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FORWARD-LOOKING STATEMENTS

In addition to historical information, this Quarterly Report on Form 10-Q contains statements relating to future
results of Conexant Systems, Inc. (including certain projections and business trends) that are “forward-looking
statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended, and are subject to the “safe harbor” created by those sections. Our
actual results may differ materially from those projected as a result of certain risks and uncertainties. These risks and
uncertainties include, but are not limited to:

» pricing pressures and other competitive factors;

» our ability to anticipate trends and successfully develop products for which there will be market demand;

» the market acceptance and timing of our new product introductions, demand for existing products and
product quality;

 the cyclical nature of the semiconductor industry and the markets addressed by our products and our
customers’ products;

» continuing volatility in the technology sector and the semiconductor industry;
 the uncertainties of litigation, including claims of infringement of third-party intellectual property rights or
demands that we license third-party technology, and the demands it may place on the time and attention of

our management and the expense it may place on our company;

» our ability to develop and implement new technologies and to obtain protection for the related intellectual
property;

« the risk that the value of our common stock may be adversely affected by market volatility;

« the Company’s ability to identify and execute acquisitions, divestitures, mergers or restructurings, as deemed
appropriate by management.

 the substantial losses we have incurred recently;
» changes in product mix and product obsolescence;

» changes in general economic conditions, conditions in the markets we address, and changes in financial
markets, including fluctuations in interest rates and exchange rates;

« the ability of our customers to manage inventory;
 the availability of manufacturing capacity;
 the risk that capital needed for our business and to repay our indebtedness will not be available when needed;
 the ability of management to structure and execute on new restructuring plans;
» possible disruptions in commerce related to terrorist activity or armed conflict,
as well as other risks and uncertainties, including those set forth herein and those detailed from time to time in our
other Securities and Exchange Commission filings. These forward-looking statements are made only as of the date

hereof, and we undertake no obligation to update or revise the forward-looking statements, whether as a result of
new information, future events or otherwise, except as otherwise required by law.
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PART I. FINANCIAL INFORMATION
ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
CONEXANT SYSTEMS, INC. AND SUBSIDIARIES

Condensed Consolidated Balance Sheets
(unaudited, in thousands, except par value)

June 27, September 28,
2008 2007
ASSETS
Current assets:
Cash and cash eqUIVAIENTS ............cceiiiiiieceece e e $ 134,626 $ 234,147
) 4 [o3 (=0 oz &) SR URRRURRTORRRI 37,800 8,800
Receivables, net of allowances of $961 and $1,659 ........ccccovevevvvcvececcieeeeee 78,499 80,856
INVENTOMIES .ttt ettt ettt be et e et e et e st e et e e s be e sbeesbeebesneesbeeeaeereenns 36,713 42,007
OhEr CUITENT ASSELS.. . iiviiivieiteeite ettt et ettt be e eb e e be b e sreesbeesbeesteesreennes 32,560 18,131
Current assets held FOr SAlE ..........ocvviiiiice e 107,833 250,451
0] e oI =) | A TS =] (S 428,031 634,392
Property, plant and equipment, NEL ..o 24,749 46,676
€T 0010 11T/ 1 | SRR 105,379 214,635
INtANQGIDIE ASSELS, NEL......eiiiiee e s 11,625 24,597
(@] 1 g T=T e Y] £SO 54,879 65,669
TOLAL ASSELS. .. ueivieiriiitee ittt ettt ettt ettt e ettt be e sbe b sae e sbe e sbe e ebeebeenbeetaesrae s 3 624,663 $ 985,969
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Current portion of long-term debt..........cccoeiiiiiciiic e $ — 3 58,000
ShOrt-tIM AEDE ..o e 77,177 80,000
ACCOUNES PAYADIE ..ottt ne s 61,836 80,571
Accrued compensation and BENEfitS.......c.ccvverreiiii i 18,908 23,191
Other current lHabilitIES .....coveeieie et 59,890 70,345
Current liabilities t0 be aSSUMEM.........c..cooieiiiiiiiriice et 4,234 3,925
Total current HabilitieS...........oovveiii i 222,045 316,032
LONG-LEIM AEDT ...t 471,400 467,000
Oher ADITIES .......ocviicviciice ettt sre e 63,750 56,422
TOtal HADIITIES vveiveeiveiie ettt ebe e 757,195 839,454
Commitments and contingencies (Note 6)
Shareholders’ (deficit) equity:
Preferred and junior preferred StOCK ... — —
Common stock, $0.10 par value: 100,000 shares authorized; 49,507 and 49,236
shares issued and OULSTANAING ........ccvieiireiieieeee e 4951 4,924
Additional paid-in Capital..........cccoereriiiiiniiierieee 4,737,192 4,721,298
AccuMUIALEd AETICITE ....c.veeeiiieei e e (4,880,129) (4,578,219)
Accumulated other comprehensive iNCOME (10SS)........cciveerrerrerereneseseseseenas 5,532 (1,385)
Shareholder NOteS reCIVADIE .........cceiiii e e (78) (103)
Total shareholders’ (defiCit) EQUILY ......c.cceviiiiiiiiie e (132,532) 146,515
Total liabilities and shareholders’ (deficit) equity ........cccoeviveieiieiiiicciceie, $ 624,663 $ 985,969

See accompanying notes to condensed consolidated financial statements.
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CONEXANT SYSTEMS, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Operations
(unaudited, in thousands, except per share amounts)

Three Months Ended Nine Months Ended
June 27, June 29, June 27, June 29,
2008 2007 2008 2007
NEL FEVENUES .....voveeveveieieteee ettt $ 115594 $ 134252 $ 380,045 $ 434,643
Cost of goods sold ™ ..o, 57,186 70,547 177,479 222,628
GrOSS MANGIN w.ovveviveeiieiieieiesieee et 58,408 63,705 202,566 212,015
Operating expenses:
Research and development ™ ............cccccovvvvvvveninnne. 27,410 42,502 95,883 131,151
Selling, general and administrative ™....................... 24,700 22,297 65,138 68,488
Amortization of intangible assets............c.ccocvvvvirnnns 3,629 4,613 11,059 16,685
ASSEt IMPAITMENTS......oiiverrie e 120,617 — 120,747 155,000
Special Charges ......cccocvvvvivierisese e 8,425 1,141 15,238 8,510
Total operating eXpenses.........cccccvereerieneerennans 184,781 70,553 308,065 379,834
OPerating l0SS.........coviereiririrec e (126,373) (6,848) (105,499) (167,819)
INTErESt EXPENSE ...veveiveieieiieiee et (6,669) (9,195) (24,746) (31,578)
Other income (EXPENSE), NEL.......ccocvverereeieiene e 9,036 3,656 (457) 26,377
Loss from continuing operations before income taxes
and gain (loss) on equity method investments............ (124,006) (12,387) (130,702) (173,020)
Provision for inCOMe taXes .......ccecvvvrvvreneinenecnienns 2,466 530 4,045 1,748

Loss from continuing operations before gain on equity

method INVESIMENLS .........ooveiiiiciice e (126,472) (12,917) (134,747) (174,768)
Gain on equity method investments...........cccoccverveeennen. 53 179 3,612 44,194
Loss from continuing Operations ...........cccccveeverenieneenn (126,419) (12,738) (131,135) (130,574)
Loss from discontinued operations, net of tax.............. (23,452) (22,489) (169,958) (37,123)
NEET0SS ..ttt $ (149.871) $ (35,227) $ (301,093) $ (167,697)
Loss per share from continuing operations — basic

and diluted ..o $ (256) $ (0.26) $ (2.66) $ (2.67)
Loss per share from discontinued operations — basic

and dilUted ........coovireice $ (047) $ (046) $ (345) ¢ (0.76)
Net loss per share — basic and diluted......................... $ (3.03) ¢ (072) $ (6.11) $ (3.43)
Shares used in basic and diluted per-share

COMPULALIONS. ....evieiiiceirieicec s 49,450 49,056 49,333 48,861

@ These captions include non-cash employee stock-based compensation expense as follows (see Note 7):

Three Months Ended

Nine Months Ended

June 27, June 29, June 27, June 29,

2008 2007 2008 2007
Cost 0f gOOAS SOIU .....cvcviiiiiiicic e $ 42 $ 143 $ 237 $ 361
Research and development ..o 939 2,446 3,463 6,457
Selling, general and administrative..........c..ccoceeerevenenn. 5,215 1,622 8,383 5,017

See accompanying notes to condensed consolidated financial statements.
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CONEXANT SYSTEMS, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows
(unaudited, in thousands)

Nine Months Ended

June 27, June 29,
2008 2007
Cash flows from operating activities:
N LOSS ...ttt ettt ettt ettt ettt et et e et e s e st et et et et ese et et ete st ene et etere s $ (301,093) $ (167,697)
Adjustments to reconcile net loss to net cash used in operating activities, net of effects
of acquisitions:
(=T 0 (T T 14T ) o SRS 16,779 18,441
Amortization of iNtangible aSSELS........cciviirieiiirire e 11,690 17,315
ASSEL IMPAITTNENTS ...ttt sttt re s esae e e beneesrenee e 263,513 158,415
Reversal of provision for bad debts, Net ... (698) (219)
Charges for (reversal of) inventory provisions, Net ...........cccoceeeveiininieie e 6,225 (4,203)
Stock-based COMPENSALION. .........ciiiiiii e 13,753 14,246
Loss on termination of defined benefit plan ..., 6,294 —
Decrease (increase) in fair value of derivative inStruments ........c.cccocevevevencinie e, 12,780 (7,868)
Gains on equity Method INVESIMENTS ......ccvcieiiiiie e e (3,612) (44,194)
Gains on sales of equity securities and Other assets..........ccocevveveverie i — (6,291)
(@] 10 g (=Y TS 311 T 869 (858)
Changes in assets and liabilities:
RECEIVADIES ...t e 3,058 28,123
N1 0] (o] =TSR 4,406 39,584
ACCOUNES PAYADIE ...t e (18,831) (44,346)
Accrued expenses and other current liabilities.........ccocovveriiiiniiee, (13,627) (11,129)
L@ 11T R 0T OSSR (16,043) (7,267)
Net cash used in Operating aCtIVILIES. .........coiieiiiiiiiieeee e e (14,537) (17,948)
Cash flows from investing activities:
Proceeds from sales of equity securities and other assetS.........ccoceveverereieniesieseeeeneans — 105,923
Proceeds from sales and maturities of marketable SeCUrities..........ccocvvvervinenciiennn, — 84,819
Purchases of marketable SECUIITIES .........veveieriee e — (26,462)
Proceeds from sales of property, plant and equUIpMeNt ... cieerecicse s 8,949 —
Purchases of property, plant and eqUIPMENT..........ccciiiiiineiei e (4,240) (23,133)
Payments for acquisitions, net of cash acqUIred ...........ccoeoiveriineiniecc — (5,029)
Purchases of eqQUILY SECUFTLIES .........ciruiiiiriiiie e (755) (600)
RESIFICLEU CASN.....eeeeee e et b e b e (29,000) —
Net cash (used in) provided by investing aCtiVIties ...........cccooeiiieninieniiineceece e (25,046) 135,518
Cash flows from financing activities:
Interest rate SWap SECUTItY AEPOSIT......ccviiiiiieieierie e (4,250) —
Proceeds from Short-term debht..........ccoooiiiiiie e 70,480 —
Repayments of short-term debt, net of expenses of $1,117 and $1,198 ..........ccccccevveuenee (73,303) (1,198)
Proceeds from long-term debt, net of expenses of $9,988..........ccccoovrvviriiniiciiiieennns — 265,012
Repurchases and retirements of long-term debt..........cocoveveviiiiii e (53,600) (456,500)
Proceeds from issuance of COMMON STOCK .........ccceivviiiieieiiec ettt 710 7,627
Repayment of shareholder notes receivable ... 25 25
Net cash used in by finanCiNg aCtiVILIES...........cooiiiiiiiiiie e (59,938) (185,034)
Net decrease in cash and cash eqUIVAIENES............ccooiiiiiiiiiiiie e (99,521) (67,464)
Cash and cash equivalents at beginning of Period..........cccoocvvieiiveieiini v, 234,147 225,626
Cash and cash equivalents at end of Period .........ccccvvvvvveieiererie s $ 134,626 $ 158,162

See accompanying notes to condensed consolidated financial statements.
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CONEXANT SYSTEMS, INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(unaudited)

1. Description of Business

Conexant Systems, Inc. (Conexant or the Company) designs, develops and sells semiconductor system solutions,
comprised of semiconductor devices, software and reference designs for use in broadband communications
applications that enable high-speed transmission, processing and distribution of audio, video, voice and data to and
throughout homes and business enterprises worldwide. The Company’s access solutions connect people through
personal communications access products, such as personal computers (PCs), to audio, video, voice and data
services over wireless and wire line broadband connections as well as over dial-up Internet connections. The
Company’s central office solutions are used by service providers to deliver high-speed audio, video, voice and data
services over copper telephone lines and optical fiber networks to homes and businesses around the globe. In
addition, media processing products enable the capture, display, storage, playback and transfer of audio and video
content in applications throughout home and small office environments. These solutions enable broadband
connections and network content to be shared throughout a home or small office-home office environment using a
variety of communications devices.

2. Basis of Presentation and Significant Accounting Policies

Interim Reporting — The consolidated financial statements include the accounts of the Company and its wholly
owned subsidiaries. All significant intercompany transactions and balances have been eliminated.

Certain information and footnote disclosures normally included in financial statements prepared in accordance with
accounting principles generally accepted in the United States of America have been condensed or omitted pursuant
to the rules and regulations of the Securities and Exchange Commission (the “SEC”). These condensed consolidated
financial statements should be read in conjunction with the consolidated financial statements and related notes
contained in the Company’s Annual Report on Form 10-K for the fiscal year ended September 28, 2007. The
financial information presented in the accompanying statements reflects all adjustments that are, in the opinion of
management, necessary for a fair statement of the periods indicated. All such adjustments are of a normal recurring
nature. The year-end condensed balance sheet data was derived from the audited consolidated financial statements,
but does not include all disclosures required by accounting principles generally accepted in the United States of
America.

Fiscal Periods — The Company’s fiscal year is the 52- or 53-week period ending on the Friday closest to
September 30. In a 52-week year, each fiscal quarter consists of 13 weeks. The additional week in a 53-week year is
added to the fourth quarter, making such quarter consist of 14 weeks. Fiscal 2007 was a 52-week year and fiscal
2008 will consist of 53 weeks.

Common Stock — On June 27, 2008, the Company affected a 1-for-10 reverse stock split. Accordingly, the
accompanying consolidated financial statements have been retroactively restated to reflect the reverse stock split.

Revenue Recognition — The Company recognizes revenue when (i) persuasive evidence of an arrangement exists,
(ii) delivery has occurred, (iii) the sales price and terms are fixed and determinable, and (iv) the collection of the
receivable is reasonably assured. These terms are typically met upon shipment of product to the customer, except for
certain distributors who have unlimited contractual rights of return or for whom the contractual terms were not
enforced, or when significant vendor obligations exist. Revenue with respect to sales to distributors with unlimited
rights of return or for whom contractual terms were not enforced is deferred until the products are sold by the
distributors to third parties. At June 27, 2008 and September 28, 2007, deferred revenue related to sales to these
distributors was $5.9 million and $5.5 million, respectively. Deferred revenue is included in other current liabilities
on the accompanying condensed consolidated balance sheets.

Revenue with respect to sales to customers to whom the Company has significant obligations after delivery is
deferred until all significant obligations have been completed. At June 27, 2008 and September 28, 2007, deferred
revenue related to shipments of products for which the Company has on-going performance obligations was $0.2
million and $3.0 million, respectively. The majority of the Company’s distributors have limited stock rotation rights,
which allow them to rotate up to 10% of product in their inventory two times a year. The Company recognizes
revenue to these distributors upon shipment of product to the distributor, as the stock rotation rights are limited and
the Company believes that it has the ability to reasonably estimate and establish allowances for expected product
returns in accordance with Statement of Financial Accounting Standards (SFAS) No. 48,



CONEXANT SYSTEMS, INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(unaudited)

“Revenue Recognition When Right of Return Exists.” Development revenue is recognized when services are
performed and was not significant for any periods presented.

Uncertain Tax Positions — On September 29, 2007, the Company adopted the provisions of the Financial
Accounting Standards Board (“FASB”) Interpretation No. 48, “Accounting for Uncertainty in Income Taxes — an
interpretation of FASB Statement No. 109”, or FIN 48, which provides a financial statement recognition threshold
and measurement attribute for a tax position taken or expected to be taken in a tax return. Under FIN 48, a company
may recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax position
will be sustained on examination by the taxing authorities, based on the technical merits of the position. The tax
benefits recognized in the financial statements from such a position should be measured based on the largest benefit
that has a greater than 50% likelihood of being realized upon ultimate settlement. FIN 48 also provides guidance on
derecognition of income tax assets and liabilities, classification of current and deferred income tax assets and
liabilities, accounting for interest and penalties associated with tax positions, and income tax disclosures.

Adopting FIN 48 had the following impact on the Company’s financial statements: increased long-term liabilities by
$5.9 million and retained deficit by $0.8 million and decreased its long-term assets by $0.3 million and current
income taxes payable by $5.3 million. As of September 29, 2007, the Company had $74.4 million of unrecognized
tax benefits of which $5.2 million, if recognized, would affect its effective tax rate and $1.7 million, if recognized,
would reduce goodwill. As of June 27, 2008, the Company had $76.1 million of unrecognized tax benefits of which
$7.5 million, if recognized, would affect its effective tax rate and $1.2 million, if recognized, would reduce
goodwill. The Company’s policy is to include interest and penalties related to unrecognized tax benefits in provision
for income taxes. As of June 27, 2008 and September 29, 2007, the Company had accrued interest related to
uncertain tax positions of $0.7 million and $0.9 million, net of income tax benefit, respectively, on its balance sheet.

In the nine months ended June 27, 2008, the Company concluded certain foreign income tax audits that resulted in a
decrease in uncertain tax positions of $1.2 million. In addition, primarily due to the expected expiration of certain
acquired net operating loss carryovers, the Company expects its unrecognized tax benefits to decrease by an
additional $2.9 million over the next twelve months. The Company does not expect its uncertain tax positions to
otherwise change materially over the next twelve months.

Liquidity — The Company has an $80.0 million credit facility with a bank, under which it had borrowed $77.2
million as of June 27, 2008. The term of this credit facility has been extended through November 28, 2008 and the
facility remains subject to additional 364-day extensions at the discretion of the bank.

