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PART I

Item 1. Business

99 ¢

Except as otherwise indicated in this Annual Report on Form 10-K, the terms “we,” “our,” the
“company,” “Fairchild” and “Fairchild International” refer to Fairchild Semiconductor International, Inc.
and its consolidated subsidiaries, including Fairchild Semiconductor Corporation, our principal operating
subsidiary. We refer to individual corporations where appropriate.

The company’s fiscal year ends on the last Sunday in December. The company’s results for the years
ended December 29, 2002, December 30, 2001 and December 31, 2000 consist of 52 weeks, 52 weeks, and
53 weeks, respectively.

General

We are one of the largest independent semiconductor companies focused solely on developing,
manufacturing and selling high performance semiconductors critical to multiple end markets. We are a global
company that designs, develops and markets analog, interface, discrete, standard logic, non-volatile memory
and optoelectronic semiconductors. Within our broad product portfolio, we focus on providing power discrete
and analog products for power management applications and interface products for system and circuit board
interconnect applications. Over two-thirds of our trade sales in 2002 were from power discrete and analog
products used directly in power applications such as voltage conversion, power regulation, power distribution,
and power and battery management. We believe that we are the world’s leading supplier of combined power
analog and power discrete products. Our products are used as building block components in a wide variety of
electronic applications, including sophisticated computers and internet hardware; communications; networking
and storage equipment; industrial power supply and instrumentation equipment; portable digital consumer
cameras, displays, audio/video devices, household appliances; and automotive ignition applications. Because
of their basic functionality, our products provide customers with greater design flexibility than more highly
integrated products and help to improve the performance of more complex devices or systems. Given these
characteristics, our products have a wide range of applications. Our products are sold to customers in the
personal computer, industrial, communications, consumer electronics and automotive markets.

With a history dating back more than 40 years, the original Fairchild was one of the founders of the
semiconductor industry. Established in 1959 as a provider of memory and logic semiconductors, the Fairchild
Semiconductor business was acquired by Schlumberger Limited in 1979 and by National Semiconductor
Corporation in 1987. In March 1997, as part of its recapitalization, much of the Fairchild Semiconductor
business was sold to a new, independent company — Fairchild Semiconductor Corporation.

Products and Technology

Our products are used in consumer, communications, computer, industrial and automotive applications.
Our products are organized into the following three principal product groups that are reportable segments:
(1) Analog and Mixed Signal Products (which we sometimes refer to as “Analog”), (2) Discrete Products
(which we sometimes refer to as “Discrete”) and (3) Logic and Memory Products (which we sometimes
refer to as “Logic and Memory”). Our optoelectronics business does not meet the requirements of a
reportable segment under Statement of Financial Accounting Standards No. 131, Disclosures about Segments
of an Enterprise and Related Information (“SFAS No. 1317), and is included in the “other” products
category.

Analog and Mixed Signal Products

We design, manufacture and market high-performance analog and mixed signal integrated circuits for
computing, consumer, communications, industrial and automotive applications. These products are manufac-
tured using leading-edge Bipolar, CMOS, BiCMOS and BCDMOS technologies. Analog and mixed signal
products represent a significant long-term growth area of the semiconductor industry.
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We offer over 2,800 different analog and mixed signal device products in a fast growing number of
proprietary part types. The development of proprietary parts is largely driven by evolving end-system
requirements and needs for higher integration, which in turn are driven by trends toward smaller components
having higher performance levels. Major competitors include Analog Devices, Linear Technology, Maxim,
Intersil Corporation, National Semiconductor, ST Microelectronics, ON Semiconductor and Texas
Instruments.

Analog products monitor, interpret and control continuously variable functions such as light, color, sound
and energy. Frequently, they form the interface with the digital world. We provide a wide range of analog
products that perform such tasks as power conversion, interface, temperature sensing, system management,
battery charging and motor control. Our power switch products, also called FPS for Fairchild Power Switch,
are a series of proprietary, multi-chip or monolithic devices with integrated MOSFETs (Metal Oxide
Semiconductor Field Effect Transistors), which provide complete off-line (AC-DC) power converter designs
for use in power supplies and battery chargers. Analog voltage regulator circuits are used to provide constant
voltages as well as to step up or step down voltage levels on a circuit board. These products are used in a
variety of computing, communications, industrial and consumer applications.

Interface products generally connect signals from one part of a system to another part of a system.
Typical interface applications include backplane driving, bus driving, clock driving and ‘box-to-box’ or system-
to-system interconnects. These applications all require high speed, high current drive and low noise attributes.
These types of products are mixed signal in nature and require a high level of analog wave shaping techniques
on the output structures. We believe we have developed some unique competencies and patented circuit
techniques along with a broad range of process technologies, which we expect to facilitate our expansion into
the interface market.

The interface market is divided into two categories: “building block interface” and “‘standards-specific
interface products.” Current building block products include our FST, GTL and Low Voltage Differential
Swing (LVDS) input/output (I/O) products. Standards-specific products are normally based on industry
standards, which are developed by consortiums of hardware suppliers, software suppliers, end segment
customers and industry experts. We are an active participant on many committees where industry standards
are developed, and have product offerings in printer interface, dual inline memory module drivers and
Universal Serial Bus applications. We have recently entered the Switch Fabric Interface (SFI) I/0O market
with physical layer products targeted at server and switch backplane interface applications.

In addition to power analog and interface circuits, we offer signal path products like operational amplifiers
and comparators, data conversion products, video encoders/decoders, video filters and micro-controller based
system management integrated circuits.

We believe our analog and mixed signal product portfolio is further enhanced by a broad offering of
packaging solutions that we have developed. These solutions include surface mount, tiny packages and leadless
carriers.

Discrete Products

We design, manufacture and market power and small signal discrete semiconductors for computing,
automotive, communications, industrial and automotive applications. Discrete devices are individual diodes or
transistors that perform power switching, power conditioning and signal amplification functions in electronic
circuits. More than 85% of Fairchild’s discrete products are power discretes, which handle greater than one
watt of power and are used extensively in power applications. Driving the long-term growth of discretes is the
increasing need to power the latest electronic equipment as well as needs to conserve power. We manufacture
discrete products using DMOS and Bipolar technologies. Major competitors include International Rectifier,
Philips, Infineon, ON Semiconductor and Siliconix/ Vishay.

Power MOSFETs. Power MOSFETs are used in applications to switch, shape or transfer electricity
under varying power requirements. We are the world’s No. 2 supplier of discrete power MOSFETs, according
to the Gartner Group. These products are used in a variety of high-growth applications including computers,
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communications, automotive and industrial supplies, which require low-voltage solutions. We produce
advanced MOSFETs under our PowerTrench®, UltraFET® and QFET'™ brands. MOSFETSs enable
computers, automobiles, handsets, power supplies and other products to operate under harsh conditions while
providing efficient operation.

Isolated-Gate Bipolar Transistors. 1GBTs are high-voltage power discrete devices. They are used in
switching applications for motor control, power supplies, and automotive ignition systems. We are a leading
supplier of IGBTs. We feature the SMPS IGBT for power supplies offering fast, cost-effective operation. We
also manufacture modules for home appliances such as air conditioners and refrigerators — an application that
is growing with the worldwide need to conserve power.

Rectifiers. Rectifier products work with IGBTs and MOSFETs in many applications to provide signal
conditioning. Our premier product is the Stealth™ rectifier, providing industry leading performance and
efficiencies in power supply and motor applications.

Logic and Memory Products

We design, develop, manufacture and market high-performance standard logic devices utilizing three
wafer fabrication processes: CMOS, BiCMOS and Bipolar. Within each of these production processes, we
manufacture products that possess advanced performance characteristics, as well as mature products that
provide high performance at low cost to customers. Logic products perform a variety of functions in a system
mostly in the interface between larger application-specific integrated circuits, microprocessors, memory
components or connectors. Products are typically categorized into mature segments and advanced logic
segments. Mature products are generally more than five years old, while advanced products tend to be newer.
Since market adoption rates of new standard logic families have historically spanned several years, we
continue to generate significant revenues from our mature products. Customers are typically slow to move
from an older product to a newer one. Further, for any given product, standard logic customers use several
different generations of logic products in their designs. As a result, typical life cycles for logic families are
often between 20 and 25 years.

Investments in mature products tend to focus on cost reductions and manufacturing improvements. Our
investments in new products are in the advanced logic area and focuses on power minimization, low voltage
and packaging innovations. Some of the targeted products are TinyLogic® and low voltage products. Many of
these investments have established our logic devices as key components for the personal computer and
portable markets, including cell phones, PDAs and similar battery-based products. Major competitors include
Texas Instruments, Toshiba and Philips.

We design, manufacture and market non-volatile memory integrated circuits, which are storage devices
that retain data after power to the device has been shut off. We offer an extensive portfolio of high
performance serial EEPROMSs, which are electrically erasable programmable read-only memories. These non-
volatile memory devices are used in computing, communications, consumer, automotive and industrial
applications. EEPROMs are used primarily to store changing information in consumer products and
automotive applications such as cellular handsets, microwave ovens, televisions and automotive controls.
Major competitors include ST Microelectronics, Advanced Micro Devices, Atmel and Microchip Technology.

Other Products

Optoelectronic Products

Optoelectronics covers a wide range of semiconductor devices that emit, sense and display both visible
and infrared light. Of the six segments of the optoelectronics market, we participate in four: optocouplers,
infrared devices, LED lamps and displays. Our focus in optoelectronics is aligned with our analog business.
We address the same applications and can combine functions in an optimal way to provide real system
solutions.

Optocouplers.  Optocouplers incorporate infrared emitter and detector combinations in a single package.
These products are used to transmit signals between two electronic circuits while maintaining electrical
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isolation between them. Major applications for these devices include power supplies, modems, motor controls
and power modules.

Infrared Products. These devices emit and detect infrared energy instead of visible energy. This product
line offers a wide variety of products including plastic emitters and detectors, metal can emitters and detectors,
slotted switches and reflective switches. In addition, custom products address specific types of customer
applications. Typical applications for infrared products include object detection (for example, paper sensing in
printers and copiers and garage door safety sensors), data transmission (for example, remote controls in
televisions, stereos, VCRs and wireless data links between computers and other electronic devices) and motor
control.

LED Lamps and Displays. These devices are replacing general illumination applications currently
served by incandescent and fluorescent lighting products. The main advantages are power savings and longer
life. This product line includes stick and frame displays, which are used in a broad range of consumer
electronics products as well as T-1 and T-1 . lamps that are used in consumer applications and in the
industrial, instrument and signage industries.

Sales, Marketing and Distribution

For the year ended December 29, 2002, we derived approximately 60.8%, 34.0% and 5.2% of our net trade
sales from distributors, original equipment manufacturers and electronic manufacturing services customers,
respectively, through our regional sales organizations. We operate regional sales organizations in Europe, with
offices in Wootton-Bassett, England; the Americas, with offices in Chicago; the Asia/Pacific region, with
offices in Hong Kong; the Japan region, with offices in Tokyo; and the Korea region, with offices in Bucheon,
South Korea. A discussion of revenue by geographic region for each of the last three years can be found in
Item 8, Note 15 of this report. Each of the regional sales organizations is supported by logistics organizations,
which manage independently operated free-on-board warehouses. Product orders flow to our manufacturing
facilities, where products are made. Products are then shipped either directly to customers or indirectly to
customers through independently operated warehouses in Hong Kong, the United States and the United
Kingdom.

We have dedicated direct sales organizations operating in Europe, the Americas, the Asia/Pacific region,
Japan and Korea that serve our major original equipment manufacturer and electronic manufacturing services
customers. We also have a large network of distributors and independent manufacturer’s representatives to
distribute and sell our products around the world. We believe that maintaining a small, highly focused, direct
sales force selling products for each of our businesses, combined with an extensive network of distributors and
manufacturer’s representatives, is the most efficient way to serve our multi-market customer base. Fairchild
also maintains a dedicated marketing organization, which consists of marketing organizations in each product
group, including tactical and strategic marketing and applications, as well as marketing personnel located in
each of the sales regions.

Typically, distributors handle a wide variety of products, including products that compete with our
products, and fill orders for many customers. Some of our sales to distributors, primarily in North America,
are made under agreements allowing for market price fluctuations and the right of return on unsold
merchandise, subject to time and volume limitations. The majority of these distribution agreements contain a
standard stock rotation provision allowing for minimum levels of inventory returns. In our experience, these
inventory returns can usually be resold, although often at a discount. Manufacturer’s representatives generally
do not offer products that compete directly with our products, but may carry complementary items
manufactured by others. Manufacturer’s representatives, who are compensated on a commission basis, do not
maintain a product inventory; instead, their customers place large quantity orders directly with us and are
referred to distributors for smaller orders.

Research and Development

Our expenditures for research and development (“R&D”) for 2002, 2001 and 2000 were $82.2 million,
$83.0 million and $83.9 million, respectively. These expenditures represented 6.0%, 6.2% and 5.0% of trade
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sales for 2002, 2001 and 2000, respectively. Manufacturing technology is a key determinant in the
improvement of semiconductor products. Each new generation of process technology has resulted in products
with higher speed and greater performance, produced at lower cost. We expect infrastructure investments
made in recent years to enable us to continue to achieve high volume, high reliability and low-cost production
using leading edge process technology. Our R&D efforts are focused in part on new and innovative packaging
solutions that make use of new assembly methods and new high performance packaging materials, which
enhance the overall performance and value of both our new and existing products for our customers. We are
also using our R&D resources to apply new materials to some of our existing high-performance packages in an
effort to reduce manufacturing costs and simplify manufacturing flows, including the use of Lead-free and
Halogen-free materials.

Each of our product groups maintains independent product research and development organizations,
which work closely with our corporate-level process, package and modeling simulation development groups.
These groups are located across the globe in our factories and research centers. We work closely with our
major customers in many research and development situations in order to increase the likelihood that our
products will be designed directly into customers’ products and achieve rapid and lasting market acceptance.

Manufacturing

We operate 11 manufacturing facilities, five of which are front-end wafer fabrication plants in the United
States, South Korea and Singapore, and six of which are back-end assembly and test facilities in the United
States and Asia. A discussion of property, plant and equipment by geographic region for each of the last three
years can be found in Item 8, Note 15 of this report. In June of 2002, we began construction of an assembly
and test facility in Suzhou, China. This facility is scheduled to begin production during the second quarter of
2003. In January of 2003, we announced the closing of our 6-inch Fab in Mountaintop, Pennsylvania. All
closure activity is anticipated to be completed by the end of 2003.

Our products are manufactured and designed using a broad range of manufacturing processes and
proprietary design methods. We use all of the prevalent function-oriented process technologies for wafer
fabrication, including CMOS, Bipolar, BICMOS, DMOS and non-volatile memory technologies. We use
primarily through-hole and mature and advanced surface mount technologies in our assembly and test
operations, in lead counts from 2 to 792 leads.

The table below provides information about our manufacturing facilities, products and technologies.

Manufacturing Facilities

Location

Front-End Facilities:
Mountaintop, Pennsylvania

South Portland, Maine

West Jordan, Utah

Bucheon, South Korea

Singapore

Products

Discrete Power Semiconductors
MOSFET/IGBT/Rectifiers

Bipolar, CMOS and BiCMOS
Standard Linear products

Op Amps, Ground Fault
Interruptors

Opto products

Discrete Power Semiconductors

Discrete Power Semiconductors,

standard analog integrated
circuits

Optocoupler/infrared

6

Technologies

6 inch fab — 3.0 micron
8 inch fab — 0.8 micron

4-inch fab — 5.0/3.0 micron
6-inch fab — 3.0/0.5 micron
CMOS and BiCMOS MEMS

6-inch fab — 1.0/0.65 micron
2.0 micron DMOS

4-inch fab — 5.0/4.0 micron
Bipolar

5-inch fab — 2.0/0.8 micron
Bipolar and DMOS

6-inch fab — 2.0/0.8 micron
DMOS

Infrared die fab



Location

Back-End Facilities:
Penang, Malaysia

Cebu, the Philippines

Kuala Lumpur, Malaysia
Wuxi, China

Products

Bipolar, CMOS and BiCMOS
interface and logic products

Power and small signal discrete

Optocouplers

Infrared/LED Lamps and
Displays

Technologies

MDIP, SOIC, EIAJ, TSSOP,
SSOP, SC-70

TO92, SOT-23, Super SOT,
SOT-223, TO220, TO263,
DPAK, SC-70, BGA, FLMP

SOIC, MFP
T-1, T-1 %4, SMD, Custom

Loveland, Colorado Operational Amplifiers Hybrid
Colorado Springs, Colorado ADCs, DACs TSSOP, TQFP, SOIC, SSOP,
PLCC

We subcontract a minority of our wafer fabrication needs, primarily to Advanced Semiconductor
Manufacturing Corporation, Chartered Semiconductor, Torex Semiconductor, Taiwan Semiconductor Manu-
facturing Company, Central Semiconductor Manufacturing Corporation, UMC, Maxim, and New Japan
Radio Corporation. In order to maximize our production capacity, some of our back-end assembly and testing
operations are also subcontracted. Primary back-end subcontractors include Amkor, AUK, Enoch, Wooseok,
SPS, NS Electronics (Bangkok) Ltd., Samsung Electronics and ChipPAC. The power device business also
subcontracts some other manufacturing services from Samsung Electronics.

Our manufacturing processes use many raw materials, including silicon wafers, copper lead frames, mold
compound, ceramic packages and various chemicals and gases. We obtain our raw materials and supplies from
a large number of sources on a just-in-time basis. Although supplies for the raw materials used by us are
currently adequate, shortages could occur in various essential materials due to interruption of supply or
increased demand in the industry.

Backlog

Backlog at December 29, 2002 was approximately $314 million, up from approximately $310 million at
December 30, 2001. We define backlog as firm orders or customer-provided forecasts with a customer
requested delivery date within 26 weeks. In periods of depressed demand, customers tend to rely on shorter
lead times available from suppliers, including us. In periods of increased demand, there is a tendency towards
longer lead times that has the effect of increasing backlog and, in some instances, we may not have
manufacturing capacity sufficient to fulfill all orders. As is customary in the semiconductor industry, we allow
orders to be canceled or deliveries delayed by customers without penalty. Accordingly, our backlog at any time
should not be used as an indication of future revenues.

