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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the Quarterly Period Ended March 30, 2012

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

Commission file number: 000-24923

CONEXANT SYSTEMS, INC.
(Exact name of registrant as specified in its charter)
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Delaware 25-1799439
(State of incorporation) (I.R.S. Employer Identification No.)

4000 MacArthur Boulevard

Newport Beach, California 92660-3095

(Address of principal executive offices) (Zip code)

(949) 483-4600

(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  ¨    Explanatory Note: While the registrant is not subject to the filing
requirements of Section 13 or 15(d) of the Exchange Act, it has filed all reports pursuant to Section 13 or 15(d) of the Exchange Act
during the preceding 12 months.

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

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer x  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

As of May 14, 2012, there were 100,000,000 shares of the registrant�s common stock outstanding.
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FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q includes statements relating to future plans and developments, financial goals and operating performance
that are based on our current beliefs and assumptions. These statements constitute �forward looking statements� within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, and are intended to qualify for the safe
harbor from liability established by the Private Securities Litigation Reform Act of 1995. Such statements are subject to risks and uncertainties
that are often difficult to predict, are beyond our control, and which may cause results to differ materially from expectations. Any statements that
do not relate to historical or current facts or matters are forward-looking statements. You can identify some of the forward-looking statements by
the use of forward-looking words, such as �may,� �will,� �could,� �project,� �believe,� �anticipate,� �expect,� �estimate,� �continue,� �potential,� �plan,� �forecasts,� and
the like, the negatives of such expressions, or the use of future tense. Examples of forward-looking statements include, but are not limited to,
statements concerning:

� our liquidity, including the cash flows required to operate our business, expected working capital requirements, our ability to
restructure our long term debt, our ability to secure an asset-based line of credit, and our ability to raise funds from the sale of assets,
business units or equity securities;

� the conversion of our design opportunities into revenue;

� the markets we serve, our market opportunities and industry trends;

� our revenue levels, including the commercial success of our product development efforts;

� the effects of ongoing economic weakness and uncertainty, high unemployment rates and the debt crises in certain countries in the
European Union;

� our gross profit and factors that affect gross profit and the breakeven revenue level;

� our level of operating expenses;

� our research and development efforts, including the commercial success of the products we develop;

� changes in our ownership structure, management team or business strategy following our merger;

� our expectations that we will be able to use our net operating losses and other tax attributes to offset future taxable income;

� our ability to reasonably estimate allowances for expected product returns;

� our spending for real estate and environmental remediation; and
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� our partners and suppliers.
You are urged to carefully review the disclosures we make concerning risks and other factors that may affect our business and operating results,
including, but not limited to, those made under the heading �Risk Factors� in Part II, Item 1A of this Quarterly Report on Form 10-Q, those made
under the heading �Risk Factors� in our Annual Report on Form 10-K, for the fiscal year ended September 30, 2011, which was filed with the SEC
on December 29, 2011 (as such are supplemented by the risk factors set forth in this Quarterly Report on Form 10-Q), and those made in our
other filings with the Securities and Exchange Commission (the �SEC�). Please consider our forward-looking statements in light of those risks as
you read this Quarterly Report on Form 10-Q. You are cautioned not to place undue reliance on these forward-looking statements, which speak
only as of the date of this document. We do not intend, and undertake no obligation, to publish revised forward-looking statements to reflect
events or circumstances after the date of this document or to reflect the occurrence of unanticipated events, except as required by law.
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

CONEXANT SYSTEMS, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED BALANCE SHEETS

(in thousands, except for par value)

Successor
March 30,

2012
September 30,

2011
ASSETS

Current assets:
Cash and cash equivalents $ 24,318 $ 38,056
Receivables, net of allowance of $82 and $123 at March 30, 2012 and September 30, 2011, respectively 14,192 19,012
Inventories 6,586 12,693
Other current assets 7,212 7,569

Total current assets 52,308 77,330
Property, plant and equipment, net of accumulated depreciation of $3,596 and $1,747 at
March 30, 2012 and September 30, 2011, respectively 8,925 10,792
Goodwill 191,533 223,051
Intangible assets 41,021 68,425
Other assets 14,722 16,839

Total assets $ 308,509 $ 396,437

LIABILITIES AND SHAREHOLDER�S EQUITY
Current liabilities:
Accounts payable $ 8,845 $ 8,367
Accrued compensation and benefits 4,206 7,909
Other current liabilities 17,771 33,674

Total current liabilities 30,822 49,950
Long-term debt 190,800 193,121
Other liabilities 52,488 56,555

Total liabilities 274,110 299,626
Commitments and contingencies (Note 6)
Shareholder�s equity:
Common stock, $0.01 par value: 200,000 shares authorized; 100,000 shares issued and outstanding at
March 30, 2012 and September 30, 2011, respectively 1,000 1,000
Additional paid-in capital 202,865 202,865
Accumulated deficit (169,142) (107,249) 
Accumulated other comprehensive (loss) income (324) 195

Total shareholder�s equity 34,399 96,811

Total liabilities and shareholder�s equity $ 308,509 $ 396,437

See accompanying notes to unaudited consolidated financial statements
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CONEXANT SYSTEMS, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Successor Predecessor Successor Predecessor
Fiscal Quarter

Ended 
March 30

2012

Fiscal Quarter
Ended
April 1

2011

Six Fiscal Months
Ended

March 30
2012

Six Fiscal Months
Ended
April 1

2011
Net revenues $ 33,304 $ 43,129 $ 68,007 $ 89,239
Cost of goods sold 14,635 18,907 28,540 37,616

Gross margin 18,669 24,222 39,467 51,623

Operating expenses:
Research and development 12,087 14,562 24,780 28,110
Selling, general and administrative 7,468 11,101 15,316 22,288
Amortization of intangible assets 2,029 284 4,053 568
Gain on sale of intellectual property �  �  �  (1,249) 
Asset impairments 54,869 �  54,869 �  
Special charges 131 12,948 1,676 15,230

Total operating expenses 76,584 38,895 100,694 64,947

Operating loss (57,915) (14,673) (61,227) (13,324) 
Interest expense 3,787 5,510 7,610 11,224
Other (income) expense, net (116) (1,206) 834 4,645

Loss from continuing operations before income taxes and income (loss)
on equity method investments (61,586) (18,977) (69,671) (29,193) 
Income tax (benefit) provision (9,299) 316 (9,014) 410

Loss from continuing operations before income (loss) on equity method
investments (52,287) (19,293) (60,657) (29,603) 
Income (loss) on equity method investments 684 832 (356) 1,495

Loss from continuing operations (51,603) (18,461) (61,013) (28,108) 
Loss from discontinued operations, net of tax (413) (358) (880) (389) 

Net loss $ (52,016) $ (18,819) $ (61,893) $ (28,497) 

Loss per share from continuing operations � basic and diluted $ (0.22) $ (0.34) 

Loss per share from discontinued operations � basic and diluted $ (0.01) $ (0.01) 

Net loss per share � basic and diluted $ (0.23) $ (0.35) 

See accompanying notes to unaudited consolidated financial statements
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CONEXANT SYSTEMS, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Successor Predecessor
Six Fiscal Months

Ended
March 30,

2012

Six Fiscal Months

Ended April 1,
2011

Cash flows from operating activities:
Net loss $ (61,893) $ (28,497) 
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation 1,914 1,306
Amortization of intangible assets 4,053 568
Reversal of provision for bad debts, net (10) �  
Charges for inventory provisions, net 306 458
Release of inventory step-up upon shipment 614 �  
Amortization of debt (premium) discount (2,322) 402
Asset impairments 54,869 �  
Deferred income taxes (6,254) (20) 
Stock-based compensation �  3,712
Decrease in fair value of derivative instruments 928 5,779
Loss (gain) on equity method investments 356 (1,495) 
Loss on escrow funds receivable 57 �  
Net gain on sale of equity securities �  (1,393) 
Gain on sale of intellectual property �  (1,249) 
Other items, net (22) (301) 
Changes in assets and liabilities:
Receivables 4,830 5,051
Inventories 5,187 (111) 
Accounts payable 449 (461) 
Accrued expenses and other current liabilities (10,656) (4,700) 
Other, net (6,203) 1,013

Net cash used in operating activities (13,797) (19,938) 
Cash flows from investing activities:
Purchases of property, plant and equipment (115) (751) 
Proceeds from sale of real estate, net of closing costs of $439 �  21,087
Proceeds from sale of property, plant and equipment �  52
Proceeds from maturity of marketable securities �  20,000
Proceeds from sales of equity securities �  802
Restricted cash 174 70
Proceeds from sale of intellectual property �  1,249

Net cash provided by investing activities 59 42,509
Cash flows from financing activities:
Net repayments of short-term debt �  (11,278) 
Proceeds from issuance of common stock under employee stock plans �  94
Employee income tax paid related to vesting of restricted stock units �  (681) 

Net cash used in financing activities �  (11,865) 
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Net (decrease) increase in cash and cash equivalents (13,738) 10,706
Cash and cash equivalents at beginning of period 38,056 54,466

Cash and cash equivalents at end of period $ 24,318 $ 65,172

See accompanying notes to unaudited consolidated financial statements
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CONEXANT SYSTEMS, INC. AND SUBSIDIARIES

Notes to Unaudited Consolidated Financial Statements

1. Basis of Presentation and Significant Accounting Policies

Conexant Systems, Inc., a Delaware corporation, (�Conexant� or the �Company�) designs, develops and sells semiconductor system solutions,
comprised of semiconductor devices, software and reference designs, for imaging, audio, embedded-modem, and video applications. These
solutions include a comprehensive portfolio of imaging solutions for multifunction printers (MFPs), fax platforms, and interactive display
application market segments. The Company�s audio solutions include high-definition (HD) audio integrated circuits, HD audio codecs,
speakers-on-a-chip solutions for personal computers, PC peripheral sound systems, audio subsystems, speakers, notebook docking stations,
voice-over-IP speakerphones, USB headsets supporting Microsoft Office Communicator and Skype, and audio-enabled surveillance
applications. The Company also offers a full suite of embedded-modem solutions for set-top boxes, point-of-sale systems, home automation and
security systems, and desktop and notebook PCs. Additional products include decoders and media bridges for video surveillance security and
monitoring applications, and system solutions for analog video-based multimedia applications.

Liquidity

The Company�s unaudited consolidated financial statements have been prepared on a going-concern basis, which contemplates the realization of
assets and settlement of liabilities in the normal course of business. The Company has historically financed its operations and capital investments
through sales of equity securities, long term debt, capital and operating leases, the sale of assets, bank lines of credit and cash flows from
operations. During the six months ending March 30, 2012, the Company consumed $13.7 million of cash. The Company has cash and cash
equivalents aggregating $24.3 million at March 30, 2012. Under its operating plan, management expects to finance its operations and meet its
debt service requirements and capital expenditure requirements primarily through some combination of cash flows provided by operations, debt
restructuring, new borrowing agreements and sales of non-core assets.

The Company anticipates that its existing cash resources and execution of its operating plan will fund operations, finance purchases of capital
equipment and provide adequate working capital for at least the next twelve months. The Company�s liquidity is affected by many factors
including, among others: the ability to restructure its long term debt, including semi-annual interest payments of $9.8 million under its current
indenture; the ability to secure a line of credit; the ability to sell non-core assets or business units; access to additional debt and equity financing;
the level of revenue, gross profit, operating income and cash flow from operations; the conversion of design opportunities into revenue; market
acceptance of existing and new products; costs of securing access to and availability of adequate manufacturing capacity; levels of inventories;
wafer purchase commitments; customer and supplier credit terms; spending incurred for environmental remediation; cash required to meet our
financial obligations for restructured and impaired facilities; the amount and timing of research and development and other operating
expenditures; the timing and expense of new product introductions; production volumes; product quality; sales and marketing efforts; the value
and liquidity of our asset portfolio; changes in operating assets and liabilities; the ability to remain in compliance with the terms of credit
facilities; the ability to raise funds from the sale of assets or business units; and other factors related to the uncertainties of the industry and
global economics. Accordingly, there can be no assurance that events in the future will not require the Company to seek additional capital or, if
so required, that such capital will be available on terms acceptable to the Company. The unaudited consolidated financial statements do not
include any adjustments to reflect the possible future effects on the recoverability and classification of assets or amounts and classification of
liabilities that may result from the outcome of this uncertainty. Failure to execute management�s operating plan could adversely affect the
Company�s ability to achieve its intended business objectives.

Merger with Conexant Holdings, Inc.

On April 19, 2011, Conexant completed a merger with Gold Acquisition Corp., a Delaware corporation (�Merger Sub�), and a wholly owned
subsidiary of Gold Holdings, Inc., a Delaware corporation, which was subsequently renamed Conexant Holdings, Inc. (�Conexant Holdings�).
Pursuant to the Agreement and Plan of Merger (the �Merger Agreement�), dated as of February 20, 2011, by and among the Company, Gold
Holdings, Inc. and Merger Sub, Merger Sub was merged with and into the Company with the Company surviving as a wholly owned subsidiary
of Conexant Holdings (the �Merger�). In connection with the Merger, shares of Conexant�s common stock ceased to be traded on The NASDAQ
Stock Market after the close of market on April 19, 2011.

At the consummation of the Merger, each share of common stock, par value $0.01 per share, of the Company (the �Company Common Stock�)
issued and outstanding immediately prior to the effective time of the Merger (the �Effective Time�) was converted into the right to receive $2.40 in
cash, without interest and subject to any applicable withholding tax (the �Gold Merger Consideration�). Stock options to acquire Company
Common Stock that were outstanding and unexercised immediately prior to the Effective Time were cancelled and converted into the right to
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receive, with respect to each such option, an amount of cash equal to the excess, if any, of the Gold Merger Consideration over the exercise price
per share under the option for each share subject to such option. Any option with an exercise price greater than or equal to the Gold Merger
Consideration was cancelled without consideration. Each restricted stock unit (�RSU�) that, as of immediately prior to the Effective Time, was
outstanding and held by a non-employee
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director of the Company or a management-level employee of the Company at the rank of senior vice president or above was cancelled and
converted into the right to receive an amount of cash equal to the Gold Merger Consideration. All remaining RSUs were cancelled.

