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(Address, including zip code, and telephone number, including area code, of registrant s principal executive offices)
Securities registered pursuant to Section 12(b) of the Act:
None

Securities registered pursuant to Section 12(g) of the Act:

(Name of each exchange

(Title of each class) on which registered)
Class A Common Stock, $0.001 Par Value Per Share NASDAQ National Market
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes © No x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes © No x

Note Checking the box above will not relieve any registrant required to file reports pursuant to Section 13 or 15(d) of the Exchange Act from
their obligations under those Sections.

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 ©~ No x

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this chapter) is not contained
herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in
Part III of this Form 10-K or any amendment to this Form 10-K. x

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):

Largeaccelerated filer ~ Accelerated filer ~ Non-accelerated filer x
Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Exchange Act). Yes © No x

The aggregate market value of Common Stock held by non-affiliates of the registrant (based upon the closing sale price on the NASDAQ
National Market on March 9, 2006) was approximately $1,360,266,308. Shares held by each executive officer, director and by each person who
owns 10% or more of the outstanding Common Stock have been excluded in that such persons may be deemed to be affiliates. This
determination of affiliate status is not necessarily a conclusive determination for other purposes.

The number of shares outstanding of each of the registrant s classes of common stock as of the close of business on March 9, 2006:

Class Number of Shares
Class A Common Stock, $0.001 par value 95,793,402
Class B Common Stock, $0.001 par value 1
Class C Common Stock, $0.001 par value 1
Class D Common Stock, $0.001 par value 32,352,934
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement for the Annual Meeting of Stockholders to be held on May 12, 2006 are incorporated into Part III hereof.
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PARTI
ITEM 1. BUSINESS
Cautionary Statement Regarding Forward-Looking Statements

The statements in this report include forward-looking statements. These statements relate to future events or our future financial performance.
Forward-looking statements may include words such as may,  will,  should, expect, plan, intend, anticipate, believe,

estimate,  predict, potential or continue or other wording indicating future results or expectations. Forward-looking statements are
subject to risks and uncertainties, and actual events or results may differ materially. Factors that could cause our actual results to differ
materially include, but are not limited to, those discussed under Risk Factors in this report and the following factors:

our ability to successfully introduce our next generation products to market in a timely manner;

our ability to effectively and timely achieve volume production of our next generation products;

our ability to increase market acceptance of our products based on our MirrorBit™ technology;

our ability to accelerate our product development cycle;

our ability to penetrate further the integrated category of the Flash memory market with our high density products;

our ability to increase the number of customers who buy our products;

our ability to successfully develop and transition to the latest technologies, including 90-nanometer manufacturing process technology
in the first half of fiscal 2006,

our ability to have 300-millimeter Flash memory wafer manufacturing capacity in 2008;

our ability to implement successfully our cost reduction efforts;

our ability to reduce our reliance on AMD and Fujitsu for administrative and other services and functions;

our ability to work with AMD and Fujitsu to reduce costs under our service agreements with them;

our ability to control our operating expenses, particularly our marketing, general and administrative costs;

our ability to design and implement new enterprise-wide information systems in a timely and cost-effective manner;
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our ability to develop our MirrorBit ORNAND™ architecture, introduce new products based on our MirrorBit ORNAND architecture,
and to achieve customer acceptance of these products, particularly among mobile phone OEMs;

our ability to develop systems-level solutions that provide value to customers of our products;

our ability to enter new markets not traditionally served by Flash memory by, for example, integrating logic functions within high
density arrays of Flash memory; and

our ability to negotiate successfully patent and other intellectual property licenses and patent cross-licenses and acquire additional
patents after we lose key intellectual property rights once we are no longer a beneficiary under AMD s existing cross-license
agreements.
We undertake no obligation to revise or update any forward-looking statements to reflect any event or circumstance that arises after the date of
this report.

Table of Contents 6



Edgar Filing: Spansion Inc. - Form 10-K

Table of Conten
Our Company

We are one of the largest Flash memory providers and the largest company in the world dedicated exclusively to developing, designing and
manufacturing Flash memory, a critical semiconductor component of nearly every electronic product and one of the fastest growing segments of
the semiconductor industry. Our Flash memory is incorporated into a broad range of electronic products, including mobile phones, consumer
electronics, automotive electronics, networking and telecommunications equipment and PC peripherals. Our products are integrated into
products from original equipment manufacturers, or OEMs, in each of these markets. We operate four Flash memory wafer fabrication facilities,
or fabs, four assembly and test sites and a development fab, known as our Submicron Development Center, or SDC.

We were originally organized as a Flash memory manufacturing venture of AMD and Fujitsu in 1993 named Fujitsu AMD Semiconductor
Limited, or FASL. The primary function of FASL was to manufacture and sell Flash memory wafers to AMD and Fujitsu, who in turn converted
the Flash memory wafers into finished Flash memory products and sold them to their customers. AMD and Fujitsu were also responsible for all
research and development and marketing activities and provided FASL with various support and administrative services.

By 2003, AMD and Fujitsu desired to expand the operations of FASL to: achieve economies of scale; add additional Flash memory wafer
fabrication capacity; include assembly, test, mark and pack operations; include research and development capabilities; and include various
marketing and administrative functions. To accomplish these goals, in 2003, AMD and Fujitsu reorganized our business as a Flash memory
company called FASL LLC, later renamed Spansion LLC, by integrating the manufacturing venture with other Flash memory assets of AMD
and Fujitsu. Following this reorganization, we manufactured and sold finished Flash memory devices to customers worldwide through our two
sole distributors, AMD and Fujitsu.

AMD s sales force responsible for selling our products was transferred to us in the second quarter of fiscal 2005. Although the transition of some
related support functions, including booking and billing, is still underway, we expect, by mid-2006, to sell directly as well as through distributors
to customers formerly served by AMD and potential customers not served solely by Fujitsu. We also agreed with Fujitsu that Fujitsu will remain
our sole distributor in Japan and a distributor throughout the rest of the world, other than Europe and the Americas with limited exceptions.

We were reorganized from Spansion LLC into Spansion Inc. in connection with our initial public offering in December 2005. Spansion Inc. was
incorporated under the laws of Delaware on November 22, 2005. Our mailing address and executive offices are located at 915 DeGuigne Drive,
Sunnyvale, California 94088, and our telephone number is (408) 962-2500. References in this report to Spansion, we, us, our, orthe Compan}
shall mean Spansion Inc. and our consolidated subsidiaries, unless the context indicates otherwise.

