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PART |
ITEM 1. BUSINESS

Cirrus Logic, Inc. was reincorporated in the st#t®elaware on February 17, 1999. Prior to thiedete had been incorporated in California
since February 3, 1984 as the successor to a ceseanporation which had been incorporated in Wat981. Our principal executive offices
are located at 4210 South Industrial Drive, Austiexas 78744. Our telephone number at that ad@#r€542) 445-7222.

We design and manufacture integrated circuitsehgiloy high-performance analog and digital sigmatpssing (DSP) technologies. Our
products, sold under our own name and the CrystalMRverick(TM), and 3Ci(TM) product brands, enablstem-level applications in the
Analog (audio, communications and data acquisitibiernet (embedded processors and optical sthragd Magnetic Storage (hard disk
drive electronics integration and read channelsketa.

Within the analog, Internet and magnetic storageketa, we serve a broad customer base. Key cussamude Apple, Creative
Technologies, Dell, Fujitsu, Hewlett Packard, Hita¢BM, Sony, Trigem, and Western Digital.

Markets and Products

We target large existing markets, as well as emgrgrowth markets that derive value from our experin advanced mixed-signal design
processing, systems-level engineering and softexgpertise to create integrated solutions that enaif customers to differentiate their
products and accelerate their time to market. Thekdions are implemented primarily in integratéduits, or ICs, and related
software/firmware, but may also include subsystendutes or system equipment designs and relatee aeft

Our products currently address key system-leveliegtpns for consumer audio and industrial measamet and control as well as magnetic
and optical mass storage, and to a lesser extefitatpons for high-speed Internet access, handaettportable computing and power
measurement.

In the second quarter of fiscal 1999, we launchethjor initiative to refine our business strategg aevitalize growth through concentration
on our leadership positions in the analog, Interaed magnetic storage markets. This initiativéuided the phasing out of certain non-
strategic businesses along with reducing our fotedl wafer fabrication capacity by approximateB%4. We have since divested elements of
our communications product line and the personaimder ("PC") Modem business in addition to outsog our PC graphics support.
Further, our future intention is to continue de-éagizing new product developments targeted prisnéoil the PC motherboard and
emphasize non-PC motherboard market opportunititsei Analog, Internet, and Magnetic Storage markdébwever, sales of many of our
products over the near term will continue to deplangely on the sales of PCs.

ANALOG PRODUCTS BUSINESS GROUP

Our analog line of products address PC and consaudio, data acquisition, industrial automation aadtrol, and communications
applications.

Computer Audio Products Division

The Computer Audio division currently offers ovér @roducts for the computer market. We are onéetéading suppliers of stereo codecs
for the PC market including ISA, AC-97 and seriderface codecs. These mixed signal devices prdvglequality audio for input and
output functions of PC audio products, includingsh that offer 3D processing, SoundBlaster comititiiMicrosoft Sound compatibility
and music synthesis. The Computer Audio Divisi@oalffers personal computer interface digital sigmacessor, or PCI DSP, controller
products, which provide special effects processimgj allow PC gamers to perceive sound as comimy %arious points around them in a 3D
space, sound equalizers, acoustic echo cancellati@xceptional Internet audio and acceleratiorMicrosoft Direct Sound and other
interfaces such as A3D and EAX. Customers inclugpléy Creative Technologies, Dell, Hewlett Pacland IBM.
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Descriptions Key Features

Audio Codecs Analog-to-digital and digit
analog converters for PC an
workstation audio. Multiple
(AC-97, 12S and other seria

formats).

ISA Audio Codecs High-integration ISA bus PC
controllers. Highest audio
Sound Blaster and FM synthe
Optional 3D audio effects.
products.

DSP with Integrated Special effects digital sig
High Performance Codec processors.

PCI Audio Controllers High-integration PCI bus PC
controllers. Range of low-c
high-performance DSP-based
DSP solutions offer advance
processing such as 3D posit
games, wavetable music synt
sound equalization. Multipl
products.

Next Generation Low power analog-to-digital

Audio Codecs digital-to-analog converter
and computer workstation au
Multiple products based on
generation formats.

Consumer Audio Products Division

The Consumer Audio Division currently offers over
consumer and professional/automotive audio markets.
high-fidelity audio market including analog-to-digi
converters, codecs and a family of DSP-based audio
major audio standards such as Dolby AC-3, AAC, DTS,
decoding, THX and other effects processing. The pro
audio/video amplifiers, set-top audio decoders, dig
players, CD players, powered speakers, DVD players

Customers include Sony, Harman Kardon, Kenwood, Nok

Our professional/automotive product line includes
digital-to-analog converters and digital audio tran
receivers, and DSP-based audio solutions. Product a
end professional recording equipment, high performa
consoles, special effects digital signal processors
systems. The following products are expected to be
near term:

Descriptions Key Features

Audio Codecs Analog-to-digital and digit
analog converters for consu

equipment and professional

equipment.
Multi-Standard, Home entertainment systems
Multi-Channel multiple popular standards

Audio Decoders AAC, Digital Theatre System
with single-chip solutions.

Analog-to-Digital, Consumer applications such
Digital-to-Analog  equipment, DVD players, Set
Converters boxes, CD mini disc & MP3(T
players, high end professio
recording equipment, high p
digital mixing consoles.

High Performance High performance digital mi
Sample Rate Converters consoles, CD-R players, pro
audio recording equipment

The following Computer Audio products are expedtetie the most important in the near term:

Status

al-to- In production.
d computer

products

|

audio In production.
quality,
sis with
Multiple

nal In production.

audio In production.
ost to

solutions.

d audio

ioning for

hesis &

e

and In development.
s for PC

dio.

next

75 products for the

We supply products for the
tal and digital-to-analog
decoders that support the
5.1 Channel MPEG audio
duct applications include
ital audio tapes, MP3(TM)
and video CD players.

ia, Pace, and Panasonic.

analog-to-digital and
smitters, transceivers and
pplications include high-
nce digital mixing

and automotive stereo
the most important in the

Status

al-to- In production.
mer audio
audio

meeting  In production.
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Descriptions Key Features

DSP with Integrated Special effects digital sig
High Performance Codec processors.

Digital Audio Consumer and professional
interface products  applications including A/V
effects processors, mixing
and digital speaker systems

High efficiency Low power converters and hi
PWM converters amplifiers for consumer, au
and power amplifiers and professional systems.

Precision Data Conversion

The Precision Data Conversion business is compris
and Communications product lines.

Data Acquisition

We design, manufacture and market analog, digital
integrated circuits for data acquisition, instrumen
applications. Our Crystal brand is associated with
mixed-signal and signal processing solutions for th
of analog-to-digital converters consist of general-
measurement devices. These devices use patented sel
with delta sigma, successive approximation and pipe
improve accuracy and reduce system-level cost.

In addition to supporting a discrete product fami
expertise design techniques are applied to IC solut
line.

Our data acquisition product family includes more
industrial automation, instrumentation, medical, mi
applications. Our customers include National Instru
and Schlumberger.

Communications

We design, manufacture and market semiconductor p
Ethernet solutions for use in emerging broadband co
embedded Ethernet controller products are used in a
including products that provide broadband high-spee
digital cable set-top boxes, cable modems and ADSL
Voice-over-internet-protocol, or VOIP, telephony sy
systems, and other embedded system applications.

In addition, we develop and market integrated cir
telecommunication line interface solutions for tele
communications equipment. The following communicati
to be the most important in the near term:

Descriptions Key Features

Embedded Ethernet  Highest level of integratio
Controllers simplified design of 10BASE
10/100 local area network c
and single and multi-channe
front ends for motherboards
interface cards and network
equipment. Multiple product

Telecom T1/E1 Line  Broad family of high-perfor

Interface Controllers mixed-signal devices for in
network equipment and end-u
equipment to T1 and E1 line
Multiple products.

Status

nal In production.

