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TEXAS INSTRUMENTS INCORPORATED AND SUBSIDIARIES
PART I - FINANCIAL INFORMATION
ITEM 1. Financial Statements.

Consolidated Statements of Income
[Millions of dollars, except share and per-share amounts]

For Three Months Ended

June 30,

2014 2013
Revenue $3,292 $3,047
Cost of revenue (COR) 1,411 1,477
Gross profit 1,881 1,570
Research and development (R&D) 349 389
Selling, general and administrative (SG&A) 472 471
Acquisition charges 82 86
Restructuring charges/other 4 ) (282
Operating profit 982 906
Other income (expense), net (OI&E) 3 —
Interest and debt expense 24 24
Income before income taxes 961 882
Provision for income taxes 278 222
Net income $683 $660
Earnings per common share:
Basic $.63 $.59
Diluted $.62 $.58
Average shares outstanding (millions):
Basic 1,071 1,103
Diluted 1,086 1,117
Cash dividends declared per share of common stock $.30 $.28

See accompanying notes.

2

For Six Months Ended
June 30,

2014 2013
$6,275 $5,932
2,787 2,988
3,488 2,944
715 808
951 931
165 171
(15 267
1,672 1,301
9 2

49 47
1,632 1,256
462 234
$1,170 $1,022
$1.07 $.91
$1.06 $.90
1,076 1,105
1,091 1,120
$.60 $.49
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Consolidated Statements of Comprehensive Income

[Millions of dollars]

For Three Months Ended For Six Months Ended

June 30, June 30,

2014 2013 2014 2013
Net income $683 $660 $1,170 $1,022
Other comprehensive income (loss), net of taxes
Net actuarial gains (losses) of defined benefit plans:
Adjustment (5 ) 48 (7 ) 80
Recognized within Net income 11 16 21 33
Prior service cost of defined benefit plans:
Adjustment — (1 ) — 2
Recognized within Net income 1 (2 ) 1 2
Derivative instruments:
Change in fair value — (1 ) — (1
Recognized within Net income 1 — 1 1
Other comprehensive income (loss) 8 60 16 109
Total comprehensive income $691 $720 $1,186 $1,131

See accompanying notes.
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TEXAS INSTRUMENTS INCORPORATED AND SUBSIDIARIES

Consolidated Balance Sheets

[Millions of dollars, except share amounts]

Assets

Current assets:

Cash and cash equivalents
Short-term investments

Accounts receivable, net of allowances of ($14) and ($22)

Raw materials

Work in process
Finished goods
Inventories

Deferred income taxes

Prepaid expenses and other current assets

Total current assets

Property, plant and equipment at cost
Accumulated depreciation
Property, plant and equipment, net
Long-term investments

Goodwill, net

Acquisition-related intangibles, net
Deferred income taxes

Capitalized software licenses, net
Overfunded retirement plans

Other assets

Total assets

Liabilities and stockholders’ equity
Current liabilities:

Current portion of long-term debt
Accounts payable

Accrued compensation

Income taxes payable

Deferred income taxes

Accrued expenses and other liabilities
Total current liabilities

Long-term debt

Underfunded retirement plans
Deferred income taxes

Deferred credits and other liabilities
Total liabilities

Stockholders’ equity:

Preferred stock, $25 par value. Authorized — 10,000,000 shares. Participating

cumulative preferred. None issued.

Common stock, $1 par value. Authorized — 2,400,000,000 shares. Shares issued

-1,740,815,939

June 30,
2014

$1,216
1,588
1,527
93
894
757
1,744
389
992
7,456
6,452
(3,408
3,044
219
4,362
2,062
194
101
126
246
$17,810

$254
402
484
109

552
1,803
4,394
224
484
439
7,344

1,741

December 31,
2013

$1,627
2,202
1,203
102
919
710
1,731
393
863
8,019
6,556
(3,157
3,399
216
4,362
2,223
207
118
130
264
$18,938

$1,000
422
554
119

651
2,747
4,158
216
548
462
8,131

1,741
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Paid-in capital 1,273
Retained earnings 28,686
Treasury common stock at cost. Shares: June 30, 2014 — 673,260,360; December

31,2013 - 658,012,970 (20,722
Accumulated other comprehensive income (loss), net of taxes (AOCI) (512
Total stockholders’ equity 10,466
Total liabilities and stockholders’ equity $17,810

