[Notes to the Consolidated Financial Statements]

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(EURO IN THOUSANDS, EXCEPT WHERE OTHERWISE STATED)

(1) DESCRIPTION OF BUSINESS, FORMATION AND BASIS OF PRESENTATION

Description of Business

Infineon Technologies AG (“Infineon” or the “Company”) designs,
develops, manufactures and markets a broad range of semiconductors
and complete systems solutions used in a wide variety of microelec-
tronic applications, including computer systems, telecommunications
systems, consumer goods, automotive products, industrial automation
and control systems and chip card applications. Infineon’s products
include standard commodity components, full-custom devices, semi-
custom devices and application specific components for memory,
analog, digital and mixed-signal applications. Infineon has operations
and investments located in Europe, Asia and America. Infineon’s
customers are mainly located in Europe, Asia and North America.
Infineon is a majority owned subsidiary of Siemens Aktiengesellschaft
(“Siemens”). The fiscal year end for Infineon and its subsidiaries is
September 30.

Formation

Infineon was formed as a legal entity as of April 1, 1999 (the “For-
mation”) through the contribution by Siemens of substantially all of
its semiconductor-related investments, operations and activities (the
“Contributed Businesses”).

The substantial portion of the assets and liabilities relating to the wafer
fabrication facility located in the North Tyneside area of Northern
England (“North Tyneside”) was not legally transferred to Infineon at
the Formation. However, the results of its operations through Novem-
ber 30, 1998 (the date its operations ceased) are included in the
accompanying statement of operations for the year ended September 30,
1999, because North Tyneside was operated and managed as part of
the Contributed Businesses. Infineon has no legal right or obligation
with respect to the remaining assets and liabilities of North Tyneside
and, accordingly, such assets and related obligations are excluded
from the accompanying balance sheet effective November 30, 1998.
In September 2000, Siemens sold North Tyneside to a third party
with no recourse to Infineon.

Basis of Presentation

The accompanying financial statements have been prepared in accord-
ance with United States Generally Accepted Accounting Principles
(“U.S. GAAP”). For all periods prior to the Formation, this reflects the
combined historical financial statements of the Contributed Businesses
as if Infineon were a separate entity, and therefore may not necessarily
reflect what the results of operations, financial positions and cash flows
would have been had Infineon operated as a separate independent
company, nor are they an indicator of future performance.

Infineon Technologies AG is incorporated in Germany. The German
Commercial Code (“Handelsgesetzbuch” or “HGB”) requires the
Company to prepare consolidated financial statements in accordance
with the HGB accounting principles and regulations (“German
GAAP”). Pursuant to HGB Section 292a the Company is exempt from
this requirement if consolidated financial statements are prepared and
issued in accordance with a body of internationally accepted account-
ing principles (such as U.S. GAAP). Accordingly, the Company presents
the U.S. GAAP consolidated financial statements contained herein.

All amounts herein are shown in thousands of Euro (or “€”) except
where otherwise stated. The accompanying balance sheet as of Sep-
tember 30, 2001, and the statements of operations and cash flows for
the year then ended are also presented in U.S. Dollar (“$”), solely for
the convenience of the reader, at the rate of € 1 = $ 0.9099, the noon
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buying rate on September 28, 2001. The U.S. Dollar convenience
translation amounts have not been audited.

Certain amounts in prior year consolidated financial statements and
notes have been reclassified to conform to the current year presentation.
Net operating results have not been affected by these reclassifications.

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The following is a summary of significant accounting policies followed
in the preparation of the accompanying financial statements.

Basis of Consolidation

The accompanying financial statements include, prior to the Formation,
the accounts of Infineon and the Contributed Businesses on a com-
bined basis and, after the Formation, the accounts of Infineon and its
significant subsidiaries on a consolidated basis. Investments in compa-
nies in which Infineon has an ownership interest in excess of 20 percent
but which are not controlled by Infineon (“Associated Companies”)
are principally accounted for using the equity method of accounting
(see note 11). The equity in earnings of Associated Companies with
different fiscal year ends are principally recorded on a three month
lag. Other equity investments (“Related Companies”) in which Infineon
has an ownership interest of less than 20 percent are recorded at
cost. The effects of all significant intercompany transactions are elimi-
nated.

The Infineon group consists of the following number of entities:

CONSOLIDATED ~ ASSOCIATED

- SUBSI[?IARIES COMP{ANIES TO"I'AL
September 30, 2000 26 5 31
Additions 17 7 24
Transfers 1 (1) —
Disposals — (2) (2)
Others 87 114 10
September 30, 2001 44 9 53

Additionally, the consolidated financial statements include 33 (2000: 25)
subsidiaries and 9 (2000: 9) Associated Companies that are accounted
for at cost and recorded under investments in Related Companies, as
these companies are not material to the respective presentation of the
financial position, results of operations or cash flows of the Company.
The effect of these companies for all years presented on consolidated
assets, revenues and net income (loss) of the Company was less than
one percent.

Reporting Currency

On October 1,1999, Infineon adopted the Euro as its reporting currency,
and therefore the accompanying financial statements are presented

in Euro. Accordingly, previous Deutsche Mark (“DM”) financial state-
ments for each period presented prior to October 1, 1999 have been
restated into Euro using the official DM/€ exchange rate fixed as of
January 1, 1999 of € 1 = DM 1.95583. Due to the fixed DM/€ exchange
rate, Infineon’s restated Euro financial statements depict the same
trends as would have been presented if it had continued to present its
financial statements in DM. Infineon’s financial statements, however,



will not be comparable to the Euro financial statements of other
companies that previously reported their financial statements in a cur-
rency other than DM, because of currency fluctuations between the
DM and other currencies.

Foreign Currency Translation

The assets and liabilities of foreign subsidiaries with functional cur-
rencies other than the Euro are translated using period-end exchange
rates, while the revenues and expenses of such subsidiaries are trans-
lated using average exchange rates during the period. Differences
arising from the translation of assets and liabilities in comparison with
the translation of the previous periods are included in other compre-
hensive income (loss) and reported as a separate component of share-
holders’ equity.

The exchange rates of the more important currencies used in the prep-
aration of the accompanying financial statements are as follows:

EXCHANGE RATE AT ANNUAL AVERAGE
SEPTEMBER 30, EXCHANGE RATE

2000 2001 2000 2001
T T T T

Currency € € € €

US. $ 1$= 11373 10864 1.0470 11312
Japanese Yen 100JPY =" 1.0533 09112 09881 0.9573
British Pound 1GBP= 16720 1.6015 16286 1.6269
Singapore Dollar 1SGD =" 0.6530  0.6152  0.6129  0.6373

Cash and Cash Equivalents
Cash and cash equivalents represent cash, deposits and highly liquid
short-term investments with original maturities of three months or less.

Restricted Cash
Restricted cash includes collateral deposits used as security under
borrowing arrangements and deposits held in escrow for others.

Marketable Securities

The Company’s marketable securities are classified as available-for-sale
and are stated at fair value as determined by the most recently traded
price of each security at the balance sheet date. Unrealized gains and
losses are included in accumulated other comprehensive income, net
of applicable deferred taxes. Realized gains or losses and declines in
value, if any, judged to be other than temporary on available-for-sale
securities are reported in other income or expense. For the purpose
of determining realized gains and losses, the cost of securities sold is
based on specific identification.

Inventories

Inventories are valued at the lower of cost or market, cost being gener-
ally determined on the basis of an average method. Cost consists of
purchased component costs and manufacturing costs, which are com-
prised of direct material and labor costs and applicable indirect costs.

Property, Plant, and Equipment

Property, plant, and equipment is valued at cost less accumulated
depreciation. Spare parts, maintenance and repairs are expensed as
incurred. Depreciation expense is generally recognized using an
accelerated or straight-line method. Construction in progress includes
advance payments for construction of fixed assets. Land and construc-
tion in progress are not depreciated. The cost of construction of cer-
tain long-term assets includes capitalized interest, which is amortized
over the estimated useful life of the related asset. For the years ended
September 30, 2000 and 2001 capitalized interest was € 2,820 and

(Euro in thousands, except where otherwise stated)

[Notes to the Consolidated Financial Statements]

€ 27,160, respectively. For the year ended September 30, 1999, interest
capitalized was not significant. The estimated useful lives of assets are
as follows:

YEARS
T
Buildings 10-25
Technical equipment and machinery 3-10
Other plant and office equipment 1-10
Leases

The Company is a lessee of property, plant, and equipment. All leases
where Infineon is lessee that meet certain specified criteria intended
to represent situations where the substantive risks and rewards of
ownership have been transferred to the lessee are accounted for as
capital leases pursuant to Financial Accounting Standards Board
(“FASB”) Statement of Financial Accounting Standards (“SFAS”)
No. 13, “Accounting for Leases.” All other leases are accounted for as
operating leases.

Intangible Assets

Intangible assets primarily consist of purchased intangible assets such
as licenses and purchased technology, which are recorded at acquisition
cost, and goodwill resulting from business acquisitions, representing
the excess of purchase price over fair value of net assets acquired. In-
tangible assets are amortized on a straight-line basis over the estimated
useful lives of the assets ranging from 3 to 10 years. Pursuant to SFAS
No. 141 “Business Combinations” in connection with SFAS No. 142
“Goodwill and Other Intangible Assets”, goodwill arising from business
combinations accounted for as a purchase after June 30, 2001 is no
longer amortized.

Impairment of Long-lived Assets

The Company reviews long-lived assets, including intangible assets,
for impairment whenever events or changes in circumstances indicate
that the carrying amount of an asset may not be recoverable. Recover-
ability of assets to be held and used is measured by a comparison of
the carrying amount of an asset to future net cash flows expected to
be generated by the asset. If such assets are considered to be impaired,
the impairment to be recognized is measured by the amount by which
the carrying amount of the assets exceeds the fair value of the assets.
Estimated fair value is generally based on either appraised value or
measured by discounted estimated future cash flows. Considerable
management judgment is necessary to estimate discounted future
cash flows.

Financial Instruments

Infineon operates internationally, giving rise to exposure to changes in
foreign currency exchange rates. Infineon uses financial instruments,
including derivatives such as foreign currency forward and option
contracts, to reduce this exposure based on the net exposure to the
respective currency. On October 1, 2000, the Company adopted SFAS
No. 133 “Accounting for Derivative Instruments and Hedging Activi-
ties” as amended by SFAS No. 137 and SFAS No. 138, which provides
guidance for accounting for all derivative instruments, including
certain derivative instruments embedded in other contracts, and for
hedging activities. Derivative financial instruments are recorded at
their fair value and included in other current assets or other current
liabilities. Changes in fair value are recorded in current earnings or
other comprehensive income, depending on whether the derivative is
designated as part of a hedge transaction and the type of hedge trans-
action. The adoption of SFAS No. 133, as amended, did not have an
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impact on the Company’s financial position or results of operations.
The fair value of derivative and other financial instruments is discussed
in note 28.

Revenue Recognition — Sales

Revenue, net of allowances for discounts and price protection agree-
ments, is recognized upon shipment or delivery of finished products

to customers depending on the terms of the agreement, when the
risks and rewards of ownership are transferred. Prior to January 2001,
sales to the Siemens sales organizations for resale to third parties and
sales directly to Siemens are recognized upon shipment when the risks
and rewards of ownership are transferred. For sales to the Siemens sales
organizations, revenue is recognized net of a discount that represents
the sales organization’s commission. Such discounts are reflected as
reductions in net sales and not as selling expenses (note 18).

The U.S. Securities and Exchange Commission (“SEC”) released Staff
Accounting Bulletin (“SAB”) 101 “Revenue Recognition in Financial
Statements” which provides guidance on the recognition, presentation
and disclosure of revenue in financial statements filed with the SEC.
Effective July 1, 2001, the Company adopted the provisions of SAB 101,
which did not have an impact on the Company’s financial position or
results of operations.

Revenue Recognition — License and Technology Transfer Fees
License and technology transfer fees are recognized when earned and
realizable. Lump sum payments are deferred where applicable and
recognized over the period the Company is obliged to provide additional
service. Multi-element arrangements where objective fair values of
specific elements do not exist are combined and amortized over the
applicable periods.

Government Grants

Tax-free government grants are deferred and amortized to income in
the period in which the related expenses are incurred. Taxable grants
for investments in property, plant, and equipment are deducted from
the acquisition costs of the related assets. Other taxable grants reduce
the related expense (see notes 16 and 21).

Product-related Expenses

Expenditures for advertising, sales promotion and other sales-related
activities are expensed as incurred. Provisions for estimated costs
related to product warranties are made at the time the related sale is
recorded. Research and development costs are expensed as incurred.

Income Taxes

Income taxes are accounted for under the asset and liability method.
Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective
tax bases. Deferred tax assets and liabilities are measured using enacted
tax rates expected to apply to taxable income in the years in which
those temporary differences are expected to be recovered or settled.
The effect on deferred tax assets and liabilities of a change in tax rates
is recognized in income in the period that includes the enactment
date. Deferred income taxes in Germany are calculated using the
“undistributed earnings” tax rate.

Stock-based Compensation

The company accounts for stock-based compensation using the in-
trinsic value method pursuant to Accounting Principle Board (“APB”)
Opinion 25, “Accounting for Stock Issued to Employees”, and has
adopted the disclosure-only provisions of SFAS No. 123, “Accounting
for Stock-Based Compensation”.
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Issuance of Shares by Subsidiaries or Associated Companies

Gains or losses arising from the issuances of shares by subsidiaries or
Associated Companies, due to changes in the Company’s proportionate
share of the value of the issuer’s equity, are recorded as non-operating
income or expense pursuant to SAB Topic 5:H, “Accounting for Sales
of Stock by a Subsidiary”.

Use of Estimates

The preparation of the accompanying financial statements requires
management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent
amounts and liabilities at the date of the financial statements and
reported amounts of revenues and expenses during the reporting period.
Due to current economic conditions and events, it is possible that
these conditions and events could have a significant effect on such
estimates made by management.

Recent Accounting Pronouncements

In July 2001, the FASB issued SFAS No. 141, “Business Combinations”,
and SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS
No. 141 requires that the purchase method of accounting be used for
all business combinations initiated after June 30, 2001 as well as all
purchase method business combinations completed after June 30, 2001.
SFAS No. 141 also specifies criteria intangible assets acquired in a
purchase method business combination must meet to be recognized
and reported apart from goodwill, noting that any purchase price
allocable to an assembled workforce may not be accounted for sepa-
rately. SFAS No. 142 will require that goodwill and intangible assets
with indefinite useful lives no longer be amortized, but instead tested
for impairment at least annually in accordance with the provisions

of SFAS No. 142. SFAS No. 142 will also require that intangible
assets with estimable useful lives be amortized over their respective
estimated useful lives to their estimated residual values, and reviewed
for impairment in accordance with SFAS No. 121, “Accounting for
the Impairment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed of”.

The Company is required to adopt the provisions of SFAS No. 141
immediately and expects to adopt SFAS No. 142 effective October 1,
2001. Furthermore, goodwill and intangible assets determined to
have an indefinite useful life acquired in a purchase business combi-
nation completed after June 30, 2001, but before SFAS No. 142 is
adopted in full will not be amortized, but will continue to be evaluated
for impairment in accordance with the appropriate pre-SFAS No. 142
accounting literature. Goodwill and intangible assets acquired in
business combinations completed before July 1, 2001 will continue to
be amortized and tested for impairment in accordance with the
appropriate pre-SFAS No. 142 accounting requirements prior to the
adoption of SFAS No. 142.

