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Form 10-Q/A

(Amendment No. 2)
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SPANSION INC.

(Exact name of registrant as specified in its charter)

Delaware 20-3898239
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
915 DeGuigne Drive
Sunnyvale, California 94085
(Address of principal executive offices) (Zip Code)

(408) 962-2500

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x 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 (§ 232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

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 small reporting company in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer x Accelerated filer

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

Table of Contents 2



Edgar Filing: Spansion Inc. - Form 10-Q/A

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12, 13 or 15(d) of the
Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court. Yes x No ~

Indicate the number of shares outstanding of each of the registrant s classes of common stock as of the close of business on August 2, 2011:

Class Number of Shares
Class A Common Stock, $0.001 par value 61,822,227
Class B Common Stock, $0.001 par value 1
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
Spansion Inc.
Condensed Consolidated Statements of Operations

(in thousands, except per share amounts)

(Unaudited)
Three Months Ended Six Months Ended
June 27, 2010 June 27, 2010
Successor Successor Predecessor Successor Successor Predecessor
Three Months Period from Period from Period from Period from
ended May 11, 2010 March 29, 2010 Six Months May 11, 2010 December 28, 2009
June 26, to to ended to to

2011 June 27,2010 May 10,2010  June 26,2011 June 27,2010 May 10, 2010
Net sales $ 298,768 $124,569 $ 101,786 $ 591,705 $ 124,569 $ 324,914
Net sales to related parties 4,801 24,496 4,801 78,705
Total net sales 298,768 129,370 126,282 591,705 129,370 403,619
Cost of sales 221,336 111,413 85,697 445,502 111,413 274,817
Research and development 30,567 13,420 12,115 60,397 13,420 35,068
Sales, general and administrative 10,779 18,259 20,497 50,460 18,259 68,105
Restructuring credits (2,785) 2,772)
Operating income (loss) before
reorganization items 36,086 (13,722) 10,758 35,346 (13,722) 28,401
Other income (expense):
Interest and other income
(expense), net (288) 364 (3,190) 459 364 (2,904)
Interest expense (8,779) 4,877) (11,237) (17,837) 4,877) (30,573)
Income (loss) before reorganization
items and income taxes 27,019 (18,235) (3,669) 17,968 (18,235) (5,076)
Reorganization items 364,876 370,340
Income (loss) before income taxes 27,019 (18,235) 361,207 17,968 (18,235) 365,264
Provision for (benefit from) income
taxes 1,731 21) 1,235 6,828 21) 1,640
Net income (loss) $ 25,288  $ (18,214) $ 359972 $ 11,140 $ (18,214) $ 363,624
Net income (loss) per share
Basic $ 0.41 $ (031 $ 222§ 018 $ (031 $ 2.24
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Diluted $ 040 $ (0.31) $ 2.21

Shares used in per share calculation
Basic 62,106 59,271 162,513
Diluted 63,617 59,271 162,518

See accompanying notes
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Spansion Inc.
Condensed Consolidated Balance Sheets
(in thousands, except per share and share amounts)

(Unaudited)

Assets

Current assets:

Cash and cash equivalents

Short term investments

Accounts receivable, net

Inventories

Deferred income taxes

Prepaid expenses and other current assets

Total current assets

Property, plant and equipment, net
Intangible assets

Goodwill

Other assets

Total assets

Liabilities and Stockholders Equity

Current liabilities:

Accounts payable

Accrued compensation and benefits

Other accrued liabilities

Income taxes payable

Deferred income

Current portion of long-term debt and obligations under capital leases

Total current liabilities

Deferred income taxes
Long-term debt, less current portion
Other long-term liabilities

Total liabilities

Common stock, Class A ($0.001 per share, 150,000,000 shares authorized, 61,744,121 shares issued and
outstanding)

Common stock, Class B ($0.001 per share, 1 share authorized, 1 share issued and outstanding)
Additional paid in capital

Retained deficit

Accumulated other comprehensive loss

Total stockholders equity

Table of Contents

Successor
June 26, December26,
2011 2010 M
$ 292,311 $ 329294
21,791 24,979
130,713 165,975
175,140 168,937
3,897 6,321
49,993 50,210
673,845 745,716
224,462 259,940
187,095 197,733
161,974 153,338
48,306 42,578
$ 1,295,682 $ 1,399,305
95,872 119,288
33,535 39,978
52,276 109,444
1,930 1,107
26,020 22,238
2,771 13,689
212,404 305,744
1,304 3,877
445,538 441,220
28,633 24,179
687,879 775,020
62 62
694,698 721,712
(85,551) (96,692)
(1,406) (797)
607,803 624,285
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Total liabilities and stockholders equity $1,295,682 $ 1,399,305

(1) Derived from audited financial statements at December 26, 2010.
See accompanying notes
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Spansion Inc.
Condensed Consolidated Statements of Cash Flows
(in thousands)

(Unaudited)

