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PART I. FINANCIAL INFORMATION

ITEM 1.FINANCIAL STATEMENTS
Advanced Micro Devices, Inc.
Condensed Consolidated Statements of Operations (1)

(Unaudited)
Three Months Ended Nine Months Ended
SeptembeiS2Ptember 30, SeptembeS2Ptember 30,
2018 2017 2018 2017
(In millions, except per share amounts)
Net revenue $1,653 $ 1,584 $5,056 $ 3913
Cost of sales 992 1,013 3,146 2,578
Gross margin 661 571 1,910 1,335
Research and development 363 320 1,063 876
Marketing, general and administrative 148 132 424 382
Licensing gain — — — (52 )
Operating income 150 119 423 129
Interest expense (30 ) (31 ) (92 ) (95 )
Other expense, net (6 ) (3 ) 4 ) (11 )
Income before equity loss and income taxes 114 85 327 23
Provision for income taxes 12 22 26 30
Equity loss in investee — (2 ) 2 ) (7 )
Net income (loss) $102 $ 61 $299 $ (14 )
Earnings (loss) per share
Basic $0.10 $ 0.06 $0.31 $ (0.01 )
Diluted $0.09 $ 0.06 $0.28 $ (0.01 )
Shares used in per share calculation
Basic 987 957 976 947
Diluted 1,076 1,042 1,058 947

() Prior year amounts adjusted to reflect the retrospective application of ASU 2014-09, Revenue from Contracts with
Customers. Refer to Note 1.
See accompanying notes to condensed consolidated financial statements.

3




Edgar Filing: ADVANCED MICRO DEVICES INC - Form 10-Q

Advanced Micro Devices, Inc.
Condensed Consolidated Statements of Comprehensive Income (Loss) (1)

(Unaudited)
Egge:;Months Nine Months Ended
SeptemBep@29nber 30SeptemiSap2&mber 30,
2018 2017 2018 2017
(In millions)

Net income (loss) (I $102 $ 61 $299 $ (14 )

Other comprehensive income (loss), net of tax:
Unrealized gains (losses) on cash flow hedges:
Unrealized gains (losses) arising during the period G )Ss (16 ) 11
Reclassification adjustment for (gains) losses realized and included in net

income (loss) > @3 ) — @ )
Total change in unrealized gains (losses) on cash flow hedges — 2 (16 ) 7

Total other comprehensive income (loss) — 2 (16 ) 7
Cumulative-effect adjustment to accumulated deficit related to the adoption . ) o

of ASU 2016-01, Financial Instruments

Total comprehensive income (loss) $102 $ 63 $285 $ (7 )
(D) Prior year amounts adjusted to reflect the retrospective application of ASU 2014-09, Revenue from Contracts with
Customers. Refer to Note 1.

See accompanying notes to condensed consolidated financial statements.
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Advanced Micro Devices, Inc.
Condensed Consolidated Balance Sheets ()
(Unaudited)

ASSETS

Current assets:

Cash and cash equivalents

Marketable securities

Accounts receivable, net

Inventories, net

Prepayment and receivables—related parties
Prepaid expenses

Other current assets

Total current assets

Property and equipment, net

Goodwill

Investment: equity method

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Short-term debt, net

Accounts payable

Payables to related parties

Accrued liabilities

Other current liabilities

Total current liabilities

Long-term debt, net

Other long-term liabilities

Commitments and contingencies (See Note 12)
Stockholders’ equity:

Capital stock:

Common stock, par value $0.01; shares authorized: 2,250 on September 29, 2018

and 1,500 shares on December 30, 2017; shares issued: 1,007 on September 29,

2018 and 979 shares on December 30, 2017; shares outstanding: 999 on September

29, 2018 and 967 shares on December 30, 2017

Additional paid-in capital

Treasury stock, at cost (8 shares on September 29, 2018 and 12 shares on
December 30, 2017)

Accumulated deficit

Accumulated other comprehensive income (loss)

Total stockholders’ equity

Total liabilities and stockholders’ equity

September 29,

2018

December 30,
2017

(In millions, except par value amounts)

$ 1,046
10
1,207
738

53

60

200
3,314
318

289

58

368

$ 4,347

$ 136
508
533
688

13
1,878
1,167
177

10

8,666
(67

(7,474
10

$ 1,125
$ 4,347

$ 1,185
454

694

33

77

191
2,634
261

289

58

310

$ 3,552

$ 70
384
412
555
92
1,513
1,325
118

8,464
(108 )

(7,775 )
6

$ 596

$ 3,552

() Prior year amounts adjusted to reflect the retrospective application of ASU 2014-09, Revenue from Contracts with

Customers. Refer to Note 1.

See accompanying notes to condensed consolidated financial statements.
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Advanced Micro Devices, Inc.

Condensed Consolidated Statements of Cash Flows (1) (2

(Unaudited)
Nine Months Ended
Septembedieifiember 30,
2018 2017
(In millions)

Cash flows from operating activities:

Net income (loss) $299 $ (14 )
Adjustments to reconcile net income (loss) to net cash used in operating activities:

Depreciation and amortization 127 105
Provision for deferred income taxes — 3
Stock-based compensation expense 101 76
Amortization of debt discount and issuance costs 29 27

Loss on debt redemption 7 9

Other 2 4

Changes in operating assets and liabilities:

Accounts receivable (753 ) (527 )
Inventories 44 )5
Prepayment and receivables - related parties 20 )6

Prepaid expenses and other assets 26 ) (78 )
Payables to related parties 121 61

Accounts payable, accrued liabilities and other 121 11

Net cash used in operating activities 36 ) (312 )
Cash flows from investing activities:

Purchases of property and equipment 122 ) (69 )
Purchases of available-for-sale debt securities 45 ) 221 )
Proceeds from maturity of available-for-sale debt securities 35 221

Other — 2 )
Net cash used in investing activities (132 ) (71 )
Cash flows from financing activities:

Proceeds from (repayments of) short-term borrowings, net — 70

Proceeds from issuance of common stock through employee equity incentive plans 44 15
Repayments of long-term debt (15 ) (70 )
Other (1 ) (14 )
Net cash provided by financing activities 28 1

Net decrease in cash, cash equivalents, and restricted cash (140 ) (382 )
Cash, cash equivalents, and restricted cash at beginning of period 1,191 1,266

Cash, cash equivalents, and restricted cash at end of period $1,051 $ 884

Supplemental cash flow information:
Non-cash investing and financing activities:

Purchases of property and equipment, accrued but not paid $46 $ 53
Issuance of treasury stock to partially settle debt $103 $ 38
Non-cash additions of property, plant and equipment $9 $ 8
Reconciliation of cash, cash equivalents, and restricted cash

Cash and cash equivalents $1,046 $ 879
Restricted cash included in Other current assets 5 2
Restricted cash included in Other assets — 3

Total cash, cash equivalents, and restricted cash $1,051 $ 884
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() Prior year amounts adjusted to reflect the retrospective application of ASU 2014-09, Revenue from Contracts with
Customers. Refer to Note 1.