Seasonality

Generally, we are affected by the seasonal trends of the semiconductor and related electronics industries.
Typically, revenues are higher in the second and fourth quarters, lower in the first quarter due to holidays
around the world, and lower in the third quarter due to the historically slow summer months. Throughout most
of 2000, however, typical seasonality was offset by the effects of the recovery of the overall semiconductor
market, as we recorded sequential revenue increases in each quarter. At the end of 2000 and continuing
throughout 2002, we saw atypical quarterly revenue trends as a result of the weakened economic conditions
within the semiconductor industry and technology sector.

Competition

Markets for our products are highly competitive. Although only a few companies compete with us in all
of our product lines, we face significant competition within each of our product lines from major international
semiconductor companies. Some of our competitors may have substantially greater financial and other
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resources with which to pursue engineering, manufacturing, marketing and distribution of their products.
Competitors include manufacturers of standard semiconductors, application-specific integrated circuits and
fully customized integrated circuits, as well as customers who develop their own integrated circuit products.

We compete in different product lines to various degrees on the basis of price, technical performance,
product features, product system compatibility, customized design, availability, quality and sales and technical
support. Our ability to compete successfully depends on elements both within and outside of our control,
including successful and timely development of new products and manufacturing processes, product perform-
ance and quality, manufacturing yields and product availability, capacity availability, customer service,
pricing, industry trends and general economic trends.

Trademarks and Patents

Our corporate policy is to protect proprietary products by obtaining patents for such products when
practicable. Under a technology licensing and transfer agreement with National Semiconductor, entered into
in connection with the recapitalization of the Fairchild Semiconductor business in 1997, we acquired
approximately 150 U.S. patents and obtained perpetual, royalty-free, non-exclusive licenses on approximately
250 of National Semiconductor’s patents. We acquired over 60 patents as part of our acquisition of the
Raytheon semiconductor business, as well as licensing rights (similar to those granted to Fairchild by National
Semiconductor), for other semiconductor-related intellectual property of Raytheon not directly related to its
semiconductor business. Similarly, in our acquisition of the power device business, we acquired from Samsung
Electronics a significant number of licenses and patents, including approximately 76 U.S. patents and over
1,000 Korean patents. We also received all relevant trademarks. From the acquisitions of QT Optoelectronics,
Inc. (“QTO”), KOTA Microcircuits, Inc. (“KOTA”) and Micro Linear and I-Cube, Inc. (“I-Cube”), we
added in excess of 80 U.S. and five foreign patents and patent applications to our intellectual property
portfolio. From the acquisition of the discrete power products (“DPP”’) business from Intersil, we obtained
over 500 patents or patent applications worldwide.

We believe that we have the right to use all technology used in the production of our products.

Environmental Matters

Our operations are subject to environmental laws and regulations in the countries in which we operate
that regulate, among other things, air and water emissions and discharges at or from our manufacturing
facilities; the generation, storage, treatment, transportation and disposal of hazardous materials by our
company; the investigation and remediation of environmental contamination; and the release of hazardous
materials into the environment at or from properties operated by our company and at other sites. As with other
companies engaged in like businesses, the nature of our operations exposes our company to the risk of
liabilities and claims, regardless of fault, with respect to such matters, including personal injury claims and
civil and criminal fines.

Our facilities in South Portland, Maine, and, to a lesser extent, West Jordan, Utah, have ongoing
remediation projects to respond to releases of hazardous materials that occurred prior to our separation from
National Semiconductor. National Semiconductor has agreed to indemnify Fairchild for the cost of these
projects, subject to limitations. Based on the historical costs of these projects, we do not believe that future
remediation costs will be material, even without the indemnification from National Semiconductor.

Our facility in Mountaintop, Pennsylvania has an ongoing remediation project to respond to releases of
hazardous materials that occurred prior to our acquisition of the DPP business. Intersil has agreed to
indemnify us for specific environmental issues.

A property we previously owned in Mountain View, California is listed on the National Priorities List
under the Comprehensive Environmental Response, Compensation, and Liability Act. We acquired that
property as part of the acquisition of the Raytheon semiconductor business. Under the terms of the acquisition
agreement with Raytheon, Raytheon retained responsibility for, and has agreed to indemnify us with respect
to, remediation costs or other liabilities related to pre-acquisition contamination. The purchaser of the
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Mountain View, California property received an environmental indemnity from us similar in scope to the one
we received from Raytheon.

Although we believe that the power device business has no significant environmental liabilities, Samsung
Electronics agreed to indemnify Fairchild for environmental liabilities arising out of the power device business,
including the Bucheon, South Korean plant, subject to limitations.

We believe that our operations are in substantial compliance with applicable environmental laws and
regulations. Our costs to comply with environmental regulations were immaterial for 2002, 2001 and 2000.
Future laws or regulations and changes in existing environmental laws or regulations, however, may subject
our operations to different, additional or more stringent standards. While historically the cost of compliance
with environmental laws has not had a material adverse effect on our results of operations, business or financial
condition, we cannot predict with certainty our future costs of compliance because of changing standards and
requirements.

Employees

Our worldwide workforce consisted of 9,722 full and part-time employees as of December 29, 2002. Of
the total number of employees, 8,161 were engaged in manufacturing, 553 were engaged in marketing and
sales, 674 were engaged in corporate and product line administration and 334 were engaged in research and
development. We believe that our relations with our employees are satisfactory.

At December 29, 2002, 279 of our employees were covered by a collective bargaining agreement. These
employees are members of the Communication Workers of America/International Union of Electronic,
Electrical, Salaried Machine and Furniture Workers, AFL-CIO, Local 88177. The current agreement with
the union ends May 31, 2007 and provides for guaranteed wage and benefit levels as well as employment
security for union members. A strike or work stoppage could impact our ability to operate if we were unable to
negotiate a new agreement with our represented employees when the existing agreement expires. Also, our
profitability could be adversely affected if increased costs associated with any future contracts are not
recoverable through productivity improvements or price increases. We believe that relations with our
unionized employees are satisfactory.

Our wholly owned Korean subsidiary, which we refer to as Fairchild Korea, sponsors a Power Device
Business Labor Council consisting of seven representatives from the non-management workforce and seven
members of the management workforce. The Labor Council, under Korean law, is recognized as a
representative of the workforce for the purposes of consultation and cooperation. The Labor Council has no
right to take a work action or to strike and is not party to any labor or collective bargaining agreements with
Fairchild Korea. We believe that relations with Fairchild Korea employees and the Labor Council are
satisfactory.

Executive Officers

The following table provides information about the executive officers of our company.

Name Age Title

Kirk P.Pond ................. 58 Chairman of the Board of Directors, President and Chief
Executive Officer

Joseph R. Martin ............. 55 Vice Chairman of the Board of Directors, Executive Vice
President and Chief Financial Officer

Daniel E. Boxer............... 57  Executive Vice President and Chief Administrative Officer,
General Counsel and Secretary

Hans Wildenberg.............. 46  Executive Vice President, Worldwide Sales and Marketing

Izak Bencuya................. 48  Senior Vice President and General Manager, Discrete Products
Group

Hubertus R. Engelbrechten . .. .. 47  Vice President and General Manager, Integrated Circuits Group
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Name Age Title

Laurenz Schmidt.............. 53 Senior Vice President, Global Operations

Ernesto J. D’Escoubet ......... 58  Senior Vice President, Chief Technology and Quality Officer

Deok J. Kim ................. 51  Senior Vice President and General Manager, Power Device
Business, President, Fairchild Korea Semiconductor Ltd.

John M. Watkins, Jr. .......... 60  Senior Vice President, Chief Information Officer

David A. Henry............... 41  Vice President of Finance, Worldwide Operations

Matthew W. Towse............ 40  Vice President, Treasurer

Robin A. Sawyer.............. 35  Vice President, Corporate Controller

Kirk P. Pond, Chairman of the Board of Directors, President and Chief Executive Officer. Mr. Pond has
been the President of Fairchild Semiconductor since June 1996. He has over 30 years of experience in the
semiconductor industry. Since 1987, Mr. Pond had held several executive positions with National Semicon-
ductor, most recently Executive Vice President and Chief Operating Officer. Prior executive management
positions were with Fairchild Semiconductor Corporation, Texas Instruments and Timex Corporation.

Joseph R. Martin, Vice Chairman of the Board of Directors, Executive Vice President and Chief Financial
Officer. Mr. Martin has been the Executive Vice President and Chief Financial Officer of Fairchild
Semiconductor since June 1996. He has 24 years of experience in the semiconductor industry. Mr. Martin had
held several senior financial positions with National Semiconductor since 1989, most recently as Vice
President of Finance, Worldwide Operations. Prior to joining National Semiconductor, Mr. Martin was Senior
Vice President and Chief Financial Officer of VTC Incorporated.

Daniel E. Boxer, Executive Vice President and Chief Administrative Officer, General Counsel and
Secretary. Mr. Boxer joined our company in March 1997. He has practiced law for 33 years and since 1975
had been a partner at the law firm of Pierce Atwood, Portland, Maine. His practice at Pierce Atwood included
advising many large manufacturing companies, including our company, on business, governmental, legal
compliance and environmental issues. He was most recently a senior partner and Chairman of the firm’s
Management Committee.

Hans Wildenberg, Executive Vice President, Worldwide Sales and Marketing. Mr. Wildenberg joined
our company in July 2001. He has over 20 years of semiconductor industry experience. Prior to joining our
company he had been with Motorola for sixteen years in various executive and management positions in
Motorola’s Semiconductor Product Sector, most recently as Corporate Vice President and Director of the
order fulfillment organization.

Izak Bencuya, Senior Vice President and General Manager, Discrete Products Group. Mr. Bencuya has
been Senior Vice President and General Manager, Discrete Products Group since February 2000.
Mr. Bencuya has worked in the semiconductor and electronics field for 27 years. Prior to his current
assignment, Mr. Bencuya spent six years as Director of Power MOSFET Products. Mr. Bencuya also worked
at GTE Laboratories and Siliconix in various research and management roles.

Hubertus R. Engelbrechten, Vice President and General Manager, Integrated Circuits Group.
Mr. Engelbrechten has been Vice President, Integrated Circuits Group since November 2002. He has over
23 years of experience in the semiconductor industry. Mr. Engelbrechten joined Fairchild from Raytheon
Semiconductor in 1998 as Director of Marketing, Analog Mixed Signal Group. Prior to assuming his current
role, he also held positions as Vice President of Marketing, Analog Mixed Signal Group and Vice President of
Marketing, Integrated Circuits Group. Mr. Engelbrechten has held various management positions at National
Semiconductor, Degussa AG and Siemens AG.

Laurenz Schmidt, Senior Vice President, Global Operations. Mr. Schmidt has been Senior Vice
President, Global Operations since October 2001. He has over 25 years of experience in the semiconductor
industry. Prior to assuming his current role, he held various management positions over the preceding eight
years, including Vice President of Wafer Fabrication Manufacturing, Vice President of Operations for
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Discrete Products Group and Managing Director of the South Portland, Maine wafer fabrication facility. Prior
to joining Fairchild in 1983, he spent six years with Texas Instruments.

Ernesto J. D’Escoubet, Senior Vice President, Chief Technology and Quality Officer. Mr. D’Escoubet
has been Senior Vice President, Technology and Quality, since February 2000. Mr. D’Escoubet has over
30 years of experience in the semiconductor industry. Prior to assuming his current role, Mr. D’Escoubet spent
eight years as Vice President of Operations for the Interface and Logic Products Group. Prior to that, he held
various management positions at National Semiconductor and Harris Corporation.

Deok J. Kim, Senior Vice President, President, Fairchild Korea Semiconductor Ltd. Mr. Kim became
Senior Vice President, President of Fairchild Korea Semiconductor Ltd. when we acquired the power device
business from Samsung Electronics in April 1999. He has over 27 years of experience in the semiconductor
industry. Mr. Kim joined Samsung Electronics’ power device business in 1990 as director of power product
development and later became managing director and vice president and general manager of the power device
business prior to its acquisition by Fairchild International. Before joining Samsung Electronics, Mr. Kim held
engineering and development positions with Goldstar Semiconductor, AMI and General Electric.

John M. Watkins, Jr., Senior Vice President, Chief Information Officer. Mr. Watkins joined our
company in March 2000. Prior to joining our company, Mr. Watkins spent five years as Chief Information
Officer of Pratt and Whitney. In 1995, Mr. Watkins retired as a General after eleven years in the United
States Army. His most recent assignment was as Director of the Defense Information Systems Agency in
Washington, D.C.

David A. Henry, Vice President of Finance, Worldwide Operations. Mr. Henry was appointed to this
position in November 2002. Prior to assuming this role, Mr. Henry served for six years as our company’s Vice
President, Corporate Controller. Prior to that, he held various financial management positions with National
Semiconductor Corporation, most recently as Director of Financial Planning and Analysis for its Fairchild
Semiconductor business.

Matthew W. Towse, Vice President, Treasurer. Mr. Towse became Treasurer in March 1997. He had
been with National Semiconductor for six years and held various financial management positions, most
recently as Controller for the Fairchild Semiconductor plant in South Portland, Maine. Mr. Towse previously
worked for Ernst & Young and is a Certified Public Accountant.

Robin A. Sawyer, Vice President, Corporate Controller. Ms. Sawyer became Corporate Controller in
November 2002. She joined our company in 2000 as Manager of Financial Planning and Analysis. Prior to
joining our company, Ms. Sawyer was employed by Cornerstone Brands, Inc. from 1998 to 2000 as Director of
Financial Planning and Reporting. Prior to that Ms. Sawyer worked at Baker, Newman and Noyes, LLC and
its predecessor firm, Ernst & Young and is a Certified Public Accountant.

Available Information

We file annual, quarterly and special reports, proxy statements and other information with the SEC. You
may read and copy any reports, statements and other information we file at the SEC’s Public Reference Room
at 450 Fifth Street, N.W., Washington, D.C. 20549. Please call (800) SEC-0330 for further information on
the Public Reference Room. The SEC maintains an Internet web site that contains reports, proxy and
information statements and other information regarding issuers that file electronically with the SEC. Our
filings are also available to the public at the web site maintained by the SEC, http://www.sec.gov.

We make available, free of charge, through our investor relations web site, our reports on Forms 10-K,
10-Q and 8-K, and amendments to those reports, as soon as reasonably practicable after they are filed with the
SEC. The address for our investor relations web site is http://investor.fairchildsemi.com (click on “SEC
filings”).
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Business Risks

Our business is subject to a number of risks and uncertainties. The risks described below are not the only
ones facing our company. Additional risks not currently known to us or that we currently deem immaterial also
may impair our business operations:

Downturns in the highly cyclical semiconductor industry or changes in end user market demands could
reduce the value of our business.

The semiconductor industry is highly cyclical, and the value of our business may decline during the
“down” portion of these cycles. Beginning in the fourth quarter of 2000 and continuing through most of 2001,
we and the rest of the semiconductor industry experienced backlog cancellations and reduced demand for our
products, resulting in significant revenue declines, due to excess inventories at computer and telecommunica-
tions equipment manufacturers and general economic conditions, especially in the technology sector.
Although we believe the trough of this most recent cycle occurred in the third quarter of 2001, the
semiconductor industry has yet to begin a significant recovery. We may experience renewed, possibly more
severe and prolonged, downturns in the future as a result of such cyclical changes. Even as demand increases
following such downturns, our profitability may not increase because of price competition that historically
accompanies recoveries in demand. For example, in 2002, we sold approximately 7% more units than in 2001,
yet our revenues were essentially unchanged. In addition, we may experience significant changes in our
profitability as a result of variations in sales, changes in product mix, changes in end user markets and the costs
associated with the introduction of new products. The markets for our products depend on continued demand
for personal computers, cellular telephones and consumer electronics and automotive and industrial goods, and
these end user markets may experience changes in demand that will adversely affect our prospects.

We may not be able to develop new products to satisfy changes in consumer demands.

Our failure to develop new technologies, or react to changes in existing technologies, could materially
delay development of new products, which could result in decreased revenues and a loss of market share to our
competitors. Rapidly changing technologies and industry standards, along with frequent new product
introductions, characterize the semiconductor industry. Our financial performance depends on our ability to
design, develop, manufacture, assemble, test, market and support new products and enhancements on a timely
and cost-effective basis. We may not successfully identify new product opportunities and develop and bring
new products to market in a timely and cost-effective manner. Products or technologies developed by other
companies may render our products or technologies obsolete or noncompetitive. Many of our competitors are
larger, older and well established international companies with greater engineering and research and
development resources than us. A fundamental shift in technologies in our product markets that we fail to
identify or capitalize on relative to our competitors could have a material adverse effect on our competitive
position within our industry.

Our failure to protect our intellectual property rights could adversely affect our future performance and
growth.

Failure to protect our existing intellectual property rights may result in the loss of valuable technologies or
having to pay other companies for infringing on or using their intellectual property rights. We rely on patent,
trade secret, trademark and copyright law to protect such technologies. Some of our technologies are not
covered by any patent or patent application, and we cannot assure you that:

 the patents owned by us or numerous other patents which third parties license to us will not be
invalidated, circumvented, challenged or licensed to other companies;

« any of our pending or future patent applications will be issued within the scope of the claims sought by
us, if at all.

In addition, effective patent, trademark, copyright and trade secret protection may be unavailable, limited
or not applied for in some countries.
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We also seek to protect our proprietary technologies, including technologies that may not be patented or
patentable, in part by confidentiality agreements and, if applicable, inventors’ rights agreements with our
collaborators, advisors, employees and consultants. We cannot assure you that these agreements will not be
breached, that we will have adequate remedies for any breach or that such persons or institutions will not
assert rights to intellectual property arising out of such research. Some of our technologies have been licensed
on a non-exclusive basis from National Semiconductor, Samsung Electronics and other companies which may
license such technologies to others, including our competitors. In addition, under a technology licensing and
transfer agreement, National Semiconductor has limited royalty-free, worldwide license rights (without right
to sublicense) to some of our technologies. If necessary or desirable, we may seek licenses under patents or
intellectual property rights claimed by others. However, we cannot assure you that we will obtain such licenses
or that the terms of any offered licenses will be acceptable to us. The failure to obtain a license from a third
party for technologies we use could cause us to incur substantial liabilities and to suspend the manufacture or
shipment of products or our use of processes requiring the technologies.