Six Months Ended
June 27, 2010
Successor Successor Predecessor
Period from
May 11, 2010 Period from
Six Months to December 28, 2009
Ended to
June 26,2011  June 27,2010 May 10, 2010
Cash Flows from Operating Activities:
Net income (loss) $ 11,140 $ (18,214) 363,624
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 93,015 26,146 43,788
Provision (benefit) for deferred income taxes (757) 3) 7,000
Net gain on sale and disposal of property, plant and equipment, net (1,138) (266) (2,107)
Asset impairment charges 7,557
Compensation recognized under employee stock plans 9,596 1,945 7,052
Gain from approved settlement of rejected capital leases and various licenses (22,517)
Gain on sale of Suzhou plant (1,342) (5,224)
Gain on discharge of pre-petition obligations (434,046)
Impairment of investments 3,011
Write-off of financing costs for old debts 13,022
Amortization of inventory fresh-start markup 8,260 18,597
Changes in operating assets and liabilities (101,172) (28,293) 27,756
Net cash provided (used) by operating activities 26,501 (1,430) 1,359
Cash Flows from Investing Activities:
Proceeds from sale of property, plant and equipment 4,693 4,278 9,620
Purchases of property, plant and equipment (28,847) (4,561) (14,046)
Purchases of marketable securities (21,791)
Proceeds from redemption of marketable securities 24,979
Proceeds from redemption of auction rate securities 16,750 62,425
Purchase of Kawasaki business (13,125)
Cash proceeds from sale of Suzhou plant 18,687
Net cash provided (used) by investing activities (20,966) 3,342 76,686
Cash Flows from Financing Activities:
Proceeds from issuance of common stock 4,378
Proceeds from borrowings, net of issuance costs 438,082
Payments on debt and capital lease obligations (6,006) (2,715) (691,176)
Proceeds from rights offering 104,875
Cash settlement on hedging activies (528)
Purchase of bankruptcy claims (40,987)
Table of Contents
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Net cash used by financing activities (43,143) (2,715)
Effect of exchange rate changes on cash and cash equivalents 625 219
Net decrease in cash and cash equivalents (36,983) (584)
Cash and cash equivalents at the beginning of period 329,294 254,729
Cash and cash equivalents at end of period $ 292,311 $ 254,145

See accompanying notes
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Spansion Inc.
Notes to Condensed Consolidated Financial Statements
(Unaudited)
1. Basis of Presentation

The Company prepared the interim condensed consolidated financial statements that accompany these notes in conformity with U.S. generally
accepted accounting principles, consistent in all material respects with those applied in our Annual Report on Form 10-K for the Predecessor
period from December 28, 2009 through May 10, 2010 and for the Successor period from May 11, 2010 through December 26, 2010 ( Fiscal
2010 ). References to the Successor in these condensed consolidated financial statements, notes and in the Part I, Item 2. Management s
Discussion and Analysis of Financial Condition and Results of Operations refer to the Company and its consolidated subsidiaries after its
emergence from Chapter 11 bankruptcy proceedings on May 10, 2010. References to the Predecessor refer to the Company and its
consolidated subsidiaries up to May 10, 2010.

The interim financial information is unaudited, but reflects all normal adjustments that are, in the Company s opinion, necessary to provide a fair
statement of results for the interim periods presented. This interim information should be read in conjunction with the consolidated financial
statements in the Company s Annual Report on Form 10-K for fiscal 2010 filed with the Securities and Exchange Commission on February 22,
2011.

Out of Period Adjustments

During the first quarter of 2011, the Company identified certain errors totaling $9.2 million related to uncertain income tax positions in certain
foreign locations affecting the periods prior to May 10, 2010 (Predecessor periods). The Company assessed the errors and concluded that such
errors were not material to those periods. Accordingly, the correction for the Predecessor periods were recorded as adjustments to increase
Goodwill as of the Fresh Start date. Further, the Company identified a $2.8 million adjustment for uncertain tax positions related to the period
from May 11, 2010 to December 26, 2010 (Successor periods). The Company also concluded that this adjustment was not material to the
Successor periods and is not expected to be material to its projected results of operations for the year ending December 25, 2011; therefore, the
adjustment was recorded as an increase to our income tax provision during the three months ended March 27, 2011. There were no such
adjustments for the three months ended June 26, 2011.

Table of Contents 11
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Notes to Condensed Consolidated Financial Statements

(Unaudited)
2. Balance Sheet Components
Successor
June 26, 2011 December 26, 2010
(in thousands)
Account receivable
Accounts receivable, gross $ 130,990 $ 166,301
Allowance for doubtful accounts 277) (326)
Account receivable, net $ 130,713 $ 165,975
Inventories
Raw materials $ 14,854 $ 16,537
Work-in-process 138,399 128,753
Finished goods 21,887 23,647
Inventories $ 175,140 $ 168,937
Property, plant and equipment
Land $ 51,778 $ 51,778
Buildings and leasehold improvements 68,268 68,437
Equipment 285,724 242,240
Construction in progress 17,825 18,745
423,595 381,200

Less: accumulated depreciation and amortization (199,133) (121,260)
Property, plant and equipment, net $ 224,462 $ 259,940
Other accrued liabilities
Litigation reserve @ $ 1,750 $ 43,034
Others 50,526 66,410
Other accrued liabilities $ 52276 $ 109,444

(1) The litigation reserve as of June 26, 2011 decreased by $41.3 million when compared to December 26, 2010 primarily due to the
settlement of the Samsung cases. See Note 14 for more information relating to Spansion v. Samsung Patent Infringement Litigation
settlement.

3. Equity Incentive Plan and Stock-Based Compensation
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Valuation and Expense Information

The following table sets forth the total recorded stock-based compensation expense by financial statement caption resulting from the Company s
stock options and Restricted Stock Unit (RSU) awards for the three and six months ended June 26, 2011 and for the Predecessor period from
December 28, 2009 through May 10, 2010 and the Successor period from May 11, 2010 through June 27, 2010, respectively.
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Spansion Inc.

Notes to Condensed Consolidated Financial Statements

(Unaudited)
Three Months Ended Six Months Ended
June 27, 2010 June 27, 2010
Successor  Successor Predecessor Successor Successor Predecessor
Period from Period from Period from
Three Monthday 11, 2010 ® Period from May 11, 2010 D December 28, 2009
Ended to March 29,2010 g Months to to
June 26, June 27, to Ended June 27, May 10, 2010
2011 2010 May 10, 2010 @ June 26, 2011 2010 @
(in thousands)

Cost of sales $ 831 $ 722 $ 73 $ 1,447 $ 722 $ 346
Research and development 1,160 398 172 1,974 398 683
Sales, general and administrative 3,057 825 55 6,175 825 566
Expense on cancellation of old equity
incentive plans 5,457 5,457
Stock-based compensation expense
before income taxes 5,048 1,945 5,757 9,596 1,945 7,052
Income tax benefit
Stock-based compensation expense after
income taxes $5,048 $1,945 $5,757 $ 9,596 $1,945 $ 7,052

(1) May 10, 2010 is the date on which all Predecessor equity incentive plans were cancelled and the Successor s 2010 Plan became effective.
Predecessor

No stock options were granted in the Predecessor period ended December 28, 2009 to May 10, 2010 under the Predecessor s equity plans, all of
which were cancelled upon emergence from the Chapter 11 cases.