The Company believes that its existing sources of liquidity, together with cash expected to be generated from
product sales, will be sufficient to fund its operations, research and development, anticipated capital expenditures
and working capital for at least the next twelve months.

Restricted Cash — The Company’s short term debt credit agreement requires that the Company and its consolidated
subsidiaries maintain minimum levels of cash on deposit with the bank throughout the term of the agreement. The
Company classified $8.8 million as restricted cash with respect to this credit agreement as of June 27, 2008 and
September 28, 2007. See Note 4 for further information on the Company’s short term debt.

In June 2008, the Company issued two irrevocable stand-by letters of credit collateralized by restricted cash
balances to secure inventory purchases from a vendor aggregating $29.0 million. The letters of credit are for $8.0
million and $21.0 million and expire on August 29, 2008 and January 31, 2009, respectively. The restricted cash
balances securing the letters of credit are classified as current restricted cash on the condensed consolidated balance
sheet. In addition, the Company has letters of credit collateralized by restricted cash aggregating $6.5 million to
secure various long-term operating leases and the Company’s self-insured worker’s compensation plan. The
restricted cash associated with these letters of credit is classified as other long term assets on the condensed
consolidated balance sheets.

Reclassifications — The Company has reclassified asset impairments from special charges to a separate line item in
operating expenses on its condensed consolidated statements of operations for the three and nine months ended June
29, 2007 to conform to the current period presentation. This reclassification on the condensed consolidated
statements of operations did not affect the Company’s reported revenues, gross margins, operating loss, or net loss
for the period.



CONEXANT SYSTEMS, INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements

(unaudited)
Three Months Nine Months
Ended Ended
June 29, 2007 June 29, 2007
Special charges, before reclassification ............coceviieiiiinieeeee $ 1,141 $ 163,510
ASSEE TMPAITMENTS ...ttt b e bttt e e bbb e — (155,000)
Special charges, after reclassification............ccccoeveeiviieiiiiiiieiccees e $ 1,141 $ 8,510

Review of Accounting for Research and Development Costs — During the first quarter of fiscal 2008, the
Company reviewed its methodology of capitalizing photo mask costs used in product development. Photo mask
designs are subject to significant verification and uncertainty regarding the final performance of the related part. Due
to these uncertainties, the Company reevaluated its prior practice of capitalizing such costs and concluded that these
costs should have been expensed as research and development costs as incurred. As a result, in the nine months
ended June 27, 2008, the Company recorded a correcting adjustment of $5.3 million, representing the unamortized
portion of the capitalized photo mask costs as of September 29, 2007. Based upon an evaluation of all relevant
quantitative and qualitative factors, and after considering the provisions of Accounting Principles Board Opinion
No. 28 “Interim Financial Reporting,” (“APB 28”), paragraph 29, and SEC Staff Accounting Bulletin Nos. 99
“Materiality” (“SAB 99”) and 108 “Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements” (“SAB 108™), the Company believes that this correcting
adjustment will not be material to its estimated full year results for 2008. In addition, the Company does not believe
the correcting adjustment is material to the amounts reported in previous periods.

Derivative Financial Instruments — The Company’s derivative financial instruments as of June 27, 2008
principally consist of (i) foreign currency forward exchange contracts, (ii) interest rate swaps and (iii) the
Company’s warrant to purchase 6 million shares of Mindspeed Technologies, Inc. (Mindspeed) common stock. The
Company may use other derivatives from time to time to manage its exposure to changes in interest rates, equity
prices or other risks. The Company does not enter into derivative financial instruments for speculative or trading
purposes.

Foreign currency forward exchange contracts — The Company’s foreign currency forward exchange contracts are
used to hedge certain Indian Rupee-denominated forecasted transactions related to its research and development
efforts in India. The foreign currency forward contracts used to hedge these exposures are reflected at their fair
values on the accompanying condensed consolidated balance sheets and meet the criteria for designation as foreign
currency cash flow hedges. The criteria for designating a derivative as a hedge include that the hedging instrument
should be highly effective in offsetting changes in the designated hedged item. The Company has determined that its
non-deliverable foreign currency forward contracts to purchase Indian Rupees are highly effective in offsetting the
variability in the U.S. Dollar forecasted cash transactions resulting from changes in the U.S. Dollar to Indian Rupee
spot foreign exchange rates. For these derivatives, the gain or loss from the effective portion of the hedge is reported
as a component of accumulated other comprehensive income (loss) on the Company’s balance sheets and is
recognized in the Company’s statements of operations in the periods in which the hedged transaction affects
operations, and within the same statement of operations line item as the impact of the hedged transaction. The gain
or loss is recognized immediately in other (income) expense, net in the statements of operations when a designated
hedging instrument is either terminated early or an improbable or ineffective portion of the hedge is identified.

At June 27, 2008, the Company had outstanding foreign currency forward exchange contracts with a notional
amount of 429 million Indian Rupees, approximately $10.0 million, maturing at various dates through December
2008. Based on the fair values of these contracts, the Company recorded a derivative liability of $0.7 million at June
27, 2008. During the nine months ended June 27, 2008, the Company recorded a gain of $0.2 million for hedge
ineffectiveness. During the three and nine months ended June 29, 2007, there were no gains or losses recognized in
the statements of operations for hedge ineffectiveness.

Interest Rate Swaps — During the nine months ended June 27, 2008, the Company entered into three interest rate
swap agreements with Bear Stearns Capital Markets Inc (counterparty) for a combined notional amount of $200
million to mitigate interest rate risk on $200 million of its Floating Rate Senior Secured Notes due 2010. Under the
terms of the swaps, the Company will pay a fixed rate of 2.98% and receive a floating rate equal to three-month
LIBOR, which will offset the floating rate paid on the Notes. The interest rate swaps meet the criteria for
designation as cash flow hedges in accordance with SFAS No. 133, “Accounting for Derivative Instruments and



CONEXANT SYSTEMS, INC. AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements
(unaudited)

Hedging Activities” (“SFAS 133”). The swap agreements require the Company to post cash collateral with the
counterparty in a minimum amount of $4.25 million. The amount of collateral will adjust monthly based on a mark-
to-market of the swaps. At June 27, 2008, the Company was required to post $4.25 million of cash collateral with
the counterparty. Based on the fair value of the swap agreements, the Company recorded a derivative asset of $2.9
million at June 27, 2008. During the three and nine months ended June 27, 2008, there were no gains or losses
recognized in the statements of operations for hedge ineffectiveness related to the interest rate swaps.

Mindspeed Warrant — The Company has a warrant to purchase 6 million shares of Mindspeed common stock at an
exercise price of $17.04 per share exercisable through June 2013. At June 27, 2008 and September 28, 2007, the
market value of Mindspeed common stock was $4.05 and $8.65 per share, respectively. The Company accounts for
the Mindspeed warrant as a derivative instrument, and changes in the fair value of the warrant are included in other
(income) expense, net, each period. At June 27, 2008 and September 28, 2007, the aggregate fair value of the
Mindspeed warrant included in other assets on the accompanying condensed consolidated balance sheets was $2.9
million and $15.5 million, respectively. At June 27, 2008, the warrant was valued using the Black-Scholes-Merton
model with expected terms for portions of the warrant varying from 1 to 5 years, expected volatility of 68%, a
weighted-average risk-free interest rate of 2.9% and no dividend yield. The aggregate fair value of the warrant is
reflected as a long-term asset on the accompanying condensed consolidated balance sheets because the Company
does not intend to liquidate any portion of the warrant in the next twelve months. The valuation of this derivative
instrument is subjective, and option valuation models require the input of highly subjective assumptions, including
the expected stock price volatility. Changes in these assumptions can materially affect the fair value estimate. The
Company could, at any point in time, ultimately realize amounts significantly different than the carrying value.

Non-cash Investing Activity — Non-cash investing activity for certain technology licenses committed to during the
second quarter of fiscal 2008 will require future cash payments totaling $5.0 million between June 28 and December
28 of 2008.

Supplemental Cash Flow Information — Cash paid for interest was $25.0 million and $30.5 million for the nine
months ended June 27, 2008 and June 29, 2007, respectively. Cash paid for income taxes for the nine months ended
June 27, 2008 and June 29, 2007 was $1.4 million and $1.8 million, respectively.

Net Loss Per Share — Net loss per share is computed in accordance with SFAS No. 128, “Earnings Per Share.”
Basic net loss per share is computed by dividing net loss by the weighted average number of common shares
outstanding during the period. Diluted net loss per share is computed by dividing net loss by the weighted average
number of common shares outstanding and potentially dilutive securities outstanding during the period. Potentially
dilutive securities include stock options and warrants and shares of stock issuable upon conversion of the
Company’s convertible subordinated notes. The dilutive effect of stock options and warrants is computed under the
treasury stock method, and the dilutive effect of convertible subordinated notes is computed using the if-converted
method. Potentially dilutive securities are excluded from the computations of diluted net loss per share if their effect
would be antidilutive.

The following potentially dilutive securities have been excluded from the diluted net loss per share calculations
because their effect would have been antidilutive (in thousands):

Three Months Ended Nine Months Ended
June 27, June 29, June 27, June 29,
2008 2007 2008 2007
Stock options and Warrants............cceeveveeeieerereniesesese e 394 117 237 383
4.00% convertible subordinated notes due February................ — — — 489
2007 4.00% convertible subordinated notes due
MAICN 2026........eeeeeeee et e e s ee e ree e 5,081 5,081 5,081 5,081

5,475 5,198 5,318 5,953

Long-lived assets — Long-lived assets, including fixed assets and intangible assets (other than goodwill), are
continually monitored and are reviewed for impairment whenever events or changes in circumstances indicate that
their carrying amounts may not be recoverable. The determination of recoverability is based on an estimate of
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undiscounted cash flows expected to result from the use of an asset and its eventual disposition. The estimate of cash
flows is based upon, among other things, certain assumptions about expected future operating performance, growth
rates and other factors. Estimates of undiscounted cash flows may differ from actual cash flows due to, among other
things, technological changes, economic conditions, changes to our business model or changes in operating
performance. If the sum of the undiscounted cash flows (excluding interest) is less than the carrying value, an
impairment loss will be recognized, measured as the amount by which the carrying value exceeds the fair value of
the asset. Fair value is determined using available market data, comparable asset quotes and/or discounted cash flow
models.

Goodwill — Goodwill is tested for impairment on an annual basis and between annual tests whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable, in accordance with SFAS No.
142, “Goodwill and Other Intangible Assets.” Under SFAS No. 142, goodwill is tested at the reporting unit level,
which is defined as an operating segment or one level below the operating segment. Goodwill impairment testing is
a two-step process. The first step of the goodwill impairment test, used to identify potential impairment, compares
the fair value of a reporting unit with its carrying amount, including goodwill. If the fair value of a reporting unit
exceeds its carrying amount, goodwill of the reporting unit is considered not impaired, and the second step of the
impairment test would be unnecessary. If the carrying amount of a reporting unit exceeds its fair value, the second
step of the goodwill impairment test must be performed to measure the amount of impairment loss, if any. The
second step of the goodwill impairment test, used to measure the amount of impairment loss, compares the implied
fair value of reporting unit goodwill with the carrying amount of that goodwill. If the carrying amount of reporting
unit goodwill exceeds the implied fair value of that goodwill, an impairment loss must be recognized in an amount
equal to that excess. Goodwill impairment testing requires significant judgment and management estimates,
including, but not limited to, the determination of (i) the number of reporting units, (ii) the goodwill and other assets
and liabilities to be allocated to the reporting units and (iii) the fair values of the reporting units. The estimates and
assumptions described above, along with other factors such as discount rates, will significantly affect the outcome of
the impairment tests and the amounts of any resulting impairment losses. See Note 4 for further information on
goodwill.

Business Enterprise Segments — The Company operates in one reportable segment, broadband communications.
SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information,” establishes standards for
the way that public business enterprises report information about operating segments in consolidated financial
statements. Although the Company had three operating segments at June 27, 2008, under the aggregation criteria set
forth in SFAS No. 131, the Company only operates in one reportable segment, broadband communications.
Under SFAS No. 131, two or more operating segments may be aggregated into a single operating segment for
financial reporting purposes if aggregation is consistent with the objective and basic principles of SFAS No. 131, if
the segments have similar economic characteristics, and if the segments are similar in each of the following areas:

 the nature of products and services;

 the nature of the production processes;

» the type or class of customer for their products and services; and

» the methods used to distribute their products or provide their services.
The Company meets each of the aggregation criteria for the following reasons:

 the sale of semiconductor products is the only material source of revenue for each of the Company’s three
operating segments;

» the products sold by each of the Company’s operating segments use the same standard manufacturing
process;

 the products marketed by each of the Company’s operating segments are sold to similar customers; and

» all of the Company’s products are sold through its internal sales force and common distributors.
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Because the Company meets each of the criteria set forth above and each of its operating segments has similar
economic characteristics, the Company aggregates its results of operations in one reportable segment.

Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements.” SFAS No. 157 establishes a
framework for measuring fair value in generally accepted accounting principles, clarifies the definition of fair value
and expands disclosures about fair value measurements. SFAS No. 157 does not require any new fair value
measurements. However, the application of SFAS No. 157 may change current practice for some entities. SFAS No.
157 is effective for financial statements issued for fiscal years beginning after November 15, 2007, and interim
periods within those fiscal years. The Company will adopt SFAS No. 157 in the first quarter of fiscal 2009. The
Company is currently assessing the impact the adoption of SFAS No. 157 will have on its financial position and
results of operations.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans, an amendment to FASB Statements No. 87, 88, 106, and 132(R).” SFAS No. 158
requires company plan sponsors to display the net over- or under- funded position of a defined benefit
postretirement plan as an asset or a liability, with any unrecognized prior service costs, transition obligations or
actuarial gains/losses reported as a component of other comprehensive income in shareholders’ equity. The
Company adopted the recognition provisions of SFAS No. 158 as of the end of fiscal year 2007 and will adopt the
measurement provisions as of the end of fiscal year 2008. The Company does not believe adopting the measurement
provisions of SFAS No. 158 will have a material impact on its financial position and results of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities,” which permits entities to choose to measure at fair value eligible financial instruments and certain other
items that are not currently required to be measured at fair value. The standard requires that unrealized gains and
losses on items for which the fair value option has been elected be reported in earnings at each subsequent reporting
date. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. The Company will adopt SFAS
No. 159 no later than the first quarter of fiscal 2009. The Company is currently assessing the impact the adoption of
SFAS No. 159 will have on its financial position and results of operations.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), “Business Combinations” (“SFAS No. 141R”),
which replaces SFAS No 141. The statement retains the purchase method of accounting for acquisitions, but
requires a number of changes, including changes in the way assets and liabilities are recognized in the purchase
accounting. It also changes the recognition of assets acquired and liabilities assumed arising from contingencies,
requires the capitalization of in-process research and development at fair value, and requires the expensing of
acquisition-related costs as incurred. The Company will adopt SFAS No. 141R no later than the first quarter of fiscal
2010 and will apply prospectively to business combinations completed on or after that date.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial
Statements, an amendment of ARB 51”, which changes the accounting and reporting for minority interests. Minority
interests will be recharacterized as noncontrolling interests and will be reported as a component of equity separate
from the parent’s equity, and purchases or sales of equity interests that do not result in a change in control will be
accounted for as equity transactions. In addition, net income attributable to the noncontrolling interest will be
included in consolidated net income on the face of the income statement and, upon a loss of control, the interest
sold, as well as any interest retained, will be recorded at fair value with any gain or loss recognized in earnings. The
Company will adopt SFAS No. 160 no later than the first quarter of fiscal 2010 and will apply prospectively, except
for the presentation and disclosure requirements, which will apply retrospectively. The Company is currently
assessing the potential impact that adoption of SFAS No. 160 would have on its financial position and results of
operations.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities”
(“SFAS 161™). SFAS 161 requires expanded disclosures regarding the location and amount of derivative instruments
in and entity’s financial statements, how derivative instruments and related hedged items are accounted for under
SFAS 133 and how derivative instruments and related hedged items affect an entity’s financial position, operating
results and cash flows. SFAS 161 is effective for periods beginning on or after November 15, 2008. The Company is
currently evaluating what impact SFAS 161 will have on its financial statement disclosures.
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In April 2008, the FASB issued FSP FAS 142-3, “Determination of the Useful Life of Intangible Assets” (“FSP
142-3"). FSP 142-3 amends the factors that should be considered in developing renewal or extension assumptions
used to determine the useful life of a recognized intangible asset under SFAS No. 142. This change is intended to
improve the consistency between the useful life of a recognized intangible asset under SFAS No. 142 and the period
of expected cash flows used to measure the fair value of the asset under SFAS No. 141R and other GAAP. The
requirement for determining useful lives must be applied prospectively to intangible assets acquired after the
effective date and the disclosure requirements must be applied prospectively to all intangible assets recognized as of,
and subsequent to, the effective date. FSP 142-3 is effective for financial statements issued for fiscal years beginning
after December 15, 2008, and interim periods within those fiscal years, which will require the Company to adopt
these provisions in the first quarter of fiscal 2010. The Company is currently evaluating the impact of adopting FSP
142-3 on its consolidated financial statements.

In May 2008, the FASB issued FASB Statement No. 162, “The Hierarchy of Generally Accepted Accounting
Principles” (“SFAS No. 162™), which identifies the sources of accounting principles and the framework for selecting
the principles to be used in the preparation of financial statements of nongovernmental entities that are presented in
conformity with U.S. generally accepted accounting principles (GAAP). SFAS No. 162 is effective 60 days
following the SEC’s approval of the Public Company Accounting Oversight Board amendments to AU Section 411,
“The Meaning of Present Fairly in Conformity with GAAP.” The Company does not expect the adoption of FAS
No. 162 to have an impact on the Company’s consolidated financial position, results of operations or cash flows.

In May 2008, the FASB issued FASB Staff Position (FSP) APB 14-1, “Accounting for Convertible Debt
Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement).” APB 14-1 requires
the issuer to separately account for the liability and equity components of convertible debt instruments in a manner
that reflects the issuer’s nonconvertible debt borrowing rate. The guidance will result in companies recognizing
higher interest expense in the statement of operations due to amortization of the discount that results from separating
the liability and equity components. APB 14-1 will be effective for financial statements issued for fiscal years
beginning after December 15, 2008, and interim periods within those fiscal years. Based on its initial analysis, the
Company expects that the adoption of APB 14-1will result in an increase in the interest expense recognized on its
convertible subordinated notes. See Note 5 for further information on long term debt.