The aggregate consideration for all equity securities including cancelled and converted stock options and RSUs of the Company was
$203.8 million. An additional $0.1 million consideration was paid concurrent with the Merger to satisfy an existing bank line of credit. The
Merger was funded with the proceeds of equity contributions from Golden Gate Capital and affiliated entities in the amount of $203.9 million.

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

These unaudited consolidated financial statements should be read in conjunction with the audited consolidated financial statements and related
notes contained in the Company�s Annual Report on Form 10-K for the fiscal year ended September 30, 2011, which was filed with the SEC on
December 29, 2011. The financial information presented in the accompanying statements reflects all adjustments that are, in the opinion of
management, necessary for a fair statement of the periods indicated. All such adjustments are of a normal recurring nature. The year-end balance
sheet data was derived from the audited consolidated financial statements.

Fiscal Periods � The Company�s fiscal year is the 52- or 53-week period ending on the Friday closest to September 30. In a 52-week year, each
fiscal quarter consists of 13 weeks. The additional week in a 53-week year is added to the fourth quarter, making such quarter consist of 14
weeks. There are 52 weeks in both fiscal 2012 and fiscal 2011.

For purposes of presentation and disclosure, all references to �Predecessor� relate to Conexant Systems, Inc. and its consolidated subsidiaries for
periods prior to the Merger. All references to �Successor� relate to Conexant and its consolidated subsidiaries merged with Merger Sub for periods
subsequent to the Merger. References to �we�, �us�, �our�, �Conexant� and the �Company� relate to the Predecessor for the periods prior to the Merger and
to the Successor for periods subsequent to the Merger.

Use of Estimates � The preparation of financial statements in conformity with accounting principles generally accepted in the United States (�US
GAAP�) requires management to make estimates and assumptions that affect the amounts reported in the consolidated financial statements and
accompanying notes. Among the significant estimates affecting the consolidated financial statements are those related to fair-value
measurements applied to tangible and intangible assets acquired and liabilities assumed in connection with the Merger, revenue recognition,
allowance for doubtful accounts, reserves related to inventories and sales returns, long-lived assets (including goodwill and intangible assets),
deferred income taxes, valuation of warrants, the Company�s 7.5% investment in Uptown Newport L.P., stock-based compensation,
environmental remediation reserve, restructuring charges, and other loss contingencies. On an ongoing basis, management reviews its estimates
based upon currently available information. Actual results could differ materially from those estimates.

Revenue Recognition � The Company recognizes revenue when (i) persuasive evidence of an arrangement exists, (ii) delivery has occurred,
(iii) the sales price and terms are fixed and determinable, and (iv) the collection of the receivable is reasonably assured. These terms are typically
met upon shipment of product to the customer. The majority of the Company�s distributors have limited stock rotation rights, which allow them
to rotate up to 10% of product in their inventory two times per year. The Company recognizes revenue from these distributors upon shipment of
product to the distributor, as the stock rotation rights are limited and the Company believes that it has the ability to reasonably estimate and
establish allowances for expected product returns in accordance with accounting guidance for revenue recognition when right of return exists.
The Company has also established allowances for price adjustments, rebates and warranty returns. The estimate of future returns and credits is
based on historical sales returns, analysis of credit memo data, and other factors determined at the time of revenue recognition. The Company
monitors product returns and potential price adjustments on an ongoing basis.

The Company accrues 100% of potential rebates at the time of sale and does not apply a breakage factor. The Company reverses the accrual for
unclaimed rebate amounts as specific rebate programs contractually end and when the Company believes unclaimed rebates are no longer
subject to payment and will not be paid. Development revenue is recognized when services are performed and was not significant for any
periods presented.

Cash and Cash Equivalents � The Company considers all highly liquid investments with insignificant interest rate risk and original maturities
of three months or less from the date of purchase to be cash equivalents. Repatriation of cash in foreign locations to the U.S. may be restricted
by the terms of the service agreements between the foreign locations and the U.S. and local statutory rules and regulations. Cash held by the
Company as of March 30, 2012 that is insured by the Federal Deposit Insurance Corporation (�FDIC�) totaled $0.4 million.

Restricted Cash � The Company has outstanding letters of credit collateralized by restricted cash aggregating $4.9 million and $5.1 million as of
March 30, 2012 and September 30, 2011, respectively, to secure various long-term operating leases and the Company�s self-insured worker�s
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compensation plan. The restricted cash associated with these letters of credit is classified as other long-term assets on the consolidated balance
sheets.

7

Edgar Filing: CONEXANT SYSTEMS INC - Form 10-Q

Table of Contents 15



Table of Contents

Inventories � On a quarterly basis, the Company assesses the net realizable value of its inventories. When the estimated average selling prices,
less cost to sell its inventory, falls below its inventory cost, the Company adjusts its inventory to its current estimated market value. Lower of
cost or market adjustments may be required based upon actual average selling prices and changes to the Company�s current estimates, which
could impact the Company�s gross margin percentage. There were no lower of cost or market adjustments in any periods presented.

Investments � The Company accounts for non-marketable investments using the equity method of accounting if the investment gives the
Company the ability to exercise significant influence over, but not control of, an investee. Significant influence generally exists if the Company
has an ownership interest representing between 20% and 50% of the voting stock of the investee. Under the equity method of accounting,
investments are stated at initial cost and are adjusted for subsequent additional investments and the Company�s proportionate share of earnings or
losses and distributions. Additional investments by other parties in the investee will result in a reduction in the Company�s ownership interest,
and the resulting gain or loss will be recorded in the consolidated statements of operations. Where the Company is unable to exercise significant
influence over the investee, investments are accounted for under the cost method, except for investments in limited partnerships, for which the
Company uses the equity method. Under the cost method, investments are carried at cost and adjusted only for other-than-temporary declines in
fair value, distributions of earnings or additional investments. At the Merger date and as of March 30, 2012, the Company�s 7.5% investment in
Uptown Newport L.P. was valued at $0.4 million.

Accounting for Convertible Debt � The Company adopted the accounting guidance for convertible debt instruments that may be settled in cash
upon conversion (including partial cash settlement). This guidance requires the issuer to separately account for the liability and equity
components of convertible debt instruments in a manner that reflects the issuer�s hypothetical nonconvertible debt borrowing rate. The guidance
resulted in the Company recognizing higher interest expense in the statement of operations due to amortization of the discount that results from
separating the liability and equity components. The accounting guidance applies to our 4.00% convertible subordinated notes (�convertible notes�)
issued in 2006. The Company redeemed the remaining $11.2 million of convertible notes on March 1, 2011.

Derivative Financial Instruments � The Company�s derivative financial instruments as of March 30, 2012 consisted of the Company�s warrant to
purchase 6.1 million shares of Mindspeed Technologies, Inc. (�Mindspeed�) common stock. Gains and losses on the warrant are included in other
expense, net.

Supplemental Cash Flow Information � Cash paid for interest was $9.8 million and $10.2 million in the Successor six fiscal months ended
March 30, 2012 and Predecessor six fiscal months ended April 1, 2011, respectively. Cash paid for income taxes was $0.5 million and $0.3
million in the Successor six fiscal months ended March 30, 2012 and Predecessor six fiscal months ended April 1, 2011, respectively.

Accumulated Other Comprehensive (Loss) Income � Accumulated other comprehensive (loss) income consists of foreign currency translation
adjustments as of March 30, 2012 and April 1, 2011.

Net Loss Per Share � Predecessor Net loss per share is computed in accordance with the accounting guidance for earnings per share. Basic net
loss per share is computed by dividing net loss by the weighted average number of common shares outstanding during the period. Diluted net
loss per share is computed by dividing net loss by the weighted average number of common shares outstanding and potentially dilutive securities
outstanding during the period. Potentially dilutive securities include stock options, restricted stock units and shares of stock issuable upon
conversion of the Company�s convertible notes. The dilutive effect of stock options and restricted stock units is computed under the treasury
stock method, and the dilutive effect of convertible notes is computed using the if-converted method. Potentially dilutive securities are excluded
from the computations of diluted net loss per share if their effect would be antidilutive.

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

Predecessor
Fiscal Quarter
Ended April 1

2011

Six Fiscal Months
Ended April 1

2011
Employee stock options 1,607 1,210
4.00 % convertible subordinated notes due March 2026 150 189

1,757 1,399
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All of the net loss in the Successor period is attributable to the Company�s single shareholder, Conexant Holdings. As a result, the calculation of
net loss per share is not meaningful.

Impairment of Assets � During the second quarter of fiscal 2012, the Company determined that indicators of impairment existed based on two
factors: (1) its operating results for the fiscal quarter ended March 30, 2012 and (2) decreases in sales forecasts for future periods. As a result of
these indicators of impairment, the Company tested its amortizable intangible assets by comparing the sum of the undiscounted cash flows
related to customer relationship, patent and research and development (�R&D�) intangible assets to their respective carrying values as of
March 30, 2012. The sum of undiscounted cash flows related to the customer relationships intangible asset was less than its carrying value. As a
result the Company recorded an impairment charge of $15.4 million which represented the difference between its fair value and its carrying
value as of March 30, 2012. The sum of undiscounted cash flows related to the patent and R&D intangible assets was greater than their carrying
value as of March 30, 2012. As a result, the Company did not record any impairment charge on the patent and R&D intangible assets as of
March 30, 2012.

The Company tested its indefinite-lived intangible assets for impairment by comparing the fair value of the indefinite-lived intangible assets to
their carrying amounts. The fair value of the IPR&D intangible asset was determined based on a discounted cash flow model using the revised
sales forecast for each project that continued to be classified as in-process research and development (�IPR&D�) as of March 30, 2012. Based on
this, the Company determined that the fair value of the IPR&D intangible asset was less than the carrying amount of the IPR&D intangible asset
as of March 30, 2012, resulting in an impairment charge of $6.0 million.

An IPR&D project completed in the fiscal quarter ended March 30, 2012 had a fair value of $1.9 million compared with the historical carrying
value of the project in IPR&D of $2.8 million as of March 30, 2012. This resulted in an impairment charge of $0.9 million. The fair value of the
trade name and trademarks intangible asset, based on a discounted cash flow model using the revised sales forecast was less than the carrying
amount of trade name and trademarks which resulted in an impairment charge of $1.1 million.

Goodwill � Goodwill is tested annually during the fourth fiscal quarter and, if necessary, whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. During the fiscal quarter ended March 30, 2012, the Company determined that indicators of
impairment existed based on its operating results for the fiscal quarter ended March 30, 2012 and decreases in sales forecasts for future periods.
As a result of these indicators of impairment the Company recorded a goodwill impairment charge of $31.5 million in the fiscal quarter ended
March 30, 2012 representing the excess of goodwill over the implied fair value of goodwill calculated as of March 30, 2012.

Recently Issued Accounting Pronouncements

In September 2011 the FASB issued new accounting guidance intended to simplify goodwill impairment testing. Entities will be allowed to
perform a qualitative assessment on goodwill impairment to determine whether a quantitative assessment is necessary. This guidance is effective
for goodwill impairment tests performed in interim and annual periods for fiscal years beginning after December 15, 2011. Early adoption is
permitted. The adoption of this guidance will not have a material impact on the Company�s financial statements.

In June 2011, the Financial Accounting Standards Board, (�FASB�) issued guidance regarding the presentation of comprehensive income. The
new standard requires the presentation of comprehensive income, the components of net income and the components of other comprehensive
income either in a single continuous statement of comprehensive income or in two separate but consecutive statements. The new standard also
requires presentation of adjustments for items that are reclassified from other comprehensive income to net income in the statement where the
components of net income and the components of other comprehensive income are presented. The updated guidance is effective on a
retrospective basis for financial statements issued for fiscal years, and interim periods within those fiscal years, beginning after December 15,
2011. The adoption of this guidance will not have a material impact on the Company�s financial statements.

In May 2011, the FASB issued additional guidance on fair value measurements that clarifies the application of existing guidance and disclosure
requirements, changes certain fair value measurement principles and requires additional disclosures about fair value measurements. The updated
guidance is effective on a prospective basis for financial statements issued for fiscal years, and interim periods within those fiscal years,
beginning after December 15, 2011. The adoption of this guidance will not have a material impact on the Company�s financial statements.
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2. Merger with Conexant Holdings, Inc.

The Merger was accounted for as a business combination using the acquisition method of accounting, whereby the purchase price was allocated
to tangible and intangible assets acquired and liabilities assumed, based on their estimated fair market values. Fair-value measurements have
been applied based on assumptions that market participants would use in the pricing of the asset or liability. The following table summarizes the
fair value assigned to the assets acquired and liabilities assumed as of April 19, 2011, the acquisition date, as adjusted as of March 30, 2012 (in
thousands):

Total merger consideration:
Cash paid to shareholders $ 197,336
Cash paid to holders of cancelled stock options and RSUs upon change of
control 6,427
Bank line of credit assumed and repaid 102

Total merger consideration 203,865

Fair value of assets acquired and liabilities assumed:
Cash and cash equivalents 60,794
Accounts receivable 25,530
Inventories 40,573
Other current assets 8,582
Property and equipment 11,866
Intangible assets 118,600
Other assets 26,465
Accounts payable (14,215) 
Deferred income tax liabilities, net (21,655) 
Other liabilities - current and long term (80,601) 
Long-term debt (195,125) 

Net liabilities assumed (19,186) 

Excess purchase price atttributed to goodwill acquired (1) $ 223,051

(1) In the fiscal quarter ended March 30, 2012, the Company reduced goodwill by $0.4 million retrospectively to the Merger date for
adjustments to the reserve for uncertain tax positions.

The fair value of the acquired intangible assets was determined using the following income valuation approaches. In estimating the fair value of
the acquired intangible assets, the Company utilized the valuation methodology determined to be most appropriate for the individual intangible
asset being valued as described below. The acquired intangible assets include the following as of the acquisition date (in thousands):

Valuation Method
Estimated
Fair Value

Remaining
Useful

Life (yrs) (1)
Customer relationships Multi-Period Excess Earnings (2) $ 50,300 7.0
In-process research and development Multi-Period Excess Earnings (2) 46,000 �  
Trade name and trademarks Relief-from-Royalty (3) 15,100 �  
Backlog Multi-Period Excess Earnings (2) 4,200 0.5
Patents Relief-from-Royalty (3) 2,900 8.3
Non-compete agreement Comparative Business Valuation (4) 100 1.0
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(1) Determination of the estimated useful lives of the individual categories of purchased intangible assets was based on the nature of the
applicable intangible asset and the expected future cash flows to be derived from the intangible asset. Amortization of intangible assets
with definite lives are recognized over the shorter of the respective lives of the agreement or the period of time the assets are expected to
contribute to future cash flows.