Successor

The weighted average fair value of the Company s stock options granted under the Successor s 2010 Plan during the three months ended June 26,
2011 and the period from May 11, 2010 to June 27, 2010 was $8.24 and $5.04 per share, respectively. The weighted average fair value during

the six months ended June 26, 2011 was $8.73 per share. The fair value of each stock option was estimated at the date of grant using a
Black-Scholes option pricing model, with the following assumptions for grants:

For the period
Three Months from
Ended Six Months May 11, 2010
June 26, Ended to June 27,
2011 June 26, 2011 2010
Expected volatility 56.43% 56.08% 58.00%
Risk-free interest rate 1.12% 1.55% 1.88%
Expected term (in years) 4.35 4.35 4.30

Table of Contents
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Dividend yield 0% 0% 0.00%
As of June 26, 2011, the total unrecognized compensation cost related to unvested stock options and RSU awards was approximately $55.0
million after reduction for estimated forfeitures. These stock options and RSU awards will generally vest ratably through 2015.

Table of Contents
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Notes to Condensed Consolidated Financial Statements

(Unaudited)

Shares available for Grant

The numbers of shares of common stock available for grant as of June 26, 2011 under the 2010 Plan are shown as follows:

Number of shares available for grant:

Shares reserved for grant under the 2010 Plan as of December 26, 2010
Additional shares issuable under 2010 Plan (annual increase for 2011)

Stock options granted through June 26, 2011, net of forfeitures

RSU awards granted through June 26, 2011, net of forfeitures

Key executive RSU awards granted through June 26, 2011, net of forfeitures

Shares available for grant under the 2010 Plan as of June 26, 2011

Stock Option and Restricted Stock Unit Activity

The following table summarizes stock option activity and related information under the 2010 Plan for the six months ended June 26, 2011:

Weighted-

Average

Number of Exercise

Shares Price
Options:

Outstanding as of December 26, 2010 3,027,943 $ 1093
Granted 2,308,610 $ 18.99
Forfeited (298,860) $ 14.16
Exercised (420,493) $ 1051
Total option outstanding as of June 26, 2011 4,617,200 $ 14.79
Total Exercisable as of June 26, 2011 622,471 $ 10.51

511,731
4,321,911
(2,009,750)
(933,183)
(212,448)

1,678,261

Weighted-
Average
Remaining
Contractual
Life (in Years)

6.40

6.44

5.81

The following table summarizes RSU award activity and related information for the six months ended June 26, 2011:

Number of
RSUs: Shares
Unvested as of December 26, 2010 1,841,559
Granted 1,055,795
Forfeited (122,612)

Table of Contents

Weighted-Average
Grant-date
Fair Value

$ 10.88

$ 19.60
$ 12.90

Aggregate
Intrinsic
Value

$ 27,875

$ 17,404

$ 5,011
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Vested (379,401)

Unvested as of June 26, 2011 2,395,341

Table of Contents

$

$

19.89

13.19
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Spansion Inc.
Notes to Condensed Consolidated Financial Statements

(Unaudited)

The following table summarizes key executive RSU award activity and related information for the six months ended June 26, 2011:

Weighted-Average

Number of Grant-date
Key executive RSUs: Shares Fair Value
Unvested as of December 26, 2010 1,127,015 $ 10.88
Granted 331,000 $ 19.84
Forfeited (118,552) $ 20.11
Vested (281,450) $ 19.88
Unvested as of June 26, 2011 1,058,013 $ 10.25

Key executive RSUs have both a service and a performance vesting condition: 50 percent of a RSU award will vest based on continued service
with the Company and 50 percent will vest only upon achievement of certain performance conditions.

4. Net Income (Loss) Per Share

The following table presents the calculation of basic and diluted net income (loss) per share:

Three Months Ended Six Months Ended
June 27, 2010 June 27, 2010
Successor Successor Predecessor Successor Successor Predecessor
Three Months Period from Period from Period from Period from
Ended May 11, 2010 March 29, 2010 Six Months May 11, 2010 December 28, 2009
June 26, to to ended to to
2011 June 27, 2010 May 10,2010  June 26,2011 June 27, 2010 May 10, 2010
(in thousands except for per-share amounts)
Net income (loss) $25,288 $(18,214) $ 359972 $ 11,140 $(18,214) $ 363,624
Weighted average shares
outstanding basic 62,106 59,271 162,513 62,123 59,271 162,439
Effect of dilutive options and restricted
stock units 1,511 5 1,901 171
Weighted-average shares diluted 63,617 59,271 162,518 64,024 59,271 162,610
Net income (loss) per share basic $ 041 $ (0.31) $ 222 $ 0.18 $ (0.31) $ 2.24
Net income (loss) per share diluted $ 040 $ (0.31) $ 221  $ 0.17 $ (0.31) $ 2.24

Employee stock options and unvested RSUs granted by the Company are treated as potential common shares outstanding in computing diluted
earnings per share. Diluted shares outstanding include the dilutive effect of in-the-money options and unvested RSUs which are calculated based
on the average share price for each fiscal period using the treasury stock method. Under the treasury stock method, the amount the employee

Table of Contents
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must pay for exercising stock options, 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 the award becomes deductible are assumed to be used to
repurchase shares.