SFAS No. 141 will require, upon adoption of SFAS No. 142, that the
Company evaluate its existing intangible assets and goodwill that were
acquired in a prior purchase business combination, and to make any
necessary reclassifications in order to conform with the new criteria in
SFAS No. 141 for recognition apart from goodwill. Upon adoption

of SFAS No. 142, the Company will be required to reassess the useful
lives and residual values of all intangible assets acquired and make
any necessary amortization period adjustments by the end of the first
interim period after adoption. In addition, to the extent an intangible
asset is identified as having an indefinite useful life, the Company will
be required to test the intangible asset for impairment in accordance
with the provisions of SFAS No. 142 within the first interim period. Any
impairment loss will be measured as of the date of adoption and
recognized as the cumulative effect of a change in accounting principle
in the first interim period.



In connection with SFAS No. 142’s transitional goodwill impairment
evaluation, SFAS No. 142 will require the Company to perform an
assessment of whether there is an indication that goodwill (and equity-
method goodwill) is impaired as of the date of adoption. To accom-
plish this, the Company must identify its reporting units and determine
the carrying value of each reporting unit by assigning the assets and
liabilities, including the existing goodwill and intangible assets, to those
reporting units as of the date of adoption. The Company will then
have up to six months from the date of adoption to determine the fair
value of each reporting unit and compare it to the reporting unit’s
carrying amount. To the extent a reporting unit’s carrying amount ex-
ceeds its fair value, an indication exists that the reporting unit’s good-
will may be impaired and the Company must perform the second step
of the transitional impairment test. In the second step, the Company
must compare the implied fair value of the reporting unit’s goodwill,
determined by allocating the reporting unit’s fair value to all of its assets
(recognized and unrecognized) and liabilities in a manner similar

to a purchase price allocation in accordance with SFAS No. 141, to its
carrying amount, both of which would be measured as of the date of
adoption. This second step is required to be completed as soon as pos-
sible, but no later than the end of the year of adoption. Any transitional
impairment loss will be recognized as the cumulative effect of a change
in accounting principle in the Company’s statement of operations.

As of the date of adoption, the Company expects to have unamortized
goodwill in the amount of € 295,522, unamortized identifiable intan-
gible assets in the amount of € 141,001, all of which will be subject
to the transition provisions of SFAS Nos. 141 and 142. Amortization
expense related to goodwill was € 1,227, € 8,225, and € 23,038 for the
years ended September 30, 1999, 2000, and 2001. Because of the ex-
tensive effort needed to comply with adopting Statements 141 and 142,
it is not practicable to reasonably estimate the impact of adopting these
Statements on the Company’s financial statements at the date of this
report, including whether it will be required to recognize any transi-
tional impairment losses as the cumulative effect of a change in
accounting principle.

In June 2001, the FASB issued SFAS No. 143 “Accounting for Asset
Retirement Obligations” which addresses financial accounting and
reporting for obligations associated with the retirement of tangible
long-lived assets and the associated asset retirement costs. The standard
applies to legal obligations associated with the retirement of long-lived
assets that result from the acquisition, construction, development and
(or) normal use of the asset.

SFAS No. 143 requires that the fair value of a liability for an asset
retirement obligation be recognized in the period in which it is in-
curred if a reasonable estimate of fair value can be made. The fair
value of the liability is added to the carrying amount of the associated
asset and this additional carrying amount is depreciated over the life
of the asset. The liability is accreted at the end of each period through
charges to operating expense. If the obligation is settled for other than
the carrying amount of the liability, the Company will recognize a gain
or loss on settlement.

The Company is required and plans to adopt the provisions of SFAS
No. 143, effective October 1, 2002. To accomplish this, the Company
must identify all legal obligations for asset retirement obligations, if
any, and determine the fair value of these obligations on the date of
adoption. The determination of fair value is complex and will require
the Company to gather market information and develop cash flow
models. Additionally, the Company will be required to develop pro-
cesses to track and monitor these obligations. Because of the effort
necessary to comply with the adoption of SFAS No. 143, it is not prac-
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ticable for management to estimate the impact of adopting this SFAS
at the date of this report.

In August 2001, the FASB issued SFAS No. 144 “Accounting for the
Impairment or Disposal of Long-Lived Assets”. SFAS No. 144 retains
the current requirement to recognize an impairment loss only if the
carrying amounts of long-lived assets to be held and used are not re-
coverable from their expected undiscounted future cash flows. How-
ever, goodwill is no longer required to be allocated to these long-lived
assets when determining their carrying amounts. SFAS No. 144 requires
that a long-lived asset to be abandoned, exchanged for a similar pro-
ductive asset, or distributed to owners in a spin-off be considered held
and used until it is disposed. However, SFAS No. 144 requires the
depreciable life of an asset to be abandoned be revised. SFAS No. 144
requires all long-lived assets to be disposed of by sale be recorded at
the lower of its carrying amount or fair value less cost to sell and to cease
depreciation (amortization). Therefore, discontinued operations are
no longer measured on a net realizable value basis, and future operat-
ing losses are no longer recognized before they occur. The Company
is required to adopt SFAS No. 144 by October 1, 2002. The adoption
of SFAS No. 144 is not expected to have a material impact on the
Company’s financial statements.

(3) ACQUISITIONS

On October 24, 2000, the Company exercised its option to purchase
the remaining interest in Semiconductor300 GmbH & Co. KG, Dres-
den, Germany (“SC300”) from Motorola for € 7,655, and has fully
consolidated the venture from that date. Previously, the Company had
accounted for its non-controlling interest under the equity method.
Other investors in the venture have a redeemable interest which has
been recorded as a long-term liability in the accompanying consolidated
balance sheet (see note 16). The carrying amount of this liability re-
presents their contributed capital and is increased by amounts repre-
senting accretion of interest, which could be payable under the
redemption feature, so that the carrying amount of the liability will
equal the redemption amount at any redemption date. Each of the
other investors can redeem their interest or the Company can purchase
their interest, at the earliest in 2004.

In September 2000, the Company entered into a letter of intent to
acquire Ardent Technologies, Inc. (“Ardent”). In April 2001, the
Company completed the transaction and issued 706,714 ordinary shares
with an aggregate value of € 39,122 in exchange for a 100 percent
interest in Ardent accounted for as a purchase, and accordingly, the
consolidated statement of operations include the results of Ardent
from that date. Ardent is a supplier of high-bandwidth integrated circuits
for Local Area Network (LAN) internet-based switching systems. Of
the total shares issued, € 13,498 (related to 372,654 shares) is recorded
as deferred compensation and is reflected as a reduction of additional
paid-in capital. These shares are contingent upon employment and/or
certain performance milestones, and the related deferred compensation
is being amortized, principally as research and development expense,
on a straightline basis over the related employment or milestone periods
ranging from two to four years. The Company engaged an indepen-
dent third party to assist in the valuation of net assets acquired. As a
result of this valuation, € 12,220 is allocated to purchased in-process
research and development and expensed as research and development
in the year ended September 30, 2001, because the technological
feasibility of products under development has not been established
and no future alternative uses exist. The amount allocated to purchased
in-process research and development was determined through estab-
lished valuation techniques in the high-technology communications
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industry and related guidance provided by the SEC. The remaining
amounts allocated to goodwill and other intangibles are amortized on
a straight-line basis over a three to five year period. Due to significant
changes in the business climate in internet-related businesses, includ-
ing the market for LAN switching systems, Infineon, as a component
of its restructuring plan (see note 23) terminated a significant num-
ber of the Ardent employees, abandoned certain technology acquired
and materially reduced future R&D expenditures for the Ardent busi-
ness. As a result of reductions in projected future cash flows, manage-
ment concluded that the investment in Ardent was impaired and as a
result of independent valuations performed of the remaining intan-
gible assets recognized an impairment charge of € 13,996 as of Septem-

ber 30, 2001.

In August 2001, the Company acquired all the shares of Catamaran
Communications, Inc. (“Catamaran”). This acquisition has been
accounted for by the purchase method of accounting and accordingly,
the consolidated statement of operations include the results of Cata-
maran from that date. Catamaran is a Silicon Valley based fabless
communications semiconductor company focused on integrated circuits
for the optical networking market. Infineon issued an aggregate of
6,373,435 shares to effect the business combination as follows: 5,325,883
shares (€ 246,067) represent purchase price, including 1,952,397 shares
exchanged for unearned shares of restricted stock and stock options of
Catamaran. The intrinsic value of the unearned shares (€ 24,884) is
accounted for as deferred compensation. Additional 404,985 shares
represent compensation to the employees upon continued employment
and the achievement of certain performance milestones and are
accounted for as deferred compensation at their intrinsic value (€ 5,852).
In addition, 642,569 shares represent contingent purchase considera-
tion payable to the shareholders of Catamaran upon Catamaran
achieving certain performance milestones. The shares representing
contingent purchase consideration and deferred compensation are
both held in escrow. The shares representing contingent purchase
consideration are not reflected as issued and outstanding shares in the
statement of shareholders’ equity. Should Catamaran achieve these
milestones, the purchase price will be adjusted to reflect the issuance
of the 642,569 shares at their fair value at the date the milestones are
achieved. The shares reflected as deferred compensation are shown as
a reduction of additional paid-in capital and are being amortized on

a straight-line basis over the related employment or milestone periods,
ranging from two to four years. The Company engaged an independent
third party to assist in the valuation of net assets acquired. As a result
of this valuation, € 57,052 is allocated to purchased in-process research
and development and expensed as research and development in the
year ended September 30, 2001, because the technological feasibility
of products under development has not been established and no future
alternative uses exist. The amount allocated to purchased in-process
research and development was determined through established valua-
tion techniques in the high-technology communication industry and
related guidance provided by the SEC. The remaining purchase price
was allocated to the core technology intangible of € 8,900, which

is being amortized over its useful life of five years, and goodwill of

€ 179,431, which pursuant to SFAS No. 141 is not amortized. Had
the goodwill been subject to amortization, an additional expense of
€ 2,991 would have been recorded in the consolidated statement of
operations for the year ended September 30, 2001.

Proforma financial information relating to these acquisitions is not
material to the results of operations and financial position of the
Company and has been omitted.

In May 2001, the Company and Saifun Semiconductors Ltd. (“Saifun”)

formed a new company, Ingentix, to develop, manufacture and market
flash memory products based on Saifun’s patented Nitrided Read
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Only Memory (NROM) technology. Infineon acquired 51 percent
of the outstanding common stock of Ingentix in exchange for cash of
€ 18,833 and has consolidated the operations of Ingentix since its
formation.

(4) DIVESTITURES

On December 19, 2000, the Company sold the Image & Video busi-
ness unit, previously included in the Wireline Communications seg-
ment. This business generated net sales of € 122,845, € 138,974, and

€ 38,251 for the years ended September 30, 1999, 2000 and 2001
(through the date of divestiture), respectively. Earnings (loss) before
interests, minority interests and taxes (“EBI'T”) amounted to € 13,095,
€15,985, and € 9,659 for the years ended September 30, 1999, 2000
and 2001 (through the date of divestiture), respectively. The divestiture
of this business unit resulted in a net gain before tax of € 202,316,
and is reflected as other operating income in the accompanying consol-
idated statement of operations for the year ended September 30, 2001.

On July 27, 2001, the Company entered into a divestiture agreement
relating to its infrared components business. In connection with this
transaction, the Company transferred certain assets of its Malaysian
production facility relating to the infrared components business to a
new entity, Infineon Technologies Krubong Sdn. Bhd. (“Krubong”),
which will be responsible for the establishment of a new manufac-
turing facility in Malaysia for this business. Pursuant to the terms of
the agreement, the purchaser has acquired a 19 percent ownership
interest in Krubong, as well as immediately acquiring specified assets
related to this business in the United States and Germany. The agree-
ment also contains a put and call option, which is exercisable begin-
ning on January 1, 2002, dependent upon Krubong achieving specified
operational parameters. If the put or call option becomes exercisable
and is exercised by ecither of the parties, the total transaction value will
approximate $ 120 million, subject to specified purchase price adjust-
ments. The purchaser has provided the Company with an initial
payment of $ 78 million and the remainder is due upon the exercise
of the put and call option. As of September 30, 2001, the Company
has recognized a gain of € 26,275 relating to the sale of the 19 percent
interest in Krubong as well as the sale of the United States and Ger-
man assets. The excess of the cash received over the allocated purchase
price related to the 19 percent interest and the related asset sales has
been recorded as a deferred gain as of September 30, 2001.

On August 14, 2001, the Company entered into an agreement to sell
its 49 percent share in the Osram Opto Semiconductors GmbH & Co.
OHG joint venture (“Osram Opto”) for € 564,674 to Osram GmbH
(“Osram”), a wholly owned subsidiary of Siemens. Pursuant to the
provisions of Accounting Interpretation No. 39 of APB Opinion 16
“Iransfers and Exchanges between Companies under Common
Control” transfers of long-lived assets between entities under common
control are to be accounted for at their historic costs and any excess
of consideration received should be accounted for as a capital contribu-
tion. Accordingly, the excess purchase price, net of tax, of € 392,310

is reflected as a direct increase to additional paid-in capital at Septem-
ber 30, 2001. The Company recorded equity in earnings related to

its investment in Osram Opto of € 7,786, € 9,027 and € 3,743, respec-
tively, in the 1999, 2000 and 2001 financial years. The Company’s
purchases and sales of opto products are expected to continue under the
same terms and conditions that existed prior to the sale of the interest
in the joint venture.



(5) ORDINARY SHARE CAPITAL

The Company had issued 693,025,144 registered ordinary shares of
€ 2.00 notional value per share as of September 30, 2001. In connec-
tion with the acquisition of Catamaran (see note 3), 642,569 ordinary
shares represent contingent purchase price consideration and are held
in escrow subject to certain milestones being achieved. Accordingly,
at September 30, 2001, the Company had 692,382,575 ordinary shares
outstanding, excluding such contingent consideration.

Authorized and Conditional Share Capital

In addition to the issued share capital, the Company’s Articles of
Association authorize the Management Board to increase the ordinary
share capital with the Supervisory Board’s consent by issuing new
shares. As of September 30, 2001, the Management Board may use
these authorizations through March 31, 2004 to issue new shares as
follows:

== authorized share capital II - in an aggregate amount of up to
€120,000 to issue shares to employees. The pre-emptive rights of
existing shareholders are excluded.

== authorized share capital I1I - in an aggregate amount of up to
€ 222,535 to issue shares in connection with business combinations
(contributions in kind). The pre-emptive rights of existing share-
holders are excluded.

The Company has conditional capital of up to € 96,000 (conditional
share capital I) that may be used to issue up to 48 million new registered
shares in connection with the Company’s long-term incentive plan
(see note 27). These shares will have dividend rights from the begin-
ning of the fiscal year in which they are issued.

The Company has conditional capital of up to € 50,000 (conditional
share capital II) that may be used to issue up to 25 million new regis-
tered shares upon conversion of debt securities if those securities
have been issued before November 30, 2004. These shares will have
dividend rights from the beginning of the fiscal year in which they
are issued.