2> Amounts reflected adoption of ASU 2016-18, Statement of Cash Flows, Restricted Cash (Topic 230) beginning in
the first quarter of 2018.

See accompanying notes to condensed consolidated financial statements.

6




Edgar Filing: ADVANCED MICRO DEVICES INC - Form 10-Q

Notes to Condensed Consolidated Financial Statements

(Unaudited)

NOTE 1. Basis of Presentation and Significant Accounting Policies

Basis of Presentation. The accompanying unaudited condensed consolidated financial statements of Advanced Micro
Devices, Inc. and its subsidiaries (the Company or AMD) have been prepared in accordance with U.S. generally
accepted accounting principles (U.S. GAAP) for interim financial information and the instructions to Form 10-Q and
Article 10 of Regulation S-X. The results of operations for the three and nine months ended September 29, 2018
shown in this report are not necessarily indicative of results to be expected for the full year ending December 29,
2018. In the opinion of the Company’s management, the information contained herein reflects all adjustments
necessary for a fair presentation of the Company’s results of operations, financial position and cash flows. All such
adjustments are of a normal, recurring nature. The unaudited condensed consolidated financial statements should be
read in conjunction with the audited consolidated financial statements in the Company’s Annual Report on Form 10-K
for the year ended December 30, 2017.

The Company uses a 52 or 53 week fiscal year ending on the last Saturday in December. The three and nine months
ended September 29, 2018 and September 30, 2017 each consisted of 13 weeks and 39 weeks, respectively.

Principles of Consolidation. The condensed consolidated financial statements include the Company’s accounts and
those of its wholly-owned subsidiaries. Upon consolidation, all significant inter-company accounts and transactions
are eliminated.

Revenue Recognition. Revenue is recognized when a customer obtains control of promised goods or services and is
recognized in an amount that reflects the consideration which the Company expects to receive in exchange for those
goods or services. Sales, value-added, and other taxes collected concurrently with the provision of goods or services
are excluded from revenue. Shipping and handling costs associated with product sales are included in cost of sales.
Nature of products and services

The Company's microprocessors, chipsets, graphic processor units (GPUs), professional graphics products, server and
embedded processors, and System-on-Chip (SoC) products may be sold as standard non-custom products, or custom
products manufactured to customers’ specifications.

Non-custom products: The Company transfers control and recognizes revenue when non-custom products are shipped
to customers, which includes original equipment manufacturers (OEM) and distributors, in accordance with the
shipping terms of the sale. Certain OEMs may be entitled to rights of return and rebates under OEM agreements. The
Company also sells to distributors under terms allowing the majority of distributors certain rights of return and price
protection on unsold merchandise held by them. The Company estimates the amount of variable consideration under
OEM and distributor arrangements and, accordingly, records a provision for product returns, allowances for price
protection and rebates based on actual historical experience and any known events.

The Company offers incentive programs to certain customers, including cooperative advertising, marketing
promotions, volume based incentives and special pricing arrangements. Where funds provided for such programs can
be estimated, the Company recognizes a reduction to revenue at the time the related revenue is recognized; otherwise,
the Company recognizes such reduction to revenue at the later of when; i) the related revenue transaction occurs; or ii)
the program is offered. For transactions where the Company reimburses a customer for a portion of the customer’s cost
to perform specific product advertising or marketing and promotional activities, such amounts are recognized as a
reduction to revenue unless they qualify for expense recognition.

Custom products: Custom products which are associated with the Company’s Enterprise, Embedded, and Semi-Custom
segment (semi-custom products), under non-cancellable purchases orders and have no alternative use to the Company
at contract inception, are recognized as revenue, based on the value of the semi-custom products and expected margin,
over the time of production of the products by the Company. Sale of semi-custom products are not subject to a right of
return.

Development and intellectual property licensing agreements: From time to time, the Company may enter into
arrangements with customers that combine the provision of development services and a license to the right to use the
intellectual property (IP), which is deemed to be a single performance obligation. Accordingly, the Company
recognizes revenue for the entire consideration of the arrangement upon transfer of control of the IP license to the
customer.

10
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Customers are generally required to pay for products and services within the Company’s standard contractual terms,
which are typically net 30 to 60 days. The Company has determined that it does not have significant financing
components in its contracts with customers.
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Refer to Note 3 Supplemental Balance Sheet Information, for further information regarding unearned revenue.
Recently Adopted Accounting Standards

Revenue from Contracts with Customers. In May 2014, the Financial Accounting Standards Board (FASB) issued
ASU 2014-09, Revenue from Contracts with Customers (ASC 606), which creates a single source of revenue
guidance under U.S. GAAP for all companies in all industries and replaces most existing revenue recognition
guidance in U.S. GAAP. Under the new standard, revenue is recognized when a customer obtains control of promised
goods or services and is recognized in an amount that reflects the consideration which the entity expects to receive in
exchange for those goods or services. In addition, the new standard requires disclosure of the nature, amount, timing,
and uncertainty of revenue and cash flows arising from contracts with customers. The FASB has issued several
amendments to the new standard, including clarification on accounting for licenses of intellectual property and
identifying performance obligations. The Company adopted the new standard in the first quarter of 2018, using the
full retrospective method, which required the Company to adjust prior reporting periods presented. The Company
implemented internal controls and key system functionality to enable the preparation of financial information on
adoption.

