for the Impairment
or Disposal of Long-Lived Assets” (SFAS 144), which supersedes
both Statement of Financial Accounting Standards No. 121,
“Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of” (SFAS 121) and the
accounting and reporting provisions of APB Opinion No. 30
“Reporting the Results of Operations—Reporting the Effects of
Disposal of a Segment of a Business, and Extraordinary, Unusual
and Infrequently Occurring Events and Transactions” (Opinion
30), for the disposal of a segment of a business (as previously
defined in that Opinion). SFAS 144 retains the fundamental pro-
visions of SFAS 121 for recognizing and measuring impairment
losses on long-lived assets to be “held and used.” In addition, the
Statement provides more guidance on estimating cash flows when
performing a recoverability test, requires that a long-lived asset or
group of assets to be disposed of other than by sale be classified
as “held and used” until they are disposed of, and establishes
more restrictive criteria to classify an asset or group of assets to
be “held for sale.” SFAS 144 retains the basic provisions of Opin-
ion 30 on how to present discontinued operations in the income
statement but broadens that presentation to include a compo-
nent of an entity (rather than a segment of a business).The Com-
pany will adopt SFAS 144 at the beginning of 2002.The Company
does not believe the adoption of SFAS 144 will have a material
impact on its operating results or financial position.

NOTE 3: SALE OF SUBSIDIARIES

The Company sold 90 percent of Legerity for approximately
$375 million in cash to Francisco Partners, L.P., effective July 31,
2000. Prior to the sale, Legerity was a wholly owned subsidiary 
of AMD, selling voice communications products. The Company’s
pretax gain on the sale of Legerity was $337 million.The gain was
computed based on the excess of the consideration received for
Legerity’s net assets as of July 31, 2000, less direct expenses
related to the sale.The applicable tax rate on the gain was 37 per-
cent, resulting in an after-tax gain of $212 million.

On June 15, 1999, the Company sold Vantis to Lattice Semi-
conductor Corporation for approximately $500 million in cash.
The actual cash received was net of Vantis’ cash and cash equiva-
lents balance of approximately $46 million as of the closing of the
sale. The Company’s pretax gain on the sale of Vantis was $432
million.The gain was computed based upon Vantis’ net assets as
of June 15, 1999 and other direct expenses related to the sale.
The applicable tax rate on the gain was 40 percent, resulting in an
after-tax gain of $259 million.



Notes to Consol idated Financial  Statements 35

Derivative Financial Instruments

The following table summarizes activity in accumulated other
comprehensive income (loss) related to derivatives classified as
cash flow hedges held by the Company during the period from
January 1, 2001 through December 30, 2001:

Year Ended
Thousands December 30, 2001

Cumulative effect of adopting SFAS 133 $ —
Reclassified into operations —
Changes in fair value of derivatives, net (3,399)

$(3,399)

As of December 30, 2001, the Company expects to reclassify the
amount accumulated in other comprehensive income (loss) to
operations within the next twelve months upon the recognition
in operations of the hedged forecasted transactions.

Fair Value of Other Financial Instruments

The Company estimates the fair value of debt using a discounted
cash flow analysis based on estimated interest rates for similar
types of borrowing arrangements with similar remaining maturi-
ties.The carrying amounts and estimated fair values of the Com-
pany’s debt are as follows:

(Thousands) 2001 2000

Carrying Fair Carrying Fair
amount value amount value

Notes payable 
to banks $ 63,362 $ 63,362 $ — $ —

Long-term debt and capital leases:
Capital leases 32,469 31,550 15,874 15,213
Long-term debt 

(excluding 
capital leases) 603,236 571,679 936,789 865,963

Total long-term  
debt and 
capital leases 635,705 603,229 952,663 881,176

Less: current portion 197,803 216,496 49,440 67,428

Total long-term 
debt and capi- 
tal leases, less 
current portion $437,902 $386,733 $903,223 $813,748

The fair value of the Company’s accounts receivable and accounts
payable approximate book value based on existing payment terms.

NOTE 5: CONCENTRATIONS OF CREDIT RISK

Financial instruments that potentially subject the Company to
concentrations of credit risk consist primarily of cash equivalents,

short-term investments, trade receivables and derivative financial
instruments used in hedging activities.

The Company places its cash equivalents and short-term
investments with high credit quality financial institutions and, by
policy, limits the amount of credit exposure with any one financial
institution. The Company acquires investments in time deposits
and certificates of deposit from banks having combined capital,
surplus and undistributed profits of not less than $200 million.
Investments in commercial paper and money market auction rate
preferred stocks of industrial firms and financial institutions are
rated A1, P1 or better. Investments in tax-exempt securities,
including municipal notes and bonds are rated AA, Aa or better,
and investments in repurchase agreements must have securities
of the type and quality listed above as collateral.

Concentrations of credit risk with respect to trade receiv-
ables are limited because a large number of geographically diverse
customers make up the Company’s customer base, thus spread-
ing the trade credit risk. The Company controls credit risk
through credit approvals, credit limits and monitoring procedures.
The Company performs in-depth credit evaluations of all new
customers and requires letters of credit, bank guarantees and
advance payments, if deemed necessary.

The counterparties to the agreements relating to the Com-
pany’s derivative financial instruments consist of a number of
large international financial institutions. The Company does not
believe that there is significant risk of nonperformance by these
counterparties because the Company monitors their credit rat-
ings and limits the financial exposure and the amount of agree-
ments entered into with any one financial institution. While the
notional amounts of financial instruments are often used to
express the volume of these transactions, the potential account-
ing loss on these transactions if all counterparties failed to 
perform is limited to the amounts, if any, by which the counter-
parties’ obligations under the contracts exceed the Company’s
obligations to the counterparties.

NOTE 6: INCOME TAXES

The provision (benefit) for income taxes consists of:

(Thousands) 2001 2000 1999

Current:
U.S. Federal $ — $251,849 $ (7,072)
U.S. State and Local (6) 3,599 363
Foreign National 

and Local 21,595 20,496 14,095

Total 21,589 275,944 7,386

Deferred:
U.S. Federal (30,192) 25,163 134,050
U.S. State and Local (7,321) (43,789) 26,178
Foreign National 

and Local 1,461 (450) (264)

Total (36,052) (19,076) 159,964

Provision (benefit) for 
income taxes $(14,463) $256,868 $167,350
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Tax benefits resulting from the exercise of nonqualified stock
options and the disqualifying disposition of shares issued under
the Company’s stock-based compensation plans reduced taxes
currently payable by $158.3 million in 2000. Such benefits were
credited to capital in excess of par value.

Deferred income taxes reflect the net tax effects of tax car-
ryovers and temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes
and the balances for income tax purposes. Significant components
of the Company’s deferred tax assets and liabilities as of Decem-
ber 30, 2001 and December 31, 2000 are as follows:

(Thousands) 2001 2000

Deferred tax assets:
Net operating loss carryovers $ 4,147 $ 3,934
Deferred distributor income 17,730 32,848
Inventory valuation 74,434 22,327
Accrued expenses not 

currently deductible 74,063 46,400
Investments 29,237 15,173
Federal and state tax credit 

carryovers 76,234 120,938
Other 62,189 67,073

Total deferred tax assets 338,034 308,693
Less: valuation allowance (24,559) —

313,475 308,693

Deferred tax liabilities:
Depreciation (175,878) (222,355)
Capitalized Interest (30,967) (40,790)
Unremitted foreign earnings (27,400) —
Other (28,637) (31,007)

Total deferred tax liabilities (262,882) (294,152)

Net deferred tax assets 
(liabilities) $ 50,593 $ 14,541

In 2001, the valuation allowance for deferred tax assets increased
by $25 million due to the stock option deduction arising from
activity under the Company’s stock option plans, the benefits of
which will increase capital in excess of par value when realized.
Pretax income from foreign operations was approximately $52
million in 2001, $83 million in 2000 and $62 million in 1999.

The federal and state tax credit and net operating loss carry-
overs expire beginning in the year 2003 through 2021.

The table below displays a reconciliation between statutory
federal income taxes and the total provision (benefit) for income
taxes.

2001
(Thousands except percent) Tax Rate

Statutory federal income
tax expense $ (32,872) (35.0)%

State taxes, net of federal benefit (4,762) (5.1)
Tax-exempt foreign sales 

corporation income (2,394) (2.5)
Residual U.S. tax on previously 

reinvested earnings 21,663 23.1
Restructuring charges at other

than U.S. rates 11,082 11.8
Tax credits (6,018) (6.4)
Other (1,162) (1.3)

$ (14,463) (15.4)%

2000
(Thousands except percent) Tax Rate

Statutory federal income
tax expense $438,165 35.0%

State taxes, net of federal benefit 9,292 0.7
Tax-exempt foreign sales 

corporation income (1,756) (0.2)
Foreign income at other than

U.S. rates (9,091) (0.7)
Valuation allowance utilized (177,008) (14.1)
Tax credits (5,000) (0.4)
Other 2,266 0.2

$256,868 20.5%

1999
(Thousands except percent) Tax Rate

Statutory federal income 
tax expense $ 25,766 35.0%

State taxes, net of federal benefit 17,252 23.4
Foreign income at other than

U.S. rates (4,952) (6.7)
Net operating losses not 

currently benefited 126,684 172.1
Other 2,600 3.5

$167,350 227.3%

The Company has made no provision for U.S. income taxes on
approximately $387 million of cumulative undistributed earnings
of certain foreign subsidiaries because it is the Company’s inten-
tion to permanently reinvest such earnings. If such earnings were
distributed, the Company would accrue additional taxes of
approximately $117 million.
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Derivative Financial Instruments

The following table summarizes activity in accumulated other
comprehensive income (loss) related to derivatives classified as
cash flow hedges held by the Company during the period from
January 1, 2001 through December 30, 2001:

Year Ended
Thousands December 30, 2001

Cumulative effect of adopting SFAS 133 $ —
Reclassified into operations —
Changes in fair value of derivatives, net (3,399)

$(3,399)

As of December 30, 2001, the Company expects to reclassify the
amount accumulated in other comprehensive income (loss) to
operations within the next twelve months upon the recognition
in operations of the hedged forecasted transactions.

Fair Value of Other Financial Instruments

The Company estimates the fair value of debt using a discounted
cash flow analysis based on estimated interest rates for similar
types of borrowing arrangements with similar remaining maturi-
ties.The carrying amounts and estimated fair values of the Com-
pany’s debt are as follows:

(Thousands) 2001 2000

Carrying Fair Carrying Fair
amount value amount value

Notes payable 
to banks $ 63,362 $ 63,362 $ — $ —

Long-term debt and capital leases:
Capital leases 32,469 31,550 15,874 15,213
Long-term debt 

(excluding 
capital leases) 603,236 571,679 936,789 865,963

Total long-term  
debt and 
capital leases 635,705 603,229 952,663 881,176

Less: current portion 197,803 216,496 49,440 67,428

Total long-term 
debt and capi- 
tal leases, less 
current portion $437,902 $386,733 $903,223 $813,748

The fair value of the Company’s accounts receivable and accounts
payable approximate book value based on existing payment terms.

NOTE 5: CONCENTRATIONS OF CREDIT RISK

Financial instruments that potentially subject the Company to
concentrations of credit risk consist primarily of cash equivalents,

short-term investments, trade receivables and derivative financial
instruments used in hedging activities.

The Company places its cash equivalents and short-term
investments with high credit quality financial institutions and, by
policy, limits the amount of credit exposure with any one financial
institution. The Company acquires investments in time deposits
and certificates of deposit from banks having combined capital,
surplus and undistributed profits of not less than $200 million.
Investments in commercial paper and money market auction rate
preferred stocks of industrial firms and financial institutions are
rated A1, P1 or better. Investments in tax-exempt securities,
including municipal notes and bonds are rated AA, Aa or better,
and investments in repurchase agreements must have securities
of the type and quality listed above as collateral.

Concentrations of credit risk with respect to trade receiv-
ables are limited because a large number of geographically diverse
customers make up the Company’s customer base, thus spread-
ing the trade credit risk. The Company controls credit risk
through credit approvals, credit limits and monitoring procedures.
The Company performs in-depth credit evaluations of all new
customers and requires letters of credit, bank guarantees and
advance payments, if deemed necessary.

The counterparties to the agreements relating to the Com-
pany’s derivative financial instruments consist of a number of
large international financial institutions. The Company does not
believe that there is significant risk of nonperformance by these
counterparties because the Company monitors their credit rat-
ings and limits the financial exposure and the amount of agree-
ments entered into with any one financial institution. While the
notional amounts of financial instruments are often used to
express the volume of these transactions, the potential account-
ing loss on these transactions if all counterparties failed to 
perform is limited to the amounts, if any, by which the counter-
parties’ obligations under the contracts exceed the Company’s
obligations to the counterparties.

NOTE 6: INCOME TAXES

The provision (benefit) for income taxes consists of:

(Thousands) 2001 2000 1999

Current:
U.S. Federal $ — $251,849 $ (7,072)
U.S. State and Local (6) 3,599 363
Foreign National 

and Local 21,595 20,496 14,095

Total 21,589 275,944 7,386

Deferred:
U.S. Federal (30,192) 25,163 134,050
U.S. State and Local (7,321) (43,789) 26,178
Foreign National 

and Local 1,461 (450) (264)

Total (36,052) (19,076) 159,964

Provision (benefit) for 
income taxes $(14,463) $256,868 $167,350
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Tax benefits resulting from the exercise of nonqualified stock
options and the disqualifying disposition of shares issued under
the Company’s stock-based compensation plans reduced taxes
currently payable by $158.3 million in 2000. Such benefits were
credited to capital in excess of par value.