(2) The Multi-Period Excess Earnings method is a discounted cash flow method within the income approach which estimates a purchased
intangible asset value based on the present value of the projected excess net cash flows derived from the operations of the business. The
value attributed to customer relationship and backlog intangible assets was based on projected net cash inflows from existing contracts or
relationships. The value attributed to IPR&D intangible assets was based on projected net cash inflows from estimates for projects under
development.

(3) The Relief-from-Royalty method is a discounted cash flow method within the income approach that calculates the value attributable to
owning the trade name, trademarks and patents as opposed to paying a third-party for their use.

(4) The Comparative Business Valuation method is a discounted cash flow method within the income approach where the value of the
intangible asset is estimated based on the difference in value with and without the non-compete agreement in place.

Some of the more significant estimates and assumptions inherent in the estimate of the fair value of the identifiable purchased intangible assets
include all assumptions associated with forecasting cash flows and profitability. The primary assumptions used for the determination of the fair
value of the purchased intangible assets were generally based upon the present value of anticipated cash flows discounted at risk adjusted rates
of approximately 15.0-16.5%, based on the Company�s weighted average cost of capital. Estimated years of projected earnings generally follow
the range of estimated remaining useful lives for each intangible asset class.

At the time of the Merger, the Company believed its market position and future growth potential for its semiconductor system solutions business
were the primary factors that contributed to a total purchase price that resulted in the recognition of goodwill.

In the successor fiscal quarter ended March 30, 2012, the Company recorded charges of $23.4 million and $31.5 million for impairment of its
intangible assets and goodwill, respectively. In the successor fiscal year ended September 30, 2011, the Company recorded charges of $41.1
million for impairment of its intangible assets.

Pro Forma Financial Information:

The following unaudited pro forma results of operations assume that the Merger had occurred on October 2, 2010 for the Predecessor fiscal
quarter ended April 1, 2011 after giving effect to acquisition accounting adjustments relating to depreciation and amortization of the revalued
assets, and other acquisition-related adjustments in connection with the Merger. These unaudited pro forma results exclude transaction costs
incurred in connection with the Merger. This unaudited pro forma information should not be relied upon as necessarily being indicative of the
historical results that would have been obtained if the Merger had actually occurred on those dates, nor of the results that may be obtained in the
future.

Pro Forma Results of Operations
Fiscal Quarter
Ended April 1,

2011

Six Fiscal Months
Ended April 1,

2011
(in thousands)

Net revenues $ 43,129 $ 89,239

Net loss $ 13,904 $ 37,182

3. Sale of Assets

On December 22, 2010, the Company sold certain real property adjacent to its Newport Beach, California headquarters to Uptown Newport L.P.
for $23.5 million, which at the sale date consisted of $21.5 million in cash and a limited partnership interest in the property valued at $2.0
million. The property primarily consists of approximately 25 acres of land, and included two leased buildings, improvements and site
development costs. The net book value of the property sold was as follows (in thousands):

Predecessor
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Land $ 1,662
Land and leasehold improvements, net 356
Buildings, net 5,610
Machinery and equipment, net 262
Site development costs 7,583

$ 15,473
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The Company has continuing involvement with the property related to groundwater and soil remediation, and therefore at the time of the sale
deferred the gain of $6.9 million on the monetary portion of the proceeds of the transaction, net of transaction costs of $0.4 million. The deferred
gain was eliminated in the Merger purchase price allocation. Responsibility for soil remediation was transferred to Uptown Newport L.P. with
the Company retaining certain obligations to assist in the soil remediation process for up to five years (or earlier under certain circumstances set
forth in the agreement between the parties). Responsibility for groundwater remediation remains with the Company. The Company has accrued
$3.8 million of reserves as of March 30, 2012 based on management�s best estimate of remaining remediation costs, of which $2.7 million is
classified in long-term other liabilities. The reserve for remediation costs is recorded at its undiscounted value because the amount and timing of
cash payments are not fixed or reliably determinable.

The Company retained an approximately 7.5% limited partnership interest in the property with a value of $0.4 million at the Merger date and as
of March 30, 2012. The limited partnership interest holds its limited partnership interest in Uptown Newport L.P., which will own, operate and
develop the real property sold by the Company in December 2010. The Company has the option to sell its partnership interest to the developer at
$2.0 million plus a 12% return, if Uptown Newport L.P obtains certain financing. The $0.4 million realizable value was derived in large part
based on the Company�s estimate of the probability that the Company will be able to liquidate its investment pursuant to the terms of the sale
agreement.

4. Fair Value of Certain Financial Assets and Liabilities

Level 1 financial assets and liabilities consist of unadjusted quoted prices in active markets that are accessible at the measurement date for
identical, unrestricted assets or liabilities. The Company�s cash equivalents consist primarily of funds in money market accounts, which are
classified within Level 1 of the fair value hierarchy. Cash equivalents at March 30, 2012 and September 30, 2011 were $1.0 million and
$23.0 million, respectively.

Level 2 financial assets and liabilities consist of inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either directly or indirectly. The Company had no financial assets or liabilities classified as Level 2 as of March 30, 2012 or
September 30, 2011.

Level 3 financial assets and liabilities consist of inputs that are both significant to the fair value measurement and unobservable, and consist of
the Company�s warrant to purchase approximately 6.1 million shares of Mindspeed common stock. The warrant was valued using the
Black-Scholes-Merton valuation model (see Note 5). The fair value of the Mindspeed warrant was $0.8 million and $1.7 million as of March 30,
2012 and September 30, 2011, respectively.

The fair value of other financial instruments, which consists of the Company�s 11.25% senior secured notes due 2015, was $190.8 million as of
March 30, 2012. The fair value of the 11.25% senior secured notes is based on an indicative bid price provided by the underwriter of the senior
secured notes, and was 109.0% and 112.0% of par as of March 30, 2012 and September 30, 2011, respectively.

There were no reclassification of investments between levels during the six fiscal months ended March 30, 2012. Other than the unrealized gains
and losses related to the Company�s warrant to purchase 6.1 million shares of Mindspeed common stock, there were no significant realized or
unrealized gains as of or during the six month period ended March 31, 2012.

5. Supplemental Financial Information

Inventories

Inventories consist of the following (in thousands):

Successor
March 30,

2012
September 30,

2011
Work-in-process $ 4,314 $ 7,973
Finished goods 2,272 4,720

Total inventories $ 6,586 $ 12,693
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Net inventory includes a step-up to fair value recorded in connection with the Merger of $0.6 million and $1.2 million, as of March 30, 2012 and
September 30, 2011, respectively. Work-in-process consists of completed wafers, probed die, and product in assembly and product in test which
has not been completed as of the balance sheet date.
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Goodwill and Purchased Intangible Assets

Intangible assets consist of the following (in thousands):

Successor
March 30, 2012 September 30, 2011

Weighted

Average
Life
(yrs)

Gross

Carrying
Amount Transfers

Accumulated
Amortization Impairment

Book
Value

Gross

Carrying
Amount Transfers

Accumulated
AmortizationImpairment

Book
Value

Intangible assets
subject to
amortization:
Customer
relationships 7.0 $ 31,172 $ �  $ (8,323) $ (15,449) $ 7,400 $ 50,300 $ �  $ (4,682) $ (19,128) $ 26,490
Backlog 0.5 4,200 �  (4,200) �  $ �  4,200 �  (4,200) �  �  
Patents 8.3 2,900 �  (332) �  $ 2,568 2,900 �  (158) �  2,742
R&D assets 3.8 892 2,376 (242) �  $ 3,026 �  892 (54) �  838
Non-compete
agreement 1.0 100 �  (95) �  5 100 �  (45) �  55

$ 39,264 $ 2,376 $ (13,192) $ (15,449) $ 12,999 $ 57,500 $ 892 $ (9,139) $ (19,128) $ 30,125

Intangible assets not
subject to
amortization:
In-process research
and development 26,850 (2,376) (6,812) 17,662 46,000 (892) (18,258) 26,850
Trade name and
trademarks 11,450 �  (1,090) 10,360 15,100 �  (3,650) 11,450

$ 38,300 $ (2,376) $ (7,902) $ 28,022 $ 61,100 $ (892) $ (21,908) $ 38,300

Intangible assets are amortized over their estimated useful lives either on a straight-line or accelerated basis that reflects the pattern in which the
economic benefits of the intangible assets are expected to be realized. Useful lives range from approximately six months to eight years, with no
residual value. During the Successor fiscal quarter and six fiscal months ended March 30, 2012 the Company recognized intangible amortization
expense of $2.0 million and $4.1 million, respectively. During the Predecessor fiscal quarter and six fiscal months ended April 1, 2011 the
Company recognized intangible amortization expense of $0.3 and $0.6 million, respectively.

Intangible assets are amortized over a weighted-average remaining period of approximately 5.9 years. Annual amortization expense is expected
to be as follows as of March 30, 2012 (in thousands):

Fiscal Year
2012 2013 2014 2015 2016 Thereafter

Amortization expense $ 2,525 $ 2,882 $ 2,449 $ 1,738 $ 1,391 $ 2,014
Acquired IPR&D intangible assets consist of projects in the Company�s audio, imaging and video product lines. All of the projects were in the
development phase and were incomplete at the Merger date. If the IPR&D projects reach technological feasibility they will be amortized over
their remaining estimated useful lives, typically the period over which shipments are forecast to occur, or, if they do not reach technological
feasibility their cost will be charged to expense. In the second fiscal quarter ended March 30, 2012, one imaging project reached technological
feasibility and was transferred to R&D assets. The fair value of the project was determined to be $1.9 million, amortizable over the life of the
product, which is estimated to be approximately five years. The remaining IPR&D projects have yet to reach technological feasibility.

Edgar Filing: CONEXANT SYSTEMS INC - Form 10-Q

Table of Contents 25



During the second quarter of fiscal 2012, the Company determined that indicators of impairment existed based on two factors: (1) its operating
results for the fiscal quarter ended March 30, 2012 and (2) decreases in sales forecasts for future periods. As a result of these indicators of
impairment, the Company tested its amortizable intangible assets by comparing the sum of the undiscounted cash flows related to customer
relationship, patent and R&D intangible assets to their respective carrying values as of March 30, 2012. The sum of undiscounted cash flows
related to the customer relationships intangible asset was less than its carrying value. As a result the Company recorded an impairment charge of
$15.4 million which represented the difference between its fair value and its carrying value as of March 30, 2012. The sum of undiscounted cash
flows related to the patent and R&D intangible assets was greater than their carrying value as of March 30, 2012. As a result, the Company did
not record any impairment charge on the patent and R&D intangible assets as of March 30, 2012.

The Company tested its indefinite-lived intangible assets for impairment by comparing the fair value of the indefinite-lived intangible assets to
their carrying amounts. The fair value of the IPR&D intangible asset was determined based on a discounted cash flow model using the revised
sales forecast for each project that continued to be classified as IPR&D as of March 30, 2012. Based on this, the Company determined that the
fair value of the IPR&D intangible asset was less than the carrying amount of the IPR&D intangible asset as of March 30, 2012, resulting in an
impairment charge of $6.0 million.

An IPR&D project completed in the fiscal quarter ended March 30, 2012 had a fair value of $1.9 million compared with the historical carrying
value of the project in IPR&D of $2.8 million as of March 30, 2012. This resulted in an impairment charge of $0.9 million. The fair value of the
trade name and trademarks intangible asset, based on a discounted cash flow model using the revised sales forecast was less than the carrying
amount of trade name and trademarks which resulted in an impairment charge of $1.1 million.
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As a result of these indicators of impairment described above, the Company recorded a goodwill impairment charge of $31.5 million in the fiscal
quarter ended March 30, 2012 representing the excess of goodwill over the implied fair value of goodwill calculated as of March 30, 2012.

There was no change in the carrying amount of goodwill during the Predecessor fiscal quarter ended April 1, 2011.

Mindspeed Warrant

The Company has a warrant to purchase approximately 6.1 million shares of Mindspeed common stock. The warrant expires in June 2013. The
Company accounts for the Mindspeed warrant as a derivative instrument, and changes in the fair value of the warrant are included in other
expense, net in each period presented. The warrant was valued at March 30, 2012 and September 30, 2011 with the Black-Scholes-Merton
valuation model using the following inputs:

Successor
March 30,

2012
September 30,

2011
Exercise price $ 16.74 $ 16.74
Fair market value of Mindspeed stock $ 6.37 $ 5.20
Expected life (years) 1.25 1.75
Expected volatility 53% 64% 
Risk-free rate 0.23% 0.22% 
Dividend yield �  �  

Expected volatility is based on historical volatility of Mindspeed common stock. The risk free interest rate is based on the U.S. Treasury bill
yield in effect at the time of grant for periods corresponding with the expected life of the warrant. The expected life is the remaining life of the
warrant. The valuation of this derivative instrument is subjective, and the valuation model requires the input of highly subjective assumptions,
including the expected stock price volatility. Changes in these assumptions can materially affect the fair value estimate. The Company could, at
any point in time, ultimately realize amounts significantly different than the carrying value.

At March 30, 2012 and September 30, 2011, the aggregate fair value of the Mindspeed warrant included on the accompanying consolidated
balance sheets was $0.8 million and $1.7 million, respectively. The aggregate fair value of the warrant is reflected as a long-term asset on the
accompanying consolidated balance sheets because the Company does not intend to liquidate any portion of the warrant in the next twelve
months.