We post on the Investor Relations page of our Web site, www.spansion.com, a link to our filings with the SEC, our Code of Ethics for our Chief
Executive Officer, Chief Financial Officer, Corporate Controller and other senior finance executives, our Worldwide Standards of Business
Conduct, which applies to all directors and all our employees, and the charters of our Audit, Compensation and Nominating and Corporate
Governance committees. Our filings with the SEC are posted as soon as reasonably practical after they are filed electronically with the SEC.
You can also obtain copies of these documents by writing to us at: Corporate Secretary, Spansion Inc., 915 DeGuigne Drive, Sunnyvale,
California 94088, or emailing us at: Corporate.Secretary @ spansion.com. These documents and filings are provided free of charge.

For financial information about geographic areas and for segment information with respect to sales and operating results, refer to the information
set forth in Note 15 of our consolidated financial statements, beginning on page 102, below.

For a discussion of the risk factors related to our business operations, please see the sections entitled, Cautionary Statement Regarding
Forward-Looking Statements, above, and the Risk Factors set forth under Item 1A below.
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Consumers are increasingly demanding access to digital content through sophisticated communications equipment, consumer electronic products
and automotive electronics. People now expect to instantly access, store and interact with multimedia content, including photos, music, video
and text files using such products as mobile phones, digital cameras, DVD players, set top boxes, or STBs, MP3 players and automotive
electronics such as navigation systems. The primary semiconductor component used to store and access this kind of digital content is Flash
memory, and as a result, Flash memory has become one of the most critical components of electronic products. Most electronic products use
Flash memory to store important program instructions, known as code, as well as multimedia or other digital content, known as data. Code
storage allows the basic operating instructions, operating system software or program code to be retained, which allows an electronic product to
function, while data storage allows digital content, such as multimedia files, to be retained. There are two major architectures of Flash memory
in the market today: NOR Flash memory, which is used for code and data storage in mobile phones and primarily for code storage in consumer
electronics, and NAND Flash memory, which is primarily used for data storage in removable memory applications, such as compact Flash cards
and USB drives, and is increasingly being used in some high-end mobile phones and embedded applications.

The Flash memory market can be divided into two major categories based on application: removable storage, where Flash memory is a
solid-state, detachable product, and integrated storage, where Flash memory is built into the product. . The integrated storage category includes
portable, battery-powered communications applications, which are referred to as wireless, and all other applications, such as consumer and
automotive electronics, which are referred to as embedded. Flash memory is used across a wide spectrum of applications. Within each of the
wireless, embedded and removable storage Flash memory market categories, customer and application needs are influenced by whether the
application will predominantly require code storage, data storage or a combination of the two. Traditional criteria by which Flash memory
customers evaluate Flash memory products include density, or a Flash memory product s storage capacity, cost per bit, performance, reliability
and power consumption. In addition to having product-specific requirements, we believe Flash memory customers will increasingly seek Flash
memory providers that have the ability to add value beyond the Flash memory component itself.

Products

Our products focus primarily on the integrated storage category of the Flash memory market where high reliability, a full range of densities, fast
read performance and value-added solutions are important. Our products are currently based on NOR Flash memory architecture and offer
densities from one to 512 megabits with a breadth of interfaces and features. In addition, in the fourth quarter of fiscal 2005, we began sampling
the industry s first single-chip one gigabit NOR Flash memory device. We are also developing products based on our MirrorBit ORNAND
architecture for applications currently addressed by NAND Flash memory products. We began sampling a one gigabit MirrorBit ORNAND
device in the first quarter of fiscal 2006.

Technology

Our Flash memory products are currently based on two technologies: single bit-per-cell floating gate technology and two bits-per-cell MirrorBit
technology,

Floating gate technology. Floating gate is the conventional technology that is used by most Flash memory companies today for both NOR and
NAND products. Floating gate is a memory cell technology which uses a conductive cell storage medium. It is referred to as a floating gate
because the storage medium is electrically isolated or floating from the rest of the cell to ensure that stored charge does not leak away resulting
in memory loss. Floating gate technology has traditionally stored one bit of data per memory cell, referred to as single level cell floating gate
technology, or SLC. To achieve higher densities and lower costs per bit, the industry has developed floating gate technology to store two bits of
data per memory cell, referred to as floating gate multilevel cell, or MLC, technology. MLC floating gate stores one of four different quantities
of charge,
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known as fractional charge storage, in a memory cell. These different quantities of charge are decoded as equivalent to two bits of information.
We have chosen not to use MLC floating gate to achieve two bits per cell in our products. Instead, we have developed MirrorBit technology to
achieve two-bits-per cell. Our products using floating gate technology are typically used for code storage at low to medium densities for
applications requiring very high read speeds, extreme temperatures and harsh environments such as automotive applications.

MirrorBit technology. MirrorBit technology is our proprietary technology that takes a fundamentally different approach from both MLC and
SLC floating gate technology. MirrorBit technology allows us to offer a broad range of product configurations with the advantages of NOR
architecture. MirrorBit technology stores two bits of data in a single memory cell, doubling the density, or storage capacity, of each memory cell
and enabling higher density products. In contrast with the conductive storage medium used by floating gate technology, MirrorBit technology
stores charge in a non-conductive storage medium, silicon nitride, without the need for a floating gate. While electrons stored on a floating gate
will diffuse, those stored in a particular location of a MirrorBit nitride cell will stay in place. This enables MirrorBit technology to store charge
in two physically distinct locations, rather than requiring four levels of charge like MLC floating gate Flash memory. Storing charge in a silicon
nitride layer and eliminating the requirement for a floating gate simplifies the manufacturing process, which results in higher yields and lower
costs. Our products using MirrorBit technology are typically used for code storage or code and data storage in the integrated market and range
from low to high densities.

While historically our products have been based on floating gate technology, which comprised a substantial portion of our net sales in fiscal
2005, the majority of our new product designs use MirrorBit technology, with sales of products based on MirrorBit technology reaching
approximately 30 percent of net sales during the fourth quarter of fiscal 2005. Our products have traditionally been designed to support code, or
mixed code and data storage applications, and serve the integrated category of the Flash memory market.