Deferred income taxes reflect the net tax effects of tax car-
ryovers and temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes
and the balances for income tax purposes. Significant components
of the Company’s deferred tax assets and liabilities as of Decem-
ber 30, 2001 and December 31, 2000 are as follows:

(Thousands) 2001 2000

Deferred tax assets:
Net operating loss carryovers $ 4,147 $ 3,934
Deferred distributor income 17,730 32,848
Inventory valuation 74,434 22,327
Accrued expenses not 

currently deductible 74,063 46,400
Investments 29,237 15,173
Federal and state tax credit 

carryovers 76,234 120,938
Other 62,189 67,073

Total deferred tax assets 338,034 308,693
Less: valuation allowance (24,559) —

313,475 308,693

Deferred tax liabilities:
Depreciation (175,878) (222,355)
Capitalized Interest (30,967) (40,790)
Unremitted foreign earnings (27,400) —
Other (28,637) (31,007)

Total deferred tax liabilities (262,882) (294,152)

Net deferred tax assets 
(liabilities) $ 50,593 $ 14,541

In 2001, the valuation allowance for deferred tax assets increased
by $25 million due to the stock option deduction arising from
activity under the Company’s stock option plans, the benefits of
which will increase capital in excess of par value when realized.
Pretax income from foreign operations was approximately $52
million in 2001, $83 million in 2000 and $62 million in 1999.

The federal and state tax credit and net operating loss carry-
overs expire beginning in the year 2003 through 2021.

The table below displays a reconciliation between statutory
federal income taxes and the total provision (benefit) for income
taxes.

2001
(Thousands except percent) Tax Rate

Statutory federal income
tax expense $ (32,872) (35.0)%

State taxes, net of federal benefit (4,762) (5.1)
Tax-exempt foreign sales 

corporation income (2,394) (2.5)
Residual U.S. tax on previously 

reinvested earnings 21,663 23.1
Restructuring charges at other

than U.S. rates 11,082 11.8
Tax credits (6,018) (6.4)
Other (1,162) (1.3)

$ (14,463) (15.4)%

2000
(Thousands except percent) Tax Rate

Statutory federal income
tax expense $438,165 35.0%

State taxes, net of federal benefit 9,292 0.7
Tax-exempt foreign sales 

corporation income (1,756) (0.2)
Foreign income at other than

U.S. rates (9,091) (0.7)
Valuation allowance utilized (177,008) (14.1)
Tax credits (5,000) (0.4)
Other 2,266 0.2

$256,868 20.5%

1999
(Thousands except percent) Tax Rate

Statutory federal income 
tax expense $ 25,766 35.0%

State taxes, net of federal benefit 17,252 23.4
Foreign income at other than

U.S. rates (4,952) (6.7)
Net operating losses not 

currently benefited 126,684 172.1
Other 2,600 3.5

$167,350 227.3%

The Company has made no provision for U.S. income taxes on
approximately $387 million of cumulative undistributed earnings
of certain foreign subsidiaries because it is the Company’s inten-
tion to permanently reinvest such earnings. If such earnings were
distributed, the Company would accrue additional taxes of
approximately $117 million.
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Obligations under the lease agreements are collateralized by
the assets leased. The Company’s leased assets totaled approxi-
mately $77 million and $53 million as of December 30, 2001 and
December 31, 2000, respectively, and are included in the related
property, plant and equipment category. Amortization of assets
recorded under capital leases is included in depreciation expense.
Accumulated amortization of these leased assets was approxi-
mately $45 million as of December 30, 2001 and $39 million as of
December 31, 2000.

Included in Other is $173.5 million of deferred grants and sub-
sidies related to the Dresden Fab 30 project. See Note 2. Also
included in Other is a deferred gain of $28.5 million as of Decem-
ber 30, 2001, as a result of the sale and leaseback of the Com-
pany’s corporate marketing, general and administrative facility in
1998.The Company is amortizing the deferred gain ratably over
the lease term, which is 20 years. See Note 12. In addition, Other
includes $103.5 million in customer cash deposits related to
multi-year memory product manufacturing supply agreements,
which guarantee customers’ specific volume shipment.

The above debt agreements limit the Company and its sub-
sidiaries’ ability to engage in various transactions and require 
satisfaction of specified financial performance criteria. As of
December 30, 2001, the Company was in compliance with all
restrictive covenants of such debt agreements.

Under certain circumstances, cross-defaults result under the
Loan Agreement and the Dresden Loan Agreements, which con-
sist of a loan agreement and other related agreements between
AMD Saxony and a consortium of banks led by Dresdner Bank
AG (the Dresden Loan Agreements).

For each of the next five years and beyond, the Company’s
debt and capital lease obligations are:

Debt Capital
(Thousands) (Principal only) leases Total

2002 $187,024 $13,589 $200,613
2003 197,423 11,564 208,987
2004 145,544 8,496 154,040
2005 72,905 2,426 75,331
2006 270 — 270
Beyond 2006 70 — 70

Total $603,236 $36,075 $639,311

Less: amount repre- 
senting interest — 3,606 3,606

Total at present value $603,236 $32,469 $635,705

NOTE 8: INTEREST EXPENSE & INTEREST 
AND OTHER INCOME, NET

Interest Expense

(Thousands) 2001 2000 1999

Total interest charges $68,403 $86,488 $116,255
Less: interest capitalized (7,043) (26,451) (47,002)

Interest expense $61,360 $60,037 $ 69,253

In 2001, interest expense consisted primarily of interest incurred
by AMD Saxony’s secured term loan under the Dresden Loan
Agreements and interest on the Company’s Convertible Subor-
dinated Notes issued in May 1998. In 2000 and 1999, interest
expense consisted primarily of interest incurred on the Com-
pany’s Senior Secured Notes issued in August 1996, interest on
the Company’s Convertible Subordinated Notes issued in May
1998, interest on the Company’s $250 million four-year secured
term loan and interest on AMD Saxony’s secured term loan, net
of interest capitalized primarily related to the facilitization of Fab
25 and Dresden Fab 30.

Interest and Other Income, Net

(Thousands) 2001 2000 1999

Interest income $ 42,988 $59,228 $26,461
Other income (loss), net (17,293) 27,073 5,274

$ 25,695 $86,301 $31,735

Other loss in 2001 consisted of charges for other than tempo-
rary declines in the value of our marketable debt and equity secu-
rities investments totaling approximately $27 million. Other
income in 2000 and 1999 consisted of gains from sales of invest-
ments and other assets.

NOTE 9: SEGMENT REPORTING

For purposes of disclosures required by Statement of Financial
Accounting Standards No. 131 (SFAS 131), AMD operated in two
reportable segments during 2001: the Core Products segment,
which reflects the aggregation of the PC processor and memory
products operating segments, and the Foundry Services segment.
The aggregation of our operating segments into our reporting
segments was made pursuant to the aggregation criteria set forth
in SFAS 131. The Core Products segment includes microproces-
sors, Flash memory devices, Erasable Programmable Read-Only
Memory (EPROM) devices, embedded processors, platform prod-
ucts and networking products. The Foundry Services segment
includes fees for services provided to Legerity and Vantis. During
2000 and 1999, the Company also operated in the Voice Com-
munications segment. The Voice Communications segment
included voice communications products of the Company’s for-
mer subsidiary, Legerity, until July 31, 2000, the effective date of its
sale. In addition, in 1999, the Company also operated in the Vantis
segment. The Vantis segment included the programmable logic
devices of the Company’s former subsidiary, Vantis, until June 15,
1999, the date of its sale.The accounting policies of the segments
are the same as those described in the Summary of Significant
Accounting Policies. The Company evaluates performance and
allocates resources based on these segments’ operating income
(loss).

The following table is a summary of operating income (loss)
by segment for 2001, 2000 and 1999:

NOTE 7: DEBT

Significant elements of notes payable to banks are:

(Thousands except percent) 2001 2000

Amounts available under
notes payable to bank:

Three-year secured  
notes payable to bank $150,000 $200,000

Lines of credit available to 
foreign subsidiaries 4,251 24,419

Total amounts available at 
year-end under notes
payable to banks: $154,251 $224,419

Amounts outstanding at 
year-end under notes
payable to banks: 63,362 —

Weighted-average interest rate 
on amounts outstanding 
at year-end 5.23% —

Interest rates on foreign and short-term domestic borrowings
are negotiated at the time of the borrowing.

On July 13, 1999, the Company entered into a Loan and Secu-
rity Agreement (the Loan Agreement) with a consortium of banks
led by a domestic financial institution. Under the Loan Agreement,
which provides for a four-year secured revolving line of credit of
up to $200 million, the Company can borrow, subject to amounts
which may be set aside by the lenders, up to 85 percent of its eli-
gible accounts receivable from Original Equipment Manufacturers
(OEMs) and 50 percent of its eligible accounts receivable from
distributors. The Company must comply with certain financial
covenants if the levels of domestic cash it holds declines to $200
million, or the amount of borrowing under the Loan Agreement
rises to 50 percent of available credit.The Company’s obligations
under the Loan Agreement are secured by a pledge of all of its
accounts receivable, inventory, general intangibles and the related
proceeds. As of December 30, 2001, the Company had $50 mil-
lion outstanding under the Loan Agreement, which was repaid 
in January of 2002. The Loan Agreement restricts the Company
from paying cash dividends on its common stock.

Information with respect to the Company’s long-term debt,
capital lease obligations and other at years ended 2001 and 2000 is:

(Thousands) 2001 2000

6% Convertible Subordinated 
Notes with interest payable
semiannually and principal
due in April 2005 $ — $ 517,140

11% Senior Secured Notes 
with interest payable semi-
annually and principal due 
on August 1, 2003, secured 
by the Fab 25 property,
facility and equipment — 43,066

Term loans under the Dresden 
Loan Agreements with a 
weighted-average interest 
rate of 5.72% and principal 
due between February 2001 
and December 2005, secured 
by the Dresden Fab 30 property,
facility and equipment 602,046 375,226

Obligations under capital leases 32,469 15,874
Commercial mortgage with 

principal and 9.88% interest 
payable in monthly installments 
through April 2007 1,190 1,357

635,705 952,663
Other 305,576 344,880

$941,281 $1,297,543

Less: current portion 268,336 129,570

Long-term debt, capital lease 
obligations and other,
less current portion $672,945 $1,167,973

In May 1998, the Company sold $517.5 million of Convertible 
Subordinated Notes due May 15, 2005 (Convertible Subordinated
Notes) under its $1 billion shelf registration declared effective by
the Securities and Exchange Commission on April 20, 1998. Inter-
est on the Convertible Subordinated Notes accrued at the rate
of six percent per annum and was payable semiannually in arrears
on May 15 and November 15 of each year, commencing Novem-
ber 15, 1998. On May 21, 2001, the Company called for redemp-
tion all of the then outstanding $517.1 million of these
Convertible Subordinated Notes due 2005, which resulted in the
conversion of $509.6 million of such Notes, into approximately
28 million shares of the Company’s common stock, net of
unamortized debt issuance cost of $7.3 million. The remaining
$0.2 million of such Notes was paid in cash to investors.

On July 6, 2000, the Company announced a cash tender offer
and consent solicitation for the outstanding $400 million aggre-
gate principal amount of the 11% Senior Secured Notes due 2003.
On August 2, 2000, the Company repurchased $356 million of
these notes at a premium of $36 million. The premium was
recorded as an extraordinary loss of approximately $23 million
net of tax benefit of $13 million. On August 1, 2001, the Company
redeemed the remaining $43 million of these notes for cash.
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Obligations under the lease agreements are collateralized by
the assets leased. The Company’s leased assets totaled approxi-
mately $77 million and $53 million as of December 30, 2001 and
December 31, 2000, respectively, and are included in the related
property, plant and equipment category. Amortization of assets
recorded under capital leases is included in depreciation expense.
Accumulated amortization of these leased assets was approxi-
mately $45 million as of December 30, 2001 and $39 million as of
December 31, 2000.

Included in Other is $173.5 million of deferred grants and sub-
sidies related to the Dresden Fab 30 project. See Note 2. Also
included in Other is a deferred gain of $28.5 million as of Decem-
ber 30, 2001, as a result of the sale and leaseback of the Com-
pany’s corporate marketing, general and administrative facility in
1998.The Company is amortizing the deferred gain ratably over
the lease term, which is 20 years. See Note 12. In addition, Other
includes $103.5 million in customer cash deposits related to
multi-year memory product manufacturing supply agreements,
which guarantee customers’ specific volume shipment.

The above debt agreements limit the Company and its sub-
sidiaries’ ability to engage in various transactions and require 
satisfaction of specified financial performance criteria. As of
December 30, 2001, the Company was in compliance with all
restrictive covenants of such debt agreements.

Under certain circumstances, cross-defaults result under the
Loan Agreement and the Dresden Loan Agreements, which con-
sist of a loan agreement and other related agreements between
AMD Saxony and a consortium of banks led by Dresdner Bank
AG (the Dresden Loan Agreements).

For each of the next five years and beyond, the Company’s
debt and capital lease obligations are:

Debt Capital
(Thousands) (Principal only) leases Total

2002 $187,024 $13,589 $200,613
2003 197,423 11,564 208,987
2004 145,544 8,496 154,040
2005 72,905 2,426 75,331
2006 270 — 270
Beyond 2006 70 — 70

Total $603,236 $36,075 $639,311

Less: amount repre- 
senting interest — 3,606 3,606

Total at present value $603,236 $32,469 $635,705

NOTE 8: INTEREST EXPENSE & INTEREST 
AND OTHER INCOME, NET

Interest Expense

(Thousands) 2001 2000 1999

Total interest charges $68,403 $86,488 $116,255
Less: interest capitalized (7,043) (26,451) (47,002)

Interest expense $61,360 $60,037 $ 69,253

In 2001, interest expense consisted primarily of interest incurred
by AMD Saxony’s secured term loan under the Dresden Loan
Agreements and interest on the Company’s Convertible Subor-
dinated Notes issued in May 1998. In 2000 and 1999, interest
expense consisted primarily of interest incurred on the Com-
pany’s Senior Secured Notes issued in August 1996, interest on
the Company’s Convertible Subordinated Notes issued in May
1998, interest on the Company’s $250 million four-year secured
term loan and interest on AMD Saxony’s secured term loan, net
of interest capitalized primarily related to the facilitization of Fab
25 and Dresden Fab 30.