The most significant impacts of the adoption of ASC 606 to the Company related to: (1) the acceleration of revenue
recognition for sales of semi-custom products subject to a non-cancellable customer purchase order, (2) the
acceleration of revenue recognition for sales to distributors, and (3) the timing and financial statement classification of
certain development and intellectual property licensing agreements. Revenue from sales of semi-custom products
under non-cancellable purchases orders and that have no alternative use to the Company at contract inception, is
recognized, based on the value of the semi-custom products and expected margin, over the time of production of the
semi-custom products by the Company, rather than upon shipment. Revenue from sales to the Company's distributors
is recognized upon shipment of the product to the distributors (sell-in), net of provision for estimated reserves, instead
of the previous revenue recognition which was upon the reported resale of the product by the distributors to their
customers (sell-through). For a development and IP licensing agreement executed in 2017, the Company recognized
[P-related revenue in the third quarter of 2018 for the entire consideration upon the completion of all the technology
milestones. Previously, the agreement resulted in the reduction to research and development expenses in 2017 for
development work as the expenses were incurred and would have resulted in licensing revenue to be recognized in
periods beyond 2017 upon completion of the deliverables, based on a fair value allocation of the consideration
received. Revenue recognition related to the Company’s other revenue streams remain substantially unchanged.

The adoption of ASC 606 had an impact on the Company’s Consolidated Statements of Operations and Consolidated
Balance Sheets, but had no impact on cash provided by or used in operating, financing, or investing activities on the
Consolidated Statements of Cash Flows.

12
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The impact on the Company’s previously reported Consolidated Statement of Operations as a result of the adoption of
the new standard was as follows:
Three months ended September Nine months ended September

29, 2017 29, 2017
As As
Previouslgidjustment AS. Previouslgidjustment AS.
Adjusted Adjusted
Reported Reported
(In millions, except per share amounts)
Net revenue $1,643 $ (59 ) $1,584 $3,849 $ 64 $3,913
Cost of sales 1,070 (57 ) 1,013 2,541 37 2,578
Gross margin 573 (2 ) 571 1,308 27 1,335
Research and development 315 5 320 860 16 876
Marketing, general and administrative 132 — 132 378 4 382
Licensing gain — — — 352 ) — (52 )
Operating income (loss) 126 (7 ) 119 122 7 129
Interest expense (31 ) — (31 ) 95 ) — 95 )
Other expense, net 3 ) — A3 ) (11 ) — (11 )
Income (loss) before equity loss and income taxes 92 (7 ) 85 16 7 23
Provision for income taxes 19 3 22 27 3 30
Equity loss in investee 2 ) — 2 ) (7 ) — (7 )
Net income (loss) $71 $ (10 ) $61 $(18 ) $ 4 $(14 )
Earnings (loss) per share
Basic $0.07 $(0.01 ) $0.06 $(0.02) $ 0.01 $(0.01 )
Diluted $0.07 $(0.01 ) $0.06 $(0.02) $ 0.01 $(0.01 )
Shares used in per share calculation
Basic 957 957 947 947
Diluted 1,042 1,042 947 947

The impact on the Company’s previously reported Consolidated Balance Sheets line items affected by the adoption of
the new standard was as follows:
December 30, 2017

As

Previously  Adjustment As Adjusted

Reported

(In millions, except per share amounts)
Accounts receivable, net $ 400 $ 54 $ 454
Inventories, net 739 45 ) 694
Other current assets 188 3 191
Accrued liabilities 541 14 555
Other current liabilities 57 35 92
Deferred income on shipments to distributors 22 22 ) —
Accumulated deficit (7,760 ) (15 ) (7,775 )

Income Taxes. In March 2018, the FASB issued ASU 2018-05, Income Taxes (ASC 740), Amendments to SEC
Paragraphs Pursuant to SEC Staff Accounting Bulletin No. 118 (SEC Update) (ASU 2018-05). The ASU 2018-05
includes certain provisions of the Securities and Exchange Commission (SEC) paragraphs pursuant to the issuance of
the December 2017 SEC Staff Accounting Bulletin No. 118, Income Tax Accounting Implications of the Tax Cuts
and Jobs Act (SAB 118), which was effective immediately. The SEC issued SAB 118 to address concerns about
reporting entities’ ability to timely comply with the accounting requirements to recognize all of the effects of the Tax
Cuts and Jobs Act of 2017 (the Tax Reform Act) in the period of enactment. SAB 118 allows disclosure that timely
determination of some or all of the income tax effects from the Tax Reform Act are incomplete by the due date of the

13
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financial statements and if possible to provide a reasonable estimate. The Company has accounted for the tax effects
of the Tax Reform Act under the guidance of SAB 118, on a provisional basis. During the nine months ended
September 29, 2018, the Company did not recognize any adjustment to the provisional amounts recorded as of
December 30, 2017. The Company will continue to assess the Tax Reform Act’s impact for the rest of 2018, including
its interpretation by regulatory authorities and the courts, and will adjust its disclosures and financial presentation as
necessary.
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Stock Compensation. In May 2017, the FASB issued ASU 2017-09, Compensation—Stock Compensation (ASC 718):
Scope of Modification Accounting (ASU 2017-09) to provide clarity and reduce both the (1) diversity in practice and
(2) cost and complexity when changing the terms or conditions of share-based payment awards. Under ASU 2017-09,
modification accounting is required to be applied unless all of the following criteria are the same immediately before
and after the change:

1. The award’s fair value (or calculated value or intrinsic value, if those measurement methods are used);

2. The award’s vesting conditions; and

3. The award’s classification as an equity or liability instrument.

ASU 2017-09 is effective for annual and interim periods beginning after December 15, 2017 on a prospective basis,
and early adoption is permitted. The Company adopted this guidance in the first quarter of 2018 and the guidance did
not have an impact on its consolidated financial statements.

Statement of Cash Flows. In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (ASC 230):
Classification of Certain Cash Receipts and Cash Payments (ASU 2016-15), which is intended to reduce the existing
diversity in practice in how certain cash receipts and cash payments are classified in the statement of cash flows. In
November 2016, the FASB issued ASU 2016-18, Statement of Cash Flows, Restricted Cash (ASU 2016-18), which
requires the inclusion of restricted cash with cash and cash equivalents when reconciling the beginning-of-period and
end-of-period total amounts shown on the statement of cash flows. ASU 2016-15 and ASU 2016-18 are effective for
fiscal years beginning after December 15, 2017, including interim periods within those fiscal years, provided that all
of the amendments are adopted in the same period. The amendments will be applied using a retrospective transition
method to each period presented. The Company adopted this guidance in the first quarter of 2018, which resulted in
the additional presentation of restricted cash on the statement of cash flows for each period presented and had no
material impact on its consolidated financial statements.