10
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Notes to Condensed Consolidated Financial Statements

(Unaudited)

5. Comprehensive Income (Loss)

The following are the components of comprehensive income (loss):

Three Months Ended Six Months Ended
June 27, 2010 June 27, 2010
Successor Successor Predecessor Successor Successor Predecessor
Three Months Period from Period from Period from Period from
Ended May 11, 2010 March 29, 2010 Six Months May 11, 2010 December 28, 2009
June 26, to to Ended to to
2011 June 27, 2010 May 10,2010  June 26, 2011 June 27,2010 May 10, 2010
(in
thousands)
Net income (loss) $ 25288 $(18,214) $ 359,972 $ 11,140 $(18,214) $ 363,624
Net change in cumulative translation
adjustment 216 225 (608) 225
Total comprehensive income (loss) $ 25504 $(17,989) $ 359,972 $ 10,532 $(17,989) $ 363,624

For the Predecessor period from March 29, 2010 to May 10, 2010, the net income of $360.0 million was primarily attributable to the recognition
of reorganization gain of $364.9 million as a result of discharge of prepetition obligations upon emergence from the Chapter 11 Cases, partially
offset by certain operating expenses.

6. Related Party Transactions
Spansion Japan

The following table presents the significant related party transactions between the Company and Spansion Japan for the three and six months
ended June 27, 2010:

Three Months Ended Six Months Ended
June 27, 2010 June 27, 2010
Successor Predecessor Successor Predecessor
Period
from
Period from March 29, 201Period from Period from
May 11, 2010 to May 11, 2010 December 28, 2009
to May 10, to to
June 27, 2010 2010  June 27,2010 May 10, 2010
(in thousands)
Sales to Spansion Japan $4,801 $24,496 $4,801 $ 78,705
Wafer purchases from Spansion Japan $4,357 $25,432  $4,357 $ 80,160
Payment to Spansion Japan for R&D services $ 143 $ 655 $ 143 $ 2,686
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Effective June 27, 2010, Spansion Japan s Plan of Reorganization (POR) was confirmed by the Tokyo District Court. The POR provided for
Spansion Japan to redeem shares held by its shareholders without consideration, cancel such shares and issue new shares to unsecured creditors.
The redemption, cancellation and new issuance were completed effective September 28, 2010. As a result, Spansion Japan is no longer a related
party to the Company.

Silver Lake Sumeru Fund, L.P.

SLS Spansion Holdings, LLC, and its affiliates are holders of greater than 10 percent of the Company s voting securities as of June 26, 2011 and
two affiliates of Silver Lake Sumeru Fund L.P. are members of the Company s Board of Directors. On April 30, 2011, the Company entered into
a purchase agreement with SL Capital Appreciation Fund, L.L.C., Silver Lake Sumeru Fund, L.P. and Silver Lake Credit Fund, L.P.
(collectively, the Sellers ) to purchase all rights with respect to certain claims against the Debtors under the Chapter 11 Cases held by the
Sellers that will be settled with Spansion common shares. The aggregate purchase price paid by Spansion for all rights was approximately $29.0
million and was recognized in stockholder s equity as a component of additional paid in capital.

11
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Notes to Condensed Consolidated Financial Statements

(Unaudited)

The purchase agreement and the transactions thereunder were approved by the non-interested directors of the Company s Board and also by an

order of the Bankruptcy Court under the Chapter 11 Cases on May 31, 2011.

7. Restructuring Charges

For the Predecessor period from December 28, 2009 to May 10, 2010, as part of its ongoing strategic effort to reduce costs and conserve cash,

the Company eliminated regular and contract positions globally, through consolidations, attrition, and a reduction in regular, contract and
temporary workers in manufacturing, engineering, management and administrative support functions.

Restructuring charges for the three months ended March 28, 2010 was immaterial. For the period from March 29, 2010 through May 10, 2010,

restructuring charges were as follows:

Predecessor
Period from
March 29, 2010
to
May 10, 2010
(in thousands)
Employee severance pay and benefits $ 437
Professional fees 99
Relocation of property, plant and equipment 78
Utilities, deinstallation and tax expenses for Sub-micron Development
Center (SDC) building 564
Others 166
Cash settled restructuring charges 1,344
Depreciation and write-off fixed assets 759
Gain recognized on sale of Suzhou plant (1,548)
Gain from sale of fixed assets (3,340)
Total restructuring charges (credits) $ (2,785)
There were no restructuring charges in any Successor period.
8. Intangible Assets and Goodwill
Intangible assets at June 26, 2011 and December 26, 2010 are as follows:
Successor
June 26, 2011 December 26, 2010
(in thousands)
Developed technology $ 81,474 $ 65,900
Customer relationships 93,613 93,348

Table of Contents
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Trade name

Total amortizable intangible assets
Less: Accumulated Depreciation

Intangible assets, net
IPR&D
Goodwill

Intangible assets and goodwill, net

Table of Contents

8,200

$ 183,287
(23,618)

$ 159,669
27,426
161,974

$ 349,069

12

8,200

167,448
(12,715)

154,733
43,000
153,338

351,071
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Notes to Condensed Consolidated Financial Statements

(Unaudited)

During the first quarter of fiscal 2011, the Company identified and recorded to Goodwill certain out of period errors relating to the provision for
income taxes for foreign operations in the Predecessor period prior to May 10, 2010 resulting in a increase to Goodwill. See Note 1 for more
information. There were no such adjustments for the three months ended June 26, 2011.

In-Process Research and Development (IPR&D)

As of June 26, 2011, approximately $15.6 million of the total capitalized IPR&D of $43 million relating to GL NOR Flash memory projects had
reached technological feasibility and was transferred to developed technology and amortization of approximately $0.6 million was recorded
during the three months ended June 26, 2011 for these projects. The Company expects the remaining projects (relating to the development of
process technologies to manufacture flash memory products associated with GL and FL product families) to attain technological feasibility and
commence commercial production during fiscal 2011 and the first half of fiscal 2012.