In production.
equipment,
consoles,

gh power In development.
tomotive,

ed of the Data Acquisition

and mixed-signal

tation and imaging

the most high-performance
ese markets. Our broad line
purpose and low-frequency
f-calibration techniques
lined architectures to

ly, our mixed-signal
ions across our product

than 100 products used in
litary and geophysical
ments, Rockwell Automation

roducts that enable
mmunication systems. Our
variety of applications

d Internet access such as
modem systems, as well as
stems, Ethernet switch

cuit products that provide
communications and data
ons products are expected

Status

n, In production.
-T and
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INTERNET SOLUTIONS BUSINESS GROUP
Our Internet line of products provides solutionsdptical storage and embedded processor applisatio
OPTICAL STORAGE

We supply integrated circuits that perform key #lmtics functions in advanced optical disc drivé& entered the optical storage market in
fiscal 1995 with a CD-ROM decoder product, followsdthree more generations of CD- ROM decoders weittd speeds of up to 45x. In
fiscal 1997, we introduced our first CD-R/CD-RW eder/decoder products and are currently on outtiaggneration, supporting up to 16x
write and 48x read speeds. We also provide intedreitcuits for the DVD drive electronics market.

We currently sell products to Sony in the opticarage market. The following optical storage prddware expected to be the most important
in the near term:

DESCRIPTIONS KEY FEATURES

ATAPI CD-R/RW Up to 16x write and 48x rea

STATUS

d speeds. In production.

(Recordable/Rewritable) High-speed ATAPI Ultra DMA 33 host
Encoder/Decoder. transfer. Automated archite cture and
ECC performance. Multiple p roducts.

Integrated DVD Drive Integrated DVD Drive Electr
Manager incorporating partial respo

onics, Sampling.
nse

maximum likelihood, or PRML , Read
Channel, servo control and decoder
functions for DVD-ROM and D VD-Player

applications.

EMBEDDED PROCESSORS

During fiscal 1999, we created the Embedded Procd3isision to develop, manufacture, and markehhjigntegrated, system-on-chip, or
SOC, solutions for several emerging applicatiomsubh the incorporation of our system peripherals mixed signal components with CPU
cores licensed from ARM Ltd. The division's focan the Application Specific Standard Product (Rp&evice category offering products
in the areas of handheld information appliancedystrial computing systems, portable digital austitutions, and network and Internet
computing devices.

In fiscal 2000, we introduced the Maverick brandrzfrket specific processors, or MSP(TM) specifictdrgeting personal digital assistants,
or PDA, handheld digital audio players, and Inteaeeess appliances, such as the electronic bosiartphone. These products are the
industry's first chips to support both MP3(TM) aviitrosoft's Windows Media Audio. With the Maveritike, we have already become a
leading supplier of Internet audio SOC's with salvarajor design wins. The Maverick family also asldres the issue of content security for
the Internet audio market by embedding InterTrustihologies digital rights management, or DRM,wgafe on the chip, allowing the music
industry to pursue the Internet as a secure meathdistribution. Maverick customers include S3/D@md Multimedia, Creative

Technologies, and IdeaGrove. We also have prodigsigned for low-cost, Internet terminals, screleongs and game boxes. These products
are currently targeted at European markets andeiraxpensive Internet access for a broad rangemdumers through the television. Me
customers include Alba plc and Ravisent Technokgie

The following embedded processor products are aggddo be the most important in the near term:

DESCRIPTIONS KEY FEATURES STATUS
High-performance Highly integrated 32-bit ARM RISC In production.
System-on-Chip with processor core with advanced peripheral

CRT/LCD Controller functions for Internet-enable d

appliances, such as set-top b
screen-phones and game boxes
wall outlet based. Multiple p

High performance, low Integrated ARM 720T processor
power, System-on-Chip LCD and DRAM controllers, USB

oxes,
that are
roducts.

core with In production
and Sampling.

with LCD controller interface, Digital Audio Inte rface, and
DRM software. Used in handhel d digital
audio player, PDA, and Intern et access
appliance applications for po rtable,
battery powered devices. Mult iple
products including Maverick(T M) family.



MAGNETIC STORAGE BUSINESS GROUP

We supply integrated circuits that perform the k#ctronics functions contained in advanced magraetdl removable disk drives. In fiscal
1999, we introduced the industry's first integnatad a hard disk controller, a read channel andcaaoontroller ("3Ci"), offering extremely
high integration, as well as the industry's fingen architecture firmware solution embodying theMBnabled microprocessor. The open
architecture model was further advanced during/éee by the collaborative development of the ARM#8iErocontroller with ARM and
Lucent Microelectronics, with a goal of providingfsvare compatible solutions from two of the magappliers of hard disk microelectronics.
In fiscal 2000 we announced that Fujitsu had desighe 3Ci integrated platform into its XV10 famdf/high volume desktop hard disk
drives. In addition, we introduced our second gatien 3Ci solution implemented in 0.25 micron tealogy, further strengthening our lead
over our competitors for integrated drive electesrsolutions. Multiple customers are evaluatingstbeondgeneration 3Ci product and rela
derivatives. Our magnetic storage customers ddisegl 2000 included Fuijitsu, Hitachi, and WestBigital. The following magnetic storage
products are expected to be the most importamtemear term:

Descriptions Key Features Status
Advanced Advanced data handling and err or- In production
Architecture PC AT- detection/correction capabilit ies (UDMAS33/66)
UDMA33/66/100 for data integrity in high- and sampling
Disk Controllers and performance hard disk drives. (UDMA 100).
IEEE1394 Disk Multiple products.
Controllers
Digital PRML Single-chip digital read/write In production
Read/Write channel solutions. Advanced (450Mbits/s) and
Channels digital signal processing sampling
algorithms allow more data per (550Mbits/s).

disk. Multiple products.

Single-chip Drive  Single-chip open architecture In production
Electronics Platform electronics solution (330Mbits/s UDMAG66)
(3CI) incorporating the PRML Read Sampling

Channel, PC AT UDMA Disk (450Mbits/s UDMA100).

Controller, ARM-enabled 32-bit
RISC processor, micro-DSP, ROM
RAM and Servo Logic.

Manufacturing

Historically, we relied upon merchant wafers mawstufeed by outside suppliers for our wafer manufactuneeds. In much of 1994 and 1€
the merchant market was unable to meet demandyamberchant wafer suppliers sought to limit thepartion of wafers they sold to any
single customer, which further restricted our &pilo buy wafers. Wafer shortages increased ouplguppsts and at times caused us
difficulties in meeting the market demand for oumoproducts. In response to our rapid growth, anldidtorical and anticipated supply
shortages, we began pursuing a strategy to expangafer supply sources by taking direct ownershiprests in wafer manufacturing joint
ventures. In 1994, we joined with International Bess Machines Corporation ("IBM") to form MiCRU&manufacturing joint venture, to
produce wafers for both companies. MiCRUS begamatipss in 1995. In July 1996, we joined with Lut&echnologies, Inc. ("Lucent") to
form Cirent Semiconductor ("Cirent"), a manufaatgrjoint venture, to produce wafers for both coniganCirent began operations in 1997.
In addition, during the time that we were partriarthe joint ventures, we continued to rely on nhart wafer suppliers for a portion of our
wafer requirements. During fiscal 1999, we assessednanufacturing capacity needs and evaluatedatrging value of the assets recorded
in connection with both the MiCRUS and Cirent joientures. The result of this evaluation in confiorcwith the restructuring of operations
to focus on the analog, Internet and magnetic gobasiness groups is that we wrote-off our MiCRU8 Cirent related assets and divested
our interests in those manufacturing joint ventuidsse



actions resulted in fiscal 1999 asset impairmeat@és of $188.4 million. Additionally, restructugicharges were incurred in fiscal 2000 and
fiscal 1999 of $126.6 million ($1 million of whiak included in cost of sales) and $23.8 milliorspectively. See Note 12 to the Notes to the
Consolidated Financial Statements. Following thdigestitures, we returned to the fabless businesdaiwve had used previously.