Interest and Other Income, Net

(Thousands) 2001 2000 1999

Interest income $ 42,988 $59,228 $26,461
Other income (loss), net (17,293) 27,073 5,274

$ 25,695 $86,301 $31,735

Other loss in 2001 consisted of charges for other than tempo-
rary declines in the value of our marketable debt and equity secu-
rities investments totaling approximately $27 million. Other
income in 2000 and 1999 consisted of gains from sales of invest-
ments and other assets.

NOTE 9: SEGMENT REPORTING

For purposes of disclosures required by Statement of Financial
Accounting Standards No. 131 (SFAS 131), AMD operated in two
reportable segments during 2001: the Core Products segment,
which reflects the aggregation of the PC processor and memory
products operating segments, and the Foundry Services segment.
The aggregation of our operating segments into our reporting
segments was made pursuant to the aggregation criteria set forth
in SFAS 131. The Core Products segment includes microproces-
sors, Flash memory devices, Erasable Programmable Read-Only
Memory (EPROM) devices, embedded processors, platform prod-
ucts and networking products. The Foundry Services segment
includes fees for services provided to Legerity and Vantis. During
2000 and 1999, the Company also operated in the Voice Com-
munications segment. The Voice Communications segment
included voice communications products of the Company’s for-
mer subsidiary, Legerity, until July 31, 2000, the effective date of its
sale. In addition, in 1999, the Company also operated in the Vantis
segment. The Vantis segment included the programmable logic
devices of the Company’s former subsidiary, Vantis, until June 15,
1999, the date of its sale.The accounting policies of the segments
are the same as those described in the Summary of Significant
Accounting Policies. The Company evaluates performance and
allocates resources based on these segments’ operating income
(loss).

The following table is a summary of operating income (loss)
by segment for 2001, 2000 and 1999:

NOTE 7: DEBT

Significant elements of notes payable to banks are:

(Thousands except percent) 2001 2000

Amounts available under
notes payable to bank:

Three-year secured  
notes payable to bank $150,000 $200,000

Lines of credit available to 
foreign subsidiaries 4,251 24,419

Total amounts available at 
year-end under notes
payable to banks: $154,251 $224,419

Amounts outstanding at 
year-end under notes
payable to banks: 63,362 —

Weighted-average interest rate 
on amounts outstanding 
at year-end 5.23% —

Interest rates on foreign and short-term domestic borrowings
are negotiated at the time of the borrowing.

On July 13, 1999, the Company entered into a Loan and Secu-
rity Agreement (the Loan Agreement) with a consortium of banks
led by a domestic financial institution. Under the Loan Agreement,
which provides for a four-year secured revolving line of credit of
up to $200 million, the Company can borrow, subject to amounts
which may be set aside by the lenders, up to 85 percent of its eli-
gible accounts receivable from Original Equipment Manufacturers
(OEMs) and 50 percent of its eligible accounts receivable from
distributors. The Company must comply with certain financial
covenants if the levels of domestic cash it holds declines to $200
million, or the amount of borrowing under the Loan Agreement
rises to 50 percent of available credit.The Company’s obligations
under the Loan Agreement are secured by a pledge of all of its
accounts receivable, inventory, general intangibles and the related
proceeds. As of December 30, 2001, the Company had $50 mil-
lion outstanding under the Loan Agreement, which was repaid 
in January of 2002. The Loan Agreement restricts the Company
from paying cash dividends on its common stock.

Information with respect to the Company’s long-term debt,
capital lease obligations and other at years ended 2001 and 2000 is:

(Thousands) 2001 2000

6% Convertible Subordinated 
Notes with interest payable
semiannually and principal
due in April 2005 $ — $ 517,140

11% Senior Secured Notes 
with interest payable semi-
annually and principal due 
on August 1, 2003, secured 
by the Fab 25 property,
facility and equipment — 43,066

Term loans under the Dresden 
Loan Agreements with a 
weighted-average interest 
rate of 5.72% and principal 
due between February 2001 
and December 2005, secured 
by the Dresden Fab 30 property,
facility and equipment 602,046 375,226

Obligations under capital leases 32,469 15,874
Commercial mortgage with 

principal and 9.88% interest 
payable in monthly installments 
through April 2007 1,190 1,357

635,705 952,663
Other 305,576 344,880

$941,281 $1,297,543

Less: current portion 268,336 129,570

Long-term debt, capital lease 
obligations and other,
less current portion $672,945 $1,167,973

In May 1998, the Company sold $517.5 million of Convertible 
Subordinated Notes due May 15, 2005 (Convertible Subordinated
Notes) under its $1 billion shelf registration declared effective by
the Securities and Exchange Commission on April 20, 1998. Inter-
est on the Convertible Subordinated Notes accrued at the rate
of six percent per annum and was payable semiannually in arrears
on May 15 and November 15 of each year, commencing Novem-
ber 15, 1998. On May 21, 2001, the Company called for redemp-
tion all of the then outstanding $517.1 million of these
Convertible Subordinated Notes due 2005, which resulted in the
conversion of $509.6 million of such Notes, into approximately
28 million shares of the Company’s common stock, net of
unamortized debt issuance cost of $7.3 million. The remaining
$0.2 million of such Notes was paid in cash to investors.

On July 6, 2000, the Company announced a cash tender offer
and consent solicitation for the outstanding $400 million aggre-
gate principal amount of the 11% Senior Secured Notes due 2003.
On August 2, 2000, the Company repurchased $356 million of
these notes at a premium of $36 million. The premium was
recorded as an extraordinary loss of approximately $23 million
net of tax benefit of $13 million. On August 1, 2001, the Company
redeemed the remaining $43 million of these notes for cash.
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The following is a summary of operations by entities within geo-
graphic areas for the three years ended December 30, 2001:

(Thousands) 2001 2000 1999

Sales to external 
customers:
United States $1,327,403 $1,875,408 $1,131,983
Europe 1,492,428 1,553,808 835,673
Asia Pacific 1,071,923 1,214,971 889,948

$3,891,754 $4,644,187 $2,857,604

Long-lived assets:
United States $1,079,882 $1,220,193 $1,469,412
Germany 1,335,861 1,064,308 812,773
Other Europe 2,825 3,188 3,847
Asia Pacific 320,570 348,778 237,204

$2,739,138 $2,636,467 $2,523,236

Sales to external customers are based on the customer’s billing
location. Long-lived assets are those assets used in each geo-
graphic area.

The Company markets and sells its products primarily to a
broad base of customers comprised of distributors and OEMs of
computation and communications equipment. No OEM customer
accounted for more than ten percent of net sales in 2001. In 2000
and 1999, one of the Company’s OEMs accounted for approxi-
mately 11 and 13 percent of net sales, respectively. No distribu-
tor accounted for ten percent or more of net sales in 2001, 2000
and 1999.

NOTE 10: STOCK-BASED INCENTIVE 
COMPENSATION PLANS

Stock Option Plans. The Company has several stock option
plans under which key employees have been granted incentive
(ISOs) and nonqualified (NSOs) stock options to purchase the
Company’s common stock. Generally, options vest and become
exercisable over four years from the date of grant and expire five
to ten years after the date of grant. ISOs granted under the plans
have exercise prices of not less than 100 percent of the fair mar-
ket value of the common stock on the date of grant. Exercise
prices of NSOs range from $0.01 to the fair market value of the
common stock on the date of grant.

The following is a summary of stock option activity and
related information:

2001 2000 1999

Weighted- Weighted- Weighted-
average average average

Number exercise Number exercise Number exercise
(Shares in thousands) of shares price of shares price of shares price

Options:

Outstanding at beginning of year 43,852 $20.70 41,988 $ 8.37 40,550 $ 8.36

Granted 14,088 16.91 21,044 35.07 9,806 8.35

Canceled (1,444) 25.31 (3,247) 18.84 (4,710) 10.45

Exercised (3,553) 7.56 (15,933) 7.01 (3,658) 5.46

Outstanding at end of year 52,943 20.44 43,852 20.70 41,988 8.37

Exercisable at end of year 22,465 17.63 14,667 9.64 21,408 7.97

Available for grant at 

beginning of year 11,803 6,114 11,306

Available for grant at end of year 21,146 11,803 6,114

The following table summarizes information about options outstanding as of December 30, 2001:

(Shares in thousands) Options outstanding Options exercisable

Weighted-average
remaining

Range of Number contractual Weighted-average Number Weighted-average
exercise prices of shares life (years) exercise price of shares exercise price

$ 0.01–$ 9.44 13,711 5.92 $ 7.66 10,318 $ 7.59
$ 9.47–$17.06 14,047 8.46 12.13 3,823 11.97
$17.07–$32.10 13,369 8.39 23.57 3,679 21.28

$32.66–$45.91 11,816 8.35 41.63 4,645 41.73

$ 0.01–$45.91 52,943 7.76 20.44 22,465 17.63

(Thousands) 2001 2000 1999

Net sales:
Core Products segment

External customers $3,793,962 $4,361,398 $2,559,939
Intersegment sales — — 32,626

3,793,962 4,361,398 2,592,565
Foundry Services segment-external customers 97,792 142,480 43,204
Voice Communications segment-external customers — 140,309 167,760
Vantis segment-external customers — — 86,701
Elimination of intersegment sales — — (32,626)

Total net sales $3,891,754 $4,644,187 $2,857,604

Segment operating income (loss):
Core Products segment $ 71,530 $ 831,749 $ (342,007)
Foundry Services segment* (33,582) 22,000 1,509
Voice Communications segment — 34,987 13,943
Vantis segment — — 5,639

Total segment operating income (loss) 37,948 888,736 (320,916)

Gain on sale of Vantis — — 432,059
Gain on sale of Legerity — 336,899 —
Interest and other income, net 25,695 86,301 31,735
Interest expense (61,360) (60,037) (69,253)
Restructuring and other special charges (89,305) — —
Additional inventory provision (6,901) — —
Benefit (provision) for income taxes 14,463 (256,868) (167,350)
Equity in net income of FASL (Core Products) 18,879 11,039 4,789
Extraordinary item—debt retirement, net of tax benefit — (23,044) —

Net income (loss) $ (60,581) $ 983,026 $ (88,936)

Total assets:
Core Products segment

Assets excluding investment in FASL $5,283,631 $5,506,007 $4,066,346
Investment in FASL 363,611 261,728 273,608

5,647,242 5,767,735 4,339,954
Foundry Services segment* — — —
Voice Communications segment — — 37,744

Total assets $5,647,242 $5,767,735 $4,377,698

Expenditures for long-lived assets:
Core Products segment $ 703,120 $ 803,065 $ 614,209
Foundry Services segment* — — —
Voice Communications segment — 2,409 1,729
Vantis segment — — 6,141

Total expenditures for long-lived assets $ 703,120 $ 805,474 $ 622,079

Depreciation and amortization expense:
Core Products segment $ 622,867 $ 578,302 $ 512,203
Foundry Services segment* — — —
Voice Communications segment — 768 1,044
Vantis segment — — 2,273

Total depreciation and amortization expense $ 622,867 $ 579,070 $ 515,520

*Operations of the Foundry Services segment are conducted using assets of the Core Products segment.

The Company’s operations outside the United States include both manufacturing and sales.The Company’s manufacturing subsidiaries are
located in Germany, Malaysia,Thailand, Singapore and China. Its sales subsidiaries are in Europe,Asia Pacific and Brazil.
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The following is a summary of operations by entities within geo-
graphic areas for the three years ended December 30, 2001:

(Thousands) 2001 2000 1999

Sales to external 
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United States $1,327,403 $1,875,408 $1,131,983
Europe 1,492,428 1,553,808 835,673
Asia Pacific 1,071,923 1,214,971 889,948

$3,891,754 $4,644,187 $2,857,604

Long-lived assets:
United States $1,079,882 $1,220,193 $1,469,412
Germany 1,335,861 1,064,308 812,773
Other Europe 2,825 3,188 3,847
Asia Pacific 320,570 348,778 237,204

$2,739,138 $2,636,467 $2,523,236

Sales to external customers are based on the customer’s billing
location. Long-lived assets are those assets used in each geo-
graphic area.

The Company markets and sells its products primarily to a
broad base of customers comprised of distributors and OEMs of
computation and communications equipment. No OEM customer
accounted for more than ten percent of net sales in 2001. In 2000
and 1999, one of the Company’s OEMs accounted for approxi-
mately 11 and 13 percent of net sales, respectively. No distribu-
tor accounted for ten percent or more of net sales in 2001, 2000
and 1999.

NOTE 10: STOCK-BASED INCENTIVE 
COMPENSATION PLANS

Stock Option Plans. The Company has several stock option
plans under which key employees have been granted incentive
(ISOs) and nonqualified (NSOs) stock options to purchase the
Company’s common stock. Generally, options vest and become
exercisable over four years from the date of grant and expire five
to ten years after the date of grant. ISOs granted under the plans
have exercise prices of not less than 100 percent of the fair mar-
ket value of the common stock on the date of grant. Exercise
prices of NSOs range from $0.01 to the fair market value of the
common stock on the date of grant.

