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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended December 31, 2005
OR

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

Commission file number: 000-50499
MINDSPEED TECHNOLOGIES, INC.

(Exact name of registrant as specified in its charter)

Delaware 01-0616769
(State of incorporation) (I.R.S. Employer Identification No.)

4000 MacArthur Boulevard, East Tower
Newport Beach, California 92660-3095

(Address of principal executive offices) (Zip code)
(949) 579-3000

(Registrant�s telephone number, including area code)
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yes þ       No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of �accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer o       Accelerated filer þ       Non-accelerated filer o
Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Exchange Act).
Yes o       No þ
Number of shares of the registrant�s common stock outstanding as of January 27, 2006 was 106,924,608.
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FORWARD-LOOKING STATEMENTS
This Quarterly Report on Form 10-Q contains statements relating to Mindspeed Technologies, Inc. (including certain
projections and business trends) that are �forward-looking statements� within the meaning of Section 27A of the
Securities Act of 1933, as amended (the Securities Act), and Section 21E of the Securities Exchange Act of 1934, as
amended (the Exchange Act), and are subject to the �safe harbor� created by those sections. All statements included in
this Quarterly Report on Form 10-Q, other than those that are purely historical, are forward-looking statements. Words
such as �expect,� �believe,� �anticipate,� �outlook,� �could,� �target,� �project,� �intend,� �plan,� �seek,� �estimate,� �should,� �may,� �assume�
and �continue,� as well as variations of such words and similar expressions, also identify forward-looking statements.
Forward-looking statements in this Quarterly Report on Form 10-Q include, without limitation, statements regarding:

� the ability of our relationships with network infrastructure original equipment manufacturers to facilitate early
adoption of our products, enhance our ability to obtain design wins, or encourage adoption of our technology in
the industry;

� the growth prospects for the network infrastructure equipment and communications semiconductors markets,
including increased demand for network capacity, the upgrade and expansion of legacy networks, the build-out
of networks in developing countries, and the increased outsourcing of component requirements;

� our investment in research and development and participation in the formulation of industry standards;

� the focus of our research and development efforts on products addressing voice-over-Internet protocol and
high-performance analog applications and our expectation of the growth prospects for those products;

� our ability to achieve design wins and convert wins into revenue;

� the availability of raw materials, parts and supplies;

� competition and the principal competitive factors for semiconductor suppliers, including time to market, product
quality, reliability and performance, customer support, price and total system cost, new product innovation and
compliance with industry standards;

� the continuation of intense price and product competition, and the resulting declining average selling prices for
our products;

� our ability to achieve revenue growth and profitability, or to achieve positive cash flows from operations, and
the expected period through which we will continue to incur significant losses and negative cash flows;

� the importance of providing comprehensive product service and support;

� the dependence of our operating results on our ability to introduce products on a timely basis;

� the sufficiency of our existing sources of liquidity and expected sources of cash to fund our operations, research
and development efforts, anticipated capital expenditures, working capital and other financing requirements for
the next twelve months;

� our expectation of paying our obligations relating to our restructuring plans and other obligations over their
respective terms, and our intention to fund those payments from available cash balances and funds from product
sales, and the impact of such payments on our liquidity;

�
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the circumstances under which we may need to seek additional financing, our ability to obtain any such
financing and any consideration of acquisition opportunities;

� our expectation that our provision for income taxes for fiscal 2006 will principally consist of income taxes
related to our foreign operations;

� our plans relating to our use of stock-based compensation, the effectiveness of our incentive compensation
programs and other compensation arrangements, and the expected amounts of stock-based compensation
expense in future periods;

� the amount and timing of future payments under contractual obligations; and

� the impact of recent accounting pronouncements.
Our expectations, beliefs, anticipations, objectives, intentions, plans and strategies regarding the future are not
guarantees of future performance and are subject to risks and uncertainties that could cause actual results, and actual
events that occur, to differ materially from results contemplated by the forward-looking statement. These risks and
uncertainties include, but are not limited to:

� market demand for our new and existing products, and our ability to increase our revenues;
2
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� our ability to maintain operating expenses within anticipated levels;

� our ability to reduce our cash consumption;

� constraints in the supply of wafers and other product components from our third-party manufacturers;

� availability and terms of capital needed for our business;

� the ability to attract and retain qualified personnel;

� successful development and introduction of new products;

� our ability to obtain design wins and develop revenues from them;

� pricing pressures and other competitive factors;

� order and shipment uncertainty;

� fluctuations in manufacturing yields;

� product defects; and

� intellectual property infringement claims by others and the ability to protect our intellectual property.
The forward-looking statements in this report are subject to additional risks and uncertainties, including those set forth
in Item 2. �Management�s Discussion and Analysis of Financial Condition and Results of Operations� under the heading
�Risk Factors� and those detailed from time to time in our other filings with the Securities and Exchange Commission.
These forward-looking statements are made only as of the date hereof and, except as required by law, we undertake no
obligation to update or revise any of them, whether as a result of new information, future events or otherwise.
Mindspeed® and Mindspeed Technologies® are registered trademarks of Mindspeed Technologies, Inc. Other brands,
names and trademarks contained in this report are the property of their respective owners.
For presentation purposes of this Quarterly Report on Form 10-Q, references made to the periods ended December 31,
2005 and 2004 relate to the actual fiscal 2006 first quarter ended December 30, 2005 and the actual fiscal 2005 first
quarter ended December 31, 2004, respectively.

3

Edgar Filing: MINDSPEED TECHNOLOGIES, INC - Form 10-Q

Table of Contents 5



Table of Contents

MINDSPEED TECHNOLOGIES, INC.
INDEX

PAGE
PART I. FINANCIAL INFORMATION

Item 1. Financial Statements (unaudited):

Consolidated Condensed Balance Sheets � December 31, 2005 and September 30, 2005 5

Consolidated Condensed Statements of Operations � Three Months Ended December 31,
2005 and 2004 6

Consolidated Condensed Statements of Cash Flows � Three Months Ended December 31,
2005 and 2004 7

Notes to Consolidated Condensed Financial Statements 8

Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations 16

Item 3. Quantitative and Qualitative Disclosures About Market Risk 36

Item 4. Controls and Procedures 36

PART II. OTHER INFORMATION

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 37

Item 6. Exhibits 38

Signature 39
 EXHIBIT 10.1
 EXHIBIT 10.2
 EXHIBIT 10.3
 EXHIBIT 12.1
 EXHIBIT 31.1
 EXHIBIT 31.2
 EXHIBIT 32.1
 EXHIBIT 32.2

4

Edgar Filing: MINDSPEED TECHNOLOGIES, INC - Form 10-Q

Table of Contents 6



Table of Contents

PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

MINDSPEED TECHNOLOGIES, INC.
Consolidated Condensed Balance Sheets

(unaudited, in thousands, except per share amounts)

December
31,

September
30,

2005 2005
ASSETS

Current Assets
Cash and cash equivalents $ 15,806 $ 15,335
Marketable securities 35,082 40,094
Receivables, net of allowance for doubtful accounts of $461 and $462 at
December 31, 2005 and September 30, 2005, respectively 13,857 16,356
Inventories 15,607 10,730
Other current assets 3,297 3,389

Total current assets 83,649 85,904
Property, plant and equipment, net 13,379 14,890
Other assets 3,938 4,710

Total assets $ 100,966 $ 105,504

LIABILITIES AND STOCKHOLDERS� EQUITY
Current Liabilities
Accounts payable $ 8,636 $ 9,776
Deferred revenue 5,106 3,452
Accrued compensation and benefits 7,257 6,722
Restructuring 1,673 3,442
Other current liabilities 2,769 3,180

Total current liabilities 25,441 26,572
Convertible senior notes 44,317 44,219
Other liabilities 875 887

Total liabilities 70,633 71,678

Commitments and contingencies � �

Stockholders� Equity
Preferred and junior preferred stock � �
Common stock, $0.01 par value: 500,000 shares authorized; 106,463 and
103,852 shares issued at December 31, 2005 and September 30, 2005,
respectively 1,065 1,039
Additional paid-in capital 239,099 237,003
Accumulated deficit (193,556) (188,052)
Accumulated other comprehensive loss (16,275) (16,164)
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Total stockholders� equity 30,333 33,826

Total liabilities and stockholders� equity $ 100,966 $ 105,504

See accompanying notes to consolidated condensed financial statements.
5
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MINDSPEED TECHNOLOGIES, INC.
Consolidated Condensed Statements of Operations

(unaudited, in thousands, except per share amounts)

Three months ended
December 31,

2005 2004
Net revenues $ 33,203 $ 26,316
Cost of goods sold (1) 10,482 7,982

Gross margin 22,721 18,334

Operating expenses:
Research and development (1) 16,512 19,604
Selling, general and administrative (1) 11,036 10,662
Amortization of intangible assets � 12,676
Special charges 25 5,473

Total operating expenses 27,573 48,415

Operating loss (4,852) (30,081)
Interest expense (552) (140)
Other income, net 374 140

Loss before income taxes (5,030) (30,081)
Provision for income taxes 474 398

Net loss $ (5,504) $ (30,479)

Net loss per share, basic and diluted $ (0.05) $ (0.30)

Weighted-average number of shares used in per share computation 103,698 100,804

(1) Includes
stock-based
compensation
expense as
follows:

Cost of goods sold $ 77 $ 5
Research and development 646 15
Selling, general and administrative 594 27