See accompanying notes.
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1,211
28,173

) (19,790

) (528
10,807
$18,938
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Consolidated Statements of Cash Flows

[Millions of dollars]

For Six Months Ended

June 30,

2014 2013
Cash flows from operating activities:
Net income $1,170 $1,022
Adjustments to Net income:
Depreciation 426 449
Amortization of acquisition-related intangibles 161 170
Amortization of capitalized software 30 47
Stock-based compensation 155 150
Gains on sales of assets (39 ) (3
Deferred income taxes (57 ) (14
Increase (decrease) from changes in:
Accounts receivable (314 ) (272
Inventories (13 ) 37
Prepaid expenses and other current assets (15 ) (308
Accounts payable and accrued expenses (176 ) (280
Accrued compensation (76 ) (59
Income taxes payable (48 ) 144
Changes in funded status of retirement plans 41 52
Other (8 ) (100
Cash flows from operating activities 1,237 1,035
Cash flows from investing activities:
Capital expenditures (157 ) (182
Proceeds from asset sales 40 18
Purchases of short-term investments (1,466 ) (2,402
Proceeds from short-term investments 2,079 2,883
Other 1 14
Cash flows from investing activities 497 331
Cash flows from financing activities:
Proceeds from issuance of long-term debt 498 986
Repayment of debt (1,000 ) (1,500
Dividends paid (648 ) (541
Stock repurchases (1,463 ) (1,400
Proceeds from common stock transactions 408 797
Excess tax benefit from share-based payments 64 63
Other 4 ) (7
Cash flows from financing activities (2,145 ) (1,602
Net change in Cash and cash equivalents 411 ) (236
Cash and cash equivalents at beginning of period 1,627 1,416
Cash and cash equivalents at end of period $1,216 $1,180

See accompanying notes.
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NOTES TO FINANCIAL STATEMENTS
1.Description of business and significant accounting policies and practices

At Texas Instruments (TI), we design and make semiconductors that we sell to electronics designers and
manufacturers all over the world. We have two reportable segments, which are established along major categories of
products as follows:

Analog - consists of the following major product lines: High Volume Analog & Logic (HVAL), Power Management
(Power), High Performance Analog (HPA) and Silicon Valley Analog (SVA). SVA consists primarily of products that
we acquired through our purchase of National Semiconductor Corporation (National) in 2011.

Embedded Processing - consists of the following major product lines: Processors, Microcontrollers and Connectivity.

We report the results of our remaining business activities in Other. See Note 11 for the results of our business
segments.

Basis of presentation

The consolidated financial statements have been prepared in accordance with accounting principles generally accepted
in the U.S. (GAAP) and on the same basis as the audited financial statements included in our annual report on Form
10-K for the year ended December 31, 2013. The Consolidated Statements of Income, Comprehensive Income and
Cash Flows for the periods ended June 30, 2014, and 2013, and the Consolidated Balance Sheet as of June 30, 2014,
are not audited but reflect all adjustments that are of a normal recurring nature and are necessary for a fair statement of
the results of the periods shown. Certain amounts in the prior periods’ financial statements have been reclassified to
conform to the current period presentation. Certain information and note disclosures normally included in annual
consolidated financial statements have been omitted pursuant to the rules and regulations of the U.S. Securities and
Exchange Commission. Because the consolidated interim financial statements do not include all of the information
and notes required by GAAP for a complete set of financial statements, they should be read in conjunction with the
audited consolidated financial statements and notes included in our annual report on Form 10-K for the year ended
December 31, 2013. The results for the three-month and six-month periods are not necessarily indicative of a full
year’s results.

The consolidated financial statements include the accounts of all subsidiaries. All intercompany balances and
transactions have been eliminated in consolidation. All dollar amounts in the financial statements and tables in these
notes, except per-share amounts, are stated in millions of U.S. dollars unless otherwise indicated.