The following is a summary of stock option activity and
related information:

2001 2000 1999

Weighted- Weighted- Weighted-
average average average

Number exercise Number exercise Number exercise
(Shares in thousands) of shares price of shares price of shares price

Options:

Outstanding at beginning of year 43,852 $20.70 41,988 $ 8.37 40,550 $ 8.36

Granted 14,088 16.91 21,044 35.07 9,806 8.35

Canceled (1,444) 25.31 (3,247) 18.84 (4,710) 10.45

Exercised (3,553) 7.56 (15,933) 7.01 (3,658) 5.46

Outstanding at end of year 52,943 20.44 43,852 20.70 41,988 8.37

Exercisable at end of year 22,465 17.63 14,667 9.64 21,408 7.97

Available for grant at 

beginning of year 11,803 6,114 11,306

Available for grant at end of year 21,146 11,803 6,114

The following table summarizes information about options outstanding as of December 30, 2001:

(Shares in thousands) Options outstanding Options exercisable

Weighted-average
remaining

Range of Number contractual Weighted-average Number Weighted-average
exercise prices of shares life (years) exercise price of shares exercise price

$ 0.01–$ 9.44 13,711 5.92 $ 7.66 10,318 $ 7.59
$ 9.47–$17.06 14,047 8.46 12.13 3,823 11.97
$17.07–$32.10 13,369 8.39 23.57 3,679 21.28

$32.66–$45.91 11,816 8.35 41.63 4,645 41.73

$ 0.01–$45.91 52,943 7.76 20.44 22,465 17.63

(Thousands) 2001 2000 1999

Net sales:
Core Products segment

External customers $3,793,962 $4,361,398 $2,559,939
Intersegment sales — — 32,626

3,793,962 4,361,398 2,592,565
Foundry Services segment-external customers 97,792 142,480 43,204
Voice Communications segment-external customers — 140,309 167,760
Vantis segment-external customers — — 86,701
Elimination of intersegment sales — — (32,626)

Total net sales $3,891,754 $4,644,187 $2,857,604

Segment operating income (loss):
Core Products segment $ 71,530 $ 831,749 $ (342,007)
Foundry Services segment* (33,582) 22,000 1,509
Voice Communications segment — 34,987 13,943
Vantis segment — — 5,639

Total segment operating income (loss) 37,948 888,736 (320,916)

Gain on sale of Vantis — — 432,059
Gain on sale of Legerity — 336,899 —
Interest and other income, net 25,695 86,301 31,735
Interest expense (61,360) (60,037) (69,253)
Restructuring and other special charges (89,305) — —
Additional inventory provision (6,901) — —
Benefit (provision) for income taxes 14,463 (256,868) (167,350)
Equity in net income of FASL (Core Products) 18,879 11,039 4,789
Extraordinary item—debt retirement, net of tax benefit — (23,044) —

Net income (loss) $ (60,581) $ 983,026 $ (88,936)

Total assets:
Core Products segment

Assets excluding investment in FASL $5,283,631 $5,506,007 $4,066,346
Investment in FASL 363,611 261,728 273,608

5,647,242 5,767,735 4,339,954
Foundry Services segment* — — —
Voice Communications segment — — 37,744

Total assets $5,647,242 $5,767,735 $4,377,698

Expenditures for long-lived assets:
Core Products segment $ 703,120 $ 803,065 $ 614,209
Foundry Services segment* — — —
Voice Communications segment — 2,409 1,729
Vantis segment — — 6,141

Total expenditures for long-lived assets $ 703,120 $ 805,474 $ 622,079

Depreciation and amortization expense:
Core Products segment $ 622,867 $ 578,302 $ 512,203
Foundry Services segment* — — —
Voice Communications segment — 768 1,044
Vantis segment — — 2,273

Total depreciation and amortization expense $ 622,867 $ 579,070 $ 515,520

*Operations of the Foundry Services segment are conducted using assets of the Core Products segment.

The Company’s operations outside the United States include both manufacturing and sales.The Company’s manufacturing subsidiaries are
located in Germany, Malaysia,Thailand, Singapore and China. Its sales subsidiaries are in Europe,Asia Pacific and Brazil.



For pro forma purposes, the estimated fair value of our stock-
based awards to employees is amortized over the  vesting period
(for options) and the three-month purchase period (for stock
purchases under the ESPP). Our pro forma information follows:

(Thousands except per share amounts) 2001 2000 1999 

Net income (loss)—
as reported $ (60,581) $983,026 $(88,936)

Net income (loss)—
pro forma (178,918) 830,495 (122,497)

Basic net income 
(loss) per share—
as reported (0.18) 3.18 (0.30)

Diluted net income 
(loss) per share—
as reported (0.18) 2.89 (0.30)

Basic net income 
(loss) per share—
pro forma (0.54) 2.68 (0.42)

Diluted net income 
(loss) per share—
pro forma (0.54) 2.37 (0.42)

The Company granted a total of 13,870,950 stock-based awards
during 2001 with exercise prices equal to the market price of the
stock on the grant date.The weighted-average exercise price and
weighted-average fair value of these awards were $16.93 and
$9.27, respectively. The Company granted a total of 157,476
stock-based awards during 2001 with exercise prices greater than
the market price of the stock on the grant date. The weighted-
average exercise price and weighted-average fair value of these
awards were $21.21 and $0.11, respectively.The Company granted
a total of 59,115 stock-based awards during 2001 with exercise
prices less than the market price of the stock on the grant date.
The weighted-average exercise price and weighted-average fair
value of these awards were $1.08 and $22.54, respectively. The
Company granted a total of 20,702,856 stock-based awards dur-
ing 2000 with exercise prices equal to the market price of the
stock on the grant date.The weighted-average exercise price and
weighted-average fair value of these awards were $35.12 and
$21.00, respectively.The Company granted a total of 25,800 stock-
based awards during 2000 with exercise prices greater than the
market price of the stock on the grant date. The weighted-
average exercise price and weighted-average fair value of these
awards were $26.92 and $0.02, respectively.The Company granted
a total of 315,510 stock-based awards during 2000 with exercise
prices less than the market price of the stock on the grant date.
The weighted-average exercise price and weighted-average fair
value of these awards were $4.92 and $31.25, respectively.

The weighted-average fair value of shares purchased under the
Company’s employee stock purchase plan during 2001, 2000 and
1999 were $3.82, $5.54, and $2.39 per share, respectively.

NOTE 11: OTHER EMPLOYEE BENEFIT PLANS

Profit Sharing Program. The Company has a profit sharing pro-
gram to which the Board of Directors authorizes quarterly con-
tributions. Profit sharing contributions were approximately $25
million in 2001 and $103 million in 2000. There were no profit
sharing contributions in 1999.

Retirement Savings Plan. The Company has a retirement sav-
ings plan, commonly known as a 401(k) plan, that allows partici-
pating United States employees to contribute from one percent
to 15 percent of their pretax salary subject to Internal Revenue
Service limits. Before December 26, 1999, the Company made a
matching contribution calculated at 50 cents on each dollar of the
first three percent of participant contributions, to a maximum of
1.5 percent of eligible compensation. After December 26, 1999,
the Company revised the contribution rate and contributes 50
cents on each dollar of the first six percent of participants’ con-
tributions, to a maximum of three percent of eligible compensa-
tion.The contributions to the 401(k) plan were approximately $11
million in 2001, $10 million in 2000 and $5 million in 1999.

NOTE 12: COMMITMENTS

The Company leases certain of its facilities under agreements that
expire at various dates through 2018. The Company also leases
certain of its manufacturing and office equipment for terms rang-
ing from one to five years. Rent expense was approximately $62
million, $48 million, and $52 million in 2001, 2000 and 1999,
respectively.

For each of the next five years and beyond, noncancelable
long-term operating lease obligations and commitments to pur-
chase manufacturing supplies and services are as follows:

Operating Purchase
(Thousands) leases commitments

2002 $  57,612 $15,036
2003 47,695 10,172
2004 43,680 9,895
2005 40,636 9,895
2006 35,370 2,614
Beyond 2006 232,183 7,367

$457,176 $54,979

The operating lease of the Company’s corporate marketing, gen-
eral and administrative facility in Sunnyvale expired in December
1998. At the end of the lease term, the Company was obligated
to either purchase the facility or to arrange for its sale to a third
party with a guarantee of residual value to the seller equal to the
option purchase price. In December 1998, the Company arranged
for the sale of the facility to a third party and leased it back under
a new operating lease.The Company deferred the gain ($37 mil-
lion) on the sale and is amortizing it over a period of 20 years, the
life of the lease. The lease expires in December 2018. At the
beginning of the fourth lease year and every three years there-
after, the rent will be adjusted by 200 percent of the cumulative
increase in the consumer price index over the prior three-year
period up to a maximum of 6.9 percent. Certain other operating
leases contain provisions for escalating lease payments subject to
changes in the consumer price index.

AMD Saxony has constructed and installed equipment in
Dresden Fab 30, which began production in the second quarter
of 2000. AMD, the Federal Republic of Germany, the State of Sax-
ony and a consortium of banks are supporting the project. In
March 1997, AMD Saxony entered into the Dresden Loan Agree-
ments, which provide for the funding of the construction and
facilitization of Dresden Fab 30.The funding consists of:

Notes to Consol idated Financial  Statements 4140 Notes to Consol idated Financial  Statements

Stock Purchase Plan. The Company has an employee stock pur-
chase plan (ESPP) that allows eligible and participating employees
to purchase, through payroll deductions, shares of the Company’s
common stock at 85 percent of the fair market value at specified
dates. As of December 30, 2001, 6,346,135 common shares
remained available for issuance under the plan. A summary of
stock purchased under the plan is shown below:

(Thousands) 2001 2000 1999

Aggregate purchase price $16,816 $12,388 $13,294
Shares purchased 1,220 815 861

Stock Appreciation Rights. The Company may grant stock
appreciation rights (SARs) to key employees under the 1992
stock incentive plan.The number of SARs exercised plus common
stock issued under the stock option plans may not exceed the
number of shares authorized under the stock incentive plan.The
Company may grant SARs in tandem with outstanding stock
options, in tandem with future stock option grants or independ-
ently of any stock options. Generally, the terms of SARs granted
under the plan are similar to those of options granted under the
stock incentive plans, including exercise prices, exercise dates and
expiration dates.To date, the Company has granted only limited
SARs, which become exercisable in the event of certain changes
in control of AMD.

Restricted Stock Awards. In 1998, the Company adopted the
1998 stock incentive plan under which the Company was author-
ized to issue two million shares of common stock to employees
who are not covered by Section 16 of the Securities Exchange Act
of 1934, as amended, subject to terms and conditions determined
at the discretion of the Company’s Board of Directors.To date,

the Company has canceled agreements covering 40,791 shares
without issuance and the Company has issued 370,524 shares
pursuant to prior agreements. As of December 30, 2001, agree-
ments covering 128,683 shares were outstanding. Activity under
this plan is included in the accompanying tables summarizing
activity under the Company’s employee stock plans.

Shares Reserved for Issuance. The Company had a total of
approximately 80,435,119 shares of common stock reserved as of
December 30, 2001 for issuance under employee stock option
plans and the ESPP, including restricted stock awards.

Stock-Based Compensation. The Company uses the intrinsic
value method to account for stock-based awards to employees.
As permitted under SFAS 123, the Company has elected to follow
APB 25 and related interpretations in accounting for stock-based
awards to employees and elects to make pro forma fair value dis-
closures as permitted by SFAS 123. The Company estimates the
fair value of its stock-based awards to employees using a Black-
Scholes option pricing model.The Black-Scholes model was devel-
oped for use in estimating fair value of traded options that have
no vesting restrictions and are fully transferable. In addition, the
Black-Scholes model requires the input of highly subjective
assumptions including expected stock price volatility. Because our
stock-based awards to employees have characteristics signifi-
cantly different from those of traded options, and because
changes in the subjective input assumptions can materially affect
the fair value estimate, in management’s opinion, the existing
models do not necessarily provide a reliable single measure of the
fair value of our stock-based awards to employees.The fair value
of our stock-based awards to employees was estimated assuming
no expected dividends and the following weighted-average
assumptions:

Options ESPP

2001 2000 1999 2001 2000 1999

Expected life (years) 3.02 4.27 3.45 0.25 0.25 0.25

Expected stock price volatility 83.43% 72.10% 68.72% 85.03% 87.95% 67.10%

Risk-free interest rate 3.57% 6.55% 5.48% 2.58% 5.95% 4.77%



For pro forma purposes, the estimated fair value of our stock-
based awards to employees is amortized over the  vesting period
(for options) and the three-month purchase period (for stock
purchases under the ESPP). Our pro forma information follows:

(Thousands except per share amounts) 2001 2000 1999 

Net income (loss)—
as reported $ (60,581) $983,026 $(88,936)

Net income (loss)—
pro forma (178,918) 830,495 (122,497)

Basic net income 
(loss) per share—
as reported (0.18) 3.18 (0.30)

Diluted net income 
(loss) per share—
as reported (0.18) 2.89 (0.30)

Basic net income 
(loss) per share—
pro forma (0.54) 2.68 (0.42)

Diluted net income 
(loss) per share—
pro forma (0.54) 2.37 (0.42)

The Company granted a total of 13,870,950 stock-based awards
during 2001 with exercise prices equal to the market price of the
stock on the grant date.The weighted-average exercise price and
weighted-average fair value of these awards were $16.93 and
$9.27, respectively. The Company granted a total of 157,476
stock-based awards during 2001 with exercise prices greater than
the market price of the stock on the grant date. The weighted-
average exercise price and weighted-average fair value of these
awards were $21.21 and $0.11, respectively.The Company granted
a total of 59,115 stock-based awards during 2001 with exercise
prices less than the market price of the stock on the grant date.
The weighted-average exercise price and weighted-average fair
value of these awards were $1.08 and $22.54, respectively. The
Company granted a total of 20,702,856 stock-based awards dur-
ing 2000 with exercise prices equal to the market price of the
stock on the grant date.The weighted-average exercise price and
weighted-average fair value of these awards were $35.12 and
$21.00, respectively.The Company granted a total of 25,800 stock-
based awards during 2000 with exercise prices greater than the
market price of the stock on the grant date. The weighted-
average exercise price and weighted-average fair value of these
awards were $26.92 and $0.02, respectively.The Company granted
a total of 315,510 stock-based awards during 2000 with exercise
prices less than the market price of the stock on the grant date.
The weighted-average exercise price and weighted-average fair
value of these awards were $4.92 and $31.25, respectively.