Total stock-based compensation expense $ 1,317 $ 47

See accompanying notes to consolidated condensed financial statements.
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MINDSPEED TECHNOLOGIES, INC.
Consolidated Condensed Statements of Cash Flows

(unaudited, in thousands)

Three months ended
December 31,

2005 2004
Cash Flows From Operating Activities
Net loss $ (5,504) $ (30,479)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation 1,947 2,599
Amortization of intangible assets � 12,676
Stock-based compensation 1,317 47
Asset impairments � 600
Inventory provisions (696) 495
Other non-cash items, net 126 248
Changes in assets and liabilities:
Receivables 2,499 3,535
Inventories (4,181) 2,150
Accounts payable (1,140) (5,953)
Deferred revenue 1,654 676
Accrued expenses and other current liabilities (1,425) 1,859
Other (99) 1,724

Net cash used in operating activities (5,502) (9,823)

Cash Flows From Investing Activities
Capital expenditures (460) (762)
Sales of assets 10 128
Purchases of available-for-sale marketable securities (19,300) �
Sales of available-for-sale marketable securities 24,300 �
Purchases of held-to-maturity marketable securities � (3,253)
Maturities of held-to-maturity marketable securities 863 �

Net cash provided by (used in) investing activities 5,413 (3,887)

Cash Flows From Financing Activities
Sale of convertible senior notes � 43,930
Exercise of stock options and warrants 560 2,062
Deferred financing costs � (320)

Net cash provided by financing activities 560 45,672

Net increase in cash and cash equivalents 471 31,962
Cash and cash equivalents at beginning of period 15,335 43,638

Cash and cash equivalents at end of period $ 15,806 $ 75,600

Edgar Filing: MINDSPEED TECHNOLOGIES, INC - Form 10-Q

Table of Contents 11



See accompanying notes to consolidated condensed financial statements.
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MINDSPEED TECHNOLOGIES, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS

(unaudited)
1. Basis of Presentation and Significant Accounting Policies
Mindspeed Technologies, Inc. (Mindspeed or the Company) designs, develops and sells semiconductor networking
solutions for communications applications in enterprise, access, metropolitan and wide-area networks. On June 27,
2003, Conexant Systems, Inc. (Conexant) completed the distribution (the Distribution) to Conexant stockholders of all
90,333,445 outstanding shares of common stock of its wholly owned subsidiary, Mindspeed. In the Distribution, each
Conexant stockholder received one share of Mindspeed common stock, par value $.01 per share (including an
associated preferred share purchase right) for every three shares of Conexant common stock held and cash for any
fractional share of Mindspeed common stock. Following the Distribution, Mindspeed began operations as an
independent, publicly held company.
Prior to the Distribution, Conexant transferred to Mindspeed the assets and liabilities of the Mindspeed business,
including the stock of certain subsidiaries, and certain other assets and liabilities which were allocated to Mindspeed
under the Distribution Agreement entered into between Conexant and Mindspeed. Also prior to the Distribution,
Conexant contributed to Mindspeed cash in an amount such that at the time of the Distribution Mindspeed�s cash
balance was $100 million. Mindspeed issued to Conexant a warrant to purchase 30 million shares of Mindspeed
common stock at a price of $3.408 per share, exercisable for a period beginning one year and ending ten years after
the Distribution. In connection with the Distribution, Mindspeed and Conexant also entered into a Credit Agreement,
an Employee Matters Agreement, a Tax Allocation Agreement, a Transition Services Agreement and a Sublease.
Basis of Presentation � The consolidated condensed financial statements, prepared in accordance with accounting
principles generally accepted in the United States of America, include the accounts of Mindspeed and each of its
subsidiaries. All accounts and transactions among Mindspeed and its subsidiaries have been eliminated in
consolidation. In the opinion of management, the accompanying consolidated condensed financial statements contain
all adjustments, consisting of adjustments of a normal recurring nature and the special charges (Note 6), necessary to
present fairly the Company�s financial position, results of operations and cash flows. The results of operations for
interim periods are not necessarily indicative of the results that may be expected for a full year. These financial
statements should be read in conjunction with the consolidated financial statements and notes thereto included in the
Company�s Annual Report on Form 10-K for the fiscal year ended September 30, 2005.
Fiscal Periods � For presentation purposes, references made to the periods ended December 31, 2005 and 2004 relate
to the actual fiscal 2006 first quarter ended December 30, 2005 and the actual fiscal 2005 first quarter ended
December 31, 2004, respectively.
Recent Accounting Standards � The Company adopted Statement of Financial Accounting Standards (SFAS) No. 151,
�Inventory Costs, an amendment of Accounting Research Bulletin (ARB) No. 43, Chapter 4� as of the beginning of
fiscal 2006, with no material effect on its financial condition or results of operations.
In May 2005, the Financial Accounting Standards Board issued SFAS No. 154, �Accounting Changes and Error
Corrections,� which replaces Accounting Principles Board (APB) Opinion No. 20, �Accounting Changes,� and SFAS
No. 3, �Reporting Accounting Changes in Interim Financial Statements.� SFAS No. 154 applies to all voluntary changes
in accounting principle and requires retrospective application (a term defined by the statement) to prior periods�
financial statements, unless it is impracticable to determine the effect of a change. It also applies to changes required
by an accounting pronouncement that does not include specific transition provisions. SFAS 154 is effective for
accounting changes and corrections of errors made in fiscal years beginning after December 15, 2005. The Company
will adopt SFAS No. 154 as of the beginning of fiscal 2007, and does not expect that the adoption of SFAS 154 will
have a material impact on its financial condition or results of operations.
Income Taxes � The provision for income taxes for the three months ended December 31, 2005 and 2004 principally
consists of income taxes incurred by the Company�s foreign subsidiaries.

8
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MINDSPEED TECHNOLOGIES, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (continued)

(unaudited)
Supplemental Cash Flow Information � Interest paid for the three months ended December 31, 2005 was $862,500; the
Company paid no interest during the three months ended December 31, 2004. Income taxes paid, net of refunds
received, for the three months ended December 31, 2005 and 2004 were $(10,000) and $151,000 respectively.
Reclassifications � Certain prior year amounts have been reclassified to conform to the current period presentation.
2. Supplemental Financial Statement Data
Marketable Securities
Marketable securities principally consist of auction rate debt securities and auction rate preferred securities with
interest at rates that are reset periodically (generally every seven or twenty-eight days). These securities are classified
as available-for-sale securities and recorded at fair value in the accompanying balance sheets. Any unrealized
gains/losses are included in other comprehensive income, unless a loss is determined to be other than temporary. As of
December 31, 2005, the securities have a fair value of approximately $33.4 million and there are no unrealized gains
or losses. The Company classifies available-for-sale securities as current assets in the accompanying balance sheets
because the Company has the ability and intent to sell these securities as necessary to meet its liquidity requirements.
Marketable securities also include U.S. Treasury securities having an aggregate face amount of approximately
$1.7 million purchased in connection with the sale of $46.0 million aggregate principal amount of Convertible Senior
Notes. These securities, which mature at various dates through November 2006, were pledged to the trustee for the
payment of the first four scheduled interest payments on the notes when due. Consequently, these securities are
classified as held-to-maturity securities and are recorded at their amortized cost of $1.7 million, which approximates
fair value.
Inventories
Inventories consist of the following (in thousands):

December
31,

September
30,

2005 2005
Work-in-process $ 9,576 $ 5,422
Finished goods 6,031 5,308

$ 15,607 $ 10,730

During the three months ended December 31, 2005 and 2004, the Company sold inventories with an original cost of
approximately $1.8 million and $2.0 million, respectively, that had been written down to a zero cost basis during
fiscal 2001.
Comprehensive Loss
Comprehensive loss is as follows (in thousands):

Three months ended
December 31,

2005 2004
Net loss $ (5,504) $ (30,479)
Foreign currency translation adjustments (111) 136

Comprehensive loss $ (5,615) $ (30,343)

The balance of accumulated other comprehensive loss at December 31, 2005 and September 30, 2005 consists of
accumulated foreign currency translation adjustments.
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MINDSPEED TECHNOLOGIES, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (continued)

(unaudited)
Revenues by Product Line
Revenues by product line are as follows (in thousands):

Three months ended
December 31,

2005 2004
Multiservice access DSP products $ 11,669 $ 6,470
High-performance analog products 8,736 6,258
WAN communications products 12,798 13,588

$ 33,203 $ 26,316

Revenues by Geographic Area
Revenues by geographic area, based upon country of destination, are as follows (in thousands):

Three months ended
December 31,

2005 2004
Americas $ 11,400 $ 11,414
Asia-Pacific 18,547 11,436
Europe, Middle East and Africa 3,256 3,466

$ 33,203 $ 26,316

The Company believes a substantial portion of the products sold to original equipment manufacturers (OEMs) and
third-party manufacturing service providers in the Asia-Pacific region are ultimately shipped to end-markets in the
Americas and Europe.
The following direct customers accounted for 10% or more of net revenues:

Three months ended
December 31,

2005 2004
Customer A 17% 16%
Customer B 15% 13%
Customer C 11% �
Customer D 10% 16%
Customer E 9% 15%
3. Stock Warrants
During the three months ended December 31, 2004, the Company issued 478,405 shares of its common stock upon the
exercise of all remaining warrants held by Jazz Semiconductor, Inc. for aggregate proceeds of $1.2 million.
As of December 31, 2005, outstanding warrants consist of a warrant to purchase 30 million shares of Mindspeed
common stock at a price of $3.408 per share, exercisable through June 27, 2013, held by Conexant.
4. Stock-Based Compensation
Effective October 1, 2005, the Company adopted SFAS No. 123 (revised 2004), �Share-Based Payment� (SFAS 123R).
SFAS 123R requires that the Company account for all stock-based compensation using a fair-value method and
recognize the fair value of each award as an expense over the service period. For fiscal 2005 and earlier years, the
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Company accounted for stock-based compensation using the intrinsic value method of APB Opinion No. 25
�Accounting for Stock Issued to Employees� and related interpretations and followed the disclosure requirements of
SFAS No. 123, �Accounting for Stock-Based Compensation,� as amended by SFAS 148 �Accounting for Stock-Based
Compensation�Transition and Disclosure.� Under the intrinsic value method required by APB 25, the Company
generally recognized no compensation expense with respect to stock option awards or awards under the employee
stock purchase plan.
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MINDSPEED TECHNOLOGIES, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (continued)

(unaudited)
The Company elected to adopt SFAS 123R using �modified prospective application.� Under that method, compensation
expense includes the fair value of new awards, modified awards and any unvested awards outstanding at October 1,
2005. However, the consolidated financial statements for periods prior to the adoption of SFAS 123R have not been
restated to reflect the fair value method of accounting for stock-based compensation. Stock-based compensation
expense for fiscal 2005 and earlier years represents the cost of restricted stock awards determined in accordance with
APB 25.
As a result of the Company�s recent operating losses and its expectation of future operating results, no income tax
benefits have been recognized for any U.S. federal and state operating losses�including those related to stock-based
compensation expense. The Company does not expect to recognize any income tax benefits relating to future
operating losses until it determines that such tax benefits are more likely than not to be realized.
The fair value of stock options awarded during the three months ended December 31, 2005 was estimated at the date
of grant using the Black-Scholes option-pricing model. The following table summarizes the weighted-average
assumptions used and the resulting fair value of options granted:

Three
months
ended

December 31,
2005

Weighted-average fair value of options granted $ 1.19
Weighted-average assumptions:
Expected option life 3.2 years
Risk-free interest rate 4.3%
Expected volatility 78%
Dividend yield �
The expected option term was estimated based upon historical experience and management�s expectation of exercise
behavior. The expected volatility of the Company�s stock price is based upon the historical daily changes in the price
of the Company�s common stock. The risk-free interest rate is based upon the current yield on U.S. Treasury securities
having a term similar to the expected option term. Dividend yield is estimated at zero because the Company does not
anticipate paying dividends in the foreseeable future.
The following table illustrates the effect on net loss and net loss per share as if compensation expense for all awards of
stock-based employee compensation had been determined under the fair value-based method prescribed by SFAS 123
for periods prior to the adoption of SFAS 123R (in thousands, except per share amounts).

Three months ended
December 31,

2005 2004
Net loss, as reported $ (5,504) $ (30,479)
Stock-based employee compensation expense included in the determination of reported
net loss 1,317 47
Stock-based employee compensation expense determined under the fair value method (1,317) (3,956)

Pro forma net loss $ (5,504) $ (34,388)

Net loss per share, basic and diluted:
As reported $ (0.05) $ (0.30)
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Pro forma $ (0.05) $ (0.34)
The fair value of stock options awarded during the three months ended December 31, 2004 was estimated at the date
of grant using the Black-Scholes option-pricing model. The following table summarizes the weighted-average
assumptions used and the resulting fair value of options granted:

Three
months
ended

December 31,
2004

Weighted-average fair value of options granted $ 1.60
Weighted-average assumptions:
Expected option life 3.5 years
Risk-free interest rate 3.3%
Expected volatility 100%
Dividend yield �

11
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MINDSPEED TECHNOLOGIES, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (continued)

(unaudited)
Stock Compensation Plans
The Company has two principal stock incentive plans: the 2003 Long-Term Incentives Plan and the Directors Stock
Plan. The 2003 Long-Term Incentives Plan provides for the grant of stock options, restricted stock and other
stock-based awards to officers and employees of the Company. The Directors Stock Plan provides for the grant of
stock options, restricted stock and other stock-based awards to the Company�s non-employee directors. As of
December 31, 2005, an aggregate of 7.2 million shares of the Company�s common stock are available for issuance
under these plans. In addition, the Directors Stock Plan provides that the number of shares available for issuance is
automatically increased on the first day of each fiscal year by an amount equal to the greater of 160,000 shares or
0.18% of the shares of the Company�s common stock outstanding on that date, subject to the board being authorized
and empowered to select a smaller amount.
The Company also has a 2003 Stock Option Plan, under which stock options were issued in connection with the
Distribution. In the Distribution, each holder of a Conexant stock option (other than options held by persons in certain
foreign locations) received an option to purchase a number of shares of Mindspeed common stock. The number of
shares subject to, and the exercise prices of, the outstanding Conexant options and the Mindspeed options were
adjusted so that the aggregate intrinsic value of the options was equal to the intrinsic value of the Conexant option
immediately prior to the Distribution and the ratio of the exercise price per share to the market value per share of each
option was the same immediately before and after the Distribution. As a result of such option adjustments, Mindspeed
issued options to purchase an aggregate of approximately 29.9 million shares of its common stock to holders of
Conexant stock options (including Mindspeed employees) under the 2003 Stock Option Plan. There are no shares
available for new stock option awards under the 2003 Stock Option Plan. However, any shares subject to the
unexercised portion of any terminated, forfeited or cancelled option are available for future option grants only in
connection with an offer to exchange outstanding options for new options.
The Company also maintains employee stock purchase plans for its domestic and foreign employees, under which
1,450,600 shares are available for issuance. The employee stock purchase plans provide that the maximum number of
shares under the plans is automatically increased on the first day of each fiscal year by an aggregate of 750,000 shares.
Stock Option Awards
Prior to fiscal 2006, stock-based compensation consisted principally of stock options. Eligible employees received
grants of stock options at the time of hire; we also made broad-based stock option grants covering substantially all of
our employees annually. Stock option awards have exercise prices not less than the market price of our common stock
at the grant date and a contractual term of eight or ten years, and are subject to time-based vesting (generally over four
years). The following table summarizes stock option activity under all plans (shares in thousands):

Weighted-Average
Number Weighted-Average Remaining

of
Shares Exercise Price

Contractual
Term

Outstanding at September 30, 2005 26,080 $ 2.30
Granted 185 $ 2.18
Exercised (430) $ 1.48
Forfeited or expired (651) $ 3.28

Outstanding at December 31, 2005 25,184 $ 2.29 4.8 years

Exercisable at end of period 19,205 $ 2.18 4.3 years

Edgar Filing: MINDSPEED TECHNOLOGIES, INC - Form 10-Q

Table of Contents 20



As of December 31, 2005, there was unrecognized compensation expense of $3.2 million related to unvested stock
options, which the Company expects to recognize over a weighted-average period of 1.5 years. The aggregate intrinsic
value of options exercised during the three months ended December 31, 2005 was $0.2 million. The aggregate
intrinsic value of options outstanding and options exercisable as of December 31, 2005 was $9.0 million and
$7.5 million, respectively.
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MINDSPEED TECHNOLOGIES, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (continued)

(unaudited)
Restricted Stock Awards
The Company�s stock incentive plans also provide for awards of restricted shares of common stock and other
stock-based incentive awards and from time to time the Company has used restricted stock awards for incentive or
retention purposes. Restricted stock awards have time-based vesting and/or performance conditions and are subject to
forfeiture if employment terminates prior to the end of the service period (generally two years from the grant date) or,
in certain cases, if the prescribed performance criteria are not met. Restricted stock awards are valued at the grant date
based upon the market price of the Company�s common stock and the fair value of each award is charged to expense
over the service period.
In fiscal 2006, new awards of stock-based compensation have principally consisted of restricted stock awards. During
the three months ended December 31, 2005, the Company made a broad-based grant of restricted stock awards
covering substantially all employees. The majority of the restricted stock awards is intended to provide performance
emphasis and incentive compensation through vesting tied to each employee�s performance against individual goals.
Certain senior management personnel also received additional restricted stock awards having vesting tied to
improvements in the Company�s operating performance. These awards also contain a requirement for continued
service through the later of November 8, 2006 or the date of achievement of the specified performance conditions. The
fair value of each award is charged to expense over the service period. The actual amounts of expense will depend on
the number of awards that ultimately vest upon the satisfaction of the related performance and service conditions. The
following table summarizes restricted stock award activity (shares in thousands):

Weighted-
Number Average

of Grant Date
Shares Fair Value

Nonvested shares at September 30, 2005 423 $ 2.13
Granted 2,359 $ 2.26
Vested (73) $ 2.81
Forfeited (64) $ 2.31