Earnings per share (EPS)

Unvested share-based payment awards that contain non-forfeitable rights to receive dividends or dividend equivalents,
such as our restricted stock units (RSUs), are considered to be participating securities and the two-class method is
used for purposes of calculating EPS. Under the two-class method, a portion of net income is allocated to these
participating securities and, therefore, is excluded from the calculation of EPS allocated to common stock, as shown in
the table below.
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TEXAS INSTRUMENTS INCORPORATED AND SUBSIDIARIES

Computation and reconciliation of earnings per common share are as follows (shares in millions):

Basic EPS:

Net income

Income allocated to RSUs

Income allocated to common stock for
basic EPS calculation

Adjustment for dilutive shares:
Stock-based compensation plans

Diluted EPS:

Net income

Income allocated to RSUs

Income allocated to common stock for
diluted EPS calculation

Basic EPS:

Net income

Income allocated to RSUs

Income allocated to common stock for
basic EPS calculation

Adjustment for dilutive shares:
Stock-based compensation plans

Diluted EPS:

Net income

Income allocated to RSUs

Income allocated to common stock for
diluted EPS calculation

For Three Months Ended

June 30, 2014
Net Income Shares

$683

(10 )

$673 1,071
15

$683

(10 )

$673 1,086

For Six Months Ended

June 30, 2014

Net Shares

Income

$1,170

(18 )

$1,152 1,076
15

$1,170

(18 )

$1,152 1,091

EPS

$.63

$.62

EPS

$1.07

$1.06

For Three Months Ended

June 30, 2013
Net Income Shares

$660

(11 )

$649 1,103
14

$660

(11 )

$649 1,117

For Six Months Ended

June 30, 2013

Net Shares

Income

$1,022

(18 )

$1,004 1,105
15

$1,022

(18 )

$1,004 1,120

EPS

$.59

$.58

EPS

$.91

$.90

Potentially dilutive securities representing 14 million and 13 million shares of common stock that were outstanding
during the second quarters of 2014 and 2013, respectively, and 12 million and 23 million shares outstanding during
the first six months of 2014 and 2013, respectively, were excluded from the computation of diluted earnings per

common share because their effect would have been anti-dilutive.

10
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Derivatives and hedging

In association with the issuance of certain long-term debt, we use financial derivatives such as treasury rate lock
agreements that are recognized in AOCI and amortized over the life of the related debt. The results of these derivative
transactions have not been material.

We also use derivative financial instruments to manage exposure to foreign exchange risk. These instruments are
primarily forward foreign currency exchange contracts, which are used as economic hedges to reduce the earnings
impact that exchange rate fluctuations may have on our non-U.S. dollar net balance sheet exposures. Gains and losses
from changes in the fair value of these forward foreign currency exchange contracts are credited or charged to OI&E.
We do not apply hedge accounting to our foreign currency derivative instruments.

We do not use derivatives for speculative or trading purposes.
Fair values of financial instruments

The fair values of our derivative financial instruments were not significant at June 30, 2014. Our investments in cash
equivalents, short-term investments and certain long-term investments, as well as our deferred compensation
liabilities, are carried at fair value and are discussed in Note 5. The carrying values for other current financial assets
and liabilities, such as accounts receivable and accounts payable, approximate fair value due to the short maturity of
such instruments. The carrying value of our long-term debt approximates the fair value as measured using
broker-dealer quotes, which are based on Level 2 inputs. See Note 5 for the definition of Level 2 inputs.

Changes in Accounting Standards

In April 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) No.
2014-08, Presentation of Financial Statements (Topic 205) and Property, Plant, and Equipment (Topic 360): Reporting
Discontinued Operations and Disclosures of Disposals of Components of an Entity. This standard raises the threshold
for a disposal to qualify as a discontinued operation. Under the new guidance, only a disposal representing a strategic
shift in operations that has or will have a major effect on an entity's operations and financial results, such as a disposal
of a major geographic area or a major line of business, should be presented as discontinued operations. In addition, the
new standard requires additional disclosures of both discontinued operations and certain other disposals that do not
meet the revised definition of a discontinued operation. This standard is effective for annual and interim reporting
periods beginning as of January 1, 2015. In the event that a future disposition meets the revised criteria, we expect that
this standard will have an impact on the presentation of our financial statements and we will note the appropriate
disclosures at that time.

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606). This
standard provides a single set of guidelines for revenue recognition to be used across all industries and requires
additional disclosures. This standard is effective for annual and interim reporting periods beginning as of January 1,
2017. We are currently evaluating the potential impact of this standard on our financial position and results of
operations.