Wireless Products

Our products for wireless applications, particularly for mobile phones, offer a combination of low power consumption with fast performance and
competitive cost structure for a wide range of customer platforms and wireless markets with different interface requirements. Key wireless
products include the following:

PL Family. The PL product family, with a 3-volt interface, is used for a broad range of mobile phones, from entry level, basic audio-only
handsets to audio and data capable phones with higher resolution color displays. The PL family, which includes products based on floating gate
and MirrorBit technology, combines a high speed page mode 3-volt interface, Simultaneous Read Write capability and Advanced Sector
Protection at 32- to 256-megabit densities for code-optimized requirements. PL products can be combined with third-party SRAM or pSRAM
die to achieve Flash memory densities up to 512 megabits in a single MCP.

WS Family. The WS product family, with 1.8 volt interface, is optimized for higher-end mobile phones with capabilities such as complex ring
tones, enhanced color displays, higher resolution cameras and larger internal storage for multimedia content including music, videos and
pictures. The WS family, which includes products based on floating gate and MirrorBit technology, combines a high performance burst-mode
1.8-volt interface operating at up to 80 MHz, with Simultaneous Read Write and Advanced Sector Protection features at 64- to 256-megabit
densities for code and data requirements. In the first quarter of fiscal 2006, we began sampling a 512-megabit density device. WS products also
can be combined with third-party SRAM, pSRAM or DRAM die to achieve Flash memory densities up to 512 megabits in a single MCP that
meets both code and data storage needs.

GL Family. The GL product family, with a 1.8-volt and/or 3-volt interface, enables code and data applications in low-end, mid-range and
higher-end mobile phones. The GL product family, which is manufactured using MirrorBit technology, includes a page-mode interface at 32- to
512-megabit densities providing a single scalable platform for code and data applications. GL products can be combined with third-party SRAM
and pSRAM die to achieve Flash memory densities up to 768 megabits in a single MCP that meets both code and data storage needs.
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MS Family. In the first quarter of fiscal 2006, we began sampling our first product in the MS family. This product, which is a one-gigabit
density device with a 1.8-volt interface, enables enhanced data applications in higher-end mobile phones. The MS family, which is manufactured
using ORNAND architecture based on MirrorBit technology, has faster write speeds than NOR products and includes an interface similar to
floating gate NAND at a density of one gigabit. MS products, on their own or together with code-optimized Flash memory products such as
those from the WS family, can be combined with third-party low-power DRAM die to achieve Flash memory densities up to three gigabits in a
single MCP that meets both code and data storage needs.

Embedded Products

We offer a variety of general purpose as well as highly optimized products to serve the diverse needs of the embedded market. Key embedded
products include the following:

AL and GL Families. The AL and GL product families address markets where high reliability coupled with low cost are important, including
consumer, networking and telecommunication applications. The AL product family offers densities as low as four megabits, supports a simpler
feature set and provides a standard interface for value-focused applications, such as DVD players. The GL product family offers densities up to
512 megabits, includes a page-mode interface and Advanced Sector Protection to support high performance consumer applications, such as set
top boxes, or STBs. MirrorBit technology is utilized for the GL family, while both MirrorBit and floating gate technology are utilized for the AL
family. The GL family also includes our MirrorBit read only memory (ROM) products, which are designed to support systems that do not
require the reprogrammable functionality of standard Flash memory solutions.

CD Family. The CD product family addresses automotive engine and transmission control applications, which require high reliability and
feature rich, high performance solutions operating over wide temperature ranges. The CD product family combines a high performance
burst-mode 2.5-volt interface, with Simultaneous Read Write and Advanced Sector Protection at 16- and 32-megabit densities. Because engine
and transmission control units must withstand extreme temperatures, this family operates at up to 145°C and is available in a fully tested
die-only solution for incorporation into special customer modules. We use our floating gate technology to meet the extreme operating
temperature range and very high reliability requirements of automotive Flash memory customers.

FL Family. The FL product family addresses the need for continued cost reduction in markets such as PC and peripherals for applications such
as hard disk drives and graphics cards and in consumer markets for applications such as DVD players. The FL family utilizes our MirrorBit
technology and a Serial Peripheral Interface with a low pin count package to provide a low cost package for optimal low cost solutions at
planned densities from four to 64 megabits.

Development Platforms

We provide customers of our Flash memory products development tools and subsystems that help them easily and quickly design Flash devices
into their integrated products. We assist these customers in prototyping their designs with our Flash memory devices by providing the necessary
hardware development tools and platforms for design, development, verification, evaluation and programming. Our goal is to streamline and
simplify the design and development cycle by providing consistent and comprehensive tools to support the design and development process,
from initial system bring-up to final product deployment.

For example, our PACE (Productivity, Adaptive Communication & Entertainment) development platform offers customers of Spansion Flash
memory products the benefit of utilizing our products in fully functional cell phone and PDA platforms running with multiple operating systems
and with a variety of popular baseband and CPU chipsets. We believe this reference platform can remove significant design overhead and
complexity from product development cycles. Additionally PACE allows the ability to provide system tuning and optimization before final
product release. PACE is used in generating benchmarks, creating reference designs, debugging software, integrating new hardware platforms
and systems and prototyping next generation wireless architectures.
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Together with our key partners, we created the PISMO (Platform Independent Storage Module) standard memory interface. PISMO is a standard
memory module recommended for development platforms. We offer comprehensive support of our Flash memory products on PISMO modules.
PISMO enables our partners and customers to significantly reduce system development and debugging time. The PISMO standard is further
supported by a large number of system and chipset companies. Designed with debugging support in mind, the PISMO modules have a
companion Logic Analyzer Module option to simplify the design of the evaluation systems without adding the complexity of costly
logic-analyzer sockets on every board. PISMO allows design of memory combinations before any MCP is produced, allowing system design and
software development to start while the final chip is being manufactured. Together with our partners, we offer a comprehensive set of PC and
embedded development environments based on PISMO.

Other examples of our development tools include Spansion USB Programmer (SUP) and a variety of devices models. SUP is a portable Flash
programmer system used to program and verify our Flash memory devices. The SUP provides basic programming and verification functions in
addition to the ability to exercise our advanced Flash features and enhancements all through the USB port of any PC or laptop. Verilog, VHDL
and IBIS models are also available for many of our products.