Capital Transactions

At the Formation, Infineon was capitalized through the issuance of
200,000,000 ordinary shares with a nominal value of € 400,000. At a
shareholders’ meeting on December §, 1999, the shareholders au-
thorized the issuance of an additional 200,000,000 ordinary shares
with a nominal value of € 400,000 through a stock split in the form
of a stock dividend. At a shareholders’ meeting on February 9, 2000,
the shareholders authorized the issuance of an additional 200,000,000
ordinary shares with a nominal value of € 400,000 through a stock
split in the form of a stock dividend. These capital increases were
approved by the German Commercial Registrar on January 26, 2000,
and February 14, 2000, respectively, and have been reflected as if
they had occurred at the time of the Formation in the accompanying
financial statements. Accordingly, all applicable references to the
number of ordinary shares and per share information prior to the For-
mation have been restated to reflect the authorization and issuance

of 600,000,000 ordinary shares.

On March 13, 2000, Infineon successfully completed its initial public
offering (“IPO”) of 16,700,000 ordinary shares, consisting of American
Depository Shares which are listed on the New York Stock Exchange
and ordinary shares which are listed on the Frankfurt Stock Exchange,
raising € 562,035, net of offering expenses.

(Euro in thousands, except where otherwise stated)

[Notes to the Consolidated Financial Statements]

In March 2000, pursuant to a private placement, the Company sold
7,592,430 ordinary shares to Intel Corporation (“Intel”), raising

€ 258,826. Under the provisions of the investment agreement, Intel
has agreed to limit the number of shares it would sell over a specified
period.

On April 25, 2000, the Company issued 1,209,077 ordinary shares
from authorized share capital 11T to acquire the net assets of Savan.

In March 2001, the Company issued 443,488 ordinary shares from
authorized share capital III as partial consideration to acquire an
interest in Ramtron International Corp. (see note 11).

In April 2001, the Company issued 706,714 ordinary shares from
authorized share capital l1I to acquire Ardent (see note 3).

In July 2001, Infineon successfully completed a secondary public
offering of 60,000,000 ordinary shares, raising € 1,475,137, net, of
offering expenses. As a result of the offering, the authorized share
capital I has been fully utilized.

In August 2001, the Company issued 6,373,435 ordinary shares from
authorized share capital 1II to acquire Catamaran (see note 3).

Under German Commercial Law (Aktiengesetz), the amount of divi-
dends available for distribution to shareholders is based on the level

of retained earnings of the ultimate parent, Infineon Technologies AG,
as determined in accordance with the HGB. At a shareholders’ meet-
ing on April 6, 2001, the shareholders authorized and the Company
subsequently paid a dividend of € 406,612 in respect of the earnings

for the year ended September 30, 2000 of Infineon Technologies AG.

On October 13, 1999, ProMOS Technologies Inc., an Associated
Company, completed a public offering on the Taiwan Stock Exchange
0£ 150,000,000 primary shares. As a result of this offering, the Com-
pany’s interest in ProMOS was diluted while its proportional share
of ProMOS’ shareholders’ equity increased by € 51,212. Pursuant to
SEC SAB Topic 5:H, this increase is reflected as a direct addition
to sharcholders’ equity, since the realization of the gain was not reason-
ably assured at the time of the transaction.
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[Notes to the Consolidated Financial Statements]

(6) EARNINGS (LOSS) PER SHARE

Basic earnings (loss) per share (“EPS”) is calculated dividing net
income (loss) by the weighted average number of ordinary shares
outstanding during the year. Diluted EPS is calculated by dividing
net income by the sum of the weighted average number of ordinary
shares outstanding plus all additional ordinary shares that would have
been outstanding if potentially dilutive securities or ordinary share
equivalents had been issued.

The computation of basic and diluted EPS for the years ended

September 30, 1999, 2000 and 2001, is as follows:

(7) MARKETABLE SECURITIES

Marketable securities at September 30, 2000 and 2001 consist of the
following:

SEPTEMBER 30, 2000

2001

1999 2000
T T

Numerator

60,636 1,125,585  (590,581)

Net income (loss)

Denominator

Weighted-average shares
outstanding — basic

600,000,000 613,862,876 640,566,301

Effect of dilutive stock options — 1,258,310 —

Weighted-average shares

outstanding — diluted 600,000,000 615,121,186 640,566,801

Farnings (loss) per share
(in €)

Basic and diluted 0.10 1.83 (0.92)

SEPTEMBER 30, 2001

FAIR UNREALIZED UNREALIZED FAIR UNREALIZED UNREALIZED
C0‘5T VA|‘_UE GA{lN LO?S CgST VA|‘_UE GP{lN LOFS

German government securities 6,327 5,933 — (394) 4,407 4,492 85 —
Foreign government securities 21,002 21,033 867 (836) 24,710 24,956 246 —
Floating rate notes 451,407 452,699 1,292 — 55,279 57,107 1,878 (50)
Other dept securities 2,144 2,144 = = 3,244 3,247 3 =
Total debt securities 480,880 481,809 2,159 (1,230) 87,640 89,802 2,212 (50)
Equity securities 15,012 27,042 13,212 (1,182) 19,583 14,265 14 (5,332)
Total marketable securities 495,892 508,851 15,371 (2,412) 107,223 104,067 2,226 (5,382)
Reflected as follows:
Current asset 485,601 497,712 14,523 (2,412) 95,816 92,563 2,129 (5,382)
Non-current asset
(note 12) 10,291 11,139 848 — 11,407 11,504 97 —
Total marketable securities 495,892 508,851 15,371 (2,412) 107,223 104,067 2,226 (5,382)

Realized gains were € 521, € 20,238 and €1,485 for the years ended
September 30, 1999, 2000 and 2001, respectively, and are reflected
as other income in the accompanying statements of operations.

Debt securities at September 30, 2001 had the following remaining
contractual maturities:

cosT FAIR VALUE
T T
Less than 1 year 3,414 3,418
Between 1 and 5 years 33,103 32,998
More than 5 years 51,123 53,386
87,640 89,802

Actual maturities may differ due to call or prepayment rights.
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(8) ACCOUNTS RECEIVABLE, NET

Accounts receivable at September 30, 2000 and 2001 consist of the
following:

I 2?00 20‘01

Third party-trade 1,180,229 530,241
VAT and other taxes receivable 196,417 135,623
Miscellaneous 40,613 94,967
Total receivable 1,417,259 760,831
Allowance of doubtfull accounts (31,441) (42,119)
Total 1,385,818 718,712




[Notes to the Consolidated Financial Statements]

Activity in the allowance for doubtful accounts for the years ended (9) INVENTORIES
September 30, 2000 und 2001 is as follows:

Inventories at September 30, 2000 and 2001 consist of the following:
2000 2001
T T

2000 2001
\ \

Allowance for doubtful accounts

at beginning of year 22,699 Raw materials and supplies 84,485
Additions charged to bad debt expense 17,410 Work-in-process 417,022
Write-offs charged against Finished goods 339,307
the allowance (10,382) Total inventory 840,814
Foreign currency effects 1,714

Allowance for doubtful accounts

atend of year 31441 During the years ended September 30, 2000 and 2001, the Company

recorded inventory write-downs of € 40,013 and € 357,731, respectively.

(10) PROPERTY, PLANT AND EQUIPMENT, NET

A summary of activity for property, plant and equipment for the year
ended September 30, 2001 is as follows:

TECHNICAL OTHER PLANT
LAND AND EQUIPMENT AND OFFICE CONSTRUCTION
BUlL[I)lNGS AND MAICHlNERY EQUHTMENT IN PROIGRESS TO'Il'AL
Cost
September 30, 2000 828,986 4,177,694
Additions 196,215 1,137,379
Disposals (5,346) (170,645)
Consolidations 629 102,452
Transfers 48,712 499,897
Foreign currency effects (17,641) (67,321)
September 30, 2001 1,051,555 5,679,456

Accumulated depreciation

September 30, 2000 (291,397) (2,041,325)
Additions (65,640) (700,394)
Disposals 1,698 130,506

Consolidations (74) (48,917)
Foreign currency effects 3,495 35,446

September 30, 2001 (351,918) (2,624,684)
Book value

September 30, 2000 537,589 2,136,369

Book value

September 30, 2001 699,637 3,054,772

The company is the lessor of technical equipment and machinery
(see note 18) of € 220,912 and € 217,228 with related accumulated
depreciation of € 141,285 and € 162,486 as of September 30, 2000
and 2001, respectively.

(Euro in thousands, except where otherwise stated)
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(11) LONG-TERM INVESTMENTS, NET

A summary of activity for long-term investments for the year ended
September 30, 2001 is as follows:

INVESTMENT  INVESTMENT
LONG-TERM IN ASSOCIATED IN RELATED
INVESTMENTS, NET COMPANIES ~ COMPANIES TOTAL
T T T

Balance at
September 30, 2000 358,544 73,747 432,291
Additions 151,300 57,248 208,548
Disposals (32,550) (1,505) (34,055)
Impairments (5,451) (457) (5,908)
Transfers 7,076 (7,076) —
Equity in earnings 24,828 — 24,828
Share issuance 11,165 — 11,165
Consolidations (7,369) 22,771 15,402
Foreign currency effects 4,142 (1,692) 2,450
Balance at
September 30, 2001 511,685 143,036 654,721

Investments in Related Companies principally relate to investment
activities aimed at strengthening Infineon’s future intellectual property
potential.

The following Associated Companies at September 30, 2001 are
accounted for using the equity method of accounting:

PERCENTAGE

NAME OF THE ASSOCIATED COMPANY OF OWNERSHIP

T

MICRAM Microelectronic GmbH, Bochum,

Germany (“MICRAM”) 25.1%
ProMOS Technologies Inc., Hsinchu, Taiwan

(“ProMOS”) 32.5%
ALTIS Semiconductor, France (“ALTIS”) 50.1%
Aristos Logic Corp., Anaheim Hills, California, USA

(“ARISTOS”) 27.6%
Cryptomathic A/S, Arkus, Denmark (“Cryptomathic”) 25.0%
Enhanced Memory System Inc., Wilmington Delaware,

USA (“EMS”) 20.0%
Newlogic Technologies AG, Lustenau, Austria

(“Newlogic”) 25.0%
Ramtron International Corp., Colorado Springs,

USA (“Ramtron”) 20.1%
UMCi Pte. Ltd., Singapore (“UMCi”) 27.3%

Infineon has accounted for these investments under the equity method
of accounting due to the lack of unilateral control (see note 2). The
above companies are principally engaged in the research and develop-
ment, design, and manufacture of semiconductors, integrated circuit
and related products.

page 70

On January 12, 2001, the Company entered into an agreement to sell
74.9 percent of its interest in MICRAM Microelectronic GmbH
(former Infineon Technologies Mantel 6 GmbH) to MICRAM AG.

ProMOS, a Taiwanese public Company, is owned primarily by Mosel
Vitelic, Inc. (“MVI”) and Infineon. The Company’s investment in
ProMOS is net of deferred license and technology transfer fee revenue
(see note 22). On May 22, 2000, ProMOS shareholders approved
the distribution of employee bonuses in the form of 50,683,800 shares.
As a result of this distribution, the Company’s interest was diluted to
33.0 percent, while its proportional share of ProMOS’ shareholders’
equity increased by € 53,425, which is reflected as non-operating
income in the year ended September 30, 2000. On May 14, 2001,
ProMOS shareholders approved the distribution of employee bonuses
in the form of 47,299,535 shares. As a result of this distribution, the
Company’s interest was diluted to 32.5 percent while its proportional
share of ProMOS’ shareholders’ equity increased by € 11,165, which is
reflected as non-operating income in the year ended September 30, 2001.

ALTIS is a joint venture formed on July 12,1999, between Infineon and
IBM, with each having equal voting representation. Pursuant to the
ALTIS shareholders” agreement, Infineon made a cash contribution
of € 24,800 on December 31,1999, in exchange for 2,480,000 shares,
which maintains the Company’s ownership interest in ALTIS at 50.1
percent.

Effective July 1, 2001, the Company acquired a 25 percent interest in
Cryptomathic for € 10,000 in cash. This acquisition was made in con-
junction with the strategic formation of a Security Solutions Group.

On July 20, 2000, the Company acquired an 20.1 percent interest in
Aristos Logic Corp. for a total contribution of € 5,451. On March 26,
2001, the company exercised an option to convert a loan of € 4,717 to
equity which increased the Company’s ownership interest to 27.6
percent. Subsequently, the Company wrote off its investment in and
advances to Aristos.

During the year ended September 30, 2001, the Company acquired
an aggregate 25 percent interest in Newlogic for a total consideration
of € 21,429.

In March 2001, the Company acquired an 20 percent interest in Ramtron
for a total consideration of € 31,479, consisting of 443,488 ordinary shares
and cash of € 10,632. Ramtron is a leading developer of specialty
semiconductor memory products based in Colorado Springs, USA, and
listed on the NASDAQ exchange under the symbol RMTR. The
Company has accounted for its indirect interest in the shares of Infineon
held by Ramtron as treasury stock, amounting to € 4,215 at Septem-

ber 30, 2001.

On March 30, 2000, the Company entered into the UMCi joint ven-
ture agreement with United Microelectronics Corporation (“UMC”)
to construct and operate a 300mm wafer semiconductor facility. The
Company has received a 27.3 percent ownership interest in exchange

for cash of € 65,567.

Included in the amount of long-term investments at September 30,
2001 is goodwill, net, of € 45,101 related to such investments.