Our failure to obtain or maintain the right to use some technologies may negatively affect our financial
results.

Our future success and competitive position depend in part upon our ability to obtain or maintain
proprietary technologies used in our principal products, which is achieved in part by defending claims by
competitors and others of intellectual property infringement. The semiconductor industry is characterized by
claims of intellectual property infringement and litigation regarding patent and other intellectual property
rights. These claims relate both to products and manufacturing processes. Even though we maintain
procedures to avoid infringing others’ rights as part of our product and process development efforts, we cannot
assure you that we will be successful, or that others will agree that our products are non-infringing. We receive
direct and indirect claims of intellectual property infringement (including offers to sell us licenses), have been
involved in lawsuits, and could become subject to other lawsuits, in which it is alleged that we have infringed
upon the patent or other intellectual property rights of other companies. Our involvement in existing and
future intellectual property litigation, or the costs of avoiding litigation by purchasing licenses rights or by
other means, could result in significant expense to our company, adversely affecting sales of the challenged
product or technologies and diverting the efforts of our technical and management personnel, whether or not
such litigation is resolved in our favor. In the event of an adverse outcome as a defendant in any such litigation,
we may be required to:

e pay substantial damages;

 indemnify our customers for damages they might suffer if the products they purchase from us violate
the intellectual property rights of others;

* stop our manufacture, use, sale or importation of infringing products;
 expend significant resources to develop or acquire non-infringing technologies;
« discontinue manufacturing processes; or

* obtain licenses to the intellectual property we are found to have infringed.

We cannot assure you that we would be successful in such development or acquisition or that such
licenses would be available under reasonable terms. Any such development, acquisition or license could
require the expenditure of substantial time and other resources.

We may not be able to consummate future acquisitions or successfully integrate acquisitions into our
business.

We have made nine acquisitions of various sizes since we became an independent company in 1997, and
we plan to pursue additional acquisitions of related businesses. We believe the semiconductor industry is going
through a period of consolidation, and we expect to participate in this development. The costs of acquiring and
integrating related businesses, or our failure to integrate them successfully into our existing businesses, could
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result in our company incurring unanticipated expenses and losses. In addition, we may not be able to identify
or finance additional acquisitions or realize any anticipated benefits from acquisitions we do complete.

We are constantly pursuing acquisition opportunities and consolidation possibilities and are in various
stages of due diligence or preliminary discussions with respect to a number of potential transactions, some of
which would be significant. No material potential transactions are subject to a letter of intent or otherwise so
far advanced as to make the transaction reasonably certain.

If we acquire another business, the process of integrating acquired operations into our existing operations
may result in unforeseen operating difficulties and may require significant financial resources that would
otherwise be available for the ongoing development or expansion of existing operations. Some of the risks
associated with acquisitions include:

 unexpected losses of key employees, customers or suppliers of the acquired company;

« conforming the acquired company’s standards, processes, procedures and controls with our operations;
* coordinating new product and process development;

* hiring additional management and other critical personnel;

* negotiating with labor unions; and

* increasing the scope, geographic diversity and complexity of our operations.

In addition, we may encounter unforeseen obstacles or costs in the integration of other businesses we
acquire.

Possible future acquisitions could result in the incurrence of additional debt, contingent liabilities and
amortization expenses related to goodwill and other intangible assets, all of which could have a material
adverse effect on our financial condition and operating results.

We depend on suppliers for timely deliveries of raw materials of acceptable quality. Production time
and product costs could increase if we were to lose a primary supplier or if a primary supplier increased the
prices of raw materials. Product performance could be affected and quality issues could develop as a result of
a significant degradation in the quality of raw materials we use in our products.

Our manufacturing operations depend upon obtaining adequate supplies of raw materials on a timely
basis. Our results of operations could be adversely affected if we were unable to obtain adequate supplies of
raw materials in a timely manner or if the costs of raw materials increased significantly. Results could also be
adversely affected if there is a significant degradation in the quality of raw materials used in our products, or if
the raw materials give rise to compatibility or performance issues in our products, any of which could lead to
an increase in customer returns or product warranty claims. Although we maintain rigorous quality control
systems, errors or defects may arise from a supplied raw material and be beyond our detection or control. We
purchase raw materials such as silicon wafers, lead frames, mold compound, ceramic packages and chemicals
and gases from a limited number of suppliers on a just-in-time basis. From time to time, suppliers may extend
lead times, limit supplies or increase prices due to capacity constraints or other factors. In addition, we
subcontract a portion of our wafer fabrication and assembly and test operations to other manufacturers,
including Amkor, AUK, Enoch, Wooseok, SPS, NS Electronics (Bangkok) Ltd., Samsung Electronics, and
ChipPAC. Our operations and ability to satisfy customer obligations could be adversely affected if our
relationships with these subcontractors were disrupted or terminated.

Delays in beginning production at new facilities, expanding capacity at existing facilities, implementing
new production techniques, or in curing problems associated with technical equipment malfunctions, all
could adversely affect our manufacturing efficiencies.

Our manufacturing efficiency is an important factor in our profitability, and we cannot assure you that we
will be able to maintain our manufacturing efficiency or increase manufacturing efficiency to the same extent
as our competitors. Our manufacturing processes are highly complex, require advanced and costly equipment
and are continuously being modified in an effort to improve yields and product performance. Impurities or
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other difficulties in the manufacturing process can lower yields. In the second quarter of 2003, we expect to
begin production at a new assembly and test facility in Suzhou, China. We will be transferring production
from subcontractors to this new facility. In addition, we are currently engaged in an effort to expand capacity
at some of our manufacturing facilities. As is common in the semiconductor industry, we have from time to
time experienced difficulty in beginning production at new facilities or in completing transitions to new
manufacturing processes at existing facilities. As a consequence, we have suffered delays in product deliveries
or reduced yields.

We may experience delays or problems in bringing the new Suzhou factory or other new manufacturing
capacity to full production. Such delays, as well as possible problems in achieving acceptable yields, or product
delivery delays relating to existing or planned new capacity could result from, among other things, capacity
constraints, construction delays, upgrading or expanding existing facilities or changing our process technolo-
gies, any of which could result in a loss of future revenues. Our operating results could also be adversely
affected by the increase in fixed costs and operating expenses related to increases in production capacity if
revenues do not increase proportionately.

More than half of our sales are made by distributors who can terminate their relationships with us with
little or no notice. The termination of a distributor could reduce sales and result in inventory returns.

Distributors accounted for 61% of our net trade sales for the year ended December 29, 2002. Our top five
distributors worldwide accounted for 15% of our net trade sales for the year ended December 29, 2002. As a
general rule, we do not have long-term agreements with our distributors and they may terminate their
relationships with us with little or no advance notice. Distributors generally offer competing products. The loss
of one or more of our distributors, or the decision by one or more of them to reduce the number of our
products they offer or to carry the product lines of our competitors, could have a material adverse effect on our
business, financial condition and results of operations. The termination of a significant distributor, whether at
our or the distributor’s initiative, or a disruption in the operations of one or more of our distributors, could
reduce our net sales in a given quarter and could result in an increase in inventory returns.

The semiconductor business is very competitive, especially in the markets we serve, and increased
competition could reduce the value of an investment in our company.

The semiconductor industry is, and the multi-market semiconductor product markets in particular are,
highly competitive. Competitors offer equivalent or similar versions of many of our products, and customers
may switch from our products to competitors’ products on the basis of price, delivery terms, product
performance, quality, reliability and customer service or a combination of any of these factors. Competition is
especially intense in the multi-market semiconductor segment because it is relatively easier for customers to
switch suppliers of more standardized, multi-market products like ours, compared to switching suppliers of
more highly integrated or customized semiconductor products such as processors or system-on-a-chip
products, which we do not manufacture. Even in strong markets, price pressures may emerge as competitors
attempt to gain a greater market share by lowering prices. Competition in the various markets in which we
participate comes from companies of various sizes, many of which are larger and have greater financial and
other resources than we have and thus are better able to pursue acquisition candidates and can better
withstand adverse economic or market conditions. In addition, companies not currently in direct competition
with us may introduce competing products in the future.

We may face product warranty or product liability claims that are disproportionately higher than the
value of the products involved.

Our products are typically sold at prices that are significantly lower than the cost of the equipment or
other goods in which they are incorporated. For example, our products that are incorporated into a personal
computer would be sold for several dollars, whereas the personal computer would be sold by the computer
maker for several hundred dollars. Although we maintain rigorous quality control systems, we manufacture
and sell approximately 16 billion individual semiconductor devices per year to customers around the world,
and in the ordinary course of our business we receive warranty claims for some of these products that are
defective or that do not perform to published specifications. Since a defect or failure in our product could give
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rise to failures in the goods that incorporate them (and consequential claims for damages against our
customers from their customers), we may face claims for damages that are disproportionate to the revenues
and profits we receive from the products involved. We attempt, through our standard terms and conditions of
sale and other customer contracts, to limit our liability for defective products to obligations to replace the
defective goods or refund the purchase price. Nevertheless, we receive claims for other charges, such as for
labor and other costs of replacing defective parts, lost profits and other damages. In addition, our ability to
reduce such liabilities may be limited by the laws or the customary business practices of the countries where
we do business. And, even in cases where we do not believe we have legal liability for such claims, we may
choose to pay for them to retain a customer’s business or goodwill. Our results of operations and business
could be adversely affected as a result of a significant quality or performance issue in our products, if we are
required or choose to pay for the damages that result.

Our international operations subject our company to risks not faced by domestic competitors.

Through our subsidiaries we maintain significant operations in the Philippines, Malaysia and South Korea
and also operate facilities in China and Singapore. We are constructing another facility in China. We have
sales offices and customers around the world. Almost three-quarters of our revenues in 2002 were from Asia.
The following are risks inherent in doing business on an international level:

 economic and political instability;
« foreign currency fluctuations;

* transportation delays;

» trade restrictions;

» work stoppages; and

« the laws, including tax laws of, and the policies of the United States toward, countries in which we
manufacture our products.

The power device business subjects our company to risks inherent in doing business in Korea, including
labor risk, political risk and currency risk.

As a result of the acquisition of the power device business in 1999, we have significant operations in South
Korea and are subject to risks associated with doing business there. Korea accounted for 21.5% of our trade
sales in 2002.

Relations between South Korea and North Korea have been tense over most of South Korea’s history,
and recent concerns over North Korea’s nuclear capability have created a global security issue that may
adversely affect Korean business and economic conditions. We cannot assure you as to whether or when this
situation will be resolved or change abruptly as a result of current or future events. An adverse change in
economic or political conditions in South Korea or in its relations with North Korea could have a material
adverse effect on our Korean subsidiary and our company. And, in addition to other risks disclosed relating to
international operations, some businesses in South Korea are subject to labor unrest.

Our power device business’ sales are denominated primarily in U.S. dollars while a significant portion of
its costs of goods sold and its operating expenses are denominated in South Korean won. Although we have
taken steps to fix the costs subject to currency fluctuations and to balance won revenues and won costs, a
significant change in this balance, coupled with a significant change in the value of the won relative to the
dollar, could have a material adverse effect on our financial performance and results of operations. In addition,
an unfavorable change in the value of the won could require us to write down our won-denominated assets.

We entered into a number of supply and support contracts with Samsung Electronics in connection with
our acquisition of its power device business in 1999, most of which have now ended. Any significant decrease
in purchases by Samsung Electronics could substantially reduce our financial performance.

As a result of the acquisition of Samsung Electronics’ power device business in 1999, we entered into
numerous arrangements with Samsung Electronics, including arrangements relating to product sales, designa-
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tion as a preferred vendor to affiliated Samsung companies and other services. Although most of these
arrangements have expired, Samsung Electronics remains a significant customer, due in part to the historical
relationship between the business we acquired and its former parents and affiliates. There can be no assurances
that these relationships will continue at historical levels. Samsung Electronics (together with its affiliates) is
our largest customer, accounting for more than 11% of total trade sales during 2002. Any material adverse
change in the purchases of Samsung Electronics could have a material adverse effect on our results of
operations.

A change in foreign tax laws or a difference in the construction of current foreign tax laws by relevant
foreign authorities could result in us not recognizing the benefits we anticipated in connection with the
transaction structure used to consummate the acquisition of the power device business.

The transaction structure we used for the acquisition of the power device business is based on
assumptions about the various tax laws, including withholding tax, and other relevant laws of foreign
jurisdictions. In addition, our Korean subsidiary was granted a ten-year tax holiday under Korean law in 1999.
The first seven years are tax-free, followed by three years of income taxes at 50% of the statutory rate. In 2000,
the tax holiday was extended such that the exemption amounts were increased to 75% in the eighth year and a
25% exemption was added to the eleventh year. If our assumptions about tax and other relevant laws are
incorrect, or if foreign taxing jurisdictions were to change or modify the relevant laws, or if our Korean
subsidiary were to lose its tax holiday, we could suffer adverse tax and other financial consequences or lose the
benefits anticipated from the transaction structure we used to acquire that business.

We plan to significantly expand our manufacturing operations in China and, as a result, will be
increasingly subject to risks inherent in doing business in China, which may adversely affect our financial
performance.

We are building the first phase of an 800,000 square foot assembly and test facility in Suzhou, China, and
expect to begin production there in the second quarter of 2003. Although we expect a significant portion of our
production from this new facility will be exported out of China, especially initially, we are hopeful that a
significant portion of our future revenue will result from the Chinese markets in which our products are sold,
and from demand in China for goods that include our products. In addition, since 2000 we have operated an
optoelectronics manufacturing facility in Wuxi, China. Our ability to operate in China may be adversely
affected by changes in that country’s laws and regulations, including those relating to taxation, import and
export tariffs, environmental regulations, land use rights, property and other matters. In addition, our results of
operations in China are subject to the economic and political situation there. We believe that our operations in
China are in compliance with all applicable legal and regulatory requirements. However, there can be no
assurance that China’s central or local governments will not impose new, stricter regulations or interpretations
of existing regulations that would require additional expenditures. Changes in the political environment or
government policies could result in revisions to laws or regulations or their interpretation and enforcement,
increased taxation, restrictions on imports, import duties or currency revaluations. In addition, a significant
destabilization of relations between China and the United States could result in restrictions or prohibitions on
our operations or the sale of our products in China. The legal system of China relating to foreign trade is
relatively new and continues to evolve. There can be no certainty as to the application of its laws and
regulations in particular instances. Enforcement of existing laws or agreements may be sporadic and
implementation and interpretation of laws inconsistent. Moreover, there is a high degree of fragmentation
among regulatory authorities resulting in uncertainties as to which authorities have jurisdiction over particular
parties or transactions.

We are subject to many environmental laws and regulations that could affect our operations or result in
significant expenses.

Increasingly stringent environmental regulations restrict the amount and types of pollutants that can be
released from our operations into the environment. While the cost of compliance with environmental laws has
not had a material adverse effect on our results of operations historically, compliance with these and any future
regulations could require significant capital investments in pollution control equipment or changes in the way
we make our products. In addition, because we use hazardous and other regulated materials in our
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manufacturing processes, we are subject to risks of liabilities and claims, regardless of fault, resulting from
accidental releases, including personal injury claims and civil and criminal fines, any of which could be
material to our cash flow or earnings. For example:

» we currently are remediating contamination at some of our operating plant sites;

» we have been identified as a potentially responsible party at a number of Superfund sites where we (or
our predecessors) disposed of wastes in the past; and

* significant regulatory and public attention on the impact of semiconductor operations on the
environment may result in more stringent regulations, further increasing our costs.

Although most of our known environmental liabilities are covered by indemnities from Raytheon
Company, National Semiconductor or Samsung Electronics, these indemnities are limited to conditions that
occurred prior to the consummation of those transactions with those companies. Moreover, we cannot assure
you that their indemnity obligations to us for the covered liabilities will be adequate to protect us.

We may not be able to attract or retain the technical or management employees necessary to remain
competitive in our industry.

Our continued success depends on the retention and recruitment of skilled personnel, including technical,
marketing, management and staff personnel. In the semiconductor industry, the competition for qualified
personnel, particularly experienced design engineers and other technical employees, is intense, particularly in
the “up” portions of our business cycle, when competitors may try to recruit our most valuable technical
employees. There can be no assurance that we will be able to retain our current personnel or recruit the key
personnel we require.

A substantial number of shares of our company’s common stock are owned by a limited number of
persons, and their interests may conflict with your interests.

On December 29, 2002, affiliates of Citigroup Inc., and our directors and executive officers together
owned approximately 19.0% of the outstanding shares of our Class A Common Stock (including shares
underlying vested option held by our directors and executive officers). By virtue of such stock ownership, these
persons have the power to significantly influence our affairs and are able to influence the outcome of matters
required to be submitted to stockholders for approval, including the election of directors and the amendment
of our corporate charter and bylaws. Such persons may exercise their influence over us in a manner
detrimental to the interests of other stockholders or our bondholders.

We are a leveraged company with a debt to equity ratio of approximately 0.7 to 1, which could adversely
affect our financial health and limit our ability to grow and compete.

At December 29, 2002, we had total long-term debt of $853.2 million and a ratio of debt to equity of
approximately 0.7 to 1.