Financial Instruments. In January 2016, the FASB issued ASU 2016-01, Financial Instruments—Overall (ASC 825):
Recognition and Measurement of Financial Assets and Financial Liabilities (ASU 2016-01), which requires that most
equity investments be measured at fair value, with subsequent changes in fair value recognized in net income. The
ASU also impacts financial liabilities under the fair value option and the presentation and disclosure requirements for
financial instruments. In addition, the FASB clarified guidance related to the valuation allowance assessment when
recognizing deferred tax assets resulting from unrealized losses on available-for-sale debt securities. Entities have to
assess the realizability of such deferred tax assets in combination with the entities’ other deferred tax assets. ASU
2016-01 is effective for fiscal years beginning after December 15, 2017 and for interim periods within those fiscal
years. The Company adopted this guidance in the first quarter of 2018. For its equity securities that have readily
determinable fair values, the Company recorded $2 million of a cumulative effect adjustment to retained earnings
upon adoption. For its equity investments that do not have readily determinable fair values, the Company adopted the
measurement alternative prospectively with no material impact on its consolidated financial statements.

Recently Issued Accounting Standards

Intangibles. In August 2018, the FASB issued ASU 2018-15, Intangibles—Goodwill and Other—Internal-Use Software
(ASC 350-40): Customer’s Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement That Is
a Service Contract, which requires hosting arrangements that are service contracts to follow the guidance for
internal-use software to determine which implementation costs can be capitalized. ASU 2018-15 is effective either
prospectively or retrospectively for fiscal years beginning after December 15, 2019, and interim periods within those
fiscal years, with early adoption permitted. The Company is currently evaluating how to apply the new guidance.
Reporting Comprehensive Income. In February 2018, the FASB issued ASU 2018-02, Income Statement—Reporting
Comprehensive Income (ASC 220): Reclassification of Certain Tax Effects from Accumulated Other Comprehensive
Income (AOCI), which gives entities the option to reclassify to retained earnings the tax effects resulting from the Tax
Reform Act related to items in AOCI that the FASB refers to as having been stranded in AOCI. The new guidance
may be applied retrospectively to each period in which the effect of the Tax Reform Act is recognized in the period of
adoption. The Company must adopt this guidance for fiscal years beginning after December 15, 2018 and interim
periods within those fiscal years. Early adoption is permitted for periods for which financial statements have not yet
been issued or made available for issuance, including the period the Tax Reform Act was enacted. The guidance,
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when adopted, will require new disclosures regarding a company’s accounting policy for releasing the tax effects in
AOCIT and permit the company the option to reclassify to retained earnings the tax effects resulting from the Tax
Reform Act that are stranded in AOCI. The Company is currently evaluating how to apply the new guidance.
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Leases. In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), to increase transparency and
comparability among organizations for lease recognition and disclosure. ASU 2016-02 requires lessees to recognize
lease assets and lease liabilities on the balance sheet, while recognizing expenses on the income statements in a
manner similar to current guidance. ASU 2016-02 is effective for fiscal years beginning after December 15, 2018,
including interim periods within those fiscal years, with early adoption permitted. The Company did not elect to early
adopt this standard and therefore the standard will be effective for the Company in the first quarter of 2019. ASU
2016-02 requires that leases be recognized and measured as of the earliest period presented, using a modified
retrospective approach, with all periods presented being adjusted and presented under the new standard. In July 2018,
the FASB issued ASU 2018-11, Leases (Topic 842): Targeted Improvements, which provides companies an optional
adoption method to ASU 2016-02 whereby a company does not have to adjust comparative period financial
statements for the new standard. The Company plans to adopt the new standard using the optional adoption method
and thereby not adjust comparative financial statements.

The Company is currently evaluating the application of the new guidance and currently believes the most significant
impact upon adoption will be the recognition of right-of-use assets and lease liabilities on the Company's consolidated
balance sheets for its operating leases. The Company is progressing on implementing processes to comply with the
guidance.

There were no other significant updates to the recently issued accounting standards as disclosed in the Company’s
Form 10-K for fiscal year 2017.

Although there are several other new accounting pronouncements issued or proposed by the FASB, the Company does
not believe any of these accounting pronouncements has had or will have a material impact on its consolidated
financial position or operating results.

NOTE 2. GLOBALFOUNDRIES

Wafer Supply Agreement. The Company and GLOBALFOUNDRIES Inc. (GF) entered into a Wafer Supply
Agreement (the WSA) in 2009, under which, among other terms, the Company would purchase wafers from GF. The
WSA, which has been amended from time to time, governs the terms by which the Company purchases products
manufactured by GF.

Sixth Amendment to Wafer Supply Agreement. On August 30, 2016, the Company entered into a sixth amendment to
the WSA (the WSA Sixth Amendment). The WSA Sixth Amendment modified certain terms of the WSA applicable
to wafers for the Company’s microprocessor, graphics processor and semi-custom products for a five-year period from
January 1, 2016 to December 31, 2020. The Company and GF also agreed to establish a comprehensive framework for
technology collaboration for the 7nm technology node.

The WSA Sixth Amendment also provides the Company a limited waiver with rights to contract with another wafer
foundry with respect to certain products in the 14nm and 7nm technology nodes and gives the Company greater
flexibility in sourcing foundry services across its product portfolio. In consideration for these rights, the Company
agreed to pay GF $100 million, to be paid in a series of installments starting in the fourth quarter of 2016 through the
third quarter of 2017. As of December 30, 2017, the Company had paid GF $100 million in aggregate. Starting in
2017 and continuing through 2020, the Company also agreed to make quarterly payments to GF based on the volume
of certain wafers purchased from another wafer foundry.

