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WASHINGTON, DC 20549

FORM 10-Q
(MARK ONE)
R QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended January 29, 2012
OR
¢ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from to

Commission File Number: 001-34428
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(65) 6755-7888
(Registrant’s telephone number, including area code)
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. YES R NO £
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).
YESRNO £
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer R Accelerated filer £ Non-accelerated filer £ Smaller reporting company £
(Do not check if a smaller
reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
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PART I — FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements — Unaudited

AVAGO TECHNOLOGIES LIMITED

CONDENSED CONSOLIDATED BALANCE SHEETS — UNAUDITED

(in millions, except share amounts)

ASSETS

Current assets:

Cash and cash equivalents

Trade accounts receivable, net
Inventory

Other current assets

Total current assets

Property, plant and equipment, net
Goodwill

Intangible assets, net

Other long-term assets

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:

Accounts payable

Employee compensation and benefits
Capital lease obligations — current
Other current liabilities

Total current liabilities

Long-term liabilities:

Capital lease obligations — non-current
Other long-term liabilities

Total liabilities

Commitments and contingencies (Note 11)
Shareholders’ equity:

Ordinary shares, no par value; 243,761,105 shares and 245,962,320 shares issued and
outstanding on January 29, 2012 and October 30, 2011, respectively

Retained earnings

Accumulated other comprehensive income
Total shareholders’ equity

Total liabilities and shareholders’ equity

(1) Amounts as of October 30, 2011 have been derived from audited financial statements as of that date.

January 29,
2012

$819
308
193

52
1,372
354
177
480

61
$2,444

$222
51

2

39
314

3
87
404

1,416

621

3
2,040
$2,444

October 30,
2011 (1)

$829
328
194

42
1,393
316
177
499

61
$2,446

$221
89

2

38
350

4
86
440

1,479
525

2,006
$2,446

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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AVAGO TECHNOLOGIES LIMITED

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS — UNAUDITED

(in millions, except per share data)

Net revenue

Cost of products sold:

Cost of products sold
Amortization of intangible assets
Total cost of products sold
Gross margin

Research and development
Selling, general and administrative
Amortization of intangible assets
Restructuring charges

Total operating expenses
Income from operations

Interest expense

Loss on extinguishment of debt
Other expense, net

Income before income taxes
Provision for income taxes

Net income

Net income per share:

Basic:

Net income per share

Diluted:

Net income per share

Weighted average shares :

Basic

Diluted

Dividends declared and paid per share

Quarter Ended
January 29,
2012

$563

279

14

293

270

82

50

5

1

138

132

(1 )
(1 )
130

5

$125

$0.51
$0.50
245

250
$0.12

January 30,
2011
$550

265
14
279
271
73
50
6
129
142
@3
19
120
1
$119

$0.49
$0.48
242

250
$0.07

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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AVAGO TECHNOLOGIES LIMITED

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS — UNAUDITED

(in millions)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization

Loss on extinguishment of debt

Impairment of investment and loan receivable from investee
Share-based compensation

Tax benefits from share-based compensation
Excess tax benefits from share-based compensation
Changes in assets and liabilities, net of acquisition:
Trade accounts receivable, net

Inventory

Accounts payable

Employee compensation and benefits

Other current assets and current liabilities

Other long-term assets and long-term liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Purchase of property, plant and equipment
Acquisition and investment, net of cash acquired
Net cash used in investing activities

Cash flows from financing activities:

Proceeds from government grants

Debt repayments

Payments on capital lease obligations

Issuance of ordinary shares

Repurchase of ordinary shares

Excess tax benefits from share-based compensation
Dividend payments to shareholders

Net cash used in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at the beginning of period
Cash and cash equivalents at end of period

Quarter Ended

January 29,
2012

$125

20

(8
(38
(10
¢!
139

47
47

1

5

(79
(29
(102
(10
829
$819

~— N

January 30,
2011

$119

(30
(31
(31

67

(32
C
41

(230
(1
22

2

(17
(224
(198
561
$363

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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AVAGO TECHNOLOGIES LIMITED

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Overview and Basis of Presentation

Overview

Avago Technologies Limited, or the “Company”, was organized under the laws of the Republic of Singapore in
August 2005. We are the successor to the Semiconductor Products Group, or SPG, of Agilent Technologies, Inc., or
Agilent. On December 1, 2005, we acquired substantially all of the assets of SPG from Agilent for $2.7 billion, or the
SPG Acquisition.

We are a designer, developer and global supplier of analog semiconductor devices with a focus on III-V based
products. We offer products in four primary target markets: wireless communications, wired infrastructure, industrial
and automotive electronics, and consumer and computing peripherals. Applications for our products in these target
markets include cellular phones, consumer appliances, data networking and telecommunications equipment, enterprise
storage and servers, factory automation, displays, optical mice and printers.

References herein to “we”, “our”, “us” and “Avago” are to Avago Technologies Limited and its consolidated subsidiaries,
unless otherwise specified or the context otherwise requires.

Basis of Presentation

Fiscal Periods. We operate on a 52- or 53-week fiscal year ending on the Sunday closest to October 31. Our first
quarter of fiscal year 2012 ended on January 29, 2012, the second quarter will end on April 29, 2012, the third quarter
will end on July 29, 2012 and the fourth quarter will end on October 28, 2012.

Information. The unaudited condensed consolidated financial statements include the accounts of Avago and all of our
wholly-owned subsidiaries, and are prepared in accordance with accounting principles generally accepted in the
United States of America, or GAAP. Intercompany transactions and balances have been eliminated in consolidation.
Interim information presented in the unaudited condensed consolidated financial statements has been prepared by
management and, in the opinion of management, includes all adjustments of a normal recurring nature that are
necessary for the fair statement of the financial position, results of operations and cash flows for the periods shown,
and is in accordance with GAAP. These unaudited condensed consolidated financial statements should be read in
conjunction with the consolidated financial statements and related notes for the fiscal year ended October 30, 2011, or
fiscal year 2011, included in our Annual Report on Form 10-K filed with the Securities and Exchange Commission, or
the SEC, on December 16, 2011.