Our substantial indebtedness could have important consequences. For example, it could

 require us to dedicate a substantial portion of our cash flow from operations to payments on our
indebtedness, thereby reducing the availability of our cash flow to fund working capital, capital
expenditures, research and development efforts and other general corporate purposes;

* increase the amount of our interest expense, because certain of our borrowings (namely borrowings
under our senior credit facility, which is currently undrawn) are at variable rates of interest, which, if
interest rates increase and amounts are drawn against the senior credit facility, could result in higher
interest expense;

* increase our vulnerability to general adverse economic and industry conditions;

* limit our flexibility in planning for, or reacting to, changes in our business and the industry in which we
operate;
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* restrict us from making strategic acquisitions, introducing new technologies or exploiting business
opportunities;

» make it more difficult for us to satisfy our obligations with respect to the instruments governing our
indebtedness;

« place us at a competitive disadvantage compared to our competitors that have less indebtedness; and

« limit, along with the financial and other restrictive covenants in our debt instruments, among other
things, our ability to borrow additional funds, dispose of assets or pay cash dividends. Failing to comply
with those covenants could result in an event of default which, if not cured or waived, could have a
material adverse effect on our business, financial condition and results of operations.

Despite current indebtedness levels, we may still be able to incur substantially more indebtedness.
Incurring more indebtedness could exacerbate the risks described above.

We may be able to incur substantial additional indebtedness in the future. The indenture governing
Fairchild Semiconductor Corporation’s outstanding 5% Convertible Senior Subordinated Notes Due 2008
does not limit the amount of additional debt that we may incur. Although the terms of the indentures
governing Fairchild Semiconductor Corporation’s outstanding 10%:% Senior Subordinated Notes, its outstand-
ing 102% Senior Subordinated Notes, and the credit agreement relating to the senior credit facility contain
restrictions on the incurrence of additional indebtedness, these restrictions are subject to a number of
qualifications and exceptions and, under certain circumstances, additional indebtedness incurred in compli-
ance with these restrictions could be substantial. The senior credit facility permits borrowings of up to $300.0
million. As of December 29, 2002, we had $299.2 million, adjusted for outstanding letters of credit, available
under this revolving credit facility. If new debt is added to our subsidiaries’ current debt levels, the substantial
risks described above would intensify.

We may not be able to generate the necessary amount of cash to service our indebtedness, which may
require us to refinance our indebtedness or default on our scheduled debt payments. Our ability to generate
cash depends on many factors beyond our control.

Our historical financial results have been, and our future financial results are anticipated to be, subject to
substantial fluctuations. We cannot assure you that our business will generate sufficient cash flow from
operations, that currently anticipated cost savings and operating improvements will be realized on schedule or
at all, or that future borrowings will be available to us under our senior credit facility in an amount sufficient to
enable us to pay our indebtedness or to fund our other liquidity needs. In addition, because our senior credit
facility has variable interest rates, the cost of those borrowings will increase if market interest rates increase. If
we are unable to meet our expenses and debt obligations, we may need to refinance all or a portion of our
indebtedness on or before maturity, sell assets or raise equity. We cannot assure you that we would be able to
refinance any of our indebtedness, sell assets or raise equity on commercially reasonable terms or at all, which
could cause us to default on our obligations and impair our liquidity.

Restrictions imposed by the credit agreement relating to our senior credit facility, the indentures
governing Fairchild Semiconductor Corporation’s 10%% Senior Subordinated Notes and its 10'2% Senior
Subordinated Notes restrict or prohibit our ability to engage in or enter into some business operating and
financing arrangements, which could adversely affect our ability to take advantage of potentially profitable
business opportunities.

The operating and financial restrictions and covenants in most of our debt instruments, such as the credit
agreement relating to our senior credit facility, the indenture governing Fairchild Semiconductor Corpora-
tion’s 10'2% Senior Subordinated Notes and the indenture governing its 10°%:% Senior Subordinated Notes
may limit our ability to finance our future operations or capital needs or engage in other business activities that
may be in our interests. These debt instruments impose significant operating and financial restrictions on us
that affect our ability to incur additional indebtedness or create liens on our assets, pay dividends, sell assets,
engage in mergers or acquisitions, make investments or engage in other business activities. These restrictions
could place us at a disadvantage relative to competitors not subject to such limitations.
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In addition, the credit agreement governing our senior credit facility contains other and more restrictive
covenants and limits us from prepaying our other indebtedness. The senior credit facility also requires us to
maintain specified financial ratios. These financial ratios become more restrictive over the life of the senior
credit facility. Our ability to meet those financial ratios can be affected by events beyond our control, and we
cannot assure you that we will meet those ratios. Provided there are no further outstanding balances under our
senior credit facility, compliance with these covenants in the credit agreement is not required until March 31,
2003. We expect to be in compliance with all covenants in 2003. After that date, or earlier if we borrow money
under the credit facility, a breach of any of these covenants, ratios or restrictions could result in an event of
default under the senior credit facility. Upon the occurrence of an event of default under the senior credit
facility, the lenders could elect to declare all amounts outstanding under the senior credit facility, together
with accrued interest, to be immediately due and payable. If we were unable to repay those amounts, the
lenders could proceed against the collateral granted to them to secure the indebtedness. If the lenders under
the senior credit facility accelerate the payment of the indebtedness, we cannot assure you that our assets
would be sufficient to repay in full that indebtedness and our other indebtedness.

Item 2. Properties

In the United States, our corporate headquarters are located in approximately 120,000 square feet of
leased space in South Portland, Maine. Additionally, we have wafer fabrication operations currently located in
approximately 290,000 square feet of space in properties that we own in South Portland, Maine. Additional
manufacturing, warehouse and office facilities are housed in approximately 300,000 square feet of space in
properties that we own in West Jordan, Utah. As part of the acquisition of the discrete power products
business from Intersil Corporation in 2001, we obtained a 450,000 square foot manufacturing facility in
Mountaintop, Pennsylvania. We have manufacturing, warehouse and office facilities located in approximately
55,000 square feet of leased space in Loveland and Colorado Springs, Colorado. Additional office space is
located in leased facilities in South Portland, Maine; Irving, Texas; Melbourne, Florida; Chicago, Illinois; and
San Jose, California.

In Asia, we own or lease approximately 35,000 square feet, 70,000 square feet, 397,000 square feet,
170,000 square feet, 766,000 square feet, and 160,000 square feet of manufacturing, office and warehouse
space in Wuxi, China; Kuala Lumpur, Malaysia; Penang, Malaysia; Cebu, the Philippines; Bucheon, South
Korea; and Whasung City, South Korea, respectively. Leases affecting the Wuxi, Penang, Cebu and Kuala
Lumpur facilities are generally in the form of long-term ground leases, while we own improvements on the
land. The initial terms of these leases will expire beginning in 2004. In some cases we have the option to renew
the lease term, while in others we have the option to purchase the leased premises. We lease additional
warehouse space in Singapore.

We are building an 800,000 square foot assembly and test facility in Suzhou, China, with the first phase
expected to be completed during the second quarter of 2003.

We maintain regional sales offices in leased space in Wootton-Bassett, England, Kowloon, Hong Kong,
and Tokyo, Japan. In addition, we maintain smaller sales offices in leased space around the world.

We believe that our facilities around the world, whether owned or leased, are well maintained. Our
manufacturing facilities contain sufficient productive capacity to meet our needs for the foreseeable future.

Item 3. Legal Proceedings

From time to time we are involved in threatened or actual legal proceedings in the ordinary course of
business. We believe that there is no such ordinary course litigation threatened or pending that could have,
individually or in the aggregate, a material adverse effect on our business, financial condition, results of
operations or cash flows.
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Item 4. Submission of Matters to a Vote of Security Holders

There were no matters submitted to a vote of security holders during the period beginning September 29,
2002 and ending on December 29, 2002.

PART II

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters

Our Class A Common Stock trades on the New York Stock Exchange under the trading symbol “FCS”.
There is no established public trading market for our Class B Common Stock. The following table sets forth,
for the periods indicated, the high and low intraday sales prices per share of Fairchild Semiconductor
International, Inc. Class A Common Stock, as reported by the NYSE.

High Low

2003

First Quarter (from December 30, 2002 to March 12, 2003) ....................... $10.42  $10.01
2002

Fourth Quarter (from September 30, 2002 to December 29, 2002) .................. $16.76  $ 6.85
Third Quarter (from July 1, 2002 to September 29, 2002) ...........ccvveiirnnn... $23.65 $ 9.10
Second Quarter (from April 1, 2002 to June 30, 2002) ...........coiiiiiniinnn... $32.03  $20.41
First Quarter (from December 31, 2001 to March 31,2002) ....................... $30.50  $22.80
2001

Fourth Quarter (from October 1 to December 30, 2001) .............. ... ... ... $27.75  $15.30
Third Quarter (from July 2, to September 30, 2001) ........ ... ... $25.35  $13.76
Second Quarter (from April 2 to July 1, 2001) .. ..ot $24.35  $11.86
First Quarter (from January 1 to April 1, 2001) ......... ... ... . ... $19.24  $12.63

As of March 12, 2003 there were approximately 350 holders of record of our Class A Common Stock and
no holders of our Class B Common Stock. We have not paid dividends on our common stock and have no
present intention of doing so. Certain agreements, pursuant to which we have borrowed funds, contain
provisions that limit the amount of dividends and stock repurchases that we may make.

Securities Authorized for Issuance Under Equity Compensation Programs

Information set forth under the caption “Securities Authorized for Issuance Under Equity Compensation
Plans” in our definitive proxy statement for the Annual Meeting of Stockholders to be held on May 8, 2003 is
incorporated by reference.
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Item 6. Selected Financial Data

The following table sets forth our selected historical consolidated financial data. The historical consoli-
dated financial data as of December 29, 2002 and December 30, 2001 and for the years ended December 29,
2002, December 30, 2001, and December 31, 2000 is derived from our audited consolidated financial
statements, which is included in Item 8 of this Annual Report on Form 10-K. The historical consolidated
financial data as of December 31, 2000, December 26, 1999, May 30, 1999, and May 31, 1998, the seven
months ended December 26, 1999 and for the years ended May 30, 1999 and May 31, 1998 are derived from
our audited consolidated financial statements, which are not included in this Annual Report on Form 10-K.
This information should be read in conjunction with our audited consolidated financial statements and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Seven
Year Ended Months Ended Fiscal Year Ended
December 29, December 30, December 31, December 26, May 30, May 31,
2002 2001 2000 1999 1999 1998
Consolidated Statements of Operations
Data(4):
Trade TeVeNUE . ... vvvee e $1,364.5 $1,338.9 $1,681.6 $ 7140 $ 654.1 $ 635.8
Contract manufacturing revenue ........... 47.4 68.8 101.6 72.2 81.0 153.4
Total revenue. . ..., $1,411.9 $1,407.7 $1,783.2 $ 786.2 § 7351 § 789.2
Trade gross profit ....................... $ 339.7 $ 3329 $ 602.9 $ 2141 $ 1357 $ 1942
% of trade revenue ............. ... ..... 24.9% 24.9% 35.9% 30.0% 20.7% 30.5%
Contract manufacturing gross profit ........ 10.5 21.2 36.3 20.8 16.6 36.3
% of contract manufacturing revenue . ... ... 22.2% 30.8% 35.7% 28.8% 20.5%  23.7%
Total gross profit................ ..., 350.2 354.1 639.2 234.9 152.3 230.5
% of total revenue . .......... ... ... ... ... 24.8% 25.2% 35.8% 29.9% 20.7% 29.2%
Net income (loss) ...............cooon.. (2.5) (41.7) 273.1 21.3 (114.1) 20.6
Other Financial Data(4):
EBIT(L) ..o $ 867 $ 662 $ 3259 $ 908 $§ 233 $ 1028
Depreciation and other amortization. . ...... 133.7 126.0 113.5 62.8 95.4 83.4
Amortization of intangibles ............... 37.8 53.1 37.6 19.5 8.4 1.4
EBITDA(1)(2) «ovoeiee i 258.2 245.3 471.0 173.1 127.1 187.6
Pro forma net income (loss)(3) ........... 28.8 23.5 282.5 54.5 (33.4) 33.5
Capital expenditures . .................... 130.0 117.8 301.9 74.8 46.2 78.0
Consolidated Balance Sheet Data
(End of Period):

Inventories ..., $ 208.8 $ 209.1 $ 192.8 $ 1663 $ 148.6 $ 108.0
Total @ssets .........cooviuiiiiininn... 2,288.1 2,149.2 1,837.5 1,137.6 1,095.7 634.3
Long-term debt, less current portion . ...... 852.8 1,138.2 705.2 717.2 1,045.9 526.7
Redeemable preferred stock............... — — — — 90.1 80.5

Stockholders’ equity (deficit) ............. 1,215.2 808.0 837.7 213.2 (240.4) (116.6)

(1) Excludes other (income) expense and is adjusted for the (gains) and charges detailed below:
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(2)
(3)

(4)

Seven

Year Ended Months Ended  Fiscal Year Ended
December 29, December 30, December 31, December 26, May 30, May 31,
2002 2001 2000 1999 1999 1998
Distributor and inventory reserves in
connection with Memory restructuring . . .. $ — $ — $(5.4) $— $154  § —
Inventory charges associated with the Analog
restructuring ... .oovvvee e 1.6 2.5 — — — —
Restructuring charges .................... 12.2 21.4 (2.1) — 21.3 —
Purchased in-process research and
development .......................... 1.7 13.8 9.0 — 34.0 15.5
Gain on sale of former Mountain View,
California facility . ..................... — — (3.5) — — —
Forgiveness of certain management tax
related loans . ........... ... ... ... — — — 8.3 — —
$15.5 $37.7 $(2.0) $8.3 $70.7  $15.5

EBIT as defined is not stated in accordance with generally accepted accounting principles and is
presented because we believe it is useful as an alternative measure of our operating results.

EBITDA is computed using EBIT as defined in Note 1.

Pro forma net income (loss) is net income (loss) excluding restructuring and other unusual gains and
charges impacting EBIT, as defined above, and amortization of acquisition-related intangibles, net of tax.
For the year ended December 29, 2002, it also excludes costs associated with the redemption of Fairchild
Semiconductor’s 10'%4% Notes of $22.1 million, a gain on the sale of our space and defense product line of
$21.1 million and a $6.4 million other tax credit. For the year ended December 30, 2001, it also excludes
the write-off of an equity investment of $4.0 million. For the year ended December 31, 2000, it also
excludes the one-time reduction of deferred tax asset valuation allowances of $26.3 million and the write-
off of deferred financing fees of $3.6 million. For the year ended December 26, 1999, it also excludes the
write-off of deferred financing fees of $12.4 million. For the seven months ended December 26, 1999 it
also excludes the write-off of deferred financing fees of $7.2 million. This data is provided for
informational purposes and is not intended to present results of operations in accordance with generally
accepted accounting principles.

For discussion of effect of business acquisitions during the periods presented, see Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations.”

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Background

We are a leading designer, manufacturer and supplier of analog, interface, discrete, standard logic, non-

volatile memory and optoelectronic semiconductors serving the personal computer, industrial, communica-
tions, consumer electronics and automotive markets.

Segment Information

The following table sets forth the composition of trade revenue by reportable segments and contract

manufacturing services as a percentage of total revenues. Excluded from “Other” revenue in 2000 is a gain of
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$2.1 million resulting from the adjustment of distributor reserves originally recorded in connection with the
1999 memory division restructuring.

Year Ended
December 29, December 30, December 31,

2002 2001 2000

Analog and Mixed Signal ......................... 25.4% 23.0% 22.7%
Discrete . . ..ot 52.1 47.2 42.0
Logic and Memory ............cooiiiiiiiiaa.. 13.9 20.1 26.4
Other. ... 5.3 4.8 3.2
Subtotal of Net sales —trade ................... 96.7 95.1 94.3
Contract manufacturing services ................... 3.3 4.9 5.7

Total ... . 100.0% 100.0% 100.0%

Year Ended December 29, 2002 Compared to Year Ended December 30, 2001

Results of Operations. We generated net losses of $2.5 million in 2002, compared to $41.7 million in
2001. Excluding unusual charges and amortization of acquisition-related intangibles, net of tax effects, pro
forma net income was as follows for 2002 and 2001, respectively:

Year Ended
December 29, December 30,
2002 2001

(In millions)
Nt 0SS .« ettt e $ (2.5) $(41.7)
Restructuring and impairments . . .........ouuueinernnennennenn . 12.2 21.4
Purchased in-process research and development................... 1.7 13.8
Inventory charge associated with Analog restructuring ............. 1.6 2.5
Costs associated with the redemption of the 10'5% Notes .......... 22.1 —
Gain on sale of space and defense product line ................... (21.1) —
Write-off of equity investment ............. ... .. ... ..., — 4.0
Amortization of acquisition-related intangibles . ................... 37.8 53.1
Less associated tax effects . .......... ... i (16.6) (29.6)
Less other tax credits. . ... _(6.4) =
Pro forma net income ......... .. ... i $ 28.8 $ 235

In 2002, restructuring and impairments included $10.6 million of employee separation costs related to
severance and other costs associated with work force reduction actions, and a $1.6 million impairment charge
relating to the closure of our Carlsbad, California location. In 2001, restructuring and impairments included
$13.1 million of employee separation costs related to severance and other costs associated with work force
reduction actions, and an $8.3 million charge for asset impairments relating to the consolidation of the five-
inch wafer fabrication line in South Portland, Maine. Purchased in-process research and development
(“IPR&D”) was recorded in connection with our acquisitions for both 2002 and 2001.

Operating income was $71.2 million in 2002, compared to $28.5 million in 2001. Excluding restructuring
and impairments, IPR&D, amortization of acquisition related intangibles and other unusual charges (gains)
detailed above impacting operating income, pro forma operating income was $124.5 million in 2002, compared
to $119.3 million in 2001. The increase in operating income was due to spending cuts in manufacturing and
SG&A expenses, offset by lower gross margins as a result of lower average selling prices.

Excluding depreciation and amortization of $171.5 million and $179.1 million in 2002 and 2001,
respectively, unusual charges (gains) and other (income) expense, earnings before interest, taxes, deprecia-
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tion and amortization (“EBITDA”) were $258.2 million in 2002, compared to $245.3 million in 2001.
EBITDA is presented because we believe that it is a widely accepted financial indicator of an entity’s ability to
incur and service debt. Pro forma net income and pro forma operating income are presented because we use
them as additional measures of our operating performance. EBITDA, pro forma net income, and pro forma
operating income should not be considered as alternatives to net income, operating income, or other
consolidated operations and cash flow data prepared in accordance with accounting principles generally
accepted in the United States of America, as indicators of our operating performance, or as alternatives to
cash flow as a measure of liquidity.