3. Sale of Broadband Media Processing Business

On April 29, 2008, we entered into an Asset Purchase Agreement with NXP BV (“NXP™), pursuant to which NXP
has agreed to acquire certain assets related to our Broadband Media Processing (“BMP”) business. Under the terms
of the agreement, which is subject to customary closing conditions and regulatory approvals, NXP will acquire
certain assets including, among other things, specified patents, inventory, contracts and certain employee-related
liabilities. Pursuant to the agreement, we obtained a license to utilize technology which was sold to NXP and NXP
obtained a license to utilize certain intellectual property which we retained. In addition, NXP has agreed to provide
employment to approximately 700 of our employees at locations in the United States, Europe, Israel, Asia-Pacific
and Japan.

Under the terms of the agreement, NXP will pay to us an aggregate of $110 million upon the closing of the
transaction which amount is comprised of $82.5 million in cash to be received at the close, and a cash payment of
$27.5 million, payable to us no later than September 30, 2008, of which $11 million will be deposited into an escrow
account. The escrow account will remain in place for twelve months following the closing of the transaction to
satisfy potential indemnification claims by NXP. We may receive additional contingent consideration of up to $35
million upon the achievement of certain financial milestones over the six calendar quarters commencing on July 1,
2008. In accordance with Statement of Financial Accounting Standards No. 144, Accounting for the Impairment or
Disposal of Long-Lived Assets, the Company determined that the assets and liabilities of the BMP business, which
constitutes an operating segment of the Company, should be classified as held for sale on the condensed
consolidated balance sheets at June 27, 2008 and September 28, 2007, and the results of the BMP business should be
reported as discontinued operations in the condensed consolidated statements of operations for all periods presented.

In accordance with the provisions of EITF No. 87-24, Allocation Interest to Discontinued Operations, interest
expense is allocated to discontinued operations based on the expected proceeds from the sale, net of any expected
permitted investments over the next twelve months. Interest expense reclassed to discontinued operations for the
three and nine months ended June 27, 2008 is $1.6 million and $6.1 million, respectively. Interest expense reclassed
to discontinued operations for the three and nine months ended June 29, 2007 is $2.2 million and $6.0 million,
respectively.
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The sale transaction is expected to be completed during the Company’s fourth fiscal quarter ending October 3, 2008
and the Company expects to recognize a gain on the transaction. The net assets of the disposal group, which are
classified as held for sale in the Company’s June 27, 2008 condensed consolidated balance sheet are as follows (in
thousands):

Cash and Cash BQUIVAIENTS ..........ccciieiiiieisti ettt bbbt e s be b esesbe s enesbe s s $ 1621
Yoo 01 ) K =T0=T A V2 o] (=TT 46
RNV a] (0] T 15,831
OLNEE CUITENT ASSELS ..veivviiierieitieesite ettt e sttt e st e e st ee e eb e e e s beeeebesssbesebesssbesebesssbessabessbessabesssbessnbesssbessnbessbessrberas 2,434

0] = oL (=T 0 A =L £ 19,932
Property, plant and QUIPMENT, NET........c.ciiiiiiiice ettt sbe e e e e e e besresrenrs 13,233
(1010 o 1TV 1 1 TR OTROPRTRROT 72,088
INEANGIDIE ASSELS, NMEL. ...ttt bbbt bbbt et e b e sbesb et e e be st e e e eneennen 840
(@1 L= G 1Y) TR 1,740

B o)=L XY=L (TR RTTPRR $ 107,833
Accrued compensation and DENETILS .......ccvivcieee e $ 3,332
Other CUITENE THADTTITIES ... veecvii ettt be s st e s st e e sab e s sabe s sbb e s sbaessbbessreeesrbeeas 439

TOtal CUMTENT HADIITIES .....veeivii et s e s st sa b e s st e e sbb e s sbb e e sbb e s sreeesatas 3,771
(O LT T L1 [ (=TT 463

TOTAL THADIIITIES ...ttt et e et e et e e s ettt e e e et et e e s e e e e s sb b e e e saabaeeesabeeeesbbeeesaseeeesrens $ 4,234

For the three and nine months ended June 27, 2008, the BMP revenues and pretax loss classified as discontinued
operations were $55.5 million and $22.6 million, and $162.0 million and $168.5 million, respectively. For the three
and nine months ended June 29, 2007, the BMP revenues and pretax loss classified as discontinued operations were
$45.3 million and $22.3 million, and $190.3 million and $36.4 million, respectively.

4. Impairments

Goodwill is tested at the reporting unit level annually and, if necessary, whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. Property, plant and equipment are
continually monitored and are reviewed for impairment whenever events or changes in circumstances indicate that
their carrying amounts may not be recoverable. The fair values of the reporting units are determined using a
combination of a discounted cash flow model and revenue multiple model.

Broadband Access

During the three months ended June 27, 2008, the Company continued its review and assessment of the future
prospects of its businesses, products and projects with particular attention given to the Broadband Access (“BBA”)
business unit. The current challenges in the competitive DSL market have resulted in the net book value of certain
assets within the BBA business unit to be considered not fully recoverable. As a result, in the third fiscal quarter, the
Company recorded impairment charges of $108.6 million related to goodwill, $1.9 million related to intangible
assets, $6.5 million related to property, plant and equipment and $3.4 million related to electronic design automation
tools (see below).

The changes in the carrying amounts of goodwill were as follows (in thousands):

Goodwill at SeptemDEr 28, 2007 ........cviiii ettt e $ 214,635
Ao [0 1TSS —
EIMIDAITIMENTS ...ttt bbbt b btk bbbt s bt b bbbt b bbbttt (108,570)
(@] {0 Lo N0 U] 1 T-] ] £ (686)
GOOAWIIT At JUNE 27, 2008 ......c.eeuiiiiieiieieiest e bbbttt et b et b et nn e $ 105,379

Broadband Media Processing

During the nine months ended June 27, 2008, the Company reevaluated its reporting unit operations with particular
attention given to various scenarios for the BMP business. The determination was made during the quarter ended
March 28, 2008, that the net book value of certain assets within the BMP business unit were considered not fully
recoverable. As a result, the Company recorded impairment charges of $119.6 million and $2.1 million to goodwill
and property, plant and equipment, respectively. The impairment charges have been included in net loss from
discontinued operations.
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Electronic Design Automation Tools

In the third quarter of fiscal 2008, the Company performed a detailed analysis on its inventory of electronic design
automation (“EDA”) tools and technology licenses which are specifically related to the BMP and BBA operations.

The BMP related EDA tools and technology licenses are not transferable upon the sale of BMP to NXP (see Note 3).
The EDA tools and technology licenses associated with the BMP operations will have no useful application to the
Company’s remaining operations and therefore an impairment charge related to the EDA tools and technology
licenses of $21.1 million was recognized during the three months ended June 27, 2008. The impairment charges
have been presented as discontinued operations in the condensed consolidated statement of operations since they
relate to BMP.

The future operations of the BBA business unit were deemed insufficient to support the realization of the EDA tools
and technology utilized by the BBA business unit and were determined to have no useful application to the
Company’s remaining operations; therefore, an impairment charge related to the EDA tools and technology licenses
of $3.4 million was recognized during the three months ended June 27, 2008.

5. Supplemental Financial Information

Inventories

Inventories consist of the following (in thousands):

June 27, September 28,

2008 2007
WVOTK=IN=PIOCESS ...ttt ettt ettt ettt st s et et e bt e st be st et s e st s e st se s ebene s $ 15005 $ 15,173
FINISNEA QOOUS.......ceiiiitiicieie bbbt sbeneere s 21,708 26,834

$ 36,713 $ 42,007

At June 27, 2008 and September 28, 2007, inventories were net of excess and obsolete (E&O) inventory reserves of
$16.8 million and $17.1 million, respectively.

Intangible Assets

Intangible assets consist of the following (in thousands):

June 27, 2008 September 28, 2007
Gross Gross
Carrying Accumulated Book Carrying Accumulated Book
Amount Amortization Value Amount Amortization Value
Developed technology ...........cccccvvee... $ 67,724 ¢ (58,850) $ 8874 $ 71665 $ (51,875) $ 19,790
Product liCENSES .........veeveevereeererereneane. 8,832 (6,796) 2,036 9,327 (6,547) 2,780
Other intangible assets...........c.cccoeeveaeae 2,628 (1,913) 715 6,015 (3,988) 2,027

$ 79,184 ¢ (67559) $ 11,625 $ 87,007 $ (62,410) $ 24,597

Intangible assets are amortized over a weighted-average period of approximately one year. Annual amortization
expense is expected to be as follows (in thousands):

Remainder
of 2008 2009 2010 2011 2012 _Thereafter
AMOrtization EXPENSE .......cvvveeeeeeerereeieieererese e seseseseeeeeeees $ 3455 $ 6,768 $ 911 $ 376 $ 100 $ 15

Short-Term Debt

On November 29, 2005, the Company established an accounts receivable financing facility whereby it sells, from
time to time, certain accounts receivable to Conexant USA, LLC (Conexant USA), a special purpose entity which is
a consolidated subsidiary of the Company. Under the terms of the Company’s agreements with Conexant USA, the
Company retains the responsibility to service and collect accounts receivable sold to Conexant USA and receives a
weekly fee from Conexant USA for handling administrative matters which is equal to 1.0%, on a per annum basis,
of the uncollected value of the accounts receivable.
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Concurrent with the Company’s agreements with Conexant USA, Conexant USA entered into an $80.0 million
revolving credit agreement with a bank which is secured by the assets of Conexant USA. The credit agreement was
renewed effective November 2007 and remains subject to additional 364-day renewal periods at the discretion of the
bank. Conexant USA is required to maintain certain minimum amounts on deposit (restricted cash) with the bank
during the term of the credit agreement. Borrowings under the credit agreement, which cannot exceed the lesser of
$80.0 million and 85% of the uncollected value of purchased accounts receivable that are eligible for coverage under
an insurance policy for the receivables, bear interest equal to 7-day LIBOR (reset quarterly) plus 0.6%. Additionally,
Conexant USA pays a fee of 0.2% per annum for the unused portion of the line of credit.

The credit agreement requires the Company and its consolidated subsidiaries to maintain minimum levels of
shareholders’ equity and cash and cash equivalents. Further, any failure by the Company or Conexant USA to pay
their respective debts as they become due would allow the bank to terminate the credit agreement and cause all
borrowings under the credit agreement to immediately become due and payable. At June 27, 2008, Conexant USA
had borrowed $77.2 million under this credit agreement and the Company was in compliance with all credit
agreement requirements.

Long-Term Debt

Long-term debt consists of the following (in thousands):

June 27, September 28,

2008 2007
Floating rate senior secured notes due November 2010 ........ccccoevvvevereeierencne e $ 221,400 $ 275,000
4.00% convertible subordinated notes due March 2026 with a conversion price of
BA9.20 ... ettt ettt enre st neane 250,000 250,000
QL0 | SR S S PSPR 471,400 525,000
Less: current portion of long-term debt ..o — (58,000)
LONG-TEIM GBI ....vvivivitiiic e bbb bbb $ 471400 $ 467,000

Floating rate senior secured notes due November 2010 — In November 2006, the Company issued $275.0 million
aggregate principal amount of floating rate senior secured notes due November 2010. Proceeds from this issuance,
net of fees paid or payable, were approximately $264.8 million. The senior secured notes bear interest at three-
month LIBOR (reset quarterly) plus 3.75%, and interest is payable in arrears quarterly on each February 15, May 15,
August 15 and November 15, beginning on February 15, 2007. The senior secured notes are redeemable in whole or
in part, at the option of the Company, at any time on or after November 15, 2008 at varying redemption prices that
generally include premiums, which are defined in the indenture for the notes, plus accrued and unpaid interest. At
any time prior to November 15, 2008, the Company may redeem up to 35% of the senior secured notes with
proceeds of one or more offerings of the Company’s common stock at a redemption price equal to 100% of the
aggregate principal amount thereof plus accrued and unpaid interest. The Company is required to offer to
repurchase, for cash, notes at a price of 100% of the principal amount, plus any accrued and unpaid interest, with the
net proceeds of certain asset dispositions if such proceeds are not used within 360 days to invest in assets (other than
current assets) related to the Company’s business. In addition, upon a change of control, the Company is required to
make an offer to redeem all of the senior secured notes at a redemption price equal to 101% of the aggregate
principal amount thereof plus accrued and unpaid interest. The floating rate senior secured notes rank equally in
right of payment with all of the Company’s existing and future senior debt and senior to all of its existing and future
subordinated debt. The notes are guaranteed by certain of the Company’s U.S. subsidiaries (the Subsidiary
Guarantors). The guarantees rank equally in right of payment with all of the Subsidiary Guarantors’ existing and
future senior debt and senior to all of the Subsidiary Guarantors’ existing and future subordinated debt. The notes
and guarantees (and certain hedging obligations that may be entered into with respect thereto) are secured by first-
priority liens, subject to permitted liens, on substantially all of the Company’s and the Subsidiary Guarantors’ assets
(other than accounts receivable and proceeds therefrom and subject to certain exceptions), including, but not limited
to, the intellectual property, owned real property, plant and equipment now owned or hereafter acquired by the
Company and the Subsidiary Guarantors. See Note 13 for condensed financial information regarding the Subsidiary
Guarantors.
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The indenture governing the senior secured notes contains a number of covenants that restrict, subject to certain
exceptions, the Company’s ability and the ability of its restricted subsidiaries to: incur or guarantee additional
indebtedness or issue certain redeemable or preferred stock; repurchase capital stock; pay dividends on or make
other distributions in respect of its capital stock or make other restricted payments; make certain investments; create
liens; redeem junior debt; sell certain assets; consolidate, merge, sell or otherwise dispose of all or substantially all
of its assets; enter into certain types of transactions with affiliates; and enter into sale-leaseback transactions.

The sale of the Company’s investment in Jazz Semiconductor, Inc. (Jazz) in February 2007 and the sale of two other
equity investments in January 2007 qualified as asset dispositions requiring the Company to make offers to
repurchase a portion of the notes no later than 361 days following the February 2007 asset dispositions. Based on the
proceeds received from these asset dispositions and the Company’s cash investments in assets (other than current
assets) related to the Company’s business made within 360 days following the asset dispositions, the Company was
required to make an offer to repurchase not more than $53.6 million of the senior secured notes, at 100% of the
principal amount plus any accrued and unpaid interest in February 2008. As a result of 100% acceptance of the offer
by the Company’s bondholders, $53.6 million of the senior secured notes were repurchased during the second
quarter of fiscal 2008. The Company recorded a pretax loss on debt repurchase of $1.4 million during the second
quarter of fiscal 2008 which included the write-off of deferred debt issuance costs. As of June 27, 2008, the
Company has not had sufficient asset dispositions to trigger another required repurchase offer within 360 days.

At June 27, 2008, the fair value of the floating rate senior secured notes, based on quoted market prices, was
approximately $219.7 million compared to their carrying value of $221.4 million.

4.00% convertible subordinated notes due March 2026 — In March 2006, the Company issued $200.0 million
aggregate principal amount of 4.00% convertible subordinated notes due March 2026 and, in May 2006, the initial
purchaser of the notes exercised its option to purchase an additional $50.0 million principal amount of the 4.00%
convertible subordinated notes due March 2026. Total proceeds from these issuances, net of issuance costs, were
approximately $243.6 million. The notes are general unsecured obligations of the Company. Interest on the notes is
payable in arrears semiannually on each March 1 and September 1, beginning on September 1, 2006. The notes are
convertible, at the option of the holder upon satisfaction of certain conditions, into shares of the Company’s
common stock at a conversion price of $49.20 per share, subject to adjustment for certain events. Upon conversion,
the Company has the right to deliver, in lieu of common stock, cash or a combination of cash and common stock.
Beginning on March 1, 2011, the notes may be redeemed at the Company’s option at a price equal to 100% of the
principal amount, plus any accrued and unpaid interest. Holders may require the Company to repurchase, for cash,
all or part of their notes on March 1, 2011, March 1, 2016 and March 1, 2021 at a price of 100% of the principal
amount, plus any accrued and unpaid interest.

At June 27, 2008, the fair value of the 4.00% convertible subordinated notes due March 2026, based on quoted
market prices, was approximately $188.8 million compared to their carrying value of $250.0 million.

6. Commitments and Contingencies

Certain claims have been asserted against the Company, including claims alleging the use of the intellectual property
rights of others in certain of the Company’s products. The resolution of these matters may entail the negotiation of a
license agreement, a settlement, or the adjudication of such claims through arbitration or litigation. The outcome of
litigation cannot be predicted with certainty and some lawsuits, claims or proceedings may be disposed of
unfavorably for the Company. Many intellectual property disputes have a risk of injunctive relief and there can be
no assurance that a license will be granted. Injunctive relief could have a material adverse effect on the financial
condition or results of operations of the Company. Based on its evaluation of matters which are pending or asserted
and taking into account the Company’s reserves for such matters, management believes the disposition of such
matters will not have a material adverse effect on the Company’s financial condition, results of operations, or cash
flows.
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IPO Litigation — In November 2001, Collegeware Asset Management, LP, on behalf of itself and a putative class
of persons who purchased the common stock of GlobeSpan, Inc. (GlobeSpan, Inc. later became GlobespanVirata,
Inc., and is now the Company’s Conexant, Inc. subsidiary) between June 23, 1999 and December 6, 2000, filed a
complaint in the U.S. District Court for the Southern District of New York alleging violations of federal securities
laws by the underwriters of GlobeSpan, Inc.’s initial and secondary public offerings as well as by certain
GlobeSpan, Inc. officers and directors. The complaint alleges that the defendants violated federal securities laws by
issuing and selling GlobeSpan, Inc.’s common stock in the initial and secondary offerings without disclosing to
investors that the underwriters had (1) solicited and received undisclosed and excessive commissions or other
compensation and (2) entered into agreements requiring certain of their customers to purchase the stock in the
aftermarket at escalating prices. The complaint seeks unspecified damages. The complaint was consolidated with
class actions against approximately 300 other companies making similar allegations regarding the public offerings
of those companies during 1998 through 2000. In June 2003, Conexant, Inc. and the named officers and directors
entered into a memorandum of understanding outlining a settlement agreement with the plaintiffs that would, among
other things, result in the dismissal with prejudice of all the claims against the former GlobeSpan, Inc. officers and
directors. The final settlement was executed in June 2004. On February 15, 2005, the Court issued a decision
certifying a class action for settlement purposes and granting preliminary approval of the settlement, subject to
modification of certain bar orders contemplated by the settlement, which bar orders have since been modified. On
December 5, 2006, the United States Court of Appeals for the Second Circuit reversed the lower court ruling that no
class was properly certified. It is not yet clear what impact this decision will have on the issuers’ settlement. The
settlement remains subject to a number of conditions and final approval. It is possible that the settlement will not be
approved.