In addition to our wafer supply arrangements, weently contract with third party assembly vendrpackage the wafer die into finished
products. We qualify and monitor assembly vendsisgiprocedures similar in scope to those usedéder procurement. Assembly vendors
provide fixed-cost-per-unit pricing, as is commarthe semiconductor industry.

During fiscal 1998, we started outsourcing a sufigthportion of our production testing. Our marattaing organization has continued to
qualify and monitor suppliers' production processeparticipate in process development, packageldpment and process and product

characterization, to perform mixeignal production testing, to support R&D activstiend to maintain quality standards. As of April 2600
we had approximately 33% of our employees engageabinufacturing-related activities.

OTHER WAFER SUPPLY ARRANGEMENTS

In fiscal 1996, we entered into a volume purchageament with Taiwan Semiconductor Manufacturing, Cl. (TSMC), which was
amended in September 1997 and expires in Decendoé: Pnder the agreement, we will purchase from T30% of our wafer needs that
are not filled by MiCRUS and Cirent, provided ti@MC can meet the technological and other requirgsnef our customers. TSMC is
committed to supply these wafer needs.

PATENTS, LICENSES AND TRADEMARKS

To protect our products, we rely heavily on traderst, patent, copyright, mask work and trademaanks| We apply for patents arising from
our research and development activities and interedntinue this practice in the future to protat products and technologies. We prese
hold 577 U.S. patents, 356 U.S. patent applicaimmling, and various corresponding internatioasdts and applications. We have also
licensed a variety of technologies important to lousiness from outside parties to complement our @search and development efforts.

RESEARCH AND DEVELOPMENT

We concentrate our research and development etiortse design and development of new productedoh market and on the continued
enhancement of our design automation tools. Precltiented research and development efforts areniwgd along the Analog, Internet and
Magnetic Storage Business Groups. We also fundicestlvanced process technology development asawelther emerging product
opportunities. Expenditures for research and dgweént in fiscal 2000, 1999 and 1998 were $111.8ani(excluding acquired in-process
research and development expenses of $8.0 miltidiséal year 2000), $130.3 million and $179.6 ioil| respectively. As of April 25, 2000,
we had approximately 36% of our employees engageesearch and development activities. Our futuoeass is highly dependent upon our
ability to develop complex new products, to transfew products to production in a timely fashianirttroduce them to the marketplace at

of the competition and to have them selected fsigieinto products of leading systems manufacturers

COMPETITION

Markets for our products are highly competitived ave expect that competition will increase. We cetapwvith other semiconductor suppli
who offer standard semiconductors, application-jgdategrated circuits and fully customized intated circuits, including both chip and
board-level products. A few customers also devéaltggrated circuits that compete with our produ@sr competitive strategy has been to
provide lower-cost versions of existing productd aew, more advanced products for customers' neigiae
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While no single company competes with us in albaf product lines, we face significant competitinreach of our product lines. We expect
to face additional competition from new entranted@th of our markets, which may include both latgmestic and international
semiconductor manufacturers and smaller, emergingpanies.

The principal competitive factors in our marketslire time to market; quality of hardware/softwdesign and endiarket systems experti
price; product benefits that are characterizeddsyopmance, features, quality and compatibilityhnstandards; access to advanced process
and packaging technologies at competitive priced;sales and technical support.

Competition typically occurs at the design stageesg the customer evaluates alternative desigroappes that require integrated circuits.
Because our products have not been available femonsl sources, we generally do not face direct etitign in selling our products to a
customer once our integrated circuits have beeiged into that customer's system. Neverthelesguse of shortened product life cycles
and even shorter design-in cycles, our competiiax® increasingly frequent opportunities to achidesign wins in next-generation systems.
In the event that competitors succeed in supplgrair products, our market share may not be sudibdrand net sales, gross margin and
earnings would be adversely affected.

SALES, MARKETING AND TECHNICAL SUPPORT

Our products are sold worldwide, and historically %% of revenues have come from shipments to easrdestinations. We maintain a
worldwide sales force with a matrixed organizatiwhjch is intended to provide centralized coordmmabf strategic accounts, territory-based
local support and coverage of smaller customeid sarcialized selling of product lines with uniquetomer bases.

The domestic sales force includes a network obregjidirect sales offices located in Californiagrita, lllinois, Maryland, Massachusetts,
Oregon, and Texas. International sales officesaagdnizations are located in Taiwan, Japan, Singapmrea, Hong Kong, the United
Kingdom, Germany, France, the Netherlands and BldaVe supplement our direct sales force withssapresentative organizations and
distributors. Technical support staff are locatetha sales offices and also at our facilitiesiarRont, California; Broomfield, Colorado;
Austin, Texas and Nashua, New Hampshire.

Export sales information is incorporated by refeeefrom the section entitled "Management's Disaumsand Analysis of Financial Condition
and Results of Operations" in Part II.

BACKLOG

Sales are made primarily pursuant to standard-$&iort purchase orders for delivery of standard petal The quantity actually ordered by
the customer, as well as the shipment scheduledreqquently revised to reflect changes in theamst's needs. Accordingly, we believe that
our backlog at any given time is not a meaningididator of future revenues.

EMPLOYEES

As of April 25, 2000, we had approximately 1,258-fime equivalent employees, of whom 36% were geghin research and product
development, 31% in sales, marketing, general dndrastrative and 33% in manufacturing. Our futsuecess will depend, in part, on our
ability to continue to attract, retain and motivhighly qualified technical, marketing, engineerangd management personnel. Due to the
highly competitive nature of the marketplace thataperate in, we may from time to time lose key leyg®es to certain of our competitors.
We have been able to hire qualified personnelénpidst to fill open positions created by such aenwes although there can be no assurance
that we will be able to do this in the future. Nafeour employees is represented by any collediargaining agreements.
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EXECUTIVE OFFICERS OF THE REGISTRANT
The following sets forth certain information witbgard to executive officers of Cirrus Logic, Inagés are as of April 25, 2000):

David D. French (age 43) joined the Company in 1888 as President and Chief Operating Officer,asslimed additional duties with his
appointment as Chief Executive Officer in Februb®@9. As President & CEO, French oversees worldwjzkrations and corporate
functions. Formerly a Vice President and Generah&dger for Analog Devices, French has worked instraiconductor industry for more
than 20 years, mostly as a manager of businessesdd on embedded applications. Prior to joininglég Devices in 1988, French held
management posts at Texas Instruments and Faiigaitdconductor.

Patrick V. Boudreau (age 59) joined the Compan®dtober 1996 as Senior Vice President, Human RessuHe was Vice President,
Human Resources for Fujitsu Microelectronics frod®3.to 1996. From 1989 to 1995, he was PresideRt\dB. Associates, a management
consulting and executive search firm, as well as@é/ice President of Lazer-Tron Corporation.

Jason Carlson (age 38) joined the Company in Jar2@10 as Vice President and General Manager afigldy formed Consumer Audio
Products Division. Prior to joining Cirrus, he wResident and CEO of AudioLogic, Inc., a technoldgyelopment company focused on
proprietary digital signal processing and pulsetivitiodulation for audio applications which the Camyp acquired in July 1999. Prior to
Audiologic, he was a co-founder of ReSound Corpearing health care products manufacturer. At Re&de held various management
positions.

Robert V. Dickinson (age 58) has been Vice Presided General Manager of the Optical Storage Divisince August 1999. He joined the
Company in December 1992 as Vice President, Japam&s Development and subsequently served asléhe<irrus Logic K.K.,
President, Graphics Company and Vice Presidentlji@aad Customer Satisfaction. Prior to joining t@ompany he held division general
management positions at Western Digital, Zilog Bndroughs and was President and CEO of two staxagpanies, Mouse Systems and
Verticom.