The weighted-average fair value of shares purchased under the
Company’s employee stock purchase plan during 2001, 2000 and
1999 were $3.82, $5.54, and $2.39 per share, respectively.

NOTE 11: OTHER EMPLOYEE BENEFIT PLANS

Profit Sharing Program. The Company has a profit sharing pro-
gram to which the Board of Directors authorizes quarterly con-
tributions. Profit sharing contributions were approximately $25
million in 2001 and $103 million in 2000. There were no profit
sharing contributions in 1999.

Retirement Savings Plan. The Company has a retirement sav-
ings plan, commonly known as a 401(k) plan, that allows partici-
pating United States employees to contribute from one percent
to 15 percent of their pretax salary subject to Internal Revenue
Service limits. Before December 26, 1999, the Company made a
matching contribution calculated at 50 cents on each dollar of the
first three percent of participant contributions, to a maximum of
1.5 percent of eligible compensation. After December 26, 1999,
the Company revised the contribution rate and contributes 50
cents on each dollar of the first six percent of participants’ con-
tributions, to a maximum of three percent of eligible compensa-
tion.The contributions to the 401(k) plan were approximately $11
million in 2001, $10 million in 2000 and $5 million in 1999.

NOTE 12: COMMITMENTS

The Company leases certain of its facilities under agreements that
expire at various dates through 2018. The Company also leases
certain of its manufacturing and office equipment for terms rang-
ing from one to five years. Rent expense was approximately $62
million, $48 million, and $52 million in 2001, 2000 and 1999,
respectively.

For each of the next five years and beyond, noncancelable
long-term operating lease obligations and commitments to pur-
chase manufacturing supplies and services are as follows:

Operating Purchase
(Thousands) leases commitments

2002 $  57,612 $15,036
2003 47,695 10,172
2004 43,680 9,895
2005 40,636 9,895
2006 35,370 2,614
Beyond 2006 232,183 7,367

$457,176 $54,979

The operating lease of the Company’s corporate marketing, gen-
eral and administrative facility in Sunnyvale expired in December
1998. At the end of the lease term, the Company was obligated
to either purchase the facility or to arrange for its sale to a third
party with a guarantee of residual value to the seller equal to the
option purchase price. In December 1998, the Company arranged
for the sale of the facility to a third party and leased it back under
a new operating lease.The Company deferred the gain ($37 mil-
lion) on the sale and is amortizing it over a period of 20 years, the
life of the lease. The lease expires in December 2018. At the
beginning of the fourth lease year and every three years there-
after, the rent will be adjusted by 200 percent of the cumulative
increase in the consumer price index over the prior three-year
period up to a maximum of 6.9 percent. Certain other operating
leases contain provisions for escalating lease payments subject to
changes in the consumer price index.

AMD Saxony has constructed and installed equipment in
Dresden Fab 30, which began production in the second quarter
of 2000. AMD, the Federal Republic of Germany, the State of Sax-
ony and a consortium of banks are supporting the project. In
March 1997, AMD Saxony entered into the Dresden Loan Agree-
ments, which provide for the funding of the construction and
facilitization of Dresden Fab 30.The funding consists of:
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Stock Purchase Plan. The Company has an employee stock pur-
chase plan (ESPP) that allows eligible and participating employees
to purchase, through payroll deductions, shares of the Company’s
common stock at 85 percent of the fair market value at specified
dates. As of December 30, 2001, 6,346,135 common shares
remained available for issuance under the plan. A summary of
stock purchased under the plan is shown below:

(Thousands) 2001 2000 1999

Aggregate purchase price $16,816 $12,388 $13,294
Shares purchased 1,220 815 861

Stock Appreciation Rights. The Company may grant stock
appreciation rights (SARs) to key employees under the 1992
stock incentive plan.The number of SARs exercised plus common
stock issued under the stock option plans may not exceed the
number of shares authorized under the stock incentive plan.The
Company may grant SARs in tandem with outstanding stock
options, in tandem with future stock option grants or independ-
ently of any stock options. Generally, the terms of SARs granted
under the plan are similar to those of options granted under the
stock incentive plans, including exercise prices, exercise dates and
expiration dates.To date, the Company has granted only limited
SARs, which become exercisable in the event of certain changes
in control of AMD.

Restricted Stock Awards. In 1998, the Company adopted the
1998 stock incentive plan under which the Company was author-
ized to issue two million shares of common stock to employees
who are not covered by Section 16 of the Securities Exchange Act
of 1934, as amended, subject to terms and conditions determined
at the discretion of the Company’s Board of Directors.To date,

the Company has canceled agreements covering 40,791 shares
without issuance and the Company has issued 370,524 shares
pursuant to prior agreements. As of December 30, 2001, agree-
ments covering 128,683 shares were outstanding. Activity under
this plan is included in the accompanying tables summarizing
activity under the Company’s employee stock plans.

Shares Reserved for Issuance. The Company had a total of
approximately 80,435,119 shares of common stock reserved as of
December 30, 2001 for issuance under employee stock option
plans and the ESPP, including restricted stock awards.

Stock-Based Compensation. The Company uses the intrinsic
value method to account for stock-based awards to employees.
As permitted under SFAS 123, the Company has elected to follow
APB 25 and related interpretations in accounting for stock-based
awards to employees and elects to make pro forma fair value dis-
closures as permitted by SFAS 123. The Company estimates the
fair value of its stock-based awards to employees using a Black-
Scholes option pricing model.The Black-Scholes model was devel-
oped for use in estimating fair value of traded options that have
no vesting restrictions and are fully transferable. In addition, the
Black-Scholes model requires the input of highly subjective
assumptions including expected stock price volatility. Because our
stock-based awards to employees have characteristics signifi-
cantly different from those of traded options, and because
changes in the subjective input assumptions can materially affect
the fair value estimate, in management’s opinion, the existing
models do not necessarily provide a reliable single measure of the
fair value of our stock-based awards to employees.The fair value
of our stock-based awards to employees was estimated assuming
no expected dividends and the following weighted-average
assumptions:

Options ESPP

2001 2000 1999 2001 2000 1999

Expected life (years) 3.02 4.27 3.45 0.25 0.25 0.25

Expected stock price volatility 83.43% 72.10% 68.72% 85.03% 87.95% 67.10%

Risk-free interest rate 3.57% 6.55% 5.48% 2.58% 5.95% 4.77%
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■ equity, subordinated loans and loan guarantees from AMD;
■ loans from a consortium of banks; and
■ grants, subsidies and loan guarantees from the Federal Repub-

lic of Germany and the State of Saxony.

The Dresden Loan Agreements require that the Company par-
tially fund Dresden Fab 30 project costs in the form of subor-
dinated loans to, or equity investments in, AMD Saxony. In
accordance with the terms of the Dresden Loan Agreements, the
Company has invested $334 million as of December 30, 2001 in
the form of subordinated loans and equity investments in AMD
Saxony (denominated in both deutsche marks and U.S. dollars)
which are eliminated in our consolidated financial statements.

In addition to AMD’s support, the consortium of banks
referred to above has made available $692 million in loans to
AMD Saxony to help fund Dresden Fab 30 project costs. AMD
Saxony had $602 million of such loans outstanding through
December 30, 2001, which are included in the Company’s con-
solidated balance sheets.

Finally, the Federal Republic of Germany and the State of Sax-
ony are supporting the Dresden Fab 30 project, in accordance
with the Dresden Loan Agreements, in the form of:
■ guarantees equal to the lesser of 65 percent of AMD Saxony

bank debt or $692 million;
■ capital investment grants and allowances totaling $286 million;

and
■ interest subsidies totaling $142 million.

Of these amounts, AMD Saxony has received $284 million in cap-
ital investment grants and allowances and $64 million in interest
subsidies through December 30, 2001, which are included in the
Company’s consolidated financial statements.The grants and sub-
sidies are subject to conditions, including meeting specified levels
of employment by December 2001 and maintaining those levels
until June 2007. Noncompliance with the conditions of the grants
and subsidies could result in the forfeiture of all or a portion of
the future amounts to be received as well as the repayment of all
or a portion of amounts received to date. As of December 30,
2001, we were in compliance with all of the conditions of the
grants and subsidies.

In February 2001, the Dresden Loan Agreements were
amended to reflect new capacity and increased capital spending
plans for Dresden Fab 30. Under the February 2001 amendments,
the Company agreed to extend its guaranty of AMD Saxony’s
obligations and to make available to AMD Saxony revolving loans
of up to $500 million.The Company also expanded its obligation
to reimburse AMD Saxony for the cost of producing wafers for
the Company and agreed to cancel the cost overrun facility made
available by the banks. Under these amendments, the Company
was released from financial covenants limiting capital expendi-
tures and requiring AMD Saxony to achieve capacity and produc-
tion cost targets by the end of 2001.

The Dresden Loan Agreements also require that the 
Company:
■ provide interim funding to AMD Saxony if either the remain-

ing capital investment allowances or the remaining interest
subsidies are delayed, which will be repaid to AMD as AMD
Saxony receives the grants or subsidies from the State of 
Saxony;

■ fund shortfalls in government subsidies resulting from any
default under the subsidy agreements caused by AMD Saxony
or its affiliates; and

■ guarantee up to 35 percent of AMD Saxony’s obligations
under the Dresden Loan Agreements, which guarantee must
not be less than $100 million or more than $277 million, until
the bank loans are repaid in full.

AMD Saxony would be in default under the Dresden Loan
Agreements if we, AMD Saxony or AMD Saxony Holding GmbH
(AMD Holding), the parent company of AMD Saxony and a wholly
owned subsidiary of AMD, fail to comply with certain obligations
thereunder or upon the occurrence of certain events including:
■ material variances from the approved plans and specifications;
■ our failure to fund equity contributions or shareholder loans

or otherwise comply with our obligations relating to the
Dresden Loan Agreements;

■ the sale of shares in AMD Saxony or AMD Holding;
■ the failure to pay material obligations;
■ the occurrence of a material adverse change or filings or pro-

ceedings in bankruptcy or insolvency with respect to us, AMD
Saxony or AMD Holding; and

■ the occurrence of default under the Loan Agreement.

Generally, any default with respect to borrowings made or guar-
anteed by AMD that results in recourse to us of more than $2.5
million and is not cured by us, would result in a cross-default
under the Dresden Loan Agreements and the Loan Agreement.
As of December 30, 2001, we were in compliance with all condi-
tions of the Dresden Loan Agreements.

In the event we are unable to meet our obligations to AMD
Saxony as required under the Dresden Loan Agreements, we will
be in default under the Dresden Loan Agreements and the Loan
Agreement, which would permit acceleration of certain indebt-
edness, which would have a material adverse effect on us.We can-
not assure that we will be able to obtain the funds necessary to
fulfill these obligations. Any such failure would have a material
adverse effect on us.

Because the amounts under the Dresden Loan Agreements
are denominated in deutsche marks, the dollar amounts set forth
herein are subject to change based on applicable conversion rates.
At December 30, 2001, the exchange rate was approximately 2.17
deutsche marks to one U.S. dollar (which the Company used to
translate the amounts denominated in deutsche marks).

NOTE 13: INVESTMENT IN JOINT VENTURE

In 1993, the Company formed a joint venture (FASL) with Fujitsu
Limited for the development and manufacture of non-volatile
memory devices. FASL operates advanced IC manufacturing facil-
ities in Aizu-Wakamatsu, Japan, to produce Flash memory devices,
which are sold to the Company and Fujitsu.The Company’s share
of FASL is 49.992 percent and the investment is being accounted
for under the equity method.The Company’s share of FASL net
income during 2001 was $18.9 million, net of income taxes of
approximately $13.5 million. As of December 30, 2001, the cumu-
lative adjustment related to the translation of the FASL financial
statements into U.S. dollars resulted in a decrease of approxi-
mately $53.4 million to the investment in FASL. The following
tables present the significant FASL related party transactions and
balances:
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(Thousands) 2001 2000 1999

Royalty income $ 44,342 $ 33,273 $ 23,214
Purchases 509,642 381,657 264,344

(Thousands) December 30, 2001 December 31, 2000

Royalty receivable $ 6,962 $ 9,561
Accounts payable 37,957 77,503

Pursuant to a cross-equity provision between the Company and
Fujitsu, the Company purchased 0.5 million shares of Fujitsu Lim-
ited common stock as of December 30, 2001. Under the same
provision, Fujitsu Limited purchased nine million shares of the
Company’s common stock as of December 30, 2001.

FASL is continuing the facilitization of its second and third
Flash memory device wafer fabrication facilities, FASL JV2 and
FASL JV3, in Aizu-Wakamatsu, Japan. Capital expenditures for
FASL JV2 and FASL JV3 construction and facilitization to date
have been funded by cash generated from FASL operations and
borrowings by FASL.

FASL capital expenditures in 2002 are expected to be funded
by cash generated from FASL operations and local borrowings by
FASL. However, to the extent that FASL is unable to secure the
necessary funds for FASL JV2 or FASL JV3, the Company will be
required to contribute cash or guarantee third-party loans in pro-
portion to its 49.992 percent interest in FASL. As of December
30, 2001, the Company had $148 million in loan guarantees out-
standing with respect to these third-party loans. At December
30, 2001, the exchange rate was approximately 128.02 yen to one
U.S. dollar, which the Company used to translate the amounts
denominated in yen.