Revenues. Our revenues consist of trade sales to unaffiliated customers (96.7% and 95.1% of total
revenues in 2002 and 2001, respectively) and revenues from contract manufacturing services provided
primarily to National Semiconductor and Samsung Electronics (together, 3.3% and 4.9% of total revenues in
2002 and 2001, respectively).

Trade sales increased 1.9% to $1,364.5 million in 2002 compared to $1,338.9 million in 2001. The
increase in trade sales is primarily the result of higher unit volumes offset by lower average selling prices.

As a percentage of trade sales, geographic trade sales for North America, Europe, Asia/Pacific (which
for our geographic reporting purposes excludes Korea) and Korea were as follows for 2002 and 2001:

Year Ended
December 29, December 30,

2002 2001
North America . ... i 15.3% 19.9%
BUrope .« oo e 11.0 13.5
Asia/Pacific. . ... .. 52.2 47.6
Korea . ... 21.5 19.0
Total. ..o 100% 100%

North American trade sales decreased 21.6% in 2002 from 2001. The North American sales region has
been impacted by a shrinking market due to the continued migration of component manufacturing offshore,
primarily to China and elsewhere in Asia. All market segments exhibited weakness except for small
improvements in the automotive segment. European revenues decreased 17.0% in 2002 from 2001. They were
impacted by the same factors affecting North America, with particular weakness in the communications
market. Revenues in our Asia/Pacific sales region increased 11.8% in 2002 from 2001. The year over year
increase in Asia/Pacific sales were due in part to the continued migration of electronics production into the
region as well as strength in industrial, consumer and computing markets. Sales in our Korean region
increased 15.3% in 2002 from 2001. This increase was primarily due to strong demand from our largest
customer, Samsung Electronics, particularly for products directed toward consumer and industrial markets.

Contract manufacturing revenues decreased 31.1% to $47.4 million in 2002 compared to $68.8 million in
2001. The decrease in contract manufacturing revenues resulted from diminishing demand from both National
Semiconductor and Samsung Electronics.

Gross Profit.  Gross profit for 2002 and 2001 was as follows:

Year Ended
December 29, December 30,
2002 2001
(In millions)
Trade gross profit . ...ttt $339.7 24.9% $332.9 24.9%
Contract manufacturing gross profit........................ 10.5 222% 21.2 30.8%
Total gross profit ........... ... it $350.2 24.8% $354.1 25.2%

Research and Development. R&D expenses were $82.2 million, or 6.0% of trade sales, in 2002,
compared to $83.0 million, or 6.2% of trade sales, in 2001. The decrease in R&D was due to spending
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reductions in response to softer market conditions, partially offset by a full year of R&D spending for the DPP
business, which we acquired in mid-2001.

Selling, General and Administrative. SG&A expenses were $145.1 million, or 10.6% of trade sales in
2002, compared to $154.3 million, or 11.5% of trade sales in 2001. We have offset incremental SG&A from a
full year of the acquired DPP business with spending reductions in response to softer market conditions.

Amortization of Acquisition-Related Intangibles. Amortization of acquisition-related intangibles was
$37.8 million in 2002, compared to $53.1 million in 2001. The decrease in amortization was due to our
adoption of SFAS No. 142 in 2002, which mandates that goodwill should no longer be amortized, offset by an
increase in amortization, due to a full year of amortization of other intangibles acquired in the acquisitions of
DPP, Impala Linear Corporation acquisition (in the latter part of 2001) and Signal Processing Technologies,
Inc. (“SPT”) (in March of 2002). Amortization of goodwill in 2001 was $17.0 million.

Purchased In-process Research and Development. 1PR&D was $1.7 million for 2002, compared to
$13.8 million for 2001. In 2002, IPR&D resulted from our acquisitions of I-Cube and SPT. In 2001, IPR&D
resulted from the acquisition of DPP and Impala. Further information regarding our IPR&D for significant
acquisitions, including information on significant assumptions, is addressed below under “In-Process Research
and Development.”

Restructuring and Impairments. Restructuring and impairments of $12.2 million were recorded in 2002.
These charges included $10.6 million of employee separation costs for severance and other costs associated
with workforce reduction actions undertaken during the year, $1.0 million for contract termination costs and
$0.6 million of impairment charges related to the closure of our Carlsbad, California facility. Restructuring
and impairments of $21.4 million were recorded in 2001. These charges included an $8.3 million charge for
asset impairments relating to the consolidation of the five-inch wafer fabrication line in South Portland,
Maine, and $13.1 million for employee separation costs.

Interest Expense. Interest expense was $99.2 million in 2002, compared to $103.9 million in 2001. The
decrease was principally the result of the redemption of $285.0 million of 10':+% senior subordinated notes on
June 28, 2002, partially off-set by a full year of interest associated with the $200.0 million of 5% Convertible
Senior Subordinated Notes we sold in the fourth quarter of 2001.

Interest Income. Interest income was $12.6 million in 2002, compared to $15.3 million in 2001. The
decrease was due to lower rates of return, partially offset by higher cash balances throughout 2002.

Other (Income) Expense, Net. During 2002, we recorded other expense, net, of $1.0 million. In the
second quarter of 2002, a charge of $22.1 million was recorded for costs associated with the redemption of our
10's% senior subordinated notes. These costs included $14.5 million for the call premium and other
transaction fees and a $7.6 million non-cash write-off of deferred financing fees associated with the original
bond offering. These costs were offset by a gain of $21.1 million related to the sale of our military and space-
related discrete power product line, of which $20.5 million was recorded in the first quarter and $0.6 million
was recorded in the fourth quarter of 2002. During 2001, we recorded a loss of $4.0 million related to the
write-off of an equity investment.

Income Taxes. Income tax benefit was $13.9 million in 2002, compared to $22.4 million in 2001. The
effective tax rate was 84.7% and 35.0% for 2002 and 2001, respectively. The benefit in 2002 was a result of
U.S. losses taxed at U.S. statutory rates. The U.S. losses were offset by Korean income which effectively had
no tax expense associated with it.

Comparative disclosures of selected operating results of our reportable segments are as follows:

Analog and Mixed Signal Products Group. Our Analog and Mixed Signal Products Group designs,
manufactures and markets a broad line of products relating to power conversion, temperature sensing, system
management, battery chargers and motor controls. Product offerings include standard linear products such as
operational amplifiers, low drop out regulators and ground fault interrupters, motor control integrated circuits,
smart power switches, D/C to D/C converters, and interface products such as FST and GTL, and LVDS.
Analog revenues increased 10.7% to $358.8 million in 2002 from $324.2 million in 2001. The increase in
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Analog revenue is a result of higher sales for power switches, motor drivers and high speed converters,
predominantly into consumer and industrial markets.

Analog had operating income of $27.8 million in 2002 compared to $2.5 million in 2001. The increase in
Analog’s operating income was primarily due to increases in revenues and gross margins as well as decreases in
SG&A expenses, including a decrease in acquisition amortization due to the adoption of SFAS No. 142,
partially offset by increases in R&D. The increase in gross margins was primarily driven by higher unit
volume, offset slightly by decreases in average selling prices.

Discrete Products Group. Our Discrete Products Group designs, manufactures and markets a broad line
of power MOSFETs, IGBT’s, power bipolar transistors for both high and low voltage applications, small signal
transistors and diodes. An increasing volume of power MOSFETs are manufactured using our leading edge
Power Trench® technology. Discrete revenues increased 10.7% to $735.4 million in 2002, compared to
$664.6 million in 2001. The increase was due to higher sales of low power MOSFET’s into the computing and
communications markets and a full year of revenue from our DPP acquisition, which occurred late in first
quarter of 2001.

Discrete had operating income of $45.4 million in 2002 as compared to $28.5 million in 2001. The
increases in Discrete’s operating income were primarily due to an increase in gross margins, primarily in the
third quarter of 2002, and a decrease in acquisition amortization due to the adoption of SFAS No. 142, which
includes a partial year of acquisition amortization for DPP. The increase in gross margins was primarily driven
by higher unit volume as a result of strong sales in low power MOSFET’s and a full year of revenue from our
DPP acquisition.

Logic and Memory Products Group. Our Logic and Memory Products Group designs, manufactures
and markets a broad line of high-performance standard logic products as well as Memory integrated circuits.
The logic products focus on the growing CMOS logic market, from industry standard FACT and HCMOS to
new products such as TinyLogic®, Micropack'™, and LVT. We also design, manufacture and market non-
volatile memory integrated circuits. Our memory products include high performance serial EEPROM
products used in computing, communications, consumer, automotive and industrial applications. Logic and
Memory revenues decreased 30.9% to $195.7 million in 2002, compared to $283.4 million in 2001. The
decrease in Logic and Memory revenues was primarily due to price competition in our mature products.

Logic and Memory had operating income of $0.9 million in 2002, compared to $22.3 million in 2001. The
decrease in Logic and Memory’s operating income was due to decreases in revenues and gross margins,
partially offset by decreases in R&D and SG&A expenses.
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Year Ended December 30, 2001 Compared to Year Ended December 31, 2000

Results of Operations. We generated a net loss of $41.7 million 2001, compared to net income of
$273.1 million in 2000. Excluding unusual charges (gains) and amortization of acquisition-related intangibles,
net of tax effects, pro forma net income was as follows for 2001 and 2000, respectively:

Year Ended
December 30, December 31,
2001 2000

(In millions)
Net income (10SS) ...ttt e e $(41.7) $273.1
Restructuring and impairments, net . ............cooviirninnann.. 21.4 (5.6)
Purchased in-process research and development................... 13.8 9.0
Write-off of deferred financing fees associated with refinancing of our

senior credit facility .......... ... ... — 3.6

Adjustment to other reserves associated with Memory restructuring . . — (5.4)
Inventory charge associated with Analog restructuring ............. 2.5 —
Write-off of equity investment ............... ... ... .. ... ... 4.0 —
Non-recurring release of deferred tax asset valuation allowance. . . ... — (26.3)
Amortization of acquisition-related intangibles . ................... 53.1 37.6
Less associated tax effects . ........ .. ... i (29.6) (3.5)
Pro forma net income .......... ... . . . . i $ 23.5 $282.5

For 2001, restructuring and impairments included $13.1 million of employee separation costs related to
severance and other costs associated with work force reduction actions, and an $8.3 million charge for asset
impairments relating to the consolidation of the five-inch wafer fabrication line in South Portland, Maine.
Additionally, we took a charge of $4.0 million for the write-off of an equity investment included in other
(income) expense. For 2000, restructuring and impairments were associated with an adjustment to reserves
recorded in connection with the Memory restructuring action in Fiscal 1999, and a one-time gain on the sale
of our former Mountain View, California facility. IPR&D was recorded in connection with our acquisitions.
We also adjusted our deferred tax valuation reserves in 2000 as we determined that it was more likely than not
that we would utilize our deferred tax assets. Finally, [IPR&D was recorded in connection with our acquisitions
for both 2001 and 2000.

Operating income was $28.5 million in 2001, compared to $327.9 million in 2000. Excluding restructuring
and impairments, [IPR&D, amortization of acquisition related intangibles and other unusual charges (gains)
details above impacting operating income, pro forma operating income was $119.3 million in 2001, compared
to $363.5 million in 2000. The decrease in operating income is primarily due to soft market conditions in the
semiconductor industry during 2001, resulting in lower prices, unit volumes and underutilization of our
factories, as well as from lower contract manufacturing revenue. Despite the industry conditions, we continued
to invest in our research and development effort to drive new product introductions.

Excluding depreciation and amortization of $179.1 million and $151.1 million in 2001 and 2000,
respectively, unusual charges (gains) and other (income) expense, EBITDA as defined was $245.3 in 2001,
compared to $477.0 million in 2000. EBITDA is presented because we believe that it is a widely accepted
financial indicator of an entity’s ability to incur and service debt. Pro forma net income and pro forma
operating income are presented because we use them as additional measures of our operating performance.
EBITDA, pro forma net income, and pro forma operating income should not be considered as alternatives to
net income, operating income, or other consolidated operations and cash flow data prepared in accordance
with accounting principles generally accepted in the United States of America, as indicators of our operating
performance, or as alternatives to cash flow as a measure of liquidity.

Revenues. Our revenues consist of trade sales to unaffiliated customers (95.1% and 94.3% of total
revenues in 2001 and 2000, respectively) and revenues from contract manufacturing services provided
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primarily to National Semiconductor and Samsung Electronics (together, 4.9% and 5.7% of total revenues in
2001 and 2000, respectively).

Trade sales decreased 20.4% to $1,338.9 million in 2001 compared with $1,681.6 million in 2000.
Additional revenue from DPP and other acquisitions that occurred in the latter part of 2000 and in 2001
partially offset lower revenue in our continuing businesses due to the industry-wide market slowdown. The
lower revenue in our continuing business was the result of lower unit volumes and, to a lesser extent, decreases
in average selling price.

As a percentage of trade sales, geographic trade sales for North America, Europe, Asia/Pacific (which
for our geographic reporting purposes excludes Korea) and Korea were as follows for 2001 and 2000:

Year Ended
December 30, December 31,

2001 2000
North AmMerica . ...t e 19.9% 23.4%
BUurope ..o 13.5 13.5
Asia/Pacific. . ... .. e 47.6 45.5
Korea . ..o 19.0 17.6
Total. . 100% 100%

North American trade sales decreased 32.2% in 2001 from 2000. Our trade sales in the North American
region were adversely impacted more than any other region by decreased sales across a broad range of end
market segments as customers adjusted their inventories to respond to weakening economic conditions in the
U.S. European revenues decreased 20.3% in 2001 from 2000. They have been impacted by the same factors
affecting North America. Revenues in our Asia/Pacific sales region decreased 16.7% in 2001 from 2000. The
decrease in Asia/Pacific sales was driven by the slow down in the computing segment, including peripherals,
as many of the manufacturers for this market segment are located in this region. Sales in our Korean region
decreased 14.2% in 2001 from 2000. This decrease was due to the impact of a weaker Korean economy as the
financial restructuring in this country continues.

Contract manufacturing revenues decreased 32.3% to $68.8 million in 2001 compared to $101.6 million in
2000. The decrease in contract manufacturing revenues was due primarily to diminishing demand from both
National Semiconductor and Samsung Electronics.

Gross Profit.  Gross profit for 2001 and 2000 was as follows:

Year Ended
December 30, December 31,
2001 2000
(In millions)
Trade gross profit . ...t $332.9 24.9% $602.9 35.9%
Contract manufacturing gross profit........................ 212 30.8% 363 357%
Total gross profit .........ooiiiiii $354.1  252% $639.2 35.8%

Excluding unusual charges in 2001 associated with an inventory charge as a result of the discontinuance
of the digitizer product line in our Analog group ($2.5 million), total gross profit was $356.6 million, or 25.3%
of total revenues. Excluding an unusual gain in 2000 associated with revisions to estimated charges for the
1999 Memory restructuring action ($5.4 million), total gross profit was $633.8 million, or 35.5% of total
revenues. The decrease in gross profit was primarily due to adverse pricing, and a shift in product mix to lower
margin products and lower capacity utilization during 2001.

Research and Development. R&D expenses were $83.0 million, or 6.2% of trade sales, in 2001,
compared to $83.9 million, or 5.0% of trade sales, in 2000. The decrease in R&D was due to spending
reductions in response to softer market conditions, offset by the incremental R&D spending of the DPP
business.
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Selling, General and Administrative. SG&A expenses were $154.3 million, or 11.5% of trade sales, in
2001, compared to $186.4 million, or 11.1% of trade sales, in 2000. The decrease in SG&A was due to
spending reductions in response to softer market conditions.

Amortization of Acquisition-Related Intangibles. Amortization of acquisition-related intangibles was
$53.1 million in 2001, compared to $37.6 million in 2000. The increase in amortization was due to acquisitions
that occurred in the latter part of 2000 and new acquisitions in 2001.

Purchased In-process Research and Development. 1PR&D expense was $13.8 million for 2001,
compared to $9.0 million for 2000. In 2001, IPR&D resulted from the acquisition of DPP and Impala.
IPR&D for 2000 represents amounts from the acquisitions of QTO, KOTA, and Micro Linear. Further
information regarding our IPR&D for significant acquisitions, including information on significant assump-
tions, is addressed below under “In-Process Research and Development.”

Restructuring and Impairments. Restructuring and impairments of $21.4 million were recorded in 2001.
These charges include an $8.3 million charge for asset impairments relating to the consolidation of the five-
inch wafer fabrication line in South Portland, Maine, and $13.1 million for employee separation costs. In 2000,
we incurred a pre-tax restructuring gain of $5.6 million. The gain is a result of proceeds from the sale of our
former Mountain View, California facility ($3.5 million) and the adjustment to restructuring reserves
recorded in 1999 ($2.1 million) based upon final execution of several prior year plans.

Interest Expense. Interest expense was $103.9 million in 2001, compared to $81.3 million in 2000.
Interest expense in 2000 includes $3.6 million for the write-off of deferred financing fees associated with the
refinancing of our senior bank facilities in 2000. Excluding this charge, interest expense was $77.7 million in
2000. The increase, excluding the unusual charge, is principally the result of additional interest associated with
$350.0 million in principal of 10'2% Notes issued during the first quarter of 2001 and $200 million in principal
of 5.0% Convertible Notes issued during the fourth quarter of 2001.

Interest Income. Interest income was $15.3 million in 2001, compared to $23.3 million in 2000. The
decrease is due to lower average cash balances coupled with lower rates of return.

Other (Income) Expense, Net. In 2001, we recorded a loss of $4.0 million related to the write-off of an
equity investment. In 2000, we recorded a $0.8 million gain on the buy-back of $15.0 million of our 10'4%
senior subordinated notes.