Debt

March 30,
2012

September 30,
2011

Long-term debt:
11.25% senior secured notes due March 2015, including premium of
$15,800 and $18,121 $ 190,800 $ 193,121

11.25% senior secured notes due 2015 � In March 2010, the Company issued $175.0 million aggregate principal amount of senior secured notes
due 2015 (�senior notes�) that mature on March 15, 2015. The senior notes were sold at 99.06% of the principal amount, resulting in gross
proceeds of approximately $173.4 million and a discount of $1.6 million. Deferred debt offering expenses were approximately $4.9 million. The
unamortized balance of $3.8 million was eliminated as of the Merger date. The senior notes have not been registered under the Securities Act of
1933, as amended, and may not be sold in the United States absent registration or an applicable exemption from registration requirements. The
senior notes accrue interest at a rate of 11.25% per annum payable semiannually on March 15 and September 15 of each year, commencing on
September 15, 2010. The obligations under the senior notes are fully and unconditionally guaranteed, jointly and severally, on a senior secured
basis, by all of the Company�s domestic subsidiaries (excluding Conexant CF, LLC, the Company�s receivables financing subsidiary). In addition,
the senior notes and the note guarantees are secured by liens on substantially all of the Company�s and the guarantors� tangible and intangible
property, subject to certain exceptions and permitted liens. On or after March 15, 2013, the Company may redeem all or a part of the senior
notes at a price of 105.625% of the principal amount of the senior notes during the remainder of 2013 and 100.00% of the principal amount of
the senior notes thereafter, plus accrued and unpaid interest, if any, to the applicable redemption date. In addition, at any time prior to March 15,
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2013, the Company may, on one or more occasions, redeem all or a part of the senior notes at any time at a redemption price equal to 100% of
the principal amount of the senior notes redeemed, plus a �make-whole� premium, plus accrued and unpaid interest, if any, to the applicable
redemption date. Beginning on January 1, 2011 until March 15, 2013, the Company may also redeem up to 35% of the original aggregate
principal amount of the senior notes, using the proceeds of certain qualified equity offerings, at a redemption price of 111.25% of the principal
amount thereof, plus accrued and unpaid interest, if any, to the applicable redemption
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date. In addition, certain asset dispositions would constitute triggering events that may require the Company to use the proceeds from those sales
to make an offer to repurchase the senior notes at a repurchase price equal to 100% of the principal amount of the senior notes repurchased, plus
accrued and unpaid interest, if any, to the applicable repurchase date if such proceeds are not otherwise invested in the Company�s business
within a specific period of time. The senior notes and the note guarantees rank senior to all of the Company�s and the guarantors� existing and
future subordinated indebtedness, including the convertible notes, but they are structurally subordinated to all existing and future indebtedness
and other liabilities (including non-trade payables) of the Company�s non-guarantor subsidiaries.

As a result of the Merger, the Company was required to make a change of control offer (the �Offer�) on May 27, 2011, to repurchase the senior
notes at a repurchase price equal to 101% of the principal amount of the senior notes repurchased, plus accrued and unpaid interest, if any, to the
applicable repurchase date. If all holders of the senior notes had accepted the Offer, the Company would have been obligated to repurchase the
senior notes for an aggregate of $176.75 million plus accrued and unpaid interest. The Offer expired on June 29, 2011 and was not extended by
the Company. No senior notes were tendered by their holders pursuant to the Offer. At the date of the Merger, the senior notes were valued at
111.50% of par or $195.1 million resulting in a premium of $20.1 million. Interest expense on the senior notes for the Successor fiscal quarter
and six fiscal months ended March 30, 2012 was $3.8 million and $7.6 million, respectively, which includes $1.2 million and $2.3 million,
respectively, of premium amortization. Interest expense on the senior notes in the Predecessor fiscal quarter and six fiscal months ended April 1,
2011 was $5.2 million and $10.5 million, respectively, which included $0.1 million and $0.2 million, respectively, of discount amortization.

4.00% convertible subordinated notes due March 2026 � In March 2006, the Company issued $200.0 million principal amount of convertible
notes (the �convertible notes�) and, in May 2006, the initial purchaser of the convertible notes exercised its option to purchase an additional $50.0
million principal amount of the convertible notes. Total proceeds to the Company from these issuances, net of issuance costs, were $243.6
million. The convertible notes were general unsecured obligations of the Company. Interest on the convertible notes was payable in arrears
semiannually on March 1 and September 1 of each year, beginning on September 1, 2006. The convertible notes were convertible, at the option
of the holder upon satisfaction of certain conditions, into shares of the Company�s common stock at a conversion price of $49.20 per share,
subject to adjustment for certain events. Upon conversion, the Company had the right to deliver cash in lieu of common stock or a combination
of cash and common stock. Beginning on March 1, 2011, the convertible notes could be redeemed at the Company�s option at a price equal to
100% of the principal amount, plus any accrued and unpaid interest. Holders could require the Company to repurchase, for cash, all or part of
their convertible notes on March 1, 2011, March 1, 2016 and March 1, 2021 at a price of 100% of the principal amount, plus any accrued and
unpaid interest. The Company redeemed the remaining $l1.2 million of convertible notes with cash when they matured on March 1, 2011.
Interest expense on the convertible notes for the Predecessor fiscal quarter and six fiscal months ended April 1, 2011 was $0.2 million and $0.4
million, respectively, which included $0.1 million and $0.2 million, respectively, of debt discount amortization. The Company has no remaining
obligations under the convertible notes.

Accounts Receivable Financing Facility � Effective on the date of the Merger, the Company�s credit facility with a bank was terminated. No
amounts were due under the facility at the termination date.

6. Commitments and Contingencies

Legal Matters

Certain claims have been asserted against the Company, including claims alleging the use of the intellectual property rights of others in certain
of the Company�s products. The resolution of these matters may entail the negotiation of a license agreement, a settlement, or the adjudication of
such claims through arbitration or litigation. At this time, it is not possible to assess the outcome of the lawsuits and any losses are not
reasonably estimable, therefore the Company cannot assess the impact, if any, on the consolidated financial statements. Some of the lawsuits,
claims or proceedings may be disposed of unfavorably for the Company. Many intellectual property disputes have a risk of injunctive relief and
there can be no assurance that a license will be granted in such a case. Injunctive relief could have a material adverse effect on the financial
condition or results of operations of the Company. Additionally, any significant litigation award or settlement payment could have a material
adverse effect on the financial condition or results of operations of the Company. Based on its evaluation of matters that are pending or asserted
management believes that the disposition of such matters will not have a material adverse effect on the Company�s financial condition, results of
operations, or cash flows.

Guarantees and Indemnities

The Company has made guarantees and indemnities, under which it may be required to make payments to a guaranteed or indemnified party, in
relation to certain transactions. In connection with the Company�s spin-off from Rockwell International Corporation (�Rockwell�), the Company
assumed responsibility for all contingent liabilities and then-current and future litigation (including environmental and intellectual property
proceedings) against Rockwell or its subsidiaries in respect of the operations of the semiconductor systems business of Rockwell. In connection
with the Company�s contribution of certain of its manufacturing operations to Jazz Semiconductor, Inc. (now �TowerJazz�), the Company agreed to
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indemnify TowerJazz for certain environmental matters and other customary divestiture-related matters. In connection with the Company�s sale
of the Broadband Media Processing (BMP) business to NXP, B.V., the Company agreed to indemnify NXP for certain claims related to the
transaction. In connection with the Company�s sale of the Broadband Access (BBA) business to Ikanos, the Company agreed to indemnify Ikanos
for certain claims
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related to the transaction. In connection with the sales of its products, the Company provides intellectual property indemnities to its customers.
In connection with certain facility leases, the Company has indemnified its lessors for certain claims arising from the facility or the lease. The
Company also has employment agreements with certain key employees. Under certain circumstances, these agreements may require severance
payments and/or continuation of certain insurance benefits. The Company indemnifies its directors and officers to the maximum extent
permitted under the laws of the State of Delaware.

The durations of the Company�s guarantees and indemnities vary, and in many cases are indefinite. The guarantees and indemnities to customers
in connection with product sales generally are subject to limits based upon the amount of the related product sales. The majority of other
guarantees and indemnities do not provide for any limitation of the maximum potential future payments the Company could be obligated to
make. The Company has not recorded any liability for these guarantees and indemnities in the accompanying consolidated balance sheets as they
are not estimated to be material. Product warranty costs and the Company�s accrual for such costs are not significant. We have other outstanding
letters of credit collateralized by restricted cash aggregating $4.9 million, as of March 30, 2012, to secure various long-term operating leases and
our self-insured worker�s compensation plan. The restricted cash associated with these letters of credit is classified as other long-term assets on
the consolidated balance sheets.

7. Stock-Based Award Plans

Stock-Based Award Plans - Successor

Subsequent to the Merger, Conexant Holdings adopted the 2011 Incentive Compensation Plan (�the Plan�). Stock options issued under the Plan
were deemed appropriate replacements for the RSUs that were outstanding at the time of the Merger and held by employees who were employed
by the Successor at the time the Plan was issued. Stock option expense recorded upon grant of options under the Plan was immaterial.

Conexant Holdings maintains the Plan, under which it has reserved 25.0 million shares for issuance. Awards issued to employees of Conexant
under the Plan are settled in shares of Class A Common Stock of Conexant Holdings (the �Class A Common Stock�). All awards granted since the
inception of the Plan are service-based awards. Since Conexant�s employees are the beneficiaries of the stock options granted under the Plan,
expense for the stock options is recorded in the financial statements of Conexant. As of March 30, 2012, approximately 12.3 million shares of
the Class A Common Stock are available for grant under the Plan.

The following weighted average assumptions were used in the estimated grant date fair value calculations for stock options:

Fair market value of stock $  0.01
Expected volatility 47% 
Risk-free rate 2% 
Expected life (years) 6.5

Stock options are granted with exercise prices of not less than the fair value at the date of grant, generally vest over five years and expire ten
years after the grant date. The fair market value of the Class A Common Stock was determined based on the current-value method. Expected
volatility is based on historical volatility of a group of public companies considered to be peers of the Company. The risk free interest rates are
based on the U.S. Treasury bill yield curve in effect at the time of grant for periods corresponding with the expected life of the stock option. The
expected life represents the weighted average period of time that options granted are expected to be outstanding, calculated using the simplified
method as prescribed by the SEC.

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

Successor

Shares

Weighted

Average
Exercise Price

Outstanding, September 30, 2011 12,803 $ 3.21
Granted �  �  
Exercised �  �  
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Forfeited (71) 3.21

Outstanding, March 30, 2012 12,732 3.21

Shares vested and expected to vest, March 30, 2012 11,468 3.21

Exercisable, March 30, 2012 �  $ �  

Expense recorded for stock options issued under the Plan in the Successor fiscal quarter and six fiscal months ended March 30, 2012 was less
than $1,000. At March 30, 2012, the total unrecognized fair value compensation cost related to non-vested stock options was less than $5,000
which is expected to be recognized over a remaining period of approximately 4.5 years. The weighted average remaining contractual term of the
options outstanding is approximately 9.50 years.
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Stock-Based Award Plans - Predecessor

All of the Predecessor�s stock-based award plans were cancelled at the consummation of the Merger. All stock options and RSUs outstanding at
the time of the Merger were cancelled. Stock options to acquire Company common stock that were outstanding and unexercised immediately
prior to the closing of the Merger were cancelled and converted into the right to receive, with respect to each such option, an amount of cash
equal to the excess, if any, of the Gold Merger Consideration over the exercise price per share under the option for each share subject to such
option. Any option with an exercise price greater than or equal to the Gold Merger Consideration was cancelled without consideration. Each
RSU that, as of immediately prior to the closing of the Merger, was outstanding and either held by a non-employee director of the Company, or
held by a management-level employee of the Company at the rank of senior vice president or above was cancelled and converted into the right to
receive an amount of cash equal to the Gold Merger Consideration. All other remaining RSUs were cancelled.

The following Predecessor disclosures regarding stock-based awards are for the fiscal quarter and six fiscal months ended April 1, 2011.

Stock Options

Prior to the Merger, stock options were granted with exercise prices of not less than the fair market value at the grant date, generally vested over
four years and expired eight or ten years after the grant date. The Company settled stock option exercises with newly issued shares of its
common stock. The expected stock price volatility rates were based on the historical volatility of the Company�s common stock. The risk free
interest rates were based on the U.S. Treasury yield curve in effect at the time of grant for periods corresponding with the expected life of the
option or award. The average expected life represented the weighted average period of time that options or awards granted were expected to be
outstanding.

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

Predecessor

Shares

Weighted

Average
Exercise Price

Outstanding, October 1, 2010 2,296 $ 21.45
Granted �  �  
Exercised (1) 0.70
Forfeited (703) 21.86

Outstanding, April 1, 2011 1,592 21.27

Shares vested and expected to vest, April 1, 2011 1,591 21.28

Exercisable, April 1, 2011 1,560 $ 21.59

During the Predecessor fiscal quarter and six fiscal months ended April 1, 2011 the Company recognized stock-based compensation expense for
stock options of $43,000 and $98,000, respectively, in its consolidated statements of operations.

Effective at the Merger date, all of the stock options were cancelled. Holders of stock options with an exercise price less than the Gold Merger
Consideration, either vested or unvested, were paid the excess of the Gold Merger Consideration over the exercise price in cash. Holders of
11,400 vested stock options were paid approximately $15,000 in cash, which was included in the Merger consideration. Holders of 13,000
unvested stock options were paid approximately $15,000 in cash, which was charged to expense.

Restricted Stock Units

The Company�s long-term incentive plans provided for the issuance of share-based RSU awards to officers and other employees and certain
non-employees of the Company. These awards were subject to forfeiture if employment terminated during the prescribed vesting period
(generally within one to three years of the date of award).
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A summary of RSU award activity under the Company�s long-term incentive plans is as follows (shares in thousands):

Predecessor

Shares

Weighted
Average

Exercise Price
Outstanding, October 1, 2010 4,773 $ 2.69
Granted 230 1.68
Vested (1,337) 2.81
Forfeited (63) 2.12

Outstanding, April 1, 2011 3,603 $ 2.59

During the Predecessor fiscal quarter and six fiscal months ended April 1, 2011, the Company recognized stock-based compensation expense of
$1.7 million and $3.6 million, respectively, related to RSU awards. The total fair value of RSU awards vested in the Predecessor fiscal quarter
ended April 1, 2011 was $0.4 million.

Effective at the Merger date, all of the RSUs were cancelled. RSUs held by either non-employee directors of the Company, or held by
management-level employees of the Company at the rank of senior vice president or above were converted into the right to receive an amount of
cash equal to the Gold Merger Consideration. Total cash paid was approximately $6.4 million representing 2,674,000 converted RSUs which
was included in the Merger consideration.