The aggregate summarized financial information for the Associated
Companies for the fiscal years 1999, 2000 and 2001, is as follows:

[Notes to the Consolidated Financial Statements]

A summary of activity for intangible assets for the year ended Septem-
ber 30, 2001 is as follows:

_ 19991 2000 20012 OTHER
1 1 1 GOO:)WILL INTAN?IBLES TO[TAL
Sales 1,136,143 1684472 1,533,598 Cost
Gross profit 279.808 515,192 275,429 September 30, 2000 138,972 273,815 412,787
Net income 91,558 291,157 $5.800 Additions 8,720 83,495 92,215
Impairments and write-offs (1,675) (40,756) (42,431)
Disposals — (7,137) (7,137)
Current assets 955,568 1,188,227 Consolidations 186,305 38,689 224,994
Non-current assets 1,887,828 2,238,926 Foreign currency effects (4,870) (980) (5,850)
Current liabilities O7,144)  (PLEB)| 5. 1crmper 30, 2001 327452 347126 674,578
Non-current liabilities (332,008)  (472,388)
Shareholders’ equity 1,538,244 1,962,867 Accumulated amortization
September 30, 2000 (11,344)  (179,684) (191,028
1 Includes sales, gross profit and net loss of White Oak of € 385,339, € 35,085, and € (17,946), Additions (21,363) (28,688) (50,051)
2 iiﬁﬁ?ﬁfﬁeg gross profit and net income of Osram Opto of € 415,223, € 58,684 and Disposals = 1,706 1,706
€9,274, respectively. Consolidations — (383) (383)
Foreign currency effects 777 924 1,701
(12) OTHER ASSETS September 30, 2001 (31,930)  (206,125)  (238,055)
Other non-current assets at September 30, 2000 and 2001 consist of Book value
the following: September 30, 2000 127628 94131 221,759
— 2090 2091 Book value
September 30, 2001 295,522 141,001 436,523
Intangible assets, net 221,759 436,523
Notes receivable 5,902 32,048
(13) ACCOUNTS PAYABLE
Marketable securites
(note 7) 11,139 11,504 Accounts payable at September 30, 2000 and 2001 consist of the
Other, net 14,605 1,294 following:
Total 253,405 481,369 o 2000 2001
T T
Third party — trade 766,439 950,048
VAT and other taxes payable 80,803 88,595
Other 1,997 11,734
Total 849,239 1,050,377

(Euro in thousands, except where otherwise stated)
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(14) ACCRUED LIABILITIES

Accrued liabilities at September 30, 2000 and 2001 consist of the
following:

(17) pEBT

Debt at September 30, 2000 and 2001 consists of the following:

2000 2001
2000 2001 ‘ ‘
— 1 1 Shortterm debt
Notes payable to banks,
Personnel costs 156,613 158,326 weighted average rate 3.5 % 111,150 95,342
Accrual for restructuring Current portion of long-term debt 27,200 21,186
(note 23) — 81473 Capital lease obligation = 2,701
Taxes 342,047 65,626 Total shortterm debt and current maturities 138,350 119,229
Warranties and licenses 141,949 83,287
Long-term debt
Other 78,172 37,575 L
Loans payable to banks
el 10 257 — Unsecured term loans, weighted average
rate 4.1 %, due 2001-2007 31,224 112,425
— Interestfree loan, due 2004 41,834 42,743
(15) OTHER CURRENT LIABILITIES — Secured term loans, weighted average
rate 6.6 %, due 2003 — 673
Other current liabilities at September 30, 2000 and 2001 consist of — Loans payable, weighted average rate 4.0 %,
the following: due 2004 _ 6,914
2000 2001 Notes payable, weighted average rate 4.0 %,
T T due 2003 16,602 10,773
Notes payable to governmental entity,
Payroll obligations and other rate 2.4 %, due 2027-2031 38,312 74,620
liabilities to employees 183,463 173,686 Capital lease obligation . 828
Deferred income Lz his) Total long-term debt 127,972 248,976
Forward contracts payable 63,728 11,492
Other 40,075 89,490
299.948 349,628 Short-term notes payable to banks consist primarily of borrowings

(16) OTHER LIABILITIES

Other non-current liabilities at September 30, 2000 and 2001 consist
of the following:

o 2000 2001
Pension obligations (note 20) 41,034 37,480
Deferred government grants 21,802 36,860
Deferred license and technology
transfer fees (note 22) 13,643 16,270
Redeemable interest 175,715 195,922
Minority interest — 17,704
Other 34,528 33,568
286,722 337,804
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under the terms of short-term borrowing arrangements.

The interestdree loan, due 2004, consists of borrowings under an ar-
rangement whereby a governmental entity has agreed to pay all interest
thereon. Additionally, should Infineon meet certain stipulations, the
governmental entity has agreed to repay up to 75 percent of the out-
standing balance of the loan on behalf of Infineon. However, all amounts
outstanding under the loan are included as obligations of Infincon
until the stipulations are achieved, at which time the reported obliga-
tions are reduced by the amount to be paid by the governmental entity.

At September 30, 2001, the company had € 74,620 of unsecured
Industrial Revenue Bonds outstanding associated with the construction
at the Infineon Richmond (previously White Oak) facility.

The Company has an € 729 million syndicated multicurrency revolv-
ing credit facility. The amount of the facility is divided into two equal
tranches. The first tranche of € 375 million expires in March 2004.
The second tranche of € 354 million expires in March 2002. Drawings
under each tranche may be denominated in Euro or U.S. Dollar and
will bear variable market rates of interest based on applicable reference
rates plus a margin. This margin may vary based on the extent of the
facility’s utilization and the level of senior debt to earnings before
interest, taxes, depreciation, and amortization (“senior debt ratio”).
At September 30, 2001, there were no amounts outstanding under
this facility.

The facility includes customary covenants including covenants, in-
cluding covenants regarding the maintenance of a minimum tangible
net worth, a senior debt ratio and an interest coverage ratio. The



Company was granted a waiver on the violation of certain financial
covenants through December 31, 2001. The Company and the syndicate
of financial institutions are currently negotiating amendments to the
financial covenants as well as an extension of the € 354 million com-
ponent of the facility, which expires in March 2002. There can be
no assurance that these negotiations will be satisfactorily concluded.
Accordingly, the revolving credit facility may not be available to the
Company subsequent to December 31, 2001 unless these negotiations
are satisfactorily concluded and the financial covenants are amended
(see note 31).

The Company has established independent financing arrangements
with several financial institutions in the form of both short- and long-
term credit facilities which are available for anticipated funding
purposes. These facilities (including the revolving credit facility of
€729 million) aggregate € 1,733 million, of which €1,576 million was
available at September 30, 2001, and are comprised of three compo-
nents: The first component represents short-term facilities which are
subject to firm commitments by financial institutions, for working
capital, guarantees, and cash pooling purposes, aggregate € 937 million,
of which € 842 million was available at September 30, 2001. The
second component represents additional short-term facilities which are
not subject to firm commitments by financial institutions, for working
capital purposes, aggregate € 329 million, of which € 329 million

was available at September 30, 2001. The third component represents
long-term facilities with a maturity date of at least one year, which are
subject to firm commitments by financial institutions, for working
capital and project finance purposes, aggregate € 467 million, of which
€405 million was available at September 30, 2001.

In March 2001, the Company executed a mandate agreement with a
financial institution for the arrangement of a € 450 million syndicated
credit facility, relating to the construction of the Dresden 300mm
manufacturing facility. The Company anticipates that the credit facility
will be supported by partial guarantees from governmental entities
and subject to specified financial covenants. The Company has received
commitment letters from the guarantors and financial institutions and
the closing of the facility is subject to the execution of documentation
satisfactory to the financial institutions as well as customary closing
procedures (see note 31).

Aggregate amounts of long-term debt including capital lease obligations
maturing during the next five years and thereafter are as follows:
2002, € 23,887; 2003, € 22,650; 2004, € 77,877; 2005, € 33,257; 2006,
€ 31,478 and thereafter € 83,714.

(18) RELATED PARTIES

Infineon has transactions in the normal course of business with Siemens
group companies and with Related and Associated Companies (together,
“Related Parties”). Infineon purchases certain of its raw materials,
especially chipsets, from and sells a significant portion of its products
to Related Parties. Purchases and sales to Related Parties are generally
based on market prices or manufacturing cost plus a markup.

(Euro in thousands, except where otherwise stated)

[Notes to the Consolidated Financial Statements]

Related Party receivables at September 30, 2000 and 2001 consist of
the following:

- 2000 2001
Siemens group — trade 104,409 132,525
Associated and Related Companies — trade 62,393 5,822
Siemens group — financial and other 49,295 25,499
Associated and Related Companies —
financial and other 216,178 38,097
Employee receivables 6,850 6,330
439,125 208,273

Related Party payables at September 30, 2000 and 2001 consist of the
following:

- 20‘00 20‘01

Siemens group — trade 92,055 136,732

Associated and Related Companies — trade 265,032 97,959

Siemens group — financial and other 7,594 1,717

Associated and Related Companies —

financial and other 8,704 2,329
373,385 238,737

Related Party receivables and payables have been segregated (1),
between amounts owed by or to Siemens group companies and com-
panies in which Infineon has an ownership interest and (2) based
on the underlying nature of the transactions. Trade receivables and
payables include amounts for the purchase and sale of product.
Financial receivables and liabilities represent amounts owed relating
to loans and advances and accrue interest at interbank rates.

Transactions with Related Parties during the years ended September 30,
1999, 2000 and 2001 include the following:

o 1999 2000 2001
T T T

Sales to Related Parties:
— Siemens group companies 963,251 1,089,022 900,745
— Associated and Related

Companies 110,783 121,593 147,570
Purchases from Related Parties:
— Siemens group companies 260,107 424324 417,487
— Associated and Related

Companies 841,631 1,183,378 1,039,530
Interest income from
Related Parties 21,788 14,437 8,718
Interest expense to
Related Parties 15,510 21,396 10,241
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Sales to Siemens group companies include sales to the Siemens group
sales organizations for resale to third parties of € 366,730, € 326,356
and € 88,676 for the years ended September 30, 1999, 2000 and 2001,
respectively. Sales to the Siemens group sales organizations for resale
to third parties are made at discounts of approximately 5 percent to

8 percent. In January 2001, the Company completed the renegotiation
of its compensation arrangements with the Siemens group sales organ-
izations to cease the practice of selling at a discount to them for resale
to third parties. Sales are principally conducted through the Company’s
own independent sales organization directly to third parties. Where
the Company has not established its own independent sales organiza-
tion in a certain country, a commission is paid to the Siemens group
sales organizations where they assist in making sales directly to third
parties.

In April 2001, Siemens provided the Company with an € 450 million
unsecured short-term loan, bearing interest at 4.88 percent. The loan
was repaid in September 2001.

Technical equipment is leased to ALTIS (see note 10). The non-can-
celable future lease payments due under this lease at September 30,
2001 amount to € 31,0006 for the year 2002, € 23,384 for the year 2003,
and € 15,319 for the year 2004.

Prior to the Formation, Siemens provided services to and incurred costs
on behalf of Infineon. The cost of such services, including administra-
tive services, management information services, employee benefit
administration, legal administration, insurance, tax services, treasury
services, and accounting and reporting, were allocated to Infineon
and amounted to € 37,509 for the year ended September 30, 1999.
These allocations were based upon service contracts between the rele-
vant parties as well as upon methods that management believes are
reasonable, including the use of time estimates, headcount and trans-
action statistics, and similar activity-based data. In the opinion of the
management, such expenses are indicative of the actual expenses that
would have been incurred if Infineon had been operating as an inde-
pendent entity.

(19) INCOME TAXES

Income (loss) before income taxes and minority interests is attributable
to the following geographic locations for the years ended September 30,
1999, 2000 and 2001:

1999 2000 2001
T T T
Germany (111,849) 1,297,902 (1,183,504)
Foreign 142,191 446,295 158,705
30,342 1,744,197 (1,024,799)
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Income tax (benefit) expense for the years ended September 30, 1999,
2000 and 2001 is as follows:

1999 2000 2001
T T T
Current taxes
Germany 10,668 448,496 23,246
Foreign 25,125 73,161 42,405
35,793 521,657 65,651

Deferred taxes
Germany (66,968) 109,642 (490,585)
Foreign 1,066 (18,830) (3,795)

(65,902) 90,812 (494,380)
Income tax (benefit) expense (30,109) 612469  (428,729)

German corporate tax law applies a split-rate imputation system with
regard to the taxation of the income of a corporation and its shareholders.
In accordance with the tax law in effect for fiscal 1999, 2000 and 2001,
retained corporate income is initially subject to a federal corporate tax
rate of 40 percent in each of 1999, 2000 and 2001, plus a solidarity
surcharge of 5.5 percent for each year on federal corporate taxes payable.
Including the impact of the surcharge, the federal corporate tax rate
amounted to 42.2 percent for the years ended September 30, 1999,
2000 and 2001, plus trade tax, net of federal benefit, of 9.8 percent for
the years ended September 30, 1999, 2000 and 2001. Upon distribution
of retained earnings to shareholders, the corporate income tax rate

on such distributed earnings is adjusted to 30 percent, plus a solidarity
surcharge of 5.5 percent in 1999, 2000 and 2001 for a total of 31.65
percent in 1999, 2000 and 2001. This reduction is effected by means of
a refund for taxes previously paid, which is known as the dividend tax
credit.



A reconciliation of income taxes for the years ended September 30,
1999, 2000 and 2001, determined using the German corporate tax
rate plus trade taxes, net of federal benefit, for a combined statutory

[Notes to the Consolidated Financial Statements]

Net deferred income tax assets and liabilities are presented in the
accompanying balance sheets as of September 30, 2000 and 2001 as
follows:

rate of 52 percent for 1999, 2000 and 2001, is as follows: 20‘00 20‘01
o 1999 2000 2001
‘ ‘ ‘ Deferred tax assets Current 100,407 38,955
Non-current 165,601 412,203
Expected provision (benefit) for Deferred tax liabiliti
. eferred tax liabilities Current (74,634) (19,487)
income taxes 15,778 906,982 (532,895) Non-current | (177,445) (52.747)
Dividend tax credit — (58,100) — 13.929 378,924
Tax free income (21,788) (78,632) (16,119)
Foreign tax rate differential (65,726)  (149,908) (91,035)
Non-deductible expenses and For purposes of the preparation of the accompanying financial state-
other provisions 3172 721 40.896 ments, Infineon has prepared its tax provision as if it were a separate
: . entity for all periods prior to the Formation. Infineon recognized deferred
Change in German tax rate — tax benefits of € 65,902 and € 494,380 for the years ended September
effect on opening balance = - (28,027) 30, 1999 and 2001, respectively. These benefits are recognized to the
Change in German tax rate — extent, it is considered more likely than not that such benefits will be
effect on current year 12,654 _ 153,840 realized in future years. These considerations include, but are not
i ) limited to, the ability under German tax law to carry forward incurred
Change in valuation allowance 18,282 (27,834) 17,798 tax losses indefinitely and thereby offset taxable income in future
In-process research and years without limitation, tax planning strategies and estimates of future
development — — 29,339 taxable income. These benefits were recognized based on manage-
Other 7519 19.240 (2,526) ment’s belief that it would have been more likely than not that such
. . . benefits would have been utilized by Infineon in future years.
Actual provision (benefit) for
income taxes (30,109) 612,469  (428,729) In 1999, Infineon incurred German tax losses in the amount of

Deferred income tax assets and liabilities as of September 30, 2000

and 2001 relate to the following:

20?0 20‘01
Assets
Intangible assets 7,370 65,184
Investments 35,387 34,533
Inventories 65,901 30,241
Deferred income 105,092 83,805
Net operating loss and tax credit carry forwards 99,395 441,236
Other items 96,819 122,948
Gross deferred tax assets 409,964 777,947
Valuation allowances (1,576) (18,987)
Deferred tax assets 408,388 758,960
Liabilities
Property, plant and equipment 275,401 179,721
Accrued liabilities 51,011 148,044
Other items 68,047 52,271
Deferred tax liabilities 394 459 380,036
Deferred tax assets, net 13,929 378,924

(Euro in thousands, except where otherwise stated)

€ 358,865. Such tax losses do not represent tax loss carry-forwards and
did not result in deferred tax assets for Infineon at September 30,
1999, as such losses were incurred when the German operations were
a division of Siemens, and therefore benefit Siemens. Accordingly,
the related deferred tax benefit of € 180,832 is reflected as part of equity
transactions with Siemens for the year ended September 30, 1999.
At September 30, 2001, Infineon had tax loss carry-forwards of
€769,734 and tax credit carry-forwards of € 95,493. Such tax loss and
credit carry-forwards from both German and non-German operations
are generally limited to use by the particular entity that generated
the loss or credit and do not expire under current law, except for tax
loss carry forwards of € 90,701 which expire in 2020 and 2021.

During the year ended September 30, 2001, valuation allowances
were established relating to the Malaysia operations for tax loss carry-
forwards which management believes that it is more likely than not
that they will not be fully utilized, due to the existence of tax credit
carry forwards.