Income Taxes. Income tax benefit was $22.4 million in 2001, compared to $2.4 million in 2000.
Included in 2000 is a one-time tax benefit of $26.3 million related to a reduction in the deferred tax asset
valuation allowance. Management believed that it is more likely than not these assets will be realizable and,
accordingly, reduced the valuation allowance on those deferred tax assets. Without the effect of the one-time
benefit, our tax expense would have been $23.9 million, or an effective tax rate of 8.8% in 2000, compared to
an effective tax rate of 35.0% in 2001. The increase in the effective tax rate is due principally to the fact that
the effective tax rate in 2000 reflected the utilization of valuation allowances.

Comparative disclosures of selected operating results of our reportable segments are as follows:

Analog and Mixed Signal Products Group. Analog revenues decreased 20.1% to $324.2 million in 2001
from $405.6 million in 2000. The decrease in Analog revenue was driven by soft market conditions,
particularly in the industrial and computing markets.

Analog had operating income of $2.5 million in 2001 compared to $44.8 million in 2000. The decrease in
Analog’s operating income was primarily due to decreases in gross margins due to decreased revenues coupled
with lower factory utilization. The decreases were partially offset by spending cuts in operating expenses.

Discrete Products Group. Discrete revenues decreased 11.3% to $664.6 million in 2001, compared to
$749.0 million in 2000. The decrease was driven by soft market conditions in the communications and
computing markets, offset by revenues attained through the acquisition of DPP.

Discrete had operating income of $28.5 million in 2001 as compared to $129.7 million in 2000. The
decrease in Discrete operating income was primarily due to decreases in gross margins driven by lower
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revenues and lower factory utilization, coupled with increases in operating expenses, including amortization of
acquisition related intangibles, due to the acquisition of DPP.

Logic and Memory Products Group. Logic and Memory revenues decreased 39.8% to $283.4 million in
2001, compared to $470.9 million in 2000. The decrease in Logic and Memory revenues was due to soft
market conditions, particularly in the communications and computing markets.

Logic and Memory had operating income of $22.3 million in 2001, compared to $112.5 million in 2000.
The decrease in Logic and Memory’s operating income was due to decreases in gross margin driven by lower
revenues and lower factory utilization.

In-Process Research and Development

The following table summarizes the significant assumptions underlying the valuations of IPR&D for our
significant acquisitions:

Estimated Weighted
Cost to Average
IPR&D Complete Discount Cost of
Charge Technology Rate Capital
(Dollars in Millions)
2001:
DPP . $12.8 $1.1 22% 16%

Amounts charged to IPR&D represent the estimated fair value based upon risk-adjusted cash flows
related to the incomplete projects. At the respective dates of acquisition, the development of these projects
had not yet reached technological feasibility and the research and development in progress had no alternative
future uses. Accordingly these costs were expensed at the acquisition dates.

The acquisition of DPP added breadth to our power discrete products portfolio, including MOSFET’s,
IGBT’s and Rectifiers. The acquisition also gave us an expanded presence in the automotive and industrial
markets. One project, 30V N Channel Trench, out of six valued, accounted for approximately 83% of the total
IPR&D charge and was approximately 95% complete at the date of acquisition. All projects were completed
on schedule.

As of December 29, 2002, revenue for the major DPP projects were ahead of forecast.

Liquidity and Capital Resources

We have a borrowing capacity of $300.0 million on a revolving basis for working capital and general
corporate purposes, including acquisitions, under our senior credit facility. At December 29, 2002, adjusted for
outstanding letters of credit, we had $299.2 million available under this senior credit facility. At December 29,
2002, we had additional outstanding letters of credit and guarantees totaling $5.0 million that were issued on
behalf of unaffiliated companies with which we currently have a strategic investment or relationship. These
amounts outstanding were not issued under the senior credit facility, and accordingly do not impact available
borrowings under the facility.

In connection with the financing of the DPP acquisition, on January 31, 2001, we sold $350 million
aggregate principal of 10%2% Senior Subordinated Notes at face value. Interest on these notes is paid semi-
annually on February 1 and August 1 of each year, and the first interest payment was made August 1, 2001.
We may redeem the notes on or after February 1, 2005. Prior to February 1, 2004, we may redeem up to 35%
of the notes from the proceeds of certain equity offerings. The notes are issued by Fairchild Semiconductor
Corporation and are guaranteed on a senior subordinated basis by Fairchild International and its other
U.S. subsidiaries.

On October 31, 2001 we sold $200 million aggregate principal amount of 5.0% Convertible Senior
Subordinated Notes Due November 1, 2008. The notes are unsecured obligations, and are convertible into
common stock at a conversion price of $30.00 per share, subject to certain adjustments. The notes rank on a
parity with our existing senior subordinated debt and are and will be subordinated to all existing and future
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senior indebtedness, including any indebtedness incurred under the senior credit facility. The notes are issued
by Fairchild Semiconductor Corporation and are guaranteed on a senior subordinated basis by Fairchild
International and its other U.S. subsidiaries and are convertible into the common stock of Fairchild
International.

On May 30, 2002, we completed a follow-on public offering of 20,000,000 shares of its Class A Common
Stock at a price to the public of $25.65 per share. On June 20, 2002, the underwriters of the offering exercised
their option to cover over-allotments and purchased a further 2,219,196 shares. The underwriting discount was
$1.09 per share. The total of 22,219,196 shares included 16,219,196 newly issued shares sold by the company
and 6,000,000 shares sold by an existing stockholder. We did not receive any proceeds from shares sold by the
existing stockholder. The net proceeds to the company after the underwriting discount and other related
expenses were approximately $397.7 million.

On June 28, 2002, we used some of the proceeds raised in the follow-on offering to redeem all
$285.0 million of our 10':% senior subordinated notes that were due in March 2007, at a price of 105.063% of
face value. In connection with the redemption, the company had one-time charges totaling $22.1 million,
including $14.5 million for the call premium and other transaction fees and a $7.6 million non-cash write-off
of deferred financing fees associated with the original bond offering.

Our senior credit facility, the indentures governing our 10%% Senior Subordinated Notes, 10%2% Senior
Subordinated Notes and 5.0% Convertible Senior Subordinated Notes and other debt instruments we may
enter into in the future may impose various restrictions and covenants on us which could potentially limit our
ability to respond to market conditions, to provide for unanticipated capital investments or to take advantage
of business opportunities. The restrictive covenants include limitations on consolidations, mergers and
acquisitions, restrictions on creating liens, restrictions on paying dividends or making other similar restricted
payments, restrictions on asset sales, restrictions on capital expenditures and limitations on incurring
indebtedness, among other restrictions. The covenants in the senior credit facility relating to financial ratios
also include a minimum interest coverage ratio and a maximum senior leverage ratio. Provided there are no
further outstanding balances under the senior credit facility, compliance with these ratios is not required until
March 31, 2003, at which time we do not anticipate any non-compliance. The senior credit facility also limits
our ability to modify our certificate of incorporation and bylaws, or enter into shareholder agreements, voting
trusts or similar arrangements. Under our debt instruments, the subsidiaries of Fairchild Semiconductor
Corporation cannot be restricted, except to a limited extent, from paying dividends or making advances to
Fairchild Semiconductor Corporation. We believe that funds generated from operations, together with existing
cash, will be sufficient to meet our debt obligations over the next twelve months. We expect that existing cash
and available funds from our senior credit facility and funds generated from operations will be sufficient to
meet our anticipated operating requirements and to fund our research and development and planned capital
expenditures for the remainder of the year and for the next twelve months. We had capital expenditures of
$130 million in 2002. This capital primarily was spent to expand capacity in support of in-sourcing of capacity,
including construction of our new facility in Suzhou, China, and our e-business initiatives. We frequently
evaluate opportunities to sell additional equity or debt securities, obtain credit facilities from lenders or
restructure our long-term debt to further strengthen our financial position. The sale of additional equity or
convertible securities could result in additional dilution to our stockholders. Additional borrowing or equity
investment may be required to fund future acquisitions.

As of December 29, 2002, our cash and cash equivalents balance was $618.3 million, an increase of
$113.9 million from December 30, 2001.

During the 2002, our operations provided $137.1 million in cash compared to $155.8 million of cash in
2001. This decrease reflects a decrease in net income adjusted for non-cash items of $3.6 million, and a
decrease in cash flows from changes in operating assets and liabilities of $15.1 million. Cash used in investing
activities during 2002 totaled $141.6 million, compared to $466.3 million in 2001. The decrease primarily
results from a net cash inflow for acquisitions and divestitures of $23.9 million versus a net cash outflow in
2001 for acquisitions and divestitures of $344.5 million. Cash provided by financing activities of $118.4 million
in 2002 was primarily from proceeds from the follow-on offering and issuance of common stock upon the
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exercise of options, offset by the cash used to redeem the 10's% senior subordinated notes. Cash provided by
financing activities of $413.1 million in 2001 was due primarily to proceeds from the issuance of the 10%2%
senior subordinated notes, net of debt issuance costs, offset by cash used to repay the outstanding balance on
our senior credit facility.

It is customary practice in the semiconductor industry to enter into guaranteed purchase commitments or
“take or pay” arrangements for purchases of certain equipment and raw materials. At December 29, 2002,
obligations under these arrangements were not material to our consolidated financial statements. The table
below summarizes aggregate maturities of long-term debt, future minimum lease payments under noncancel-
able operating leases, and guarantee commitments as of December 29, 2002.

Less than 1-3 4-5 After
Contractual Obligations Total 1 year years years 5 years
(In millions)
Long-Term Debt........................... $853.2 $04 $08 $3006 $551.4
Operating Leases ................ ... .. ..... 91.0 22.7 26.1 10.4 31.8
GUArantees. .. ...o.vt it 5.0 5.0 — — —
Total. ... $949.2 $28.1 $26.9 $311.0 $583.2

Note 13 of Item 8 in this Form 10-K describes the nature of certain guarantees, including the
approximate terms of the guarantees, how the guarantees arose, the events or circumstances that would
require us to perform under the guarantees, and the maximum potential undiscounted amounts of future
payments we could be required to make.

Liquidity and Capital Resources of Fairchild Semiconductor International, Inc. Excluding Our
Subsidiaries

Fairchild Semiconductor International, Inc. is a holding company, the principal asset of which is the
stock of its sole subsidiary, Fairchild Semiconductor Corporation. Fairchild Semiconductor International, Inc.
on a stand-alone basis has no cash flow from operations and no cash requirements for the next twelve months.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and results of operations are based upon our
consolidated financial statements, which have been prepared in accordance with accounting principles
generally accepted in the United States. The preparation of these financial statements requires us to make
estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and
related disclosure of contingent assets and liabilities. The U.S. Securities and Exchange Commission has
defined critical accounting policies as those that are both most important to the portrayal of our financial
condition and results and which require our most difficult, complex or subjective judgments or estimates.
Based on this definition, we believe our critical accounting policies include the policies of revenue recognition,
sales reserves, inventory valuation, the impairment of long-lived assets and income taxes. For all financial
statement periods presented, there have been no material modifications to the application of these critical
accounting policies.

On an ongoing basis, we evaluate the judgments and estimates underlying all of our accounting policies,
including those related to revenue recognition, sales reserves, inventory valuation, impairment of long-lived
assets and income taxes. We base our estimates on historical experience and on various other assumptions that
are believed to be reasonable under the circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities that are not readily apparent from other sources.
Materially different results in the amount and timing of our actual results for any period could occur if our
management made different judgments or utilized different estimates.

Revenue Recognition. Revenue from the sale of semiconductor products is recognized when title
transfers to the customer, including distributors, which is generally upon shipment. No revenue is recognized
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unless there is persuasive evidence of an arrangement, the price to the buyer is fixed or determinable, and the
collectibility of the sales price is reasonably assured. Contract manufacturing revenues are recognized upon
completion of the contracted service.

Sales Reserves. Sales reserves generally fall into four categories: customer material return reserves,
distributor contract sales debit reserves, prompt payment discount reserves, and other distribution reserves.
Customer material returns result from product quality, administrative or other defect issues. Distributor
contract sales debits are credits given to distributors to ensure distributor profitability on individual resale
transactions. Prompt payment discounts are enticements given to customers to ensure payment is made in a
timely manner. Customer material reserves, distributor contract sales debit reserves and prompt payment
discount reserves are based upon historical rates of return or claims and any known, specifically identified
unusual returns. Other sales reserves are recorded based upon individual contracts with distributors that may
call for reimbursement of product scrapped or reimbursement of price changes that affect the distributors
inventory carrying value. Historically, we have not experienced material differences between our estimated
sales reserves and actual results.

Inventory Valuation. In determining the net realizable value of our inventories, we review the valuations
of inventory considered excessively old, and therefore subject to, obsolescence and inventory in excess of
customer backlog. We also adjust the valuation of inventory when estimated actual cost is significantly
different than standard cost and to value inventory at the lower of cost or market. Once established, write-
downs of inventory are considered permanent adjustments to the cost basis of inventory.

Impairment of Long-Lived Assets. We assess the impairment of long-lived assets, including goodwill, on
an ongoing basis and whenever events or changes in circumstances indicate that the carrying value may not be
recoverable.

In conjunction with the implementation of the new accounting rules for goodwill as of the beginning of
2002, we completed a goodwill impairment review for the reporting units that have goodwill associated with
them. We also performed an annually required review during the fourth quarter of 2002, and in both reviews
we found no impairment.

We will perform a similar review annually, or more frequently, if indicators of potential impairment arise.
Our impairment review process is based upon a discounted cash flow analysis, which uses our estimates of
revenues, driven by market growth rates and estimated costs, as well as utilizing a discount rate determined by
our management to be commensurate with our cost of capital and the risk inherent in our current business
model.

For all other long-lived assets, our impairment review process is based upon an estimate of future
undiscounted cash flows. Factors we consider that could trigger an impairment review include the following:

* significant underperformance relative to expected historical or projected future operating results,

* significant changes in the manner of our use of the acquired assets or the strategy for our overall
business,

* significant negative industry or economic trends and
* significant technological changes, which would render equipment and manufacturing process, obsolete.

Recoverability of assets that will continue to be used in our operations is measured by comparing the
carrying value to the future undiscounted cash flows. Future undiscounted cash flows include estimates of
future revenues, driven by market growth rates, and estimated future costs.

Income Taxes. We estimate our income tax provision in each of the jurisdictions in which we operate,
including estimating exposures related to examinations by taxing authorities. We must also make judgments
regarding the realizability of deferred tax assets. The carrying value of our net deferred tax asset is based on
our belief that it is more likely than not that we will generate sufficient future taxable income in certain
jurisdictions to realize these deferred tax assets. A valuation allowance has been established for deferred tax
assets which we do not believe meet the more likely than not criteria established by SFAS No. 109,
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Accounting for Income Taxes. Our judgments regarding future taxable income may change due to changes
in market conditions, changes in tax laws, or other factors. If our assumptions and consequently our estimates,
change in the future, the valuation allowances we have established may be increased, resulting in increased
income tax expense. Conversely, if we are ultimately able to utilize all or a portion of the deferred tax assets
for which a valuation allowance has been provided, the related portion of the valuation allowance will be
released to income as a credit to income tax expense.

Forward Looking Statements

This annual report includes “forward-looking statements” as that term is defined in Section 21E of the
Securities Exchange Act of 1934. Forward-looking statements can be identified by the use of forward-looking
terminology such as “we believe,” “we expect,” “we intend,” “may,” “will,” “should,” “seeks,” “approxi-
mately,” “plans,” “estimates,” “anticipates,” or “hopeful,” or the negative of those terms or other comparable
terms, or by discussions of our strategy, plans or future performance. For example, the Outlook section below
contains numerous forward-looking statements. All forward-looking statements in this report are made based
on management’s current expectations and estimates, which involve risks and uncertainties, including those
described below and more specifically in the Business Risks section in Item 1 above. Among these factors are
the following: changes in regional or global economic or political conditions (including as a result of terrorist
attacks and responses to them); changes in demand for our products; changes in inventories at our customers
and distributors; technological and product development risks; availability of manufacturing capacity;
availability of raw materials; competitors’ actions; loss of key customers; order cancellations or reduced
bookings; changes in manufacturing yields or output; and significant litigation. Factors that may affect our
operating results are described in the Business Risks section in the quarterly and annual reports we file with
the Securities and Exchange Commission. Such risks and uncertainties could cause actual results to be
materially different from those in the forward-looking statements. Readers are cautioned not to place undue
reliance on forward-looking statements.

LRI

99 ¢¢ 99 <6

Policy on Business Outlook Disclosure and Quiet Periods

It is our current policy to update our business outlook at least twice each quarter. The first update is near
the beginning of each quarter, within the press release that announces the previous quarter’s results. The
business outlook below is consistent with the outlook included in our January 16, 2003 press release
announcing fourth quarter and full year 2002 results, as updated in a press release dated March 3, 2003. The
second update is within a press release issued approximately two months into each quarter. The current
business outlook is accessible at the Investor Relations section of our website at
www.investor.fairchildsemi.com. Toward the end of each quarter, and until that quarter’s results are publicly
announced, we observe a “quiet period,” when the outlook is not updated to reflect management’s current
expectations. The quiet period for the first quarter of 2003 will be from March 15, 2003 to April 17, 2003,
when we plan to release our first quarter 2003 results. Except during quiet periods, the business outlook posted
on our website reflects current guidance unless and until updated through a press release, SEC filing or other
public announcement. During quiet periods, our business outlook, as posted on our website, announced in
press releases and provided in quarterly, annual and special reports or other filing with the SEC, should be
considered to be historical, speaking as of prior to the quiet period only and not subject to update by the
company. During quiet periods, Fairchild Semiconductor representatives will not comment about the business
outlook of the company’s financial results or expectations.