Sales and Marketing

We market and sell our products worldwide under the Spansion trademark. Fujitsu acts as our sole distributor in Japan and also as a
nonexclusive distributor throughout the rest of the world, other than Europe and the Americas with limited exceptions. AMD s sales force
responsible for selling our products and related personnel was transferred to us in the second quarter of fiscal 2005. The transition of some
related support functions, including booking and billing, is still underway. In addition, because we do not have direct contracts with AMD s
customers, we continue to use AMD to provide logistical support services in connection with the sale of our products. We reimburse AMD for
costs incurred in conducting these activities, including accepting orders, freight and shipping. We are in the process of entering into direct sales
agreements with customers previously served by AMD and potential customers not served solely by Fujitsu.

We market our products through a variety of direct and indirect channels. For wireless Flash memory customers, we focus on direct relationships
with many of the top mobile phone OEMs worldwide. We supplement this effort with programs designed to support design-in of our products on
reference designs, which are typically used by a broad base of wireless providers when choosing Flash memory solutions. These reference
designs are produced by complementary silicon providers, such as baseband processor or controller vendors, or other independent companies.
We have ongoing marketing efforts in place targeted at reference design houses choosing our Flash memory products for their reference designs.
For embedded Flash memory customers, we focus our marketing efforts on providers of complementary silicon to ensure our products
interoperate effectively with the most widely used components in various embedded applications.

Our marketing activities targeting customers, reference design houses and our potential partners include a combination of direct marketing
activities such as trade shows, events, and marketing collateral and indirect activities such as public relations and other marketing
communications activities.

Customers

We serve our customers worldwide through our sole distributors, AMD and Fujitsu, who buy product from us and resell it to these customers,
either directly or through third-party distributors of AMD and Fujitsu. Customers for our products consist of OEMs, ODMs and contract
manufacturers. For fiscal 2004 and fiscal 2005, AMD accounted for approximately 54 percent and 56 percent of our net sales, respectively, and
Fujitsu accounted for approximately 46 percent and 44 percent of our net sales, respectively. AMD s sales force responsible for selling our
products was transferred to us in the second quarter of fiscal 2005. Going forward, we plan to sell directly to customers currently served by
AMD and to continue to use Fujitsu as our sole distributor in Japan and a nonexclusive distributor throughout the rest of the world, other than
Europe and the Americas with limited exceptions.
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OEMs consist primarily of foreign and domestic manufacturers of mobile phones, consumer electronics, automotive electronics and networking
equipment companies, selected regional accounts and target market customers.

Third-Party Distributors

AMD s and Fujitsu s third-party distributors typically resell to OEMs, ODMs and contract manufacturers. Sales through AMD s distributors are
typically made pursuant to agreements that provide return rights for discontinued products or for products that are not more than twelve months
older than their manufacturing date code. In addition, some of AMD s agreements with the distributors may contain standard stock rotation
provisions permitting limited levels of product returns. AMD, in turn, has the right to return to us products returned to AMD by its distributors.
Fujitsu also sells our product to its distributors. Our distribution agreement with Fujitsu grants limited stock rotation rights to Fujitsu and allows
Fujitsu to provide similar limited rights to some of its distributors. However, to date, Fujitsu has not extended these rights to its distributors.

We generally warrant that products sold to AMD and Fujitsu will, at the time of shipment, be free from defects in workmanship and materials
and conform to our approved specifications. Subject to specific exceptions, we offer a one-year limited warranty.

Research and Development

Research and development is critical to our success and is focused on process, product, and system level development. We conduct our product
and system engineering activities primarily in Sunnyvale, California and in Kawasaki, Japan with additional design and development
engineering teams located in the United States, Europe and Asia. Our primary development focus is on MirrorBit products for the integrated
category of the Flash memory market. We conduct our process development primarily at our SDC facility located in Sunnyvale, California, our
Fab 25 facility located in Austin, Texas and our facilities in Aizu-Wakamatsu, Japan. Currently, we are developing new non-volatile memory
process technologies and have announced plans for development of 65- and 45-nanometer technology. We are developing manufacturing
processes on 200-millimeter and 300-millimeter wafer technology at our SDC facility.

We also participate in alliances or other arrangements with external partners in the area of product technology and systems solutions to reduce
the cost of development for ourselves and our Flash memory customers, broaden our product offerings and accelerate access to new
technologies.

Our research and development expenses for fiscal 2003, fiscal 2004 and fiscal 2003 were $296 million, $281 million and $147 million,
respectively. For more information, see Management s Discussion and Analysis of Financial Condition and Results of Operations.

Manufacturing

We own and operate eight manufacturing facilities, of which four, Fab 25, JV1, JV2 and JV3, are wafer fabrication facilities and four are
assembly and test facilities. As of December 25, 2005, our products were manufactured on 110-, 130-, 170-, 200-, 230- and 320-nanometer
process technologies. We use process technologies at 200-nanometers and above to manufacture low to medium density products. Our leading
edge 110-nanometer floating gate and MirrorBit technologies are deployed in production in Fab 25 and JV3. We intend to use our most
advanced 90-nanometer process technology for leading edge density and performance products on both floating gate and MirrorBit technology
and expect to start production in Fab 25 utilizing 90-nanometer process technology in the first half of 2006. All of our existing manufacturing
facilities produce 200-millimeter wafers. We also have entered into an agreement with Taiwan Semiconductor Manufacturing Company, or
TSMC, to augment our internal production capacity for our 110-nanometer MirrorBit technology.
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Under the agreement, TSMC will supply foundry manufacturing capacity for our family of high density WS, GL and PL products based on
110-nanometer MirrorBit technology for use in the integrated category of the Flash memory market.

We use an approach to manufacturing called Automated Precision Manufacturing, or APM, which was developed and implemented in Fab 25.
APM comprises a suite of fabrication automation, optimization and real-time data analysis technologies which automate the way decisions are
made within our fabrication facilities. We use APM during technology transitions and believe that APM enables greater efficiencies. As such,
APM helps us decrease manufacturing costs.

The locations of our wafer fabrication facilities, the production technologies employed and the approximate clean room square footage are
described in the table below.

Wafer Fabrication Facilities

Approximate
Wafer Size Production Clean Room
(diameter in Technology
Name/Location millimeters) (in nanometers) Square Footage
Austin, Texas
Fab 25 200 110 120,000
Aizu-Wakamatsu, Japan
JV1,JV2 and JV3 200 110 to 320 279,000

The following table describes the location and approximate clean room square footage of our assembly and test facilities.