Infineon did not provide for income taxes or foreign withholding taxes
on cumulative earnings of foreign subsidiaries for the years ended
September 30, 1999, 2000 and 2001, respectively, because these earnings
are intended to be indefinitely reinvested in those operations. It is
not practicable to estimate the amount of unrecognized deferred tax
liabilities for these undistributed foreign earnings.

The income tax (benefit) expense for 1999, 2000 and 2001 was allocated
to continuing operations and accumulated other comprehensive income.
The aggregate amounts allocated to equity, for unrealized gains
(losses) on securities and minimum pension liabilities, was € (1,965),

€ 7,945 and € (15,625) for 1999, 2000 and 2001, respectively.

In October 2000, the German government passed new tax legislation
which, among other changes, will reduce the Company’s statutory
tax rate in Germany from 40 percent on retained earnings and 30 per-
cent on distributed earnings to a uniform 25 percent, effective for
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the company’s year ending September 30, 2002. The impact of the
various revisions in the new tax legislation was accounted for during
the year ended September 30, 2001, the period of the enactment of
the legislation, as required by SFAS No. 109, “Accounting for Income
Taxes”. The impact of the legislation, primarily reflecting the effect
of the tax rate reduction on the Company’s deferred tax balances at
September 30, 2000, was to increase income tax benefit of € 28,027
for the year ending September 30, 2001.

(20) PENSION PLANS

Infineon provides pension benefits to a significant portion of its hourly
and salaried employees. Plan benefits are principally based upon
years of service. Certain pension plans are based on salary earned in
the last year or last five years of employment while others are fixed
plans depending on ranking (both wage level and position).

Information with respect to Infineon’s pension plans for the years
ended September 30, 1999, 2000 and 2001 is presented by German
(“Domestic”) plans and non-German (“Foreign”) plans.

1999 2000 2001
DOMESTIC FOREIGN DOMESTIC FOREIGN DOMESTIC FOREIGN
PL?NS PLA{NS PLP{NS PL/TNS PLA{NS PL»TNS

Change in projected benefit obligations:
Projected benefit obligations beginning of year (159,498) (42,216)  (147,681) (19,495)  (170,062) (34,560)
Service cost (9,109) (1,191) (10,443) (5,840) (12,379) (2,314)
Interest cost (9,570) (802) (9,018) (3,181) (11,235) (2,298)
Actuarial gains (losses) (4,766) — (3,911) (867) (5,809) (3,404)
Business combinations — — (338) (614) — —
Plan amendments — — — — — 4,114
Settlement of pension obligations 33,001 24,714 14 421 729 841
Benefits paid 2,261 — 1,315 8 2,169 —
Foreign currency effects - — — (4,992) — 2,860
Projected benefit obligations end of year (147,681) (19,495)  (170,062) (34,560)  (196,587) (34,761)
Change in fair value of plan assets
Fair value at beginning of year — 5,116 — 5,640 154,696 9,347
Contributions and transfers — — 154,696 3 — 14,690
Actual return on plan assets — 524 — 2,144 (21,834) 1,269
Foreign currency effects — — — 1,560 — (1,265)
Fair value at end of year — 5,640 154,696 9,347 132,862 24,041
Funded status (147,681) (13,855) (15,3606) (25,213)  (63,725) (10,720)
Unrecognized actuarial gain 4,766 4,004 8,676 5,513 51,783 2,698
Unrecognized net obligation (asset) 5,208 (140) 3,472 (119) 1,734 —
Unrecognized prior service cost — 157 — 169 — 136
Net liability recognized (137,707) (9,834) (3,218) (19,650) (10,208) (7,886)
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The above net liability is recognized as follows in the accompanying
balance sheets as of September 30:

[Notes to the Consolidated Financial Statements]

1999 2000 2001
DOMESTIC FOREIGN DOMESTIC FOREIGN DOMESTIC FOREIGN
PLANS PLANS PLANS PLANS PLANS PLANS
I T T T T T T
Prepaid pension cost — — 3,674 — — —
Restricted cash — — 14,492 — — —
Accumulated other comprehensive income — — — — 19,386 —
Accrued pension liability (137,707) (9,834) (21,384) (19,650) (29,594) (7,886)
Net liability recognized (137,707) (9,834) (3,218) (19,650) (10,208) (7,886)
The assumptions used in calculating the actuarial values for the prin-
cipal pension plans are as follows:
1999 2000 2001
DOMESTIC FOREIGN DOMESTIC FOREIGN DOMESTIC FOREIGN
PLANS PLANS PLANS PLANS PLANS PLANS
T I I I I I I
Discount rate 6.0 % 7.5% 6.5% 7.8% 6.0 % 7.5%
Rate of compensation increase 25% 45% 3.5%3.8% 5.0% 3.0% 4.5%
Expected return on plan assets 8.5% 8.5% 10.0 % 8.0%
The components of net periodic pension (cost) benefit for the years
ended September 30, 1999, 2000 and 2001 are as follows:
1999 2000 2001
DOMESTIC ~ FOREIGN  DOMESTIC  FOREIGN  DOMESTIC  FOREIGN
PLANS PLANS PLANS PLANS PLANS PLANS
T I I I I I I
Service cost (9,109) (1,191)  (10,443) (5,840)  (12,379) (2,314)
Interest cost (9,570) (802) (9,018) (3,181) (11,235) (2,298)
Return on plan assets — 524 — 667 15,468 1,926
Amortization of prior service cost — (24) — 82 — (30)
Amortization of unrecognized gains — (127) — 67 — 104
Amortization of unrecognized net obligation/asset (1,736) 47 (L,737) (203) (1,736) —
Net periodic pension (cost) benefit (20,415) (1,573) (21,198) (8,408) (9,882) (2,612)

In connection with the Formation, certain employee groups exercised
their right to remain in the Siemens pension plan. As a result of this
election, the projected benefit obligation was reduced by € 33,001
and is shown as a settlement of pension obligations. No gain or loss
was recognized on the transfer.

Prior to 1999, Infineon was required to purchase investments to fund
certain foreign pension payments. In March 1999, Infineon settled
these pension obligations for € 18,573, resulting in a net gain of € 4,388.

On September 25, 2000, the Company established the Infineon
Technologies Pension Trust (the “Pension Trust”) for the purpose of
funding future pension benefit payments for employees in Germany.
The Company contributed € 154,696 of cash and marketable debt
and equity securities, which qualify as plan assets under SFAS No. 87,
to the Pension Trust for use in funding these pension benefit obliga-
tions, thereby reducing accrued pension liabilities (see note 16).

(Euro in thousands, except where otherwise stated)

As of result of the employee terminations, in connection with the
Company’s restructuring plan (see note 23), it is anticipated that cer-
tain of the Company’s defined benefit plans may be required to be
accounted for as a partial curtailment pursuant to the provisions of
SFAS No. 88 “Employers Accounting for Settlements and Curtailments
of Defined Benefit Pension Plans and for Termination Benefits.” How-
ever, as of September 30, 2001, the extent of the effect of the curtail-
ment on the Company’s pension obligations is not presently quantifiable
as the identification of specific employees subject to the involuntary
termination plan has not been completed. Accordingly, the impact of
any potential defined benefit plan curtailment gain or loss will be
recognized upon the ultimate indemnification of specific employees
effected by the plan of termination and the completion of the actuar-
ial re-measurement of the related pension obligation.
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(21) GOVERNMENT GRANTS AND SUBSIDIES

Infineon has received economic development funding from various
governmental entities, including grants for the construction of manu-
facturing facilities, grants to subsidize research and development
activities, employee training and interest expense. Grants and subsidies
included in the accompanying financial statements during the years
ended September 30, 1999, 2000 and 2001 are as follows:

19‘99 20‘00 20‘01

Included in the statements of

operations

Interest subsidies 41,523 62,385 378
Research and development 33,067 41,172 71,240
Other 17,789 11,090 9,606
Total 92,379 114,647 81,224
Construction grants deducted

from the cost of fixed assets 642 123 11,080

(22) LICENSE AND TECHNOLOGY TRANSFER FEES

During the years ended September 30, 1999, 2000, and 2001, Infineon
recognized revenues related to license and technology transfer fees
of €46,343, €175,759 and € 88,228, respectively, which are included
in net sales in the accompanying statements of operations. Infineon
received payments of € 144,984 from ProMOS through 1999, which
have been recorded as deferred revenue and are offset against the
related investment (see note 11) in the accompanying balance sheets.
In March 2000, the Company entered into new technology transfer
agreements with ProMOS and restructured existing agreements with
MVI, the majority shareholder of ProMOS. As part of these agreements,
previously unrecognized license fees of $108 million due from MVI
were rescheduled and will be recognized as revenue over the life of
the new contracts. In conjunction with the restructured agreements,
license fees previously received but deferred of € 138,045 were recog-
nized as revenue in the year ended September 30, 2000, since the
Company had fulfilled all of its obligations and all such amounts were
realized.

(23) RESTRUCTURING

In the quarter ended September 30, 2001, in response to continued
weakness in the technology sector worldwide, Infineon approved plans
to restructure the organization and reduce costs. Infineon is imple-
menting changes to streamline its procurement and logistics processes
as well as reduce information technology and manufacturing costs.
These changes are intended to improve operational efficiencies and
improve the entire management of the product procurement and
order fulfillment cycles. Accordingly, the Company announced plans
to reduce worldwide headcount by approximately 5,000 employees.
As of September 30, 2001, the Company has signed termination agree-
ments with approximately 2,000 personnel.

Restructuring charges of € 116,505 were expensed during the year
ended September 30, 2001. This charge is comprised of € 56,835 relat-
ing to involuntary employee terminations, € 43,420 relating to both
previously capitalized expenditures (€ 27,145) and related exit costs
(€16,275) associated with the discontinuance of a worldwide informa-
tion technology project and € 16,250 of other exit costs.
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Components of the restructuring charge and amounts paid during the
period and the remaining accrued liability as of September 30, 2001,
are as follows:

RESTRUCTURING ACCRUED
CHARGE PAYMENTS LIABILITY
T T T
Employee terminations 56,835 3,740 53,095
Other exit costs 32,525 4,147 28,378
89,360 7,887 81,473
Write-off of I'T project
costs 27,145
Total charge 116,505

Infineon anticipates completing the remainder of the headcount
reduction and all exit activities associated with the restructuring by
September 30, 2002.

(24) SUPPLEMENTAL OPERATING COST INFORMATION

The costs of services and materials are as follows for the years ended
September 30:

L 1999 2000 2001
T T T

Raw materials, supplies and

purchased goods 1,701,610 2,046,727 2,044,446

Purchased services 656,895 1,022,698 1,357,338

Total 2,358,505 3,069,425 3,401,784

Personnel expenses are as follows for the years ended September 30:

o 1999 2000 2001
T T T
Wages and salaries 910,713 1,263,165 1,511,309
Social levies 139,478 183,668 239,519
Pension expense 21,988 29,606 12,494
Total 1,072,179 1,476,439 1,763,322

The number of employees by geographic region is as follows as of
September 30:

- 1 9‘99 20‘00 20‘01

Germany 12,853 14,247 16,814
Other Europe 2,842 3,409 5,007
USA 2,563 2,838 3,023
Asia/Pacific 7,521 8,672 8,949
Other 0 0 20
Total 25,779 29,166 33,813

As of September 30, 2001, approximately 3,000 employees are to be
terminated in connection with the restructuring (see note 23).



(25) SUPPLEMENTAL CASH FLOW INFORMATION

1999 2000 2001
T T T

Cash paid for
Interest 68,743 90,138 126,132
Income taxes 5,995 211,060 282,259
Non-cash investing and
financing activities
Contributions from (to) Siemens 3,516,375 12,267 (11,050)

Deferred tax benefits transferred

to Siemens (153,565)

Equipment transferred to
Associated Company 47,700

The proceeds from the sale of the Company’s interest in Osram Opto
(see note 4) is reflected under net cash provided by financing activities
as a capital contribution. The excess purchase price of € 392,310 is

net of deferred tax of € 140,510.

(26) OTHER COMPREHENSIVE INCOME (LOSS)

The changes in the components of other comprehensive income
(loss) for the years ended September 30, 1999, 2000 and 2001 are as

[Notes to the Consolidated Financial Statements]

follows:

1999 2000 2001

TAX TAX TAX

PRETAX  EFFECT NET PRETAX  EFFECT NET PRETAX  EFFECT NET
T T T T T T T T T

Unrealized gains (losses) on securities
Unrealized holding gains (losses) (3,698) 1,886 (1,812) 12,959  (6,059) 6,900 (3,157) 1,709 (1,448)
Reclassification adjustment for (gains) losses
included in net income (loss) (182) 79 (103) 3,698 (1,886) 1,812 (12,959) 6,059  (6,900)
Net unrealized gains (losses) (3,880) 1,965 (1,915) 16,657 (7,945) 8,712 (16,116) 7,768 (8,348)
Additional minimum pension liability — — — — — —  (19.386) 7,857  (11,529)
Foreign currency translation adjustment 49,106 — 49,106 105,085 — 105,085 (19,032) —  (19,032)
Other comprehensive income (loss) 45,226 1,965 47,191 121,742 (7,945) 113,797 (54,534) 15,625 (38,909)
Accumulated other comprehensive income (loss) —
beginning of year (48,418) (81) (48,499) (3,192) 1,884  (1,308) 118,550  (6,061) 112,489
Accumulated other comprehensive income (loss) —
end of year (3,192) 1,884  (1,308) 118,550  (6,061) 112489 64,016 9,564 73,580

(Euro in thousands, except where otherwise stated)
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(27) STOCK-BASED COMPENSATION

Fixed Stock Option Plan

In 1999, the shareholders approved a share option plan (“LTT 1999
plan”), which provided for the granting of non-transferable options to
acquire ordinary shares over a future period. Under the terms of the
LTT1999 Plan, the Company may grant options over a five-year period
to members of the Management Board for up to 2.25 million ordinary
shares, directors of subsidiaries and affiliates for up to 6 million ordi-
nary shares, and other eligible employees for up to 39.75 million ordi-
nary shares. The exercise price of each option equals 120 percent of
the average closing price of the Company’s stock during the five trading
days prior to the date of grant. Options vest at the latter of two years
from the grant date or the date on which the Company’s stock reaches
the exercise price for at least one trading day. Options expire 7 years
from the grant date.

On April 6, 2001, the shareholders approved the International Long-
Term Incentive Plan (“LTT 2001 Plan”), which replaces the LTT 1999
Plan. Options previously issued under the LTT 1999 Plan remain
unaffected as to terms and conditions. Pursuant to the provisions of
the LTT 2001 Plan, an aggregate of 51.5 million options can be granted
within a five-year period. Options, once granted, have a vesting period
of at least two years and can be exercised within seven years of the
grant date at an exercise price of 105 percent of the average market
price of the Company’s shares over a specified period preceding the
grant date.

Under the LT 2001 Plan, the Supervisory Board will decide annually
within three months after publication of financial results how many
options to grant to the Management Board. The Management Board
will, within the same three-month period, decide how many options
to grant to eligible employees.

The fair value of each option grant is estimated on the date of grant
using the Black-Scholes option-pricing model with the following
weighted-average assumptions used for grants in 2000: dividend
yield of 0 percent; expected volatility of 45 percent; risk-free interest
rate of 5.46 percent; and expected life of 4.5 years. Weighted-average
assumptions used for grants in 2001 are as follows: dividend yield

0 percent; expected volatility 50 percent; risk-free interest rate of
5.35 percent; and expected life of 4.5 years.