Craig Ensley (age 50) was appointed Vice Presidemtporate Marketing in March 1999. He was VicesRtent and General Manager, Flat
Panel Electronics Division from April 1997 to Felry 1999. Previously he served as Vice PresideshiGaneral Manager of the Computer
Products Division of our subsidiary, Crystal Semidactor Corporation from 1993. He joined CrystaMay 1986 as Vice President,
Marketing. Prior to joining Crystal he was the Rit@ of Marketing for the Semiconductor DivisionRéckwell International where he had
worked for 12 years.

Keith Essency (age 53) joined the Company in J@B91as Vice President and General Manager of tmepDter Audio Products Division.
Prior to joining the Company, he was the Operatidasager of Motorola Semiconductor Product Seciideo Communications Solutions
and as Operations Manager, DSP Infrastructure Rtedu

Robert W. Fay (age 53) is Vice President, ChiehRaial Officer, Treasurer, and Corporate Secretdeyjoined the company in November of
1999 as Vice President of Finance. Prior to joirtimg Company, he worked at Harris Corporation, mestntly as its Vice President --
Corporate Controller and Vice President -- Treasangl Vice President and Chief Financial Officertftat Company's semiconductor sector.

Terry Leeder (age 51) joined Cirrus Logic as Vicedtlent, Worldwide Sales in June 1999. Prior toifjg the Company, he served as Vice
President, Marketing, Applications and Japan Sati€ower Integrations, Inc. Most recently, he weesiglent and CEO of Medianix
Semiconductor, Inc., a manufacturer of applicaspecific DSP integrated circuits.

Matthew R. Perry, Ph.D. (age 37) is Vice President General Manager of the Embedded Processorsi@iviHe joined the Company in
December 1995 as Manager, Strategic Planning asth&ss Development.
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He was Director, Marketing from August 1996 throiday 1997, Sr. Director, Engineering from May 198@ugh January 1998 and Vice
President, Strategic Marketing from January 1998ubh May 1998.

ITEM 2. PROPERTIES

Our principal facilities, located in Austin, Texagnsist of approximately 251,566 square feet fit@fand manufacturing space leased
pursuant to agreements which expire from 2001 @b3fus renewal options. This space is used forufis@turing, product development,
sales, marketing and administration.

Our Fremont, California facilities consist of appiroately 484,922 square feet of office space legssduant to agreements which expire
from 2004 to 2009 plus renewal options. Howevecdnnection with our restructuring activities indal 1999, we have subleased
approximately 190,000 square feet of this officacgpand are currently offering for sublease anapproximately 100,000 square feet.

We also have design centers located in Broomflétdorado; Boca Raton, Florida; Pune, India; Singefmnd Tokyo, Japan. We also lease
sales and sales support offices in the United Stat€alifornia, Colorado, Florida, lllinois, Magid, Massachusetts, North Carolina, Ore;
Texas and Virginia and internationally in Taiwaapdn, Singapore, Korea, Hong Kong, the United KimgdGermany, France, Italy and
Barbados.

ITEM 3. LEGAL PROCEEDINGS

We and certain of our customers from time to tirmeehbeen notified that they may be infringing derfmtents and other intellectual prope
rights of others. Further, customers have been damsuits alleging infringement of patents by tlustomer products. Certain components of
these products have been purchased from us andensybject to indemnification provisions made byauthe customers. We have not been
named in any such suits. Although licenses arergéip®ffered in such situations, there can be ssugance that litigation will not be
commenced in the future regarding patents, masksyappyrights, trademarks, trade secrets, or imifézation liability, or that any licenses
or other rights can be obtained on acceptable terms

Occasionally, suits arise from prior business i@feships. We have been named in two such matteesfiled by a prior distributor and
another unrelated matter where we are named a@rehsiider. While the ultimate outcome cannot béipted with certainty, we do not
expect these matters to have a material adverset @ifi our consolidated financial position.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

Our Common Stock is traded on the Nasdaqg Natioraak®t under the symbol "CRUS." The following table®ws for the periods indicated
the high and low closing prices for the Common Btoc

HIGH LOW
Fiscal year ended March 28, 1998
First qUarter....cccccovveeiiiiiiiieiceeeeee e, $13.00 $8.50
Second qQUANer.....cccvvveeeeeee e e, 17.56 10.31
Third quarter......cccocvceeeeeee e, 17.44 10.38
Fourth quarter .......ccccocevvviiieinceeeees . 11.38 9.69
Fiscal year ended March 27, 1999
Firstquarter ...ccoovveeveeeeiieieeeeeee e 11.25 8.94
Second QUANEr ....cevvvvveeeeeieiiiiieee e, 12.44 6.06
Third quarter......cccccovvcveniiiieeeeeeeee e 12.94 5.88
Fourth quarter ......cccccocevvviieeiieeeees . 12.94 6.88
Fiscal year ended March 25, 2000
Firstquarter ...ccooovveveeieiiiieeeeeeee e 10.13 6.00
Second QUANEr ....cccveeeeviiiiie e e 12.44 7.50
Third quarter .....cccccovvvveiiiiieeeeeeee e 16.50 9.31
Fourth quarter ....ccccccceveveeeeeiiiiiiiceeeeee e 24.00 11.63

At April 25, 2000, there were approximately 1,4@iders of record of our Common Stock.

We have not paid cash dividends on our Common Siadkcurrently intend to continue a policy of retag any earnings for reinvestment in
our business.

In 1996, we issued $300,000,000 par value of 6%vExdible Subordinated Notes due December 15, 2008t¢s"). The Notes remain
outstanding and are convertible into shares ocoumrmon stock at a conversion rate of 41.2903 stme$1,000 principal amount of Notes
(equivalent to a conversion price of approxima&?4.219 per share), unless previously redeemed.bjhe issuance of these notes was
underwritten by Goldman Sachs & Co., Salomon Bnathiec., J.P. Morgan & Co., and Robertson Stepl@mrepany. The proceeds from the
sale of these notes were used to repay certainrsediebtedness, for general working capital puegand for expenditures associated with
our investment in manufacturing.
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ITEM 6. CONSOLIDATED SELECTED FINANCIAL DATA
(Amounts in thousands, except per share amoutiss iind employees)

The information contained below should be readoimjunction with "Management's Discussion and Analg$ Financial Condition and
Results of Operations" and our Consolidated Firsdr&fatements and notes thereto included elsevihiéines Annual Report on Form 10-K.

Fiscal Yea rs Ended

2000 1999 1 998 1997 1996
Operating summary:
Net sales............... $ 564,400 $ 628,105 $95 4,270 $917,154 $1,146,945
Costs and expenses and
gain on sale of assets
and other, net:

Cost of sales......... 349,720 703,029 60 5,484 598,795 774,350
Research and

development.......... 111,755 130,347 17 9,552 230,786 238,791
Selling, general and

administrative....... 89,949 98,275 11 7,273 126,722 165,267
Gain on sale of

assets, net.......... - (3,988) (2 0,781) (18,915) -
Restructuring costs

and other, net....... 125,612 80,505 1 4,464 20,954 12,761

Acquired in-process
research and
development

expenses............. 8,013 -- - -- --
Abandonment of assets

charge............... 12,201 - - - --

Income (loss) from

operations............. (132,850) (380,063) 5 8,278 (41,188) (44,224)
Interest expense........ (23,754) (22,337) (2 7,374) (19,754) (5,151)
Interest income......... 8,096 16,786 1 9,893 8,053 7,759

Realized gain on the
sale of marketable

equity securities...... 92,463 - - - --

Other income (expense).. 8,949 4,242 5,206 1,270 (207)
Income (loss) before

income taxes........... (47,096) (381,372) 5 6,003 (51,619) (41,723)
Provision (benefit) for

income taxes........... -- 46,031 1 9,510 (5,463) (5,540)
Net income (loss)....... $ (47,096) $(427,403) $ 3 6,493 $(46,156) $ (36,183)
Net income (loss) per

common share--basic.... $ (0.77)$ (6.77) $ 0.54 $ (0.71)$ (0.58)
Net income (loss) per

common share--diluted.. $ (0.77)$ (6.77) $ 0.52 $ (0.71)$ (0.58)