Class Action Suit — In February 2005, the Company and certain of its current and former officers and the
Company’s Employee Benefits Plan Committee were named as defendants in Graden v. Conexant, et al., a lawsuit
filed on behalf of all persons who were participants in the Company’s 401(k) Plan (Plan) during a specified class
period. This suit was filed in the U.S. District Court for New Jersey and alleges that the defendants breached their
fiduciary duties under the Employee Retirement Income Security Act, as amended, to the Plan and the participants
in the Plan. The plaintiff filed an amended complaint on August 11, 2005. On October 12, 2005, the defendants filed
a motion to dismiss this case. The plaintiff responded to the motion to dismiss on December 30, 2005, and the
defendants’ reply was filed on February 17, 2006. On March 31, 2006, the judge dismissed this case and ordered it
closed. Plaintiff filed a notice of appeal on April 17, 2006. The appellate argument was held on April 19, 2007. On
July 31, 2007 the United States Court of Appeals for the Third Circuit vacated the District Court’s order dismissing
Graden’s complaint and remanded the case for further proceedings. On November 17, 2007, defendants filed a
Renewed Motion to Dismiss in the U.S. District Court for New Jersey. Plaintiff filed his Opposition on February 8,
2008; and, defendants filed their Reply on March 10, 2008. On December 4, 2007, defendants also filed a petition
for certiorari in the U.S. Supreme Court with respect to the Third Circuit Court of Appeals ruling, which petition
was denied on March 3, 2008.

Based on its evaluation of legal matters which are pending or asserted, management believes the disposition of such
matters will not have a material adverse effect on the Company’s financial condition, results of operations, or cash
flows.

Guarantees and Indemnifications

The Company has made guarantees and indemnities, under which it may be required to make payments to a
guaranteed or indemnified party, in relation to certain transactions. In connection with the Company’s spin-off from
Rockwell International Corporation, the Company assumed responsibility for all contingent liabilities and then-
current and future litigation (including environmental and intellectual property proceedings) against Rockwell or its
subsidiaries in respect of the operations of the semiconductor systems business of Rockwell. In connection with the
Company’s contribution of certain of its manufacturing operations to Jazz, the Company agreed to indemnify Jazz
for certain environmental matters and other customary divestiture-related matters. In connection with the sales of its
products, the Company provides intellectual property indemnities to its customers. In connection with certain
facility leases, the Company has indemnified its lessors for certain claims arising from the facility or the lease. The
Company indemnifies its directors and officers to the maximum extent permitted under the laws of the State of
Delaware.
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The durations of the Company’s guarantees and indemnities vary, and in many cases are indefinite. The guarantees
and indemnities to customers in connection with product sales generally are subject to limits based upon the amount
of the related product sales. The majority of other guarantees and indemnities do not provide for any limitation of
the maximum potential future payments the Company could be obligated to make. The Company has not recorded
any liability for these guarantees and indemnities in the accompanying condensed consolidated balance sheets.
Product warranty costs are not significant.

Other

Capital Investments — In connection with certain non-marketable equity investments, with carrying values totaling
$8.3 million, the Company may be requested to invest up to an additional $1.5 million and $2.3 million as of June
27,2008 and September 28, 2007, respectively. These additional investments are subject to capital calls, and a
decision by the Company not to participate could result in an impairment of the existing investments.

Income Taxes — The Company is subject to income taxes in both the United States and numerous foreign
jurisdictions and has also acquired and divested certain businesses for which it has retained certain tax liabilities. In
the ordinary course of our business, there are many transactions and calculations in which the ultimate tax
determination is uncertain and significant judgment is required in determining our worldwide provision for income
taxes. The Company and its acquired and divested businesses are regularly under audit by tax authorities. Although
the Company believes its tax estimates are reasonable, the final determination of tax audits could be different than
that which is reflected in historical income tax provisions and accruals. Based on the results of an audit, a material
effect on the Company’s income tax provision, net income, or cash flows in the period or periods for which that
determination is made could result. The Company files U.S. and state income tax returns in jurisdictions with
varying statutes of limitation. The fiscal years 2004 through 2007 generally remain subject to examination by federal
and most state tax authorities. The Company is subject to income tax in many jurisdictions outside the U.S., none of
which are individually material to its financial position, statement of cash flows, or results of operations.

7. Stock Option Plans

The Company has stock option plans and long-term incentive plans under which employees and directors may be
granted options to purchase shares of the Company’s common stock. As of June 27, 2008, approximately 6.8 million
shares of the Company’s common stock are available for grant under the stock option and long-term incentive plans.
Stock options are granted with exercise prices of not less than the fair market value at grant date, generally vest over
four years and expire eight or ten years after the grant date. The Company settles stock option exercises with newly
issued shares of common stock. The Company has also assumed stock option plans in connection with business
combinations.

The Company accounts for its stock option plans in accordance with SFAS No. 123(R), “Share-Based Payment.”
Under SFAS No. 123(R), the Company is required to measure compensation cost for all stock-based awards at fair
value on the date of grant and recognize compensation expense in its consolidated statements of operations over the
service period that the awards are expected to vest. The Company measures the fair value of service-based awards
and performance-based awards on the date of grant. Performance-based awards are evaluated for vesting probability
each reporting period. Awards with market conditions are valued on the date of grant using the Monte Carlo
Simulation Method giving consideration to the range of various vesting probabilities.
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The following weighted average assumptions were used in the estimated grant date fair value calculations for share-
based payments:

Three Months Ended Nine Months Ended
June 27, June 29, June 27, June 29,
2008 2007 2008 2007

Stock option plans:

Expected dividend Yield .......c.cocovvvvveeeeiinieeceeenn, $ — $ — $ — $ —

Expected stock price volatility..........cccccoveveiiennnnn, 67% 68% 68% 76%

Risk-free INterest rate..........ccovvvvivvereivnieneiese e 3.2% 4.6% 3.2% 4.6%

Average expected life (in Years) ......ccccoecevevvrivrevrnnnn 5.25 5.25 5.25 5.25
Stock purchase plan:

Expected dividend yield ............cccoevieriieiiceenann, $ — $ — $ — $ —

Expected stock price volatility...........ccccooenvininnennn 68% 53% 68% 60%

Risk-free interest rate..........cocovvvvviveienreeienene e, 3.0% 4.7% 3.0% 4.8%

Average expected life (in Years) .......cccooevereneneicnn. 0.50 0.50 0.50 0.50

The expected stock price volatility rates are based on the historical volatility of the Company’s common stock. The
risk free interest rates are based on the U.S. Treasury yield curve in effect at the time of grant for periods
corresponding with the expected life of the option or award. The average expected life represents the weighted
average period of time that options or awards granted are expected to be outstanding, as calculated using the
simplified method described in the Securities and Exchange Commission’s Staff Accounting Bulletin No. 107.

A summary of stock option activity is as follows (shares in thousands):

Weighted
Average
Shares Exercise Price
Outstanding, September 28, 2007 ..........cccoviviueiiriieiiieiee s enens 10,081 $ 2390
L1141 (=10 ISP 315 7.49
EXBICHISEA ...ttt ettt b bbbt e h et b e bbb ettt e Q) 5.97
0T =T (Yo PSR (2,284) 22.81
Outstanding, JUNE 27, 2008 ........cccveiieiiiiieiesese e re et e st te st e e sr et e sae b e resreereene e 8,111 23.63
EXercisable, JUNE 27, 2008 .......cc.eivviiiiieiiie ettt ettt ettt ste st s sbe e abe e ebe e enreere e 6,584 25.20

At June 27, 2008, of the 8.1 million stock options outstanding, approximately 6.5 million options were held by
current employees and directors of the Company, and approximately 1.6 million options were held by employees of
Rockwell, a former Rockwell business, or a former business of the Company (i.e., Mindspeed, Skyworks, Jazz) who
remain employed by one of these businesses. At June 27, 2008, stock options outstanding had an immaterial
aggregate intrinsic value and a weighted-average remaining contractual term of 3.9 years. At June 27, 2008,
exercisable stock options had an immaterial aggregate intrinsic value and a weighted-average remaining contractual
term of 3.3 years. The total intrinsic value of options exercised and total cash received from employees as a result of
stock option exercises during the nine months ended June 27, 2008 was immaterial. During the nine months ended
June 29, 2007, 1.45 million stock options were granted with a weighted average exercise price of $14.80.

Directors Stock Plan

The Company has a Directors Stock Plan (DSP) which provides for each non-employee director to receive specified
levels of stock option grants upon election to the Board of Directors (the “Board”) and periodically thereafter. Under
the DSP, each non-employee director may elect to receive all or a portion of the cash retainer to which the director is
entitled through the issuance of common stock. During the nine months ended June 27, 2008, 0.01 million stock
option grants were awarded under the DSP. At June 27, 2008, approximately 0.1 million shares of the Company’s
common stock are available for grant under the DSP.
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Employee Stock Purchase Plan

The Company has an employee stock purchase plan (ESPP) which allows eligible employees to purchase shares of
the Company’s common stock at six-month intervals during an offering period at 85% of the lower of the fair
market value on the first day of the offering period or on the purchase date. Under the ESPP, employees may
authorize the Company to withhold up to 15% of their compensation for each pay period to purchase shares under
the plan, subject to certain limitations, and employees are limited to the purchase of 200 shares per offering period.
Offering periods generally commence on the first trading day of February and August of each year and are generally
six months in duration, but may be terminated earlier under certain circumstances. During the nine months ended
June 27, 2008, 0.1 million shares were issued under the ESPP at a weighted average per share price of $5.90,
approximately 2.1 million shares of the Company’s common stock are reserved for future issuance under the ESPP,
of which 1.3 million shares will become available in .3 million share annual increases, subject to the Board selecting
a lower amount.

During the three and nine months ended June 27, 2008, the Company recognized compensation expense of $4.4
million and $10.4 million, respectively, related to the stock option and stock purchase plans. During the three and
nine months ended June 29, 2007, the Company recognized compensation expense of $3.9 million and $11.1
million, respectively, related to the stock option and stock purchase plans. The Company reclassified stock based
compensation expense of $0.5 million and $1.7 million to discontinued operations for the three and nine months
ended June 27, 2008, respectively. The Company reclassified stock based compensation expense of $0.9 million and
$2.4 million to discontinued operations for the three and nine months ended June 27, 2008, respectively. At June 27,
2008, the total unrecognized fair value compensation cost related to non-vested stock options and employee stock
purchase plan awards was $28.6 million, which is expected to be recognized over a remaining weighted average
period of approximately 1.9 years.

2001 Performance Share Plan and 2004 New Hire Equity Incentive Plan

The Company’s long-term incentive plans also provide for the issuance of share-based awards to officers and other
employees and certain non-employees of the Company. These awards are subject to forfeiture if employment
terminates during the prescribed vesting period (generally within four years of the date of award) or, in certain cases,
if prescribed performance criteria are not met. The Company has the 2001 Performance Share Plan (Performance
Plan) under which it originally reserved 0.4 million shares for issuance as well as the 2004 New Hire Equity
Incentive Plan (New Hire Plan) under which it originally reserved 1.2 million shares for issuance.

Performance Plan

The performance-based awards may be settled, at the Company’s election at the time of payment, in cash, shares of
common stock or any combination of cash and common stock. A summary of share-based award activity under the
Performance Plan is as follows (shares in thousands):

Weighted
Average Grant
Shares Date Fair Value

Outstanding, September 28, 2007 ..........cccvceieieireeeesiere et se et s be e s rns 9 $ 22.90
(C] 101 (=To OO RSRPRRRPRRPN 388 6.49
0T =T (Yo S (70) 22.90
Outstanding, JUNE 27, 2008 ........cccoveieriiieresiesese e eee et e et re e e e e e ereeneens 408 $ 6.85
Weighted

Average Grant
Shares Date Fair Value

Outstanding, September 29, 2008............cccoceviririeeeiieeisee e 28  $ 29.00
(€] £ 101 (=T SR U TP S U URTURURURRRRN 90 22.90
VTS o SO U S UPTUTRURURRPR (28) 29.00
Outstanding, JUNE 29, 2007 .......ccvereiieiiiie e sese ettt s re st e e e se e sre b e resreereene e 90 $ 22.90
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During the three and nine months ended June 27, 2008, the Company recorded a reversal of previously recognized
stock based compensation expense of zero and $1.1 million, respectively, related to the non-achievement of certain
performance criteria and stock based compensation expense of $0.5 and $0.9 million, respectively, related to award
grants that are still outstanding. During the three and nine months ended June 29, 2007, the Company recorded stock
based compensation expense of $0.2 and $0.8 million, respectively, related to these awards. At June 27, 2008, the
total unrecognized fair value compensation cost related to non-vested Performance Plan share awards was $1.9
million, which is expected to be recognized over a remaining weighted average period of approximately 0.9 years.
At June 27, 2008, approximately 0.1 million shares of the Company’s common stock are available for issuance
under this plan.

2004 New Hire Plan

The New Hire Plan contains service-based awards as well as awards which vest based on the achievement of certain
stock price appreciation conditions. A summary of share-based award activity under the New Hire Plan for the nine
months ended June 27, 2008 is as follows (shares in thousands):

Weighted
Average Grant
Shares Date Fair Value

Outstanding, September 28, 2007 ..........cccoviviviririereiriieieesere e 311 % 11.50
L€ =121 (=T [OOSR TR PUPORPO 25 4,50
VESEEO ...t (150) 15.30
00 =T (<10 (100) 15.30
Outstanding, JUNE 27, 2008 ..........ccooveiieieiieieee ettt s ra st st e b e e sbesrereas 86 $ 11.03

As of June 27, 2008, the Company had approximately 0.1 million shares of service-based awards granted under the
New Hire Plan and 0.03 million shares of awards with market conditions. The Company measures service-based
awards at fair value on the grant-date.

Shares of the market condition awards may vest based upon two years of service and certain stock price appreciation
conditions. The Company measures share awards with market conditions at fair value on the grant-date using
valuation techniques in accordance with SFAS No. 123(R), which gives consideration to the range of various
vesting probabilities.

During the three and nine months ended June 27, 2008, the Company recognized $0.2 million and $1.3 million in
stock based compensation expense related to the New Hire Plan. In addition, due to the departure of the Company’s
former President and CEO, the vesting period of 0.2 million service-based awards was accelerated and 0.1 million
market condition awards were forfeited due to non-achievement of vesting conditions resulting in the recognition of
$1.3 million of stock based compensation and the reversal of $0.3 million of stock based compensation,
respectively. At June 27, 2008, the total unrecognized fair value compensation cost related to non-vested New Hire
Plan was $0.5 million, which is expected to be recognized over a remaining weighted average period of
approximately 2.1 years. At June 29, 2007 and September 29, 2006, there were no shares outstanding under the New
Hire Plan.

8. Comprehensive Income (Loss)

Comprehensive income (loss) consists of the following (in thousands):

Three Months Ended Nine Months Ended
June 27, June 29, June 27, June 29,
2008 2007 2008 2007
NELTOSS ot $ (149,871) $ (35,227) $ (301,093) $ (167,697)
Other comprehensive income (loss):
Currency translation adjustments.............cccoceeererune (797) 887 706 5,391
Unrealized gains on marketable securities................ 480 7,661 480 14,405
Unrealized gains on foreign currency forward hedge
contracts and interest rate SWaps........cc.oceeererenene 4,154 45 1,972 417
Minimum pension liability adjustments.................... 4,832 56 3,759 165
Other comprehensive iNCOME .........ccccccvvevvrernnnn 8,669 8,649 6,917 20,378
Comprehensive 10SS.......c.covevererenierenese e $ (141,202) $ (26,578) $ (294,176) $ (147,319)
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Accumulated other comprehensive income (loss) consists of the following (in thousands):

June 27,  September 28,
2008 2007
Foreign currency translation adjuStMENtS .........ccccveveiereririe s $ 2700 $ 1,994
Unrealized gains on foreign currency forward hedge contracts and interest rate swaps...... 2,352 380
Unrealized gains on marketable SECUTIES.........coeiirereiirieieeee e 480
Minimum pension liability adjuStMENLS .........cceiieiiiiie s — (3,759)
Accumulated other comprehensive iNCOMe (10SS)........covverivrieiveieiieereres e $ 5532 $ (1,385)

9. Special Charges
Loss on Termination of Defined Benefit Plan

In May 2008, the Company determined it would terminate its voluntary early retirement program (“VERP”) which it
had offered to certain salaried employees in association with a restructuring plan initiated in September 1998. The
Company settled its liability related to the VERP via the purchase of a non-participating annuity contract. During the
three months ended June 27, 2008, the Company recorded a pension settlement charge of $6.3 million.

Restructuring Charges

The Company has implemented a number of cost reduction initiatives to improve its operating cost structure. The
cost reduction initiatives included workforce reductions and the closure or consolidation of certain facilities, among
other actions.

As of June 27, 2008, the Company has remaining restructuring accruals of $25.6 million, of which $2.4 million
relates to workforce reductions and $23.2 million relates to facility and other costs. Of the $25.6 million of
restructuring accruals at June 27, 2008, $11.9 million is included in other current liabilities and $13.7 million is
included in other non-current liabilities in the accompanying condensed consolidated balance sheet. The Company
expects to pay the amounts accrued for the workforce reductions through fiscal 2008 and expects to pay the
obligations for the non-cancelable lease and other commitments over their respective terms, which expire at various
dates through fiscal 2021. The facility charges were determined in accordance with the provisions of SFAS No. 146,
“Accounting for Costs Associated with Exit or Disposal Activities” (SFAS No. 146). As a result, the Company
recorded the net present value of the future lease obligations and will accrete the remaining amounts into expense
over the remaining terms of the non-cancellable leases. Cash payments to complete the restructuring actions will be
funded from available cash reserves and funds from product sales, and are not expected to significantly impact the
Company’s liquidity.

Fiscal 2008 Restructuring Actions — During the nine months ended June 27, 2008, the Company announced its
decision to discontinue investments in standalone wireless networking solutions and other product areas. In relation
to these announcements, the Company has recorded $6.4 million of total charges for the cost of severance benefits
for the affected employees. Additionally, the Company recorded charges of $1.3 million relating to the consolidation
of certain facilities under non-cancelable leases which were vacated.