The operating results for the quarter ended January 29, 2012 are not necessarily indicative of the results that may be
expected for the year ending October 28, 2012, or fiscal year 2012, or for any other future period. The balance sheet
data as of October 30, 2011 presented is derived from the audited financial statements as of that date.

Use of estimates. The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates, and such differences could affect the results of
operations reported in future periods.

Concentrations of credit risk and significant customers. Our cash, cash equivalents and accounts receivable are
potentially subject to concentration of credit risk. Cash and cash equivalents may be redeemable upon demand and are
maintained with several financial institutions that management believes are of high credit quality and therefore bear
minimal credit risk. The Company seeks to mitigate its credit risks by spreading such risks across multiple
counterparties and monitoring the risk profile of these counterparties. Our accounts receivable are derived from
revenue earned from customers located in the U.S. and internationally. Credit risk with respect to accounts receivable
is generally diversified due to the large number of entities comprising our customer base and their dispersion across
many different industries and geographies. We perform ongoing credit evaluations of our customers’ financial
conditions, and require collateral, such as letters of credit and bank guarantees, in certain circumstances.

We sell our products through our direct sales force, manufacturers representatives and distributors. Two customers
accounted for 21% and 11%, respectively, of our net accounts receivable balance at January 29, 2012 and these same

8
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two customers accounted for 15% and 10%, respectively, of our net accounts receivable balance at October 30, 2011.
For the quarters ended January 29, 2012 and January 30, 2011, one customer represented 17% and no single customer
represented 10% or more of net revenue, respectively.

Net income per share. Basic net income per share is computed using the weighted-average number of ordinary shares
outstanding during the period. Diluted net income per share is computed using the weighted-average number of
ordinary shares and potentially dilutive share equivalents outstanding during the period. Diluted shares outstanding
includes the dilutive effect of in-the-money options, restricted share units, or RSUs, and employee share purchase
rights under the Avago Technologies Limited Employee Share Purchase Plan, or ESPP. The dilutive effect of such
equity awards is calculated based on the average

6




Edgar Filing: Avago Technologies LTD - Form 10-Q

Table of Contents

share price for each fiscal period using the treasury stock method. Under the treasury stock method, the amount the
employee must pay for exercising stock options and to purchase shares under the ESPP, the amount of compensation
cost for future service that the Company has not yet recognized, and the amount of tax benefits that would be recorded
in additional paid-in capital when equity awards become deductible for income tax purposes are collectively assumed
to be used to repurchase shares.

Diluted net income per share for the quarters ended January 29, 2012 and January 30, 2011 excluded the potentially
dilutive effect of weighted-average outstanding equity awards, including options, RSUs, and ESPP rights, to purchase
2 million and less than one million ordinary shares, respectively, as their effect was antidilutive.

The following is a reconciliation of the denominators of the basic and diluted net income per share computations for
the periods presented (in millions, except per share data):

Quarter Ended
January 29, January 30,
2012 2011
Net income (Numerator):
Net income $125 $119
Shares (Denominator):
Basic weighted average ordinary shares outstanding 245 242
Add: Incremental shares for:
Dilutive effect of share options, RSUs and ESPP rights 5 8
Shares used in diluted computation 250 250
Net income per share:
Basic:
Net income per share $0.51 $0.49
Diluted:
Net income per share $0.50 $0.48

Supplemental cash flow disclosures. At January 29, 2012 and October 30, 2011, we had $23 million and $14 million,
respectively, of unpaid purchases of property, plant, and equipment included in accounts payable. Amounts reported
as unpaid purchases are recorded as cash outflows from investing activities for purchases of property, plant, and
equipment in the consolidated statement of cash flows in the period they are paid.
Recently Adopted Accounting Guidance
In the first quarter of fiscal year 2012, we adopted the updated guidance issued by Financial Accounting Standards
Board, or FASB, related to fair value measurements and disclosures, which requires separate disclosures about
purchases, sales, issuances, and settlements relating to Level 3 fair value measurements (see Note 6. “Fair Value” for
further discussion of fair value measurements). Because these new standards are related primarily to the disclosures
required in our financial statements, their adoption has not had a significant impact on our results of operations and
financial position.
Recent Accounting Guidance Not Yet Adopted

In September 2011, the FASB issued updated guidance on multiemployer pension plans. This guidance is intended
to provide more information about an employer's financial obligations to a multiemployer pension plan and, therefore,
help financial statement users better understand the financial health of all of the significant plans in which the
employer participates. The updated guidance does not change the current recognition and measurement guidance for
an employer's participation in a multiemployer plan. This guidance will be effective for our fiscal year ending October
28, 2012, or fiscal year 2012, with early adoption permitted. Other than requiring additional disclosures in our
financial statements, we believe the adoption of this guidance will not have a significant impact on our results of
operations and financial position.
In August 2011, the FASB issued an accounting standard update on goodwill impairment testing. This guidance is
intended to reduce the cost and complexity of the goodwill impairment test by providing entities an option to perform
a qualitative assessment to determine whether further impairment testing is necessary. An entity will no longer be
required to calculate the fair value of a reporting unit unless the entity determines, based on a qualitative assessment,

10
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that it is more likely than not that its fair value is less than its carrying amount. The new guidance will be effective for
the first quarter of our fiscal year ending November 3, 2013, or fiscal year 2013, with early adoption permitted. We do
not expect this new guidance to have a significant impact on our results of operations and financial position.