Employee Stock Purchase Plan

The Company�s ESPP allowed eligible employees to purchase shares of the Company�s common stock at nine-month intervals during an offering
period at 85% of the lower of the fair market value on the first day of the offering period or the purchase date. Under the ESPP, employees could
authorize the Company to withhold up to 15% of their compensation for each pay period, up to a maximum annual amount of $25,000, to
purchase shares under the plan, subject to certain limitations, and employees were limited to the purchase of 600 shares per offering period.
Offering periods generally commenced on the first trading day of February and August of each year and were generally nine months in duration,
but could be terminated earlier under certain circumstances. The ESPP was suspended effective January 1, 2011. The final purchase under the
ESPP was for the offering period ending on January 31, 2011, under which 53,000 shares were purchased by employees. During the Predecessor
fiscal quarter and six fiscal months ended April 1, 2011, the Company recognized stock-based compensation expense for the ESPP of $9,000
and $33,000, respectively, in its consolidated statements of operations.

8. Income Taxes

The Company recorded a tax benefit of $9.3 million for the Successor fiscal quarter ended March 30, 2012 primarily reflecting a $9.3 million
decrease in deferred tax liability resulting from the impairment of the tax basis of indefinite-lived intangible assets and goodwill. The Company
recorded a tax benefit of $9.0 million for the six fiscal months ended March 30, 2012 primarily reflecting a $6.5 million net decrease in deferred
tax liability resulting from the impairment of the tax basis of indefinite-lived intangible assets and goodwill offset by amortization of the tax
basis of indefinite-lived intangible assets and goodwill and $2.5 million release of estimated reserves for uncertain tax positions. The Company
recorded a tax provision of $0.3 million and $0.4 million, respectively, for the Predecessor fiscal quarter and six fiscal months ended April 1,
2011, primarily reflecting income taxes imposed on the Company�s foreign subsidiaries.

The acquisition of the Company�s common stock in connection with the Merger triggered an ownership change under Section 382 of the Internal
Revenue Code of 1986 (�Section 382�). Section 382 imposes an annual limitation (based upon the value at the time of the ownership change, as
determined under Section 382) on the amount of taxable income that can be offset with net operating loss (�NOL�) carryovers that existed at time
of the acquisition. Section 383 will also limit the Company�s ability to use R&D tax credit carryovers. In addition, as the tax basis of the
Company�s assets exceeded the fair market value of its assets at the time of the ownership change, Section 382 will also limit the Company�s
ability to use amortization of capitalized R&D and goodwill to offset taxable income for the first five years following the Merger. Any unused
annual limitation may be carried over to later years until the applicable expiration date for the respective NOLs. Similar limitations have been
implemented by states and certain foreign jurisdictions. The change of ownership resulting from the Merger has significantly limited the
Company�s ability to utilize its federal and state deferred tax assets and impaired the carrying value of the deferred tax assets and changed the
amount of our unrecognized tax benefits. As the federal and state deferred tax assets are fully reserved, this impairment has not had an impact on
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the Company�s current year financial position or results of operations. However, the limitation on the use of the Company�s NOLs, credits and
amortization which resulted from the ownership changes could adversely impact the Company�s future operating results and financial condition.
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In the fiscal quarter ended March 30, 2012, the Company determined that it was not in its best interest to elect under Section 338 of the Internal
Revenue Code to treat the Merger as if it were an asset purchase for federal income tax purposes. There was no impact on the Company�s
financial position and results of operations and cash flows of electing not to make the Section 338 election.

9. Gain on Sale of Intellectual Property

On October 22, 2010, the Company sold certain internally developed Conexant RF Patents and MPEG Patents to Skyworks Solutions, Inc.
(�Skyworks�) and terminated its exclusive rights in Skyworks RF Patents obtained pursuant to an agreement entered into between the Company
and Skyworks in 2003, in exchange for non-exclusive licenses to each of the Conexant RF Patents, MPEG Patents and Skyworks RF Patents and
$1.25 million in cash. The Company received $0.6 million of the sale price in November 2010 and the remainder in March 2011. The entire
amount of $1.25 million was recognized as a gain in the Predecessor fiscal quarter ended December 31, 2010, because the patents had a net book
value of zero.

10. Asset Impairments

During the second quarter of fiscal 2012, the Company determined that indicators of impairment existed based on two factors: (1) its operating
results for the fiscal quarter ended March 30, 2012 and (2) decreases in sales forecasts for future periods. As a result of these indicators of
impairment, the Company tested its amortizable intangible assets by comparing the sum of the undiscounted cash flows related to customer
relationship, patent and R&D intangible assets to their respective carrying values as of March 30, 2012. The sum of undiscounted cash flows
related to the customer relationships intangible asset was less than its carrying value. As a result the Company recorded an impairment charge of
$15.4 million which represented the difference between its fair value and its carrying value as of March 30, 2012. The sum of undiscounted cash
flows related to the patent and R&D intangible assets was greater than their carrying value as of March 30, 2012. As a result, the Company did
not record any impairment charge on the patent and R&D intangible assets as of March 30, 2012.

The Company tested its indefinite-lived intangible assets for impairment by comparing the fair value of the indefinite-lived intangible assets to
their carrying amounts. The fair value of the IPR&D intangible asset was determined based on a discounted cash flow model using the revised
sales forecast for each project that continued to be classified as IPR&D as of March 30, 2012. Based on this, the C

ompany determined that the fair value of the IPR&D intangible asset was less than the carrying amount of the IPR&D intangible asset as of
March 30, 2012, resulting in an impairment charge of $6.0 million.

An IPR&D project completed in the fiscal quarter ended March 30, 2012 had a fair value of $1.9 million compared with the historical carrying
value of the project in IPR&D of $2.8 million as of March 30, 2012. This resulted in an impairment charge of $0.9 million. The fair value of the
trade name and trademarks intangible asset, based on a discounted cash flow model using the revised sales forecast was less than the carrying
amount of trade name and trademarks which resulted in an impairment charge of $1.1 million.

As a result of these indicators of impairment described above, the Company recorded a goodwill impairment charge of $31.5 million in the fiscal
quarter ended March 30, 2012 representing the excess of goodwill over the implied fair value of goodwill calculated as of March 30, 2012.

There were no asset impairments recorded during the Predecessor fiscal quarter and six fiscal months ended April 1, 2011.

11. Special Charges

Special charges consist of the following (in thousands):

Successor Predecessor Successor Predecessor

Fiscal Quarter
Ended March 30

2012

Fiscal Quarter
Ended
April 1

2011

Six Fiscal Months
Ended

March 30
2012

Six Fiscal Months
Ended April 1

2011
Severance charges $ 76 $ 879 $ 1,839 $ 2,783
Merger transaction (credits) charges (88) 11,570 �  11,570
Environmental remediation charges 180 145 217 145
Lease impairment charges 286 38 157 80
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Restructuring (credits) charges (323) 316 (537) 652

$ 131 $ 12,948 $ 1,676 $ 15,230

For the Successor fiscal quarter ended March 30, 2012, special charges consisted primarily of a $0.3 million increase in the liability for impaired
leases due to increases in projected expenses and a reduction in sub-tenant income, $0.2 million of charges for certain environmental matters and
$0.1 million of severance charges resulting from a reduction in headcount after the Merger, offset by a $0.3 million reduction of restructuring
liability due to a reduction of projected expenses and increases in sub-tenant income and a $0.1 million reduction of legal costs related to the
Merger. For the Predecessor fiscal quarter ended April 1, 2011, special charges consisted primarily of $11.6 million for merger transaction
charges, including payment of a $7.7 million fee for termination of the agreement with Standard Microsystems Corporation (�SMSC Agreement�)
and $3.9 million of financial advisory, legal and other fees related to the terminated merger with SMSC and the Merger, $0.9 million of
severance charges resulting from certain reductions in headcount, $0.3 million for restructuring charges related to accretion of lease liability and
$0.1 million of charges for certain environmental matters.
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For the Successor six fiscal months ended March 30, 2012, special charges consisted primarily of $1.8 million of severance charges resulting
from a reduction in headcount after the Merger, $0.2 million of charges for certain environmental matters and a $0.2 million increase in the
liability for impaired leases due to increases in projected expenses and a reduction in sub-tenant income, offset by a $0.5 million reduction of
restructuring liability due to reduction of projected expenses and increases in sub-tenant income. For the Predecessor six fiscal months ended
April 1, 2011, special charges consisted primarily of $11.6 million for merger transaction charges, including payment of a $7.7 million fee for
termination of the SMSC Agreement and $3.9 million of financial advisory, legal and other fees related to the terminated merger with SMSC
and the Merger, $2.8 million of severance charges resulting from certain reductions in headcount, $0.7 million increase in restructuring liability
due to accretion of lease liability and $0.1 million of charges for certain environmental matters.

Restructuring Charges

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

Restructuring Accruals � As of March 30, 2012, the Company has remaining restructuring accruals of $28.2 million, which consist of impaired
facility leases. Of the $28.2 million of restructuring accruals at March 30, 2012, $4.4 million is included in other current liabilities and
$23.8 million is included in other non-current liabilities in the accompanying consolidated balance sheet. The Company expects to pay the
obligations for the non-cancelable leases and other commitments over their respective terms, which expire at various dates through fiscal 2021.
The Company�s accrued liabilities at March 30, 2012 include the net present value of the future lease obligations of $46.7 million, net of
contracted sublease income of $13.7 million, and projected sublease income of $4.8 million. The facility charges were determined in accordance
with the accounting guidance for costs associated with exit or disposal activities. As a result, the Company recorded the net present value of the
future lease obligations and will accrete the remaining amounts into expense over the remaining terms of the non-cancellable leases.

Fiscal 2008 Restructuring Actions � During fiscal 2008, the Company announced its decision to discontinue investments in standalone wireless
networking solutions and other product areas. Charges to expense in the Successor fiscal quarter ended March 30, 2012 consist of accretion of
lease liability on restructured facilities under non-cancelable leases.

Activity and liability balances recorded as part of the Fiscal 2008 restructuring actions through March 30, 2012 were as follows (in thousands):

Facility
and Other

Restructuring balance, September 30, 2011 39
Charged to costs and expenses 10
Cash payments (37) 

Restructuring balance, March 30, 2012 $ 12

Fiscal 2007 Restructuring Actions � During fiscal 2007, the Company announced several facility closures and workforce reductions. In total, the
Company notified approximately 670 employees of their involuntary termination. Charges to expense in the Successor fiscal quarter ended
March 30, 2012 consist of $0.4 million accretion of lease liability on restructured facilities under non-cancelable leases offset by $0.2 million net
credits due to lower projected expense and higher sub-tenant rent income. Accretion and other expense of $0.4 million related to the Company�s
discontinued BMP business was included in discontinued operations.

Activity and liability balances recorded as part of the Fiscal 2007 restructuring actions through March 30, 2012 were as follows (in thousands):

Facility
and Other

Restructuring balance, September 30, 2011 19,999
Charged to costs and expenses 382
Cash payments (1,887) 
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Restructuring balance, March 30, 2012 $ 18,494

Fiscal 2006 and 2005 Restructuring Actions � During fiscal years 2006 and 2005, the Company announced operating site closures and workforce
reductions. In total, the Company notified approximately 385 employees of their involuntary termination. Charges to expense in the Successor
fiscal quarter ended March 30, 2012 consist of $0.1 million expense from accretion of lease liability on restructured facilities under
non-cancelable leases.
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Activity and liability balances recorded as part of the Fiscal 2006 and 2005 restructuring actions through March 30, 2012 were as follows (in
thousands):

Facility
and Other

Restructuring balance, September 30, 2011 10,972
Charged to costs and expenses (32) 
Cash payments (1,221) 

Restructuring balance, March 30, 2012 $ 9,719

12. Other (Income) expense, net

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

Successor Predecessor Successor Predecessor

Fiscal Quarter
Ended March 30

2012

Fiscal Quarter
Ended
April 1

2011

Six Fiscal Months
Ended

March 30
2012

Six Fiscal Months
Ended April 1

2011
Investment and interest income $ (29) $ (80) $ (65) $ (146) 
Gain on sale of investments �  �  �  (1,393) 
Loss on escrow receivable �  �  57 �  
(Increase) decrease in the fair value of
derivative instruments (240) (1,497) 928 5,779
Other 153 371 (86) 405

Other (income) expense, net $ (116) $ (1,206) $ 834 $ 4,645

Other income, net of $0.1 million during the Successor fiscal quarter ended March 30, 2012 primarily consisted of a $0.2 million increase in the
fair value of the Company�s warrant to purchase 6.1 million shares of Mindspeed common stock. Other income of $1.2 million, net during the
Predecessor fiscal quarter ended April 1, 2011 primarily consisted of a $1.5 million increase in the fair value of the Company�s warrant to
purchase 6.1 million shares of Mindspeed common stock.

Other expense, net of $0.8 million during the Successor six fiscal months ended March 30, 2012 primarily consisted of a $0.9 million decrease
in the fair value of the Company�s warrant to purchase 6.1 million shares of Mindspeed common stock. Other expense, net of $4.6 million, during
the Predecessor six fiscal months ended April 1, 2011 primarily consisted of a $5.8 million decrease in the fair value of the Company�s warrant to
purchase 6.1 million shares of Mindspeed common stock, partially offset by a $1.4 million gain on sale of equity investments.

13. Related Party Transactions

Conexant Holdings

Effective upon completion of the Merger, the Company became a wholly-owned subsidiary of Conexant Holdings. All equity interests in
Conexant Holdings are beneficially owned, directly or indirectly, by funds managed by Golden Gate Capital. The Company has not entered into
any material transactions with Conexant Holdings or Golden Gate Capital (or any of its affiliates).

Certain employees of the Company have purchased shares of Class L Common Stock of Conexant Holdings, at a cost of approximately $0.6
million, representing their fair value at the time of purchase.
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Following completion of the Merger, Conexant Holdings adopted the Plan. Stock option awards issued to employees of the Company under the
Plan are settled in shares of the Class A Common Stock. Since the Company�s employees are the beneficiaries of the stock options granted under
the Plan, expense for the stock options is recorded in the Company�s financial statements. As of March 30, 2012, a total of 12,732,500 options
have been granted and are outstanding pursuant to the Plan.