Activity and liability balances recorded as part of the Fiscal 2008 Restructuring Actions during the nine months
ended June 27, 2008 were as follows (in thousands):

Workforce Facility

Reductions  _And Other Total
Restructuring balance, September 28, 2007 ........cccccovevieeierieeseesese e, $ — $ — 3 —
Charged t0 COSES aNd EXPENSES ....cveiviriiriirieiieie ettt see e 3,042 1,145 4,187
CaSh PAYMENLS.......cciiecieece et e e nnenne s (1,756) (53) (1,809)
Restructuring balance, December 28, 2007 ........cccooeiiieiiieiieeie e 1,286 1,092 2,378
Charged t0 COStS and EXPENSES ....ccvevvvrieiieeeseeierieseseste e sre e sreeeesee e seeseesresee e 1,107 85 1,192
CaSh PAYMENTS .....cvcviiciiceee et bbb e (1,210) (260) _ (1,470)
Restructuring balance, March 28, 2008...........cccccoeiieieiienecnse e 1,183 917 2,100
Charged t0 COSES and EXPENSES ....ccvevverieireeieeieieriene e ste e e eeesee e see e sresee e 2,276 46 2,322
CaSH PAYMENTS .....vveeececee ettt a ettt s e e e (1,119) (238) _ (1,357)
Restructuring balance, June 27, 2008..........cccooerererenienieneeeseeie e $ 2340 $ 725 $ 3,065
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Fiscal 2007 Restructuring Actions — During fiscal 2007, the Company announced several facility closures and
workforce reductions. In total, the Company notified approximately 670 employees of their involuntary termination
and recorded $9.5 million of total charges for the cost of severance benefits for the affected employees.
Additionally, the Company recorded charges of $2.0 million relating to the consolidation of certain facilities under
non-cancelable leases which were vacated.

Activity and liability balances recorded as part of the Fiscal 2007 Restructuring Actions during the nine months
ended June 27, 2008 were as follows (in thousands):

Workforce Facility
Reductions  _And Other Total

Restructuring balance, September 28, 2007 .........ccccoovevevereeeieieie e $ 3636 $ 6,640 $ 10,276
Charged t0 COStS AN EXPENSES ...vvivveveerreeeieriestesiesreereeeeeeseeseeseesresresreeeeseeseenees 373

NON-CASN TEBMS ...ttt — (70) (70)
CaSh PAYIMENTS......eeiiiitiietiite ettt ettt sb e et ene s (1,071) (632) (1,703)
Restructuring balance, December 28, 2007 .........ccocovvreienenienieieeiee e 2,938 8,024 10,962
Charged t0 COStS aNd EXPENSES ....ccveiueerieeeierie sttt st e sb e (290) 2,050 1,760
NON-CASN TEBIMS ...ttt bbbt nae e — 1,287 1,287
CaSh PAYMENTS .......cvivceciccieieee ettt (1,818) (1,110) _ (2.928)
Restructuring balance, March 28, 2008...........cccccciviieeiieieneie e 830 10,251 11,081
Charged t0 COStS aNd EXPENSES ....ccvviveereeeeieiiestesie e eree e este e sresresresre e eeeseesrenes (577) 178 (399)
CaSH PAYMENTS ...ttt sttt ettt b e e s ssss ettt sena (164) (1,259) _ (1.423)
Restructuring balance, June 27, 2008 ............cccooveeieiiceieriee e $ 89 $ 9170 $ 9,259

Fiscal 2006 and 2005 Restructuring Actions — During fiscal years 2006 and 2005, the Company announced
operating site closures and workforce reductions. In total, the Company notified approximately 385 employees of
their involuntary termination. During fiscal 2006 and 2005, the Company recorded total charges of $24.1 million
based on the estimates of the cost of severance benefits for the affected employees and the estimated relocation
benefits for those employees who were offered and accepted relocation assistance. Additionally, the Company
recorded charges of $21.3 million relating to the consolidation of certain facilities under non-cancelable leases
which were vacated.

Activity and liability balances recorded as part of the Fiscal 2006 and 2005 Restructuring Actions during the nine
months ended June 27, 2008 were as follows (in thousands):

Workforce Facility

Reductions _and Other Total
Restructuring balance, September 28, 2007 ...........ccccevvveeriiiereienieceeeee e, $ 131 $ 17,988 $ 18,119
Charged t0 COSES AN EXPENSES ....c..euvivirieriiierieeete ettt — 244 244
CaSh PAYIMENTS ...ttt ettt sttt (1) (2,071) (2,072)
Restructuring balance, December 28, 2007 ........c.cccoieriiineninieieese e 130 16,161 16,291
Charged (credited) t0 COStS N EXPENSES ....c.veververierieriirierieeie e (130) 59 (71)
CaSh PAYMENES ..o bbb e — (2,327) (2,327)
Restructuring balance, March 28, 2008...........c.cccoeveieiiinene s — 13,893 13,893
Charged t0 COStS anNd EXPENSES .....cveeveeeeierieriesie e eree e eee e sre e sresresreeeesaeseeseeseens — 192 192
CaSh PAYMENLS.......ociiicicice e b e se e e sre s — (791) (791)
Restructuring balance, June 27, 2008..........cccccveeeieievenese e $ — $ 13294 $ 13,294
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10. Other Income (Expense), Net

Other income (expense), net consists of the following (in thousands):

Three Months Ended Nine Months Ended
June 27, June 29, June 27, June 29,

2008 2007 2008 2007
Investment and interest iNCOME ...........ccvevevevivereecreieienns $ 1,315 $ 2,110 $ 6855 $ 11,299
Gain (loss) in fair value of Mindspeed warrants.............. 1,881 944 (12,662) 7,868
Gains on investments in equity Securities..............coco...... — 101 — 6,570
Gain on sale of building.........c.ccoovviviveriini e 6,567 — 6,567 —
L 131 TS (727) 501 (1,217) 640
Other income (EXPENSE), NEL.......cccveeirerreiirerieeseere s $ 9,036 $ 3,656 $ (457) $ 26,377

Other income (expense), net during the three months ended June 27, 2008 was primarily comprised of $1.3 million
of investment and interest income on invested cash balances and a $1.9 million increase in the fair value of the
Company’s warrant to purchase 6 million shares of Mindspeed common stock mainly due to an increase in
Mindspeed’s stock price during the period. In addition, the sale of a building in Noida, India generated a gain of
$6.6 million. Other income (expense), net during the nine months ended June 27, 2008 was primarily comprised of
$6.9 million of investment and interest income on invested cash balances and a $12.7 million decrease in the fair
value of the Company’s warrant to purchase 6 million shares of Mindspeed common stock mainly due to a decrease
in Mindspeed’s stock price during the period. In addition, the sale of the building in Noida, India contributed $6.6
million to other income during the nine months ended June 27, 2008.

Other income (expense), net during the three months ended June 29, 2007 was primarily comprised of $2.1 million
of investment and interest income on invested cash balances and a $0.9 million increase in the fair value of the
Company’s warrant to purchase 6 million shares of Mindspeed common stock mainly due to an increase in
Mindspeed’s stock price during the period. Other income (expense), net during the nine months ended June 29, 2007
was primarily comprised of $11.3 million of investment and interest income on invested cash balances, a $7.9
million increase in the fair value of the Company’s warrant to purchase 6 million shares of Mindspeed common
stock mainly due to an increase in Mindspeed’s stock price during the period, and $6.6 million of gains on
investments in equity securities.

11. Related Party Transactions
Mindspeed Technologies, Inc.

As of June 27, 2008, the Company holds a warrant to purchase 6 million shares of Mindspeed common stock at an
exercise price of $17.04 per share exercisable through June 2013. In addition, two members of the Company’s
Board of Directors, including its Chairman, also serve on the Board of Mindspeed. No significant amounts were due
to or receivable from Mindspeed at June 27, 2008.

Lease Agreement — The Company subleases an office building to Mindspeed. Under the sublease agreement,
Mindspeed pays amounts for rental expense and operating expenses, which include utilities, common area
maintenance, and security services. During each of the three months ended June 27, 2008 and June 29, 2007, the
Company recorded income related to the Mindspeed sublease agreement of $0.6 million. During each of the nine
months ended June 27, 2008 and June 29, 2007, the Company recorded income related to the Mindspeed sublease
agreement of $1.9 million. Additionally, Mindspeed made payments directly to the Company’s landlord totaling
$1.1 million and $1.0 million during the three months ended June 27, 2008 and June 29, 2007, respectively, and $2.5
million and $3.0 million during the nine months ended June 27, 2008 and June 29, 2007, respectively.
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12. Geographic Information

Net revenues by geographic area, based upon country of destination, were as follows (in thousands):

Three Months Ended Nine Months Ended
June 27, June 29, June 27, June 29,
2008 2007 2008 2007
UNITEA SEALES....covieieiii ittt $ 6,742 $ 8,117 $ 18864 $ 26,044
Other AMEFICAS......cocvviiiie it 2,253 3,329 7,372 9,440
Total AMETICAS.....cccvveieriiiitie et 8,995 11,446 26,236 35,485
(O 014 N 76,466 82,418 237,779 252,157
SOULN KOTBA....veecevieitie ettt s 1,007 4,269 7,536 16,462
QI 1177 L 7,509 8,192 23,592 30,240
Other ASIa-PaCifiC .........cocveviiiiiie et 14,708 20,070 65,111 75,863
Total Asia-PacifiC ........coocvvvvveeiiiieeeeee e 99,690 114,949 334,018 374,722
Europe, Middle East and Africa ..........ccocvevvivnieeierennnn. 6,909 7,857 19,791 24,436

$ 115594 $ 134252 $ 380,045 $ 434,643

The Company believes a portion of the products sold to original equipment manufacturers (OEMs) and third-party
manufacturing service providers in the Asia-Pacific region are ultimately shipped to end-markets in the Americas

and Europe. One distributor accounted for 16% and 15% of net revenues for the nine months ended June 27, 2008
and June 29, 2007, respectively. Sales to the Company’s twenty largest customers represented approximately 69%
and 68% of net revenues for the nine months ended June 27, 2008 and June 29, 2007, respectively.

Long-lived assets consist of property, plant and equipment and certain other long-term assets. Long-lived assets by
geographic area were as follows (in thousands):

June 27, September 28,

2008 2007
UNITEA STALES .. cveviveiiictetesiste ettt ettt sttt st b et s et et s e st b et st b e e e b et e e st e e $ 65382 $ 79,281
[ To TP TP 5,306 10,544
Other ASIA-PACITIC ....vivviiiiiiiiiiec bbb es 6,083 6,280
Europe, Middle East and AfTICa .......ccceiiiiiiiieice s — 721

$ 76,771 $ 96,826

13. Supplemental Guarantor Financial Information

In November 2006, the Company issued $275.0 million of floating rate senior secured notes due November 2010.
The floating rate senior secured notes rank equally in right of payment with all of Conexant Systems, Inc.’s (the
Parent’s) existing and future senior debt and senior to all of its existing and future subordinated debt. The notes are
also jointly, severally and unconditionally guaranteed, on a senior basis, by three of the Parent’s wholly owned U.S.
subsidiaries: Conexant, Inc., Brooktree Broadband Holding, Inc., and Ficon Technology, Inc. (collectively, the
Subsidiary Guarantors). The guarantees rank equally in right of payment with all of the Subsidiary Guarantors’
existing and future senior debt and senior to all of the Subsidiary Guarantors’ existing and future subordinated debt.
The notes and guarantees (and certain hedging obligations that may be entered into with respect thereto) are secured
by first-priority liens, subject to permitted liens, on substantially all of the Parent’s and the Subsidiary Guarantors’
assets (other than accounts receivable and proceeds therefrom and subject to certain exceptions), including, but not
limited to, the intellectual property, owned real property, plant and equipment now owned or hereafter acquired by
the Parent and the Subsidiary Guarantors.

In lieu of providing separate financial statements for the Subsidiary Guarantors, the Company has included the
accompanying condensed consolidating financial statements. These condensed consolidating financial statements
are presented on the equity method of accounting. Under this method, the Parent’s and Subsidiary Guarantors’
investments in their subsidiaries are recorded at cost and adjusted for their share of the subsidiaries’ cumulative
results of operations, capital contributions and distributions and other equity changes. The financial information of
the three Subsidiary Guarantors has been combined in the condensed consolidating financial statements.
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The following tables present the Company’s condensed consolidating balance sheets as of June 27, 2008 and

September 28, 2007 (in thousands):

Current assets:

Cash and cash equivalents .....................
Restricted cash........cocceevevicvi e
ReCEIVADIES......cccvvviveeeiec e
INVENTOTIES ..
Other current assets........cocovevevveevveennne.
Current assets held for sale.....................

Total current assets ......cevevveeeviverernns

Property and equipment, net..................
GOOAW Il ..o,
Intangible assets, net..........ccccocevevenenne.
Other aSSetS........oovvveveeiieiiiiie e,
Investments in subsidiaries....................

Total aSSEtS......vvevvveeieiiiiie e

Current liabilities:

Short-term debt........ccoevevvevveiiiiceeeee,
Accounts payable.........ccccovviiniiienn
Accrued compensation and benefits.......
Intercompany payable (receivable)........
Other current liabilities..........ccoveeeveenee.
Current liabilities to be assumed............

Total current liabilities..........c..........

Long-term debt........cccoveviiiiiiiince,
Other liabilitieS .......ccocevvvrivieiie e,
Total liabilities ........cccoveeeviiiiiiciie

Shareholders’ equity .......cccceevvevevereericnienn,
Total liabilities and equity .................

June 27, 2008

Non-

Parent Guarantors Guarantors Eliminations Consolidated

$ 90990 $ — $ 43636 $ — $ 134,626
29,000 — 8,800 — 37,800
(5,507) — 84,006 — 78,499
36,713 — — — 36,713
26,631 3 5,926 — 32,560
23,324 54,040 30,469 — 107,833
201,151 54,043 172,837 — 428,031
13,967 — 10,782 — 24,749
59,235 39,949 6,195 — 105,379
1,909 9,229 487 — 11,625
52,782 — 2,097 — 54,879
297,196 18,129 — (315,325) —

$ 626,240 $ 121,350 $ 192,398 $ (315,325) $ 624,663
$ — $ — $ 771177 % — 8 77177
59,966 — 1,870 — 61,836
12,609 — 6,299 — 18,908
112,599  (169,158) 56,559 — —
55,322 932 3,636 — 59,890
1,975 — 2,259 — 4,234
242,471 (168,226) 147,800 — 222,045
471,400 — — — 471,400
61,854 — 1,896 — 63,750
775,725 (168,226) 149,696 — 757,195
(149,485) 289,576 42,702 (315,325) (132,532)
$ 626,240 $ 121350 $ 192,398 $ (315,325) $ 624,663
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Current assets:

Cash and cash equivalents .............ccccceeeene
Restricted cash....
Receivables.........
Inventories..........
Other current assets........cocevvvvevvveeveresvesinnenn
Current assets held for sale ...........cocceeveennee.

Total current assets

Property and equipment, net...........c.ccocvee.e.
Goodwill .............
Intangible assets, Net........cccocevevevevvinninnne,
Other assets.........

Total assets......

Current liabilities:

Current portion of long-term debt................
Short-term debt...

Accounts payable

Accrued compensation and benefits.............
Intercompany payable (receivable)..............
Other current liabilities........ccccooevvvereinenns

Current liabilities

Long-term debt ...
Other liabilities ...

Total liabilities

Shareholders’ equity ........cccccevvveiveieeviciesenienn,

CONEXANT SYSTEMS, INC. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements

(unaudited)
September 28, 2007
Non-

Parent Guarantors Guarantors Eliminations Consolidated
$ 199,263 $ — $ 34884 $ —  $ 234,147
......................................... — — 8,800 — 8,800
......................................... (10,101) — 90,957 — 80,856
......................................... 42,007 — — — 42,007
11,957 2 6,172 — 18,131
42,060 173,640 34,751 — 250,451
.................................. 285,186 173,642 175,564 — 634,392
29,833 — 16,843 — 46,676
......................................... 68,834 133,411 12,390 — 214,635
5,764 18,244 589 — 24,597
......................................... 63,554 — 2,115 — 65,669
Investments in subsidiaries.............coceeevee.ne. 513,340 11,563 — (524,903) —
......................................... $ 966,511 $ 336,860 $ 207,501 $ (524,903) $ 985,969
$ 58,000 $ — 3 — $ — $ 58,000
......................................... — — 80,000 — 80,000
......................................... 77,581 — 2,990 — 80,571
16,941 — 6,250 — 23,191
96,258 (169,158) 72,900 — —
65,778 931 3,636 — 70,345
to be assumed.................. 1,979 — 1,946 3,925
Total current liabilities...........ccccccvveeunennne. 316,537 (168,227) 167,722 — 316,032
......................................... 467,000 — — — 467,000
......................................... 53,226 — 3,196 — 56,422
......................................... 836,763 (168,227) 170,918 — 839,454
129,748 505,087 36,583 (524,903) 146,515
and equity ......c.ceevevennnne $ 966,511 $ 336,860 $ 207,501 $ (524,903) $ 985,969

Total liabilities
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The following tables present the Company’s condensed consolidating statements of operations for the three months
ended June 27, 2008 and June 29, 2007 (in thousands):