A summary of the status of the LTT 1999 Plan and the LTI 2001 Plan
as of September 30, 2000 and 2001, and changes during the year then
ended is presented below:

SEPTEMBER 30, 2000
WEIGHTED AVERAGE

SEPTEMBER 30, 2001
WEIGHTED AVERAGE

. SHA‘RES EXERCI?E PRICE SHA‘RES EXERCIiE PRICE

Outstanding at beginning of year — — 5,469,468 €42.15
Granted 5,556,268 €42.15 6,013,060 €54.15
Exercised — — — —
Forfeited (86,800) €42.00 (214,650) €43.82
Outstanding at end of year 5,469,468 €42.15 11,267,878 €48.56

The weighted average fair value of each option granted during the
year ended September 30, 2001, was € 24.18.
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The following table summarizes information about stock options out-
standing at September 30, 2001:

RANGE OF EXERCISE PRICES

[Notes to the Consolidated Financial Statements]

WEIGHTED AVERAGE
REMAINING WEIGHTED AVERAGE
OUTSTANDING CONTRACTUAL LIFE EXERCISE PRICE

€27.54 175,500 6.93 years €27.54

€42.00 5,278,468 5.45 years €42.00

€44.95-€47.34 93,500 6.41 years €45.08

€53.26-€55.87 5,702,410 6.52 years €55.11

€90.85 18,000 5.84 years €90.85
11,267,878

No options were exercisable at September 30, 2001.

As described in note 2, the Company applies APB Opinion 25 and
related interpretations in accounting for stock-based compensation.
Accordingly, no compensation expense has been recognized for the
LTT1999 and 2001 Plans. Had compensation expense been deter-

The Euro equivalent notional amounts and fair values of the Com-
pany’s derivative instruments as of September 30, 2000 and 2001 are

as follows:
2000 2001

mined based on the fair value provisions of SFAS No. 123, the Com- NOTIONAL  FAIR ~ NOTIONAL  FAIR
pany’s net income (loss) and earnings (loss) per share would have AM?UNT VAI{UE AM?UNT VAI{UE
been reduced to the pro forma amounts indicated below: _ .

Forward contracts sold

2090 20‘01 U.S. Dollar 1,114,330 (6,078) 1,377,151 61,687

Net income (loss) Japanese Yen — — 136,187 6,930
As reported 1,125,585  (590,581) Singapore Dollar 79,254 (3,015) — —
Pro forma ],115,763 (637587) British Pound 4,140 4 6,780 234
Basic and diluted earnings (loss) per share Forward contracts purchased
As reported 1.83 (0.92) U.S. Dollar 107,425 1,314 261,228  (7,599)
Pro forma 1.81 (1.00) Japanese Yen 32,050 597 43,989  (1,053)

Singapore Dollar — — 25,797 (416)
Employee Stock Purchase Plan British Pound A 3,250 6 6,619 (75)
In connection with the TPO on March 13, 2000, as part of an employee Other currencies 146,772 (865) 64,382 (920)

offering, employees could purchase shares pursuant to a preferential
allocation mechanism. Employees purchased 7,540,448 shares at an
average discount of 5 percent of the offer price. The Company has
recognized compensation expense related to this employee offering

of € 2,992 during the year ended September 30, 2000.

In May 2001, the Company implemented a worldwide employee stock
purchase plan in accordance with the provisions of United States
Internal Revenue Code Section 423, which generally provides the
employees with a discount of 15 percent for purchases of ordinary
shares up to a maximum of 80 shares per employee subject to a one
year holding period. Pursuant to the provisions of this plan, employees
purchased 11,892 shares.

(28) FINANCIAL INSTRUMENTS

Infineon periodically enters into derivatives including foreign currency
forward and option contracts. The objective of these transactions is to

reduce the market risk of exchange rate fluctuations to its foreign cur-
rency denominated net future cash flows. Infineon does not enter into
derivatives for trading or speculative purposes.

(Euro in thousands, except where otherwise stated)

Option contracts sold
U.S. Dollar

450,000 — — —

Option contracts purchased

U.S. Dollar

470,219 (39,402) _ _

Cross currency interest
rate swap

U.S. Dollar — —

615,950 58,695

As of September 30, 2000 and 2001, the carrying amounts and the fair
values of the forward and option contracts are the same.

Gains related to foreign currency derivatives and foreign currency trans-
actions amounted to €41,613, €183,589 and € 34,323, for the years

ended September 30, 1999, 2000 and 2001, respectively. Gains and
losses on derivative financial instruments are generally included in

determining net income, with those related to operations included

primarily in cost of goods sold, and those related to financial activities
included in other income or expense.

Fair values of financial instruments are determined using quoted mar-
ket prices or discounted cash flows. The fair value of Infineon’s unse-

page 81



[Notes to the Consolidated Financial Statements]

cured term loans and interest-bearing notes payable approximate their
carrying values as their interest rates approximate those which could
be obtained currently. Due to the restrictions in the transferability
under the interest free arrangement, a fair value other than the carry-
ing value of the interest-free loan is not meaningful. The fair values of
Infineon’s cash and cash equivalents, receivables, related party receiv-
ables and payables and other financial instruments approximate their
carrying values due to their short term nature. The fair values of mar-
ketable securities are provided in note 7.

(29) RISKS

Financial instruments that expose Infineon to credit risk consist
primarily of trade receivables and currency derivatives. Concentrations
of credit risks with respect to trade receivables are limited by the large
number of geographically diverse customers and Infineon’s credit
approval and monitoring procedures. The concentration of credit risk
with respect to foreign currency derivatives is limited by transactions
with multiple banks up to pre-established limits. Related Parties
account for a significant portion of sales and trade receivables.

In order to remain competitive, Infineon must continue to make
substantial investments in in-process technology and research and
development. Portions of these investments might not be recoverable
if these research and development efforts fail to gain market accep-
tance or if markets significantly deteriorate.

A portion of the intellectual property rights transferred to Infineon by
Siemens is restricted. Infineon cannot use such intellectual property
rights outside its current business or license them to third parties with-
out the prior approval of Siemens. Siemens has retained the right to
license such intellectual property rights to third parties, which include
certain intellectual property rights critical to Infineon. Siemens has
agreed to not engage in or carry out research or development production
or distribution of semiconductor devices per se, except to the extent
that the company is unable or unwilling to provide these devices to
Siemens.

As a subsidiary of Siemens, Infineon benefits under a number of patent
cross licenses, technology licenses and purchasing agreements. The
benefits of such agreements will be lost once Siemens’ direct and in-
direct ownership in Infineon falls below 50 percent. Infineon has suc-
cessfully negotiated certain replacement contracts and is negotiating
further replacement and new contracts with third parties.

On August 10, 2000, Siemens issued a guaranteed exchangeable note
in an aggregate nominal amount of € 2,500,000 (representing 4 per-
cent of the Company’s ordinary share capital), which is divided into
bearer notes with a nominal amount of € 100 each. The notes bear a

1 percent fixed annual interest rate and are to be redeemed by Siemens
on August 10, 2005. Each note can be exchanged, in certain circum-
stances, through August 10, 2005, for 1,000 Infineon shares.

(30) COMMITMENTS AND CONTINGENCIES

On August 7, 2000 and August 8, 2000, Rambus Inc. (“Rambus”), filed
separate actions against the Company in the United States and Germany.
Rambus alleges that the Company has infringed patents owned by
Rambus that relate to the SDRAM and DDR DRAM products. The
SDRAM product is a significant component of the Company’s DRAM
product line. If the Company were to be enjoined from producing
SDRAM and DDR DRAM products, the Company’s financial position
and results of operations would be materially and adversely affected,
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as the Company would have to discontinue the SDRAM and DDR
DRAM product lines or enter into a licensing arrangement with
Rambus, which could require the payment of substantial licensing
fees. The affected products currently constitute substantially all of
the products of the Memory Products segment. On May 4, 2001, and
May 9, 2001, the Federal District Court for the Eastern District of
Virginia dismissed all of Rambus’ patent infringement claims against
the Company. In addition, the court found that Rambus committed
fraud by its conduct in the standard setting organization of JEDEC and
awarded damages to Infineon. Should Rambus appeal, the Company
cannot conclude as to the likelihood of an unfavorable outcome on
appeal or whether the Company will ultimately prevail in the matter.

The initial hearings on the German action commenced in May 2001.
In its brief on February 9, 2001, Rambus amended its initial injunctive
relief complaint to include a request for payment of damages for
alleged infringement of the patents. No amount of damages have yet
been declared. The initial hearing took place on May 18, 2001, at
which time the Court noted the decisions of the parallel infringement
suit in the United States. The Court is currently in the process of
appointing a technical expert to assist in deciding upon the infringe-
ment issue. The Company believes that it has meritorious defenses
and intends to vigorously defend itself in this matter.

In October 1999, Deutsche Telekom AG (“DT”) notified the Company
of a potential contractual warranty claim in respect of chips supplied
by the Company for DT calling cards. The claim relates to damages
allegedly suffered by DT as a result of such cards being fraudulently
reloaded by third parties. DT originally alleged damages of approxi-
mately € 90,000 as a result of these activities, reflecting damages suf-
fered and the cost of remedial measures, and sought compensation
from both Siemens and the Company. In September 2001, however,
DT brought an action in court against Siemens alone, and increased
the alleged amount of damages to approximately € 125,000. Should
Siemens be found liable, the Company could be responsible for pay-
ments to Siemens in connection with certain indemnifications provided
to Siemens at the Formation. The Company has investigated the DT
claim and believes that it is without merit. The Company does not
anticipate that a material adverse effect on the Company’s financial
position, results of operations or cash flows will result in connection
with the DT claim.

The Company is subject to various other lawsuits, claims and proceed-
ings related to products, patents, and other matters incidental to its
businesses. Liabilities including accruals for significant litigation costs
related to such matters are recorded when it is probable that a liability
has been incurred and the amount of the assessment and/or remediation
can be reasonably estimated. Based upon information presently known
to management, the Company does not believe that the ultimate
resolution of such other pending matters will have a material adverse
effect on the Company’s financial position, although the final reso-
lution of such matters could have a material effect on the Company’s
results of operations or cash flows in the year of settlement.

In connection with the Formation, Siemens retained certain facilities
located in the United States and certain related environmental liabil-
ities. Businesses contributed to the Company by Siemens have con-
ducted operations at certain of these facilities and, under applicable
law, could be required to contribute to the environmental remedia-
tion of these facilities despite their retention by Siemens. Siemens has
provided guarantees to certain third parties and governmental agen-
cies, and all involved parties have recognized Siemens as the respon-
sible party for all applicable sites. No assessments have been made of
the extent of environmental remediation, if any, that could be re-
quired, and no claims have been made against the Company in this



regard. The Company believes its potential exposure, if any, to liability
for remediating the U.S. facilities retained by Siemens is therefore low.

Since 1994, Infineon has received an aggregate of approximately

€ 498,203 in government grants and subsidies related to the construction
and financing of certain of its production facilities. These amounts
are recognized based on the attainment of specified milestone criteria,
and where the fulfillment of the total project requirements is reasonably
assured through planned and committed spending levels, employment
and other factors. The Company is committed to meeting these re-
quirements; nevertheless, should the total project requirements not
be met, a portion of these subsidies could be refundable.

Infineon has entered into capacity reservation agreements with certain
silicon foundries for the manufacturing and testing of semiconductor
products. These agreements generally have a standard length of one
to two years and are renewable. Under the terms of these agreements,
Infineon has agreed to purchase certain minimum quantities at speci-
fied prices. Additionally, under product purchase agreements with
ProMOS and ALTIS, Infineon has agreed to buy 38 percent (on a
net basis) and 50 percent of their respective total annual production
output based, in part, on market prices. With respect to ProMOS, the
agreed capacity refers to substantially all production based on the
Company’s licensed technology, net of the portion sold to MVI. Upon
the completion of the installation of 300mm manufacturing equipment
at ProMOS, Infineon’s commitment to purchase production output
will be increased to 48 percent. Purchases under these agreements
are recorded as incurred in the normal course of business. The Com-
pany assesses its anticipated purchase requirements on a regular basis
to meet customer demand for its products. An assessment of losses
under these agreements is made on a regular basis in the event that
cither budgeted purchase quantities fall below the specified quantities
or market prices for these products fall below the specified prices.

In March 2000, the Company entered into a commercial agreement
and a memory supply agreement with Intel. These agreements require
the commissioning of the Company’s new 300mm facility by April 1,
2003, and the availability of capacity and product to Intel. If the new
facility is not commissioned by that date, Intel would be entitled to a
portion of the Company’s then existing production capacity and mone-
tary damages of $ 50 million if the Company’s average share price fell
below a stipulated value after April 1, 2003. The facility is currently
scheduled to be commissioned in the first half of calendar year 2002.

As a result of the Formation, the Company has agreed to indemnify
Siemens against any losses relating to certain guarantees of financing
arrangements that were transferred to the Company. At September 30,
2001, these arrangements include:

== a guarantee of a letter of credit in the amount of € 313,400 issued
to cover contingent liabilities to repay government grants in re-
spect of the Dresden facility;

== a guarantee of indebtedness of ProMOS in the amount of $ 145
million which indebtness contains a cross-default provision to
another credit agreement.

On September 7, 2001, ALTIS executed a bridge loan facility with a
financial institution in the amount of € 450,000 with a maturity date

of December 28, 2001, of which € 370,000 was outstanding at Septem-
ber 30, 2001. ALTIS is in negotiations with a syndicate of financial
institutions to refinance the bridge facility prior to its maturity date.
Pursuant to this facility, the shareholders of ALTIS, IBM and Infineon,
have guaranteed the repayment of any amounts outstanding under
the bridge facility if a refinancing is not completed by December 28,

(Euro in thousands, except where otherwise stated)
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2001. The Company’s share of this guaranty was € 185,000 as of Sep-
tember 30, 2001. There can be no assurances that the negotiations to
refinance the bridge facility will be successful.

In connection with the formation of the UMCi joint venture, the
Company has provided UMC with an irrevocable proxy to vote one-
half of its ownership interest on specified governance and operational
matters, and agreed to contribute, in periods subsequent to Septem-
ber 30, 2001, specified technology and aggregate cash capital contri-
butions of approximately $ 481 million. Additionally, the Company
has entered into a foundry capacity agreement with the UMCi joint
venture which provides for certain minimum purchase volume com-
mitments.

Total rental expenses under operating leases amounted to € 128,692,
€131,348 and € 181,302 for the years ended September 30 1999, 2000,
and 2001, respectively. Future minimum lease payments under non-
cancelable operating lease agreements with initial or remaining terms
in excess of one year at September 30, 2001 are as follows: 2002,

€ 83,976; 2003, € 72,794; 2004, € 49,634; 2005, € 46,612; 2006,

€ 20,987, and € 94,036 for the remaining years.

(31) SUBSEQUENT EVENTS

On November 28, 2001, the European Commission announced an
inquiry into whether proposed subsidies (aggregating € 219,000)
applied for, but not yet received, by the Company with the Federal
Republic of Germany and another governmental entity relating to
the expansion of the Dresden manufacturing facility are in accordance
with European Union directives. The Company recognizes such sub-
sidies only when received. The Company believes that its application
for such subsidies is appropriate and that the ultimate resolution

of the inquiry will not have a material adverse effect on the Company’s
financial position or results of operations.