Mindspeed Technologies, Inc. (Mindspeed)

In the Predecessor period October 2, 2010 through April 1, 2011, one member of the Company�s Board of Directors also served on the Board of
Mindspeed. At the consummation of the Merger all of the Company�s board members resigned. As of March 30, 2012 and September 30, 2011,
the Company held a warrant to purchase 6.1 million shares of Mindspeed common stock at an exercise price of $16.74 per share exercisable
through June 2013. No amounts were due to or receivable from Mindspeed at March 30, 2012 or September 30, 2011.
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14. Geographic Information

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

Successor Predecessor Successor Predecessor

Fiscal Quarter
Ended March 30

2012

Fiscal Quarter
Ended
April 1

2011

Six Fiscal Months
Ended

March 30
2012

Six Fiscal Months
Ended April 1

2011
United States $ 621 $ 2,284 $ 1,770 $ 5,201
Other Americas 241 224 388 698

Total Americas 862 2,508 2,158 5,899
China 20,401 25,118 41,040 51,180
Taiwan 1,906 5,253 5,386 9,517
Asia-Pacific 9,536 9,834 18,095 21,873

Total Asia-Pacific 31,843 40,205 64,521 82,570

Europe, Middle East and Africa 599 416 1,328 770

$ 33,304 $ 43,129 $ 68,007 $ 89,239

The Company believes that a portion of the products sold to original equipment manufacturers (�OEMs�) and third-party manufacturing service
providers in the Asia-Pacific region is ultimately shipped to end-markets in the Americas and Europe. One distributor accounted for 21% and
16% of net revenues for the Successor fiscal quarter ended March 30, 2012 and the Predecessor fiscal quarter ended April 1, 2011, respectively,
and 18% and 14% for the Successor six fiscal months ended March 30, 2012 and Predecessor six fiscal months ended April 1, 2011,
respectively. Sales to the Company�s twenty largest customers represented approximately 91% and 90% of total revenues for both the Successor
fiscal quarter ended March 30, 2012 and the Predecessor fiscal quarter ended April 1, 2011, respectively, and 90% and 89% for the Successor
six fiscal months ended March 30, 2012 and Predecessor six fiscal months ended April 1, 2011, respectively.

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

March 30,
2012

September 30,
2011

United States $ 19,663 $ 22,705
India 858 940
China 254 323
Asia-Pacific 471 607

$ 21,246 $ 24,575

The following have been excluded from the geographic presentation of long-lived assets above as of March 30, 2012 and September 30, 2011,
respectively: goodwill totaling and $192.0 million and $223.1 million; intangible assets totaling $41.0 million and $68.4 million, respectively,
the Mindspeed warrant totaling $0.8 million and $1.7 million, respectively and deferred taxes of $1.6 million and $1.3 million, respectively.
Other than deferred taxes, these items are located in the United States and disclosed separately.

15. Subsequent Events
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The Company has evaluated subsequent events to assess the need for potential recognition or disclosure in this report. Such events were
evaluated through the date these financial statements were issued. Based upon this evaluation, it was determined that no subsequent events
occurred that require recognition or disclosure in the financial statements.
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ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis, as well as information contained in �Risk Factors� in Part II, Item 1A and elsewhere in this Quarterly
Report on Form 10-Q, contains �forward-looking statements� within the meaning of Section 27A of the Securities Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1934, as amended. We intend that these forward-looking statements be subject to the safe harbors
created by those provisions. Forward-looking statements are generally written in the future tense and/or are preceded by words such as �will,�
�may,� �should,� �forecast,� �could,� �expect,� �suggest,� �believe,� �anticipate,� �intend,� �plan,� or other similar words. Forward-looking statements include
statements regarding (1) our liquidity, including our ability to restructure our long term debt and obtain additional borrowings, (2) revenue
levels, including the commercial success of our design activities and new products, (3) our operating cash flow, (4) our research and
development efforts, (5) our gross profit and breakeven revenue level and factors that affect gross profit and the breakeven revenue level, (6) our
the ability to sell non-core assets or business units, (7) our level of operating expenses, (8) our customers, partners and suppliers, (9) our the
ability to sell equity securities, and (10) industry trends. The following discussion should be read in conjunction with the attached condensed
unaudited consolidated financial statements and notes thereto, included in Part I, Item 1 of this Quarterly Report on Form 10-Q and the Risk
Factors included in Part II, Item 1A of this Quarterly Report on Form 10-Q, as well as other cautionary statements and risks described elsewhere
in this Quarterly Report on Form 10-Q. The following discussion should also be read in conjunction with our audited consolidated financial
statements and notes thereto and Management�s Discussion and Analysis of Financial Condition and Results of Operations and Risk Factors
contained in our Annual Report on Form 10-K for the fiscal year ended September 30, 2011.

Overview

We design, develop and sell semiconductor system solutions, comprised of semiconductor devices, software and reference designs, for imaging,
audio, embedded-modem, and video applications. These solutions include a comprehensive portfolio of imaging solutions for multifunction
printers (MFPs), fax platforms, and interactive display appliance market segments. Our audio solutions include high-definition (HD) audio
integrated circuits, HD audio codecs, speakers-on-a-chip solutions for personal computers, PC peripheral sound systems, audio subsystems,
speakers, notebook docking stations, voice-over-IP speakerphones, USB headsets supporting Microsoft Office Communicator and Skype, and
audio-enabled surveillance applications. We also offer a full suite of embedded-modem solutions for set-top boxes, point-of-sale systems, home
automation and security systems, and desktop and notebook PCs. Additional products include decoders and media bridges for video
surveillance, security and monitoring applications, and system solutions for analog video-based multimedia applications.

The operating results for the Predecessor fiscal quarter and six fiscal months ended April 1, 2011 have not been prepared on a pro forma basis
under applicable regulations and may not reflect the actual results we would have achieved absent the Merger, defined below, and may not be
predictive of future results of operations.

Merger with Conexant Holdings, Inc.

On April 19, 2011, Conexant completed a merger with Gold Acquisition Corp., a Delaware corporation (�Merger Sub�), and a wholly owned
subsidiary of Gold Holdings, Inc., a Delaware corporation, which was subsequently renamed Conexant Holdings, Inc. (�Conexant Holdings�).
Pursuant to the Agreement and Plan of Merger (the �Merger Agreement�), dated as of February 20, 2011, by and among the Company, Gold
Holdings, Inc. and Merger Sub, Merger Sub was merged with and into the Company with the Company surviving as a wholly owned subsidiary
of Conexant Holdings (the �Merger�). In connection with the Merger, shares of our common stock ceased to be traded on The NASDAQ Stock
Market after the close of market on April 19, 2011. For the purposes of presentation and disclosure, all references to �Predecessor� relate to
Conexant and its consolidated subsidiaries for periods prior to the Merger. All references to �Successor� relate to Conexant and its consolidated
subsidiaries merged with Merger Sub for periods subsequent to the Merger.

The aggregate consideration for all equity securities including cancelled and converted stock options and restricted stock units (�RSUs�) of the
Company was $203.8 million. An additional $0.1 million of consideration was paid to satisfy an existing bank line of credit outstanding on the
Merger date. The Merger was funded with the proceeds of equity contributions from Golden Gate Capital and affiliated entities in the amount of
$203.9 million.

Sale of Real Property

On December 22, 2010, we sold certain real property adjacent to our Newport Beach, California headquarters to Uptown Newport L.P. for
$23.5 million, which at the sale date consisted of $21.5 million in cash and a limited partnership interest in the property valued at $2.0 million.
The property primarily consists of approximately 25 acres of land, and included two leased buildings, improvements and site development costs.
The net book value of the property sold was as follows (in thousands):
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Predecessor
Land $ 1,662
Land and leasehold improvements, net 356
Buildings, net 5,610
Machinery and equipment, net 262
Site development costs 7,583

$ 15,473
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We have continuing involvement with the property related to groundwater and soil remediation, and therefore at the time of the sale deferred the
gain of $6.9 million on the monetary portion of the proceeds of the transaction, net of transaction costs of $0.4 million. The deferred gain was
eliminated in the Merger purchase price allocation. Responsibility for soil remediation was transferred to Uptown Newport L.P. but we retained
certain obligations to assist in the soil remediation process for up to five years (or earlier under certain circumstances set forth in the agreement
between the parties). Responsibility for groundwater remediation remains with us. We have accrued $3.8 million of reserves as of March 30,
2012 based on our best estimate of remaining remediation costs, of which $2.7 million is classified in long-term other liabilities. The reserve for
remediation costs is recorded at its undiscounted value because the amount and timing of cash payments are not fixed or reliably determinable.

We retained an approximately 7.5% limited partnership interest in the property with a value of $0.4 million at the Merger date and as of March
30, 2012. The limited partnership interest holds its limited partnership interest in Uptown Newport L.P., which will own, operate and develop
the real property sold by us in December 2010. We have the option to sell its partnership interest to the developer at $2.0 million plus a 12%
return, if Uptown Newport L.P obtains certain financing. The $0.4 million estimated realizable value was derived in large part based on our
estimate of the probability that we will be able to liquidate its investment pursuant to the terms of the sale agreement.

Critical Accounting Policies

The consolidated financial statements have been prepared in accordance with US GAAP, which require us to make estimates and assumptions
that affect the amounts reported in our consolidated financial statements and accompanying notes. Actual results could differ from those
estimates. Information with respect to our critical accounting policies that we believe have the most significant effect on our reported results and
require subjective or complex judgments of management is contained on pages 27 through 39 of the Management�s Discussion and Analysis of
Financial Condition and Results of Operations in our Annual Report on Form 10-K for the fiscal year ended September 30, 2011, which was
filed with the SEC on December 29, 2011. Management believes that at March 30, 2012 there has been no material change to this information.

Results of Operations

Net Revenues

Net revenues consist of product sales, which we generally recognize upon shipment, less an estimate for returns and allowances. We sell our
products to distributors, contract manufacturers (ODMs) and end-customers (OEMs), whose products include our products. End customers may
purchase directly from us or may purchase from distributors or contract manufacturers.

Our net revenues decreased 23% to $33.3 million in the Successor fiscal quarter ended March 30, 2012 from $43.1 million in the Predecessor
fiscal quarter ended April 1, 2011. The decrease in net revenues was driven by a 31% decrease in unit volume shipments in modems, imaging,
video and wireless, primarily driven by the overall weakness in the semiconductor industry, which was partially offset by higher audio volume
and an increase in ASPs in the modem, imaging and wireless product line.

Our net revenues decreased 24% to $68.0 million in the Successor six fiscal months ended March 30, 2012 from $89.2 million in the
Predecessor six fiscal months ended April 1, 2011. The decrease in net revenues was driven by a 21% decrease in ASPs and a 3% decrease in
unit volume shipments. The pricing decrease between the six fiscal months ended March 30, 2012 and the six fiscal months ended April 1, 2011
was attributable to a change in product mix, along with a pricing decrease in our audio solutions. The volume decrease between the six fiscal
months ended March 30, 2012 and the six fiscal months ended April 1, 2011 was driven by a decrease in legacy product unit shipments,
including our computer modems, modems for digital television platforms in Japan, and wireless solutions, along with declines in our imaging
solutions.

We remain focused on capturing higher market share for our existing products and delivering new and innovative solutions for audio, video and
imaging applications.

Gross Margin

Gross margin represents net revenue less cost of goods sold. As a fabless semiconductor company, we use third parties for wafer production and
assembly and test services. Our cost of goods sold consists predominantly of purchased finished wafers, assembly and test services, royalties,
labor and overhead associated with product procurement and, in the Predecessor period, non-cash stock-based compensation charges for
procurement personnel.
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Our gross margin percentage was 56% for both the Successor fiscal quarter ended March 30, 2012 and the Predecessor fiscal quarter ended
April 1, 2011. Cost of goods sold in the Successor fiscal quarter ended March 30, 2012 includes a $0.3 million sell-off of fair value applied to
inventory as part of the purchase price allocated in connection with the Merger. Excluding the inventory purchase price fair value, our gross
margin percentage for the Successor fiscal quarter ended March 30, 2012 was 57%. The 1% increase in gross margin percentage was due to
overall improved product and customer mix combined with cost reductions.

Our gross margin percentage was 58% for both the Successor six fiscal months ended March 30, 2012 and the Predecessor six fiscal months
ended April 2, 2010. Cost of goods sold in the Successor six fiscal months ended March 30, 2012 includes a $0.6 million sell-off of fair value
applied to inventory as part of the purchase price allocated in connection with the Merger. Excluding the inventory purchase price fair value, our
gross margin percentage for the Successor six fiscal months ended March 30, 2012 was 59%. The 1% increase in gross margin percentage was
due to overall improved product and customer mix combined with cost reductions.

Research and Development

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

R&D expense decreased $2.5 million, or 17%, in the Successor fiscal quarter ended March 30, 2012 compared to the Predecessor fiscal quarter
ended April 1, 2011. The decrease is primarily due to a 24% decrease in headcount.

R&D expense decreased $3.3 million, or 11.8%, in the Successor six fiscal months ended March 30, 2012 compared to the six Predecessor fiscal
months ended April 1, 2011. The decrease is primarily due to a 24% decrease in headcount.

Selling, General and Administrative

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

SG&A expense decreased $3.6 million, or 33%, in the Successor fiscal quarter ended March 30, 2012 compared to the Predecessor fiscal quarter
ended April 1, 2011. The decrease is primarily due to a 20% decrease in headcount and lower expense for professional services.

SG&A expense decreased $7.0 million, or 31%, in the Successor six fiscal months ended March 30, 2012 compared to the Predecessor six fiscal
months ended April 1, 2011. The decrease is primarily due to a 20% decrease in headcount and lower expense for professional services.

Amortization of Intangible Assets

Intangible assets subject to amortization as of March 30, 2012 were $13.0 million and are being amortized over a weighted-average remaining
period of approximately 5.9 years.

Amortization expense increased to $2.0 million in the Successor fiscal quarter ended March 30, 2012 compared to $0.3 million in the
Predecessor fiscal quarter ended April 1, 2011, respectively. The increase is due to assets recorded in connection with the Merger.

Amortization expense increased to $4.1 million in the Successor six fiscal months ended March 30, 2012 compared to $0.1 million in the
Predecessor six fiscal months ended April 1, 2011, respectively. The increase is due to assets recorded in connection with the Merger.