In June 2011, the FASB issued guidance on the presentation of comprehensive income. The new guidance is intended
to enhance comparability between entities that report under GAAP and those that report under International Financial

Reporting

7
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Standards, or IFRS, and to provide a more consistent method of presenting non-owner transactions that affect an
entity’s equity. In accordance with the new guidance, an entity has the option to present total comprehensive income
either in a single continuous statement or in two separate but consecutive statements and eliminates the option to
present the components of other comprehensive income as part of the statement of changes in stockholders’ equity.
The requirement to present reclassification adjustments out of accumulated other comprehensive income on the face
of the consolidated statement of income has been deferred by an update issued by the FASB in December 2011. This
new guidance should be applied retrospectively and will be effective for the first quarter of our fiscal year 2013, with
early adoption permitted. Other than its impact on the presentation of other comprehensive income, we believe the
adoption of this guidance will not have a significant impact on our results of operations and financial position.
In May 2011, the FASB issued an updated guidance on fair value measurement and related disclosure requirements in
GAAP, and the International Accounting Standards Board, or IASB, issued fair value measurement guidance
(together, the new guidance). The new guidance amends GAAP and is a new standard under IFRS. The new guidance
results in a consistent definition of fair value and common requirements for measurement of and disclosure about fair
value between GAAP and IFRS. While many of the amendments to GAAP are not expected to have a significant
effect on practice, the new guidance changes some fair value measurement principles and disclosure requirements.
The new guidance will be effective for the second quarter of our fiscal year 2012, with early adoption prohibited.
Other than requiring additional disclosures in our financial statements, we do not expect this new guidance to have a
significant impact on our results of operations and financial position.
2. Inventory
Inventory consists of the following (in millions):

January 29, October 30,

2012 2011
Finished goods $51 $48
Work-in-process 106 106
Raw materials 36 40
Total inventory $193 $194

3. Acquisition

During the first quarter of fiscal year 2011, we acquired a U.S.-based company engaged in the manufacturing of
integrated circuits for approximately $8 million in cash. The purchase price was allocated to the acquired net assets
based on estimates of fair values as follows: net assets of $8 million, including intangible assets of $4 million and
goodwill of $5 million. The intangible assets are being amortized over their useful lives ranging from 5 to 15 years.
The unaudited condensed consolidated financial statements include the results of operations of the acquired business
commencing as of the acquisition date. Pro forma results of operations for the acquisition have not been presented
because the effects of the acquisition were not material to our prior financial statements.

4. Goodwill and Intangible Assets

Goodwill

There were no changes to goodwill during the quarter ended January 29, 2012.

8
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Intangible Assets
Amortizable purchased intangibles consist of the following (in millions):
Gross Carrying Accumulated  Net Book

Amount Amortization  Value

As of January 29, 2012:
Purchased technology $728 $(360 ) $368
Customer and distributor relationships 257 (147 ) 110
Other 4 2 ) 2
Total $989 $(509 ) $480
As of October 30, 2011:
Purchased technology $728 $(346 ) $382
Customer and distributor relationships 257 (142 ) 115
Other 4 @ ) 2
Total $989 $(490 ) $499
The following table presents the amortization of purchased intangible assets (in millions):

Quarter Ended

January 29, January 30,

2012 2011
Cost of products sold $14 $14
Operating expenses 5 6
Total $19 $20

During the first quarter of fiscal year 2011, we recorded $4 million in intangible assets with a weighted-average
amortization period of 14 years in conjunction with an acquisition. See Note 3. “Acquisition.”

Based on the amount of intangible assets subject to amortization at January 29, 2012, the expected amortization
expense for each of the next five fiscal years and thereafter is as follows (in millions):

Fiscal Year Amount
2012 (remainder) $58
2013 77
2014 77
2015 76
2016 59
2017 49
Thereafter 84
$480
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The weighted-average amortization periods remaining by intangible asset category as at January 29, 2012 were as
follows (in years):
Amortizable intangible assets:

Purchased technology 8
Customer and distributor relationships 7
Other 22

5. Borrowings

We had no borrowings outstanding as of January 29, 2012 and October 30, 2011.

Debt Repayments

During the quarter ended January 30, 2011, we redeemed the remaining $230 million aggregate principal amount
outstanding of our 11 7/8% Senior Subordinated Notes due December 1, 2015, or senior subordinated notes. We
redeemed the senior subordinated notes at a 5.938% premium of the principal amount plus accrued interest, resulting
in a loss on extinguishment of debt of $19 million, which consisted of a $14 million premium and a $5 million
write-off of debt issuance costs and other related expenses.

Revolving Credit Facility

As of January 29, 2012, we had no borrowings outstanding under our revolving credit facility and were in compliance
with the financial covenants under our credit agreement.

6. Fair Value

Fair value is defined as the price that would be received upon sale of an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. A three level hierarchy is applied to
prioritize the inputs to valuation techniques used to measure fair value. The hierarchy gives the highest priority to
unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurements) and the lowest
priority to unobservable inputs (Level 3 measurements).

The three levels of the fair value hierarchy under the guidance for fair value measurements are described below:
Level 1—Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the
reporting entity has the ability to access at the measurement date. Our Level 1 assets include time deposits, bank
acceptances, investment funds—deferred compensation plan assets and available-for-sale securities investments. We
measure investment funds and available-for-sale securities investments at quoted market price as they are traded in an
active market with sufficient volume and frequency of transactions. Time deposits are highly liquid with maturities of
ninety days or less. Bank acceptances are highly liquid with maturities of one hundred and eighty days or less. Due to
their short-term maturities, we have determined that the fair value of time deposits and bank acceptances should be
their face value.