9. Warranties and Indemnities

The Company generally offers a one-year limited warranty for its Flash memory products. Changes in the Company s liability for product
warranty during the three and six months ended June 26, 2011 are as follows:

Three Months Ended Six Months Ended
June 26, 2011
(in thousands)

Balance at beginning of period $1,285 $ 1,766

Provision for warranties issued 452 784

Settlements (720) (1,265)
Changes in liability for pre-existing warranties during the

period 404) (672)
Balance at end of period $ 613 $ 613

Changes in the Company s liability for product warranty during the three and six months ended June 27, 2010 are as follows:

Three Months Ended Six Months Ended
June 27, 2010
(in thousands)

Balance at beginning of period (Predecessor) $3,619 $ 3,841

Provision for warranties issued 761 1,694

Settlements (727) (852)
Changes in liability for pre-existing warranties during the

period (484) (1,514)
Balance at May 10, 2010 (Predecessor) $3,169 $ 3,169

Balance at beginning of period (Successor) $ 3,169 $ 3,169
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Provision for warranties issued 594 594

Settlements (158) (158)

Changes in liability for pre-existing warranties during the

period (187) (187)

Balance at June 27, 2010 (Successor) $3,418 $ 3,418
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10. Debt and Capital Lease Obligations

The following table summarizes the Company s debt and capital lease obligations at June 26, 2011 and December 26, 2010:

June 26, 2011 December 26, 2010
(in thousands)

Debt obligations:
Senior Unsecured Notes $ 200,000 $ 200,000
Senior Secured Term Loan 247,424 251,750
Obligations under capital leases 885 3,159
Total debt and capital lease obligations $ 448,309 $ 454,909
Less: current portion 2,771 13,689
Long-term debt and capital lease obligations $ 445,538 $ 441,220

Senior Secured Term Loan (the Term Loan)

On May 12, 2011, Spansion LLC amended its Term Loan to reduce the applicable margin on base rate loans from 3.75 percent per annum to
2.50 percent per annum and on Eurodollar rate loans from 4.75 percent per annum to 3.50 percent per annum, and reduce the LIBOR floor on
Eurodollar rate loans from 1.75 percent to 1.25 percent, effective as of May 16, 2011. The Company incurred a $2.5 million prepayment penalty
associated with the amendment of the Term Loan which was capitalized as a discount to the Term Loan in accordance with the guidance under
ASC Topic No. 470, Debt.

At any time prior to May 12, 2012, if the Company makes any prepayment of the Term Loan in connection with certain repricing transactions or
effects any amendment of the Term Loan resulting in certain repricing transactions, a prepayment premium of one percent of the amount of the
Term Loan being prepaid will be due from the Company.

The amendment also provides for increased allowable limits for capitalized leases, loans to employees, threshold for requiring control
agreements on deposit accounts, investments, dispositions, general restricted payments and acquisition of certain bankruptcy claims.
Additionally, the amendment permits the sale of the Company s headquarters building and consignment of equipment and inventory in
connection with the provision of services or products.

As of June 26, 2011, the Company was in compliance with all the Term Loan s covenants, including the minimum Consolidated Interest
Coverage Ratio test, Consolidated Leverage Ratio and Capital Expenditures. The following shows the required ratios under these financial
covenants and the current ratios as of June 26, 2011:

Required Ratio Actual Ratios
Financial Covenant under Term Loan as of June 26, 2011
Consolidated Interest Coverage
Ratio Greater than 3.5 to 1.0 8.0to 1.0
Consolidated Leverage Ratio Less than 3.0 to 1.0 1.6to 1.0
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Capital Expenditures Less than $150 million during each fiscal

1
year o

(1)  Subject to certain provisions enabling a carry-over of unused amounts to the following fiscal year.
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Revolving Credit Facility

On May 12, 2011, the Company also amended the Revolving Credit Facility in a fashion similar to those changes made to the Term Loan.
Availability on the Revolving Credit Facility was $16.6 million as of June 26, 2011 with no amounts drawn down. The Company was in
compliance with all of the Revolving Credit Facility s covenants as of June 26, 2011.

11. Income Taxes

The following table presents the provision for (benefit from) income taxes of the Company:

Three months ended Six months ended
June 27, 2010 June 27, 2010
Successor  Successor Predecessor Successor Successor Predecessor
Period from Period from Period from Period from
Three MonthMay 11,2010 March 29, 2010Six MonthsMay 11, 2010 December 28, 2009
ended to to ended to to
June 26, May 10,
2011  June 27,2010 2010 June 26, 201June 27, 2010 May 10, 2010
(in thousands)
(Benefit from) provision for income taxes $ 1,731  $(21) $1235 $ 6,828 $(21) $ 1,640

The Company recorded an income tax expense of $1.7 million for the three months ended June 26, 2011 as compared to immaterial income tax
benefits from May11, 2010 to June 27, 2010 and $1.2 million income tax expenses from March 29, 2010 to May 10, 2010. The income tax
expense recorded for the three months ended June 26, 2011 related to tax provisions in profitable foreign locations. The income tax expense
recorded from March 29, 2010 to May 10, 2010 related to tax provisions in profitable foreign locations.

The Company recorded income tax expense of $6.8 million for the six months ended June 26, 2011 including correction for uncertain tax
positions of its foreign locations for the Successor period from May 11, 2010 to December 26, 2010 of $2.8 million, as compared to immaterial
tax benefits from May 11, 2010 to June 27, 2010 and income tax expense of $1.6 million from December 28, 2009 to May 10, 2010. The income
tax expense recorded for the six months ended June 26, 2011 excluding the correction, related to tax provisions in profitable foreign locations.
The income tax expense recorded from December 28, 2009 to May 10, 2010 related to tax provisions in profitable foreign locations.