Assembly and Test Facilities

Approximate

Clean Room
Location Square Footage
Bangkok, Thailand 78,000
Kuala Lumpur, Malaysia 71,300
Penang, Malaysia 71,000
Suzhou, China 30,250

Our manufacturing processes require many raw materials, such as silicon wafers, mold compound, substrates and various chemicals and gases,
and the necessary equipment for manufacturing. We obtain these materials and equipment from a large number of suppliers located throughout
the world.

Environmental Matters

Many of our facilities are located on properties or in areas with a long history of industrial activity. Prior to our reorganization as Spansion LLC
in June 2003, environmental audits were conducted for each of our manufacturing, assembly and test facilities. The audits described various
conditions customary of facilities in our industry and in particular, noted historical soil and groundwater contamination at our Sunnyvale,
California facility arising from the leakage of former chlorinated solvent storage tanks. This property is listed on the U.S. Environmental
Protection Agency s Superfund National Priorities List. AMD, as former owner of the property, and another third party, are investigating and
remediating this contamination. In addition, our former Woburn, Massachusetts site is located within the Wells G&H Superfund Site on leased,
redeveloped property. In connection with our reorganization in June 2003, each of AMD and Fujitsu indemnified us against losses arising out of
the presence or release, prior to June 30, 2003, of hazardous substances at or from these, and the other, sites they each contributed to us.
Conversely, our subsidiary indemnified each of AMD and Fujitsu from and
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against liabilities arising out of events or circumstances occurring after June 30, 2003 in connection with the operation of our business. To the
extent AMD and Fujitsu cannot meet their obligations under their indemnity, or material environmental conditions arise, we may be required to
incur costs to address these matters, which could have a material adverse effect on us.

Our Aizu-Wakamatsu manufacturing facilities are located adjacent to other manufacturing facilities of Fujitsu. As a result, we share some
permits and facilities. In connection with our reorganization as Spansion LLC in June 2003, AMD and Fujitsu, on the one hand, and we, on the
other, agreed to indemnify the other against permit violations attributable to our respective activities.

We have made and will continue to make capital and other expenditures to comply with environmental laws, but we do not expect

environmental requirements will result in material expenditures in the foreseeable future. Environmental laws and regulations are complex,
change frequently and have tended to become more stringent over time. We expect that the foreign laws to which we and our products are
subject, particularly in China, will become more stringent in the near future. See Risk Factors We are subject to a variety of environmental laws
that could result in liabilities.

Competition

Our principal competitors are Intel Corporation, Samsung Electronics Co., Ltd., STMicroelectronics, Silicon Storage Technology, Inc.,
Macronix International Co., Ltd., Toshiba Corporation, Sharp Electronics Corp. and Renesas Technology Corp. In the future, our principal
competitors may also include the joint ventures between Intel and Micron Technology, Inc. (or IM Flash Technology LLC). Most of these
competitors offer floating gate Flash memory devices incorporating MLC floating gate technology and we believe many of our other
competitors plan to develop MLC technology.

We expect competition in the market for Flash memory devices to increase as existing manufacturers introduce new products, new
manufacturers enter the market, industry-wide production capacity increases and competitors aggressively price their Flash memory products to
increase market share. Competition also may increase if NOR memory vendors merge or otherwise consolidate their operations. Furthermore,
we face increasing competition from NAND Flash memory vendors in some portions of the integrated Flash memory market. We believe,
however, that our ORNAND architecture based on MirrorBit technology and our plans to continue to transition to more advanced process
technologies will enable us to compete against NAND Flash memory vendors primarily with wireless customers.

We believe Flash memory providers must also possess the following attributes to remain competitive:

strong relationships with OEMs, ODMs and contract manufacturers that are acknowledged leaders within their respective industries;

strong market focus to identify emerging Flash applications;

leadership in research and development;

flexibility in manufacturing capacity and utilization so as to take advantage of industry conditions through market cycles;

access to the financial resources needed to maintain a highly competitive technological position;

the ability to establish and sustain strategic relationships and alliances with key industry participants; and

rapid time to market for new products, meaning the time required from first conception of a new product to its commercialization.
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Competitors are working on a number of new technologies, including FRAM, MRAM, polymer and phase-change based memory technologies.
If successfully developed and commercialized as a viable alternative to Flash memory, these technologies could pose a competitive threat to a
number of Flash memory companies, including us. In addition, we and some of our competitors have licensed Flash memory technology called
NROM technology from a third party. NROM technology has similar characteristics to our MirrorBit technology, which may allow these
competitors to develop Flash memory technology that is competitive with MirrorBit technology.

Some of our competitors, including Intel, Samsung, STMicroelectronics, Toshiba, Sharp and Renesas, are more broadly diversified than we are
and may be able to sustain lower operating margins in their Flash memory business based on profitability of their other, non-Flash memory
businesses, allowing them to offer their Flash memory products at prices with which it is difficult for us to compete.

Employees

As of December 25, 2005, we had approximately 8,400 employees. Some employees of our wholly owned Japanese subsidiary, Spansion Japan,
are represented by a company union. In addition, there is a collective bargaining agreement that is applicable to employees of our wholly owned
French subsidiary, Spansion (EMEA).

Backlog

We generally manufacture and market standard lines of products. Consequently, a significant portion of our sales are made from inventory on a
current basis. Sales are made primarily pursuant to purchase orders for current delivery or agreements covering purchases over a period of time.
These orders or agreements may be revised or canceled without penalty. Generally, in light of current industry practice and experience, we do
not believe that backlog information is necessarily indicative of actual sales for any succeeding period.

Intellectual Property and Licensing

We rely on a combination of protections provided by contracts and intellectual property rights to protect our products and technologies from
unauthorized third-party copying and use. Intellectual property rights in various of our products include patents, patent applications, copyrights,
trade secrets, trademarks and maskwork rights. Our U.S. patents are potentially valid and enforceable for either 17 years from the date they were
issued or 20 years from the date they were filed. Accordingly, some of our patents will only survive for a few more years while others will
survive for approximately another 15 years. We do not believe that the expiration of any specific patent will have a material adverse effect on us.
In addition, the duration of our valid and enforceable trademarks is indefinite.