Level 2—Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly or indirectly. If the asset or liability has a specified (contractual) term, a Level 2 input must be
observable for substantially the full term of the asset or liability. We did not have any Level 2 asset or liability
activities during the quarter ended January 29, 2012.

Level 3—Level 3 inputs are unobservable inputs for the asset or liability in which there is little, if any, market activity
for the asset or liability at the measurement date. Level 3 assets and liabilities include cost method investments,
goodwill, amortizable intangible assets, and property, plant and equipment, which are measured at fair value using a
discounted cash flow approach when they are impaired. Quantitative information for Level 3 assets and liabilities
reviewed at each reporting period, includes indicators of significant deterioration in the earnings performance, credit
rating, asset quality, business prospects of the investee, and financial indicators of the investee's ability to continue as
a going concern.

We record at cost non-marketable investments where we do not have the ability to exercise significant influence or
control and periodically review them for impairment. During fiscal year 2011, we made an investment of $1 million in
the common stock of a privately-held non-U.S. company. This equity investment is accounted for under the cost
method and is included on the balance sheet in other long-term assets. In fiscal year 2011, we also entered into a
secured loan and warrant purchase agreement with this company, pursuant to which we provided them with a secured
loan of $1 million, at an annual interest rate of 8%, for a term of one year. Based on the quantitative assessment of the

14
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financial condition and business prospects of the investee, this equity investment and loan were both determined to be

impaired during the quarter ended January 29, 2012.
We did not have any Level 3 asset or liability activities other than those noted above during the quarter ended

January 29, 2012.
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Assets Measured at Fair Value on a Recurring Basis

The table below sets forth by level our financial assets that were accounted for at fair value as of January 29, 2012.
The table does not include cash on hand and also does not include assets that are measured at historical cost or any
basis other than fair value (in millions).

Fair Value
Portion of Measurement
Carrying as
of January 29,
Value .
2012 Using
Measured at .
. Quoted Prices
Fair .
In Active
Value as of
Market
January 29, .
2012 For Identical
Assets (Level
9]
Assets:
Time deposits (1) $450 $450
Investment Funds — Deferred Compensation Plan Assets (2) 7 7
Bank acceptances (2) 1 1
Available-for-sale securities (3) 4 4
Total assets measured at fair value $462 $462
Liabilities:
Deferred Compensation Plan Liabilities (4) $7 $7

(1)Included in cash and cash equivalents in our unaudited condensed consolidated balance sheet

(2)Included in other current assets in our unaudited condensed consolidated balance sheet

(3)Included in other long-term assets in our unaudited condensed consolidated balance sheet

(4)Included in other current liabilities in our unaudited condensed consolidated balance sheet

During the quarter ended January 29, 2012, there were no material transfers between Level 1, Level 2 or Level 3 fair
value instruments.

Assets Measured at Fair Value on a Nonrecurring Basis

There were no non-financial assets or liabilities measured at fair value as of January 29, 2012.

Fair Value of Other Financial Instruments

The fair values of cash and cash equivalents, trade accounts receivable, accounts payable and accrued liabilities, to the
extent the underlying liability will be settled in cash, approximate carrying values because of the short-term nature of
these instruments.

7. Shareholders’ Equity

Share Repurchase Program

The Company repurchased 2.6 million shares for an aggregate purchase price of $79 million in cash, with a weighted
average price per share of $30.23, during the quarter ended January 29, 2012. As of January 29, 2012, $328 million, or
9.8 million shares remained available for repurchase under this share repurchase program.

Dividends

We paid a quarterly cash dividend of $0.12 and $0.07 per share, or $29 million and $17 million in total during the
quarters ended January 29, 2012 and January 30, 2011, respectively.

11
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Share-Based Compensation
The following table summarizes share-based compensation expense related to share-based awards granted to
employees, directors, and non-employees for the quarters ended January 29, 2012 and January 30, 2011 (in millions):

Quarter Ended
January 29, January 30,
2012 2011
Cost of products sold $1 $1
Research and development 4 3
Selling, general and administrative 6 3
Total share-based compensation expense $11 $7

The weighted-average assumptions utilized for our Black-Scholes valuation model for options and ESPP rights
granted during the quarters ended January 29, 2012 and January 30, 2011 are as follows:

Options

Quarter Ended

January 29, January 30,

2012 2011
Risk-free interest rate 09 % 1.7 %
Dividend yield 1.3 % 0.7 %
Volatility 57.0 % 45.0 %
Expected term (in years) 5.0 5.0

ESPP

Quarter Ended

January 29, January 30,

2012 2011
Risk-free interest rate 0.03 % 0.2 %
Dividend yield 1.2 % — %
Volatility 52.0 % 42.0 %
Expected term (in years) 0.5 0.5

The dividend yield for the quarters ended January 29, 2012 and January 30, 2011 are based on the dividend yield as of
the respective option grant dates. Expected volatility is based on the combination of historical volatility of guideline
publicly-traded companies over the period commensurate with the expected life of the options and the implied
volatility of guideline publicly-traded companies from traded options with a term of 180 days or greater measured
over the last three months. The risk-free interest rate is derived from the average U.S. Treasury Strips rate during the
period, which approximates the rate in effect at the time of grant. Our computation of expected term was based on
data, such as the data of peer companies and company-specific attributes that we believe could affect employees’
exercise behavior.

Based on the above assumptions, the weighted-average fair values of the options granted under the share option plans
for the quarters ended January 29, 2012 and January 30, 2011 were $15.14 and $10.10, respectively. The
weighted-average fair values of the rights to purchase shares in the ESPP for the quarters ended January 29, 2012 and
January 30, 2011 were $12.74 and $6.27, respectively. The weighted-average fair value of RSUs granted in the quarter
ended January 29, 2012 was $31.99. No RSUs were granted in the quarter ended January 30, 2011.