Nonvested shares at December 31, 2005 2,645 $ 2.23

As of December 31, 2005 there was unrecognized compensation expense of $3.8 million related to unvested restricted
stock awards, which the Company expects to recognize over a weighted-average period of approximately one year.
Employee Stock Purchase Plan
The Company has an employee stock purchase plan under which eligible employees may authorize the Company to
withhold up to 10% of their compensation for each pay period to purchase shares of the Company�s common stock,
subject to certain limitations. Offering periods generally commence on the first trading day of March and September
of each year and are generally six months in duration, but may be terminated earlier under certain circumstances.
Purchases are made at the end of each offering period, at a discount of 5% from the fair market value on the purchase
date. Under SFAS 123R, the plan is non-compensatory and the Company has recorded no compensation expense in
connection therewith.
5. Commitments and Contingencies
Various lawsuits, claims and proceedings have been or may be instituted or asserted against Conexant or Mindspeed,
including those pertaining to product liability, intellectual property, environmental, safety and health and employment
matters. In connection with the Distribution, Mindspeed assumed responsibility for all contingent liabilities and
current and future litigation against Conexant or its subsidiaries to the extent such matters relate to Mindspeed.
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The outcome of litigation cannot be predicted with certainty and some lawsuits, claims or proceedings may be
disposed of unfavorably to the Company. Many intellectual property disputes have a risk of injunctive relief and there
can be no assurance that the Company will be able to license a third party�s intellectual property. Injunctive relief
could have a material adverse effect on the financial condition or results of operations of the Company. Based
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MINDSPEED TECHNOLOGIES, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (continued)

(unaudited)
on its evaluation of matters which are pending or asserted, management of the Company believes the disposition of
such matters will not have a material adverse effect on the financial condition or results of operations of the Company.
6. Special Charges
Special charges consist of the following (in thousands):

Three months ended
December 31,

2005 2004
Asset impairments $ � $ 600
Restructuring charges 25 4,873

$ 25 $ 5,473

Asset Impairments
During the first three months of fiscal 2005, the Company recorded asset impairment charges totaling $600,000
related to property and equipment that it determined to abandon or scrap.
Restructuring Charges
Mindspeed 2004 Restructuring Plan � In October 2004, the Company announced a restructuring plan intended to
reduce its operating expenses while focusing its research and development investment in key high-growth markets,
including voice-over-Internet protocol (VoIP) and high-performance analog applications. The expense reduction
actions included workforce reductions and the closure of design centers in Herzlia, Israel and Lisle, Illinois.
Approximately 80% of the expense reductions were derived from the termination of research and development
programs which the Company believes had a longer return-on-investment timeframe or that addressed slower growth
markets. The affected research and development programs were principally the Company�s asynchronous transfer
mode (ATM)/multi-protocol label switching (MPLS) network processor products and, to a lesser extent, its T/E carrier
transmission products. The remainder of the cost savings came from the selling, general and administrative functions.
The Company completed substantially all of these actions during fiscal 2005, reducing its workforce by approximately
90 employees.
In connection with these actions, the Company recorded fiscal 2005 restructuring charges of approximately
$5.9 million. The restructuring charges included an aggregate of $3.4 million for the workforce reductions, based
upon estimates of the cost of severance benefits for the affected employees, and approximately $2.5 million related to
contractual obligations for the purchase of design tools and other services in excess of anticipated requirements.
Activity and liability balances related to the Mindspeed 2004 restructuring plan through December 31, 2005 are as
follows (in thousands):

Workforce Facility
Reductions and Other Total

Charged to costs and expenses $ 3,412 $ 2,517 $ 5,929
Cash payments (2,575) (1,546) (4,121)

Restructuring balance, September 30, 2005 837 971 1,808
Cash payments (553) (434) (987)

Restructuring balance, December 31, 2005 $ 284 $ 537 $ 821
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Other Restructuring Plans � In fiscal 2001, 2002 and 2003, the Company implemented a number of cost reduction
initiatives to improve its operating cost structure. The cost reduction initiatives included workforce reductions,
significant reductions in capital spending, the consolidation of certain facilities and salary reductions for the senior
management team. During the three months ended December 31, 2005, the Company made cash payments of
$0.8 million under these restructuring plans. As of December 31, 2005, the Company�s remaining liabilities under
these restructuring plans totaled $1.3 million, representing amounts payable under non-cancelable leases and other
contractual commitments.
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MINDSPEED TECHNOLOGIES, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS (continued)