As of June 26, 2011, all of the Company s U.S. deferred tax assets, net of deferred tax liabilities, continue to be subject to a full valuation
allowance. The valuation allowance is based on the Company s assessment that the deferred tax assets will not be realizable in the foreseeable
future.

As of December 26, 2010, the Company had U.S. federal and state net operating loss carry forwards of approximately $870.0 million and $214.9
million, respectively. Approximately $533.6 million of the federal net operating loss carry forwards are subject to an annual limitation of $27.2
million. The federal and state net operating losses, if not utilized, expire from 2018 to 2030.

If the Company were to undergo an ownership change for purposes of Section 382 of the Internal Revenue Code of 1986, as amended, such as
an offering of its common stock, its ability to utilize its unlimited federal net operating loss carry forwards of approximately $336.4 million as of
December 26, 2010 may be limited under certain provisions of the Internal Revenue Code. As a result, the Company may incur greater tax
liabilities than it would in the absence of such a limitation and any incurred liabilities could materially adversely affect it.

Please refer to Note 1 of the Notes to Condensed Consolidated Financial Statements for information on the out of period tax adjustments.
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12. Fair Value Measurements

As of June 26, 2011 and December 26, 2010, the fair value measurements of the Company s financial assets and liabilities consisted of those
categorized in the table below based upon the fair value hierarchy:

Level1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
June 26, 2011 December 26, 2010
(in thousands)

Treasury Bills $ $ $ $ $129,955 $ $ $ 129,955
Certificates of Deposits $ 26,109 $ $26,109 $ $ $ $

Total financial assets $ $26,109 $ $26,109% $129,955 $ $ $129,955%*
Interest rate swaps 1,799 1,799 1,180 1,180
Total financial liabilities $ $ 1,799 $ $ 1,799 $ $1,180 $ $ 1,180

* Total short-term investments and cash equivalents excludes cash of $288.0 million and $224.3 million as of June 26, 2011 and December 26,
2010 held in operating accounts, respectively.
As of June 26, 2011, the Company was holding approximately $26.1 million of certificates of deposits, issued by banks in the United States and
insured by the Federal Deposit Insurance Corporation (FDIC), as held- to- maturity securities which is reported at amortized cost. The fair value
of certificates of deposits is based on either quoted prices in active markets for identical assets and liabilities, or if such prices are not available,
quoted prices from similar assets or inputs other than quoted prices that are observable either directly or indirectly. These certificates of deposits
are included in Level 2 and in determining the fair value of our interest rate swap, the Company uses the present value of expected cash flows
based on market observable interest rate yield curves and interest rate volatility commensurate with the term of each instrument. Since the
Company only uses observable inputs in the swap, it is considered a Level 2 valuation.

As of December 26, 2010, the fair value of the treasury bills were based on quoted prices in active markets for identical terms and included in
Level 1.

13. Derivative Financial Instruments
Interest Rate Risk

The Company is currently exposed to the variability of future quarterly interest payments on its Term Loan due to changes in the LIBOR interest
rate above the floor rate of 1.25 percent. To mitigate this interest rate risk and also to comply with the requirement of hedging then required in
the initial Term Loan agreement, the Company entered into a series of interest rate swaps to manage the interest rate risk associated with its
borrowings in the third quarter of 2010. This hedging requirement was removed when the Term Loan was amended in November 2010.
However, the interest rate swaps remained in place as of June 26, 2011.

The Company has approximately $249.8 million outstanding under the Term Loan as of June 26, 2011. Under the swap agreements, with an
aggregate notional amount of $250 million and expiration date of May 17, 2013, the Company pays the independent swap counterparty a fixed
rate of 2.42 percent and, in exchange, the swap counterparty pays the Company an interest rate equal to the floor rate of 2 percent or three-month
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LIBOR, whichever is higher.

As of November 9, 2010, due to amendment of the Term Loan, the critical terms of the swaps and the Term Loan were no longer matched.
Accordingly, the swaps no longer qualified as a cash flow hedge under ASC Topic 815, Derivatives and Hedging. As a result, the
mark-to-market of the swaps has been reported as a component of interest expense since the fourth quarter of fiscal 2010. The Company has
recorded a loss of approximately $0.7 million, $1.1 million, and $1.4 million in interest expenses related to the swaps for the three and six
months ended June 26, 2011 and for the Successor period from May 11, 2010 to December 26, 2010, respectively. There was no interest rate
swap in the Predecessor.
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The location and fair value amounts of the Company s derivative instruments reported in its condensed consolidated balance sheet as of June 26,
2011 and December 26, 2010 were as follows:

Balance Sheet Location June 26, 2011 December 26, 2010
(in thousands)
Interest Rate Swaps Other Current Liabilities and
Other Liabilities $ 1,799 $ 1,180

14. Commitments, Contingencies and Legal Matters
Purchase Commitments

The Company maintains purchase commitments with certain suppliers, primarily for inventory and some nonproduction items. Purchase
commitments for inventory materials are generally restricted to a forecasted time horizon as mutually agreed upon between the parties. This
forecasted time horizon can vary for different suppliers. As of June 26, 2011, the total purchase commitments were $195.5 million, which are
due through 2015.

Guarantees
Product Warranties

The Company generally offers a one-year limited warranty for its Flash memory products. See Note 9 for more information relating to changes
in the Company s liability for product warranty.

Indemnities

During the normal course of business, the Company makes certain indemnities and commitments under which it may be required to make
payments in relation to certain transactions. These indemnities include non-infringement of patents and intellectual property, indemnities to our
customers in connection with the delivery, design, manufacture and sale of our products, indemnities to our directors and officers in connection
with legal proceedings, indemnities to various lessors in connection with facility leases for certain claims arising from such facility or lease, and
indemnities to other parties to certain acquisition agreements. The duration of these indemnities and commitments varies, and in certain cases, is
indefinite. The Company believes that substantially all of our indemnities and commitments provide for limitations on the maximum potential
future payments it is obligated to make. However, the Company is unable to estimate the maximum amount of liability related to our indemnities
and commitments because such liabilities are contingent upon the occurrence of events which are not reasonably determinable. Management
believes that any liability for these indemnities and commitments would not be material to our accompanying condensed consolidated financial
statements.