Gain on Sale of Intellectual Property

In the Predecessor fiscal quarter ended December 31, 2010, we sold certain internally developed Conexant RF Patents and MPEG Patents to
Skyworks and terminated our exclusive rights in Skyworks RF Patents obtained pursuant to an agreement we entered into with Skyworks in
2003, in exchange for non-exclusive licenses to each of the Conexant RF Patents, MPEG Patents and Skyworks RF Patents and $1.25 million in
cash. We received $0.6 million of the sale price in November 2010 and the remainder in March 2011. The entire $1.25 million was recognized
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Asset Impairments

During the second quarter of fiscal 2012, we determined that indicators of impairment existed based on two factors: (1) our operating results for
the fiscal quarter ended March 30, 2012 and (2) decreases in sales forecasts for future periods. As a result of these indicators of impairment, we
tested our amortizable intangible assets by comparing the sum of the undiscounted cash flows related to customer relationship, patent and R&D
intangible assets to their respective carrying values as of March 30, 2012. The sum of undiscounted cash flows related to the customer
relationships intangible asset was less than its carrying value. As a result we recorded an impairment charge of $15.4 million which represented
the difference between its fair value and its carrying value as of March 30, 2012. The sum of undiscounted cash flows related to the patent and
R&D intangible assets was greater than their carrying value as of March 30, 2012. As a result, we did not record any impairment charge on the
patent and R&D intangible assets as of March 30, 2012.

We tested our indefinite-lived intangible assets for impairment by comparing the fair value of the indefinite-lived intangible assets to their
carrying amounts. The fair value of the IPR&D intangible asset was determined based on a discounted cash flow model using the revised sales
forecast for each project that continued to be classified as IPR&D as of March 30, 2012. Based on this, we determined that the fair value of the
IPR&D intangible asset was less than the carrying amount of the IPR&D intangible asset as of March 30, 2012, resulting in an impairment
charge of $6.0 million.

An IPR&D project completed in the fiscal quarter ended March 30, 2012 had a fair value of $1.9 million compared with the historical carrying
value of the project in IPR&D of $2.8 million as of March 30, 2012. This resulted in an impairment charge of $0.9 million. The fair value of the
trade name and trademarks intangible asset, based on a discounted cash flow model using the revised sales forecast was less than the carrying
amount of trade name and trademarks which resulted in an impairment charge of $1.1 million.

As a result of these indicators of impairment described above, we recorded a goodwill impairment charge of $31.5 million in the fiscal quarter
ended March 30, 2012 representing the excess of goodwill over the implied fair value of goodwill calculated as of March 30, 2012.

There were no asset impairments recorded during the Predecessor fiscal quarter and six fiscal months ended April 1, 2011.

Special Charges

For the Successor fiscal quarter ended March 30, 2012, special charges consisted primarily of $0.3 million increase in the liability for impaired
leases due to increases in projected expenses and reduction in sub-tenant income, $0.2 million of charges for certain environmental matters and
$0.1 million of severance charges resulting from reduction in headcount after the Merger, offset by $0.3 million reduction of restructuring
liability due to reduction of projected expenses and increases in sub-tenant income and $0.1 million reduction of legal costs related to the
Merger. For the Predecessor fiscal quarter ended April 1, 2011, special charges consisted primarily of $11.6 million for merger transaction
charges, including payment of a $7.7 million fee for termination of the SMSC Agreement and $3.9 million of financial advisory, legal and other
fees related to the terminated merger with SMSC and the Merger, $0.9 million of severance charges resulting from certain reduction in
headcount, $0.3 million for restructuring charges related to accretion of lease liability and $0.1 million of charges for certain environmental
matters.

For the Successor six fiscal months ended March 30, 2012, special charges consisted primarily of $1.8 million of severance charges resulting
from reductions in headcount after the Merger, $0.2 million of charges for certain environmental matters and a $0.2 million increase in the
liability for impaired leases due to increases in projected expenses and a reduction in sub-tenant income, offset by a $0.5 million reduction of
restructuring liability due to reduction of projected expenses and increases in sub-tenant income. For the Predecessor six fiscal months ended
April 1, 2011, special charges consisted primarily of $11.6 million for merger transaction charges, including payment of a $7.7 million fee for
termination of the SMSC Agreement and $3.9 million of financial advisory, legal and other fees related to the terminated merger with SMSC
and the Merger, $2.8 million of severance charges resulting from certain reductions in headcount, a $0.7 million increase in restructuring
liability due to accretion of lease liability and $0.1 million of charges for certain environmental matters.

Interest Expense

Interest expense decreased $1.7 million to $3.8 million in the Successor fiscal quarter ended March 30, 2012 from $5.5 million in the
Predecessor fiscal quarter ended April 1, 2011. The decrease is primarily attributable to $1.2 million amortization of the $20.1 million debt
premium on our 11.25% senior secured notes recorded at the Merger date. Interest expense in the Predecessor fiscal quarter ended April 1, 2011
includes interest and debt discount expense on the convertible notes of $0.2 million.
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Interest expense decreased $3.6 million to $7.6 million in the Successor six fiscal months ended March 30, 2012 from $11.2 million in the
Predecessor six fiscal months ended April 1, 2011. The decrease is primarily attributable to a $2.3 million amortization of the $20.1 million debt
premium on the Company�s 11.25% senior secured notes recorded at the Merger date. Interest expense in the Predecessor six fiscal months ended
April 1, 2011 includes interest and debt discount expense on the convertible notes of $0.4 million.
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Other (Income) Expense, net

Other income, net of $0.1 million during the Successor fiscal quarter ended March 30, 2012 primarily consisted of a $0.2 million increase in the
fair value of the Company�s warrant to purchase 6.1 million shares of Mindspeed common stock. Other (income), net of $1.2 million during the
Predecessor fiscal quarter ended April 1, 2011 primarily consisted of a $1.5 million increase in the fair value of our warrant to purchase
6.1 million shares of Mindspeed common stock.

Other expense, net of $0.8 million during the Successor six fiscal months ended March 30, 2012 primarily consisted of a $0.9 million decrease
in the fair value of the Company�s warrant to purchase 6.1 million shares of Mindspeed common stock. Other expense, net of $4.6 million during
the six Predecessor fiscal months ended April 1, 2011 primarily consisted of a $5.8 million decrease in the fair value of the Mindspeed warrant
partially offset by a $1.4 million gain on sale of equity investments.

Income Tax (Benefit) Provision

We recorded a tax benefit of $9.3 million for the Successor fiscal quarter ended March 30, 2012 primarily reflecting a $9.3 million decrease in
deferred tax liability resulting from the impairment of the tax basis of indefinite-lived intangible assets and goodwill. We recorded a tax benefit
of $9.0 million for the six fiscal months ended March 30, 2012 primarily reflecting a $6.5 million net decrease in deferred tax liability resulting
from the impairment of the tax basis of indefinite-lived intangible assets and goodwill offset by amortization of the tax basis of indefinite-lived
intangible assets and goodwill and $2.5 million release of estimated reserves for uncertain tax positions.

We recorded a tax provision of $0.3 million and $0.4 million, respectively, for the fiscal quarter and six fiscal months ended April 1, 2011,
primarily reflecting income taxes imposed on our foreign subsidiaries.

The acquisition of our common stock in connection with the Merger triggered an ownership change under Section 382. Section 382 imposes an
annual limitation (based upon the value at the time of the ownership change, as determined under Section 382) on the amount of taxable income
that can be offset with NOL carryovers that existed at time of the acquisition. Section 383 will also limit our ability to use R&D tax credit
carryovers. In addition, as the tax basis of our assets exceeded the fair market value of our assets at the time of the ownership change,
Section 382 will also limit our ability to use amortization of capitalized R&D and goodwill to offset taxable income for the first five years
following the Merger. Any unused annual limitation may be carried over to later years until the applicable expiration date for the respective
NOLs. Similar limitations have been implemented by states and certain foreign jurisdictions. The change of ownership resulting from the
Merger has significantly limited our ability to utilize our federal and state deferred tax assets and impaired the carrying value of the deferred tax
assets and changed the amount of our unrecognized tax benefits. As the federal and state deferred tax assets are fully reserved, this impairment
has not had an impact on our current year financial position or results of operations. However, the limitation on the use of our NOLs, credits and
amortization which resulted from the ownership changes could adversely impact our future operating results and financial condition.

In the fiscal quarter ended March 30, 2012, we determined that it was not in our best interest to elect under Section 338 of the Internal Revenue
Code to treat the Merger as if it were an asset purchase for federal income tax purposes. There was no impact on our financial position and
results of operations and cash flows of electing not to make the Section 338 election.

Income (Loss) on Equity Method Investments

Income (loss) on equity method investments includes our share of the earnings or losses of the investments that are recorded under the equity
method of accounting, as well as the gains and losses recognized on the sale of our equity method investments.

Income on equity method investments for the Successor fiscal quarter ended March 30, 2012 and the Predecessor fiscal quarter ended April 1,
2011 of $0.7 million and $0.8 million, respectively, was due to earnings on one of our equity method investments.

Loss on equity method investment for the Successor six fiscal months ended March 30, 2012 of $0.4 million was due to losses incurred on one
of our equity method investments. Income on equity method investments in the Predecessor six fiscal months ended April 1, 2011 of $1.5
million was due to earnings on one of our equity method investment.

Loss from Discontinued Operations, net of tax

Loss from discontinued operations, net of tax, consists of the operating results of our discontinued BMP and BBA businesses. In the Successor
fiscal quarter and six fiscal months ended March 30, 2012, loss from discontinued operations consisted of lease accretion and other expense of
$0.4 million and $0.9 million, respectively, related to our discontinued BMP business. In the Predecessor fiscal quarter ended April 1, 2011, loss
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Predecessor six fiscal months ended April 1, 2011, loss from discontinued operations consisted of lease accretion of $0.8 million related to our
discontinued BMP business offset by credits to expense of $0.4 million, primarily tax benefits, related to our discontinued BBA business.
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Liquidity and Capital Resources

Historically, we have financed our operations and capital investments through sales of equity securities, long term debt, capital and operating
leases, the sale of assets, bank lines of credit and cash flows from operations. During the six months ending March 30, 2012, we consumed $13.7
million of cash. The decrease was primarily due to cash used in operating activities of $13.8 million and $0.1 million capital expenditures, offset
by a $0.2 million release of restricted cash. We had cash and cash equivalents aggregating $24.3 million at March 30, 2012. Under our operating
plan, we plan to finance our operations and meet our debt service requirements and capital expenditure requirements primarily through some
combination of cash flows provided by operations, debt restructuring, new borrowing agreements and sales of non-core assets.

We anticipate that our existing cash resources and successful execution of our operating plan will fund operations, finance purchases of capital
equipment and provide adequate working capital for at least the next twelve months. Our liquidity is affected by many factors including, among
others: the ability to restructure our long term debt, including semi-annual interest payments of $9.8 million under the current indenture; the
ability to secure a line of credit; the ability to sell non-core assets or business units; access to additional debt and equity financing; the level of
revenue, gross profit, operating income and cash flow from operations; the conversion of design opportunities into revenue; market acceptance
of existing and new products; costs of securing access to and availability of adequate manufacturing capacity; levels of inventories; wafer
purchase commitments; customer and supplier credit terms; spending incurred for environmental remediation; cash required to meet our
financial obligations for restructured and impaired facilities; the amount and timing of research and development and other operating
expenditures; the timing and expense of new product introductions; production volumes; product quality; sales and marketing efforts; the value
and liquidity of our asset portfolio; changes in operating assets and liabilities; the ability to remain in compliance with the terms of credit
facilities; the ability to raise funds from the sale of assets or business units; and other factors related to the uncertainties of the industry and
global economics. Accordingly, there can be no assurance that events in the future will not require us to seek additional capital or, if so required,
that such capital will be available on terms acceptable to us. Failure to execute our operating plan could adversely affect our cash flows and our
ability to achieve our intended business objectives. Cash flows are as follows (in thousands):

Successor Predecessor
Six Fiscal Months
Ended March 30,

2012

Six Fiscal Months
Ended April 1,

2011
Net cash used in operating activities $ (13,797) $ (19,938) 
Net cash provided by investing activities 59 42,509
Net cash used in financing activities �  (11,865) 

Net (decrease) increase in cash and cash equivalents $ (13,738) $ 10,706

Operating Activities

Cash used in operating activities was $13.8 million in the Successor six months fiscal months ended March 30, 2012 compared to $19.9 million
provided by operating activities for the Predecessor six months ended April 1, 2011. Cash used in operating activities for the Successor six fiscal
months ended March 30, 2012 was primarily driven by a net loss of $61.9 million and a $6.4 million decrease from changes in working capital,
offset by $54.5 million of net non-cash operating expenses. Cash provided by operating activities for the Predecessor six fiscal months ended
April 1, 2011 was primarily driven by a net loss of $28.5 million, offset by $7.8 million of net non-cash operating expenses and a $0.8 million
increase from changes in working capital.

Investing Activities

Cash provided by investing activities was $0.1 million for the Successor six fiscal months ended March 30, 2012 compared to cash provided by
investing activities of $42.5 million for the Predecessor six fiscal months ended April 1, 2011. Cash provided by investing activities for the
Successor six fiscal months ended March 30, 2012 consisted primarily of release of restricted cash of $0.2 million, offset by capital expenditures
of $0.1 million. Cash provided by investing activities for the Predecessor six fiscal months ended April 1, 2011 was primarily driven by
proceeds from the sale of real property of $21.1 million, proceeds from the maturity of marketable securities of $20.0 million, proceeds from the
sale of intellectual property of $1.3 million and proceeds from the sale of equity investments of $0.8 million, offset by capital expenditures of
$0.8 million.
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Financing Activities

There was no cash provided by financing activities in the Successor six fiscal months ended March 30, 2012 compared to $11.9 million used in
financing activities for the Predecessor six fiscal months ended April 1, 2011. Cash used in financing activities for the Predecessor six fiscal
months ended April 1, 2011 was primarily driven by the redemption of our remaining $11.2 million of outstanding 4.00% convertible
subordinated notes due 2026 and employee tax paid by us in lieu of issuing restricted stock units of $0.7 million.

Recent Financing Transactions

On April 19, 2011, the Predecessor was acquired for $203.9 million, funded with the proceeds of equity financings from Golden Gate Capital
and affiliated entities.

On March 1, 2011, we redeemed the remaining $11.2 million of 4.00% convertible subordinated notes due 2026.