Total compensation cost related to unvested options as of January 29, 2012 was $96 million, which is expected to be
recognized over the remaining weighted-average service period of 3 years. Total unrecognized compensation cost
related to the ESPP as of January 29, 2012 was not material, and is expected to be recognized over the remaining
portion of the current offering period under the ESPP, which ends on March 14, 2012. Total compensation cost related
to unvested RSUs as of January 29, 2012 was $13 million, which is expected to be recognized over the remaining
weighted-average service period of 3 years.

12
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Equity Incentive Award Plans
A summary of option award activity related to our equity incentive plans is as follows (in millions, except years and
per share amounts):

Awards Outstanding

Weighted- Weighted-
Shares Average Aggregate
. Number Average o .
Available . ; . Remaining Intrinsic
Outstanding  Exercise Price
for Grant Contractual Value
Per Share e s
Life (in years)
Balance as of October 30, 2011 10 19 $17.93
Annual increase in shares available for
issuance, per equity incentive plan 6 o $—
terms
Granted — — $33.57
Exercised — — $10.72
Cancelled — — $19.81
Balance as of January 29, 2012 16 19 $18.54 6.71 $290
Vested as of January 29, 2012 5 $11.37 6.08 $114
Vested and expected to vest as of
January 29, 2012 18 $18.08 6.69 $279

The following table summarizes the ranges of outstanding and exercisable option awards as of January 29, 2012 (in
millions, except years and per share amounts):

Awards Outstanding Awards Exercisable
Weighted-
. . Number Averag§ Wei ghted—Average Number Wei ghted—Average
Exercise Prices Outstanding Remaining Exercise Price Exercisable Exercise Price
Contractual ~ Per Share Per Share
Life (in years)
$0.00-5.00 2 4.00 $ 497 1 $ 4.96
5.01-10.00 2 6.86 $ 9.24 1 $ 8.73
10.01-15.00 5 6.42 $ 12.03 2 $ 11.37
15.01-20.00 1 7.84 $ 17.56 — $ 17.78
20.01-25.00 4 8.51 $ 20.52 1 $ 20.55
25.01-30.00 — 7.12 $ 29.19 — $ 28.52
30.01-35.00 5 6.23 $ 32.72 — $ —
35.01-40.00 — 6.35 $ 37.33 — $ —
Total 19 6.71 $ 18.54 5 $ 11.37

RSU activity and the number of outstanding RSUs were not material for either of the quarters ended January 29, 2012
and January 30, 2011.

Employee Share Purchase Plan

There are currently 8 million shares authorized for issuance under the ESPP. The ESPP consists of successive
six-month offering periods and permits eligible employees to purchase ordinary shares through payroll deductions, at
the end of each offering period, at a price equal to the lesser of 85% of the fair market value of the ordinary shares at
either the beginning or ending of the relevant offering period. Under the ESPP, employees purchased 0.3 million
shares for aggregate consideration of $7 million during fiscal year 2011. The next purchase date under the ESPP is
scheduled to occur in the second quarter of fiscal year 2012. As at January 29, 2012, 7.7 million shares remained
available for issuance under the ESPP.

8. Income Taxes
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For the quarter ended January 29, 2012, we recorded an income tax provision of $5 million compared to $1 million for
the quarter ended January 30, 2011. The income tax provision for the quarter ended January 30, 2011 included the
recognition of a
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$3 million tax benefit as a result of U.S. legislation enacted in the first quarter of fiscal year 2011 retroactively
reinstating the research and development tax credit.

9. Segment Information

ASC 280 “Segment Reporting,” or ASC 280, establishes standards for the way public business enterprises report
information about operating segments in annual consolidated financial statements and requires that those enterprises
report selected information about operating segments in interim financial reports. ASC 280 also establishes standards
for related disclosures about products and services, geographic areas and major customers. We have concluded that we
have one reportable segment based on the following factors: sales of semiconductors represents our only material
source of revenue; substantially all products offered incorporate analog functionality and are manufactured under
similar manufacturing processes; we use an integrated approach in developing our products in that discrete
technologies developed are frequently integrated across many of our products; we use a common order fulfillment
process and similar distribution approach for our products; and broad distributor networks are typically utilized while
large accounts are serviced by a direct sales force. The Chief Executive Officer has been identified as the Chief
Operating Decision Maker as defined by ASC 280.

10. Related Party Transactions

KLA-Tencor Corporation

Mr. John T. Dickson, who became a director of the Company on January 18, 2012, also serves as a director of
KLA-Tencor Corporation., or KLA-Tencor. In the ordinary course of business, on an arm’s length basis, we purchase
certain materials, equipment, and tools from KLA-Tencor.

Wistron Corporation

Mr. John Min-Chih Hsuan, a director of the Company, is also a director of Wistron Corporation, one of our customers.
In the ordinary course of business, on an arm’s length basis, we sell certain of our products to Wistron Corporation.
Flextronics

Mr. James A. Davidson, a director of the Company until March 9, 2011, also serves as a director of Flextronics
International Ltd., or Flextronics. In the ordinary course of business, on an arm’s length basis, we sell certain of our
products to Flextronics.

Transactions and balances with our related parties were as follows (in millions):

Quarter Ended
January 29, January 30,
2012 2011
Net revenue:
Flextronics! $— $28
Wistron Corporation? 2 —
Total costs and expenses:
KLA-Tencor? 1 —
January 29, October 30,
2012 2011
Receivables:
Flextronics! $— $13
Wistron Corporation? 1 —
January 29, October 30,
2012 2011
Payables:
KLA-Tencor? $1 $—

I Amounts represent net revenue transactions with Flextronics through the quarter ended January 30, 2011.
Flextronics ceased to be a related party after the second quarter of fiscal year 2011.