Further, for each calendar year during the term of the WSA Sixth Amendment, the Company and GF agreed to annual
wafer purchase targets that increase from 2016 through 2020. If the Company does not meet the annual wafer
purchase target for any calendar year, the Company will be required to pay to GF a portion of the difference between
the Company’s actual wafer purchases and the wafer purchase target for that year. The annual targets were established
based on the Company’s business and market expectations and took into account the limited waiver it received for
certain products. In 2016 and 2017, the Company met its wafer purchase targets. As of September 29, 2018, the
Company expects to meet its 2018 wafer purchase target.

The Company and GF also agreed on fixed pricing for wafers purchased during 2016 and established a framework to
agree on annual wafer pricing for the years 2017 to 2020. The Company and GF have agreed on pricing for wafer
purchases for 2018.

On August 27, 2018, GF announced that it was putting its 7nm FinFET program on hold indefinitely. The Company is
presently focusing the breadth of its 7nm product portfolio on Taiwan Semiconductor Co., Ltd.’s (TSMC) 7nm
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process. The Company is in discussion with GF to modify the WSA to align with GF’s new business strategy.

The Company’s total purchases from GF related to wafer manufacturing, research and development activities and other
for the quarters ended September 29, 2018 and September 30, 2017 were $377 million and $331 million, respectively.
The Company’s total purchases from GF related to wafer manufacturing, research and development activities and other
for the nine months ended September 29, 2018 and September 30, 2017 were $1.2 billion and $773 million,
respectively. Included in the total purchases for the three and nine months ended September 29, 2018 were amounts
related to the volume of certain wafers purchased from another

11
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wafer foundry, as agreed by the Company and GF under the WSA Sixth Amendment. As of September 29, 2018 and
December 30, 2017, the amount of prepayment and other receivables related to GF was $15 million and $27 million,
respectively, included in Prepayment and receivables—related parties on the Company’s condensed consolidated balance
sheets. As of September 29, 2018 and December 30, 2017, the amount of payable to GF was $321 million and $241
million, respectively, included in Payables to related parties on the Company’s condensed consolidated balance sheets.
Warrant Agreement. Also on August 30, 2016, in consideration for the limited waiver and rights under the WSA Sixth
Amendment, the Company entered into a warrant agreement (the Warrant Agreement) with West Coast Hitech L.P.
(WCH), a wholly-owned subsidiary of Mubadala Development Company PJSC (Mubadala). Under the Warrant
Agreement, WCH and its permitted assigns are entitled to purchase 75 million shares of the Company’s common stock
(the Warrant Shares) at a purchase price of $5.98 per share. The warrant is exercisable in whole or in part until
February 29, 2020. Notwithstanding the foregoing, the Warrant Agreement will only be exercisable to the extent that
Mubadala does not beneficially own, either directly through any other entities directly and indirectly owned by
Mubadala or its subsidiaries, an aggregate of more than 19.99% of the Company’s outstanding capital stock after any
such exercise.

GF continues to be a related party of the Company because Mubadala and Mubadala Technology Investments LLC
(Mubadala Tech, a party to the WSA) are affiliated with WCH, a significant stockholder of the Company. GF, WCH
and Mubadala Tech are wholly-owned subsidiaries of Mubadala.

12
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NOTE 3. Supplemental Balance Sheet Information
Accounts Receivable, net

As of September 29, 2018 and December 30, 2017, Accounts receivable, net included unbilled accounts receivable of
$331 million and $75 million, respectively. Unbilled receivables primarily represent work completed on semi-custom
products under non-cancellable purchase orders that have no alternative use to the Company at contract inception, for
which revenue has been recognized but not yet invoiced to customers. All unbilled accounts receivable are expected to

be billed and collected within twelve months.
Inventories, net
Septemte@dnber 30,
2018 2017
(In millions)
Raw materials $8 $ 34
Work in process 418 446
Finished goods 235 214
Total inventories, net $ 738 $ 694
Property and Equipment, net

Septembdec2ber 30,

2018 2017

(In millions)
Leasehold improvements $176 $ 187
Equipment 780 758
Construction in progress 80 56
Property and equipment, gross 1,036 1,001
Accumulated depreciation (718 ) (740 )

Total property and equipment, net $318 $ 261
Other Assets
Septemtde9nber 30,
2018 2017
(In millions)
Software technology and licenses, net $274 $ 239

Other 94 71
Total other assets $368 $ 310
13
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Accrued Liabilities
Septemte@dnber 30,
2018 2017
(In millions)
Accrued compensation and benefits $223 $§ 206
Marketing programs and advertising expenses 249 145
Software technology and licenses payable 45 41

Other 171 163
Total accrued liabilities $688 $ 555
Other Current Liabilities

SeptemHee@inber 30,

2018 2017

(In millions)
Unearned revenue $3 $ 85
Other 10 7

Total other current liabilities $ 13§ 92

Unearned revenue represents consideration received or due from customers in advance of the Company satisfying its
performance obligations. The unearned revenue is associated with any combination of development services, IP
licensing and product revenue. Changes in unearned revenue were as follows:

EESC;Moth Nine Months Ended
Septeribpte2fber 30, Septembxap2&nber 30,
2018 2017 2018 2017
(In millions)
Beginning balance $67 $ 43 $8 § 22
Unearned revenue 37 32 124 59
Revenue recognized during the period (86 ) — (186 ) (6 )
Other (15) — 20 ) —
Ending balance $3 $ 75 $3 $ 75

Revenue allocated to remaining performance obligations that are unsatisfied (or partially unsatisfied) as of

September 29, 2018 is $121 million, which may include amounts received from customer but not yet earned and
amounts that will be invoiced and recognized as revenue in future periods associated with any combination of
development services, IP licensing and product revenue. The Company expects to recognize $99 million in the next 12
months, and the remainder thereafter. As permitted under ASC 606, the Company has not disclosed the comparative
amounts as of December 30, 2017.

The revenue allocated to remaining performance obligations did not include amounts which have an original
contractual expected duration of less than one year.