(unaudited)
As of December 31, 2005, the Company has a remaining accrued restructuring balance totaling $2.1 million
(including $0.4 million classified as a long-term liability), representing obligations under non-cancelable leases and
other contractual commitments. The Company expects to pay these obligations over their respective terms, which
expire at various dates through fiscal 2008. The payments are expected to be funded from available cash balances and
funds from product sales and are not expected to impact significantly the Company�s liquidity.
7. Related Party Transactions
The Company leases its headquarters and principal design center in Newport Beach, California from Conexant. For
the three months ended December 31, 2005 and 2004, rent and operating expenses payable to Conexant were
$1.5 million and $1.1 million, respectively. As of December 31, 2005, a liability to Conexant of $0.2 million is
included in other current liabilities in the consolidated condensed balance sheet.
Product sales to Conexant were $0.2 million for the three months ended December 31, 2004; the Company made no
sales to Conexant during the three months ended December 31, 2005.
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ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS
This information should be read in conjunction with our unaudited consolidated condensed financial statements and
the notes thereto included in this Quarterly Report and our audited consolidated financial statements and notes thereto
and Management�s Discussion and Analysis of Financial Condition and Results of Operations contained in our Annual
Report on Form 10-K for our fiscal year ended September 30, 2005.
Overview
We design, develop and sell semiconductor networking solutions for communications applications in enterprise,
access, metropolitan and wide-area networks. Our products, ranging from optical network transceiver solutions to
voice and Internet protocol (IP) processors, are classified into three focused product families: high-performance
analog products, multiservice access digital signal processor (DSP) products and wide area networking
(WAN) communications products. Our products are sold to original equipment manufacturers (OEMs) for use in a
variety of network infrastructure equipment, including mixed media gateways, high-speed routers, switches, access
multiplexers, cross-connect systems, add-drop multiplexers, digital loop carrier equipment, IP private branch
exchanges (PBXs) and optical modules. Service providers use this equipment for the processing, transmission and
switching of high-speed voice, data and video traffic, including advanced services such as voice-over-IP (VoIP),
within different segments of the communications network. Our customers include Alcatel Data Networks, S.A., Cisco
Systems, Inc., McData Corporation, Nortel Networks, Inc. and Siemens A.G.
Trends and Factors Affecting Our Business
Our products are components of network infrastructure equipment. As a result, we rely on network infrastructure
OEMs to select our products from among alternative offerings to be designed into their equipment. These �design wins�
are an integral part of the long sales cycle for our products. Our customers may need six months or longer to test and
evaluate our products and an additional six months or more to begin volume production of equipment that
incorporates our products. We believe our close relationships with leading network infrastructure OEMs facilitate
early adoption of our products during development of their products, enhance our ability to obtain design wins and
encourage adoption of our technology by the industry.
We market and sell our semiconductor products directly to network infrastructure OEMs. We also sell our products
indirectly through electronic component distributors and third-party electronic manufacturing service providers, who
manufacture products incorporating our semiconductor networking solutions for OEMs. Sales to distributors
accounted for approximately 47% and 42% of our revenues for fiscal 2005 and the first quarter of fiscal 2006,
respectively. Sales to customers located outside the United States, primarily in the Asia-Pacific region and Europe,
were approximately 71% and 70%, respectively, of our net revenues for fiscal 2005 and the first quarter of fiscal 2006.
We believe a substantial portion of the products we sell to OEMs and third-party manufacturing service providers in
the Asia-Pacific region is ultimately shipped to end markets in the Americas and Europe.
We have significant research, development, engineering and product design capabilities. Our success depends to a
substantial degree upon our ability to develop and introduce in a timely fashion new products and enhancements to
our existing products that meet changing customer requirements and emerging industry standards. We have made, and
plan to make, substantial investments in research and development and to participate in the formulation of industry
standards. We spent approximately $71.4 million and $16.5 million on research and development for fiscal 2005 and
the first quarter of fiscal 2006, respectively. We seek to maximize our return on our research and development
spending by focusing our research and development investment in what we believe are key high-growth markets,
including VoIP and high-performance analog applications.
We are dependent upon third parties for the manufacture, assembly and testing of our products. Our ability to bring
new products to market, to fulfill orders and to achieve long-term revenue growth is dependent on our ability to obtain
sufficient external manufacturing capacity, including wafer fabrication capacity. Periods of upturns in the
semiconductor industry may be characterized by rapid increases in demand and a shortage of capacity for wafer
fabrication and assembly and test services. In such periods, we may experience longer lead times or indeterminate
delivery schedules, which may adversely affect our ability to fulfill orders for our products. We may also incur
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increased manufacturing costs, including costs of finding acceptable alternative foundries or assembly and test service
providers.
In order to achieve profitability, we must achieve substantial revenue growth. Our ability to achieve the necessary
revenue growth will depend on increased demand for network infrastructure equipment that incorporates our products,
which in turn depends primarily on the level of capital spending by communications service providers. We believe the
market for network infrastructure equipment in general, and for communications semiconductors in particular, offers
attractive long-term growth prospects due to increasing demand for network capacity, the continued upgrading and
expansion of existing networks and the build-out of telecommunication networks in developing countries. However,
the semiconductor industry is highly cyclical and is characterized by constant and rapid technological change, rapid
product obsolescence and price erosion, evolving technical standards, short product life cycles and wide fluctuations
in product supply and demand. These factors have caused substantial fluctuations in our revenues and our results of
operations in the past, and we may experience cyclical fluctuations in our business in the future.
Spin-off from Conexant Systems, Inc.
On June 27, 2003, Conexant completed the distribution to Conexant stockholders of all outstanding shares of common
stock of Mindspeed, then a wholly owned subsidiary of Conexant. In the distribution, each Conexant stockholder
received one share of our common stock, par value $.01 per share (including an associated preferred share purchase
right), for every three shares of Conexant common stock held and cash for any fractional share of our common stock.
Following the distribution, we began operations as an independent, publicly held company. Our common stock now
trades on the Nasdaq National Market under the ticker symbol �MSPD.�
Prior to the distribution, Conexant transferred to us the assets and liabilities of its Mindspeed business, including the
stock of certain subsidiaries, and certain other assets and liabilities which were allocated to us under the Distribution
Agreement entered into between us and Conexant. Also prior to the distribution, Conexant contributed to us cash in an
amount such that at the time of the distribution our cash balance was $100 million. We issued to Conexant a warrant
to purchase 30 million shares of our common stock at a price of $3.408 per share, exercisable for a period of ten years
after the distribution. We and Conexant also entered into a Credit Agreement, an Employee Matters Agreement, a Tax
Allocation Agreement, a Transition Services Agreement and a Sublease.
Stock-Based Compensation Programs
We use stock-based compensation to attract and retain employees and to provide long-term incentive compensation
that aligns the interests of our employees with those of our stockholders. Prior to fiscal 2006, our stock-based
compensation consisted principally of stock options. Eligible employees received grants of stock options at the time of
hire; we also made broad-based stock option grants covering substantially all of our employees annually. Stock option
awards have exercise prices not less than the market price of our common stock at the grant date and a contractual
term of eight or ten years, and are subject to time-based vesting (generally over four years). From time to time we also
use restricted stock awards with time-based vesting for incentive or retention purposes.
For fiscal 2006, we have revised our compensation arrangements to provide both current and long-term incentive
compensation. Stock-based compensation is expected to principally consist of restricted stock awards. During the first
quarter of fiscal 2006, we granted approximately 2.4 million shares of restricted stock to our employees. The majority
of these awards comprised a broad-based grant, covering substantially all of our employees, intended to provide
performance emphasis and incentive compensation through vesting tied to each employee�s performance against
individual goals. Certain senior management personnel also received additional restricted stock awards having vesting
tied to improvements in our company operating performance.
In January 2006, we made a broad-based grant of approximately 1.1 million shares of restricted stock intended to
provide long-term incentive compensation. These awards will vest ratably over a period of four years, subject to
continued service. From time to time, we also grant stock options or other stock-based awards for incentive or
retention purposes. We expect to formally review, and may further revise, our compensation arrangements for fiscal
2007 and thereafter based on regular assessment of the effectiveness of our compensation arrangements and to keep
our overall compensation package at market levels.
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Effective October 1, 2005, we adopted SFAS 123R, �Share-Based Payment.� SFAS 123R requires that we account for
all stock-based compensation transactions using a fair-value method and recognize the fair value of each award as an
expense over the service period. As required by SFAS 123R, our stock compensation expense for fiscal 2006 includes
the fair value of new awards, modified awards and any unvested awards outstanding at October 1, 2005. However, the
consolidated financial statements for periods prior to the adoption of SFAS 123R have not been restated to reflect the
fair value method of accounting for stock-based compensation. The fair value of restricted stock awards is based upon
the market price of our common stock at the grant date. We estimate the fair value of stock option awards, as of the
grant date, using the Black-Scholes option-pricing model. The fair value of each award is recognized on a straight-line
basis over the vesting or service period.
Stock-based compensation expense totaling $1.3 million and $47,000 for the first quarter of fiscal 2006 and 2005,
respectively, is included in cost of goods sold, research and development expenses, and selling, general and
administrative expenses. The increase principally reflects the cost of restricted stock and other awards made during the
fiscal 2006 first quarter, as well as the cost of awards outstanding at October 1, 2005 but vesting after that date. We
expect that stock-based compensation expense for fiscal 2006 will be approximately $7.3 million. However, the actual
amount of expense we record in each fiscal period will depend on a number of factors, including the number of
awards, the market price of our common stock, the vesting periods, the number of awards that ultimately vest and
other factors. See �Critical Accounting Policies and Estimates�Stock-Based Compensation.�
Critical Accounting Policies and Estimates
The preparation of financial statements in accordance with accounting principles generally accepted in the United
States requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Among the significant estimates affecting our consolidated
financial statements are those relating to inventories, revenue recognition, allowances for doubtful accounts,
stock-based compensation and income taxes. We regularly evaluate our estimates and assumptions based upon
historical experience and various other factors that we believe to be reasonable under the circumstances, the results of
which form the basis for making judgments about the carrying values of assets and liabilities that are not readily
apparent from other sources. To the extent actual results differ from those estimates, our future results of operations
may be affected.
Inventories � We write down our inventory for estimated obsolete or unmarketable inventory in an amount equal to the
difference between the cost of inventory and the estimated market value based upon assumptions about future demand
and market conditions. If actual market conditions are less favorable than our estimates, additional inventory
write-downs may be required. In the event we experience unanticipated demand and are able to sell a portion of the
inventories we have previously written down, our gross margins will be favorably affected.
Revenue Recognition � We recognize revenues when the following fundamental criteria are met: (i) persuasive
evidence of an arrangement exists; (ii) delivery has occurred; (iii) our price to the customer is fixed or determinable;
and (iv) collection of the sales price is reasonably assured. Delivery occurs when goods are shipped and title and risk
of loss transfer to the customer, in accordance with the terms specified in the arrangement with the customer. Revenue
recognition is deferred in all instances where the earnings process is incomplete. We make certain product sales to
electronic component distributors under agreements allowing for a right to return unsold products. We defer the
recognition of revenue on all sales to these distributors until the products are sold by the distributors to a third party.
We record a reserve for estimated sales returns and allowances in the same period as the related revenues are
recognized. We base these estimates on our historical experience or the specific identification of an event
necessitating a reserve. To the extent actual sales returns differ from our estimates, our future results of operations
may be affected. Development revenue is recognized when services are performed and was not significant for any of
the periods presented.
Allowance for Doubtful Accounts � We maintain allowances for doubtful accounts for estimated losses resulting from
the inability of our customers to make required payments. Our estimates of such losses are based on an assessment of
the aging of outstanding accounts receivable and a review of specific customer accounts. If the financial condition of
our customers were to deteriorate, our actual losses may exceed our estimates and additional allowances would be
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Stock-Based Compensation � We account for stock-based compensation in accordance with SFAS No. 123R,
�Share-Based Payment.� SFAS 123R requires that we account for all stock-based compensation transactions using a
fair-value method and recognize the fair value of each award as an expense over the service period. The fair value of
restricted stock awards is based upon the market price of our common stock at the grant date. We estimate the fair
value of stock option awards, as of the grant date, using the Black-Scholes option-pricing model. The use of the
Black-Scholes model requires that we make a number of estimates, including the expected option term, the expected
volatility in the price of our common stock, the risk-free rate of interest and the dividend yield on our common stock.
If our expected option term and stock-price volatility assumptions were different, the resulting determination of the
fair value of stock option awards could be materially different. In addition, judgment is also required in estimating the
number of share-based awards that we expect will ultimately vest upon the fulfillment of service conditions (such as
time-based vesting) or the achievement of specific performance conditions. If the actual number of awards that
ultimately vest differs significantly from these estimates, stock-based compensation expense and our results of
operations could be materially impacted.
Deferred Income Taxes � We have provided a full valuation allowance against our U.S federal and state deferred tax
assets. If sufficient evidence of our ability to generate future U.S federal and/or state taxable income becomes
apparent, we may be required to reduce our valuation allowance, resulting in income tax benefits in our statement of
operations. We evaluate the realizability of our deferred tax assets and assess the need for a valuation allowance
quarterly.
Recent Accounting Pronouncements
The Company adopted SFAS No. 151, �Inventory Costs, an amendment of Accounting Research Bulletin
(ARB) No. 43, Chapter 4� as of the beginning of fiscal 2006, with no material effect on its financial condition or results
of operations.
In May 2005, the FASB issued SFAS No. 154, �Accounting Changes and Error Corrections,� which replaces APB
Opinion No. 20, �Accounting Changes,� and SFAS No. 3, �Reporting Accounting Changes in Interim Financial
Statements.� SFAS No. 154 applies to all voluntary changes in accounting principle and requires retrospective
application (a term defined by the statement) to prior periods� financial statements, unless it is impracticable to
determine the effect of a change. It also applies to changes required by an accounting pronouncement that does not
include specific transition provisions. SFAS 154 is effective for accounting changes and corrections of errors made in
fiscal years beginning after December 15, 2005. We will adopt SFAS No. 154 as of the beginning of fiscal 2007, and
we do not expect that the adoption of SFAS 154 will have a material impact on our financial condition or results of
operations.
Results of Operations
Net Revenues
The following table summarizes our net revenues:

Three months ended December 31,
($ in millions) 2005 Change 2004

Multiservice access DSP products $ 11.7 80% $ 6.5
High-performance analog products 8.7 40% 6.2
WAN communications products 12.8 (6)% 13.6