Through November 29, 2001, the Company received commitment let-
ters and agreed on documentation for a € 450,000 syndicated credit
facility relating to the expansion of the Dresden manufacturing facility.
The credit facility is supported by a partial guarantee of the Federal
Republic of Germany and another governmental entity. The Company
does not believe that this guarantee will be impacted by the aforemen-
tioned European Commission inquiry. The proceeds of the credit facility
are to be utilized to fund advances previously made by the Company to
construct a new 300mm manufacturing facility at Dresden. The credit
facility contains specified financial covenants, provides for annual pay-
ments of interest and matures on September 30, 2005. The credit facility
is subject to customary closing procedures.

On November 29, 2001, the Company received commitment letters for
€ 580,000 from a syndicate of financial institutions participating in the
Company’s existing revolving credit facility (see note 17), authorizing
an amendment to the facility. The amendment extends the maturity
date of the short-term tranche of the facility (previously € 354,000) from
its original maturity date of March 2002 to November 2002. Additio-
nally, the amendment provides for revised financial covenants. The
amendment is subject to execution of documentation satisfactory to the
financial institutions and customary closing procedures. The Company
is further negotiating with the remaining financial institutions in the
existing syndicate, and, if necessary, additional financial institutions,
for commitments to participate in the syndicated facility to increase
the total amount of the facility to its original amount of € 750,000.

page 83



[Notes to the Consolidated Financial Statements]

(32) OPERATING SEGMENT AND GEOGRAPHICAL INFORMATION

Infineon has reported its operating segment and geographic informa-
tion in accordance with SFAS No. 131, “Disclosure about Segments
of an Enterprise and Related Information”.

Infineon operates primarily in five major operating segments, four of
which are application focused: Automotive and Industrial, Wireline
Communications, Wireless Communications, and Security and Chip
Card ICs, and one of which is product focused: Memory Products.
Further, certain of Infineon’s remaining activities for product lines
sold as well as new business activities also meet the SFAS No. 131
definition of an operating segment, but do not meet the requirements
of a reportable segment as specified in SFAS No. 131. Accordingly,
these segments are combined and disclosed in the “Other Operating
Segments” category pursuant to SFAS No. 131.

Prior to the 2001 financial year, the Security and Chip Card ICs segment
did not meet the requirements of a reportable segment. For the 2001
financial year, the Security and Chip Card ICs segment is identified
as a reportable segment and, due to its continuing significance, is re-
ported separately pursuant to the requirements of SFAS No. 131, with
prior period segment information restated for comparative purposes.

The Company reorganized certain of its business units during the
2001 financial year to better reflect its customer and market profiles.
Effective October 1, 2000, the Other Operating Segment includes the
results of certain activities previously reported under Corporate and
Reconciliation, the Image & Video and the Infrared Components Busi-
nesses (both previously reported under Wireline Communications) as
well as the gains on their disposals. The segment results for the 1999 and
2000 financial years have been reclassified to be consistent with the
reporting structure and presentation of the 2001 financial year, and to
facilitate analysis of current and future operating segment information.

Fach of these segments has a segment manager reporting directly to
the Chief Operating Officer and Chief Financial Officer, who have
been identified as the Chief Operating Decision Maker (“CODM?”).
The CODM makes decisions about resources to be allocated to the
segments and assesses their performance using revenues and earnings
before interest, minority interests and taxes. Infineon does not iden-
tify or allocate assets to the operating segments nor does the CODM
evaluate the segments on these criteria on a regular basis, except that
the CODM is provided information regarding certain inventories on
an operating segment basis.

The accounting policies of the segments are substantially the same
as described in the summary of significant accounting policies (see
note 2). As stated above, fixed assets are not identified by individual
operating segments for management reporting purposes on a regular
basis and accordingly are not allocated to the operating segments.
Infineon does, however, allocate depreciation expense to the operating
segments based on production volume and product mix using stand-
ard costs in order to obtain a measure of earnings before interest and
taxes on a segment basis.

Information with respect to Infincon’s operating segments follows:
Automotive and Industrial

The Automotive and Industrial segment designs, develops, manufac-
tures and markets semiconductors and complete systems solutions for

use in automotive and industrial applications.

Wireline Communications
The Wireline Communications segment designs, develops and markets
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semiconductors and complete systems for use in a wide variety of
narrowband and broadband communication applications.

Wireless Communications

The Wireless Communications segment designs, develops and markets
semiconductors and complete systems solutions for a range of wireless
applications, including cellular telephone systems, cordless telephone
system and devices used in connection with the “GPS” global position-
ing system.

Memory Products

The Memory Products segment designs, develops and manufactures
semiconductor memory products with various packaging and configu-
ration options, architectures and performance characteristics for use
in standard memory applications.

Security and Chip Card ICs

The Security and Chip Card ICs segment develops, manufactures and
markets security controllers, security memories and other semicon-
ductors and system solutions for use in applications requiring special
security features such as banking, telecommunications, access con-
trol, identification and other security-sensitive applications.

Other Operating Segments

Certain remaining activities for product lines sold as well as new
business activities are included in the Other Operating Segments.
In August 2001, the company sold its interest in Osram Opto to
Osram (see note 4).

The following tables present selected segment data for the years

ended September 30, 1999, 2000 and 2001:

_ 1 9‘9 9 2 0‘00 2 0‘0 1
Net sales

Automotive and Industrial 665,405 880,151 1,098,502
Wireline Communications 498,536 664,281 768,381
Wireless Communications 864,993 1,221,140 997,049
Memory Products 1,405,885 3,473,306 1,587,568
Security and Chip Card ICs 276,408 374,585 588,116
Other Operating Segments 446,845 578,638 574,957
Corporate and Reconciliation 79,221 90,497 56,150
Total 4,237,293 7,282,598 5,670,723
I 1 9‘9 9 2 0‘00 2 0‘0 1
Earnings (loss) before interest,

minority interests and taxes

Automotive and Industrial 22,778 69,294 144,684
Wireline Communications 21,643 46,465 (94,884)
Wireless Communications 181,897 261,289 (178,341)
Memory Products (237,854) 1,336,393  (930,787)
Security and Chip Card ICs 24,237 49,296 27,356
Other Operating Segments 33,928 27,216 187,817
Corporate and Reconciliation (59,670)  (120,445)  (180,059)
Total (13,041) 1,669,508 (1,024,214)




1%99 20?0 20‘01
Depreciation and Amortization
Automotive and Industrial 100,469 117,225 152,677
Wireline Communications 53,550 61,147 97,750
Wireless Communications 82,052 135,221 167,332
Memory Products 267,249 389,127 588,580
Security and Chip Card ICs 25,922 51,659 81,206
Other Operating Segments 37,218 79,277 34,185
Corporate and Reconciliation 6,608 — —
Total 573,069 833,656 1,121,730
_ 1%99 20?0 20‘01
Equity in earnings of associated
companies
Automotive and Industrial — — —
Wireline Communications — — 85
Wireless Communications — — —
Memory Products 23,462 81,616 11,739
Security and Chip Card ICs — — —
Other operating Segments 7,786 9,027 646
Corporate and Reconciliation 2,515 10,660 12,358
Total 33,763 101,303 24,828

1%99 20?0 20‘01
Inventories
Automotive and Industrial 82,625 129,650 173,596
Wireline Communications 16,599 54,936 101,109
Wireless Communications 78,075 118,311 121,434
Memory Products 303,502 358,594 267,044
Security and Chip Card ICs 12,782 36,124 69,634
Other Operating Segments 18,629 35,095 48,830
Corporate and Reconciliation 164,760 108,104 100,263
Total 676,972 840,814 881,910

Due to the specific application and product-based nature of the
operating segments, there are no sales transactions between operating
segments. Accordingly, net sales by operating segment represents
sales to external customers.

Raw material and work-in-process of the common logic production
front-end facilities, and work-in-process of the common back-end
facilities are not under the control or responsibility of any of the
operating segment managers, but rather of the site management. The
site management is responsible for the execution of the production
schedule, volume, and units. Accordingly, this inventory is not attributed
to any operating segment, but is included in the Corporate and
Reconciliation column. Only raw material of the back-end facilities
(“chip stock”) and finished goods are attributable to the operating
segments and included in the segment information reported to the
CODM.

(Euro in thousands, except where otherwise stated)
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In 2001, the Company revised its method of reporting excess capacity
costs for segment reporting purposes. Previously, all excess capacity
costs, if any, were allocated to the segments based on the variance
between originally forecasted purchases and actual purchases. The
Company has revised the method to allocate excess capacity costs based
on a foundry model, whereby such allocations are reduced based upon
the lead time of order cancellation or modification. Any unabsorbed
excess capacity costs will be included in Corporate and Reconciliation.
This change did not affect prior periods. The Company believes that
this method better reflects the responsibilities of the segment manage-
ment and is consistent with the practices of independent foundries,
and more appropriately reflects the segment operating results.

Certain items are included in Corporate and Reconciliation and are
not allocated to the segments. These include corporate headquarters’
cost, certain incubator and early stage technology investment costs,
non-recurring gains, and specific strategic technology initiatives.
Additionally, legal costs associated with intellectual property are recog-
nized by the segments when paid, which can differ from the period
originally recognized by Corporate and Reconciliation. For the year
ended September 30, 2001, Corporate and Reconciliation includes
unallocated excess capacity costs of € 27,001, restructuring charges
of €116,505, corporate information technology development costs
and charges of € 71,200.

The following is a summary of operations by geographic area for 1999,

2000 and 2001:

1 9‘99 2 0‘00 2 0‘0 1
Net sales
Germany 1,241,375 1,611,862 1,745,314
Other Europe 1,203,106 1,646,557 1,260,285
USA 826,824 1,814,448 1,261,354
Asia/Pacific 899,320 2,099,834 1,308,551
Other 66,668 109,897 95,219
Total 4,237,293 7,282,598 5,670,723

1 9‘99 2 0‘00 2 0‘0 1
Long-lived assets
Germany 1,686,514 2,296,904 3,454,016
Other Europe 651,188 789,427 1,006,263
USA 1,031,691 1,312,191 1,551,053
Asia/Pacific 128,867 310,414 349,956
Other 46,101 11,117 7,481
Total 3,544,361 4,720,053 6,368,769

Revenues from external customers are based on the customers’ billing
location. Accordingly, there are no sales transactions between operating
segments. Long-lived assets are those assets located in each geographic
area.

Except for sales to Siemens, which are discussed in note 18, no single
customer accounted for more than 10 percent of Infineon’s sales
during the years ended September 30, 1999, 2000 and 2001. Sales to
Siemens are made primarily by the Wireline Communications and
Wireless Communications segments.
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ADDITIONAL INFORMATION TO THE U.S. GAAP CONSOLIDATED
FINANCIAL STATEMENTS PURSUANT TO HGB SECTION 292A

SIGNIFICANT DIFFERENCES BETWEEN GERMAN GAAP AND U.S. GAAP

Introduction

Infineon Technologies AG, as a German holding company, is subject
to the German Commercial Code (“Handelsgesetzbuch”, or “HGB”),
which principally requires the Company to prepare consolidated
financial statements in accordance with the HGB accounting principles
and regulations (“German GAAP”). Pursuant to HGB Section 292a,
the Company is exempt from this requirement, if consolidated finan-
cial statements are prepared and issued in accordance with a body of
internationally accepted accounting principles (such as U.S. GAAP).
Accordingly, the Company has prepared its consolidated financial
statements in accordance with the U.S. GAAP. The following is a de-
scription of the significant differences between German GAAP and

U.S. GAAP.

Fundamental Differences

The emphasis of U.S. GAAP is to provide all relevant information to
investors in order to facilitate future investment decisions. Additionally,
as an U.S. listed entity, the Company must adhere to certain account-
ing and reporting requirements as prescribed by the U.S. Securities
and Exchange Commission. The primary difference between Ger-
man GAAP and U.S. GAAP is that they are based on different con-
cepts. German GAAP is oriented towards the protection of creditors
and an emphasis on the prudence concept.

Basis of Presentation of Financial Statements

Under U.S. GAAP, the financial statements prior to the legal formation
of the Company reflect the combined historical financial statements
of all semiconductor businesses transferred from Siemens to Infineon
assuming that Infineon has existed in its current form as a separate
legal entity for all periods presented prior to its legal formation. This
includes the recognition of certain revenues and expenses related to
assets, liabilities and operations, including North Tyneside, which
were not contributed to Infineon by Siemens. Under German GAAP,
consolidated financial statements would be presented on a pro forma
basis and only include those entities directly or indirectly controlled
by the reporting entity.

Financial Statement Presentation

The balance sheet presentation under U.S. GAAP is based on the
planned realization of assets and the maturity of liabilities in the normal
course of business. The balance sheet presentation under German
GAAP is principally defined in HGB section 266, and is based on enter-
prise’s planned holding time for the respective asset, liability or
equity.

Revenue Recognition

Revenue recognition is generally the same under German and U.S.
GAAP, whereby revenue is recognized when realized and earned.
Differences in the timing of recognition can exist in transactions when
the Company retains on-going financial, operational or performance
commitments or the contractual amounts are not objectively verifiable.

Marketable Securities

Under German GAAP, marketable debt and equity securities are
valued at the lower of acquisition cost or fair market value as of the
balance sheet date. Under U.S. GAAP, the Company’s marketable
securities are classified as available for sale and valued at fair market
value as of the balance sheet date. Unrealized gains and losses are
reported in other comprehensive income net of deferred taxes.
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Inventories

Inventory valuation is based on manufacturing costs under both
German and U.S. GAAP. Manufacturing costs under U.S. GAAP
are defined as production costs on a full absorption basis, whereby
manufacturing overhead is included together with material and other
direct manufacturing costs. Under German GAAP, certain overhead
costs can be excluded from the valuation of inventory.

Goodwill

Under U.S. GAAP, pursuant to SFAS No. 141, “Business Combina-
tions”, in connection with SFAS No. 142, “Goodwill and other Intan-
gible Assets”, goodwill arising from business combinations accounted
for as a purchase after June 30, 2001, is no longer amortized. Under

German GAAP, such goodwill is amortized over its estimated useful
life.

In-process Research and Development

Under German GAAP, in-process research and development projects
acquired in a business combination are not specifically identified
but rather included as part of goodwill. Under U.S. GAAP, acquired
in-process research and development is specifically identified, valued,
and charged to expense at the date of acquisition.

Financial Instruments

Under German GAAP, derivative financial instruments are not record-
ed on the balance sheet. Unrealized gains are not recognized and
unrealized losses are accrued. Under U.S. GAAP, derivative financial
instruments are recorded on the balance sheet at their fair value.
Changes in fair value are recorded in current earnings or other com-
prehensive income, depending on whether the derivative financial
instrument is designated as part of a hedge transaction and the type of
hedge transaction.

Deferred Taxes

The main difference in accounting for deferred taxes relates to the
fact that under German GAAP deferred tax assets are not recorded for
net operating losses. Under U.S. GAAP, deferred tax assets are recorded
for net operating losses and a valuation allowance is established when
it is deemed “more likely than not” that the deferred tax asset will not
be realized.