21



14

Edgar Filing: Avago Technologies LTD - Form 10-Q

22



Edgar Filing: Avago Technologies LTD - Form 10-Q

Table of Contents

2 Amounts represent purchase transactions with KLA-Tencor for the quarter ended January 29, 2012 and accounts
payable balance as of January 29, 2012. KLA-Tencor became a related party during the first quarter of fiscal year
2012.
3 Amounts represent net revenue transactions and accounts receivable balance as of January 29, 2012. Wistron
Corporation became a related party during the second quarter of fiscal year 2011.
11. Commitments and Contingencies
Commitments

The following table sets forth changes in our commitments as of January 29, 2012 for the fiscal periods noted (in
millions).

Total 2012 . 2013 2014 2015 2016 2017 Thereafter
(remainder)
Purchase commitments $ 86 $86 $— $— $— $— $— $—
Other Contractual 49 11 15 13 5 5 . o

Commitments

Purchase Commitments. We have unconditional purchase obligations which include agreements to purchase goods or
services that are enforceable and legally binding on us and that specify all significant terms, including fixed or
minimum quantities to be purchased, fixed, minimum or variable price provisions and the approximate timing of the
transaction. Purchase obligations exclude agreements that are cancelable without penalty.

Other Contractual Commitments. Represents amounts payable pursuant to agreements related to outsourced IT,
human resources, financial infrastructure outsourcing services and other services agreements.

There were no other substantial changes to our contractual commitments during the first quarter of fiscal year 2012
from those disclosed in our Annual Report on Form 10-K for fiscal year 2011.

Contingencies

From time to time, we are involved in litigation that we believe is of the type common to companies engaged in our
line of business, including commercial disputes and employment issues. As of the date of this filing, we are not
involved in any pending legal proceedings that we believe would likely have a material adverse effect on our financial
condition, results of operations or cash flows. However, certain pending disputes involve claims by third parties that
our activities infringe their patent, copyright, trademark or other intellectual property rights. These claims generally
involve the demand by a third-party that we cease the manufacture, use or sale of the allegedly infringing products,
processes or technologies and/or pay substantial damages or royalties for past, present and future use of the allegedly
infringing intellectual property. For example, on July 23, 2009, TriQuint Semiconductor, Inc. filed a complaint against
us and certain of our subsidiaries in the U.S. District Court, District of Arizona seeking declaratory judgment that four
of our patents relating to RF filter technology used in our wireless products are invalid and, if valid, that TriQuint’s
products do not infringe any of those patents. TriQuint has withdrawn those claims with respect to three of those four
patents. In addition, TriQuint claims that certain of our wireless products infringe three of its patents. TriQuint is
seeking damages in an unspecified amount, treble damages for alleged willful infringement, attorneys' fees and
injunctive relief. We filed our answer and initial counterclaim on September 17, 2009, denying infringement, asserting
the invalidity of TriQuint’s patents and asserting infringement by TriQuint of ten Avago patents, and filed additional
counterclaims on March 25, 2010 for the misappropriation of Avago trade secrets. On October 16, 2009, TriQuint
filed its answer to our initial counterclaim, denying infringement and filed an antitrust counterclaim and counterclaims
for declaratory judgment of non infringement and invalidity. The court dismissed TriQuint’s antitrust counterclaims on
procedural grounds on March 16, 2010, but on August 3, 2010 granted TriQuint's motion to file an amended pleading
for its anti-trust claims. We intend to defend this lawsuit vigorously, and future actions may include the assertion by
us of additional claims or counterclaims against TriQuint related to our intellectual property portfolio. Summary
judgment motions were heard on January 30, 2012 and ruled on in February 2012. The Court has set a trial date of
July 10, 2012.

With respect to the legal proceedings, individually and in the aggregate, we have not yet been able to determine
whether an unfavorable outcome is probable or reasonably possible and have not been able to reasonably estimate the
amount or range of any possible loss. As a result, no amounts have been accrued or disclosed in the accompanying
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unaudited condensed consolidated financial statements with respect to these legal proceedings.

Claims that our products or processes infringe or misappropriate any third-party intellectual property rights (including
claims arising through our contractual indemnification of our customers) often involve highly complex, technical
issues, the outcome of which is inherently uncertain. Moreover, from time to time we pursue litigation to assert our
intellectual property rights. Regardless of the merit or resolution of any such litigation, complex intellectual property
litigation is generally costly and diverts the efforts and attention of our management and technical personnel.
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Warranty

There were no material changes to our warranty accrual during the quarter ended January 29, 2012.

Indemnifications to Hewlett-Packard and Agilent

Agilent has given multiple indemnities to Hewlett-Packard Company in connection with its activities prior to its
spin-off from Hewlett-Packard Company in June 1999 for the businesses that constituted Agilent prior to the spin-off.
As the successor to the SPG business of Agilent, we have acquired responsibility for indemnifications related to
assigned intellectual property agreements. Additionally, when we completed the acquisition of SPG from Agilent in
December 2005, we provided indemnities to Agilent with regard to Agilent’s conduct of the SPG business prior to the
SPG acquisition. In our opinion, the fair value of these indemnifications is not material and no amount has been
accrued in the accompanying condensed consolidated financial statements with respect to these indemnification
obligations.

Other Indemnifications

As is customary in our industry and as provided for in local law in the United States and other jurisdictions, many of
our standard contracts provide remedies to our customers and others with whom we enter into contracts, such as
defense, settlement, or payment of judgment for intellectual property claims related to the use of our products. From
time to time, we indemnify customers, as well as our suppliers, contractors, lessors, lessees, companies that purchase
our businesses or assets and others with whom we enter into contracts, against combinations of loss, expense, or
liability arising from various triggering events related to the sale and the use of our products, the use of their goods
and services, the use of facilities and state of our owned facilities, the state of the assets and businesses that we sell
and other matters covered by such contracts, usually up to a specified maximum amount. In addition, from time to
time we also provide protection to these parties against claims related to undiscovered liabilities, additional product
liability or environmental obligations. In our experience, claims made under such indemnifications are rare and the
associated estimated fair value of the liability is not material.