The following is condensed financial data of FASL:

(Thousands) 2001 2000 1999

Net sales $ 978,059 $733,574 $501,797
Gross profit 165,115 53,174 20,415
Operating income 160,298 49,645 17,724
Net income 34,924 28,179 9,977

(Thousands) December 30, 2001 December 31, 2000

Current assets $ 146,549 $234,139
Non-current assets 1,056,061 786,802
Current liabilities 463,555 482,629
Non-current liabilities 1,058 1,271

The Company’s share of the above FASL net income differs from
the equity in net income of joint venture reported on the con-
solidated statements of operations. The difference is due to
adjustments resulting from the intercompany profit eliminations
and differences in U.S. and Japanese tax treatment, which are
reflected on the Company’s consolidated statements of opera-
tions. The Company has never received cash dividends from its
investment in FASL.

In 2000, FASL further expanded its production capacity
through a foundry arrangement with Fujitsu Microelectronics, Inc.
(FMI), a wholly owned subsidiary of Fujitsu Limited. In connection
with FMI equipping its wafer fabrication facility in Gresham, Ore-
gon (the Gresham Facility) to produce flash memory devices for
sale to FASL, the Company agreed to guarantee the repayment of
up to $125 million of Fujitsu’s obligations as a cosigner with FMI
under it global multicurrency revolving credit facility (the Credit
Facility) with a third-party bank (the Guarantee). On November
30, 2001, Fujitsu announced that it was closing the Gresham Facil-
ity, due to the downturn of the flash memory market.To date, the
Company has not received notice from Fujitsu that FMI has
defaulted on any payments due under the Credit Facility. Fur-
thermore, subsequent to year end, the Company was informed
that amounts borrowed by FMI under the Credit Facility do not
become due until the end of March 2002. Accordingly, under the
terms of the Guarantee, the Company believes it is not at this
time, and was not at December 30, 2001, obligated to make any
payments to Fujitsu. However, subsequent to year end, Fujitsu
requested that the Company pay the entire $125 million under
the Guarantee. Although the Company disagrees with Fujitsu as
to the amount, if any, of its obligations under the Guarantee,
Fujitsu has indicated its belief that the Company is obligated to
pay the full $125 million. The Company cannot predict the out-
come of this matter. Accordingly, the Company has not recorded
any liability in its consolidated financial statements associated
with the Guarantee.

NOTE 14: RESTRUCTURING 
AND OTHER SPECIAL CHARGES

On September 25, 2001, due to the continued slowdown in the
semiconductor industry, and a resulting decline in revenues, the
Company announced a restructuring plan to accelerate key com-
ponents of its strategy to reduce costs and enhance the financial
performance of its core products. In connection with the plan, the
Company will close Fabs 14 and 15 in Austin,Texas.These facili-
ties support certain of the Company’s older products and its
Foundry Service operations, which will be discontinued as part of
the plan.The Company will also reorganize other manufacturing
facilities and reduce activities primarily in Penang, Malaysia along
with associated administrative support.

The restructuring plan will result in the reduction of approxi-
mately 2,300 direct manufacturing and related administrative sup-
port positions, or approximately 15 percent of the Company’s
worldwide workforce, by the end of the second quarter of 2002.
Approximately 1,000 of these positions are associated with clos-
ing Fabs 14 and 15 in Austin. The balance of the reductions will
result from reorganizing activities primarily in Penang, Malaysia.

Pursuant to the September 25, 2001 plan, the Company
recorded restructuring costs and other special charges of $89.3
million, consisting of $34.1 million of anticipated severance and
fringe benefit costs, $16.2 million of anticipated exit costs to close
facilities in Austin and Penang and $39.0 million of non-cash asset
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■ equity, subordinated loans and loan guarantees from AMD;
■ loans from a consortium of banks; and
■ grants, subsidies and loan guarantees from the Federal Repub-

lic of Germany and the State of Saxony.

The Dresden Loan Agreements require that the Company par-
tially fund Dresden Fab 30 project costs in the form of subor-
dinated loans to, or equity investments in, AMD Saxony. In
accordance with the terms of the Dresden Loan Agreements, the
Company has invested $334 million as of December 30, 2001 in
the form of subordinated loans and equity investments in AMD
Saxony (denominated in both deutsche marks and U.S. dollars)
which are eliminated in our consolidated financial statements.

In addition to AMD’s support, the consortium of banks
referred to above has made available $692 million in loans to
AMD Saxony to help fund Dresden Fab 30 project costs. AMD
Saxony had $602 million of such loans outstanding through
December 30, 2001, which are included in the Company’s con-
solidated balance sheets.

Finally, the Federal Republic of Germany and the State of Sax-
ony are supporting the Dresden Fab 30 project, in accordance
with the Dresden Loan Agreements, in the form of:
■ guarantees equal to the lesser of 65 percent of AMD Saxony

bank debt or $692 million;
■ capital investment grants and allowances totaling $286 million;

and
■ interest subsidies totaling $142 million.

Of these amounts, AMD Saxony has received $284 million in cap-
ital investment grants and allowances and $64 million in interest
subsidies through December 30, 2001, which are included in the
Company’s consolidated financial statements.The grants and sub-
sidies are subject to conditions, including meeting specified levels
of employment by December 2001 and maintaining those levels
until June 2007. Noncompliance with the conditions of the grants
and subsidies could result in the forfeiture of all or a portion of
the future amounts to be received as well as the repayment of all
or a portion of amounts received to date. As of December 30,
2001, we were in compliance with all of the conditions of the
grants and subsidies.

In February 2001, the Dresden Loan Agreements were
amended to reflect new capacity and increased capital spending
plans for Dresden Fab 30. Under the February 2001 amendments,
the Company agreed to extend its guaranty of AMD Saxony’s
obligations and to make available to AMD Saxony revolving loans
of up to $500 million.The Company also expanded its obligation
to reimburse AMD Saxony for the cost of producing wafers for
the Company and agreed to cancel the cost overrun facility made
available by the banks. Under these amendments, the Company
was released from financial covenants limiting capital expendi-
tures and requiring AMD Saxony to achieve capacity and produc-
tion cost targets by the end of 2001.

The Dresden Loan Agreements also require that the 
Company:
■ provide interim funding to AMD Saxony if either the remain-

ing capital investment allowances or the remaining interest
subsidies are delayed, which will be repaid to AMD as AMD
Saxony receives the grants or subsidies from the State of 
Saxony;

■ fund shortfalls in government subsidies resulting from any
default under the subsidy agreements caused by AMD Saxony
or its affiliates; and

■ guarantee up to 35 percent of AMD Saxony’s obligations
under the Dresden Loan Agreements, which guarantee must
not be less than $100 million or more than $277 million, until
the bank loans are repaid in full.

AMD Saxony would be in default under the Dresden Loan
Agreements if we, AMD Saxony or AMD Saxony Holding GmbH
(AMD Holding), the parent company of AMD Saxony and a wholly
owned subsidiary of AMD, fail to comply with certain obligations
thereunder or upon the occurrence of certain events including:
■ material variances from the approved plans and specifications;
■ our failure to fund equity contributions or shareholder loans

or otherwise comply with our obligations relating to the
Dresden Loan Agreements;

■ the sale of shares in AMD Saxony or AMD Holding;
■ the failure to pay material obligations;
■ the occurrence of a material adverse change or filings or pro-

ceedings in bankruptcy or insolvency with respect to us, AMD
Saxony or AMD Holding; and

■ the occurrence of default under the Loan Agreement.

Generally, any default with respect to borrowings made or guar-
anteed by AMD that results in recourse to us of more than $2.5
million and is not cured by us, would result in a cross-default
under the Dresden Loan Agreements and the Loan Agreement.
As of December 30, 2001, we were in compliance with all condi-
tions of the Dresden Loan Agreements.

In the event we are unable to meet our obligations to AMD
Saxony as required under the Dresden Loan Agreements, we will
be in default under the Dresden Loan Agreements and the Loan
Agreement, which would permit acceleration of certain indebt-
edness, which would have a material adverse effect on us.We can-
not assure that we will be able to obtain the funds necessary to
fulfill these obligations. Any such failure would have a material
adverse effect on us.

Because the amounts under the Dresden Loan Agreements
are denominated in deutsche marks, the dollar amounts set forth
herein are subject to change based on applicable conversion rates.
At December 30, 2001, the exchange rate was approximately 2.17
deutsche marks to one U.S. dollar (which the Company used to
translate the amounts denominated in deutsche marks).

NOTE 13: INVESTMENT IN JOINT VENTURE

In 1993, the Company formed a joint venture (FASL) with Fujitsu
Limited for the development and manufacture of non-volatile
memory devices. FASL operates advanced IC manufacturing facil-
ities in Aizu-Wakamatsu, Japan, to produce Flash memory devices,
which are sold to the Company and Fujitsu.The Company’s share
of FASL is 49.992 percent and the investment is being accounted
for under the equity method.The Company’s share of FASL net
income during 2001 was $18.9 million, net of income taxes of
approximately $13.5 million. As of December 30, 2001, the cumu-
lative adjustment related to the translation of the FASL financial
statements into U.S. dollars resulted in a decrease of approxi-
mately $53.4 million to the investment in FASL. The following
tables present the significant FASL related party transactions and
balances:
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(Thousands) 2001 2000 1999

Royalty income $ 44,342 $ 33,273 $ 23,214
Purchases 509,642 381,657 264,344

(Thousands) December 30, 2001 December 31, 2000

Royalty receivable $ 6,962 $ 9,561
Accounts payable 37,957 77,503

Pursuant to a cross-equity provision between the Company and
Fujitsu, the Company purchased 0.5 million shares of Fujitsu Lim-
ited common stock as of December 30, 2001. Under the same
provision, Fujitsu Limited purchased nine million shares of the
Company’s common stock as of December 30, 2001.

FASL is continuing the facilitization of its second and third
Flash memory device wafer fabrication facilities, FASL JV2 and
FASL JV3, in Aizu-Wakamatsu, Japan. Capital expenditures for
FASL JV2 and FASL JV3 construction and facilitization to date
have been funded by cash generated from FASL operations and
borrowings by FASL.

FASL capital expenditures in 2002 are expected to be funded
by cash generated from FASL operations and local borrowings by
FASL. However, to the extent that FASL is unable to secure the
necessary funds for FASL JV2 or FASL JV3, the Company will be
required to contribute cash or guarantee third-party loans in pro-
portion to its 49.992 percent interest in FASL. As of December
30, 2001, the Company had $148 million in loan guarantees out-
standing with respect to these third-party loans. At December
30, 2001, the exchange rate was approximately 128.02 yen to one
U.S. dollar, which the Company used to translate the amounts
denominated in yen.

The following is condensed financial data of FASL:

(Thousands) 2001 2000 1999

Net sales $ 978,059 $733,574 $501,797
Gross profit 165,115 53,174 20,415
Operating income 160,298 49,645 17,724
Net income 34,924 28,179 9,977

(Thousands) December 30, 2001 December 31, 2000

Current assets $ 146,549 $234,139
Non-current assets 1,056,061 786,802
Current liabilities 463,555 482,629
Non-current liabilities 1,058 1,271

The Company’s share of the above FASL net income differs from
the equity in net income of joint venture reported on the con-
solidated statements of operations. The difference is due to
adjustments resulting from the intercompany profit eliminations
and differences in U.S. and Japanese tax treatment, which are
reflected on the Company’s consolidated statements of opera-
tions. The Company has never received cash dividends from its
investment in FASL.

In 2000, FASL further expanded its production capacity
through a foundry arrangement with Fujitsu Microelectronics, Inc.
(FMI), a wholly owned subsidiary of Fujitsu Limited. In connection
with FMI equipping its wafer fabrication facility in Gresham, Ore-
gon (the Gresham Facility) to produce flash memory devices for
sale to FASL, the Company agreed to guarantee the repayment of
up to $125 million of Fujitsu’s obligations as a cosigner with FMI
under it global multicurrency revolving credit facility (the Credit
Facility) with a third-party bank (the Guarantee). On November
30, 2001, Fujitsu announced that it was closing the Gresham Facil-
ity, due to the downturn of the flash memory market.To date, the
Company has not received notice from Fujitsu that FMI has
defaulted on any payments due under the Credit Facility. Fur-
thermore, subsequent to year end, the Company was informed
that amounts borrowed by FMI under the Credit Facility do not
become due until the end of March 2002. Accordingly, under the
terms of the Guarantee, the Company believes it is not at this
time, and was not at December 30, 2001, obligated to make any
payments to Fujitsu. However, subsequent to year end, Fujitsu
requested that the Company pay the entire $125 million under
the Guarantee. Although the Company disagrees with Fujitsu as
to the amount, if any, of its obligations under the Guarantee,
Fujitsu has indicated its belief that the Company is obligated to
pay the full $125 million. The Company cannot predict the out-
come of this matter. Accordingly, the Company has not recorded
any liability in its consolidated financial statements associated
with the Guarantee.

NOTE 14: RESTRUCTURING 
AND OTHER SPECIAL CHARGES

On September 25, 2001, due to the continued slowdown in the
semiconductor industry, and a resulting decline in revenues, the
Company announced a restructuring plan to accelerate key com-
ponents of its strategy to reduce costs and enhance the financial
performance of its core products. In connection with the plan, the
Company will close Fabs 14 and 15 in Austin,Texas.These facili-
ties support certain of the Company’s older products and its
Foundry Service operations, which will be discontinued as part of
the plan.The Company will also reorganize other manufacturing
facilities and reduce activities primarily in Penang, Malaysia along
with associated administrative support.

The restructuring plan will result in the reduction of approxi-
mately 2,300 direct manufacturing and related administrative sup-
port positions, or approximately 15 percent of the Company’s
worldwide workforce, by the end of the second quarter of 2002.
Approximately 1,000 of these positions are associated with clos-
ing Fabs 14 and 15 in Austin. The balance of the reductions will
result from reorganizing activities primarily in Penang, Malaysia.