Pension Provisions and Similar Obligations

Under U.S. GAAP, pension obligations are recognized based on the
projected benefit obligation using the projected unit credit method.
This is also permitted under HGB. Under U.S. GAAP, establishing
and funding a trust, independent of the company, results in a corres-
ponding reduction in pension obligations from the balance sheet.
Under German GAAP, pension assets and obligations are recorded
gross on the balance sheet until such obligations are legally settled.

Stock-based Compensation

Under German GAAP, the company recognizes as expense the differ-
ence between the fair market value of the Infineon shares and the
exercise price of the stock options, if the fair market value is higher.
Under U.S. GAAP, the company accounts for stock-based compen-
sation on the intrinsic value method pursuant to APB Opinion 25
which does not result in a compensation charge if the fair market
value of the stock does not exceed the exercise price of the option on
the measurement date.

Equity Offering Costs

Under German GAAP, direct costs incurred in connection with equity
offerings are expensed, while under U.S. GAAP such costs are charged
to additional paid-in capital.



Accrued Liabilities

Under German GAAP, certain costs can be accrued for anticipated
future events in certain circumstances. Under U.S. GAAP, recognition
of an accrued liability represents an existing liability to third parties or
must meet very specific recognition criteria.

Foreign Currency Translation

Under German GAAP, foreign currency denominated assets and
liabilities are recorded at spot rate on the transaction date, with only
unrealized losses reflected in income at the balance sheet date.
Under U.S. GAAP, foreign currency denominated assets and liabili-
ties are translated at the spot rate at the balance sheet date, with both
unrealized gains and losses reflected in income.

Government Subsidies

Under German GAAP, non-taxable investment subsidies and interest
subsidies can be recognized in income when received. Under U.S.
GAAP, these amounts are deferred and recognized in income during
the periods in which the related expense is incurred.

Equity Method Accounting

Under German GAAP, consolidated financial statements could include
the equity in earnings of Associated Companies based on the local
accounting principles. Under U.S. GAAP equity in earnings is deter-
mined pursuant to U.S. GAAP.

Gain on Associated Company Share Issuance

Under German GAAP, a capital increase of an Associated Company
which increases the proportional valuation of the Company’s invest-
ment is reflected in income. Under U.S. GAAP and specific SEC
regulations, income recognition is subject to additional criteria which, if
not met, requires recognition as an adjustment to sharcholders’ equity.

Application of Exception Regulations

Pursuant to HGB section 264a, partnerships where the unlimited
liability is not held by a natural person or another partnership with
a natural person as the unlimited liability partner are required to
prepare financial statements similar to a limited liability corporation.
Pursuant to HGB section 264b, such partnerships are exempt from
preparing separate financial statements if they are included in the
consolidated financial statements of the holding company, and
such consolidated financial statements are registered with the trade
register of the respective partnership.

Infineon utilizes the exemption in respect of the following companies:

= COMNEON GmbH & Co. OHG, Nuremberg
== Infineon Technologies Dresden GmbH & Co. OHG, Dresden
== Infineon Technologies SC 300 GmbH & Co. KG, Dresden
== Ingentix GmbH & Co. KG, Munich
== EUPEC Europiische Gesellschaft fiir Leistungshalbleiter
mbH & Co. KG, Warstein-Belecke
== Infineon Technologies Immobilien Regensburg GmbH & Co. KG

Infineon Ventures GmbH, Munich, has entered into a profit-transfer
agreement with Infineon Technologies AG and also utilizes the
exemption pursuant to HGB section 264 par 3.

[Notes to the Consolidated Financial Statements]
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Board of Directors*

The remuneration of the Supervisory Board for the year ended Sep-
tember 30, 2001 was 463,000 Euro. In addition, the members of the
Supervisory Board receive 1,500 share appreciation rights each. The
total remuneration of the Management Board for the year ended Sep-
tember 30, 2001 consists of fixed salary of 1,164,000 Euro and 345,000
stock options granted in connection with the LTT 1999 Plan. The fair
value of each stock option and stock appreciation right at their grant
date was 25.20 Euro. The provision for variable bonus of the Manage-
ment Board at September 30, 2000 was not fully utilized and an
amount of 512,000 Euro was released in the current financial year.

The members of the Management and Supervisory Boards of Infinecon
Technologies AG are listed below:

(Including membership of the Management Board and other comp-
arable governing bodies during the year ended September 30, 2001.)

MANAGEMENT BOARD INFINEON TECHNOLOGIES AG

Dr. Ulrich Schumacher
Chairman, President and Chief Executive Officer

External positions

Member of Supervisory Board

— Deutsche Bahn AG, Berlin

Company positions

Chairman of Boards of Directors

— Infineon Technologies Asia Pacific Pte. Ltd., Singapore

— Infineon Technologies Japan K.K., Tokyo, Japan

— Infineon Technologies North America Corp., Wilmington,
Delaware, USA

Chairman of Supervisory Board

— Infineon Technologies Austria AG, Villach, Austria

Peter Bauer
Executive Vice President and Chief Sales and Marketing Officer

External positions

Member of Supervisory Board

— Siemens VDO Automotive AG, Munich

Company positions

Deputy Chairman of Board of Directors

— Infineon Technologies Japan K.K., Tokyo, Japan

Member of Boards of Directors

— Infineon Technologies Asia Pacific Pte. Ltd., Singapore

— Infineon Technologies North America Corp., Wilmington,
Delaware, USA

— Infineon Technologies Savan Ltd., Netanya, Israel

— Infineon Technologies U.K. Ltd., Bracknell, Great Britain

“ Actual figures.

** until sale of Infineon’s interest to Osram in August 2001.
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Peter ). Fischl
Executive Vice President and Chief Financial Officer

Company positions

Member of Boards of Directors

— Infineon Technologies Asia Pacific Pte. Ltd., Singapore

— Infineon Technologies Japan K.K., Tokyo, Japan

— Infineon Technologies North America Corp., Wilmington,
Delaware, USA

Member of Supervisory Board

— Infineon Technologies Austria AG, Villach, Austria

Member of Board of Shareholders’ Representatives

— Osram Opto Semiconductors GmbH & Co. OHG,
Regensburg**

Dr. Sonke Mehrgardt
Executive Vice President and Chief Technology Officer

External positions

Member of Supervisory Boards

— Loewe AG, Kronach

- Loewe Opta GmbH, Kronach

Company positions

Chairman of Board of Shareholders” Representatives
— Infineon Technologies Orion GmbH, Munich

Dr. Andreas von Zitzewitz
Executive Vice President and Chief Operating Officer

External position

Member of Supervisory Board

— Steag Hamatech AG, Sternenfels

Company positions

Member of Boards of Directors

— Infineon Technologies Asia Pacific Pte. Ltd., Singapore

— Infineon Technologies — Fabrica de Semicondutores Portugal S.A.,
Vila do Conde, Portugal

— Infineon Technologies Richmond Limited Partnership,
Wilmington, Delaware, USA

- ProMOS Technologies Inc., Hsinchu, Taiwan

Chairman of Shareholders” Representatives

— Infineon Technologies Dresden GmbH & Co. OHG, Dresden

— EUPEC GmbH & Co. KG, Warstein-Belecke

President (representing Infineon Technologies AG)

— Infineon Technologies France S.A.S, Saint-Denis, France

— Infineon Technologies Holding France S.A.S., Saint-Denis, France



SUPERVISORY BOARD INFINEON TECHNOLOGIES AG

Dr. Eng. h.c. Volker Jung1. 2,3

Chairman

Age: 62, Term expires: 2005

Member of the Management Board of Siemens AG

Additional positions

Chairman of the Supervisory Board of EPCOS AG, Munich

Member of the Supervisory Boards of:

— Direkt Anlage Bank AG, Munich

— MAN AG, Munich

— Messe Miinchen GmbH, Munich

Company positions

— Chairman of the Board of Administration of Siemens A.E.,
Athens, Greece

— Deputy Chairman of the Board of Administration of Siemens Ltd.,
Johannesburg, South Africa

— Member of the Board of Siemens Information and Communication
Networks Inc., Boca Raton, Florida, USA

Alfred Eibl*1,2,3

Deputy Chairman

Age: 52, Term expires: 2004**

Member of the Works Council Munich Balan-/St.-Martin-Strasse

Dr. h.c. Martin Kohlhaussen

Deputy Chairman

Age: 65, Term expires: 2005

Chairman of the Supervisory Board of Commerzbank AG
Additional positions

Member of the Supervisory Boards of:

— Bayer AG, Leverkusen

— Heraeus Holding GmbH, Hanau

- HOCHTIEF AG, Essen

— KarstadtQuelle AG, Essen

— Linde AG, Wiesbaden

— Schering AG, Berlin

— ThyssenKrupp AG, Dusseldorf

— Verlagsgruppe Georg von Holtzbrinck GmbH, Stuttgart

Ender Beyhan*

Age: 33, Term expires: 2004**

Member of the Central Works Council
Member of the Works Council, Munich-Perlach
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Johann Dechant*
Age: 36, Term expires: 2004**
Member of the Works Council, Regensburg West

Dr. Joachim Faber

Age: 51, Term expires: 2005

Member of the Management Board of Allianz AG
Additional positions

Member of the Supervisory Boards of:

— Berlinwasser Holding AG, Berlin

— Societa Metallurgica Italiana S.p.A., Florence, Italy
Company positions

Chairman of the Supervisory Boards of:

— Allianz Asset Management GmbH, Munich

— Allianz Bauspar AG, Munich

— Allianz Vermégens-Bank AG, Augsburg

Deputy Chairman of the Supervisory Board of
Universal-Leasing-GmbH, Augsburg

Member of the Supervisory Board of Allianz Capital
Partners GmbH, Munich

Deputy Chairman of the Board of Administration of Allianz Risk
Transfer, Zurich, Switzerland

Member of the Boards of Administration of

- IRC International Reinsurance Company S.A., Luxembourg
— RASBANK S.p.A., Milan, Italy

Heinz Hawreliuk*

Age: 54, Term expires: 2004**

Head of the Company Codetermination Department of IG Metall
Additional positions

Member of the Supervisory Boards of:

— Astrium GmbH, Ottobrunn

— DaimlerChrysler Aerospace AG, Munich

— DaimlerChrysler Luft- und Raumfahrt Holding AG, Munich

— Eurocopter Deutschland GmbH, Donauwérth

— Siemens AG, Berlin and Munich

Klaus Luschtinetz*
Age: 58, Term expires: 2004**
Chairman of the Central Works Council
Chairman of the Works Council, Munich Balan-/St.-Martin-Strasse
Additional positions
— Member of the Board of Administration of Siemens
Employees Health Insurance, Munich

I Member of the Executive Committee
Member of the Mediation Committee
Member of the Investment and Finance Committee
4 Mr. Ruth was legally appointed to replace Stefan Radloff upon his resignation in
early 2001
Employee representative
* Unless replaced earlier by another member elected in an election held by the employees
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Heinz-Joachim Neubuerger2.3

Age: 48, Term expires: 2005

Member of the Management Board of Siemens AG

Additional positions

Member of the Supervisory Boards of:

— Allianz Versicherungs-AG, Munich

- Bayerische Borse AG, Munich

— HVB Real Estate Bank AG, Munich

Member of the Board of Merrill Lynch & Co., Inc., New York, USA
Vice Chairman of the Advisory Board of Miinchener Handelsverein
Holding GmbH & Co. KG, Munich

Company positions

Chairman of the Supervisory Boards of:

— Atecs Mannesmann AG, Dusseldorf

— Mannesmann Demag Krauss-Maffei AG, Munich

— Siemens Kapitalanlagegesellschaft mbH, Munich

— TELA Versicherungs AG, Munich

Vice Chairman of the Board of Directors of Siemens Corporation,
New York, USA

Member of the Board of Siemens Ltd. China (SLC), Beijing, China
Chairman of the Advisory Board of Siemens Real Estate

GmbH & Co. oHG, Munich

Managing Director of Siemens Western Finance N.V., Willemstad,
Curagao

Stefan Radloff* 4

(until January 31, 2001)

Age: 52

Senior Vice President, Accounting and Financial Reporting;
Representative of senior management

Dr. Eberhard Rauch

Age: 53, Term expires: 2005

Member of the Management Board of HypoVereinsbank AG
Additional positions

Chairman of the Supervisory Boards of:

- INVEOS AG, Hamburg

— Kennametal Hertel AG, Fiirth

Member of the Supervisory Boards of:

— ADA-HAS IT Management AG, Willich

— Bionorica Arzneimittel AG, Neumarkt

— Koenig & Bauer AG, Wiirzburg

Member of the Board of Directors of Clearstream International S.A.,
Luxembourg

Company positions

Chairman of the Supervisory Boards of:

— DAB bank AG, Munich

— Norisbank AG, Nuremberg

— PlanetHome AG, Munich

Member of the Supervisory Boards of:

— Bank Austria AG, Vienna, Austria

— Vereinsbank Victoria Bauspar AG, Munich

Chairman of the Board of Administration of

HVB Informations-Verarbeitungs-GmbH, Munich

Member of the Board of Administration of Adfincon GmbH,
Hamburg
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Univ.-Prof. Dr.-Ing. Ingolf Ruge

Age: 66, Term expires: 2005

Professor at the Technical University Munich

Additional positions

Chairman of the Supervisory Board of WorkX AG, Hofolding
Member of the Supervisory Boards of:

— Schneider Electronics AG, Tiirkheim

— Schneider Laser Technologies AG, Gera

— Schneider Technologies AG, Tiirkheim

Michael Ruth* 4

(since February 2, 2001)

Age: 41, Term expires: 2004**

Vice President, Business Administration, Wireless Solutions;
Representative of senior management

Gerd Schmidt* 2

Age: 47, Term expires: 2004**

Deputy Chairman of the Central Works Council
Chairman of the Works Council, Regensburg West

Sibylle Wankel*

Age: 37, Term expires: 2004**

District Secretary of IG Metall, Bavaria
Additional positions

Member of the Supervisory Boards of:

— Vaillant GmbH, Remscheid

—ZEPPELIN GmbH, Garching near Munich

Prof. Dr. Claus Weyrich

Age: 57, Term expires: 2005

Member of the Management Board of Siemens AG

Additional positions

Member of the Supervisory Board of Heracus Holding GmbH,
Hanau

Company positions

Chairman of the Board of Siemens Corporate Research,
Princeton, NJ, USA

Dr. Ing. Klaus Wucherer

Age: 57, Term expires: 2005

Member of the Management Board of Siemens AG
Additional positions

Member of the Supervisory Board of Deutsche Messe AG, Hanover
Company positions

Member of the Supervisory Board of BSH Bosch und
Siemens Hausgerite GmbH, Munich

Chairman of the Boards of Administration of:

— Siemens Ltd., Peking, China

— Siemens E&A, Atlanta, GA, USA

- Siemens K.K., Tokyo, Japan

— Yaskawa Siemens Automation & Drives/YSAD, Tokyo, Japan
Member of the Boards of Administration of:

— Eviop-Tempo, Athens, Greece

— Siemens Building Technologies, Zurich, Switzerland

— Siemens Ltd., Mumbai, India

I Member of the Executive Committee
Member of the Mediation Committee
3 Member of the Investment and Finance Committee
4 Mr. Ruth was legally appointed to replace Stefan Radloff upon his resignation in
early 2001
* Employee representative
“* Unless replaced earlier by another member elected in an election held by the employees