Three Months Ended June 27, 2008

Non-
Parent Guarantors _Guarantors _Eliminations Consolidated
NEE FEVENUES......oviiiieieeeeieieieie e sneneas $ 109,770 $ 18669 $ 5824 $ (18,669) $ 115594
Cost of goods SOId........cccvviriririiirc 70,637 — 5,218 (18,669) 57,186
GrOSS MAIGIN ..o 39,133 18,669 606 — 58,408
Operating expenses:
Research and development...........cccoovvvnvennnne, 27,407 — 3 — 27,410
Selling, general and administrative .................. 23,494 — 1,206 — 24,700
Amortization of intangible assets ..................... 379 3,006 244 — 3,629
ASSEt IMPAITMENTS ... 27,887 92,730 — — 120,617
Special Charges.........ccovvveveveeieeic e, 8,245 — 180 — 8,425
Total operating eXpenses.........cevvevevevarnann 87,412 95,736 1,633 — 184,781
Operating inCOME (10SS) .....ovvvrvererierieierenenieniene (48,279) (77,067) (1,027) — (126,373)
Equity in income (loss) of subsidiaries................. 1) 5,237 — (5,236) —
INEErESt EXPENSE ..ovveveverecieste et (5,716) — (953) — (6,669)
Other income (eXpense), Net.......ccccvvvvverererennenns (1,579) — 10,615 — 9,036
Loss before income taxes and gain on equity
method INVeStMeNts........ccocovvvvvieivniene s (55,575) (71,830) 8,635 (5,236) (124,006)
Provision for inCOmMe taxes.......ccooevveveieereceenne. 694 — 1,772 — 2,466
Income (loss) before gain on equity method
INVESTMENTS. ..o (56,269) (71,830) 6,863 (5,236) (126,472)
Gain on equity method investments..................... 53 — — — 53
Loss from continuing operations............cccccueeve. (56,216) (71,830) 6,863 (5,236) (126,419)
Loss from discontinued operations..............c........ (22,960) — (492) — (23,452)
Net inCOMe (10SS) ...cevvveeeririeiicencseee e $ (79176) $ (71830) $ 6371 $ (5236) $ (149,871)
Three Months Ended June 29, 2007
Non-
Parent Guarantors _Guarantors _Eliminations Consolidated
NEL FEVENUES ... $ 103,115 $ 6,271 $ 31,137 $ (6,271) $ 134,252
Cost of goods SOId........cccvviriririric 49,141 — 27,677 (6,271) 70,547
GrOSS MAIGIN ...veveieeseesieeieeeee et 53,974 6,271 3,460 — 63,705
Operating expenses:
Research and development...........cccoovvninnne, 42,453 — 49 — 42,502
Selling, general and administrative .................. 19,328 — 2,969 — 22,297
Amortization of intangible assets ............c.c...... 508 3,861 244 — 4,613
ASSEt IMPAITMENS ...ovevverirerereresese e — — — — —
Special charges.......c.cvvvviviniininiiniiisss 1,141 — — — 1,141
Total operating eXpenses.........ccevvevevevernanes 63,430 3,861 3,263 — 70,554
Operating inCOME (10SS) .....ovvvrveririrerenenienieniene (9,456) 2,410 198 — (6,848)
Equity in income (loss) of subsidiaries................. (2,918) 643 — 2,275 —
INEEreSt EXPENSE .oveveveierieiie et (7,547) — (1,648) — (9,195)
Other income (eXpPense), Net.......ccocvvvvverererennenns (1,963) — 5,619 — 3,656
Income (loss) before income taxes and gain on
equity method investments............ccocvvvveeneniennn. (21,883) 3,053 4,168 2,275 (12,387)
Provision for inCOmMe taxes........cocevveveivereceenne. 296 — 234 — 530
Income (loss) before gain on equity method
INVESTMENTS. ..o (22,179) 3,053 3,934 2,275 (12,917)
Gain on equity method investments..................... 179 — — — 179
Loss from continuing operations...........cc.ccocevuenne. (22,000) 3,053 3,934 2,275 (12,738)
Loss from discontinued operations..............c....... (21,904) — (585) — (22,489)
Net income (10SS) «..v.veveverrrierereirisie e $ (43904) $ 3053 $ 3349 $ 2275 $  (35,227)
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The following tables present the Company’s condensed consolidating statements of operations for the nine months
ended June 27, 2008 and June 29, 2007 (in thousands):

Nine Months Ended June 27, 2008
Non-

Parent Guarantors Guarantors _Eliminations _Consolidated
NEL TEVENUES .....cvvvirieeiiieieesieeee e $ 339861 $ 26587 $ 40,184 $ (26,587) $ 380,045
Cost of goods sold .........cccvevvevveieicncieniee, 167,908 — 36,158 (26,587) 177,479
GroSS Margin .....ccccveeeeeeeriesesesese e e eeeens 171,953 26,587 4,026 — 202,566
Operating expenses:
Research and development ..........ccccc....e. 96,241 — (358) — 95,883
Selling, general and administrative........... 58,776 — 6,362 — 65,138
Amortization of intangible assets.............. 1,312 9,016 731 — 11,059
Asset impairments.........ccoceveveeevererenene, 28,017 92,730 — — 120,747
Special charges .........ccoceovveviiiciicieee, 14,194 — 1,044 — 15,238
Total operating eXpenses..........ccoceveuene 198,540 101,746 7,779 — 308,065
Operating 10SS.......ccccvcvveiveieiercce e (26,587) (75,159) (3,753) — (105,499)
Equity in income (loss) of subsidiaries......... 4,211 6,564 — (10,775) —
INtErest EXPENSE ...ccvevververrrrieireeeeeie e (21,223) — (3,523) — (24,746)
Other iNCOME, NEt ......ccovveiiriiireecee (20,996) — 20,539 — (457)
Income (loss) before income taxes and gain
on equity method investments..................... (64,595) (68,595) 13,263 (10,775) (130,702)
Provision for income taxes ........cccocoeceveruenne. 941 — 3,104 — 4,045
Income (loss) before gain on equity method
INVESTMENES ..o (65,536) (68,595) 10,159 (10,775) (134,747)
Gain on equity method investments.............. 3,612 — — — 3,612
Loss from continuing operations................... (61,924) (68,595) 10,159 (10,775) (131,135)
Loss from discontinued operations............... (48,896) (119,600) (1,462) — (169,958)
Net income (10SS)......covevvvreeierieiireireesieienns $ (110,820) $ (188,195) $ 8,697 $ (10,775) $ (301,093)
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NEt FEVENUES ..o
Cost of goods SOId ........ccovveericiicee,
GroSS MArgin ......cceeereeeeeenese e

Operating expenses:
Research and development ............c..........
Selling, general and administrative...........
Amortization of intangible assets..............
Asset impairments.........ccocveeveveevererenenns
Special charges ......cccoceveveveriviie v

Total operating eXpenses..........ccucvvereens

Operating 10SS........ccovireiininenese e
Equity in income (loss) of subsidiaries.........
INterest eXPENSe ......ccvvvverieeee e
Other iNCOME, NEt ......cvvvvviiriiereecee

Income (loss) before income taxes and gain
on equity method investments.....................

Provision for income taxes .........ccccevvveevernnne.

Income (loss) before gain on equity method
INVESTMENES ..
Gain on equity method investments..............

Loss from continuing operations...................
Loss from discontinued operations...............
Net (10SS) INCOME......covevieviiiiieiece e

(unaudited)
Nine Months Ended June 29, 2007
Non-

Parent Guarantors Guarantors  _Eliminations Consolidated
$ 337,929 $ 19,374 $ 96,714 $ (19,374) $ 434,643
152,988 — 89,014 (19,374) 222,628
184,941 19,374 7,700 — 212,015
130,947 — 204 — 131,151
58,820 — 9,668 — 68,488
1,569 14,373 743 — 16,685
— 155,000 — — 155,000
8,510 — — — 8,510
199,846 169,373 10,615 — 379,834
(14,905)  (149,999)  (2,915) —  (167,819)
(120,622) 1,850 — 118,772 —
(26,607) — (4,971) — (31,578)
9,880 — 16,497 — 26,377
(152,254)  (148,149) 8,611 118,772 (173,020)
1,589 — 159 — 1,748
(153,843)  (148,149) 8,452 118,772 (174,768)
44,194 — — — 44,194
(109,649)  (148,149) 8,452 118,772 (130,574)
(35,559) — (1,564) — (37,123)
$ (145,208) $ (148,149) $ 6,888 $ 118,772 $ (167,697)
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The following tables present the Company’s condensed consolidating statements of cash flows for the nine months
ended June 27, 2008 and June 27, 2007 (in thousands):

Net cash (used in) provided by operating
ACHIVITIES. ...

Cash flows from investing activities:

Proceeds from sale of fixed assets.................
Purchases of accounts receivable...................
Proceeds from collection of purchased accts
receivable........cccooceveiieicc
Purchases of equity securities and other

Purchases of property plant and equipment...
Increase in restricted cash..........c.cccovriinnnn

Net cash (used in) provided by investing
ACHIVITIES .o

Cash flows from financing activities:
Proceeds from / (repayments of) short-term
debt, net of eXPENSE ......cccevvvvvvcveiecice s
Repayment of long-term debt, net of
EXPENSES . ...vevvevesverieresteearesteeeresreeareseereareseas
Proceeds from issuance of common stock.....
Proceeds from shareholder loans...................
Collateral deposit related to interest rate
SWAP c.vevvereetesterestesietesteseetesre e etesre et e e sae e
Net cash used in financing activities..............
Net (decrease) increase in cash and cash
EQUIVAIENES ..o
Cash and cash equivalents at beginning of
0114 To o SRS
Cash and cash equivalents at end of period ...

Nine Months Ended June 27, 2008

Non-

Parent Guarantors Guarantors Eliminations Consolidated
$ (195400 $ — $ (3984) $ 8987 $ (14,537)
574 — 8,375 — 8,949

— — (404,533) 404,533 —

— — 413520  (413,520) —

(755) — — — (755)
(2,437) — (1,803) — (4,240)
(29,000) — — — (29,000)
(31,618) — 15,559 (8,987) (25,046)
— — (2,823) — (2,823)
(53,600) — — — (53,600)
710 — — — 710

25 — — — 25
(4,250) — — — (4,250)
(57,115) — (2,823) — (59,938)
(108,273) — 8,752 — (99,521)
199,263 — 34,884 — 234,147
$ 90990 § — $ 43636 $ — 134,626
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Net cash (used in) provided by operating

ACTIVITIES .

Cash flows from investing activities:
Proceeds from equity securities and other

Proceeds from sales and maturities of

marketable SECUTItieS .........c.cocvevveviviiiiiiene
Purchases of marketable securities.................
Purchases of property and equipment............
Payments for acquisitions..........cc.cceevevevenenn.
Purchases of equity securities.............c.ccoeuen.
Purchases of accounts receivable...................
Collections of accounts receivable ................

Net cash provided by (used in) investing

ACTIVITIES ..ot

Cash flows from financing activities:

Proceeds from short-term debt, net................
Proceeds from long-term debt, net.................

Repurchases and retirements of long-term

(0 [<] o) AR
Proceeds from issuance of common stock.....
Repayment of shareholder notes....................
Dividends paid.........ccccoeereinineiencieieieeens

Net cash used in financing activities..............

Net decrease in cash and cash equivalents.....

Cash and cash equivalents at beginning of

0121 To Lo OSSR

Cash and cash equivalents at end of period ...

(unaudited)
Nine Months Ended June 29, 2007
Non-

Parent Guarantors Guarantors Eliminations Consolidated
$ (1308) $ — $ 15578 $ (20,441) $ (17,948)
105,923 — — — 105,923
84,819 — — — 84,819
(26,462) — — — (26,462)
(12,319) — (10,814) — (23,133)
(5,029) — — — (5,029)
(600) — — — (600)
— — (473,774) 473,774 —
— — 469,028 (469,028) —
146,332 — (15,560) 4,746 135,518
— — (1,198) — (1,198)
265,012 — — — 265,012
(456,500) — — — (456,500)
7,627 — — — 7,627
25 — — — 25
— — (15,695) 15,695 —
(183,836) — (16,893) 15,695 (185,034)
(50,589) — (16,875) — (67,464)
175,398 — 50,228 — 225,626
$ 124809 $ — $ 33353 $ — §$ 158,162
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with our unaudited condensed consolidated
financial statements and the notes thereto included in Part | and Item 1 of this Quarterly Report, as well as other
cautionary statements and risks described elsewhere in this Quarterly Report, and our audited consolidated financial
statements and notes thereto and Management’s Discussion and Analysis of Financial Condition and Results of
Operations contained in our Annual Report on Form 10-K for the fiscal year ended September 28, 2007.

Overview

We design, develop and sell semiconductor system solutions, comprised of semiconductor devices, software and
reference designs, for use in broadband communications applications that enable high-speed transmission,
processing and distribution of audio, video, voice and data to and throughout homes and business enterprises
worldwide. Our access solutions connect people through personal communications access products, such as personal
computers (PCs), to audio, video, voice and data services over wireless and wire line broadband connections as well
as over dial-up Internet connections. Our central office solutions are used by service providers to deliver high-speed
audio, video, voice and data services over copper telephone lines and optical fiber networks to homes and businesses
around the globe. In addition, our media processing products enable the capture, display, storage, playback and
transfer of audio and video content in applications throughout home and small office environments. These solutions
enable broadband connections and network content to be shared throughout a home or small office-home office
environment using a variety of communications devices, which we describe as the broadband digital home.

We market and sell our semiconductor products and system solutions directly to leading original equipment
manufacturers (OEMs) of communication electronics products, and indirectly through electronic components
distributors. We also sell our products to third-party electronic manufacturing service providers, who manufacture
products incorporating our semiconductor products for OEMs. Sales to distributors and other resellers accounted for
approximately 38% of our net revenues in the nine months ended June 27, 2008, compared to 42% of our net
revenues in the nine months ended June 29, 2007. One distributor accounted for 19% and 14% of net revenues for
the three months ended June 27, 2008 and June 29, 2007, respectively. The same distributor accounted for 16% and
15% of net revenues for the nine months ended June 27, 2008 and June 29, 2007, respectively. Our top 20 customers
accounted for approximately 76% and 67% of net revenues for the three months ended June 27, 2008 and June 29,
2007, respectively, and 69% and 68% of net revenues for the nine months ended June 27, 2008 and June 29, 2007,
respectively. Revenues derived from customers located in the Americas, the Asia-Pacific region and Europe
(including the Middle East and Africa) were 7%, 88% and 5%, respectively, of our net revenues for the nine months
ended June 27, 2008 and were 8%, 86% and 6%, respectively, of our net revenues for the nine months ended June
29, 2007. We believe a portion of the products we sell to OEMs and third-party manufacturing service providers in
the Asia-Pacific region are ultimately shipped to end-markets in the Americas and Europe.

On April 29, 2008 we entered into an Asset Purchase Agreement with NXP, pursuant to which NXP has agreed to
acquire certain assets related to our BMP business. Under the terms of the agreement which is subject to customary
closing conditions and regulatory approvals, NXP will acquire certain assets including, among other things,
specified patents, inventory, contracts and certain employee-related liabilities. Pursuant to the agreement, we
obtained a license to utilize technology which was sold to NXP and NXP obtained a license to utilize certain
intellectual property which we retained. In addition, NXP has agreed to provide employment to approximately 700
of our employees at locations in the United States, Europe, Israel, Asia-Pacific and Japan. The sale transaction is
expected to be completed during our fourth quarter ending October 3, 2008.

Under the terms of the Agreement, NXP will pay to us an aggregate of $110 million upon the closing of the
transaction which amount is comprised of $82.5 million in cash, and a cash payment of $27.5 million, payable to us
no later than September 30, 2008, of which $11 million will be deposited into an escrow account. The escrow
account will remain in place for twelve months following the closing of the transaction to satisfy potential
indemnification claims by NXP. We may receive additional contingent consideration of up to $35 million upon the
achievement of certain financial milestones over the six calendar quarters commencing on July 1, 2008.
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Following the completion of the transaction, we will no longer generate revenues from sales of BMP products nor
incur related costs. The historical operating results from the BMP products have been classified as discontinued
operations for all periods presented.

Critical Accounting Policies

The condensed consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States, which require us to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the consolidated financial statements, revenues and expenses during
the periods reported and related disclosures. Actual results could differ from those estimates. Information with
respect to our critical accounting policies which we believe have the most significant effect on our reported results
and require subjective or complex judgments of management is contained on pages 33-40 in Management’s
Discussion and Analysis of Financial Condition and Results of Operations contained in our Annual Report on Form
10-K for the fiscal year ended September 28, 2007. Management believes that at June 27, 2008, there has been no
material change to this information.

Business Enterprise Segments
We operate in one reportable segment, broadband communications. Statement of Financial Accounting Standards
(SFAS) No. 131, “Disclosures about Segments of an Enterprise and Related Information,” establishes standards for
the way that public business enterprises report information about operating segments in consolidated financial
statements. Although we had three operating segments at June 27, 2008, under the aggregation criteria set forth in
SFAS No. 131, we only operate in one reportable segment, broadband communications.
Under SFAS No. 131, two or more operating segments may be aggregated into a single operating segment for
financial reporting purposes if aggregation is consistent with the objective and basic principles of SFAS No. 131, if
the segments have similar economic characteristics, and if the segments are similar in each of the following areas:
 the nature of products and services;
 the nature of the production processes;

 the type or class of customer for their products and services; and

the methods used to distribute their products or provide their services.
We meet each of the aggregation criteria for the following reasons:

» the sale of semiconductor products is the only material source of revenue for each of our three operating
segments;

 the products sold by each of our operating segments use the same standard manufacturing process;

 the products marketed by each of our operating segments are sold to similar customers; and

all of our products are sold through our internal sales force and common distributors.

Because we meet each of the criteria set forth above and each of our operating segments has similar economic
characteristics, we aggregate our results of operations in one reportable segment.

Results of Operations

The discussion below excludes the operations of BMP which were reported as discontinued operations during the
quarter ended June 27, 2008.
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Net Revenues

Our net revenues decreased $18.7 million or 14% during the third quarter of fiscal 2008 compared to the third
quarter of fiscal 2007. The decrease was driven by overall net revenue declines across all business units. The
Broadband Access Products (“BBA”) business unit experienced a $7.7 million decline in net revenues due to
reduced volumes, average selling price (“ASP”) erosion and declines in wireless product offerings resulting from
our discontinuation of future capital investments in wireless technologies. The Imaging and PC Media (“IPM”)
business unit experienced a $9.3 million decrease in net revenue compared to the third quarter of fiscal 2007 due to
lower pricing in the modem product line.

Our net revenues decreased $54.6 million or 13% during the first nine months of fiscal 2008 compared to the first
nine months of fiscal 2007. The decrease was driven by overall net revenue declines across all business units related
to price and volume reductions. In addition, sales in the first nine months of fiscal 2008 were lower than the
comparable period in the prior year due to the discontinuation of wireless product offerings following the decision to
discontinue future capital investments in wireless technologies at the end of fiscal 2007. The decrease was offset
slightly by $14.7 million of non-recurring revenue from the buyout of a future royalty stream which occurred in the
first quarter of fiscal 2008.

We recognize revenue when (i) persuasive evidence of an arrangement exists, (ii) delivery has occurred, (iii) the
sales price and terms are fixed and determinable, and (iv) the collection of the receivable is reasonably assured.
These terms are typically met upon shipment of product to the customer, except for certain distributors who have
unlimited contractual rights of return or for whom the contractual terms were not enforced, or when significant
vendor obligations exist. Revenue with respect to sales to distributors with unlimited rights of return or for whom
contractual terms were not enforced is deferred until the purchased products are sold by the distributors to third
parties. At June 27, 2008 and September 28, 2007, deferred revenue related to sales to these distributors was $5.9
million and $6.7 million, respectively. Revenue with respect to sales to customers to whom we have significant
obligations after delivery is deferred until all significant obligations have been completed. The majority of our
distributors have limited stock rotation rights, which allow them to rotate up to 10% of product in their inventory
two times a year. We recognize revenue to these distributors upon shipment of product to the distributor, as the stock
rotation rights are limited and we believe that we have the ability to reasonably estimate and establish allowances for
expected product returns in accordance with SFAS No. 48, “Revenue Recognition When Right of Return Exists.”
Development revenue is recognized when services are performed and was not significant for any periods presented.