Outlook

We expect revenues in the first quarter of 2003 to be seasonally flat to down 3% from the fourth quarter of
2002. At the end of 2002, approximately 70-75% of these guided revenues were already on backlog. The
pricing of this first quarter entering backlog was slightly lower than fourth quarter billings. In addition, due to
lower than expected turns orders (which are orders that are placed and filled in the same quarter) in our high
voltage power business, we anticipate sequential gross margin declines for the first quarter.
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For the first quarter of 2003, we expect our research and development spending to be around 6% of sales
and SG&A expenses (excluding amortization of intangibles) to be around 10.5% of sales. We expect interest
expense, net, to be approximately $18.5 million.

For purposes of computing earnings before interest, taxes, depreciation and amortization (EBITDA), pro
forma net income and net income per share, we expect that depreciation and amortization will be roughly
$38 million and amortization of acquisition-related intangibles to be approximately $9.5 million for the first
quarter of 2003 and then dropping to approximately $7.9 million per quarter beginning in the second quarter.
Finally, we expect an outstanding diluted share count of approximately 119 million shares for the first quarter
of 2003.

Related to the Mountaintop, Pennsylvania 6-inch fab closure and product transfers, we anticipate
restructuring and other non-recurring charges of approximately $20 to $25 million in 2003, with approximately
$8 to $10 million of that in the first quarter, subject to business conditions.

Our current second quarter backlog for most of our product lines reflects improved product mix and
higher margins compared to our first quarter shipments. Macroeconomic and geopolitical concerns continue to
limit our customers’ outlooks, so our visibility remains limited as well. However, if our recent trend of higher
bookings continues, we would expect to guide higher margins and revenues for the second quarter.

Recently Issued Financial Accounting Standards

In December 2002, Statement of Financial Accounting Standards No. 148, Accounting for Stock-Based
Compensation-Transition and Disclosure-An Amendment of SFAS No. 123 (“SFAS No. 148), was issued.
SFAS No. 148 amends SFAS No. 123, Accounting for Stock-Based Compensation (“SFAS No. 123”), to
provide alternative methods of transition for a voluntary change to the fair-value-based method of accounting
for stock-based employee compensation. In addition, this Statement amends the disclosure requirements of
SFAS 123 to require prominent disclosures in not only annual, but also interim financial statements about the
effect the fair value method would have had on reported results. The transition and annual disclosure
requirements of SFAS No. 148 are effective for fiscal years ending after December 15, 2002. The interim
disclosure requirements are effective for interim periods beginning after December 15, 2002. The Company
intends to continue to account for options under ABP Opinion No. 25.

In November 2002, the Financial Accounting Standards Board (“FASB”) issued FASB Interpretation
No. 45, Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees
of Indebtedness of Others, an Interpretation of FASB No. 5, 57, and 107 and Rescission of FASB
Interpretation No. 34, (“FIN No. 457) was issued. FIN No. 45 clarifies requirements relating to the
guarantor’s accounting for, and disclosure of, the issuance of certain types of guarantees. FIN No. 45 requires
that upon issuance of a guarantee, companies recognize a liability for the fair value of the obligation it assumes
under that guarantee. The Company has adopted the annual disclosure provisions of FIN No. 45 in the year
ended December 29, 2002 consolidated financial statements. The Company will adopt the provisions for initial
recognition and measurement and interim disclosures during the first quarter of 2003. The adoption of
FIN No. 45 is not expected to have a material effect on the consolidated financial statements.

In November 2002, the Task Force reached a consensus on EITF Issue No. 00-21, Revenue Arrange-
ments with Multiple Deliverables (“Issue 00-21"). Issue 00-21 addresses when an arrangement with multiple
deliverables should be divided into separate units of accounting. This consensus is effective for fiscal years
beginning after June 15, 2003. We do not believe the impact of adopting Issue No. 00-21 will have a material
impact on our financial statements.

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal
Activities (“SFAS No. 146”). SFAS No. 146 requires companies to recognize costs associated with exit or
disposal activities when they are incurred rather than at the date of a commitment to an exit or disposal plan.
This statement is effective for fiscal years beginning after December 31, 2002. We do not believe the impact of
adopting SFAS No. 146 will have a material impact on our annual financial statements, although it will
impact the timing of recognition.
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In April 2002 the FASB issued SFAS No. 145, Rescission of FASB Statement No’s. 4, 44, and 64,
Amendment of FASB Statement No. 13 and Technical Corrections (“SFAS No. 1457), effective for fiscal
years beginning May 15, 2002 or later. It rescinds SFAS No. 4, Reporting Gains and Losses from
Extinguishment of Debt, SFAS No. 64, Extinguishments of Debt Made to Satisfy Sinking-Fund Requirements
and SFAS No. 44, Accounting for Intangible Assets of Motor Carriers. This Statement also amends SFAS
No. 13, Accounting for Leases, to eliminate an inconsistency between the required accounting for sale-
leaseback transactions and the required accounting for certain lease modifications that have economic effects
that are similar to sale-leaseback transactions. This Statement also amends other existing authoritative
pronouncements to make various technical corrections, clarify meanings or describe their applicability under
changed conditions. We do not believe the impact of adopting SFAS No. 145 will have a material impact on
our financial statements.

In August of 2001, the FASB issued SFAS No. 143, Accounting for Asset Retirement Obligations,
(“SFAS No. 143”), which addresses financial accounting and reporting for obligations associated with the
retirement of tangible long-lived assets and for the associated retirement costs. SFAS No. 143, which applies
to all entities that have a legal obligation associated with the retirement of a tangible long-lived asset, is
effective for fiscal years beginning after June 15, 2002. We do not expect the implementation of
SFAS No. 143 to have a material impact on our financial condition or results of operations.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to financial market risks, including changes in interest rates and foreign currency
exchange rates. To mitigate these risks, we utilize derivative financial instruments. We do not use derivative
financial instruments for speculative or trading purposes. All of the potential changes noted below are based on
sensitivity analyses performed on our financial position at December 29, 2002. Actual results may differ
materially.

We use currency forward and combination option contracts to hedge firm commitments and currency
option contracts to hedge anticipated transactions. Beginning in 2001, similar instruments were also used to
hedge a portion of our forecasted foreign exchange denominated revenues. Gains and losses on these foreign
currency exposures would generally be offset by corresponding losses and gains on the related hedging
instruments, resulting in negligible net exposure to us. A majority of our revenue, expense and capital
purchasing activities are transacted in U.S. dollars. However, we do conduct these activities by way of
transactions denominated in other currencies, primarily the Korean won, Malaysian ringgit, Philippine peso,
Japanese yen, British pound, and the Euro. Exposures in the Korean won are minimal as won-denominated
revenues and costs generally offset one another. To protect against reductions in value and the volatility of
future cash flows caused by changes in other foreign exchange rates, we have established hedging programs.
We utilize currency forward contracts and currency option contracts in these hedging programs. Our hedging
programs reduce, but do not always entirely eliminate, the short-term impact of foreign currency exchange
rate movements. For example, during the twelve months ended December 29, 2002, an adverse change in any
one exchange rate (defined as 20%) over the course of the year would have resulted in an adverse impact on
income before taxes of less than $5 million.

We have no interest rate exposure due to rate changes for the 10%% Senior Subordinated Notes, the
10'2% Senior Subordinated Notes or the 5% Convertible Senior Subordinated Notes. However, we do have
interest rate exposure with respect to the revolving credit facility due to its variable LIBOR pricing. For
example, a 50 basis point increase in interest rates would result in increased annual interest expense of
$1.5 million, assuming all borrowing capability was utilized. There was no outstanding balance on the
revolving credit facility at December 29, 2002 or at any point during 2002. From time to time, we may enter
into interest rate swaps or interest rate caps, primarily to reduce interest rate exposure. As of December 29,
2002, we had no such instruments in place.
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Stockholders
Fairchild Semiconductor International, Inc.:

We have audited the accompanying consolidated balance sheets of Fairchild Semiconductor Interna-
tional, Inc. and subsidiaries (the “Company”) as of December 29, 2002 and December 30, 2001, and the
related consolidated statements of operations, stockholders’ equity, comprehensive income (loss) and cash
flows for each of the years in the three-year period ended December 29, 2002. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
consolidated financial position of the Company as of December 29, 2002 and December 30, 2001 and the
results of their operations and their cash flows for each of the years in the three-year period ended
December 29, 2002, in conformity with accounting principles generally accepted in the United States of
America.

As discussed in Note 2 to the consolidated financial statements, effective December 31, 2001, the
Company adopted statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible
Assets.”

KPMe LP

January 17, 2003
Boston, Massachusetts

39



FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 29, December 30,
2002 2001
(In millions,
except share data)

ASSETS
Current assets:
Cash and cash equivalents. . .......... ..., $ 6183 $ 504.4
Short-term marketable securities ................. . ... 2.0 —
Accounts receivable, net of allowances of $15.5 and $15.5 at December 29,
2002 and December 30, 2001, respectively . ................ oo, 150.6 133.6
INVENTOTIES . . . oottt 208.8 209.1
Deferred inCOmMe taxXes . . ...ttt e 28.1 16.4
Other current assets . ... ..ottt et e 12.5 12.0
Total current assetS .. ...........iririni 1,020.3 875.5
Property, plant and equipment, net ............... .. 664.9 663.0
Deferred income taxes .. ...ttt 81.6 61.5
Intangible assets, Net .. ...... ..ottt 438.5 479.8
Long-term marketable securities. . ........... .. ... i 30.4 —
Other ASSeES . ot ittt e 52.4 69.4

Total ASSELS . ..ttt $2,288.1 $2,149.2

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Current portion of long-term debt .............. . ...... ... .......... $ 04 $ 04
Accounts payable ... ... 113.7 106.7
Accrued expenses and other current liabilities .......................... 92.8 82.7
Total current liabilities . ... ... .ot 206.9 189.8
Long-term debt, less current portion ..............c.ooiiiniiiniia.. 852.8 1,138.2
Other Labilities . ... ... 13.2 13.2
Total liabilities .. ... ..o 1,072.9 1,341.2

Commitments and contingencies
Stockholders’ equity:
Class A common stock, $.01 par value, voting; 170,000,000 shares
authorized; 117,321,351 and 100,175,513 shares issued and 117,005,670
and 99,965,087 outstanding at December 29, 2002 and December 30,
2001, respectively . ... ...t 1.2 1.0
Class B common stock, $.01 par value, nonvoting; 170,000,000 shares
authorized and O shares issued at December 29, 2002 and December 30,

2000 — —
Additional paid-in capital ......... ... ... . 1,221.1 809.7
Retained earnings (deficit) ........ .. .. i (2.4) 0.1
Accumulated other comprehensive income (loss) ....................... (L.1) 1.0
Less treasury stock (at cost) . ... (3.6) (3.8)

Total stockholders’” equity . ..........couuiiiiiiii i, 1,215.2 808.0

Total liabilities and stockholders’ equity ............................. $2,288.1 $2,149.2

See accompanying notes to consolidated financial statements.
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended
December 29, December 30, December 31,
2002 2001 2000

(In millions, except per share data)

Revenue:
Netsales —trade. ... ... $1,364.5 $1,338.9 $1,681.6
Contract manufacturing. . ............. ..., 47.4 68.8 101.6
Total Tevenue . ... 1,411.9 1,407.7 1,783.2
Operating expenses:
Costof sales—trade........... .. ... ... 1,024.8 1,006.0 1,078.7
Cost of contract manufacturing .......................... 36.9 47.6 65.3
Research and development .............................. 82.2 83.0 83.9
Selling, general and administrative ....................... 145.1 154.3 186.4
Amortization of acquisition-related intangibles ............. 37.8 53.1 37.6
Purchased in-process research and development ............ 1.7 13.8 9.0
Restructuring and impairments .......................... 12.2 21.4 (5.6)
Total operating eXpenses . . ... ....ouueeeeneennennenn s 1,340.7 1,379.2 1,455.3
Operating iNCOME . . ..ottt ettt et 71.2 28.5 327.9
Interest €Xpense . ... ... 99.2 103.9 81.3
Interest iNCOME . ... ...ttt (12.6) (15.3) (23.3)
Other (income) expense, Net .. .........uuvinenennenenen... 1.0 4.0 (0.8)
Income (loss) before income taxes ......................... (16.4) (64.1) 270.7
Benefit for income taxes . ............ i (13.9) (22.4) (2.4)
Net income (10SS) . ..ottt $ (2.5 $ (41.7) $ 273.1
Net income (loss) per common share:
Basic ... $ (0.02) $ (0.42) $ 2.80
Diluted . ... $ (0.02) $ (0.42) $ 2.69
Weighted average common shares:
Basic ... 108.1 99.6 97.5
Diluted ... 108.1 99.6 101.4

See accompanying notes to consolidated financial statements.
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

Year Ended
December 29, December 30, December 31,
2002 2001 2000
(In millions)
Net income (10SS) . ..ottt $(2.5) $(41.7) $273.1
Other comprehensive income (loss), net of tax:
Net change associated with hedging transactions............ (3.9) 2.1 —
Net amount reclassed to earnings ........................ 1.8 (1.1) —
Comprehensive income (10SS) ..................iiiion... 4.6) $(40.7) $273.1

See accompanying notes to consolidated financial statements.
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended
December 29, December 30,  December 31,
2002 2001 2000

(In millions)
Cash flows from operating activities:
Net income (10SS) ..ottt e $ (2.5 $ (41.7) $ 273.1
Adjustments to reconcile net income (loss) to cash provided by
operating activities:

Depreciation and amortization ........... .. ..., 168.5 175.2 147.6
Amortization of deferred compensation........................... 3.0 39 3.5
Restructuring and impairments, net of cash expended .............. 4.6 11.7 (5.6)
Non-cash interest Xpense . ............ueeiueeinnennneenneenn.. 12.4 4.8 7.1
Purchased in-process research and development ................... 1.7 13.8 9.0
Loss on disposal of property, plant and equipment ................. 2.2 3.1 2.7
Deferred inCome taxes. .. .....ovtine it (25.8) (22.1) (33.4)
Gain on repurchase of notes .. ......... ... ... ... ... — — (0.8)
Non-cash settlement of receivable . .............................. — (2.1) —
Gain on sale of space and defense business ....................... (21.1) — —
Changes in operating assets and liabilities, net of effects of acquisitions:
Accounts receivable . .. ... .. (17.2) 86.5 (72.9)
INVeNtories ... ...ttt (0.6) 13.8 (8.4)
Other current assets. . ... ......itin it (3.9) 6.7 0.7)
Accounts payable . ... ... 7.0 (50.3) 37.6
Accrued expenses and other current liabilities ..................... 5.4 (49.8) 33.4
Other assets and liabilities, net. .......... ... ... ... oo iiinaon.. 34 2.3 (11.1)
Cash provided by operating activities ...............c..oooooi... 137.1 155.8 381.1
Cash flows from investing activities:
Capital expenditures .. ...... ...ttt (130.0) (117.8) (301.9)
Proceeds from sale of property, plant and equipment ............... — 4.1 3.5
Purchase of molds and tooling ............. ... ... ... (3.1) (4.6) (6.6)
Purchase of marketable securities ................ ... ..., (32.4) — —
Purchase of strategic investments. .......... ... ... ... ... — (3.5) (7.2)
Acquisitions and divestitures, net of cash acquired ................. 23.9 (344.5) (34.5)
Cash used in investing activities. .. ...........ouvvirvineenenn.. (141.6) (466.3) (346.7)
Cash flows from financing activities:
Repayment of long-term debt.......... ... ... ... ... ... .... (285.4) (120.5) (133.6)
Issuance of long-term debt . ........ ... ... ... ... ... — 550.0 120.2
Proceeds from issuance of common stock and from exercise of stock
OPLIONS, ML . o o\ttt et e et e e e 411.1 7.3 248.7
Purchase of treasury stock ........ ... ... .. i (7.3) (5.8) (4.5)
Debt iSSUANCE COSS . vttt et et — (17.9) (2.1)
Cash provided by financing activities........................... 118.4 413.1 228.7
Net change in cash and cash equivalents ........................... 113.9 102.6 263.1
Cash and cash equivalents at beginning of period .................... 504.4 401.8 138.7
Cash and cash equivalents at end of period ......................... $ 618.3 $ 504.4 $ 401.8
Supplemental Cash Flow Information:
Cash paid (received) during the period for:
INCOME tAXES . ..ottt ettt e e e e $ (2.3) $ 165 $ 57
Interest .. ooo et $ 85.1 $ 823 $ 726
Non-cash transactions:
Stock issued for acquisitions. ............ ... ... ... ... ... A $ 4.1 $ 90.8
Tax effect associated with hedging transactions .................. $ (1.2) $ 06 $  —
Return of acquisition stock escrow shares to treasury ............. $  — $ 03 $  —

See accompanying notes to consolidated financial statements.
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Balances at December 26,

Exercise of stock options
and shares issued under
stock purchase plan .. ...

Issuance of common stock . .

Tax effect of exercise of
stock options...........

Conversion of common
stock ...l

Deferred compensation
related to the grant of
stock options. ..........

Purchase of treasury stock

Additional tax benefit from
compensation related to
lifting of restrictions on
common stock owned by
management investors . . .

Balances at December 31,

Exercise of stock options
and shares issued under
stock purchase plan .. ...

Conversion of common
stock ...

Issuance of common stock. .

Deferred compensation
related to the grant of
stock options. ..........

Purchase of treasury stock
and other..............

Cash flow hedges .........

Tax effect of the exercise of
stock options...........

Balances at December 30,
2001 ...

Exercise of stock options
and shares issued under
stock purchase plan .. ...

Issuance of common
stock ...

Deferred compensation
related to the grant of
stock options...........

Purchase of treasury stock
and other..............

Cash flow hedges .........

Tax effect of the exercise of
stock options...........