14
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NOTE 4. Equity Interest Purchase Agreement - ATMP Joint Venture

In April 2016, the Company and certain of its subsidiaries completed the sale of a majority of the equity interests in
Suzhou TF-AMD Semiconductor Co., Ltd. (formerly, AMD Technologies (China) Co., Ltd.), and TF-AMD
Microelectronics (Penang) Sdn. Bhd. (formerly, Advanced Micro Devices Export Sdn. Bhd.), to affiliates of Tongfu
Microelectronics Co., Ltd. (formerly, Nantong Fujitsu Microelectronics Co., Ltd.) (TFME), a Chinese joint stock
company, to form two joint ventures (collectively, the ATMP JV). As a result of the sale, TFME’s affiliates own 85%
of the equity interests in the ATMP JV while certain of the Company’s subsidiaries own the remaining 15%. The
Company has no obligation to fund the ATMP JV.

The Company accounts for its equity interests in the ATMP JV under the equity method of accounting due to its
significant influence over the ATMP JV. As of September 29, 2018 and December 30, 2017, the carrying value of the
Company’s investment in the ATMP JV was approximately $58 million and $58 million, respectively. The ATMP JV
is a related party of the Company. The ATMP JV provides assembly, test, mark and packaging (ATMP) services to
the Company. The Company currently pays the ATMP JV for ATMP services on a cost-plus basis. The Company
assists the ATMP JV in its management of certain raw material inventory. The purchases from and resales back to the
ATMP JV of the inventory under inventory management is reported within purchases and resales with the ATMP JV
and does not impact the Company’s Statement of Operations.

The Company’s total purchases from the ATMP JV during the three and nine months ended September 29, 2018
amounted to approximately $151 million and $429 million, respectively. The Company’s total purchases from the
ATMP JV during the three and nine months ended September 30, 2017 amounted to approximately $131 million and
$332 million, respectively. As of September 29, 2018 and December 30, 2017, the amount payable to the ATMP JV
was $212 million and $171 million, respectively, included in Payables to related parties on the Company’s condensed
consolidated balance sheets. The Company’s resales back to the ATMP JV during the three and nine months ended
September 29, 2018 amounted to approximately $21 million and $40 million, respectively, and there were no resales
back to the ATMP JV for the comparative periods of 2017. As of September 29, 2018 and December 30, 2017, the
Company had receivables from ATMP JV of $19 million and $3 million, respectively, included in Prepayment and
receivables—related parties on the Company’s condensed consolidated balance sheets.

During the three and nine months ended September 29, 2018, the Company recorded $0 million and $2 million,
respectively, in Equity loss in investee on its condensed consolidated statements of operations, which included certain
expenses incurred by the Company on behalf of the ATMP JV. During the three and nine months ended September
30, 2017, the Company recorded $2 million and $7 million, respectively, in Equity loss in investee on its condensed
consolidated statements of operations, which included certain expenses incurred by the Company on behalf of the
ATMPJV.

NOTE 5. Equity Joint Venture

In February 2016, the Company and Higon Information Technology Co., Ltd. (formerly, Tianjin Haiguang Advanced
Technology Investment Co., Ltd.) (THATIC), a third-party Chinese entity (JV Partner), formed a joint venture
comprised of two separate legal entities, China JV1 and China JV2 (collectively, the THATIC JV). The Company’s
equity share in China JV1 and China JV2 is a majority and minority interest, respectively, funded by the Company’s
contribution of certain of its patents. The JV Partner is responsible for the initial and on-going financing of the
THATIC JV’s operations. The Company has no obligations to fund the THATIC JV.

The Company concluded the China JV1 and China JV2 are not operating joint ventures and are variable interest
entities due to their reliance on on-going financing by the JV Partner. The Company determined that it is not the
primary beneficiary of either China JV1 or China JV2, as the Company does not have unilateral power to direct
selling and marketing, manufacturing and product development activities related to the THATIC JV’s products.
Accordingly, the Company does not consolidate either of these entities and therefore accounts for its investments in
the THATIC JV under the equity method of accounting. The THATIC JV is a related party of the Company.

In February 2016, the Company licensed certain of its intellectual property (Licensed IP) to the THATIC JV for a total
of approximately $293 million in license fee payable over several years contingent upon achievement of certain
milestones. The Company also expects to receive a royalty based on the sales of the THATIC JV’s products to be
developed on the basis of such Licensed IP. The Company also provided certain engineering and technical support to
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the THATIC JV in connection with the product development. In March 2017, the Company entered into a
development and intellectual property agreement (Development and IP) with THATIC JV, and also expects to receive
a royalty based on the sales of the THATIC JV’s products to be developed on the basis of such agreement. In addition,
from time to time, the Company enters into certain agreements with the THATIC JV to provide other services
primarily related to research and development.

The Company recognized income related to the Licensed IP over the period commencing upon delivery of the first
Licensed IP milestone through the date of the milestone that required the Company’s continuing involvement in the
product development process, which was completed at the end of the second quarter of 2017. Royalty payments will
be recognized in income once

15
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earned. The Company classifies Licensed IP income and royalty income, associated with the February 2016
agreement, as licensing gain within other operating income.

During the three and nine months ended September 29, 2018, the Company recognized $86 million of IP-related
revenue upon completion of all technology milestones under the Development and IP agreement. During the three and
nine months ended September 30, 2017, the Company recognized zero and $52 million, respectively, as licensing gain
associated with the Licensed IP.

The Company’s share in the net losses of the THATIC JV for the three and nine months ended September 29, 2018
was not material and is not recorded in the Company’s condensed consolidated statements of operations since the
Company is not obligated to fund the THATIC JV’s losses in excess of the Company’s investment in the THATIC JV,
which was zero as of September 29, 2018. The Company’s receivable from the THATIC JV for these agreements was
$19 million and $3 million as of September 29, 2018 and December 30, 2017, respectively, included in Prepayment
and receivables—related parties on its condensed consolidated balance sheets. As of September 29, 2018, the total assets
and liabilities of the THATIC JV were not material.

NOTE 6. Debt and Secured Revolving Line of Credit

Debt

2.125% Convertible Senior Notes Due 2026

In September 2016, the Company issued $805 million, in aggregate, principal amount of 2.125% Convertible Senior
Notes due 2026 (2.125% Notes). The 2.125% Notes are general unsecured senior obligations of the Company. The
interest is payable semi-annually in March and September of each year, commencing in March 2017. As of
September 29, 2018, the Company had $805 million principal amount outstanding.