On December 22, 2010, we sold certain real property adjacent to our Newport Beach, California headquarters to Uptown Newport L.P. for
$23.5 million, which at the sale date consisted of $21.5 million in cash and a limited partnership interest in the property valued at $2.0 million.

Effective on the date of the Merger, our credit facility with a bank was terminated. No amounts were due under the facility at the termination
date.

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

Contractual Obligations and Commitments

There have been no material changes to our contractual obligations from those previously disclosed in our Annual Report on Form 10-K for our
fiscal year ended September 30, 2011. For a summary of the contractual commitments at September 30, 2011, see Part II, Item 7, page 38 in our
2011 Annual Report on Form 10-K.

Off-Balance Sheet Arrangements

We have made guarantees and indemnities, under which we may be required to make payments to a guaranteed or indemnified party, in relation
to certain transactions. In connection with our spin-off from Rockwell International Corporation (�Rockwell�), we assumed responsibility for all
contingent liabilities and then-current and future litigation (including environmental and intellectual property proceedings) against Rockwell or
its subsidiaries in respect of the operations of the semiconductor systems business of Rockwell. In connection with our contribution of certain of
our manufacturing operations to Jazz Semiconductor, Inc. (now �TowerJazz�), we agreed to indemnify TowerJazz for certain environmental
matters and other customary divestiture-related matters. In connection with our sale of the BMP business to NXP, we agreed to indemnify NXP
for certain claims related to the transaction. In connection with our sale of the BBA business to Ikanos, we agreed to indemnify Ikanos for
certain claims related to the transaction. In connection with the sales of our products, we provide intellectual property indemnities to our
customers. In connection with certain facility leases, we have indemnified our lessors for certain claims arising from the facility or the lease. We
also have employment agreements with certain key employees. Under certain circumstances, these agreements may require severance payments
and/or continuation of certain insurance benefits. We indemnify our directors and officers to the maximum extent permitted under the laws of
the State of Delaware.

The durations of our guarantees and indemnities vary, and in many cases are indefinite. The guarantees and indemnities to customers in
connection with product sales generally are subject to limits based upon the amount of the related product sales. The majority of other
guarantees and indemnities do not provide for any limitation of the maximum potential future payments we could be obligated to make. We have
not recorded any liability for these guarantees and indemnities in our consolidated balance sheets. Product warranty costs are not significant. We
have other outstanding letters of credit collateralized by restricted cash aggregating $4.9 million to secure various long-term operating leases and
our self-insured worker�s compensation plan. The restricted cash associated with these letters of credit is classified as other long-term assets on
the consolidated balance sheets.

Special Purpose Entities
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We have one special purpose entity, Conexant CF, which is not permitted, nor may its assets be used, to guarantee or satisfy any of our
obligations or those of our subsidiaries. Effective on the closing date of the Merger, Conexant CF�s existing credit facility between Conexant CF
and a bank was terminated. No amounts were due under the facility at the termination date.
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Recently Issued Accounting Pronouncements

In September 2011 the FASB issued new accounting guidance intended to simplify goodwill impairment testing. Entities will be allowed to
perform a qualitative assessment on goodwill impairment to determine whether a quantitative assessment is necessary. This guidance is effective
for goodwill impairment tests performed in interim and annual periods for fiscal years beginning after December 15, 2011. Early adoption is
permitted. The adoption of this guidance will not have a material impact on our financial statements.

In June 2011, the Financial Accounting Standards Board, (�FASB�), issued guidance regarding the presentation of comprehensive income. The
new standard requires the presentation of comprehensive income, the components of net income and the components of other comprehensive
income either in a single continuous statement of comprehensive income or in two separate but consecutive statements. The new standard also
requires presentation of adjustments for items that are reclassified from other comprehensive income to net income in the statement where the
components of net income and the components of other comprehensive income are presented. The updated guidance is effective on a
retrospective basis for financial statements issued for fiscal years, and interim periods within those fiscal years, beginning after December 15,
2011. The adoption of this guidance will not have a material impact on our financial statements.

In May 2011, the FASB issued additional guidance on fair value measurements that clarifies the application of existing guidance and disclosure
requirements, changes certain fair value measurement principles and requires additional disclosures about fair value measurements. The updated
guidance is effective on a prospective basis for financial statements issued for fiscal years, and interim periods within those fiscal years,
beginning after December 15, 2011. The adoption of this guidance will not have a material impact on our financial statements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Risk and Market Risk

Our financial instruments include cash and cash equivalents, a warrant to purchase Mindspeed common stock, long-term restricted cash and
long-term debt. Our main investment objectives are the preservation of investment capital and the maximization of after-tax returns on our
investment portfolio. Consequently, we invest with only high credit quality issuers, and we limit the amount of our credit exposure to any one
issuer.

Our cash and cash equivalents are not subject to significant interest rate risk due to the short maturities of these instruments. As of March 30,
2012, the carrying value of our cash and cash equivalents approximated fair value.

We hold a warrant to purchase approximately 6.1 million shares of Mindspeed common stock at an exercise price of $16.74 per share through
June 2013. For financial accounting purposes, this is a derivative instrument and the fair value of the warrant is subject to significant risk related
to changes in the market price of Mindspeed�s common stock. As of March 30, 2012, a 10% decrease in the market price of Mindspeed�s common
stock would result in a $0.3 million decrease in the fair value of this warrant. At March 30, 2012, the market price of Mindspeed�s common stock
was $6.37 per share. During the Successor fiscal quarter ended March 30, 2012, the market price of Mindspeed�s common stock ranged from a
low of $4.45 per share to a high of $7.28 per share.

Our long-term debt consists of our 11.25% senior secured notes with interest at fixed rates. The fair value of the 11.25% senior secured notes is
based on an indicative bid price provided by the underwriter of the senior secured notes.

The following table shows the fair values of our financial instruments as of March 30, 2012 (in thousands):

Carrying Value Fair Value
Cash and cash equivalents $ 24,318 $ 24,318
Mindspeed warrant 779 779
Long-term restricted cash 4,890 4,890
Long-term debt: senior secured notes 190,800 190,750

Exchange Rate Risk

We consider our direct exposure to foreign exchange rate fluctuations to be minimal. Currently, sales to customers and arrangements with
third-party manufacturers provide for pricing and payment in U.S. dollars, and, therefore, are not subject to exchange rate fluctuations. Increases
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in the value of the U.S. dollar relative to other currencies could make our products more expensive, which could negatively impact our ability to
compete. Conversely, decreases in the value of the U.S. dollar relative to other currencies could result in our suppliers raising their prices to
continue doing business with us. Fluctuations in currency exchange rates could affect our business in the future. At March 30, 2012, we did not
have any foreign currency exchange contracts outstanding.
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ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls (as defined in Rule 13a-15(e) under the Exchange Act) and procedures that are designed to ensure that
information required to be disclosed in our reports under the Exchange Act, is recorded, processed, summarized and reported within the time
periods specified in the SEC�s rules and forms and that such information is accumulated and communicated to management, including our
Principal Executive Officer and Principal Financial Officer, to allow timely decisions regarding required disclosure. In designing and evaluating
our disclosure controls and procedures, our management recognized that any system of controls and procedures, no matter how well designed
and operated, can provide only reasonable assurance of achieving the desired control objectives, as ours are designed to do, and management
necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible controls and procedures.

In connection with the preparation of this Quarterly Report on Form 10-Q, an evaluation was performed under the supervision and with the
participation of our management, including our Principal Executive Officer and Principal Financial Officer, of the effectiveness of the design
and operation of our disclosure controls and procedures. Based on that evaluation, our Principal Executive Officer and Principal Financial
Officer concluded that our disclosure controls and procedures were effective at the reasonable assurance level as of the end of the period covered
by this Quarterly Report on Form 10-Q to ensure that the information required to be disclosed by us in reports that we file or submit under the
Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC�s rules and forms, and to ensure that
the information required to be disclosed by us in reports that we file or submit under the Exchange Act is accumulated and communicated to our
management, including our Principal Executive Officer and Principal Financial Officer, as appropriate, to allow timely decisions regarding
required disclosure.

Changes in Internal Control Over Financial Reporting

There have been no changes in our internal control over financial reporting during the Successor fiscal quarter ended March 30, 2012, that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

We are subject to legal proceedings and claims in the ordinary course of our business. These claims potentially cover a variety of allegations
spanning our entire business. See Note 6 of Notes to Unaudited Consolidated Financial Statements included herein for a further discussion of
legal matters.

ITEM 1A. RISK FACTORS

Our business, liquidity, financial condition and results of operations can be impacted by a number of risk factors, any one of which could cause
our actual results to vary materially from recent results or from our anticipated future results. Any of these risks could materially and adversely
affect our business, liquidity, financial condition and results of operations, which in turn could materially and adversely affect the value of our
securities and our ability to repay our indebtedness. In addition, other factors that we do not anticipate, or that we do not consider significant
based on currently available information, may also materially adversely affect our business, liquidity, financial condition and results of
operations. Please read the other cautionary language contained elsewhere in this Quarterly Report on Form 10-Q, the audited consolidated
financial statements and notes thereto and Management�s Discussion and Analysis of Financial Condition and Results of Operations. In addition,
please review the risk factors discussed under the heading �Risk Factors� in our Annual Report on Form 10-K for the fiscal year ended
September 30, 2011, filed with the SEC on December 29, 2011, as well as the following risk factor, which is intended to supplement the risk
factors contained in our Annual Report.

We face a risk that capital needed for our business and to meet obligations under our long term debt will not be available when we need it.

Historically, we have financed our operations and capital investments through some combination of sales of equity securities, long term debt,
capital and operating leases, the sale of assets, bank lines of credit and cash flows from operations. As of March 30, 2012, our principal sources
of liquidity consisted of our cash and cash equivalents of $24.3 million, potential sales of non-core assets, possible debt restructuring
alternatives, additional borrowings, sale of equity securities and operating cash flow.

During March of 2012 we assessed our business outlook. Lower expected revenues and profits caused us to impair $23.4 million of intangible
assets and $31.5 million of goodwill during the fiscal quarter ending March 30, 2012. While we believe our long term prospects for growth and
profitability are strong, changes in our outlook over the next twelve months have negatively impacted our liquidity. Under our operating plan,
we expect to finance our operations and meet our debt service requirements and capital expenditure requirements primarily through cash flows
provided by operations, debt restructuring alternatives, new borrowing agreements and sales of non-core assets.

Our liquidity is affected by many factors including, among others: our ability to restructure our long term debt, including semi-annual interest
payments of $9.8 million under our current indenture; our ability to secure a line of credit; our access to additional debt and equity financing; our
ability to sell non-core assets or business units; our level of revenue, our gross profit, our operating income and cash flow from operations; our
conversion of design opportunities into revenue; market acceptance of existing and new products; our costs of securing access to and availability
of adequate manufacturing capacity; our levels of inventories; our wafer purchase commitments; customer and supplier credit terms; spending
incurred for environmental remediation; cash required to meet our financial obligations for restructured and impaired facilities; the amount and
timing of research and development and other operating expenditures; the timing and expense of new product introductions; production
volumes; product quality; sales and marketing efforts; the value and liquidity of our asset portfolio; changes in operating assets and liabilities;
the ability to remain in compliance with the terms of credit facilities; the ability to raise funds from the sale of assets or business units; and other
factors related to the uncertainties of the industry and global economics. Accordingly, there can be no assurance that events in the future will not
require us to seek additional capital or, if so required, that such capital will be available on terms acceptable to us. If we are unable to achieve
our operating plan or raise additional capital, we may be unable to achieve our intended business objectives.
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ITEM 6. EXHIBITS

Exhibit
No. Description

31.1 Certification of the Principal Executive Officer Pursuant to Rule 13a-14(a) or 15d-14(a) of the Securities Exchange Act of 1934.�

31.2 Certification of the Principal Financial Officer Pursuant to Rule 13a-14(a) or 15d-14(a) of the Securities Exchange Act of 1934.�

32 Certification by Principal Executive Officer and Principal Financial Officer Pursuant to Rule 13a-14(b) or 15d-14(b) of the
Securities Exchange Act of 1934 and 18 U.S.C. Section 1350.+

101.INS XBRL Instance Document*

101.SCH XBRL Taxonomy Extension Schema Document*

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document*

101.DEF XBRL Taxonomy Extension Definition Linkbase Document*

101.LAB XBRL Taxonomy Extension Label Linkbase Document*

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document*

� Filed herewith
+ Furnished herewith
* These exhibits are furnished in accordance with Rule 406T of Regulation S-T. The Interactive Data Files in Exhibit 101 shall not be deemed

filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and shall not be incorporated by reference into any
registration statement or other document filed under Sections 11 or 12 of the Securities Act of 1933, as amended, except as expressly set forth
by specific reference in such filings, and are not otherwise subject to liability under those sections.
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SIGNATURE

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

CONEXANT SYSTEMS, INC.

Date: May 14, 2012 By /s/ CARL M. MILLS
Carl M. Mills
Chief Financial Officer and Secretary

(Principal Financial Officer and Principal Accounting Officer)
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EXHIBIT INDEX

Exhibit
No. Description

31.1 Certification of the Principal Executive Officer Pursuant to Rule 13a-14(a) or 15d-14(a) of the Securities Exchange Act of 1934.�

31.2 Certification of the Principal Financial Officer Pursuant to Rule 13a-14(a) or 15d-14(a) of the Securities Exchange Act of 1934.�

32 Certification by Principal Executive Officer and Principal Financial Officer Pursuant to Rule 13a-14(b) or 15d-14(b) of the
Securities Exchange Act of 1934 and 18 U.S.C. Section 1350.+

101.INS XBRL Instance Document*

101.SCH XBRL Taxonomy Extension Schema Document*

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document*

101.DEF XBRL Taxonomy Extension Definition Linkbase Document*

101.LAB XBRL Taxonomy Extension Label Linkbase Document*

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document*

� Filed herewith
+ Furnished herewith
* These exhibits are furnished in accordance with Rule 406T of Regulation S-T. The Interactive Data Files in Exhibit 101 shall not be deemed

filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and shall not be incorporated by reference into any
registration statement or other document filed under Sections 11 or 12 of the Securities Act of 1933, as amended, except as expressly set forth
by specific reference in such filings, and are not otherwise subject to liability under those sections.
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