Net revenues $ 33.2 26% $ 26.3

The 26% increase in our revenues for the fiscal 2006 first quarter compared to the comparable fiscal 2005 period
reflects higher sales volumes in our multiservice access DSP products and our high-performance analog products,
partially offset by lower sales volumes in our WAN communications products. The increase in revenues from our
multiservice access DSP products reflects increased sales across the majority of our VoIP product families. We
believe we are benefiting from the increasing deployment of IP-based networks both in new network buildouts
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(particularly in Asia) and the replacement of circuit-switched networks. Revenues from our high-performance analog
products benefited from increased shipments of our crosspoint switches for use in storage area networking
applications. We also experienced increased demand for our physical media dependent devices from OEMs in the
Asia-Pacific region, for use in infrastructure equipment for fiber-to-the-premise deployments and metropolitan area
networks. Sales of WAN
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communications products reflect the lower demand we experienced for our ATM/MPLS network processor products
and digital subscriber line (DSL) transceivers, partially offset by increased shipments of our T/E carrier transmission
products.
Gross Margin

Three months ended December 31,
($ in millions) 2005 Change 2004

Gross margin $ 22.7 24% $ 18.3
Percent of net revenues 68% 70%
Gross margin represents revenues less cost of goods sold. As a fabless semiconductor company, we use third parties
(including Taiwan Semiconductor Manufacturing Co., Ltd. (TSMC), Jazz Semiconductor, Inc. and Amkor
Technology, Inc.) for wafer fabrication and assembly and test services. Our cost of goods sold consists predominantly
of: purchased finished wafers; assembly and test services; royalty and other intellectual property costs; labor and
overhead costs associated with product procurement; and sustaining engineering expenses pertaining to products sold.
Our gross margin for the fiscal 2006 first quarter was adversely affected by lower than anticipated manufacturing
yields on certain products. These costs were partially offset by the favorable effect of increased volume resulting from
the 26% increase in our quarterly revenues. In addition, the provision for excess and obsolete inventories was a net
credit of $(0.7) million for the fiscal 2006 first quarter, compared to a provision of $0.5 million for the comparable
fiscal 2005 period, resulting from the sale of certain previously written-down inventories.
For the first quarter of fiscal 2006 and 2005, our gross margin also benefited from the sale of inventories with an
original cost of $1.8 million and $2.0 million, respectively, that we had written down to a zero cost basis during fiscal
2001. These sales resulted from renewed demand for certain products that was not anticipated at the time of the
write-downs. The previously written-down inventories were generally sold at prices which exceeded their original
cost.
In fiscal 2001, we recorded an aggregate of $83.5 million of inventory write-downs, reducing the cost basis of the
affected inventories to zero. The fiscal 2001 inventory write-downs resulted from the sharply reduced end-customer
demand for network infrastructure equipment during that period. As a result of these market conditions, we
experienced a significant number of order cancellations and a decline in the volume of new orders beginning in the
fiscal 2001 first quarter. The inventories written down in fiscal 2001 principally consisted of multiservice access
processors and DSL transceivers.
We assess the recoverability of our inventories at least quarterly through a review of inventory levels in relation to
foreseeable demand (generally over twelve months). Foreseeable demand is based upon all available information,
including sales backlog and forecasts, product marketing plans and product life cycles. When the inventory on hand
exceeds the foreseeable demand, we write down the value of those inventories which, at the time of our review, we
expect to be unable to sell. The amount of the inventory write-down is the excess of historical cost over estimated
realizable value. Once established, these write-downs are considered permanent adjustments to the cost basis of the
excess inventory.
Our products are used by OEMs that have designed our products into network infrastructure equipment. For many of
our products, we gain these design wins through a lengthy sales cycle, which often includes providing technical
support to the OEM customer. In the event of the loss of business from existing OEM customers, we may be unable to
secure new customers for our existing products without first achieving new design wins. When the quantities of
inventory on hand exceed foreseeable demand from existing OEM customers into whose products our products have
been designed, we generally will be unable to sell our excess inventories to others, and the estimated realizable value
of such inventories to us is generally zero.
From the time of the fiscal 2001 inventory write-downs through December 31, 2005, we scrapped a portion of these
inventories having an original cost of $36.4 million and sold a portion of these inventories with an original cost of
$28.3 million. The sales resulted from increased demand beginning in the first quarter of fiscal 2002 which was not
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anticipated at the time of the write-downs. As of December 31, 2005, we continued to hold inventories with an
original cost of $18.8 million which were previously written down to a zero cost basis. We currently intend to hold
these remaining inventories and will sell these inventories if we experience renewed demand for these products. While
there can be no assurance that we will be able to do so, if we are able to sell a portion of the inventories which are
carried at zero cost basis, our gross margins will be favorably affected by an amount equal to the original cost of the
zero-cost basis inventory sold. To the extent that we do not experience renewed demand for the remaining inventories,
they will be scrapped as they become obsolete.
We base our assessment of the recoverability of our inventories, and the amounts of any write-downs, on currently
available information and assumptions about future demand and market conditions. Demand for our products may
fluctuate significantly over time, and actual demand and market conditions may be more or less favorable than those
projected by management. In the event that actual demand is lower than originally projected, additional inventory
write-downs may be required.
Research and Development

Three months ended December 31,
($ in millions) 2005 Change 2004

Research and development $ 16.5 (16)% $ 19.6
Percent of net revenues 50% 74%
Our research and development (R&D) expenses consist principally of direct personnel costs, photomasks, electronic
design automation tools and pre-production evaluation and test costs. The decrease in R&D expenses for the first
quarter of fiscal 2006 compared to the first quarter of fiscal 2005 primarily reflects lower headcount and
personnel-related costs resulting from our expense reduction actions we completed in fiscal 2005, including workforce
reductions and the closure of design centers in Herzlia, Israel and Lisle, Illinois. These decreases were partially offset
by a $631,000 increase in stock-based compensation expense.
Selling, General and Administrative

Three months ended December 31,
($ in millions) 2005 Change 2004

Selling, general and administrative $ 11.0 4% $ 10.7
Percent of net revenues 33% 41%
Our selling, general and administrative (SG&A) expenses include personnel costs, independent sales representative
commissions and product marketing, applications engineering and other marketing costs. Our SG&A expenses also
include costs of corporate functions including accounting, finance, legal, human resources, information systems and
communications. The increase in our SG&A expenses for the first quarter of fiscal 2006 compared to the first quarter
of fiscal 2005 reflects a $567,000 increase in stock-based compensation expense and increased costs for professional
services related to our annual audit and Sarbanes-Oxley compliance. These costs were partially offset by lower
headcount and personnel-related costs.
Amortization of Intangible Assets

Three months ended December 31,
($ in millions) 2005 Change 2004

Amortization of intangible assets $ � (100)% $ 12.7
Amortization of intangible assets decreased to zero for the fiscal 2006 first quarter because the remainder of our
intangible assets became fully amortized during fiscal 2005, reducing their carrying value to zero. Intangible assets
were amortized over periods averaging approximately five years for each major asset class and extending to various
dates through June 2005. We will not record any additional amortization expense on our existing intangible assets in
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Special Charges
Special charges consist of the following:

Three months ended December
31,

($ in millions) 2005 2004

Asset impairments $ � $ 0.6
Restructuring charges � 4.9

$ � $ 5.5

Asset Impairments
During the first three months of fiscal 2005, we recorded asset impairment charges totaling $600,000 related to
property and equipment that we determined to abandon or scrap.
We continually monitor and review long-lived assets, including fixed assets and intangible assets, for possible
impairment. Future impairment tests may result in significant write-downs of the value of our assets.
Restructuring Charges
Mindspeed 2004 Restructuring Plan � In October 2004, we announced a restructuring plan intended to reduce our
operating expenses while focusing our research and development investment in key high-growth markets, including
voice-over-Internet protocol (VoIP) and high-performance analog applications. The expense reduction actions
included workforce reductions and the closure of design centers in Herzlia, Israel and Lisle, Illinois. Approximately
80% of the expense reductions were derived from the termination of research and development programs which we
believe had a longer return-on-investment timeframe or that addressed slower growth markets. The affected research
and development programs were principally our asynchronous transfer mode (ATM)/multi-protocol label switching
(MPLS) network processor products and, to a lesser extent, our T/E carrier transmission products. The remainder of
the cost savings came from the selling, general and administrative functions. We completed substantially all of these
actions during fiscal 2005, reducing our workforce by approximately 90 employees.
In connection with these actions, we recorded fiscal 2005 restructuring charges of approximately $5.9 million. The
restructuring charges included an aggregate of $3.4 million for the workforce reductions, based upon estimates of the
cost of severance benefits for the affected employees, and approximately $2.5 million related to contractual
obligations for the purchase of design tools and other services in excess of anticipated requirements. Activity and
liability balances related to the Mindspeed 2004 restructuring plan through December 31, 2005 are as follows (in
thousands):

Workforce Facility
Reductions and Other Total

Charged to costs and expenses $ 3,412 $ 2,517 $ 5,929
Cash payments (2,575) (1,546) (4,121)

Restructuring balance, September 30, 2005 837 971 1,808
Cash payments (553) (434) (987)

Restructuring balance, December 31, 2005 $ 284 $ 537 $ 821

Other Restructuring Plans � In fiscal 2001, 2002 and 2003, we implemented a number of cost reduction initiatives to
improve our operating cost structure. The cost reduction initiatives included workforce reductions, significant
reductions in capital spending, the consolidation of certain facilities and salary reductions for the senior management
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team. During the three months ended December 31, 2005, we made cash payments of $0.8 million under these
restructuring plans. As of December 31, 2005, our remaining liabilities under these restructuring plans totaled $1.3
million, representing amounts payable under non-cancelable leases and other contractual commitments.
As of December 31, 2005, we have a remaining accrued restructuring balance totaling $2.1 million (including
$0.4 million classified as a long-term liability), representing obligations under non-cancelable leases and other
contractual commitments. We expect to pay these obligations over their respective terms, which expire at various
dates through fiscal 2008. The payments are expected to be funded from available cash balances and funds from
product sales and are not expected to impact significantly our liquidity.
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Interest Expense