12. Subsequent Event

On March 7, 2012, the Board declared an interim cash dividend on the Company’s ordinary shares of $0.13 per share,
payable on March 30, 2012 to shareholders of record at the close of business (5:00 p.m.), Eastern Time, on March 19,
2012.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with the unaudited condensed consolidated financial statements and the related notes thereto included
elsewhere in this Quarterly Report on Form 10-Q and the audited consolidated financial statements and notes thereto
and management’s discussion and analysis of financial condition and results of operations for the fiscal year ended
October 30, 2011, or fiscal year 2011, included in our Annual Report on Form 10-K for fiscal year 2011, or 2011
Annual Report on Form 10-K. References to “Avago” “we”, “our” and “us” are to Avago Technologies Limited and its
consolidated subsidiaries, unless otherwise specified or the context otherwise requires. This Quarterly Report on Form
10-Q may contain predictions, estimates and other forward-looking statements that involve a number of risks and
uncertainties, which are made under the safe harbor provisions of Section 21E of the Securities Exchange Act of 1934,
as amended, or the Exchange Act. All statements other than statements of historical fact could be deemed
forward-looking, including, but not limited to, any projections of financial information; any statements about
historical results that may suggest trends for our business; any statements of the plans, strategies, and objectives of
management for future operations; any statements of expectation or belief regarding future events, technology
developments, our products, product sales, expenses, liquidity, cash flow and growth rates, or enforceability of our
intellectual property rights and related litigation expenses; and any statements of assumptions underlying any of the
foregoing. All statements we make relating to estimated and projected product sales, earnings, margins, costs,
expenditures, cash flows, growth rates and financial results are forward-looking statements. These forward-looking
statements are based on current expectations, estimates, forecasts and projections of future Avago or industry
performance, based on management’s judgment, beliefs, current trends and market conditions, and involve risks and
uncertainties that may cause actual results to differ materially from those contained in the forward-looking statements.
We derive most of our forward-looking statements from our operating budgets and forecasts, which are based upon
many detailed assumptions. While we believe that our assumptions are reasonable, we caution that it is very difficult
to predict the impact of known factors, and, of course, it is impossible for us to anticipate all factors that could affect
our actual results. Accordingly, we caution you not to place undue reliance on these statements. For example, there
can be no assurance that our product sales efforts, revenues or expenses will meet any expectations or follow any
trend(s), or that our ability to compete effectively will be successful or yield anticipated results. Important factors that
could cause actual results to differ materially from our expectations are disclosed under “Risk Factors” in Part II,
Item 1A of this Quarterly Report on Form 10-Q, and in other documents we file from time to time with the Securities
and Exchange Commission, or SEC. All of the forward-looking statements in the Quarterly Report on Form 10-Q are
qualified in their entirety by reference to the factors listed above and those discussed under the heading “Risk Factors”
below. We undertake no intent or obligation to publicly update or revise any of these forward-looking statements,
whether as a result of new information, future events or otherwise.
Overview
We are a leading designer, developer and global supplier of a broad range of analog semiconductor devices with a
focus on III-V based products. III-V semiconductor materials have higher electrical conductivity and thus tend to have
better performance characteristics in radio frequency, or RF, and optoelectronic applications than silicon. We
differentiate ourselves through our high performance design and integration capabilities. We serve four primary target
markets: wireless communications, wired infrastructure, industrial and automotive electronics, and consumer and
computing peripherals. Applications for our products in these target markets include cellular phones, consumer
appliances, data networking and telecommunications equipment, enterprise storage and servers, factory automation,
displays, optical mice and printers.
Critical Accounting Policies and Estimates
The preparation of financial statements in accordance with generally accepted accounting principles in the United
States, or GAAP, requires us to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. We base our estimates and assumptions on current
facts, historical experience and various other factors that we believe to be reasonable under the circumstances, the
results of which form the basis for making judgments about the carrying values of assets and liabilities and the accrual
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of costs and expenses that are not readily apparent from other sources. The actual results experienced by us may differ
materially and adversely from our estimates. Our critical accounting policies are those that affect our historical

financial statements materially and involve difficult, subjective or complex judgments by management. Those policies
include revenue recognition, valuation of long-lived assets, intangible assets and goodwill, inventory valuation and
warranty reserves, accounting for income taxes, retirement and post-retirement benefit plan assumptions, and

share-based compensation.

There have been no significant changes in our critical accounting policies during the quarter ended January 29, 2012
compared to those previously disclosed in “Critical Accounting Policies and Estimates” in “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” included in our 2011 Annual Report on Form 10-K.
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Results from Operations
Quarter Ended January 29, 2012 Compared to Quarter Ended January 30, 2011
The following table sets forth our results of operations for the quarters ended January 29, 2012 and January 30, 2011.