Weighted average common

shares outstanding:

Basic........ccceeene 61,554 63,149 6 7,333 65,007 62,761
Diluted............... 61,554 63,149 6 9,548 65,007 62,761
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Fiscal Y

2000 1999
Financial position at year
end:
Total assets............... $504,832 $532,630 $1,
Working capital............ 237,076 164,012
Capital lease obligations,
excluding current......... 321 1,457
Long-term debt, excluding
current.......coeeeene 3,147 12,960
Convertible subordinated
Nnotes.............. ... 299,000 300,000

Total liabilities.......... 488,534 590,350
Stock issued under the

restructuring agreement

with IBM.......ccocenneee. 32,000 -
Stockholders' equity (net

capital deficiency)....... (15,702) (57,720)

(Unaudited)
Current Ratio.............. 2.29 1.61
Employees.................. 1,278 1,342

13

ears Ended

137,542 $1,136,821 $917,577
476,154 428,670 182,643

5475 9,848 6,258
32,559 51,248 65,571

300,000 300,000 -
681,199 732,624 488,911

456,343 404,197 428,666

2.40 217 144
1,774 2,557 3,151



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
ANNUAL RESULTS OF OPERATIONS

Except for historical information contained herdhris Discussion and Analysis contains forward-lagkstatements. The forward-looking
statements contained herein are subject to ceitdis and uncertainties, including, but not limitedhose discussed below, that could cause
actual results to differ materially from those gaipd. You are cautioned not to place undue rediamcthese forward-looking statements,
which reflect management's analysis only as ofiite hereof. We undertake no obligation to publielgase the results of any revision to
these forward-looking statements, which may be ntadeflect events or circumstances after the Hateof or to reflect the occurrence of
unanticipated events.

In September 1998, we announced a program to oésteuour business to fully concentrate on ouripi@g linear and mixed-signal positions
in the analog, Internet, and magnetic storage nsrkée program forecasted a workforce reductiofh0éfto 500 employees and restructu
and other charges of up to $500.0 million. In Jand&99, we subsequently indicated that these esamgght exceed $500.0 million. We
indicated in an announcement in September 1998Hbkdtming of recording the restructuring charges uncertain and dependent upon a
number of different factors, including negotiatioetated to our joint ventures.

During fiscal 1999, we recorded restructuring cleargf approximately $390.0 million, of which chasde cost of sales included $188.0
million related to asset impairment (see Note 1th&oNotes to the Consolidated Financial Statemed®9.0 million related to wafer purch:
commitment charges (see Note 1 to the Notes t@€tmesolidated Financial Statements), and $35.0anilielated to inventory write-downs
(see Note 1 to the Notes to the Consolidated FinhS8tatements). In addition, we recorded chard&¥8.0 million related to severance and
related benefits along with facilities scale banll ather costs in restructuring costs and other(sge Note 12 to the Notes to the
Consolidated Financial Statements).

During the first quarter of fiscal 2000, we substlly completed the restructuring activities whislere initiated in the second quarter of fi
1999. We restructured our relationships with ounufacturing joint ventures and returned to thedablbusiness model we had used
previously. As part of the first quarter restruaigr we recorded charges of $128.2 million in nestinring costs, $1.0 million of which is in
cost of sales. These restructuring charges incladgtB5.0 million direct cash payment to one ofjtiet venture partners, $36.8 million
related to certain Cirrus common stock which weesskto one of the joint venture partners, $9.3iamlbf lease buyout costs and $16.4
million of equipment writesffs. These charges were partially offset by thesrsal of approximately $71.9 million of previouslgcrued wafe
purchase commitment charges due to the renegotiedted of our purchase commitments with our forpeatners.

Net Sales

Net sales for fiscal 2000 were $564.4 million, ardase of 10.1% from $628.1 million in fiscal 198&venues in fiscal 2000 and 1¢
included amounts from businesses which have beestid by us and are included in our End of Lifsifess group. Revenues from dives
businesses in fiscal 2000 were $75.9 million coragao $110.8 million in fiscal 1999. Net sales frtre core businesses in fiscal 2000 were
approximately $488.5 million compared to $517.3lioml in fiscal 1999. Sales of core products deaedaturing fiscal 2000 primarily due to
reduced volumes in the magnetic storage businetalpeoffset by increased volumes in the analod &nternet business groups. Average
selling prices declined in fiscal 2000.

Net sales in fiscal 1999 decreased by $108.0 mifliom fiscal 1998, excluding revenues from divddtasinesses and $60.0 million
revenues from patent cross-license agreementsdal fi999, largely due to decreased sales in niarsgye products, primarily related to
decreased unit volumes and average selling price=ad channel devices and controllers which wéisebby increased sales in audio
products, primarily related to increased unit vodum
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Export sales, principally to Asia, include saledit&.-based customers with manufacturing plantsseas and were approximately $421.0
million in fiscal 2000 compared to approximately6®40 million in fiscal 1999 and approximately $5D@nillion in fiscal 1998. Export sales
to the Pacific Rim (excluding Japan) were 47%, 40% 31% of net sales; to Japan were 19%, 25% d¥dof®et sales; and to Europe and
to the rest of the world were 8%, 8% and 7% ofsades, in fiscal 2000, 1999 and 1998, respectively.

Our sales are currently denominated primarily i8.\4lollars. From time to time we enter into foretymrency forward exchange and option
contracts to hedge certain of our foreign currezxgyosures related to sales and balance sheet ascmnmominated in yen. We have not
experienced any significant losses related to ogifin exchange activity.

Sales to Western Digital accounted for more tha¥ b net sales in fiscal 2000. Two customers actulifor approximately 14% and 13%,
respectively of net sales in fiscal 1999. Two cuostos accounted for approximately 19% and 11%, miyady of net sales in fiscal 1998. No
other customers accounted for 10% or more of res $a fiscal 2000, 1999 or 1998. The loss of aificant customer or a significant
reduction in such a customer's orders could hawadaarse effect on our sales.

Gross Margin

Gross margin was 38% in fiscal 2000. Gross marmgfistal 2000 was impacted by declining averagknsgprices in the audio, magnetic and
optical storage businesses. This was partiallyeotly lower production costs in the audio and m#grstorage units. Additionally, our sales
mix in fiscal 2000 shifted toward lower margin as@business group products. Overall, we expectsgrrgins in the near term to improve
slightly as we ramp production volume on highergimaproducts in the Internet business group arebiated disk drive products from the
3Ci product family.

Gross margin for fiscal 1999 was negative 11.9%lulthed in gross margin for fiscal 1999 was $188ilian related to the write-off of both
MiICRUS and Cirent joint venture assets which wererded to be impaired in fiscal 1999 based uporss@sament that future cash flows
were insufficient to recover the carrying valuetl assets, $90.3 million of charges related tegxevafer purchase commitments for
MICRUS and Cirent, and $34.5 million of inventoryitg-downs associated with products related to busisdssiag phased out. During fis
1999, we assessed our manufacturing capacity reeesvaluated the carrying value of the assetsaeddn connection with both the
MiICRUS and Cirent joint ventures. This evaluatioaswecessitated by the restructuring of our operatialong with the future expected
decreases in sales, gross margins and cash flomstfre manufacture and sale of our products pratibgehe joint ventures which resulted
in excess manufacturing capacity. Expected undigeaufuture cash flows were not sufficient to remothe carrying value of such assets.
Therefore, an impairment loss of $188.4 million wasognized in the fourth quarter of fiscal 1999dduce the carrying value of the assets to
fair value, calculated using expected discounteth diaws for both MICRUS and Cirent. See Note 1¢h Notes to the Consolidated
Financial Statements.