Uncertain Tax Positions

As of June 26, 2011, the liability for uncertain tax positions was $18.7 million including interest and penalties. Due to the high degree of
uncertainty regarding the timing of potential future cash flows associated with these liabilities, the Company is unable to make a reasonably
reliable estimate of the amount and period in which these liabilities might be paid.
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Legal Matters

For a complete description of the procedural history of each of the legal proceedings referred to below, see our Annual Report on Form 10-K for
the fiscal year ended December 26, 2010.

LSI, Agere v. Spansion Inc., et al

On May 19, 2011, plaintiffs LSI Corporation and Agere Systems, Inc. filed a motion to lift the stay and dismiss the action. On June 16, 2011, the
U.S. District Court for the Eastern District of Texas dismissed the action.

Spansion v. Samsung Patent Infringement Litigation

Spansion was a several patent-related proceedings involving Samsung Electronics Co., Ltd. On June 15, 2011, Spansion and Samsung entered
into a binding Memorandum of Understanding ( MOU ) that settles all outstanding patent matters between them as well as granting each other
seven-year limited patent cross-licenses. Samsung will pay to Spansion $150 million dollars over a five-year period. The payments will consist
of an initial installment of $25 million, which is due August 15, 2011, and 20 quarterly installments of $6.25 million beginning in the fourth
quarter of 201 1. In addition, Spansion and Samsung will stipulate to a $45 million bankruptcy claim for Samsung, which Spansion agreed to
purchase for $30 million that was subsequently approved by the Bankruptcy Court. Updates to the settled patent-related proceedings are as
follows:

Samsung ITC Investigation (337-TA-685)
On July 7, 2011, an order terminating the investigation on the basis of a settlement agreement was entered by Secretary James R. Holbein.
Spansion v. Samsung District Court Action (D. Del.)

On June 17, 2011, the parties filed a joint motion to dismiss all claims and counterclaims with prejudice as settled. The motion was granted on
June 22, 2011.

Samsung v. Spansion International, Inc.
On July 13, 2011, the Federal Patent Court of Germany confirmed Spansion s withdrawal of the nullity action.
Spansion ITC Investigation (337-TA-735)

On June 20, 2011 the ALJ entered an initial determination terminating the investigation on the basis of a settlement agreement. On July 12,
2011, the Commission determined not to review that initial determination.

Spansion LLC v. Samsung Electronics Co., Ltd., et al (N.D. Cal.)
On June 20, 2011, an order dismissing all claims and counterclaims with prejudice as settled was entered by the Court.
Spansion LLC v. Samsung Electronics Co., Ltd, et al (E.D. Va.)

On June 17, 2011, an order dismissing all claims and counterclaims with prejudice as settled was entered by the Court.
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Spansion LLC v. Samsung Electronics Co., Ltd, et al (W.D. Wi.) (Civil Action No. 3:10-cv-453)

On June 16, 2011, the parties filed a joint motion to dismiss all claims and counterclaims with prejudice as settled. The motion was granted on
June 17, 2011.

Spansion v. Samsung Electronics Co., Ltd, et al (W.D. Wi.) (Civil Action No. 3:10-cv-685)

On June 16, 2011, the parties filed a joint motion to dismiss all claims and counterclaims with prejudice as settled. The motion was granted on
June 17, 2011.

15. Subsequent Events

On July 18, 2011, Spansion and Samsung entered into a Patent License and Settlement Agreement as contemplated by the MOU. The
Agreement replaces the MOU, discussed in Note 14 above, and contains substantially identical terms and conditions.
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ITEM2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Forward-Looking Statements

This Quarterly Report on Form 10-Q, including this Management s Discussion and Analysis of Financial Condition and Results of Operations
contains forward-looking statements. These statements relate to future events of our future financial performance. Forward-looking statements
may include words such as may,  will,  should,  expect, plan, intend,  anticipate,  believe, estimate, predict,

potential,  continue or other wording indicating future results or expectations. Forward-looking statements are subject to risks and
uncertainties, and actual events or results may differ materially. Factors that could cause our actual results to differ materially include, but are
not limited to, those discussed under Risk Factors in this report. We also face risks and uncertainties associated with emergence from the
Chapter 11 Cases; claims not discharged in the Chapter 11 Cases and their effect on our results of operations and profitability; substantial
indebtedness and its impact on our financial health and operations; fluctuations in foreign currency exchange rates; the sufficiency of workforce
and cost reduction initiatives; and the effect of the earthquakes and tsunami that occurred in Japan and the continued risk of radiation exposure
from damaged nuclear power plants. Other risks and uncertainties relating to our business include our ability to: successfully transform our
business and implement our new business strategy focused primarily on the embedded Flash memory market; maintain or increase our average
selling price and lower our average costs; accurately forecast customer demand for our products; attract new customers; obtain additional
financing in the future; maintain our distribution relationships and channels in the future; successfully enter new markets and manage our
international expansion; successfully compete with existing and new competitors, or with new memory or other technologies; successfully
develop new applications and markets for our products; maintain manufacturing efficiency; obtain adequate supplies of satisfactory materials
essential to manufacture our products; successfully develop and transition to the latest technologies; negotiate patent and other intellectual
property licenses and patent cross-licenses and acquire additional patents; protect our intellectual property and defend against infringement or
other intellectual property claims; maintain our business operations and demand for our products in the event of natural or man-made
catastrophic events; and effectively manage, operate and compete in the current sustained economic downturn. Except as required by law, we
undertake no obligation to revise or update any forward-looking statements to reflect any event or circumstances that arises after the date of this
report, or to conform such statements to actual results or changes in our expectations.