2. Acquisition charges

We incurred various costs as a result of the 2011 acquisition of National that are included in Other, consistent with
how management measures the performance of our segments. These acquisition charges are as follows:

11



Edgar Filing: TEXAS INSTRUMENTS INC - Form 10-Q

For Three Months Ended For Six Months Ended

June 30, June 30,

2014 2013 2014 2013
Amortization of intangible assets $79 $81 $159 $162
Stock-based compensation 3 3 6 6
Retention bonuses — 2 — 3
Acquisition charges $82 $86 $165 $171

Amortization of intangible assets resulting from the National acquisition is based on estimated useful lives. See Note 6
for additional information.

12
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Stock-based compensation reflects awards to former National employees and is recognized over the applicable vesting
period for the remaining grantees.

Retention bonuses reflect amounts paid to former National employees who fulfilled agreed-upon service period
obligations and were recognized ratably over the required service period.

3.Restructuring charges/other

Restructuring charges/other is comprised of the following components, all of which are recognized in Other:

For Three Months Ended For Six Months Ended
June 30, June 30,
2014 2013 2014 2013 Cumulative Since
January 1, 2011
Restructuring charges by
action:
2013 actions
Severance and benefits cost (a) $(6 ) $— $21 $— $70
Other exit costs 2 — 7 — 7
4 ) — 28 — 77
2012 Wireless action
Severance and benefits cost (a) — 26 (6 ) 30 269
Accelerated depreciation — 3 — 6 9
Other exit costs — — — 2 105
— 29 (6 ) 38 383
Prior actions
Severance and benefits cost — 1 — 1 119
Accelerated depreciation — — 1 5 29
Other exit costs — 3 (1 ) 4 52
— 4 — 10 200
Total restructuring charges 4 ) 33 22 48 $660
Other:
Gains on sales of assets 2 ) — (39 ) —
Gain on technology transfer — (315 ) — (315 )
Other 2 — 2 —
Restructuring charges/other  $(4 ) $(282 ) $(15 ) $(267 )

(a) Includes changes in estimates for the three and six months ended June 30, 2014.
2013 actions

In January 2014, we announced cost-saving actions in Embedded Processing and in Japan to reduce expenses and
focus our investments on markets with greater potential for sustainable growth and strong long-term returns. We
expect the actions to be completed by mid-2015. Cost reductions include the elimination of about 1,100 jobs
worldwide. Through June 30, 2014, we have recognized $77 million in cumulative restructuring charges, consisting of
$70 million for severance and related benefit costs and $7 million in other exit costs, with no further charges expected.
As of June 30, 2014, $6 million has been paid to terminated employees for severance and benefits.

13
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2012 Wireless action

In 2012, we announced a restructuring of our Wireless business to reduce expenses and focus our investments on
markets with greater potential for sustainable growth and strong long-term returns. This action is now complete. We
recognized $383 million in cumulative restructuring charges, including a $90 million impairment of goodwill. As of
June 30, 2014, $216 million has been paid to terminated employees for severance and benefits.

9
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Prior actions
In 2012, we announced closure of two older semiconductor manufacturing facilities in Houston, Texas, and Hiji,
Japan. We recognized $200 million in cumulative restructuring charges related to these closures, completing both by

the end of 2013. As of June 30, 2014, $101 million has been paid to terminated employees for severance and benefits.

As of June 30, 2014, and December 31, 2013, we carried immaterial liabilities related to actions commenced in 2008
and 2009.

The table below reflects the changes in accrued restructuring balances associated with these actions:

2013 Actions 201.2 Wireless Prior Actions
Action

Severance Other Severance and Severance Other

and Charges  Benefits and Charges Total

Benefits & Benefits &
I;(;:ln;)ammg accrual at December 31, $49 $— $95 $10 $7 $161
Restructuring charges (a) 21 7 (6 ) — — 22
Payments (6 ) — (36 ) (5 ) (7 ) (54 )
Remaining accrual at June 30,2014  $64 $7 $53 $5 $— $129

(a) Includes changes in estimates for the six months ended June 30, 2014.

The accrual balances above are primarily a component of Accrued expenses and other liabilities or Deferred credits
and other liabilities on our Consolidated Balance Sheets, depending on the expected timing of payment.

Other
Gains on sales of assets

During the first quarter of 2014, we completed the sale of our site in Nice, France. The planned shut-down of this site
was part of our 2012 Wireless restructuring action. As a result of the sale, we recognized a gain of $30 million in the
first quarter of 2014. We also recognized gains of $9 million on a year-to-date basis tied to the sales of other assets
associated with our Houston and Hiji sites, with $2 million recognized in the second quarter of 2014.