Gross margin was 36.6% in fiscal 1998. The grosgimaercentage in fiscal 1998 was primarily a lestiimproved margins in mass stor:
due to a change in mix within the mass storageumisdowards read channel products, an overallgdhanproduct mix within the Company
towards mass storage products and $60.0 milligratént cross-license revenues in the fourth questtésh had no corresponding cost of
sales. These improvements were offset by lower msiig PC products and $53.0 million of charge®rded in the fourth quarter related to
wafer purchase commitments for MiCRUS and Cirehe Tower margins in PC products were primarily tedato declining average selling
prices on graphics and modem products.

Research and Development Expenses

Research and development expenses expressed @mentpge of net sales were 19.8%, 20.8%, and 1B 8ical 2000, 1999 and 1998,
respectively. Research and development expenditiee®ased by $18.6 million in fiscal 2000 and $4Aillion in fiscal 1999 primarily due
to lower headcounts related to the fiscal 1999uesiring efforts to focus research and developroerntur precision linear and mixed-signal
positions in the analog, Internet, and magnetitagt® markets.
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Selling, General and Administrative Expenses

Selling, general, and administrative expenses sgprkas a percentage of net sales representeciapgbaly 15.9%, 15.6% and 12.3% in
fiscal 2000, 1999 and 1998, respectively. Sellggperal, and administrative expenses decreasedr#fich in fiscal 2000 and $19.0 million
in fiscal 1999 primarily due to a decrease in babtegxpense attributable to our efforts to colsxtounts receivable, a decrease in the
allowance for bad debts and restructuring actisitlaring fiscal 1999 which included the divestitofeseveral non-core businesses and
headcount reductions made in order for the sumgarcture to be in line with our current businessisi.

Gain on Sale of Assets

Gain on sale of assets in fiscal 1999 includes 88l®n relating to the recovery of a holdbackrfrahe fiscal 1997 sale of the Infrastructure
Product Group of our Pacific Communication Scientes ("PCSI") subsidiary to ADC Telecommunicasoinc.

During the third quarter of fiscal 1998, we sold dluera Communications, Inc. subsidiary for casitpeds of approximately $21.5 million
($16.1 million net of $5.4 million of Nuera's ownsh) and recorded a gain of approximately $11.lamilGain on sale of assets also inclt
the reversal of $9.7 million that had previouslgbeccrued for losses on facilities commitmentoinnection with the sale and shut down of
the operating divisions of PCSI in the fourth qeadf fiscal 1997.

Restructuring Costs and Other, Net

During the first quarter of fiscal 2000, we substly completed the restructuring activities thare initiated in the second quarter of fiscal
1999. We restructured our relationships with ounuafacturing joint ventures and returned to a fablassiness model. As part of the first
quarter restructuring, we recorded charges of 1&8llion in restructuring costs, $1.0 million ohveh is in cost of sales. These restructuring
charges included a $135.0 million direct cash payrt@one of the joint venture partners, $36.8iomillrelated to certain Cirrus common
stock which we issued to one of the joint ventuaemers, $9.3 million of lease buyout costs and4ifillion of equipment write-offs. These
charges were partially offset with the reversahgproximately $71.9 million of previously accruedfer purchase commitment charges dt
the renegotiated terms of our purchase commitmettitsour former partners.

During the second quarter of fiscal 1999, we conuedrcertain activities related to our previousip@mced restructuring and recorded
charges in the second quarter of fiscal 1999 refai¢hose activities. These actions included améatiate workforce reduction along with
write-downs and write- offs of obsolete inventogguipment and facilities. In connection with thaséons, we recorded a net restructuring
charge of $28.5 million consisting of $4.3 millitor workforce reductions, $8.2 million for write-dms or write- offs of equipment,
intangibles and other assets, $10.0 million foilitgccommitments (net of $2.2 million reversal pfeviously accrued losses on facilities in
connection with the third quarter fiscal 1998 distbouation of certain product development effontgraphics products), and the remaining
amount representing other committed liabilities ardenses.

During the third quarter of fiscal 1999, we congduwith our restructuring activities previously aonced in the second quarter of fiscal 1
and recorded additional charges of $13.0 millionr structuring activities for the third quartérfiscal 1999 included the divestiture of non-
core businesses and the outsourcing of the Fremantifacturing test floor. In connection with thestions, we recorded charges consisting
of $4.2 million for work force reductions, $8.3 fiah for write-downs and write-offs of equipmentdaother assets relating to the Fremont
manufacturing test floor, and the remaining amaaptesenting other committed liabilities and exjgsns

We continued with the 1999 restructuring activiesing the fourth quarter of fiscal 1999. Thestvites resulted in $34.8 million of
charges which primarily consisted of $23.8 millierite-off of the equity investment in MiCRUS, $&dllion loss on the sale of the modem
and communications businesses and $2.0 millionridéveffs of fixed assets and net gain on salesskts in connection with our business
divestiture.
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Restructuring costs and other, net for fiscal 1@@8ided total restructuring charges of $75.5 milland $5.0 million for write-downs and
write-offs of property and equipment. As of Mardh, 2000 we have a remaining restructuring accri®6ad million of which we expect to
discharge approximately $5 million in fiscal 200tdugh cash payments.

We recorded restructuring costs of $11.8 milliothia third quarter of fiscal 1998 in connectionhnét discontinuation of certain strategies
product development efforts in the graphics prodmetip of our PC products division. This resulte@iworkforce reduction of approximat
65 positions. The primary components of the restirog charge were $8.4 million related to excessets and facility leases and $1.8 million
of severance payments that were made during fi€§28. Restructuring costs and other also includgz @ million reversal of amounts that
had been previously accrued for losses on fadliticconnection with the April 1997 restructuringdeother costs of $4.7 million representing
additional compensation costs in connection withghme restructuring that were earned and recandbé third quarter of fiscal 1998. As of
March 27, 1999, activities related to the fisca®8 9estructuring of our graphics product group wempleted.

Acquired In-Process Research & Development Expenses

During the second quarter of fiscal 2000, we reedr#8.0 million or 1.4% of net sales of acquiregbincess research and development
expenses resulting from our acquisition of Audioilcognc. which was supported by an independentaipal (See Note 6 to the Notes to the
Consolidated Financial Statements). We expensee thmounts on the acquisition date because théradgechnology had not yet reached
technological feasibility and had no future alt¢iveauses. We can give no assurance that acquisiibbusinesses, products or technologies
by us in the future will not result in substantihlarges for acquired in-process research and dawelat that may cause fluctuations in our
quarterly or annual operating results.

The in-process research and development relatbg taighest performance, all-digital pulse widthdulation (PWM) technology for
amplification of next generation audio systems. idudgic's technology will provide solutions for taally all audio applications at 2 to 3
times better power efficiency than alternative poamplifier and digital signal processing methotse in-process research and developn

is comprised of three significant PWM developmemtgcts (#2,#3, and #4b). We periodically review sitage of completion and likelihood
of success of each of the in-process researchewelapment projects. The current status of theratgss research and development projects
are as follows:

PWM #2

The main applications for this product are low-endsumer audio products, notebook computer speakerfeadphones. This product is a
low power consumer. We estimate that the developeyarie for this product will continue for approxately eight months. The estimated
cost to complete the development of the PWM #2rteldgy is expected to be approximately $0.1 million

PWM #3

This product will supply the PC speaker, after-nedikutomotive, high-end consumer audio and shplftalio system markets. This product
is a medium power consumer. We estimate that tiaeldgment cycle for this product will continue fmpproximately 15 months. The
estimated cost to complete the development of W&R#3 technology is expected to be approximately $aillion.

PWM #4b

The applications for this product are high-powessaarket consumer and high volume professionabaardducts. We estimate that the
development cycle for this product will continue &pproximately 15 months. The estimated cost togiete the development of the PWM
#4b technology is expected to be approximately §tlkon.
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These products are currently in the design stagleeofievelopment cycle. We believe the associas&d of developing these products into
commercially viable products will be our ability perform further research and development to detertechnological feasibility in light of
competing solutions and the increasingly sophititaeeds of our customers.