Three months ended December
31,

($ in millions) 2005 2004

Interest expense $ (0.6) $ (0.1)
Interest expense represents interest on the $46 million convertible senior notes we issued in December 2004. Interest
expense increased for the fiscal 2006 first quarter, as compared to the comparable fiscal 2005 period, because the
notes were outstanding during the entire fiscal 2006 first quarter.
Other Income (Expense), Net

Three months ended December
31,

($ in millions) 2005 2004

Other income, net $ 0.4 $ 0.1
Other income (expense) principally consists of interest income, foreign exchange gains and losses, franchise taxes and
other non-operating gains and losses. The increase in other income for the first quarter of fiscal 2006 compared to the
first quarter of fiscal 2005 principally reflects higher interest income resulting from higher invested cash balances and
the higher interest rates that prevailed during the most recent period.
Provision for Income Taxes
Our provision for income taxes for the first quarter of fiscal 2006 and 2005 principally consisted of income taxes
incurred by our foreign subsidiaries. As a result of our recent operating losses and our expectation of future operating
results, we determined that it is more likely than not that the U.S. federal and state income tax benefits (principally net
operating losses we can carry forward to future years) which arose during the first quarter of fiscal 2006 and 2005 will
not be realized. Accordingly, we have not recognized any income tax benefits relating to our U.S. federal and state
operating losses for those periods and we do not expect to recognize any income tax benefits relating to future
operating losses until we believe that such tax benefits are more likely than not to be realized. We expect that our
provision for income taxes for fiscal 2006 will principally consist of income taxes related to our foreign operations.
Liquidity and Capital Resources
Cash used in operating activities was $5.5 million for the first quarter of fiscal 2006 compared to $9.8 million for the
first quarter of fiscal 2005. Operating cash flows for the first quarter of fiscal 2006 reflect our net loss of $5.5 million,
partially offset by non-cash charges (depreciation, stock-based compensation expense and other) of $2.7 million, and
net working capital increases of approximately $2.7 million.
The net working capital increases for the first quarter of fiscal 2006 consisted principally of a $4.2 million increase in
net inventories resulting from our decision to increase inventory levels to satisfy anticipated customer demand and to
mitigate supply constraints. The working capital increases also included a $1.1 million decrease in accounts payable
and a $1.4 million decrease in accrued expenses and other current liabilities, principally related to the timing of
payments for restructuring costs. These amounts were partially offset by a $2.5 million decrease in accounts
receivable resulting from a decrease in our average collection period and a $1.7 million increase in deferred revenue.
Cash provided by investing activities of $5.4 million for the first quarter of fiscal 2006 principally consisted of sales
of marketable securities (net of purchases) of $5.9 million, partially offset by capital expenditures of $460,000. For the
first quarter of fiscal 2005, cash used in investing activities of $3.9 million principally consisted of purchases of
marketable securities of $3.3 million and capital expenditures of $762,000, partly offset by proceeds from asset sales
of $128,000.
Cash provided by financing activities of $560,000 for the first quarter of fiscal 2006 consisted of proceeds from the
exercise of stock options. Cash provided by financing activities of $45.7 million for the first quarter of fiscal 2005
consisted of net proceeds of $43.9 million from the sale of $46 million principal amount of convertible senior notes
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and proceeds of $2.1 million from the exercise of stock options and warrants, partially offset by debt issuance costs of
$320,000.
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Convertible Senior Notes Offering
In December 2004, we sold $46.0 million aggregate principal amount of Convertible Senior Notes due 2009 for net
proceeds (after discounts and commissions) of approximately $43.9 million. The notes are senior unsecured
obligations, ranking equal in right of payment with all future unsecured indebtedness. The notes bear interest at a rate
of 3.75%, payable semiannually in arrears each May 18 and November 18. We used approximately $3.3 million of the
proceeds to purchase U.S. government securities that were pledged to the trustee for the payment of the first four
scheduled interest payments on the notes when due.
The notes are convertible, at the option of the holder, at any time prior to maturity into shares of our common stock.
Upon conversion, we may, at our option, elect to deliver cash in lieu of shares of our common stock or a combination
of cash and shares of common stock. Effective May 13, 2005, the conversion price of the notes was adjusted to $2.31
per share of common stock, which is equal to a conversion rate of approximately 432.9004 shares of common stock
per $1,000 principal amount of notes. Prior to this adjustment, the conversion price applicable to the notes was $2.81
per share of common stock, which was equal to approximately 355.8719 shares of common stock per $1,000 principal
amount of notes. The adjustment was made pursuant to the terms of the indenture governing the notes. The conversion
price is subject to further adjustment under the terms of the indenture to reflect stock dividends, stock splits, issuances
of rights to purchase shares of common stock and certain other events.
If we undergo certain fundamental changes (as defined in the indenture), holders of notes may require us to repurchase
some or all of their notes at 100% of the principal amount plus accrued and unpaid interest. If, upon notice of certain
events constituting a fundamental change, holders of the notes elect to convert the notes, we will be required to
increase the number of shares issuable upon conversion by up to 72.09 shares per $1,000 principal amount of notes.
The number of additional shares, if any, will be determined by the table set forth in the indenture governing the notes.
In the event of a non-stock change of control constituting a �public acquirer change of control� (as defined in the
indenture), we may, in lieu of issuing additional shares or making an additional cash payment upon conversion as
required by the indenture, elect to adjust the conversion price and the related conversion obligation such that the
noteholders will be entitled to convert their notes into a number of shares of public acquirer common stock.
For financial accounting purposes, our contingent obligation to issue additional shares or make an additional cash
payment upon conversion following a fundamental change is an �embedded derivative.� As of December 31, 2005, the
estimated fair value of our liability under the fundamental change adjustment was not significant.
Conexant Warrant
In the distribution, we issued to Conexant a warrant to purchase 30 million shares of our common stock at a price of
$3.408 per share, exercisable for a period of ten years after the distribution. The warrant may be transferred or sold in
whole or part at any time. The warrant contains antidilution provisions that provide for adjustment of the exercise
price, and the number of shares issuable under the warrant, upon the occurrence of certain events. If we issue, or are
deemed to have issued, shares of our common stock, or securities convertible into our common stock, at prices below
the current market price of our common stock (as defined in the warrants) at the time of the issuance of such
securities, the warrant�s exercise price will be reduced and the number of shares issuable under the warrant will be
increased. The amount of such adjustment, if any, will be determined pursuant to a formula specified in the warrant
and will depend on the number of shares issued, the offering price and the current market price of our common stock
at the time of the issuance of such securities. Adjustments to the warrant pursuant to these antidilution provisions may
result in significant dilution to the interests of our existing stockholders and may adversely affect the market price of
our common stock. The antidilution provisions may also limit our ability to obtain additional financing on terms
favorable to us.
Moreover, we may not realize any cash proceeds from the exercise of the warrant held by Conexant. A holder of the
warrant may opt for a cashless exercise of all or part of the warrant. In a cashless exercise, the holder of the warrant
would make no cash payment to us and would receive a number of shares of our common stock having an aggregate
value equal to the excess of the then-current market price of the shares of our common stock issuable upon exercise of
the warrant over the exercise price of the warrant. Such an issuance of common stock would be immediately dilutive
to the interests of other stockholders.
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Liquidity
Our principal sources of liquidity are our existing cash balances, marketable securities and cash generated from
product sales. As of December 31, 2005, our cash and cash equivalents totaled $15.8 million and our marketable
securities totaled $35.1 million. Our working capital at December 31, 2005 was $58.2 million.
In order to achieve profitability, or to generate positive cash flows from operations, we must achieve substantial
revenue growth. Our ability to achieve the necessary revenue growth will depend on increased demand for network
infrastructure equipment that incorporates our products, which in turn depends primarily on the level of capital
spending by communications service providers and enterprises. Through fiscal 2005, we have completed a series of
cost reduction actions which have improved our operating cost structure. However, these expense reductions alone,
without additional revenue growth, will not make us profitable. We expect to continue to incur significant losses and
negative cash flows at least through the first half of fiscal 2006 and we may incur additional significant losses and
negative cash flows in subsequent periods.
We believe that our existing sources of liquidity, along with cash expected to be generated from product sales, will be
sufficient to fund our operations, research and development efforts, anticipated capital expenditures, working capital
and other financing requirements for at least the next twelve months. We will need to continue a focused program of
capital expenditures to meet our research and development and corporate requirements. We may also consider
acquisition opportunities to extend our technology portfolio and design expertise and to expand our product offerings.
In order to fund capital expenditures, increase our working capital or complete any acquisitions, we may seek to
obtain additional debt or equity financing. We may also need to seek to obtain additional debt or equity financing if
we experience downturns or cyclical fluctuations in our business that are more severe or longer than anticipated or if
we fail to achieve anticipated revenue and expense levels. However, we cannot assure you that such financing will be
available to us on favorable terms, or at all.
Contractual Obligations
The following table summarizes the future payments we are required to make under contractual obligations as of
December 31, 2005:

Payments due by period

Contractual Obligations Total <1 year
1-3

years
3-5

years
>5

years
(in

millions)