Gain on technology transfer

During the second quarter of 2013, we recognized a gain of $315 million on a transfer of wireless connectivity
technology to a customer.

4.Income taxes

Federal income taxes for the interim periods presented have been included in the accompanying financial statements
on the basis of an estimated annual effective tax rate. The rate is based on current tax law and for 2014 does not
assume reinstatement of the federal research tax credit, which expired at the end of 2013. As of June 30, 2014, the
estimated annual effective tax rate for 2014 is about 28 percent, which differs from the 35 percent statutory corporate
tax rate due to lower statutory tax rates applicable to our operations in many of the jurisdictions in which we operate

15
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and from U.S. tax benefits. The first-quarter 2013 tax provision included a $65 million discrete tax benefit from the
reinstatement of the federal research tax credit retroactive to the beginning of 2012.

5.Valuation of debt and equity investments and certain liabilities
Debt and equity investments

We classify our investments as available for sale, trading, equity method or cost method. Most of our investments are
classified as available for sale.

10
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Available-for-sale and trading securities are stated at fair value, which is generally based on market prices, broker
quotes or, when necessary, financial models. See fair-value discussion below. Unrealized gains and losses on
available-for-sale securities are recorded as an increase or decrease, net of taxes, in AOCI on our Consolidated
Balance Sheets. We record other-than-temporary impairments on available-for-sale securities in OI&E in our
Consolidated Statements of Income.

We classify certain mutual funds as trading securities. These mutual funds hold a variety of debt and equity
investments intended to generate returns that offset changes in certain deferred compensation liabilities. We record
changes in the fair value of these mutual funds and the related deferred compensation liabilities in SG&A.

Our other investments are not measured at fair value but are accounted for using either the equity method or cost
method. These investments consist of interests in venture capital funds and other non-marketable equity securities.
Gains and losses from equity-method investments are reflected in OI&E based on our ownership share of the investee’s
financial results. Gains and losses on cost-method investments are recorded in OI&E when realized or when an
impairment of the investment’s value is warranted based on our assessment of the recoverability of each investment.

Details of our investments are as follows:

June 30, 2014 December 31, 2013
gzzﬁ and Short-term  Long-term g::}ﬁ and Short-term  Long-term
. Investments Investments . Investments Investments
Equivalents Equivalents
Measured at fair value:
Available-for-sale securities
Money market funds $408 $— $— $500 $— $—
Corporate obligations 80 287 — 123 217 —
U.S. Govemm@t agency and 495 1301 o 737 1,985 L
Treasury securities
Trading securities
Mutual funds — — 182 — — 179
Total 983 1,588 182 1,410 2,202 179
Other measurement basis:
Equity-method investments — — 24 — — 24
Cost-method investments — — 13 — — 13
Cash on hand 233 — — 217 — —
Total $1,216 $1,588 $219 $1,627 $2,202 $216

At June 30, 2014, and December 31, 2013, we had no significant unrealized gains or losses associated with our
available-for-sale investments. We did not recognize any credit losses related to available-for-sale investments for the
six months ended June 30, 2014, and 2013.

For the six months ended June 30, 2014, and 2013, the proceeds from sales, redemptions and maturities of short-term

available-for-sale investments were $2.08 billion and $2.88 billion, respectively. Gross realized gains and losses from
these sales were not significant.

17
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The following table presents the aggregate maturities of investments in debt securities classified as available for sale
at June 30, 2014:

Due Fair Value
One year or less $2,336
One to two years 235

11

18



Edgar Filing: TEXAS INSTRUMENTS INC - Form 10-Q
TEXAS INSTRUMENTS INCORPORATED AND SUBSIDIARIES

Gross realized gains and losses from sales of long-term investments were not significant for the six months ended
June 30, 2014, and 2013. Other-than-temporary declines and impairments in the values of these investments
recognized in OI&E were also not significant for the six months ended June 30, 2014, and 2013.

Fair-value considerations

We measure and report certain financial assets and liabilities at fair value on a recurring basis. Fair value is defined as
the price that would be received to sell an asset or paid to transfer a liability (an exit price) in the principal or most
advantageous market for the asset or liability in an orderly transaction between market participants on the
measurement date.

The three-level hierarchy discussed below indicates the extent and level of judgment used to estimate fair-value
measurements.