Value Assigned to In-Process Research and Developnte

We assigned value to the in-process research aradogenent projects by calculating the estimatedestaf completion (expressed as a
percentage of completion) for each project, aplyive percentage to the expected net cash flowesaftin project, and discounting the net
cash flows back to their present value. We detegththe stage of completion by analyzing the costsried (as of the valuation date) divic
by the total estimated costs to complete the ptejdthe revenue estimates used to value the purdhasprocess research and development
were based on estimates of relevant market sizégranvth factors, expected trends in technologythechature and expected timing of new
product introductions by us. The rates we utililediscount the net cash flows to their presenievare based on AudiolLogic's weighted
average rate of return. Given the nature of tHesréssociated with the difficulties and uncertai®in completing each project and thereby
achieving technological feasibility and the sizedofioLogic the weighted average rate of return adjsisted. Based on these factors, a
discount rate of 30% was deemed appropriate foidludjic. The estimates used in valuing in-procesearch and development were based
upon assumptions we believe to be reasonable bohvane inherently uncertain and unpredictable. @&sumptions may be incomplete or
inaccurate, and no assurance can be given thaticipated events and circumstances will not océecordingly, actual results may vary
from the projected results. Any such variance negylt in a material adverse effect on our financtalddition and results of operations. With
respect to the acquired in-process technologies;dlculations of value were adjusted to refleetwhlue creation efforts of AudioLogic prior
to the acquisition.

Following are the estimated completion percentagestechnology lives:

ESTIMATED EXPECTED
PERCENTAGE USEFUL

PRODUCT (6] F COMPLETION LIFE
PWM #2..ooiie e 82% 4 years
PWM #3..ieeeeee e 63% 4 years
PWM #4D.....oviiiiiiiiiiieeeeeis 63% 4 years

The value assigned to each acquired in-procesandsand development project as of the acquisdate were as follows (in thousands):

VALUE
PRODUCT ASSIGNED
PWM #2.....ooovviiineeinns $4,300
PWM #3.....ocooviiieeeenns 3,200
PWM #4b........cccccccu. 500
(1] 13

$8,013

The terms of the AudioLogic purchase agreementigeofor additional cash or stock consideratiorhi® éxtent that our stock price
(calculated as a ten-day average) does not ex@fefde$ share on the one-year anniversary of trengpJuly 27, 2000. Such additional
consideration would be valued at approximately $5iléon as of April 25, 2000 because the ten-dagrage stock price on that date was
$15.50. We expect to capitalize such costs, ifameyincurred, as additional consideration for thecpase of the company.

ABANDONMENT OF ASSETS CHARGE

During fiscal 2000, we made a strategic decisioaltandon the development efforts previously un&ertan the manufacturing component
of our enterprise resource planning software. lmeetion with this decision, we recorded an adsahdonment charge of approximately
$11.3 million.
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Interest Expense

Interest expense was $23.8 million, $22.3 milliod $27.4 million in fiscal 2000, 1999 and 1998 pexdively. The decrease in interest
expense in fiscal 1999 compared to fiscal 1998imarily due to the reduction in capital leasesifrthe fiscal 1999 restructuring activities.

Interest Income

Interest income in fiscal 2000 was $8.1 million qared to $16.8 million in fiscal 1999 and $19.9limrl in fiscal 1998. Interest income in
fiscal 2000 declined from fiscal 1999 due to caapmpents required in connection with the restruotyidctivities in the first quarter. This was
partially offset by cash inflows later in the ydiaom the liquidation of certain investments. Insrsncome decreased in fiscal 1999 over fiscal
1998 as a result of the reduction in cash balanogapily due to stock repurchase activities anchazsed by operations in fiscal 1999.

Realized Gains on the Sale of Marketable Equity Sedties

We realized gains of $76.8 million in fiscal 200@edo sales of stock and associated options weirsélione.com, Inc. (Nasdaq: PHCM)."
also realized a gain of $15.7 million in the fougtharter of fiscal 2000 due to the sale of ourrggein Ambient Technologies to Intel
Corporation.

Other Income

Other income for fiscal 2000 includes $5.6 millivom the release of a wafer purchase accrual pusiycestablished in connection with the
sale of a technology license due to lower waferatairthan was previously forecasted. Also includedther income is a $3.1 million
reduction of a liability associated with our staskued as part of the divestiture of the MiCRUS ufacturing joint venture.

Other income for fiscal 1999 includes gains ondisposal of certain equity investments and foreigmency transaction gains. In fiscal 19
other income (expense), net, includes gains odigposal of certain equity investments and foreigmency transaction gains, which were
partially offset by certain legal settlements.

Income Taxes

We recognized no income tax benefit for fiscal 208es because of current operating losses arapagdting loss carryforwards from 19
Statement of Financial Accounting Standards No."2@@ounting for Income Taxes" provides for theagnition of deferred tax assets if
realization of such assets is more likely than Y. have provided a valuation allowance equal toneti deferred tax assets due to
uncertainties regarding their realization. We eatdithe realizability of the deferred tax assets goarterly basis.

The tax provision for fiscal 1999 primarily resulttom $47.0 million of deferred income tax expenseorded as a valuation allowance to
offset net deferred tax assets which had been nimed)as of March 28, 1998. The effective tax fatdiscal 1998 was equal to the U.S.
federal statutory rate and state income taxestdffséederal and state research tax credits.

LIQUIDITY AND CAPITAL RESOURCES

During fiscal 2000, we used $179.4 million of césim our operating activities as opposed to usibg.& million and generating $193.1
million of cash from operating activities duringdal 1999 and fiscal 1998, respectively. The casld in operations in fiscal 2000 was
primarily due to a net loss of $139.6 million (axding gains from the sale of securities of $92.Biom) combined with a $79.4 million
reduction in accounts payable. The fiscal 1999ehsw in operating cash flow was primarily due tortbt loss of

19



$427.4 million realized in fiscal 1999, $292.3 moitl of which was related to non-cash transactiorique to fiscal 1999. The remaining
decrease related to an increase in payments diléngear for accounts payable and accrued liaslitiffset by lower collections of accounts
receivable due to the decrease in sales duringl fig99. Cash provided from operations in fisc&i8@as due to improved accounts
receivable and inventory turnover, funding receif@dequipment and leasehold advances to the yaintures and positive net income.
Included in net income from operations in fiscad@%vas $60.0 million of patent cross-license reesnThese increases were partially offset
by a reduction in accounts payable.

We generated $184.5 million from investing actestin fiscal 2000 compared with using cash of $&dillfon and $25.1 million in investing
activities during fiscal 1999 and fiscal 1998, mspvely. During fiscal 2000, we sold $74.6 milliohshort term investments to fund
operations and for restructuring commitments. Vge abld approximately two-thirds of our holdingghe common stock of Phone.com, and
our interest in Ambient Technologies for a combi88.0 million. In addition, we sold our interestthe Cirent manufacturing facility for
$14 million. Additionally, the release of $29.1 liaih of restricted cash due to reduced lease comerits provided additional funding. These
increases were partially offset by investments2x.8 million into new equipment, software and tiRFEsystem. Cash used by investing
activities for 1999 was similar with the fiscal B38mount as the proceeds from the sale of assegteamination of the UMC agreement were
offset by the manufacturing agreement and investip@yments during the year to the joint venturefisical 1998. Part of the fiscal 1998
increase in cash was due to a higher percentagerafivestments in securities with original mafestless than ninety days than in the prior
fiscal year. As a result, short term investmentsegated a net cash flow of $62.8 million during filseal year. In addition, during fiscal 1998
we received approximately $20.5 million from themi@ation of the UMC agreements, and approxima$d§.1 million from the sale of
Nuera (proceeds of $21.5 million less Nuera's oashof $5.4 million)

Net cash used for financing activities was $5.6iam| $115.5 million and $12.3 million in fiscal @0, 1999 and 1998, respectively. We u
cash for financing activities in fiscal 2000 forypaents on long term debt and capital lease obtigativhich was partially offset by cash
provided from employee stock option exercises. s in financing activities for fiscal 1999 waswyarily due to our repurchase of $100.1
million worth of treasury stock. The cash usedisedl 1998 was primarily due to payments on oustamiding lease obligations and debt.