Gross Margin

Gross margin represents net revenues less cost of goods sold. As a fabless semiconductor company, we use third
parties for wafer production and assembly and test services. Our cost of goods sold consists predominantly of
purchased finished wafers, assembly and test services, royalties, production photo mask expense, other intellectual
property costs, labor and overhead associated with product procurement, and non-cash stock-based compensation
charges for procurement personnel.

Our gross margin percentage for the third quarter of fiscal 2008 was 50.5% compared to 47.5% for the third quarter
of fiscal 2007. The improved gross margin percentage is attributable to the effects of on-going cost reductions as
well as product mix.

Our gross margin percentage for the nine months ended June 27, 2008 was 53.3% versus 48.8% for the comparable
period in the prior year. Our gross margin percentage for the first nine months of fiscal 2008 includes a non-
recurring royalty buy-out of $14.7 million which occurred in the first quarter of fiscal 2008. The royalty buy-out
contributed 1.8% to our gross margin percentage during the first nine months of fiscal 2008. The remaining increase
in gross margin percentage is attributable to the continued cost reduction efforts and product mix.

We assess the recoverability of our inventories on a quarterly basis through a review of inventory levels in relation
to foreseeable demand, generally over the following twelve months. Foreseeable demand is based upon available
information, including sales backlog and forecasts, product marketing plans and product life cycle information.
When the inventory on hand exceeds the foreseeable demand, we write down the value of those inventories which,
at the time of our review, we expect to be unable to sell. The amount of the inventory write-down is the excess of
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historical cost over estimated realizable value. Once established, these write-downs are considered permanent
adjustments to the cost basis of the excess inventory. Demand for our products may fluctuate significantly over time,
and actual demand and market conditions may be more or less favorable than those projected by management. In the
event that actual demand is lower than originally projected, additional inventory write-downs may be required.
Similarly, in the event that actual demand exceeds original projections, gross margins may be favorably impacted in
future periods. It is possible that some of these reserved products will be sold which will benefit our gross margin in
the period sold.

Excess and Obsolete Inventory

During the three months ended June 27, 2008 and June 29, 2007, we recorded $1.7 million and $1.0 million,
respectively, in inventory charges for excess and obsolete (E&O) inventory. During the nine months ended June 27,
2008 and June 29, 2007, we recorded $6.5 million and $3.6 million, respectively, in inventory charges for E&O
inventory. Activity in our E&O inventory reserves for the three and nine months ended June 27, 2008 and June 29,
2007 was as follows:

Three Months Ended Nine Months Ended
June 27, June 29, June 27, June 29,
(in thousands) 2008 2007 2008 2007
E&O reserves, beginning of period ..o, $ 18,986 $ 23,931 $ 17,139 $ 32,245
AAAItIONS ... 1,699 840 6,507 3,619
Release upon sales of product...........ccceceeveeveiciencnenens (526) (2,659) (2,084) (8,561)
SCIAP vttt e (2,297) (4,171) (3,686) (9,826)
Standards adjustments and other .........c..ccccevevcieieninnne. (1,055) 608 (1,069) 1,072
E&O reserves, end of period ...........ccoevevveivevevcveneiennns $ 16,807 $ 18,549 $ 16,807 $ 18,549

Our products are used by communications electronics OEMs that have designed our products into communications
equipment. For many of our products, we gain these design wins through a lengthy sales cycle, which often includes
providing technical support to the OEM customer. Moreover, once a customer has designed a particular supplier’s
components into a product, substituting another supplier’s components often requires substantial design changes
which involve significant cost, time, effort and risk. In the event of the loss of business from existing OEM
customers, we may be unable to secure new customers for our existing products without first achieving new design
wins. When the quantities of inventory on hand exceed foreseeable demand from existing OEM customers into
whose products our products have been designed, we generally will be unable to sell our excess inventories to
others, and the estimated realizable value of such inventories to us is generally zero.

On a quarterly basis, we also assess the net realizable value of our inventories. When the estimated ASP, plus costs
to sell our inventory, falls below our inventory cost, we adjust our inventory to its current estimated market value.
Increases to the lower of cost or market (LCM) inventory reserves may be required based upon actual ASPs and
changes to our current estimates, which would impact our gross margin percentage in future periods. Activity in our
LCM inventory reserves for the three and nine months ended June 27, 2008 and June 29, 2007 was immaterial.

Research and Development

Our research and development (R&D) expenses consist principally of direct personnel costs to develop new
semiconductor products, allocated indirect costs of the R&D function, photo mask and other costs for pre-production
evaluation and testing of new devices and design and test tool costs. Our R&D expenses also include the costs for
design automation advanced package development and non-cash stock-based compensation charges for R&D
personnel.

R&D expense decreased $15.1 million or 36% in the third quarter of fiscal 2008 compared to the third quarter of

fiscal 2007 primarily due to a 35% reduction in headcount from June 2007 to June 2008. Other restructuring
activities and cost cutting measures also contributed to the reduction in R&D expense.
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R&D expense decreased $35.3 million or 27% during the first nine months of fiscal 2008 compared to the first nine
months of fiscal 2007 as a result of the headcount reductions, restructuring actions and cost cutting measures
mentioned above.

Selling, General and Administrative

Our selling, general and administrative (SG&A) expenses include personnel costs, sales representative commissions,
advertising and other marketing costs. Our SG&A expenses also include costs of corporate functions including legal,
accounting, treasury, human resources, customer service, sales, marketing, field application engineering, allocated
indirect costs of the SG&A function, and non-cash stock-based compensation charges for SG&A personnel.

SG&A expense increased $2.4 million or 11% in the third quarter of fiscal 2008 compared to the third quarter of
fiscal 2007. The increase is primarily due to the expense related to the separation benefits paid to the Company’s
former Chief Executive Officer partially offset by headcount reductions and cost cutting efforts.

SG&A expense decreased $3.4 million or 5% during the first nine months of fiscal 2008 compared to the first nine
months of fiscal 2007. The decrease is primarily due to the 35% decline in headcount from June 2007 to June 2008
as well as restructuring measures and other cost cutting efforts.

Amortization of Intangible Assets

Amortization of intangible assets consists of amortization expense for intangible assets acquired in various business
combinations. Our intangible assets are being amortized over a weighted-average period of approximately one year.

Amortization expense decreased $1.0 million or 21% in the third quarter of fiscal 2008 compared to the third quarter
of fiscal 2007 and decreased $5.6 million or 34% during the first nine months of fiscal 2008 compared to the first
nine months of fiscal 2007. The decreases in amortization expense are attributable to the impairment of the
intangible assets related to our former wireless business unit recognized in the second half of fiscal 2007.

Special Charges

Special charges for the third quarter of fiscal 2008 primarily consist of a $6.3 million charge related to the
termination of our voluntary early retirement plan and $2.3 million of restructuring charges. Special charges for the
first nine months of fiscal 2008 consist of the $6.3 million voluntary early retirement plan termination expense and
$10.0 million of severance and termination benefits related to our fiscal 2008 and 2007 restructuring actions. Special
charges for the nine months ended June 27, 2008 were offset by the reversal of a $0.9 million reserve related to the
settlement of a proposed tax assessment related to a foreign subsidiary.

Special charges for the third quarter of fiscal 2007 consist of $1.1 million of restructuring charges. Special charges
for the first nine months of fiscal 2007 consist of $155.0 million of impairment charges, including a $135.0 million
impairment charge related to goodwill and a $20.0 million impairment charge for intangible assets. The goodwill
and intangible asset impairment charges resulted from reduced revenue forecasts for wireless products targeted at
the embedded cellular handset market. Special charges for the first nine months of fiscal 2007 also included
restructuring charges of $8.5 million. The restructuring charges for the third quarter and the first nine months of
fiscal 2007 were primarily comprised of employee severance and termination benefit costs related to our fiscal 2007
restructuring actions and, to a lesser extent, facilities related charges mainly resulting from the accretion of rent
expense related to our fiscal 2005 restructuring action.

Asset Impairments

During the three months ended June 27, 2008, we continued our review and assessment of the future prospects of
our businesses, products and projects with particular attention given to the BBA business unit. The current
challenges in the competitive DSL market have resulted in the net book value of certain assets within the BBA
business unit to be considered not fully recoverable. As a result, in the third fiscal quarter, we recorded impairment
charges of $108.6 million related to goodwill, $1.9 million related to intangible assets, $6.5 million related to
property, plant and equipment and $3.4 million related to electronic design automation tools. Asset impairments for
the nine months ended June 27, 2008 were $120.7 million and were primarily comprised of the BBA impairment
charges.
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Asset impairments for the third quarter and first nine months of fiscal 2007 were zero and $155.0 million,
respectively. The $155.0 million of asset impairment charges include a $135.0 million impairment charge related to
goodwill and a $20.0 million impairment charge for intangible assets. The goodwill and intangible asset impairment
charges resulted from a reduced revenue forecast for wireless products targeted at the embedded cellular handset
market.

Interest Expense

Interest expense decreased $6.8 million in the first nine months of fiscal 2008 compared to the first nine months of
fiscal 2007. The decrease is primarily attributable to the repurchase of $53.6 million of our senior secured notes in
February 2008 as well as debt refinancing activities implemented in fiscal 2007 and declines in interest rates on our
variable rate debt.

Other Income (Expense), Net

Other income (expense), net consists of the following (in thousands):

Three Months Ended Nine Months Ended
June 27, June 29, June 27, June 29,

2008 2007 2008 2007
Investment and interest iNCOME ...........ccceveveveverereceeenn, $ 1315 $ 2110 $ 6855 $ 11,299
Unrealized gain (loss) in fair value of Mindspeed

WAITANES L.ttt 1,881 944 (12,662) 7,868

Gains on investments in equity SECUritiesS...........c.cceeueenn. — 101 — 6,570
Gain on sale of building...........cccovevviviiiii e 6,567 — 6,567 —
OBNET e (727) 501 (1,217) 640
Other income (EXPENSE), NEL.......cccvevrvereeiirerieeseereeienns $ 9036 $ 365 $ (457) $ 26,377

Other income (expense), net during the three months ended June 27, 2008 was primarily comprised of $1.3 million
of investment and interest income on invested cash balances and a $1.9 million increase in the fair value of the
Company’s warrant to purchase 6 million shares of Mindspeed common stock mainly due to an increase in
Mindspeed’s stock price during the period. In addition, the sale of a building in Noida, India generated a pre-tax
gain of $6.6 million. Other income (expense), net during the nine months ended June 27, 2008 was primarily
comprised of $6.1 million of investment and interest income on invested cash balances and a $12.7 million decrease
in the fair value of the Company’s warrant to purchase 6 million shares of Mindspeed common stock mainly due to
an decrease in Mindspeed’s stock price during the period. In addition, the sale of the building in Noida, India
contributed to other income during the nine months ended June 27, 2008.

Other income (expense), net during the three months ended June 29, 2007 was primarily comprised of $2.1 million
of investment and interest income on invested cash balances and a $0.9 million increase in the fair value of the
Company’s warrant to purchase 6 million shares of Mindspeed common stock mainly due to an increase in
Mindspeed’s stock price during the period. Other income (expense), net during the nine months ended June 29, 2007
was primarily comprised of $11.3 million of investment and interest income on invested cash balances, a $7.9
million increase in the fair value of the Company’s warrant to purchase 6 million shares of Mindspeed common
stock mainly due to an increase in Mindspeed’s stock price during the period, and $6.6 million of gains on
investments in equity securities.

Provision for Income Taxes

We recorded a tax provision of $2.5 million and $4.0 million for the three and nine months ended June 27, 2008,
respectively, as compared to $0.7 million and $1.0 million for the three and nine months ended June 29, 2007,
respectively, primarily reflecting income taxes imposed on our foreign subsidiaries. The tax provision for the third
quarter of fiscal 2008 includes a discrete expense of $2.2 million related to the sale of land in Noida, India. All of
our U.S. Federal income taxes and the majority of our state income taxes are offset by fully reserved deferred tax
assets.
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Liquidity and Capital Resources
Our principal sources of liquidity are our cash and cash equivalents.

Our cash and cash equivalents decreased $100.9 million between September 28, 2007 and June 27, 2008. The
decrease was primarily due to the repurchase of $53.6 million of our senior secured notes, the payment of an $18.5
million litigation settlement and the establishment of two letters of credit totaling $29.0 million.

We also have other assets, including real estate in Newport Beach, California and a warrant to purchase 6 million
shares of Mindspeed common stock. The value of the Mindspeed warrant of $2.9 million is reflected as a long-term
asset on our condensed consolidated balance sheet as of June 27, 2008. The valuation of this derivative instrument is
subjective, and at any point in time could ultimately result in the realization of amounts significantly different than
the carrying value. Further, there is no assurance that the equity markets would allow us to liquidate a substantial
portion of this warrant within a short time period without significantly impacting the market value of Mindspeed’s
common stock and the warrant.

At June 27, 2008, we had a total of $250.0 million aggregate principal amount of convertible subordinated notes
outstanding. These notes are due in March 2026, but the holders may require us to repurchase, for cash, all or part of
their notes on March 1, 2011, March 1, 2016 and March 1, 2021 at a price of 100% of the principal amount, plus any
accrued and unpaid interest.

At June 27, 2008, we also had a total of $221.4 million aggregate principal amount of floating rate senior secured
notes outstanding. These notes are due in November 2010, but we are required to offer to repurchase, for cash, notes
at a price of 100% of the principal amount, plus any accrued and unpaid interest, with the net proceeds of certain
asset dispositions if such proceeds are not used within 360 days to invest in assets (other than current assets) related
to our business. The sale of our investment in Jazz in February 2007 and the sale of two other equity investments in
January 2007 qualified as asset dispositions that required us to make an offer to repurchase a portion of the notes no
later than 361 days following the February 2007 asset dispositions. Based on the proceeds received from these asset
dispositions and our cash investments in assets (other than current assets) related to our business that were made
within 360 days following the asset dispositions, we were required to make an offer to repurchase not more than
$53.6 million of the senior secured notes, at 100% of the principal amount plus any accrued and unpaid interest in
February 2008. As a result of 100% acceptance the offer by the Company’s bondholders, $53.6 million of the senior
secured notes were repurchased during the second quarter of fiscal 2008. The Company recorded a pretax 10ss on
debt repurchase of $1.4 million during the second quarter of fiscal 2008 which included the write-off of deferred
debt issuance costs. As of June 27, 2008, the Company has not had sufficient asset dispositions to trigger another
required repurchase offer within 361 days.

We also have an $80.0 million credit facility with a bank that is secured by our accounts receivable, under which we
had borrowed $77.2 million as of June 27, 2008. The term of this credit facility has been extended through
November 28, 2008, and the facility remains subject to additional 364-day extensions at the discretion of the bank.
Following the close of our transaction with NXP, we anticipate repaying approximately one-third of the balance
outstanding under this credit facility due to the lower expected accounts receivable balance available to secure the
line.

We believe that our existing sources of liquidity, together with cash expected to be generated from product sales,
will be sufficient to fund our operations, research and development, anticipated capital expenditures and working
capital for at least the next twelve months.

Cash flows were as follows:

Nine Months Ended

June 27, June 29,
(in thousands) 2008 2007
Net cash used in OPerating aCtiVItiES........couvviviiiiiiciceccceeeee e $ (14,537) $ (17,948)
Net cash (used in) provided by investing aCtiVIties ...........ccoceeiriiiiiieiicieee e (25,046) 135,518
Net cash used in fiNANCING ACHIVITIES.........ccuiiiiiiiiie e (59,938) _ (185,034)
Net decrease in cash and cash eqUIVAIENTS............ccoeiiiiriiiiie e $ (99,521) $ (67,464)
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Cash used in operating activities was $14.5 million and $17.9 million for the first nine months of fiscal 2008 and
2007, respectively. During the nine months ended June 27, 2008, we generated $26.5 million of cash from
operations and used $41.0 million for working capital (accounts receivable, inventories and accounts payable).
These cash outflows included $16.4 million of payments for restructuring related items. The changes in working
capital were primarily driven by an $18.8 million decrease in accounts payable due to overall lower business
volumes as well as a decrease in accrued liabilities related to the payment of an $18.5 million litigation settlement in
the first quarter of fiscal 2008.

Cash used in investing activities was $25.0 million in the first nine months of fiscal 2008. Cash used in investing
activities in the first nine months of fiscal 2008 is primarily related to a $29.0 million increase in our restricted cash
balance to secure two letters of credit for obligations under purchase orders required by a certain vendor and capital
expenditures of $4.2 million. These amounts were offset by $8.4 million in proceeds received from the sale of a
building in Noida, India during the third quarter of fiscal 2008.

Cash used in financing activities was $59.9 million in the first nine months of fiscal 2008. Cash used in financing
activities is primarily comprised of a $53.6 million repurchase of our senior secured notes and the posting of a $4.3
million collateral deposit with the counterparty of our interest rate swap agreements. In addition, we had net
payments of $2.8 million on our line of credit which is supported by our accounts receivable which decreased by
$2.4 million during the nine months ended June 27, 2008.

Off-Balance Sheet Arrangements

We have made guarantees and indemnities, under which we may be required to make payments to a guaranteed or
indemnified party, in relation to certain transactions. In connection with our spin-off from Rockwell International
Corporation (Rockwell), we assumed responsibility for all contingent liabilities and then-current and future litigation
(including environmental and intellectual property proceedings) against Rockwell or its subsidiaries in respect of the
operations of the semiconductor systems business of Rockwell. In connection with our contribution of certain of our
manufacturing operations to Jazz Semiconductor, we agreed to indemnify Jazz Semiconductor for certain
environmental matters and other customary divestiture-related matters. In connection with the sales of our products,
we provide intellectual property indemnities to our customers. In connection with certain facility leases, we have
indemnified our lessors for certain claims arising from the facility or the lease. We indemnify our directors and
officers to the maximum extent permitted under the laws of the State of Delaware.

The durations of our guarantees and indemnities vary, and in many cases are indefinite. The guarantees and
indemnities to customers in connection with product sales generally are subject to limits based upon the amount of
the related product sales. The majority of other guarantees and indemnities do not provide for any limitation of the
maximum potential future payments we could be obligated to make. We have not recorded any liability for these
guarantees and indemnities in our condensed consolidated balance sheets. Product warranty costs are not significant.