AMD and Fujitsu have each contributed to us various intellectual property rights pursuant to an Amended and Restated Intellectual Property
Contribution and Ancillary Matters Agreement. Under this agreement, we became owners, or joint owners with each of Fujitsu and AMD, of
certain patents, patent applications, trademarks, and other intellectual property rights and technology. AMD and Fujitsu reserved rights, on a
royalty-free basis, to practice the contributed patents and to license these patents to their affiliates and successors-in-interest to their
semiconductor groups. AMD and Fujitsu each have the right to use the jointly-owned intellectual property for their own internal purposes and to
license such intellectual property to others to the extent consistent with their non-competition obligations to us. Subject to our confidentiality
obligations to third parties, and only for so long as AMD s and Fujitsu s ownership interest remains above a specific minimum level, we agreed to
identify any of our technology to each of AMD and Fujitsu, and to provide copies of and training with respect to that technology to them. In
addition, we have granted a non-exclusive, perpetual, irrevocable fully paid and royalty-free license of our rights in that technology to each of
AMD and Fujitsu. Under this agreement, for as long as AMD continues to hold a majority of our shares entitled to vote for the election of
directors, AMD has agreed to enforce its applicable patents to minimize, to the extent reasonably possible, any of our losses incurred as a result
of the infringement of third-party patents, provided that the details of the manner in
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which AMD enforces its patents, including which of its patents AMD enforces, is left to AMD s reasonable discretion. AMD may grant licenses
under our patents, provided that these licenses are of no broader scope than, and are subject to the same terms and conditions that apply to, any
license of AMD s patents granted in connection with such license, and the recipient of such license grants to us a license of similar scope under
its patents. In addition, under this agreement, until the earlier of December 21, 2007, when our Board of Directors adopts a resolution to convert
the Class D common stock to Class A common stock or when a third party takes control of us, Fujitsu has agreed to consider conditionally
granting us an extension of rights under additional patents in circumstances where we can reasonably assert such patents as a claim or
counterclaim to third party infringement claims asserted against us.

In connection with our reorganization in June 2003, we entered into separate patent cross-license agreements with each of AMD and Fujitsu in
which we granted to AMD or Fujitsu, as applicable, and AMD or Fujitsu, as applicable, each granted to us, non-exclusive licenses under certain
patents and patent applications of their semiconductor groups to make, have made, use, sell, offer to sell, lease, import and otherwise dispose of
specific semiconductor-related products anywhere in the world. The patents and patent applications that are licensed are those with an effective
filing date prior to the termination of our patent cross-license agreements. Each agreement will automatically terminate on the later of June 30,
2013 and the date AMD or Fujitsu, whichever is the other party to the agreement, sells its entire equity interest in us. Each agreement may be
terminated by a party on a change in control of the other party or its semiconductor group. The licenses to patents under license at the time of the
termination will survive until the last such patent expires.

Under each agreement, in cases where there is a change of control of us or the other party (AMD or Fujitsu, or each of their semiconductor
groups, as applicable), the other party shall have the right to terminate the agreement (or to invoke the provisions described in this paragraph if
the agreement had been previously terminated) by giving 30 days written notice within 90 days after receiving notice of the change of control. If
so terminated, the rights, licenses and immunities granted under the agreement will continue solely with respect to those licensed patents that are
entitled to an effective filing date that is on or before, and are licensed as of, the date of such change of control, and will continue until the
expiration of the last to expire of such licensed patents. Moreover, with respect to circuit patents, which are patents (other than process patents)
covering elements relating to electrical signals to achieve a particular function, the rights, licenses and immunities granted to the party
undergoing the change of control are limited solely to:

(i) each existing and pending product of such party as of the date of change of control;

(ii) each existing and pending product of the acquiring third party of such party as of the date of change of control that would have been in direct
competition with products described in (i) above; and

(iii) successor products of products described in (i) and (ii) above provided such successor product is based substantially on the same
technology.

We will continue to make royalty payments associated with licenses that survive the termination of the cross-license agreement. In fiscal 2005,
we incurred royalty expenses of approximately $14 million to each of AMD and Fujitsu under their respective patent cross-license agreements.
In fiscal 2004, we incurred royalty expenses in the amounts of approximately $18 million to each of AMD and Fujitsu under these agreements.
We currently pay royalties to each of AMD and Fujitsu in the amount of 0.3 percent of net sales of our products. The royalty rates for both AMD
and Fujitsu will be further reduced to 0.15 percent at the time the Class D common stock is converted into Class A common stock, which will
occur no later December 21, 2006, and thereafter to zero percent on the second anniversary of the date of such conversion.

Prior to the completion of our initial public offering on December 21, 2005, we had been the beneficiary of AMD s intellectual property
arrangements with third parties, including patent cross-license agreements with other major semiconductor companies, such as Intel, Motorola
and IBM, and licenses from third parties for technology incorporated in our products and software used to operate our business. Following the
completion of our initial public offering, we lost the benefit under a number of these agreements. As a result, we have lost or
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will lose rights to use important intellectual property that we were licensed to use and we may therefore be subject to claims that we are
infringing intellectual property rights of third parties through the manufacture and sale of our products and the operation of our business.
Therefore, absent negotiating our own license agreements with the third parties who own such intellectual property or obtaining consent from
third parties to have those licenses assigned to us by AMD, we will be vulnerable to claims by such parties that our products or operations
infringe such parties patents or other intellectual property rights. In addition, third parties that may have refrained from asserting intellectual
property infringement claims against us because we were a majority-owned subsidiary of AMD may elect to pursue such claims against us in the
future.

Under certain patent cross-license agreements and other licenses, we believe we will continue to be a beneficiary while AMD continues to hold a
majority of our shares entitled to vote for the election of directors and while AMD continues to be a party to such agreements and licenses.
However, we expect that AMD will no longer hold a majority of such voting shares upon the conversion of the Class D common stock held by
Fujitsu. The Class D common stock held by Fujitsu will convert to Class A common stock on a one-for-one basis upon the earlier of

December 21, 2006 and the date upon which our board elects to cause the Class D common stock to convert to Class A common stock, under
specified circumstances. Although we believe we will be entitled to remain a beneficiary under these patent cross-license agreements and other
licenses for so long as AMD continues to hold a majority of our shares entitled to vote for the election of directors and while AMD continues to
be a party to such agreements and licenses, we cannot assure you that the other parties thereunder will not challenge our ability to assert rights as
a beneficiary under these patent cross-license agreements and other licenses.