The 2.125% Notes mature on September 1, 2026. However, as outlined in the indenture governing the 2.125% Notes,
holders of the 2.125% Notes may convert them at their option during certain time periods and upon the occurrence of
one of the following circumstances:

(1) during any calendar quarter commencing after the calendar quarter ending on September 30, 2016 (and only during
such calendar quarter), if the last reported sale price of the Company’s common stock for at least 20 trading days
(whether or not consecutive) during a period of 30 consecutive trading days ending on the last trading day of the
immediately preceding calendar quarter is greater than or equal to 130% of the conversion price on each applicable
trading day (equivalent to an initial conversion price of approximately $8.00 per share of common stock);

(2) during the five business day period after any ten consecutive trading day period (the Measurement Period) in
which the trading price per $1,000 principal amount of notes for each trading day of the Measurement Period was less
than 98% of the product of the last reported sale price of the Company’s common stock and the conversion rate on
each such trading day; or

(3) upon the occurrence of specified corporate events.

On or after June 1, 2026 until the close of business on the business day immediately preceding the maturity date,
holders may convert their notes at any time, regardless of the foregoing circumstances. Upon conversion, the
Company will pay or deliver cash, shares of the Company’s common stock or a combination of cash and shares of the
Company’s common stock, at the Company’s election.

The first event described in (1) above was met during the third quarter of 2018 and as a result, the 2.125% Notes are
convertible at the option of the holder from October 1, 2018 and remain convertible until December 31, 2018.

The Company’s current intent is to deliver shares of its common stock upon conversion of the 2.125% Notes. As such,
the Company continued to classify the carrying value of the liability component of the 2.125% Notes as long-term
debt and the equity component of the 2.125% Notes as permanent equity on its condensed consolidated balance sheet
as of September 29, 2018.
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The 2.125% Notes consisted of the following:
Septembe29ber 30,
2018 2017
(In millions)
Principal amounts:

Principal $805 $ 805
Unamortized debt discount(! (268 ) (286 )
Unamortized debt issuance costs (11 ) (12 )
Net carrying amount $526 $ 507

Carrying amount of the equity component, net® $305 $ 305

(1) Included in the consolidated balance sheets within Long-term debt, net and amortized over the remaining life of the
notes using the effective interest rate method.

«2) Included in the consolidated balance sheets within additional paid-in capital, net of $9 million of equity issuance
costs.

As of September 29, 2018, the remaining life of the 2.125% Notes was approximately 96 months.

Based on the closing price of the Company’s common stock of $30.89 on September 28, 2018, the last trading day of

the third quarter of 2018, the if-converted value of the 2.125% Notes exceeded its principal amount by approximately

$2,303 million.

The effective interest rate of the liability component of the 2.125% Notes is 8%. This interest rate was based on the

interest rates of similar liabilities at the time of issuance that did not have associated conversion features. The

following table sets forth total interest expense recognized related to the 2.125% Notes:

Eﬂg;Momhs Nine Months Ended
SepfieptemBOr 30, Septemthr@&mber 30,
2018017 2018 2017
(In millions)
Contractual interest expense $5 % 4 $13 $ 13
Interest cost related to amortization of debt issuance costs — — 1 1
Interest cost related to amortization of the debt discount  $6 $ 6 $18 $ 17

6.75% Senior Notes Due 2019

On February 26, 2014, the Company issued $600 million of its 6.75% Senior Notes due 2019 (6.75% Notes). The
6.75% Notes are general unsecured senior obligations of the Company. Interest is payable on March 1 and September
1 of each year beginning September 1, 2014 until the maturity date of March 1, 2019. The 6.75% Notes are governed
by the terms of an indenture (the 6.75% Indenture) dated February 26, 2014 between the Company and Wells Fargo
Bank, N.A., as trustee.

During the three months ended September 29, 2018, the Company settled $87 million in aggregate principal amount
of its 6.75% Notes with treasury stock. During the nine months ended September 29, 2018, the Company settled $101
million in aggregate principal amount of its 6.75% Notes, of which $14 million was settled in cash. As of

September 29, 2018, the outstanding aggregate principal amount of the 6.75% Notes was $66 million, which is
included in short-term debt on the condensed consolidated balance sheet.

7.50% Senior Notes Due 2022

On August 15, 2012, the Company issued $500 million of its 7.50% Senior Notes due 2022 (7.50% Notes). The
7.50% Notes are general unsecured senior obligations of the Company. Interest is payable on February 15 and
August 15 of each year beginning February 15, 2013 until the maturity date of August 15, 2022. The 7.50% Notes are
governed by the terms of an indenture (the 7.50% Indenture) dated August 15, 2012 between the Company and Wells
Fargo Bank, N.A., as trustee.

During the three and nine months ended September 29, 2018, the Company settled $10 million in aggregate principal
amount of its 7.50% Notes with treasury stock. As of September 29, 2018, the outstanding aggregate principal amount
of the 7.50% Notes was $337 million.
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7.00% Senior Notes Due 2024
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On June 16, 2014, the Company issued $500 million of its 7.00% Senior Notes due 2024 (7.00% Notes). The 7.00%
Notes are general unsecured senior obligations of the Company. Interest is payable on January 1 and July 1 of each
year beginning January 1, 2015 until the maturity date of July 1, 2024. The 7.00% Notes are governed by the terms of
an indenture (the 7.00% Indenture) dated June 16, 2014 between the Company and Wells Fargo Bank, N.A., as
trustee.

During the nine months ended September 29, 2018, the Company repurchased $1 million in aggregate principal
amount of its 7.00% Notes in cash. As of September 29, 2018, the outstanding aggregate principal amount of the
7.00% Notes was $310 million.

During the three and nine months ended September 29, 2018, the Company recorded $6 million and $7 million loss,
respectively, on extinguishment of debt associated with the debt repurchases noted above.