. Level I — Uses unadjusted quoted prices that are available in active markets for identical assets or liabilities as of
the reporting date.

Level 2 — Uses inputs other than Level 1 that are either directly or indirectly observable as of the reporting date
through correlation with market data, including quoted prices for similar assets and liabilities in active markets and
quoted prices in markets that are not active. Level 2 also includes assets and liabilities that are valued using models or
other pricing methodologies that do not require significant judgment since the input assumptions used in the models,
such as interest rates and volatility factors, are corroborated by readily observable data. Our Level 2 assets consist of
corporate obligations and some U.S. government agency and Treasury securities. We utilize a third-party data service
to provide Level 2 valuations. We verify these valuations for reasonableness relative to unadjusted quotes obtained
from brokers or dealers based on observable prices for similar assets in active markets.

Level 3 — Uses inputs that are unobservable, supported by little or no market activity and reflect the use of
significant management judgment. These values are generally determined using pricing models that utilize
management estimates of market participant assumptions.

The following are our assets and liabilities that were accounted for at fair value on a recurring basis as of June 30,
2014, and December 31, 2013. For these periods, we had no Level 3 assets or liabilities. These tables do not include
cash on hand, assets held by our postretirement plans, or assets and liabilities that are measured at historical cost or
any basis other than fair value.

Fair Value

June 30, 2014 Level 1 Level 2
Assets:
Money market funds $408 $408 $—
Corporate obligations 367 — 367
U.S. Government agency and Treasury securities 1,796 1,370 426
Mutual funds 182 182 —
Total assets $2,753 $1,960 $793
Liabilities:
Deferred compensation $199 $199 $—
Total liabilities $199 $199 $—
12
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Fair Value

December 31, 2013 Level 1 Level 2
Assets:
Money market funds $500 $500 $—
Corporate obligations 340 — 340
U.S. Government agency and Treasury securities 2,772 2,107 665
Mutual funds 179 179 —
Total assets $3,791 $2,786 $1,005
Liabilities:
Deferred compensation $197 $197 $—
Total liabilities $197 $197 $—

6.Goodwill and acquisition-related intangibles

Goodwill was $4.36 billion net of accumulated impairment of $90 million as of June 30, 2014, and December 31,
2013. There was no impairment of goodwill during the six months ended June 30, 2014 and 2013.

Components of acquisition-related intangible assets are as follows:

June 30, 2014 December 31, 2013

Acquisition-related Amortization Gross. Accumulated Gross. Accumulated
. . Carrying . Net Carrying . Net

Intangibles Period (Years) Amortization Amortization

Amount Amount
Developed technology 5-10 $2,126 $604 $1,522 $2,157 $526 $1,631
Customer relationships 8 810 280 530 821 239 582
Other intangibles 5 4 2 2 5 3 2
In-process R&D (a) 8 n/a 8 8 n/a 8
Total $2,948 $886 $2,062 $2,991 $768 $2,223

(a) In-process R&D is not amortized until the associated project has been completed. Alternatively, if the associated
project is determined not to be viable, it is expensed.

Amortization of acquisition-related intangibles was $80 million and $85 million for the three months ended and $161

million and $170 million for the six months ended June 30, 2014, and 2013, respectively, primarily related to
developed technology. Fully amortized assets are written off against accumulated amortization.

13
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7.Postretirement benefit plans

Components of net periodic employee benefit cost are as follows:

For Three Months Ended June 30,
Service cost

Interest cost

Expected return on plan assets
Amortization of prior service cost (credit)
Recognized net actuarial loss

Net periodic benefit costs

Settlement losses (a)

Curtailment gain

Total, including other postretirement (gains)
losses

For Six Months Ended June 30,

Service cost

Interest cost

Expected return on plan assets
Amortization of prior service cost (credit)
Recognized net actuarial loss

Net periodic benefit costs

Settlement losses (a)

Curtailment gain

Total, including other postretirement (gains)
losses

U.S.

Defined Benefit
2014 2013
$5 $7
11 10
(11 ) (12
7 5

12 10

2 6
$14 $16
U.S.

Defined Benefit
2014 2013
$10 $14
22 21
(21 ) (25
13 11
24 21

3 13
$27 $34

U.S.

Retiree Health Care
2014 2013

$1 $2

6 5

(5 ) (6 )
1 1

2 3

5 5

$5 $5

U.S.