Special Purpose Entities

We have one special purpose entity, Conexant USA, LLC, which was formed in September 2005 in anticipation of
establishing an accounts receivable financing facility. This special purpose entity is a wholly-owned, consolidated
subsidiary of ours. Conexant USA, LLC is not permitted, nor may its assets be used, to guarantee or satisfy
obligations of Conexant Systems, Inc. or any subsidiary of Conexant Systems, Inc.

On November 29, 2005, we established an accounts receivable financing facility whereby we will sell, from time to
time, certain insured accounts receivable to Conexant USA, LLC, and Conexant USA, LLC entered into an $80.0
million revolving credit agreement with a bank which is secured by the assets of the special purpose entity.

Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements.” SFAS No. 157 establishes a
framework for measuring fair value in generally accepted accounting principles, clarifies the definition of fair value
and expands disclosures about fair value measurements. SFAS No. 157 does not require any new fair value
measurements. However, the application of SFAS No. 157 may change current practice for some entities. SFAS No.
157 is effective for financial statements issued for fiscal years beginning after November 15, 2007, and interim
periods within those fiscal years. We will adopt SFAS No. 157 in the first quarter of fiscal 2009. We are currently
assessing the impact the adoption of SFAS No. 157 will have on our financial position and results of operations.

40



In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans, an amendment to FASB Statements No. 87, 88, 106, and 132(R).” SFAS No. 158
requires company plan sponsors to display the net over- or under- funded position of a defined benefit
postretirement plan as an asset or a liability, with any unrecognized prior service costs, transition obligations or
actuarial gains/losses reported as a component of other comprehensive income in shareholders’ equity. We adopted
the recognition provisions of SFAS No. 158 as of the end of fiscal year 2007 and will adopt the measurement
provisions as of the end of fiscal year 2008. We are currently assessing the impact adopting the measurement
provisions of SFAS No. 158 will have on our financial position and results of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities,” which permits entities to choose to measure at fair value eligible financial instruments and certain other
items that are not currently required to be measured at fair value. The standard requires that unrealized gains and
losses on items for which the fair value option has been elected be reported in earnings at each subsequent reporting
date. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. We will adopt SFAS No. 159
no later than the first quarter of fiscal 2009. We are currently assessing the impact the adoption of SFAS No. 159
will have on our financial position and results of operations.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), “Business Combinations” (“SFAS No. 141R”),
which replaces SFAS No 141. The statement retains the purchase method of accounting for acquisitions, but
requires a number of changes, including changes in the way assets and liabilities are recognized in the purchase
accounting. It also changes the recognition of assets acquired and liabilities assumed arising from contingencies,
requires the capitalization of in-process research and development at fair value, and requires the expensing of
acquisition-related costs as incurred. We will adopt SFAS No. 141R no later than the first quarter of fiscal 2010 and
will apply prospectively to business combinations completed on or after that date.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial
Statements, an amendment of ARB 51", which changes the accounting and reporting for minority interests. Minority
interests will be recharacterized as noncontrolling interests and will be reported as a component of equity separate
from the parent’s equity, and purchases or sales of equity interests that do not result in a change in control will be
accounted for as equity transactions. In addition, net income attributable to the noncontrolling interest will be
included in consolidated net income on the face of the income statement and, upon a loss of control, the interest
sold, as well as any interest retained, will be recorded at fair value with any gain or loss recognized in earnings. We
will adopt SFAS No. 160 no later than the first quarter of fiscal 2010 and will apply prospectively, except for the
presentation and disclosure requirements, which will apply retrospectively. We are currently assessing the potential
impact that adoption of SFAS No. 160 would have on our financial position and results of operations.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities”
(“SFAS 1617). SFAS 161 requires expanded disclosures regarding the location and amount of derivative instruments
in and entity’s financial statements, how derivative instruments and related hedged items are accounted for under
SFAS 133, “Accounting for Derivative Instruments and Hedging Activities”, and how derivative instruments and
related hedged items affect an entity’s financial position, operating results and cash flows. SFAS 161 is effective for
periods beginning on or after November 15, 2008. We are currently evaluating what impact SFAS 161 will have on
our financial statement disclosures.

41



In April 2008, the FASB issued FSP FAS 142-3, “Determination of the Useful Life of Intangible Assets” (“FSP
142-3"). FSP 142-3 amends the factors that should be considered in developing renewal or extension assumptions
used to determine the useful life of a recognized intangible asset under SFAS No. 142. This change is intended to
improve the consistency between the useful life of a recognized intangible asset under SFAS No. 142 and the period
of expected cash flows used to measure the fair value of the asset under SFAS No. 141R and other GAAP. The
requirement for determining useful lives must be applied prospectively to intangible assets acquired after the
effective date and the disclosure requirements must be applied prospectively to all intangible assets recognized as of,
and subsequent to, the effective date. FSP 142-3 is effective for financial statements issued for fiscal years beginning
after December 15, 2008, and interim periods within those fiscal years, which will require us to adopt these
provisions in the first quarter of fiscal 2010. We are currently evaluating the impact of adopting FSP 142-3 on our
financial position and results of operations.

In May 2008, the FASB issued FASB Staff Position (FSP) APB 14-1, “Accounting for Convertible Debt
Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement).” APB 14-1 requires
the issuer to separately account for the liability and equity components of convertible debt instruments in a manner
that reflects the issuer’s nonconvertible debt borrowing rate. The guidance will result in companies recognizing
higher interest expense in the statement of operations due to amortization of the discount that results from separating
the liability and equity components. APB 14-1 will be effective for financial statements issued for fiscal years
beginning after December 15, 2008, and interim periods within those fiscal years. Based on our initial analysis, we
expect that the adoption of APB 14-1will result in an increase in the interest expense recognized on our convertible
subordinated notes.

42



ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our financial instruments include cash and cash equivalents, marketable debt securities, marketable equity
securities, the Mindspeed warrant, short-term debt and long-term debt. Our main investment objectives are the
preservation of investment capital and the maximization of after tax returns on our investment portfolio.
Consequently, we invest with only high credit quality issuers, and we limit the amount of our credit exposure to any
one issuer. See also “Part I, Item 7A, Quantitative and Qualitative Disclosures About Market Risk” in our Annual
Report on Form 10-K for the fiscal year ended September 28, 2007.

Our cash and cash equivalents are not subject to significant interest rate risk due to the short maturities of these
instruments. As of June 27, 2008, the carrying value of our cash and cash equivalents approximates fair value.

We hold a warrant to purchase 6 million shares of Mindspeed common stock. For financial accounting purposes, this
is a derivative instrument and the fair value of the warrant is subject to significant risk related to changes in the
market price of Mindspeed’s common stock. As of June 27, 2008, a 10% decrease in the market price of
Mindspeed’s common stock would result in an immaterial decrease in the fair value of this warrant. At June 27,
2008, the market price of Mindspeed’s common stock was $4.05 per share. During the nine months ended June 27,
2008, the market price of Mindspeed’s common stock ranged from a low of $2.30 per share to a high of $9.30 per
share.

Our short-term debt consists of borrowings under a 364-day credit facility. Interest related to our short-term debt is
at 7-day LIBOR plus 0.6%, which is reset quarterly and was approximately 3.28% at June 27, 2008. We do not
believe our short-term debt is subject to significant market risk.

Our long-term debt consists of convertible subordinated notes with interest at fixed rates and floating rate senior
secured notes. Interest related to our floating rate senior secured notes is at three-month LIBOR plus 3.75%, which
is reset quarterly and was approximately 6.43% at June 27, 2008. During the second quarter of fiscal 2008, we
entered into three interest rate swap agreements for a combined notional amount of $200 million to eliminate interest
rate risk on $200 million of our floating rate senior secured notes due 2010. Under the terms of the swaps, we will
pay a fixed rate of 2.98% and receive a floating rate equal to three-month LIBOR, which will offset the floating rate
paid on the Notes. The fair value of our convertible subordinated notes is subject to significant fluctuation due to
their convertibility into shares of our common stock.

The following table shows the fair values of our financial instruments as of June 27, 2008:

(in thousands) Carrying Value Fair Value

Cash and cash eQUIVAIENTS ...........ccceiiiiiieiic e $ 132,379 $ 132,379
MiINASPEEA WAITANT ........eviiiiieiiesiese ettt e sresre e ne e s e e esaeseenrenrenneas 2,857 2,857
RSy o g 1=1 4o < o) S 77,177 77,177
Long-term debt: Senior SECUrEd NOLES........cccvivrvieeieiee e ene s 221,400 219,740
Long-term debt: convertible subordinated NOTES .........cccovcvrirenieniinieeiee e 250,000 188,750

We transact business in various foreign currencies, and we have established a foreign currency hedging program
utilizing foreign currency forward exchange contracts to hedge certain foreign currency transaction exposures.
Under this program, from time to time, we offset foreign currency transaction gains and losses with gains and losses
on the forward contracts, so as to mitigate our overall risk of foreign transaction gains and losses. We do not enter
into forward contracts for speculative or trading purposes. At June 27, 2008, we had outstanding foreign currency
forward exchange contracts with a notional amount of 429 million Indian Rupees, approximately $10.0 million,
maturing at various dates through December 2008. Based on the fair values of these contracts, we recorded a
derivative liability of $0.7 million at June 27, 2008. Based on our overall currency rate exposure at June 27, 2008, a
10% change in the currency rates would not have a material effect on our financial position, results of operations or
cash flows.
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ITEM 4. CONTROLS AND PROCEDURES

Under the supervision and with the participation of our management, including our principal executive officer and
principal financial officer, we conducted an evaluation of our disclosure controls and procedures, as such term is
defined in Rule 13a-15(e) under the Securities Exchange Act of 1934, as amended, as of the end of the period
covered by this report. Based on this evaluation, our principal executive officer and our principal financial officer
concluded that our disclosure controls and procedures were effective.

There were no changes in our internal control over financial reporting during the quarter ended June 27, 2008 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART Il1. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

IPO Litigation — In November 2001, Collegeware Asset Management, LP, on behalf of itself and a putative class
of persons who purchased the common stock of GlobeSpan, Inc. (GlobeSpan, Inc. later became GlobespanVirata,
Inc., and is now our Conexant, Inc. subsidiary) between June 23, 1999 and December 6, 2000, filed a complaint in
the U.S. District Court for the Southern District of New York alleging violations of federal securities laws by the
underwriters of GlobeSpan, Inc.’s initial and secondary public offerings as well as by certain GlobeSpan, Inc.
officers and directors. The complaint alleges that the defendants violated federal securities laws by issuing and
selling GlobeSpan, Inc.’s common stock in the initial and secondary offerings without disclosing to investors that
the underwriters had (1) solicited and received undisclosed and excessive commissions or other compensation and
(2) entered into agreements requiring certain of their customers to purchase the stock in the aftermarket at escalating
prices. The complaint seeks unspecified damages. The complaint was consolidated with class actions against
approximately 300 other companies making similar allegations regarding the public offerings of those companies
during 1998 through 2000. In June 2003, we and the named officers and directors entered into a memorandum of
understanding outlining a settlement agreement with the plaintiffs that would, among other things, result in the
dismissal with prejudice of all the claims against the former GlobeSpan, Inc. officers and directors. The final
settlement was executed in June 2004. On February 15, 2005, the Court issued a decision certifying a class action
for settlement purposes and granting preliminary approval of the settlement, subject to modification of certain bar
orders contemplated by the settlement, which bar orders have since been modified. On December 5, 2006, the
United States Court of Appeals for the Second Circuit reversed the lower court, ruling that no class was properly
certified. It is not yet clear what impact this decision will have on the issuers’ settlement. The settlement remains
subject to a number of conditions and final approval. It is possible that the settlement will not be approved. In either
event, we do not believe the ultimate outcome of this litigation will have a material adverse impact on our financial
condition, results of operations, or cash flows.

Class Action Suit — In February 2005, we and certain of our current and former officers and our Employee Benefits
Plan Committee were named as defendants in Graden v. Conexant, et al., a lawsuit filed on behalf of all persons
who were participants in our 401(k) Plan (Plan) during a specified class period. This suit was filed in the U.S.
District Court for New Jersey and alleges that the defendants breached their fiduciary duties under the Employee
Retirement Income Security Act, as amended, to the Plan and the participants in the Plan. The plaintiff filed an
amended complaint on August 11, 2005. On October 12, 2005, the defendants filed a motion to dismiss this case.
The plaintiff responded to the motion to dismiss on December 30, 2005, and the defendants’ reply was filed on
February 17, 2006. On March 31, 2006, the judge dismissed this case and ordered it closed. Plaintiff filed a notice of
appeal on April 17, 2006. The appellate argument was held on April 19, 2007. On July 31, 2007 the United States
Court of Appeals for the Third Circuit vacated the District Court’s order dismissing Graden’s complaint and
remanded the case for further proceedings. On November 17, 2007, defendants filed a Renewed Motion to Dismiss
in the U.S. District Court for New Jersey. Plaintiff filed his Opposition on February 8, 2008, and, defendants filed
their Reply on March 10, 2008. On December 4, 2007, defendants also filed a petition for certiorari in the U.S.
Supreme Court with respect to the Third Circuit Court of Appeals ruling, which petition was denied on March 3,
2008.
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ITEM 1A. RISK FACTORS

There have been no material changes to our risk factors from the risk factors previously disclosed in our Annual
Report on Form 10-K for our fiscal year ended September 28, 2007. For a summary of the risk factors relevant to
our operations, see Part 1, Item 1A in our 2007 Annual Report on Form 10-K.
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ITEM 6. EXHIBITS

Exhibit No. Description

3.1 Amended and Restated Certificate of Incorporation of Conexant Systems, Inc., as amended

10.1 Amendment dated as of May 29, 2008 to Employment Agreement dated as of August 24, 2007 by and
between Karen Roscher (incorporated by reference to the Current Report on Form 8-K filed by the
Company on June 2, 2008)

10.2 Amendment dated as of May 29, 2008 to Employment Agreement dated as of February 18, 2008 by and
between Mark D. Peterson (incorporated by reference to the Current Report on Form 8-K filed by the
Company on June 2, 2008)

10.3 Asset Purchase Agreement entered into on April 29, 2008 by and between the Company and NXP B. V.

10.4 IP License Agreement entered into on April 29, 2008 by and between the Company and NXP B.V.

10.5* Summary of Non-Employee Director Compensation and Benefits

311 Certification of Periodic Report by Chief Executive Officer Pursuant to Rule 13a-15(e) or 15d-15(e).

31.2 Certification of Periodic Report by Chief Financial Officer Pursuant to Rule 13a-15(e) or 15d-15(e).

32 Certification of Periodic Report by Chief Executive Officer and Chief Financial Officer Pursuant to 18

U.S.C. Section 1350.

Management contract or compensatory plan or arrangement
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

Date: August 6, 2008

48

CONEXANT SYSTEMS, INC.
(Registrant)

By /s/ KAREN ROSCHER

Karen Roscher
Senior Vice President and Chief Financial Officer
(principal financial officer)



Exhibit No.

EXHIBIT INDEX

Description

3.1
10.1

10.2

10.3
10.4
10.5*
31.1
31.2
32

Amended and Restated Certificate of Incorporation of Conexant Systems, Inc., as amended

Amendment dated as of May 29, 2008 to Employment Agreement dated as of August 24, 2007 by and
between Karen Roscher (incorporated by reference to the Current Report on Form 8-K filed by the
Company on June 2, 2008)

Amendment dated as of May 29, 2008 to Employment Agreement dated as of February 18, 2008 by and
between Mark D. Peterson (incorporated by reference to the Current Report on Form 8-K filed by the
Company on June 2, 2008)

Asset Purchase Agreement entered into on April 29, 2008 by and between the Company and NXP B. V.
IP License Agreement entered into on April 29, 2008 by and between the Company and NXP B.V.
Summary of Non-Employee Director Compensation and Benefits

Certification of Periodic Report by Chief Executive Officer Pursuant to Rule 13a-15(e) or 15d-15(e).
Certification of Periodic Report by Chief Financial Officer Pursuant to Rule 13a-15(e) or 15d-15(e).

Certification of Periodic Report by Chief Executive Officer and Chief Financial Officer Pursuant to 18
U.S.C. Section 1350.

Management contract or compensatory plan or arrangement
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EXHIBIT 31.1
CERTIFICATION
I, D. Scott Mercer, Chief Executive Officer of Conexant Systems, Inc., certify that:
1. | have reviewed this Quarterly Report on Form 10-Q of Conexant Systems, Inc.;

2. Based on my knowledge, this Quarterly Report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this Quarterly Report;

3. Based on my knowledge, the financial statements, and other financial information included in this Quarterly
Report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this Quarterly Report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this Quarterly Report is being prepared;

b. designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

c. evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
Quarterly Report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this Quarterly Report based on such evaluation; and

d. disclosed in this Quarterly Report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

a. all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Dated: August 6, 2008
s/ D. SCOTT MERCER

D. Scott Mercer
Chief Executive Officer




EXHIBIT 31.2
CERTIFICATION
I, Karen Roscher, Senior Vice President and Chief Financial Officer of Conexant Systems, Inc., certify that:
1. | have reviewed this Quarterly Report on Form 10-Q of Conexant Systems, Inc.;

2. Based on my knowledge, this Quarterly Report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this Quarterly Report;

3. Based on my knowledge, the financial statements, and other financial information included in this Quarterly
Report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this Quarterly Report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this Quarterly Report is being prepared;

b. designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

c. evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
Quarterly Report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this Quarterly Report based on such evaluation; and

d. disclosed in this Quarterly Report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

a. all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Dated: August 6, 2008
/sl KAREN ROSCHER

Karen Roscher
Senior Vice President and Chief Financial Officer




EXHIBIT 32

WRITTEN STATEMENT OF CHIEF EXECUTIVE OFFICER
AND CHIEF FINANCIAL OFFICER

Each of the undersigned, the President and Chief Executive Officer and the Senior Vice President and Chief
Financial Officer of Conexant Systems, Inc. (the “Company”), hereby certifies, pursuant to 18 U.S.C. § 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Company’s Quarterly Report on Form
10-Q for the quarter ended June 27, 2008, as filed with the Securities and Exchange Commission on the date hereof
(the “Report™), fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934 and that information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

Dated: August 6, 2008
s/ D. SCOTT MERCER

D. Scott Mercer
Chief Executive Officer

/sl KAREN ROSCHER
Karen Roscher
Senior Vice President and Chief Financial Officer