With the assistance of AMD, we will attempt to negotiate our own agreements and arrangements with third parties for intellectual property and
technology that is important to our business, including the intellectual property that we previously had access to through our relationship with
AMD. We also will attempt to acquire new patents with the assistance of AMD, as our success in negotiating patent cross-license agreements
with other industry participants will depend in large part upon the strength of our patent portfolio relative to that of the other party with which
we are negotiating. If the other party benefits from an existing patent cross-license agreement with AMD, in many cases it will retain the rights
that it has under that agreement even after we cease to be an AMD subsidiary, including rights to utilize the patents that AMD and Fujitsu
transferred to us in connection with our reorganization in June 2003. In many cases, any such third party will also retain such rights to utilize any
patents that have been issued to us or acquired by us subsequent to our reorganization and prior to our no longer being a subsidiary of AMD. Our
negotiating position may therefore be impaired because the other party will already be entitled to utilize a large number, or even all, of our
patents, while we no longer have the right to utilize that party s patents. As a result, we may be unable to obtain access to the other party s patent
portfolio or be unable to enter into agreements with these third parties on favorable terms or at all. These parties, and other third parties with
whom we had no prior intellectual property arrangement, may file lawsuits against us seeking damages (potentially including treble damages) or
an injunction against the sale of our products that incorporate allegedly infringed intellectual property or against the operation of our business as
presently conducted. Such litigation could be extremely expensive and time-consuming. We cannot assure you that such litigation would be
avoided or successfully concluded. The award of damages, including material royalty payments, or the entry of an injunction against the
manufacture or sale of some or all of our products, would have a material adverse effect on us.

As of December 25, 2005, we had approximately 1,000 U.S. patents and approximately 400 worldwide patents as well as more than 400 patent
applications pending in the United States. In some cases, we have filed corresponding applications in foreign jurisdictions. We expect to file
future patent applications in both the United States and abroad on significant inventions, as we deem appropriate. In addition, under our
cross-license agreement with AMD, AMD granted us the right to use more than 4,000 patents that AMD owns. Similarly, under our
cross-license agreement with Fujitsu, Fujitsu granted us the right to use more than 7,000 patents that Fujitsu owns.
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The demand for our products depends in large part on continued growth in the industries into which they are sold. A market decline in any
of these industries, or a decline in the demand for NOR Flash memory products in these industries, would have a material adverse effect on
our results of operations.

Sales of our Flash memory products, which to date have been based on the NOR architecture, are dependent to a large degree upon consumer
demand for mobile phones. In 2004 and fiscal 2005, wireless customers, which primarily consist of mobile phone original equipment
manufacturers, or OEMs, represented the largest market for NOR Flash memory because mobile phone OEMs have traditionally used products
based on NOR architecture to satisfy both code and data storage requirements within their mobile phones. The market research firm iSuppli has
estimated that mobile communications represented approximately 65.7 percent of the NOR Flash memory market in 2004 and represented
approximately 69.1 percent of the NOR Flash memory market in 2005. In fiscal 2004 and fiscal 2005, sales to wireless Flash memory customers
drove a majority of our sales. If demand for mobile phones is below our expectations or if the functionality of successive generations of mobile
phones do not require increasing NOR Flash memory density or if mobile phones do not require NOR flash memory at all, we would be
materially adversely affected.

Similarly, sales of our products targeting embedded Flash memory customers are dependent upon demand for consumer electronics such as set
top boxes, or STBs, and DVD players, automotive electronics, industrial electronics such as networking equipment and PC peripheral equipment
such as printers. Sales of our products are also dependent upon the inclusion of increasing amounts of NOR Flash memory content in some of
these products. In fiscal 2004 and fiscal 2003, sales to embedded Flash memory customers drove a significant portion of our sales. If demand for
these products, or NOR Flash memory content in these products, is below our expectations, we would be materially adversely affected.

We will lose rights to key intellectual property arrangements once we are no longer a beneficiary of AMD s patent cross-license agreements
and other licenses, which creates a greatly increased risk of patent or other intellectual property infringement claims against us.

As a subsidiary of AMD through December 21, 2005, we were the beneficiary of AMD s intellectual property arrangements with third parties,
including patent cross-license agreements with other major semiconductor companies such as Intel, Motorola and IBM, and licenses from third
parties for technology incorporated in our products and software used to operate our business. Since the completion of our initial public offering
in December 2005, we are no longer a beneficiary under a number of these agreements. As a result, we lost rights to use important intellectual
property that we were previously licensed to use and may therefore be subject to claims that we are infringing intellectual property rights of third
parties through the manufacture and sale of our products and the operation of our business. Therefore, absent negotiating our own license
agreements with the third parties who own such intellectual property, we will be vulnerable to claims by such parties that our products or
operations infringe such parties patents or other intellectual property rights. In addition, third parties may have refrained from asserting
intellectual property infringement claims against us because we were previously a majority-owned subsidiary of AMD. Now that we are an
independent standalone company, they may elect to pursue such claims against us.