Retiree Health Care
2014 2013

$2 $3

11 10

(10 ) (12 )
2 2

4 6

9 9

$9 $9

(a) Includes non-restructuring and restructuring-related settlement losses.

Non-U.S.
Defined Benefit
2014 2013
$10 $10
18 15
(22 ) (16
_ a

7 7

13 15
_ 3
$13 $12
Non-U.S.
Defined Benefit
2014 2013
$20 $20
35 31
(41 ) (33
(1 ) (2
13 17
26 33
_ 3
$26 $30

In the second quarter of 2014, as a result of retirements, we remeasured our U.S. defined benefit plan. For the six
months ended June 30, 2014, we recognized a settlement loss of $3 million.

In the second quarter of 2013, as a result of increased retirement activities, we remeasured our U.S. and Japan defined

benefit plans. These remeasurements resulted in a net actuarial gain on a pre-tax basis of $65 million in Other

comprehensive income. Of this gain, $17 million related to the U.S. plans and $48 million was for Japan. For the six

months ended June 30, 2013, we also recognized a settlement loss of $13 million on our U.S. defined benefit plans
and a $3 million curtailment gain related to Japan.

8.Debt and lines of credit

Short-term borrowings
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We maintain a line of credit to support commercial paper borrowings, if any, and to provide additional liquidity
through bank loans. As of June 30, 2014, we had a variable-rate revolving credit facility from a consortium of
investment-grade banks that allows us to borrow up to $2 billion through March 2019. The interest rate on borrowings
under this credit facility, if drawn, is indexed to the applicable London Interbank Offered Rate (LIBOR). As of

June 30, 2014, our credit facility was undrawn and we had no commercial paper outstanding.
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Long-term debt

In March 2014, we issued an aggregate principal amount of $500 million of fixed-rate long-term debt, with $250
million due in 2017 and $250 million due in 2021. The proceeds of the offering were $498 million, net of the original
issuance discount and were used toward the repayment of the $1.0 billion of debt that matured in May 2014. We
incurred $3 million of issuance and other related costs, which are being amortized to Interest and debt expense over
the term of the debt.

In May 2013, we issued an aggregate principal amount of $1.0 billion of fixed-rate long-term debt, with $500 million
due in 2018 and $500 million due in 2023. We incurred $6 million of issuance and other related costs, which are being
amortized to Interest and debt expense over the term of the debt. The proceeds of the offering were $986 million, net
of the original issuance discount, and were used toward the repayment of $1.5 billion of maturing debt, including
floating-rate notes. In connection with this repayment, we settled a floating-to-fixed interest rate swap associated with
the maturing debt.

Long-term debt outstanding as of June 30, 2014, and December 31, 2013, is as follows:

June 30, December 31,
2014 2013
Notes due 2014 at 1.375% $— $1,000
Notes due 2015 at 3.95% (assumed with National acquisition) 250 250
Notes due 2015 at 0.45% 750 750
Notes due 2016 at 2.375% 1,000 1,000
Notes due 2017 at 6.60% (assumed with National acquisition) 375 375
Notes due 2017 at 0.875% 250 —
Notes due 2018 at 1.00% 500 500
Notes due 2019 at 1.65% 750 750
Notes due 2021 at 2.75% 250 —
Notes due 2023 at 2.25% 500 500
4,625 5,125
Net unamortized premium 23 33
Current portion of long-term debt (254 ) (1,000 )
Long-term debt $4,394 $4,158

Interest and debt expense was $24 million for the three months ended and $49 million and $47 million for the six
months ended June 30, 2014, and 2013, respectively. This was net of the amortization of the debt premium and other
debt issuance costs. Capitalized interest was not material.

9.Contingencies

Indemnification guarantees

We routinely sell products with an intellectual property indemnification included in the terms of sale. Historically, we

have had only minimal, infrequent losses associated with these indemnities. Consequently, we cannot reasonably
estimate or accrue for any future liabilities that may result.
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Warranty costs/product liabilities

We accrue for known product-related claims if a loss is probable and can be reasonably estimated. During the periods
presented, there have been no material accruals or payments regarding product warranty or product liability.
Historically, we have experienced a low rate of payments on product claims. Although we cannot predict the
likelihood or amount of any future claims, we do not believe they will have a material adverse effect on our financial
condition, results of operations or liquidity. Consistent with general industry practice, we enter into formal contracts
with certain customers that include negotiated warranty remedies. Typically, under these agreements our warranty for
semiconductor products includes three years of coverage; an obligation to repair, replace or refund; and a maximum
payment obligation tied to the price paid for our products. In some cases, product claims may exceed the price of our
products.