Our Management s Discussion and Analysis of Financial Condition and Results of Operations (MD&A) is provided in addition to the
accompanying condensed consolidated financial statements and notes to assist investors in understanding our results of operations, financial
condition and cash flows. Our MD&A is organized as follows:

Overview: Discussion of our business and other highlights that provide context for the remainder of this MD&A.

Critical Accounting Policies: Accounting estimates that we believe are important to understanding the assumptions and judgments
incorporated in our reported financial results and forecasts.

Results of Operations: Analysis of our financial results comparing the three and six months ended June 26, 2011 and June 27, 2010.

Liquidity and Capital Resources: Analysis of changes in our cash flows and discussion of our financial condition and potential
sources of liquidity.
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We are a leading designer, developer and manufacturer of Flash memory solutions and license our technology to third parties. We primarily
focus on serving the Embedded Flash memory market to customers worldwide. Our Flash memory products primarily store data and software
code for microprocessors, microcontrollers and other programmable semiconductors which run applications in a broad range of electronics
systems. These electronic systems include computing and communications, automotive and industrial, consumer and gaming, wireless and
machine-to-machine, or M2M devices. In addition to Flash memory products, we assist our customers in developing and prototyping their
designs by providing software and hardware development tools, drivers and simulation models for system-level integration.

Our Flash memory solutions are incorporated in products from leading original equipment manufacturers, or OEMs. Our products are designed
to accommodate various voltage, interface and memory density requirements for a wide range of applications and customer platforms. The
majority of our new product designs are based on our proprietary two-bit-per-cell MirrorBit technology which has a simpler cell architecture
requiring fewer manufacturing steps, supporting higher yields and lower costs as compared to competing floating gate NOR Flash memory
technology.

Our net sales for the second quarter of fiscal 2011 increased, compared to the second quarter of fiscal 2010, due to the reduced impact of our
fresh start accounting adjustments which began in the second quarter of fiscal 2010 and an increase in unit demand in our embedded Flash
memory business in second quarter 2011. Our gross margin also increased due to the reduced impact of our fresh start accounting adjustments
and lower expenses from improved factory utilization offset by declining ASPs in the wireless market.

During the first quarter of 2011, we identified certain errors totaling $9.2 million related to uncertain income tax positions in certain foreign
locations affecting the periods prior to May 10, 2010 (Predecessor periods). We assessed the errors and concluded that such errors were not
material to those periods. Accordingly, the correction for the Predecessor periods were recorded as adjustments to increase Goodwill as of the
Fresh Start date. Further, we identified a $2.8 million adjustment for uncertain tax positions related to the period from May 11, 2010 to
December 26, 2010 (Successor periods). We also concluded that this adjustment was not material to the Successor periods and is not expected to
be material to its projected results of operations for the year ending December 25, 2011; therefore, the adjustment was recorded as an increase to
our income tax provision during the three months ended March 27, 2011. There were no such adjustments for the three months ended June 26,
2011.

Critical Accounting Policies

There have been no significant changes in our critical accounting estimates or significant accounting policies during the three and six months
ended June 26, 2011 as compared to the discussion in Part II, Item 7 and in Note 1 to our financial statements in Part I, Item 8 of our Annual
Report on Form 10-K for the year ended December 26, 2010.

Combined Quarterly Financial Results of the Predecessor and Successor

In connection with our emergence from Chapter 11 Cases and the adoption of fresh start accounting, the results of operations for 2010 separately
present the Successor period and the Predecessor period. Although distinct reporting periods, the effects of emergence and fresh start accounting
did not have a material impact on the comparability of our results of operations between these periods, except as discussed below. For purposes
of this MD&A, we combined the results of operations for (1) the Predecessor period from March 29, 2010 to May 10, 2010 with the Successor
period from May 11, 2010 to June 27, 2010 and (2) the Predecessor period from December 28, 2009 to May 10, 2010 with the Successor period
from May 11, 2010 to June 27, 2010. We then compare the combined results of operations for the three and six months ended June 27, 2010
with the three and six months ended June 26, 2011.

We believe the combined results of operations for the three and six months ended June 27, 2010 provide management and investors with a more
meaningful perspective on our results of operations for the three and six months ended June 26, 2011 and our ongoing financial and operational
performance and trends than if we did not combine the results of operations of the Predecessor and the Successor in this manner.
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Unaudited Pro Forma Condensed Consolidated Financial Information

The following unaudited pro forma condensed consolidated financial information for the three and six months ended June 27, 2010 gives effect
to (i) the Plan of Reorganization and emergence from the Chapter 11 Cases and the application of fresh start accounting on May 10, 2010 and
(ii) the issuance of the notes. The information has been derived by the application of pro forma adjustments to the consolidated financial
statements.

The unaudited pro forma condensed consolidated statement of operations has been adjusted to give effect to pro forma events that are (i) directly
attributable to the transactions described below, (ii) are factually supportable and (iii) are expected to have a continuing impact on us. The
following unaudited pro forma condensed consolidated statement of operations for the three and six months ended June 27, 2010 is presented on
a basis to reflect the adjustments as if each of the transactions described below had occurred on December 28, 2009, the first day of the fiscal
year ended December 26, 2010. A pro forma balance sheet has not been presented as the transactions described below are reflected in the
historical balance sheet as of December 26, 2010.

The Company believes that the presentation of the unaudited pro forma condensed consolidated financial information makes it easier for

investors to compare current and historical periods operating results and that it assists investors in comparing the Company s performance across
reporting periods on a consistent basis by making the adjustments as described in more detail below. However, the unaudited pro forma

condensed consolidated financial information is presented for illustrative purposes only and is not necessarily indicative of the results of
operations that would have been reported had the Plan of Reo