While we will eventually lose the benefits that we previously enjoyed under some of AMD s patent cross-license agreements and other licenses,
we believe we will continue to be a beneficiary for some period of time while AMD continues to hold a majority of our shares entitled to vote
for the election of our directors and while AMD continues to be a party to such agreements and licenses. However, we expect that AMD will no
longer hold a majority of such voting shares upon the conversion of the Class D common stock held by Fujitsu. The Class D common stock held
by Fujitsu will convert to Class A common stock on a one-for-one basis upon the earlier of December 21, 2006 and the date upon which our
board elects to cause the Class D common stock to convert to Class A common stock, following a determination that such conversion is in our
best interests. However, we cannot assure you that the other parties thereunder will not challenge our ability to assert rights as a beneficiary
under these patent cross-license agreements and other licenses.
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With the assistance of AMD, we will attempt to negotiate our own agreements and arrangements with third parties for intellectual property and
technology that is important to our business, including the intellectual property that we previously had access to through our relationship with
AMD. We will also attempt to acquire new patents with the assistance of AMD, as our success in negotiating patent cross-license agreements
with other industry participants will depend in large part upon the strength of our patent portfolio relative to that of the third party with which we
are negotiating. If the third party benefits from an existing patent cross-license agreement with AMD, in many cases it will retain the rights that
it has under that agreement even after we cease to be an AMD subsidiary, including rights to utilize the patents that AMD and Fujitsu transferred
to us in connection with our reorganization as Spansion LLC in June 2003. In many cases, any such third party will also retain such rights to
utilize any patents that have been issued to us or acquired by us subsequent to our reorganization and prior to our no longer being a subsidiary of
AMD. Our negotiating position may therefore be impaired, because the other party will already be entitled to utilize a large number, or even all,
of our patents, while we will no longer have the right to utilize that party s patents. As a result, we may be unable to obtain access to the other
party s patent portfolio on favorable terms or at all. Similarly, with respect to licenses from third parties for technology incorporated in our
products or software used to operate our business, we may not be able to negotiate prices with these third parties on terms as favorable to us as
those available when we were a subsidiary of AMD because we will not be able to take advantage of AMD s current size and purchasing power.
These parties, and other third parties with whom AMD had no prior intellectual property arrangement, may file lawsuits against us seeking
damages (potentially including treble damages) or an injunction against the sale of our products that incorporate allegedly infringed intellectual
property or against the operation of our business as presently conducted. Such litigation could be extremely expensive and time-consuming. We
cannot assure you that such litigation would be avoided or successfully concluded. The award of damages, including material royalty payments,
or the entry of an injunction against the manufacture or sale of some or all of our products, would have a material adverse effect on us.

A lack of market acceptance of MirrorBit technology would have a material adverse effect on us.

Market acceptance of products based on our MirrorBit technology is a critical factor impacting our ability to increase revenues and market share
in the integrated category of the Flash memory market, as well as to enter new markets. MirrorBit technology is a memory cell architecture that
enables Flash memory products to store two bits of data in a single memory cell thereby doubling the density or storage capacity of each
memory cell. If adoption of our MirrorBit technology occurs at a slower rate than we anticipate, our ability to compete will be reduced, and we
would be materially adversely affected. In addition, in fiscal 2006, we plan to introduce new products for integrated Flash memory applications
based on our third generation 90-nanometer MirrorBit technology. If we do not achieve market acceptance of these products or subsequent
MirrorBit products, our future operating results would be materially adversely affected.

A significant market shift to NAND architecture would materially adversely affect us.

Flash memory products are generally based either on NOR architecture, or Not And, or NAND, architecture. To date, our Flash memory
products have been based on NOR architecture, which are typically produced at a higher cost-per-bit than NAND-based products. We do not
currently manufacture products based on NAND architecture. During 2003 and 2004, industry sales of NAND-based Flash memory products
grew at a higher rate than sales of NOR-based Flash memory products, resulting in NAND vendors in aggregate gaining a greater share of the
overall Flash memory market and NOR vendors in aggregate losing overall market share. This trend continued in 2005 and sales of
NAND-based Flash memory products represented a majority of the Flash memory products sold in the overall Flash memory market in 2005. In
2004, according to iSuppli, total sales for the Flash memory market reached $15.9 billion, of which 58.4 percent was classified as sales of
NOR-based Flash memory products and 41.6 percent was classified as sales of NAND-based Flash memory products. iSuppli estimates the total
sales for the Flash memory market for 2005 to be $18.7 billion, of which 42.3percent was classified as sales of NOR-based Flash memory
products and 57.7 percent was classified as sales of NAND-based Flash memory products. We expect this trend of decreasing market share for
NOR-based
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Flash memory products to continue in the future. iSuppli estimates that sales of NAND-based Flash memory products grew by 63 percent from
2004 to 2005 and will grow at a 24.8 percent compound annual growth rate from 2005 to 2009, while sales of NOR-based Flash memory
products declined by 4.0 percent from 2004 to 2005 and will grow at a 6.8 percent compound annual growth rate from 2005 to 2009. Moreover,
the removable storage category of the Flash memory market, which is predominantly served by NAND vendors, is expected to be the fastest
growing portion of the Flash memory market for the foreseeable future. As mobile phones and other consumer electronics become more
advanced, they will require higher density Flash memory to meet the increased data storage requirements associated with music downloads,
photos and videos. Because storage requirements will increase to accommodate data-intensive applications, OEMs may increasingly choose
NAND-based Flash memory products over NOR-based Flash memory products for their applications. Moreover, some NAND vendors are
manufacturing on 300-millimeter wafers or are utilizing more advanced manufacturing process technologies than we are today, which result in
an ability to offer products with a lower cost-per bit at a given product density. If NAND vendors continue to increase their share of the Flash
memory market, our market share may decrease, which would materially adversely affect us.

If we fail to successfully develop products based on our new MirrorBit ORNAND architecture, or if there is a lack of market acceptance of
products based on our MirrorBit ORNAND architecture, our future operating results would be materially adversely affected.

As mobile phones become more advanced, they will require higher density Flash memory to meet increased data storage requirements. We
intend to position ourselves to address the increasing demand for higher density Flash memory within the high-end wireless market by offering
products based on our MirrorBit ORNAND architecture, which we recently developed. The success of our MirrorBit ORNAND architecture
requires that we timely and cost effectively develop, manufacture and market MirrorBit ORNAND-based products that are competitive with
NAND-based Flash memory products for wireless Flash memory customers. We expect to begin commercial shipments of MirrorBit
ORNAND-based products to customers in the first quarter of fiscal 2006. However, if we fail to develop and commercialize our MirrorBit
ORNAND architecture on a timely basis or if our MirrorBit ORNAND-based products fail to achieve acceptance in the wireless market, our
future operating results would be materially adversely affected.

The loss of a significant customer for our Flash memory products in the mobile phone market could have a material adverse effect on us.

Sales of our products are dependent to a large extent on demand for mobile phones. Historically, a small number of wireless Flash memory
customers has driven a substantial portion of our net sales. If one of these customers decided to stop buying our Flash memory products, or if
one of these customers were materially to reduce its operations or its demand for our products, we could be materially adversely affected.

We have a substantial amount of indebtedness which could adversely affect our financial position.

We currently have and will continue to have for the foreseeable future, a substantial amount of indebtedness. As of December 25, 2005, we had
an aggregate principal amount of approximately $760 million in outstanding debt. Of this amount, we owed approximately $184 million to
AMD, net of discount on Senior Subordinated Notes issued to AMD.

Our substantial indebtedness may:
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