General

We are subject to various legal and administrative proceedings. Although it is not possible to predict the outcome of
these matters, we believe that the results of these proceedings will not have a material adverse effect on our financial
condition, results of operations or liquidity. From time to time, we also negotiate contingent consideration payment
arrangements associated with certain acquisitions, which are recorded at fair value.

Discontinued operations indemnity

In connection with the 2006 sale of the former Sensors & Controls (S&C) business, we have agreed to indemnify
Sensata Technologies, Inc., for specified litigation matters and certain liabilities, including environmental liabilities.
In a settlement with a third party, we have agreed to indemnify that party for certain events relating to S&C products,
which events we consider remote. We believe our total remaining potential exposure from both of these indemnities
will not exceed $200 million. As of June 30, 2014, we believe future payments related to these indemnity obligations
will not have a material effect on our financial condition, results of operations or liquidity.

10. Supplemental financial information

Prepaid Expenses and Other Current Assets

June 30, 2014 December 31, 2013
Prepaid taxes on intercompany inventory profits $736 $667
Assets held for sale (a) 78 —
Other prepaid expenses and current assets 178 196
Prepaid expenses and other current assets $992 $863

As of June 30, 2014, we had excess assets in various locations, with an aggregate carrying value of $78 million,
which met the criteria to be considered held for sale and were included in Prepaid expenses and other current assets
in our Consolidated Balance Sheets. Prior to the reclassification in the first quarter of 2014, the comparable

(a)carrying amount of these assets as of December 31, 2013, of $81 million was in Property, plant and equipment, net.
Assets considered held for sale are no longer being depreciated. We expect the sales transactions applicable to
these assets to be completed within the next year and any resulting gain on such sales will be recognized on the
Restructuring charges/other line of our Consolidated Statements of Income in Other.
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Details on amounts reclassified out of Accumulated other comprehensive income (loss), net of taxes, recognized
within Net income

Our Consolidated Statements of Comprehensive Income include items which have been recognized within Net income
during the periods ended June 30, 2014 and 2013. The table below details where these transactions are recorded on the
Consolidated Statements of Income.

For Three Months Ended  For Six Months Ended Impact to

June 30, June 30, Related Statement of
Details About AOCI Components 2014 2013 2014 2013 Income Line
Net actuarial gains (losses) of
defined benefit plans:
Recognized net actuarial loss and Increase to Pension
Settlement losses (a) $18 $21 $33 $47

expense (b)

Tax effect (7 ) (5 ) (12 ) (14 ) Decrease to Provision for

income taxes
Recognized within Net income, $11 $16 $21 $33 Decrease to Net income

net of taxes

Prior service cost of defined
benefit plans:

Amortization of prior service cost
(credit) and Curtailment gain (a)

Increase (decrease) to
Pension expense (b)
Increase to Provision for
income taxes

Decrease (increase) to
Net income

$1 $3 ) $1 $@3 )

Tax effect — 1 — 1

Recognized within Net income,
g $1 $2 ) $1 $2 )

net of taxes

Derivative instruments:

Amortization of treasury rate

locks $1 §— $1 $1 Increase to Interest and

debt expense

No change to Provision

Tax effect — — — — .
for income taxes

Recognized within Net income,

$1 $— $1 $1 Decrease to Net income
net of taxes

(a) Detailed in Note 7.

(b) Pension expense is included in the computation of total employee benefit cost, which is allocated to COR, R&D,
SG&A and Restructuring charges/other in the Consolidated Statements of Income.
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11.Segment data

See Note 1 for a detailed description of our reportable segments.

Segment Revenue:
Analog

Embedded Processing
Other

Total revenue

Segment Operating Profit:

Analog

For Three Months Ended
June 30,

2014 2013
$1,995 $1,745
703 618

594 684
$3,292 $3,047
For Three Months Ended
June 30,

2014 2013

$
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For Six Months Ended
June 30,

2014 2013
$3,832 $3,393
1,359 1,178
1,084 1,361
$6,275 $5,932
For Six Months Ended
June 30,

2014 2013
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