Quarter Ended
January 29, January 30, January 29, January 30,
2012 2011 2012 2011
(In millions) (As a percentage of net revenue)
Statements of Operations Data:
Net revenue $563 $550 100 % 100 %
Cost of products sold:
Cost of products sold 279 265 50 48
Amortization of intangible assets 14 14 2 3
Total cost of products sold 293 279 52 51
Gross margin 270 271 48 49
Research and development 82 73 15 13
Selling, general and administrative 50 50 9 9
Amortization of intangible assets 5 6 1 1
Restructuring charges 1 — — —
Total operating expenses 138 129 25 23
Income from operations 132 142 23 26
Interest expense (1 ) (3 ) — (1 )
Loss on extinguishment of debt — (19 ) — @3 )
Other expense, net (1 ) — — —
Income before income taxes 130 120 23 22
Provision for income taxes 5 1 1 —
Net income $125 $119 22 % 22 %

Net revenue. Net revenue was $563 million for the quarter ended January 29, 2012, compared to $550 million for
the quarter ended January 30, 2011, an increase of $13 million or 2%. The slight increase in net revenue was primarily
due to strength in the wireless communication target markets, largely offset by continued weakness in our industrial
target market.

Our three largest target markets, by revenue, are wireless communications, wired infrastructure and industrial and
automotive electronics, with computer and consumer computing peripherals typically representing a much smaller
percentage of our overall net revenue. The percentage of total net revenue generated by sales in each of our target
markets varies from quarter to quarter, due largely to fluctuations in end-market demand, including the effects of
seasonality. The first fiscal quarter is typically our lowest revenue and cash generating quarter due, in part, to holiday
shut downs at many original equipment manufacturer, or OEM, customers and distributors, and the first half of the
fiscal year tends to generate lower revenue than the second half. However, typical seasonality and industry cyclicality
may be overshadowed by other factors such as wider macroeconomic effects and timing of significant product
launches by large OEMs. In the first quarter of fiscal year 2012, strength in the smartphone market and strong sales to
a particular OEM more than offset the typical seasonal trend in revenue from our wireless target market. Weakness in
industrial spending, in China in particular, together with the recent flooding in Thailand, a critical area for
manufacturing many components important for the semiconductor supply chain, adversely impacted revenue from our
industrial target market in the first quarter of fiscal year 2012. Our capacity mitigation plan to relocate production
from areas affected by the flooding is now largely complete.

Historically, a relatively small number of customers have accounted for a significant portion of our net revenue.
During the quarter ended January 29, 2012, Foxconn Technology Group companies accounted for 17% of our net
revenue and our top 10 customers, which included three distributors, collectively accounted for 62% of our net
revenue. However, we believe that aggregate sales of our products to certain of our customers exceeds the amount of
our direct sales to them. For example, we believe our aggregate sales to two OEMs when direct sales are combined
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with indirect sales to them through the respective contract manufacturers that they utilize, each accounted for more
than 10% of our net revenues, respectively, for the quarter ended January 29, 2012. We expect to continue to
experience significant customer concentration in future periods.
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Net revenue by target market data is derived from our understanding of our end customers’ primary markets, and was
as follows:

Quarter Ended

January 29, January 30,
% of net revenue 2012 2011 ry Change
Wireless communications 45 % 37 % 8 %
Wired infrastructure 29 28 1
Industrial and automotive electronics 20 30 (10 )
Consumer and computing peripherals 6 5 1
Total net revenue 100 % 100 %

Quarter Ended
) s January 29, January 30,

Net revenue (in millions) 2012 y 2011 y Change
Wireless communications $254 $202 $52
Wired infrastructure 162 153 9
Industrial and automotive electronics 114 166 (52 )
Consumer and computing peripherals 33 29 4
Total net revenue $563 $550 $13

Net revenue from our wireless communications target market increased substantially in the first quarter of fiscal year
2012 compared with the corresponding prior year period due to continued strength in mobile smartphone sales. New
product ramps at major smartphone OEMs drove revenue growth during the first quarter of fiscal year 2012. We
experienced higher demand for our multi-mode, multi-band power amplifiers, in particular, as well as for our FBAR
duplexers in the quarter ended January 29, 2012.

Net revenue from our wired infrastructure target market increased slightly, in the first quarter of fiscal year 2012,
compared with the corresponding prior year period, as spending on core routing continued to improve. During the first
quarter of fiscal year 2012, we saw strong growth from sales of our proprietary parallel optics used in core routing
environments and data center applications compared to the first quarter of fiscal year 2011. However this was partially
offset by a supply chain correction amongst several OEMs in the wired infrastructure market.

Net revenue from our industrial and automotive electronics target market decreased in the first quarter of fiscal year
2012 compared with the corresponding prior year period. This decrease was due primarily to continued and worse
than expected supply chain corrections, weakness in industrial spending, in China in particular, softness in distributor
resales and weaker OEM demand during the first quarter of fiscal year 2012, compared with the same period in fiscal
year 2011. The flooding in Thailand impacted the manufacturing of certain products we sell into our industrial target
market during the quarter ended January 29, 2012, which also contributed to the decrease in revenues from this target
market in the quarter.

Net revenue from our consumer and computing peripheral target market increased in the first quarter of fiscal year
2012 compared with the corresponding period in 2011, due primarily to a sale of certain of our intellectual property.
However, net revenue from this target market during both these periods continued to be adversely affected by ongoing
softness in demand for personal computers and printers.

Gross margin. Gross margin was $270 million for the quarter ended January 29, 2012 compared to $271 million for
the quarter ended January 30, 2011, a slight decrease of $1 million. As a percentage of net revenue, gross margin
decreased slightly to 48% for the quarter ended January 29, 2012 from 49% for the quarter ended January 30, 2011.
The decrease in gross margin, compared to the first quarter of fiscal year 2011, was primarily attributable to a less
profitable product mix, with a higher proportion of our net revenues coming from products sold into our wireless
communication target market while net revenues from our higher-margin industrial and automotive electronics
products decreased significantly in the quarter. A decrease in revenue from research and development projects in the
quarter also contributed to the decrease in gross margin. The impact of these factors was partially offset by a sale of
intellectual property in the quarter ended January 29, 2012, a decrease in depreciation expense resulting from a change
in the duration of the useful lives of certain of ou