As of March 25, 2000, we are contingently liablegaarantor or co- guarantor for equipment leas@diGRUS which have remaining
payments of approximately $170.6 million due thioeglendar year 2003 compared to $449.6 millioreofaining payments for equipment
leases of MICRUS and Cirent as of March 27, 19%& decrease is because of lease payments andeagadrom guaranty responsibilities
for Cirent leases.

As of March 25, 2000, we have a bank line of crpdilviding a commitment for letters of credit upastonaximum aggregate of $55.0 million,
which expires on June 30, 2000. The letters ofiterd collateralized by cash or securities witteiast at the higher of: (a) .50% per annum
above the latest federal funds rate (as defingddrsecond Amended Credit Agreement); or (b) tteeaghinterest in effect for such day as
publicly announced from time to time by the banlke ®e currently in compliance with all covenantdanthe bank line of credit. We expect
to amend or replace the existing line of creditlitgdn fiscal 2001. We do not believe the amendtnef our line of credit will have an impact
on our financial position or on our ability to fimee our operations for the foreseeable future.

As of March 25, 2000, we had approximately $30.Rioni outstanding letters of credit and an addi@b$24.8 million available under this
line of credit. These letters of credit are secungdash and securities of $37.8 million, which i@eorded as restricted cash. Of these
amounts, $35.5 million is used to support equipniesge agreements of the MiCRUS facility. The tsttf credit to support these amounts
will expire and the funds will no longer be resteid upon termination of the underlying lease agesdgm IBM has agreed to use its best
efforts to effect such a termination by March 3002 or replace our guarantee.

Although we can not assure that we will be ablgdoerate cash in the future, we anticipate thaegisting capital resources and cash flow
generated from future operations will enable usitintain our current level of operations for theekeeable future.
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Factors That May Affect Future Operating Results
We have historically experienced fluctuations im operating results and expect these fluctuatioag continue in future periods.

Our quarterly and annual operating results arectdteby a wide variety of factors that could matéyiand adversely affect our net sales,
gross margins and operating income. These faatohsde:

. the volume and timing of orders received;

. changes in the mix of our products sold;

. market acceptance of our products and the predifaiur customers;

. competitive pricing pressures;

. our ability to expand manufacturing output to tiaereasing demand;

. our ability to introduce new products on a timedsis;

. fixed costs associated with minimum purchase citmemts under supply contracts if demand decreases;
. the timing and extent of our research and devety expenses;

. cyclical semiconductor industry conditions;

. the failure to anticipate changing customer pobdequirements;

. fluctuations in manufacturing costs;

. disruption in the supply of wafers or assemblyises;

. the ability of customers to make payments to us;

. increases in material costs;

. certain production and other risks associatetl wsing independent manufacturers; and
. product obsolescence, price erosion and othepettive factors.

Historically in the integrated circuit industry,erage selling prices of products have decreasedtiove. If we are unable to introduce new
products with higher margins or reduce manufactudosts to offset anticipated decreases in thep€ our existing products, our operating
results will be adversely affected. Our businesharacterized by shorerm orders and shipment schedules, and customersotypically ca
be canceled or rescheduled without penalty to tistomer. In addition, because of fixed costs initibegrated circuit industry, we are limited
in our ability to reduce costs quickly in respots@ny revenue shortfalls. As a result of the fomeg or other factors, we may experience
material adverse fluctuations in our future op@ratiesults on a quarterly or annual basis.

Our success depends on our ability to introduce pr@ducts on a timely basis.

Our success depends upon our ability to developpregision linear and mixesignal circuits for new and existing markets, twaduce sucl
products in a timely manner, and to have such pisdgain market acceptance. The development ofpmegision linear and mixed-signal
circuits is highly complex and from time to time Wwave experienced delays in developing and introducew products. Successful product
development and introduction depends on a numbfactdrs, including:

. proper new product definition,
. timely completion of design and testing of newarcts,
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. achievement of acceptable manufacturing yields an
. market acceptance of our products and the predifaiur customers.

Although we seek to design products that have titerpial to become industry standard products, amot assure you that any products
introduced by us will be adopted by such markedées, or that any products initially accepted by @stomers that are market leaders will
become industry standard products. Both revenugsramgins may be materially affected if new prodotibductions are delayed or if our
products are not designed into successive genesabioour customers' products. We cannot assurehaiwe will be able to meet these
challenges or adjust to changing market conditasguickly and cost-effectively as necessary topmimsuccessfully. Our failure to develop
and introduce new products successfully could haunbusiness and operating results.

Successful product design and development is demémah our ability to attract, retain and motivatmlified design engineers, of which th
is a limited number. Due to the complexity and efriof precision linear and mixed-signal circutts limited number of qualified circuit
designers and the limited effectiveness of compaiied design systems in the design of such cegcwié cannot assure you that we will be
able to successfully develop and introduce newyxctsdon a timely basis.

Our products are complex and could contain defedigsh could reduce sales of those products oltrgsalaims against us.

Product development in the markets we serve isrhempmore focused on the integration of functiatyadin individual devices. There is a
general trend towards increasingly complex produdte greater integration of functions and compleaf operations of our products
increase the risk that latent defects or subtlédaiould be discovered by our customers or endsiesfger volumes of product have been
shipped. This could result in:

. material recall and replacement costs for produsetanty and support;

. our customer relationships could also be adweisgbacted by the recurrence of significant defects

. delay in recognition or loss of revenues, losmafket share or failure to achieve market acceptsand
. diversion of the attention of our engineeringso@nel from our product development efforts.

The occurrence of any of these problems could réstihe delay or loss of market acceptance ofpvaducts and would likely harm our
business. In addition, any defects or other probleiith our products could result in financial ohet damages to our customers who could
seek damages from us for their losses. A prodabiliy claim brought against us, even if unsuctidssvould likely be time consuming and
costly to defend.

The integrated circuit industry is very cyclicaldaan industry downturn would adversely affect ousibess.
The integrated circuit industry is characterized by

. rapid technological change;

. cyclical market patterns;

. significant price erosion;

. periods of over-capacity and production shortages

. variations in manufacturing costs and yields; and

. significant expenditures for capital equipmerd anoduct development.

The industry has from time to time experienced dsped business conditions. Although the semicondirdustry in recent periods has
experienced increased demand and production cgmacistraints, we cannot assure you that theseitcamglwill continue. In addition, we
cannot assure you that any future downturn inrtidestry will not be severe or that any such dowmtuitl not have a material adverse effect
on our business and results of operations. We ¢assoire you that we will not experience substhpéeod-to-period fluctuations in
operating costs due to general semiconductor indasnditions or other factors.
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Any downturn in the markets we serve would harmlmsginess.

A majority of our products are incorporated intogucts such as personal computers, mass storatje,and industrial electronics, and
embedded processor products. These markets maytifr@mo time experience cyclical, depressed bgsimenditions, often in connection
with, or in anticipation of, a decline in generabaomic conditions. Such industry downturns hawseilted in reduced product demand and
declining average selling prices. Our business @bel harmed by any future downturns in the marttetswe serve.

The following sections detail the risks associatétti serving these various markets
There are risks associated with our dependenckeoR€ market.
The following are risks associated with our invehant in the PC markets:

. greatly pronounced demand fluctuations charattermf our role as a component supplier to PCiegigequipment manufacturers, or OE!
and to peripheral device manufacturers;

. our involvement in the consumer PC market, thetmolatile segment of the PC market;

. increased competition from other IC makers, iditig Intel Corporation, who plan to incorporatetégas into or with their microprocessor
products which replicate those of our products;

. loss of customer base as we refocus on non-P&etsaand

. as a supplier to manufacturers at different eeélthe production chain, our potential dependencthe success of a particular PC OEM due
to our inability to accurately identify end-usefsoar product.

There are risks a