Pursuant to the September 25, 2001 plan, the Company
recorded restructuring costs and other special charges of $89.3
million, consisting of $34.1 million of anticipated severance and
fringe benefit costs, $16.2 million of anticipated exit costs to close
facilities in Austin and Penang and $39.0 million of non-cash asset
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this order, although the Company is responsible for these costs in
the event that Philips does not fulfill its obligations under the set-
tlement agreement.Another of the orders named AMD as well as
National Semiconductor Corporation. In December 2001, AMD
entered into a settlement agreement with National pursuant to
which National will take the lead for a period of time on certain
groundwater remediation required under that order, but AMD
remains a responsible party for all purposes under the order and
retains specific responsibilities.

The three sites in Santa Clara County are on the National Pri-
orities List (Superfund). If the Company fails to satisfy federal
compliance requirements, or inadequately performs the compli-
ance measures, the government (1) can bring an action to enforce
compliance or (2) can undertake the desired response actions
itself and later bring an action to recover its costs and penalties,
which is up to three times the costs of clean-up activities, if
appropriate. The statute of limitations has been tolled on the
claims of landowners adjacent to the Santa Clara County Super-
fund sites for causes of action such as negligence, nuisance and
trespass.

The Company has computed and recorded the estimated
environmental liability in accordance with applicable accounting
rules and has not recorded any potential insurance recoveries in
determining the estimated costs of the cleanup. The amount of
environmental charges to earnings has not been material during
any of the last three fiscal years.The Company believes that the
potential liability, if any, in excess of amounts already accrued with
respect to the foregoing environmental matters will not have a
material adverse effect on the Company’s financial condition or
results of operations.

The Company received a notice dated October 14, 1998 from
the Environmental Protection Agency (EPA) indicating that the
EPA has determined AMD to be a potentially responsible party
that arranged for disposal of hazardous substances at a site
located in Santa Barbara County, California.The Company is cur-
rently in settlement discussions with the EPA and believes that
any settlement will not have a material adverse effect on the
Company’s financial condition or results of operations.

II. Other Matters

The Company is a defendant or plaintiff in various other actions,
which arose in the normal course of business. In the opinion of
management, the ultimate disposition of these matters will not
have a material adverse effect on the Company’s financial condi-
tion or results of operations.

NOTE 17: SUBSEQUENT EVENTS (UNAUDITED)

Issuance of Senior Convertible Debt

On January 29, 2002, the Company announced the closing of a
private offering of $500 million aggregate principal amount of its
43⁄4% Convertible Senior Debentures (the Debentures) due 2022
issued pursuant to Rule 144A and Regulation S. The Company
intends to use the net proceeds generated from the offering 
for capital expenditures, working capital and general corporate
purposes.

The Debentures bear interest at a rate of 43⁄4% per annum.
The interest rate will be reset on each of August 1, 2008, August
1, 2011 and August 1, 2016 to a rate per annum equal to the inter-
est rate payable 120 days prior to such date on 5-year U.S.Trea-
sury Notes, plus 43 basis points. The reset rate will not be less
than 43⁄4% and will not exceed 63⁄4%. The Debentures are initially
convertible into the Company’s common stock at a conversion
price of $23.38 per share. At this conversion price, each $1,000
principal amount of the Debentures will be convertible into
approximately 43 shares of the Company’s common stock.

The Debentures will be redeemable at specified prices declin-
ing to 100% of the principal amount plus accrued and unpaid
interest at the Company’s option beginning on February 5, 2005,
provided that the Company may not redeem the Debentures
prior to February 1, 2006 unless the last reported sale price of
the Company’s common stock is at least 130% of the then effec-
tive conversion price for at least 20 trading days within a period
of 30 consecutive trading days ending within five trading days of
the date of the redemption notice.

Holders of the Debentures will have the ability to require the
Company to repurchase the Debentures, in whole or in part, on
February 1, 2009, February 1, 2012 and February 1, 2017. The
holders of the Debentures will also have the ability to require the
Company to repurchase the Debentures in the event that the
Company undergoes specified fundamental changes, including a
change of control. In each such case, the redemption or repur-
chase price would be 100% of the principal amount of the Deben-
tures plus accrued and unpaid interest.

impairment charges.The asset impairment charges relate prima-
rily to buildings and production equipment and have been incur-
red as a result of the Company’s decision to implement the plan.
The Company expects to substantially complete execution of its
restructuring plan by the end of the second quarter of 2002. As
of December 30, 2001, 786 employees were terminated resulting
in cash payments of approximately $7.5 million in severance and
employee benefit costs.

During 1999, the Company initiated a review of its cost struc-
ture. Based upon this review, the Company recorded restructur-
ing and other special charges of $38 million in 1999 to better
align its cost structure with the expected revenue growth rates.

The restructuring and other special charges for the year
ended December 26, 1999, and the related activity during 1999,
2000 and 2001, are reflected in the table below:

The following table summarizes activity under the plan through December 30, 2001:

Facility and
Severance and Facility and equipment Other

employee equipment decommission facilities
(Thousands) benefits impairment costs exit costs Total

2001 provision $34,105 $ 39,000 $15,500 $700 $ 89,305 

Cash charges (7,483) — — (54) (7,537)

Non-cash charges — (39,000) — — (39,000)

Accruals at December 30, 2001 $26,622 $ — $15,500 $646 $ 42,768 

Severance
and Equipment Discontinued

employee disposal system
(Thousands) benefits Facilities Equipment costs projects Total

1999 provision $ 3,024 $ 968 $ 23,769 $ 4,380 $ 6,089 $ 38,230 

Cash charges (3,024) (56) — (1,937) — (5,017)

Non-cash charges — — (23,769) — (6,089) (29,858)

Accruals at December 26, 1999 — 912 — 2,443 — 3,355

Cash charges — (429) — (2,443) — (2,872)

Accruals at December 31, 2000 — 483 — — — 483

Cash charges — (443) — — — (443)

Accruals at December 30, 2001 $ — $ 40 $ — $ — $ — $ 40 

The Company anticipates that the remaining accruals for sales office facilities will be utilized over the period through lease termination
in the second quarter of 2002.

NOTE 15: SHARE REPURCHASE PROGRAM

On January 29, 2001, the Company announced that the Board of
Directors had authorized a program to repurchase up to $300
million worth of the Company’s common stock over a period of
time to be determined by management. Any such repurchases will
be made, from time to time, in the open market or in privately
negotiated transactions in compliance with Rule 10b-18 of the
Securities Exchange Act, subject to market conditions, applicable
legal requirements and other factors.This program does not obli-
gate the Company to acquire any particular amount of its com-
mon stock, and the program may be suspended at any time at the
Company’s discretion. As of December 30, 2001, AMD acquired
approximately 6.3 million shares of its common stock at an aggre-
gate cost of $77 million under the program. Shares repurchased
under this program will be used in connection with the Com-
pany’s stock option plans.

NOTE 16: CONTINGENCIES

I. Environmental Matters

Clean-Up Orders. Since 1981, the Company has discovered,
investigated and begun remediation of three sites where releases
from underground chemical tanks at our facilities in Santa Clara
County, California, adversely affected the groundwater.The chem-
icals released into the groundwater were commonly in use in the
semiconductor industry in the wafer fabrication process prior to
1979.At least one of the released chemicals (which the Company
no longer uses) has been identified as a probable carcinogen.

In 1991, the Company received four Final Site Clean-up
Requirements Orders from the California Regional Water Qual-
ity Control Board, San Francisco Bay Region, relating to the three
sites. One of the orders named us as well as TRW Microwave, Inc.
and Philips Semiconductors Corporation. In January 1999, the
Company entered into a settlement agreement with Philips
whereby Philips assumed costs allocated to the Company under
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this order, although the Company is responsible for these costs in
the event that Philips does not fulfill its obligations under the set-
tlement agreement.Another of the orders named AMD as well as
National Semiconductor Corporation. In December 2001, AMD
entered into a settlement agreement with National pursuant to
which National will take the lead for a period of time on certain
groundwater remediation required under that order, but AMD
remains a responsible party for all purposes under the order and
retains specific responsibilities.

The three sites in Santa Clara County are on the National Pri-
orities List (Superfund). If the Company fails to satisfy federal
compliance requirements, or inadequately performs the compli-
ance measures, the government (1) can bring an action to enforce
compliance or (2) can undertake the desired response actions
itself and later bring an action to recover its costs and penalties,
which is up to three times the costs of clean-up activities, if
appropriate. The statute of limitations has been tolled on the
claims of landowners adjacent to the Santa Clara County Super-
fund sites for causes of action such as negligence, nuisance and
trespass.

The Company has computed and recorded the estimated
environmental liability in accordance with applicable accounting
rules and has not recorded any potential insurance recoveries in
determining the estimated costs of the cleanup. The amount of
environmental charges to earnings has not been material during
any of the last three fiscal years.The Company believes that the
potential liability, if any, in excess of amounts already accrued with
respect to the foregoing environmental matters will not have a
material adverse effect on the Company’s financial condition or
results of operations.

The Company received a notice dated October 14, 1998 from
the Environmental Protection Agency (EPA) indicating that the
EPA has determined AMD to be a potentially responsible party
that arranged for disposal of hazardous substances at a site
located in Santa Barbara County, California.The Company is cur-
rently in settlement discussions with the EPA and believes that
any settlement will not have a material adverse effect on the
Company’s financial condition or results of operations.

II. Other Matters

The Company is a defendant or plaintiff in various other actions,
which arose in the normal course of business. In the opinion of
management, the ultimate disposition of these matters will not
have a material adverse effect on the Company’s financial condi-
tion or results of operations.

NOTE 17: SUBSEQUENT EVENTS (UNAUDITED)
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On January 29, 2002, the Company announced the closing of a
private offering of $500 million aggregate principal amount of its
43⁄4% Convertible Senior Debentures (the Debentures) due 2022
issued pursuant to Rule 144A and Regulation S. The Company
intends to use the net proceeds generated from the offering 
for capital expenditures, working capital and general corporate
purposes.

The Debentures bear interest at a rate of 43⁄4% per annum.
The interest rate will be reset on each of August 1, 2008, August
1, 2011 and August 1, 2016 to a rate per annum equal to the inter-
est rate payable 120 days prior to such date on 5-year U.S.Trea-
sury Notes, plus 43 basis points. The reset rate will not be less
than 43⁄4% and will not exceed 63⁄4%. The Debentures are initially
convertible into the Company’s common stock at a conversion
price of $23.38 per share. At this conversion price, each $1,000
principal amount of the Debentures will be convertible into
approximately 43 shares of the Company’s common stock.

The Debentures will be redeemable at specified prices declin-
ing to 100% of the principal amount plus accrued and unpaid
interest at the Company’s option beginning on February 5, 2005,
provided that the Company may not redeem the Debentures
prior to February 1, 2006 unless the last reported sale price of
the Company’s common stock is at least 130% of the then effec-
tive conversion price for at least 20 trading days within a period
of 30 consecutive trading days ending within five trading days of
the date of the redemption notice.

Holders of the Debentures will have the ability to require the
Company to repurchase the Debentures, in whole or in part, on
February 1, 2009, February 1, 2012 and February 1, 2017. The
holders of the Debentures will also have the ability to require the
Company to repurchase the Debentures in the event that the
Company undergoes specified fundamental changes, including a
change of control. In each such case, the redemption or repur-
chase price would be 100% of the principal amount of the Deben-
tures plus accrued and unpaid interest.

impairment charges.The asset impairment charges relate prima-
rily to buildings and production equipment and have been incur-
red as a result of the Company’s decision to implement the plan.
The Company expects to substantially complete execution of its
restructuring plan by the end of the second quarter of 2002. As
of December 30, 2001, 786 employees were terminated resulting
in cash payments of approximately $7.5 million in severance and
employee benefit costs.

During 1999, the Company initiated a review of its cost struc-
ture. Based upon this review, the Company recorded restructur-
ing and other special charges of $38 million in 1999 to better
align its cost structure with the expected revenue growth rates.

The restructuring and other special charges for the year
ended December 26, 1999, and the related activity during 1999,
2000 and 2001, are reflected in the table below:

The following table summarizes activity under the plan through December 30, 2001:

Facility and
Severance and Facility and equipment Other

employee equipment decommission facilities
(Thousands) benefits impairment costs exit costs Total

2001 provision $34,105 $ 39,000 $15,500 $700 $ 89,305 

Cash charges (7,483) — — (54) (7,537)

Non-cash charges — (39,000) — — (39,000)

Accruals at December 30, 2001 $26,622 $ — $15,500 $646 $ 42,768 

Severance
and Equipment Discontinued

employee disposal system
(Thousands) benefits Facilities Equipment costs projects Total

1999 provision $ 3,024 $ 968 $ 23,769 $ 4,380 $ 6,089 $ 38,230 

Cash charges (3,024) (56) — (1,937) — (5,017)

Non-cash charges — — (23,769) — (6,089) (29,858)
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Cash charges — (429) — (2,443) — (2,872)

Accruals at December 31, 2000 — 483 — — — 483

Cash charges — (443) — — — (443)

Accruals at December 30, 2001 $ — $ 40 $ — $ — $ — $ 40 

The Company anticipates that the remaining accruals for sales office facilities will be utilized over the period through lease termination
in the second quarter of 2002.