Long-term debt $ 46.0 $ � $ � $ 46.0 $ �
Interest expense on long-term debt 6.9 1.7 3.5 1.7 �
Operating leases 22.7 9.3 11.9 0.9 0.6
Purchase obligations 8.6 2.9 4.0 1.7 �

Total $ 84.2 $ 13.9 $ 19.4 $ 50.3 $ 0.6

Long-term debt consists of $46.0 million aggregate principal amount of our Convertible Senior Notes. The notes bear
interest at a rate of 3.75%, payable semiannually in arrears each May 18 and November 18, and mature on
November 18, 2009. U.S. Treasury securities having an aggregate face amount of approximately $1.7 million are
pledged to the trustee for the payment of the next two scheduled interest payments on the notes when due.
In March 2005, we amended and restated the Sublease with Conexant pursuant to which we lease our headquarters in
Newport Beach, California. The Sublease has an initial term extending through June 2008, and we may, at our option,
extend the Sublease for an additional two-year term. Rent payable under the Sublease is approximately $4.0 million
annually, subject to annual increases of 3%, plus a prorated portion of operating expenses associated with the leased
property. We estimate our minimum future obligation under the Sublease at approximately $6.2 million annually (a
total of $15.7 million over the remainder of the initial lease term), but actual costs under the Sublease will vary based
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upon Conexant�s actual costs. In addition, each year we may elect to purchase certain services from Conexant based on
a prorated portion of Conexant�s actual costs.
We lease our other facilities and certain equipment under non-cancelable operating leases. The leases expire at various
dates through 2014 and contain various provisions for rental adjustments, including, in certain cases, adjustments
based on increases in the Consumer Price Index. The leases generally contain renewal provisions for varying periods
of time. Contractual obligations under operating leases have not been reduced by anticipated rental income under
noncancelable subleases totaling $2.1 million and extending to various dates through fiscal 2008.
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Off-Balance Sheet Arrangements
We have made guarantees and indemnities, under which we may be required to make payments to a guaranteed or
indemnified party, in relation to certain transactions. In connection with the distribution, we generally assumed
responsibility for all contingent liabilities and then-current and future litigation against Conexant or its subsidiaries
related to the Mindspeed business. We may also be responsible for certain federal income tax liabilities under the Tax
Allocation Agreement between us and Conexant, which provides that we will be responsible for certain taxes imposed
on us, Conexant or Conexant stockholders. In connection with certain facility leases, we have indemnified our lessors
for certain claims arising from the facility or the lease. We indemnify our directors, officers, employees and agents to
the maximum extent permitted under the laws of the State of Delaware. The duration of the guarantees and
indemnities varies, and in many cases is indefinite. The majority of our guarantees and indemnities do not provide for
any limitation of the maximum potential future payments we could be obligated to make. We have not recorded any
liability for these guarantees and indemnities in the accompanying consolidated balance sheets.
Risk Factors
Our business, financial condition and operating results can be affected by a number of factors, including those listed
below, any one of which could cause our actual results to vary materially from recent results or from our anticipated
future results. Any of these risks could also materially and adversely affect our business, financial condition or the
price of our common stock or other securities.
We are incurring substantial operating losses, we anticipate additional future losses and we must significantly
increase our revenues to become profitable.
     We incurred a net loss of $5.5 million for the fiscal 2006 first quarter compared to net loss of $62.6 million for
fiscal 2005 and $93.2 million in fiscal 2004. We expect that we will continue to incur significant losses and negative
cash flows at least through the first half of fiscal 2006, and we may incur additional significant losses and negative
cash flows in subsequent periods.
In order to become profitable, or to generate positive cash flows from operations, we must achieve substantial revenue
growth. Our ability to achieve the necessary revenue growth will depend on increased demand for network
infrastructure equipment that incorporates our products, which in turn depends primarily on the level of capital
spending by communications service providers and enterprises. Through fiscal 2005, we have completed a series of
cost reduction actions which have improved our operating cost structure. However, these expense reductions alone,
without additional revenue growth, will not make us profitable. We may not be successful in achieving the necessary
revenue growth or the expected expense reductions within the anticipated time frame, or at all. We may not achieve
profitability or sustain such profitability, if achieved.
We have substantial cash requirements to fund our operations, research and development efforts and capital
expenditures. Our capital resources are limited and capital needed for our business may not be available when we
need it.
For the first quarter of fiscal 2006, our net cash used in operating activities was $5.5 million compared to net cash
used in operating activities of $9.8 million for the first quarter of fiscal 2005. Our net cash used in operating activities
was $30.2 million for fiscal 2005 and $43.2 million for fiscal 2004. Our principal sources of liquidity are our existing
cash balances, marketable securities and cash generated from product sales. As of December 31, 2005, our cash and
cash equivalents totaled $15.8 million and our marketable securities totaled $35.1 million. We believe that our
existing sources of liquidity will be sufficient to fund our operations, research and development efforts, anticipated
capital expenditures, working capital and other financing requirements for at least the next twelve months. However,
we cannot assure you that this will be the case, and if we continue to incur operating losses and negative cash flows in
the future, we may need to reduce further our operating costs or obtain alternate sources of financing, or both. We may
not have access to additional sources of capital on favorable terms or at all. If we raise additional funds through the
issuance of equity, equity-based or debt securities, such securities may have rights, preferences or privileges senior to
those of our common stock and our stockholders may experience dilution of their ownership interests.
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We operate in the highly cyclical semiconductor industry, which is subject to significant downturns.
The semiconductor industry is highly cyclical and is characterized by constant and rapid technological change, rapid
product obsolescence and price erosion, evolving technical standards, short product life cycles and wide fluctuations
in product supply and demand. From time to time these and other factors, together with changes in general economic
conditions, cause significant upturns and downturns in the industry in general, and in our business in particular.
Periods of industry downturns have been characterized by diminished product demand, production overcapacity, high
inventory levels and accelerated erosion of average selling prices. These factors have caused substantial fluctuations in
our revenues and our results of operations in the past and we may experience similar fluctuations in our business in
the future.
Our operating results are subject to substantial quarterly and annual fluctuations.
Our revenues and operating results have fluctuated in the past and may fluctuate in the future. These fluctuations are
due to a number of factors, many of which are beyond our control. These factors include, among others:

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

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

� fluctuations in the levels of component inventories held by our customers;

� shifts in our product mix and the effect of maturing products;

� availability and cost of products from our suppliers;

� the gain or loss of significant customers;

� market acceptance of our products and our customers� products;

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

� the timing and extent of product development costs;

� new product and technology introductions by us or our competitors;

� fluctuations in manufacturing yields;

� significant warranty claims, including those not covered by our suppliers;

� intellectual property disputes; and

� the effects of competitive pricing pressures, including decreases in average selling prices of our products.
The foregoing factors are difficult to forecast, and these, as well as other factors, could materially adversely affect our
quarterly or annual operating results. If our operating results fail to meet the expectations of analysts or investors, they
could materially and adversely affect the price of our common stock.
We are entirely dependent upon third parties for the manufacture our products and are vulnerable to their capacity
constraints during times of increasing demand for semiconductor products.
We are entirely dependent upon outside wafer fabrication facilities, known as foundries, for wafer fabrication services.
Our principal suppliers of wafer fabrication services are TSMC and Jazz. We are also dependent upon third parties,
including Amkor, for the assembly and testing of all of our products. Under our fabless business model, our long-term
revenue growth is dependent on our ability to obtain sufficient external manufacturing capacity, including wafer
production capacity. Periods of upturns in the semiconductor industry may be characterized by rapid increases in
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demand and a shortage of capacity for wafer fabrication and assembly and test services.
The risks associated with our reliance on third parties for manufacturing services include:

� the lack of assured supply, potential shortages and higher prices;

� increased lead times;

� limited control over delivery schedules, manufacturing yields, production costs and product quality; and
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� the unavailability of, or delays in obtaining, products or access to key process technologies.
Our standard lead time, or the time required to manufacture our products (including wafer fabrication, assembly and
testing) is typically 12 to 16 weeks. During periods of manufacturing capacity shortages, the foundries and other
suppliers on whom we rely may devote their limited capacity to fulfill the production requirements of other clients
that are larger or better financed than we are, or who have superior contractual rights to enforce manufacture of their
products, including to the exclusion of producing our products wafers.
Additionally, if we are required to seek alternative foundries or assembly and test service providers, we would be
subject to longer lead times, indeterminate delivery schedules and increased manufacturing costs, including costs to
find and qualify acceptable suppliers. For example, if we choose to use a new foundry, the qualification process may
take as long as six months over the standard lead time before we can begin shipping products from the new foundry.
Wafer fabrication processes are subject to obsolescence, and foundries may discontinue a wafer fabrication process
used for certain of our products. In such event, we generally offer our customers a �last-time buy� program to satisfy
their anticipated requirements for our products. The unanticipated discontinuation of a wafer fabrication process on
which we rely may adversely affect our revenues and our customer relationships.
The foundries and other suppliers on whom we rely may experience financial difficulties or suffer disruptions in their
operations due to causes beyond our control, including labor strikes, work stoppages, electrical power outages, fire,
earthquake, flooding or other natural disasters. Certain of our suppliers� manufacturing facilities are located near major
earthquake fault lines in the Asia-Pacific region and California. In the event of a disruption of the operations of one or
more of our suppliers, we may not have an alternate source immediately available. Such an event could cause
significant delays in shipments until we
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