Potential Repurchase of Outstanding Notes

The Company may elect to purchase or otherwise retire the 6.75% Notes, 7.50% Notes, 7.00% Notes and 2.125%
Notes with cash, stock or other assets from time to time in open market or privately negotiated transactions, either
directly or through intermediaries, or by tender offer when the Company believes the market conditions are favorable.
Secured Revolving Line of Credit

On April 14, 2015, the Company, AMD International Sales & Service, Ltd. (collectively, the Borrowers), ATI
Technologies ULC (together with the Borrowers, collectively the Loan Parties), a group of lenders and Bank of
America N.A., acting as the agent for the lenders, entered into an amended and restated loan and security agreement,
as amended (the Agreement). The Agreement provides for a secured revolving line of credit (the Secured Revolving
Line of Credit) that allows the Borrowers to borrow, repay and re-borrow amounts from time to time up to $500
million with up to $45 million available for issuance of letters of credit, subject to certain conditions. Borrowings are
limited up to a certain amount of eligible accounts receivable, as determined in accordance with the Agreement. The
size of the commitment under the Secured Revolving Line of Credit may be increased by up to an aggregate amount
of $200 million. The commitments under the Secured Revolving Line of Credit are available through March 21, 2022.
The Borrowers are subject to commitment fees and letter of credit facility fees. The Loan Parties are required to
comply with certain covenants under the Agreement.

The Secured Revolving Line of Credit bears interest, at the option of the Borrowers, either at (a) a customary London
Interbank Offered Rate (LIBOR) plus an applicable margin (as determined in accordance with the agreement), or

(b) (i) the greatest of (x) the bank’s prime rate, (y) the federal funds rate as published by the Federal Reserve Bank of
New York plus 0.50%, and (z) LIBOR for a one-month period plus 1.00%, plus (ii) an applicable margin.

As of September 29, 2018 and December 30, 2017, the Secured Revolving Line of Credit had an outstanding loan
balance of $70 million, at an interest rate of 5.50% and 4.75%, respectively. As of September 29, 2018, the Company
had $26 million of letters of credit outstanding and up to $205 million available for future borrowings under the
Secured Revolving Line of Credit. The Company reports its intra-period changes in its revolving credit balance on a
net basis in its condensed consolidated statement of cash flows as the Company intends the period of the borrowings
to be brief, repaying borrowed amounts within 90 days. As of September 29, 2018, the Loan Parties were in
compliance with all required covenants under the Agreement.

NOTE 7. Earnings (Loss) Per Share

Basic earnings (loss) per share is computed based on the weighted average number of shares outstanding.

Diluted earnings (loss) per share is computed based on the weighted average number of shares outstanding plus
potentially dilutive shares outstanding during the period using the average market price for the respective period.
Potentially dilutive shares are determined by applying the treasury stock method to the assumed exercise of
outstanding stock options, the assumed vesting of outstanding RSUs, and the assumed exercise of the warrant under
the Warrant Agreement with WCH. Potentially dilutive shares issuable upon conversion of the 2.125% Notes are
calculated using the if-converted method.
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The following table sets forth the components of basic and diluted earnings (loss) per share:
Three Months Ended ~ Nine Months Ended
Septembe$&stember 30, SeptembeS&stember 30,
2018 2017 2018 2017
(In millions, except per share amounts)
Numerator — Net income (loss):

Numerator for basic earnings (loss) per share $102 $ 61 $299 $ (14 )
Denominator - Weighted average shares:

Denominator for basic earnings (loss) per share 987 957 976 947

Effect of potentially dilutive shares:

Employee stock options and restricted stock units 34 44 35 —

Warrants 55 41 47 —
Denominator for diluted earnings (loss) per share 1,076 1,042 1,058 947

Earnings (loss) per share:

Basic $0.10 $ 0.06 $031 $ (0.01 )
Diluted $0.09 $ 0.06 $028 $ (0.01 )

Potential shares from certain employee stock options, restricted stock units and the conversion of the 2.125% Notes
totaling 103 million for the third quarter of 2018 were not included in the earnings (loss) per share calculation because
their inclusion would have been anti-dilutive. Potential shares from certain employee stock options, restricted stock
units, the conversion of the 2.125% Notes and the warrants under the Warrant Agreement totaling 102 million for the
third quarter of 2017 were not included in the earnings (loss) per share calculation because their inclusion would have
been anti-dilutive.
Potential shares from certain employee stock options, restricted stock units and the conversion of the 2.125% Notes
totaling 104 million for the nine months ended September 29, 2018 were not included in the earnings (loss) per share
calculation because their inclusion would have been anti-dilutive. Potential shares from certain employee stock
options, restricted stock units, the conversion of the 2.125% Notes and the warrants under the Warrant Agreement
totaling 193 million for the nine months ended September 30, 2017 were not included in the earnings (loss) per share
calculation because their inclusion would have been anti-dilutive.
NOTE 8. Financial Instruments
Cash, Cash Equivalents, and Marketable Securities
Cash and financial instruments measured and recorded at fair value as of September 29, 2018 and December 30, 2017
are summarized below:

Total Cashand  Short-Term

Fair  Cash Marketable

Value Equivalents Securities

(In millions)
September 29, 2018
Cash $92  $ 92 $ —
Level 1D @

Government money market funds $205 $ 205 $ —
Total level 1 $205 $ 205 $ —
Level 2(03)

Commercial paper $759 $ 749 $ 10
Total level 2 $759 $ 749 $ 10
Total $1,056 $ 1,046 $ 10
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Total Cash and
Fair  Cash
Value Equivalents
(In millions)
December 30, 2017
Cash $108 $ 108
Level 1D @)
Government money market funds $395 $ 395

Total level 1 $395 $ 395
Level 2(D) G

Commercial paper $682 $ 682
Total level 2 $682 $ 682
Total $1,185 $ 1,185

1y The Company did not have any transfers between Level 1 and Level 2 of the fair value hierarchy during the three
and nine months ended September 29, 2018 or the year ended December 30, 2017.
(2) The Company’s Level 1 assets are valued using quoted prices for identical instruments in active markets.
The Company’s Level 2 assets are valued using broker reports that utilize quoted prices for identical instruments in
() markets that are not active or comparable instruments in active markets. Brokers gather observable inputs for all of
the Company’s fixed income securities from a variety of industry data providers and other third-party sources.
In addition to those amounts presented above, as of September 29, 2018 and December 30, 2017, the Company had
approximately $5 million and $2 million, respectively, of investments in government money market funds, used as
collateral for letters of credit deposits, which were included in Other current assets on the Company’s condensed
consolidated balance sheets. These government money market funds are classified within Level 1 because they are
valued using quoted prices for identical instruments in active markets. Their amortized cost approximates the fair
value for all periods presented.
A