NOTE 15: SHARE REPURCHASE PROGRAM

On January 29, 2001, the Company announced that the Board of
Directors had authorized a program to repurchase up to $300
million worth of the Company’s common stock over a period of
time to be determined by management. Any such repurchases will
be made, from time to time, in the open market or in privately
negotiated transactions in compliance with Rule 10b-18 of the
Securities Exchange Act, subject to market conditions, applicable
legal requirements and other factors.This program does not obli-
gate the Company to acquire any particular amount of its com-
mon stock, and the program may be suspended at any time at the
Company’s discretion. As of December 30, 2001, AMD acquired
approximately 6.3 million shares of its common stock at an aggre-
gate cost of $77 million under the program. Shares repurchased
under this program will be used in connection with the Com-
pany’s stock option plans.

NOTE 16: CONTINGENCIES
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Clean-Up Orders. Since 1981, the Company has discovered,
investigated and begun remediation of three sites where releases
from underground chemical tanks at our facilities in Santa Clara
County, California, adversely affected the groundwater.The chem-
icals released into the groundwater were commonly in use in the
semiconductor industry in the wafer fabrication process prior to
1979.At least one of the released chemicals (which the Company
no longer uses) has been identified as a probable carcinogen.

In 1991, the Company received four Final Site Clean-up
Requirements Orders from the California Regional Water Qual-
ity Control Board, San Francisco Bay Region, relating to the three
sites. One of the orders named us as well as TRW Microwave, Inc.
and Philips Semiconductors Corporation. In January 1999, the
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whereby Philips assumed costs allocated to the Company under
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2001 2000

Dec. 30 Sept. 30 July 1 Apr. 1 Dec. 31 Oct. 1 July 2 Apr. 2

Net Sales $951,873 $ 765,870 $985,264 $1,188,747 $1,175,172 $1,206,549 $1,170,437 $1,092,029
Expenses:

Cost of sales 644,662 594,056 636,199 714,830 657,303 639,010 612,567 605,757
Research and development 160,871 161,185 171,114 157,760 162,087 162,764 155,651 161,297
Marketing, general and administrative 163,683 150,918 156,291 149,138 160,756 141,931 152,022 144,306
Restructuring and other special charges — 89,305 — — — — — —

969,216 995,464 963,604 1,021,728 980,146 943,705 920,240 911,360

Operating income (loss) (17,343) (229,594) 21,660 167,019 195,026 262,844 250,197 180,669
Gain on sale of Vantis — — — — — — — —
Gain on sale of Legerity — — — — — 336,899 — —
Interest and other income, net 5,784 (11,220) 12,308 18,823 25,449 19,789 19,935 21,128
Interest expense (9,570) (9,946) (20,199) (21,645) (19,932) (17,382) (11,244) (11,479)

Income (loss) before income taxes, equity 
in net income (loss) of joint venture 
and extraordinary item (21, 129) (250,760) 13,769 164,197 200,543 602,150 258,888 190,318

Provision (benefit) for income taxes (5,705) (65,018) 3,717 52,543 30,081 175,009 51,778 —

Income (loss) before equity in net income (loss)
of joint venture and extraordinary item (15,424) (185,742) 10,052 111,654 170,462 427,141 207,110 190,318

Equity in net income (loss) of joint venture (417) (1,187) 7,300 13,183 7,570 4,406 32 (969)

Income (loss) before extraordinary item (15,841) (186,929) 17,352 124,837 178,032 431,547 207,142 189,349
Extraordinary item—debt retirement,

net of tax benefit — — — — (64) (22,980) — —

Net income (loss) $ (15,841) $(186,929) $ 17,352 $ 124,837 $ 177,968 $ 408,567 $ 207,142 $ 189,349

Net income (loss) per share
Basic—income (loss) before 

extraordinary item $ (0.05) $ (0.54) $ 0.05 $ 0.40 $ 0.57 $ 1.38 $ 0.67 $ 0.63
Diluted—income (loss) before 

extraordinary item $ (0.05) $ (0.54) $ 0.05 $ 0.37 $ 0.53 $ 1.24 $ 0.60 $ 0.57
Basic—income (loss) after 

extraordinary item $ (0.05) $ (0.54) $ 0.05 $ 0.40 $ 0.57 $ 1.31 $ 0.67 $ 0.63
Diluted—income (loss) after 

extraordinary item $ (0.05) $ (0.54) $ 0.05 $ 0.37 $ 0.53 $ 1.18 $ 0.60 $ 0.57

Shares used in per share calculation
Basic 340,119 345,044 330,120 314,347 313,501 311,943 309,625 302,257
Diluted 340,119 345,044 340,533 351,785 349,782 352,893 352,946 344,381

Common stock market price range
High $ 18.62 $ 30.20 $ 34.65 $ 30.15 $ 26.00 $ 47.50 $ 47.72 $ 30.00
Low $ 7.69 $ 7.80 $ 18.73 $ 14.13 $ 13.56 $ 27.00 $ 25.50 $ 13.91

Supplementary
Financial Data

2001 and 2000 by Quarter (Unaudited)
(Thousands except per share and market price amounts)

46 Report of  Ernst  & Young LLP, Independent Auditors

The Board of Directors and Stockholders
Advanced Micro Devices, Inc.

We have audited the accompanying consolidated balance sheets
of Advanced Micro Devices, Inc. as of December 30, 2001 and
December 31, 2000, and the related consolidated statements of
operations, stockholders’ equity and cash flows for each of the
three years in the period ended December 30, 2001.These finan-
cial statements are the responsibility of the Company’s manage-
ment. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing stan-
dards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test

basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the account-
ing principles used and significant estimates made by manage-
ment, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the consolidated financial
position of Advanced Micro Devices, Inc. as of December 30, 2001
and December 31, 2000, and the consolidated results of its oper-
ations and its cash flows for each of the three years in the period
ended December 30, 2001, in conformity with accounting princi-
ples generally accepted in the United States.

San Jose, California
January 8, 2002

Report of Ernst & Young LLP,
Independent Auditors
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2001 2000

Dec. 30 Sept. 30 July 1 Apr. 1 Dec. 31 Oct. 1 July 2 Apr. 2

Net Sales $951,873 $ 765,870 $985,264 $1,188,747 $1,175,172 $1,206,549 $1,170,437 $1,092,029
Expenses:

Cost of sales 644,662 594,056 636,199 714,830 657,303 639,010 612,567 605,757
Research and development 160,871 161,185 171,114 157,760 162,087 162,764 155,651 161,297
Marketing, general and administrative 163,683 150,918 156,291 149,138 160,756 141,931 152,022 144,306
Restructuring and other special charges — 89,305 — — — — — —

969,216 995,464 963,604 1,021,728 980,146 943,705 920,240 911,360

Operating income (loss) (17,343) (229,594) 21,660 167,019 195,026 262,844 250,197 180,669
Gain on sale of Vantis — — — — — — — —
Gain on sale of Legerity — — — — — 336,899 — —
Interest and other income, net 5,784 (11,220) 12,308 18,823 25,449 19,789 19,935 21,128
Interest expense (9,570) (9,946) (20,199) (21,645) (19,932) (17,382) (11,244) (11,479)

Income (loss) before income taxes, equity 
in net income (loss) of joint venture 
and extraordinary item (21, 129) (250,760) 13,769 164,197 200,543 602,150 258,888 190,318

Provision (benefit) for income taxes (5,705) (65,018) 3,717 52,543 30,081 175,009 51,778 —

Income (loss) before equity in net income (loss)
of joint venture and extraordinary item (15,424) (185,742) 10,052 111,654 170,462 427,141 207,110 190,318

Equity in net income (loss) of joint venture (417) (1,187) 7,300 13,183 7,570 4,406 32 (969)

Income (loss) before extraordinary item (15,841) (186,929) 17,352 124,837 178,032 431,547 207,142 189,349
Extraordinary item—debt retirement,

net of tax benefit — — — — (64) (22,980) — —

Net income (loss) $ (15,841) $(186,929) $ 17,352 $ 124,837 $ 177,968 $ 408,567 $ 207,142 $ 189,349

Net income (loss) per share
Basic—income (loss) before 

extraordinary item $ (0.05) $ (0.54) $ 0.05 $ 0.40 $ 0.57 $ 1.38 $ 0.67 $ 0.63
Diluted—income (loss) before 

extraordinary item $ (0.05) $ (0.54) $ 0.05 $ 0.37 $ 0.53 $ 1.24 $ 0.60 $ 0.57
Basic—income (loss) after 

extraordinary item $ (0.05) $ (0.54) $ 0.05 $ 0.40 $ 0.57 $ 1.31 $ 0.67 $ 0.63
Diluted—income (loss) after 

extraordinary item $ (0.05) $ (0.54) $ 0.05 $ 0.37 $ 0.53 $ 1.18 $ 0.60 $ 0.57

Shares used in per share calculation
Basic 340,119 345,044 330,120 314,347 313,501 311,943 309,625 302,257
Diluted 340,119 345,044 340,533 351,785 349,782 352,893 352,946 344,381

Common stock market price range
High $ 18.62 $ 30.20 $ 34.65 $ 30.15 $ 26.00 $ 47.50 $ 47.72 $ 30.00
Low $ 7.69 $ 7.80 $ 18.73 $ 14.13 $ 13.56 $ 27.00 $ 25.50 $ 13.91

Supplementary
Financial Data

2001 and 2000 by Quarter (Unaudited)
(Thousands except per share and market price amounts)
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Financial Summary

2001 2000 1999 1998 1997

Net sales $3,891,754 $4,644,187 $2,857,604 $2,542,141 $2,356,375 
Expenses:

Cost of sales 2,589,747 2,514,637 1,964,434 1,718,703 1,578,438 
Research and development 650,930 641,799 635,786 567,402 467,877 
Marketing, general and administrative 620,030 599,015 540,070 419,678 400,713 
Restructuring and other special charges 89,305 — 38,230 — —

3,950,012 3,755,451 3,178,520 2,705,783 2,447,028 

Operating income (loss) (58,258) 888,736 (320,916) (163,642) (90,653)

Gain on sale of Vantis — — 432,059 — —
Gain on sale of Legerity — 336,899 — — —
Litigation settlement — — — (11,500) —
Interest and other income, net 25,695 86,301 31,735 34,207 35,097
Interest expense (61,360) (60,037) (69,253) (66,494) (45,276)

Income (loss) before income taxes and  
equity in net income of joint venture 
and extraordinary item (93,923) 1,251,899 73,625 (207,429) (100,832)

Provision (benefit) for income taxes (14,463) 256,868 167,350 (91,878) (55,155)

Income (loss) before equity in net income 
of joint venture and extraordinary item (79,460) 995,031 (93,725) (115,551) (45,677)

Equity in net income of joint venture 18,879 11,039 4,789 11,591 24,587

Income (loss) before extraordinary item (60,581) 1,006,070 (88,936) (103,960) (21,090)
Extraordinary item—debt retirement, net 

of tax benefit — (23,044) — — —

Net income (loss) $ (60,581) $ 983,026 $ (88,936) $ (103,960) $ (21,090)

Net income (loss) per share
Basic—income (loss) before 

extraordinary item $ (0.18) $ 3.25 $ (0.30) $ (0.36) $ (0.07)
Diluted—income (loss) before 

extraordinary item $ (0.18) $ 2.95 $ (0.30) $ (0.36) $ (0.07)

Basic—income (loss) after 
extraordinary item $ (0.18) $ 3.18 $ (0.30) $ (0.36) $ (0.07)

Diluted—income (loss) after 
extraordinary item $ (0.18) $ 2.89 $ (0.30) $ (0.36) $ (0.07)

Shares used in per share calculation:
Basic 332,407 309,331 294,577 287,796 281,319
Diluted 332,407 350,000 294,577 287,796 281,319

Long-term debt, capital lease obligations 
and other, less current portion $ 672,945 $1,167,973 $1,427,282 $1,372,416 $ 662,689

Total assets $5,647,242 $5,767,735 $4,377,698 $4,252,968 $3,515,271

Five Years Ended December 30, 2001
(Thousands except per share amounts)

The Company’s common stock (symbol “AMD”) is listed on
the New York Stock Exchange.The Company has never paid cash
dividends on common stock and may be restricted from doing so.
Refer to the notes to consolidated financial statements.The num-
ber of stockholders of record at February 25, 2002 was 7,815.

AMD, the AMD Arrow logo, and combinations thereof,
Advanced Micro Devices, AMD-K6, AMD Athlon, AMD Duron
and MirrorBit are either trademarks or registered trademarks 
of Advanced Micro Devices, Inc. Vantis is a trademark of Vantis
Corporation. Legerity is a trademark of Legerity, Inc. Microsoft
and Windows are either trademarks or registered trademarks of
Microsoft Corporation. Other terms used to identify companies
and products may be trademarks of their respective owners.
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AMD is a global supplier of integrated circuits for the personal and networked computer and communications markets.AMD is a
Fortune 500 and Standard & Poor’s 500-company that produces microprocessors, flash memory devices, and support circuitry for
communications and networking applications.The Company has sales offices worldwide and has manufacturing facilities in Sunnyvale,
California; Austin,Texas; Bangkok,Thailand; Penang, Malaysia; Singapore; Suzhou, China; Aizu-Wakamatsu, Japan and Dresden, Germany.

AMD was founded in 1969.The Company is headquartered in Sunnyvale, California, and employs approximately 14,700 people worldwide.
AMD became a publicly held company in 1972 and since 1979 has been listed on the New York Stock Exchange with the trading symbol
of “AMD” for its common shares.

Corporate Address

AMD

One AMD Place

P.O. Box 3453

Sunnyvale, CA 94088-3453

Financial Information

The annual report, 10-K, and quarterly financial 

news releases are available without charge from 

the Company’s literature department at 

(800) 222-9323.

All documents filed with the SEC may be accessed

from the AMD website Investor Relations page at

www.amd.com

For other investor-related information,

interested parties should contact the 

Investor Relations Department at 

(408) 749-3127.

Manufacturing Facilities
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Bangkok,Thailand

Dresden, Germany

Penang, Malaysia
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Sunnyvale, California

Suzhou, China
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