Balances at December 29,

Accumulated
Common Stock Other
Class A Class B Additional Retained Comprehensive Treasury Total
Class A Class B Par Par Paid-in Earnings Income Stock (At Stockholders’
Shares  Shares Value Value Capital (Deficit) (Loss) Cost) Equity
(In millions)
604 284 $0.6 $03 $ 4495 $(2313) $ — $(59) $ 2132
— — — — — 273.1 — — 273.1
0.9 — — — 4.5 — — 4.2 8.7
9.7 — 0.1 — 330.7 — — — 330.8
— — — — 11.0 — — — 11.0
11.1 (11.1) 0.1 (0.1) — — — — —
— - = — 3.5 — — — 3.5
01  — — — — — — (4.3) (4.5)
— - = — 1.9 — — — 1.9
82.0 17.3 0.8 0.2 801.1 41.8 — (6.2) 837.7
— B — — — AL — — (41.7)
0.8 — — — (1.2) — — 8.5 73
173 (17.3) 02 (0.2) — — — — —
0.2 — — — 4.1 — — — 4.1
— — — — 4.4 — — — 4.4
(0.4) — — — — — — (6.1) (6.1)
— B — — — — 1.0 — 1.0
— — = — 1.3 — — — 1.3
99.9 — 1.0 — 809.7 0.1 1.0 (3.8) 808.0
— — — — — (2.5) — — (2.5)
1.4 — — — 6.1 — — 7.3 13.4
16.2 — 0.2 — 397.5 — — — 397.7
— S — — 3.0 — — — 3.0
05)  — — — — — — (7.1) (7.1)
— — — — — — (2.1) — (2.1)
- - __ — 4.8 — - — 4.8
117.0 $1.2 $ — $1,221.1 § (24) $(1.1) $(3.6) $1,215.2

See accompanying notes to consolidated financial statements.
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 — Background and Basis of Presentation
Background

Fairchild Semiconductor International, Inc. (“Fairchild International” or the “Company”) designs,
develops and markets analog, interface, discrete, standard logic, non-volatile memory and optoelectronic
semiconductors through its wholly-owned subsidiary Fairchild Semiconductor Corporation (‘“Fairchild”). The
Company is focused solely on multi-market products. Multi-market products are building block components
for virtually all electronic devices, from sophisticated computers and internet hardware to telecommunications
equipment to household appliances. Because of their basic functionality, these products provide customers
with greater design flexibility and improve the performance of more complex devices or systems. Given such
characteristics, its products have a wide range of applications and are sold to customers in the personal
computer, industrial, communications, consumer electronics and automotive markets.

The Company is headquartered in South Portland, Maine and has manufacturing operations in South
Portland, Maine, Loveland and Colorado Springs, Colorado, West Jordan, Utah, Mountaintop, Pennsylvania,
Cebu, the Philippines, Penang, Malaysia, Kuala Lumpur, Malaysia, Singapore, Bucheon, South Korea and
Wuxi, China.

Note 2 — Summary of Significant Accounting Policies

Fiscal Year

The Company’s fiscal year ends on the last Sunday in December. The Company’s results for the years
ended December 29, 2002, December 30, 2001 and December 31, 2000 consist of 52 weeks, 52 weeks, and
53 weeks, respectively.

Principles of Consolidation

The consolidated financial statements include the accounts and operations of the Company and its
wholly-owned subsidiaries. Significant intercompany accounts and transactions have been eliminated.
Revenue Recognition

Revenue from the sale of semiconductor products is recognized when title transfers to the customer,
which is generally upon shipment. No revenue is recognized unless there is persuasive evidence of an
arrangement, the price to the buyer is fixed or determinable, and collectibility of the sales price is reasonably
assured. A provision for estimated returns and allowances is recorded at the time of shipment. Contract
manufacturing revenues (foundry services) are recognized upon completion of the contracted services.
Adpvertising

Adpvertising expenditures are charged to expense as incurred. Advertising expenses for the years ended
December 29, 2002, December 30, 2001 and December 31, 2000 were not material to the consolidated
financial statements.

Research and Development Costs

The Company’s research and development expenditures are charged to expense as incurred.

Related Party Activity

The Company was formed on March 10, 1997, for the purpose of purchasing the discrete, logic and non-
volatile memory business of National Semiconductor Corporation (the Recapitalization). In conjunction with
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

this transaction, Fairchild International and National Semiconductor executed several agreements, which
governed the performance of manufacturing services by Fairchild International on behalf of National
Semiconductor and by National Semiconductor on behalf of Fairchild International. In addition, National
Semiconductor provided a number of business support services to Fairchild International. These agreements
expired at various dates through May 2000.

Cash, Cash Equivalents and Marketable Securities

The Company considers all highly liquid investments with a maturity of three months or less when
purchased to be cash equivalents.

The Company invests excess cash in marketable securities consisting primarily of commercial paper,
corporate notes and bonds, and U.S. Government securities with maturities of no greater than 36 months. At
December 29, 2002 and December 30, 2001, substantially all of the Company’s marketable securities are
classified as available-for-sale. In accordance with SFAS No. 115, Accounting for Certain Investments in Debt
and Equity Securities, unrealized gains and losses on these investments are included as a separate component
of stockholders’ equity, net of any related tax effect. Realized gains and losses and declines in value judged by
management to be other than temporary on these investments are included in interest income and expense. At
December 29, 2002, unrealized gains and losses were immaterial.

Cash, cash equivalents and marketable securities as of December 29, 2002 and December 30, 2001 are as
follows:

December 29, December 30,

2002 2001
(In millions)
Cash and cash equivalents. . ....... ... ... i, $618.3 $504.4
Short-term marketable securities .............. ... ... .. 2.0 —
Long-term marketable securities....................... ... ... _ 304 —
Total cash, cash equivalents and marketable securities ............. $650.7 $504.4

The following is a summary of the investments in debt securities classified as current and long-term
assets:

December 29, December 30,
2002 2001

(In millions)

Available for sale securities:
U.S. Treasury securities and obligations of U.S. government

AZENICIES . . et ettt e e $27.0 $—
Corporate debt securities .. ... 5.4 =
Total cash, cash equivalents and marketable securities ............. $32.4 $—

The amortized cost of available for sale securities approximated their fair value at December 29, 2002.
Gross realized gains and losses on sales of available for sale securities were immaterial for the year ended
December 29, 2002.
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The estimated fair value of available for sale securities by contractual maturity at December 29, 2002 are
as follows:

Due in 0ne year OF 1€8S. . . .. oottt e $ 2.0
Due after one year through three years ..............o ittt 30.4
$32.4

Inventories

Inventories are stated at the lower of standard cost, which approximates actual cost on a first-in, first-out
basis, or market.

Property, Plant and Equipment

Property, plant and equipment is recorded at cost and is generally depreciated based upon the following
estimated useful lives: buildings and improvements, ten to thirty years, and machinery and equipment, three to
ten years. Depreciation is principally provided under the straight-line method. Software is depreciated over
estimated useful lives ranging from three to ten years.

Investments

Investments in which the Company’s interest is less than 20% and which are not classified as available-
for-sale securities are carried at the lower of cost or net realizable value unless it is determined that the
Company exercises significant influence over the investee company, in which case the equity method of
accounting is used. For those investments in affiliates in which the Company’s voting interest is between 20%
and 50%, the equity method of accounting is generally used. Under this method, the investment balance,
originally recorded at cost, is adjusted to recognize the Company’s share of net earnings or losses of the
affiliates as they occur, limited to the extent of the Company’s investment in, advances to and commitments
for the investee.

The Company assesses the need to record impairment losses on investments and record such losses when
the impairment of an investment is determined to be other than temporary in nature. These impairment losses
are reflected in “other income (expense), net” in the Company’s results of operations. During 2001, the
Company recorded a $4 million charge to operations for the write-off of an equity investment.

Goodwill and Intangible Assets

Goodwill is recorded when the consideration paid for acquisitions exceeds the fair value of net tangible
and intangible assets acquired. In June 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 completed after June 30, 2001. SFAS No. 142 requires that
goodwill and other intangible assets with indefinite useful lives no longer be amortized, but rather be tested
annually for impairment. In accordance with SFAS No. 141, goodwill recorded in conjunction with the
Company’s acquisition of Impala Linear Corporation in September 2001 was not amortized (See Note 16). In
accordance with SFAS No. 142, the company ceased amortizing goodwill for the year ended December 29,
2002.

Prior to adopting SFAS No. 142, goodwill and other acquisition-related intangibles were amortized on a
straight-line basis over their estimated lives, which was generally three to fifteen years.
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Other Assets

Other assets include deferred financing costs, which represent costs incurred related to the issuance of the
Company’s long-term debt. The costs are being amortized using the effective interest method over the related
term of the borrowings, which ranges from five to ten years, and are included in interest expense. Also
included in other assets are mold and tooling costs. Molds and tools are amortized over their expected useful
lives, generally one to three years.

Impairment of Goodwill and Long-Lived Assets

Goodwill and intangible assets with indefinite lives are tested annually for impairment in accordance with
the provisions of SFAS 142. The Company’s impairment review is based on a discounted cash flow approach
at the segment reporting level that requires significant management judgment with respect to revenue and
expense growth rates, changes in working capital and the selection and use of an appropriate discount rate.
The Company uses its judgment in assessing whether assets may have become impaired between annual
impairment tests. Indicators such as unexpected adverse business conditions, economic factors, unanticipated
technological change or competitive activities, loss of key personnel and acts by governments and courts, may
signal that an asset has become impaired.

Intangible assets with estimable lives and other long-lived assets are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of an asset or asset group may not be
recoverable in accordance with SFAS 144. Recoverability of intangible assets with estimable lives and other
long-lived assets is measured by a comparison of the carrying amount of an asset or asset group to future net
undiscounted pretax cash flows expected to be generated by the asset or asset group. If these comparisons
indicate that an asset is not recoverable, the impairment loss recognized is the amount by which the carrying
amount of the asset or asset group exceeds the related estimated fair value. Estimated fair value is based on
either discounted future pretax operating cash flows or appraised values, depending on the nature of the asset.
The Company determines the discount rate for this analysis based on the expected internal rate of return for
the related business and does not allocate interest charges to the asset or asset group being measured.
Considerable judgment is required to estimate discounted future operating cash flows.

Currencies

The Company’s functional currency for all operations worldwide is the U.S. dollar. Accordingly, gains
and losses from translation of foreign currency financial statements are included in current results. In addition,
cash conversion of foreign currency and foreign currency transactions are included in current results.
Unrealized and realized foreign currency gains (losses) were $2.6 million, $(2.0) million, and $(2.3) million
for the years ended December 29, 2002, December 30, 2001 and December 31, 2000, respectively.

Foreign Currency Hedging

The Company utilizes various derivative financial instruments to manage market risks associated with the
fluctuations in foreign currency exchange rates. It is the Company’s policy to use derivative financial
instruments to protect against market risk arising from the normal course of business. The criteria the
Company uses for designating an instrument as a hedge include the instrument’s effectiveness in risk reduction
and one-to-one matching of derivative instruments to underlying transactions (See Note 17.)

Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist
principally of investments and trade accounts receivable. The Company maintains cash, cash equivalents and
marketable securities with high credit quality financial institutions based upon the Company’s analysis of that
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

financial institution’s relative credit standing. The Company sells its products to distributors and original
equipment manufacturers involved in a variety of industries including computing, consumer, communications,
automotive and industrial. The Company has adopted credit policies and standards to accommodate industry
growth and inherent risk. The Company performs continuing credit evaluations of its customers’ financial
condition and requires collateral as deemed necessary. Reserves are provided for estimated amounts of
accounts receivable that may not be collected.

Fair Value of Financial Instruments

The carrying values of cash and cash equivalents, accounts receivable and payable, and accrued liabilities
approximate fair value due to the short-term maturities of these assets and liabilities. Fair values of long term
debt, interest rate swaps and caps, currency forward contracts and currency options are based on quoted
market prices or pricing models using prevailing financial market information at the date of measurement
(See Note 14.)

Use of Estimates in Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

Income Taxes

Income taxes are accounted for under the asset and liability method. Under this 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.

Computation of Net Income (Loss) Per Share

Basic net income (loss) per common share is computed using the weighted average number of common
shares outstanding during the period. Diluted net income (loss) per common share is computed using the
weighted average number of common and dilutive common equivalent shares outstanding during the period.
Potentially dilutive common equivalent shares consist of stock options and shares obtainable upon the
conversion of the convertible senior subordinated notes.

Year Ended
December 29, December 30, December 31,
2002 2001 2000

(In millions)
Basic weighted average common shares outstanding . . . 108.1 99.6 97.5

Net effect of dilutive stock options based on the
treasury stock method using the average market

PIICE . ottt e — — 39
Diluted weighted average common shares

outstanding .. ... . 108.1 99.6 101.4
Net income (10SS) . ...t $ (2.5) $(41.7) $273.1



FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Options to purchase 10,451,494, 4,547,384 and 7,478,080 shares of common stock were outstanding at
December 29, 2002, December 30, 2001 and December 31, 2000, respectively, but were not included in the
computation of diluted earnings per share because the effect of including such options would have been anti-
dilutive. In addition, at December 29, 2002 and December 30, 2001, $6.9 million and $1.2 million were not
included in the computation of net loss and 6,666,667 and 1,117,216, respectively, of potential common shares
were not included in the computation of diluted earnings per share as a result of the assumed conversion of the
convertible senior subordinated notes, because the effect would have been anti-dilutive.

Stock-Based Compensation

The Company has stock option plans, which are described more fully in Note 7. The Company accounts
for those plans under APB Opinion No. 25, Accounting for Stock Issued to Employees, and related
Interpretations. The following table illustrates the effect on net income and net income per common share if
the company had applied the fair value based method of SFAS No. 123, Accounting for Stock-Based
Compensation, to record expense for stock option compensation.

The following table illustrates the effect on net income and earnings per share if the fair value based
method has been applied to all outstanding and unvested awards in each period.

Year Ended
December 29, December 30, December 31,
2002 2001 2000
(In millions, except per share data)
Net income (loss), as reported .................... $ (2.5) $ (41.7) $273.1

Deduct: Total stock-based employee compensation
expense determined under fair value based method
for all awards, net of related tax effects ........... (75.8) (66.3) (33.5)

Pro forma net income (loss) ...................... $(7ﬁ) $(108.0) $239.6
Earnings per share:
Basic—asreported . ......... ... . ... ... ... &) $ (0.42) $ 2.80
Basic—proforma .................iiiiii... $(0.72) $ (1.08) $ 2.46
Diluted —as reported .......................... &) $ (0.42) $ 2.69
Diluted — pro forma ........................... $(0.72) $ (1.08) $ 2.46

The weighted average fair value of options granted was $22.37 in 2002, $15.60 in 2001 and $37.55 in
2000. The fair value of each option grant for the Company’s plans is estimated on the date of the grant using
the Black-Scholes option pricing model, with the following weighted average assumptions.

Year Ended
December 29, December 30, December 31,
2002 2001 2000
Expected volatility ............. ... ... . 60% 65% 60%
Dividend yield ........... ... ... ... ... .. .. — — —
Risk-free interest rate ............ ... i, 3.87% 4.63% 6.32%
Expected life, inyears........... ... ..., 6.0 6.0 5.0
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Reclassification

Certain prior year amounts have been reclassified to conform with the current year presentation.

Note 3 — Financial Statement Details

December 29, December 30,
2002 2001

(In millions)

Inventories
Raw materials . ....... ... ... $ 21.6 $ 27.6
WOrk in process . .....ouviii i 149.8 129.7
Finished goods ........ ... .. i 374 51.8

$ 208.8 $ 209.1

Property, plant and equipment

Land . ... $ 359 $ 269
Buildings and improvements ............ .. .. .. ... ... 247.5 239.6
Machinery and equipment .. ...... ...t 1,121.6 960.2
Construction in Progress . ... .....eeuu et n e 112.3 167.9

Total property, plant and equipment ........................ 1,517.3 1,394.6
Less accumulated depreciation ................... ... ... 852.4 731.6

$ 664.9 $ 663.0

Accrued expenses and other current liabilities

Payroll and employee related accruals ......................... $ 26.0 $ 238
Accrued interest . ....... .. 24.3 33.8
Income taxes payable......... ... i 15.8 1.7
Other .. 26.7 23.4

$ 9238 $ 827

Note 4 — Goodwill and Intangible Assets

Effective December 31, 2001 the Company adopted SFAS No. 142, which addresses financial accounting
and reporting for acquired goodwill and other intangible assets. Goodwill and other intangibles with indefinite
lives are no longer amortized. Instead, the Company performed an annual test during the fourth quarter for
impairment of these assets.
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A summary of acquired intangible assets as of December 29, 2002 is as follows:

Period of Gross Carrying Accumulated
Amortization Amount Amortization

(In millions)

Identifiable intangible assets:

Developed technology .. ...................... 5 - 15 years $223.2 $ (55.3)
Customer base ............cooviiinninnan... 8 years 55.8 (26.4)
Covenant not to compete ..................... 5 years 30.4 (22.7)
Trademarks and tradenames .................. 4 years 24.9 (23.2)
Patents ......... ... ... .. . 4 years 5.3 (3.6)

Subtotal ........ ... ... . 339.6 (131.2)
Goodwill . ... — 230.1 —

Total ..o $569.7 $(131.2)

The carrying amount of goodwill by reporting unit as of December 29, 2002 is as follows:

Discrete
Domestic Power Opto-
Analog Products electronics Total

(In millions)

Balance as of December 29, 2002 . ................. $15.5 $159.9 $54.7 $230.1

During the year, there were no changes to the carrying amount of goodwill due to acquisitions. In
addition, the initial test for impairment of goodwill as required by SFAS No. 142 was completed during the
first quarter, with an annual test completed during the fourth quarter. No impairment was indicated at either
testing date. The fair values of the reporting units, for purposes of the annual impairment test, were estimated
using discounted future cash flows. Identified reporting units which carry goodwill include domestic analog
and discrete power products, which are included in the Analog and Discrete segments, respectively, and
Optoelectronics, which does not meet the requirements of a reportable segment as defined in SFAS No. 131.

52



FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

For comparative purposes, net income (loss) before goodwill amortization net of tax and related per share
amounts for the Company for 2001 and 2000 are as follows (in millions, except per share amounts):
Year Ended Year Ended

December 30, December 31,
2001 2000

Net income (loss):

REPOTTEd . ..o $(41.7) $273.1
Goodwill amortization ................. i 17.0 33
Less associated tax effects . ............. ... .. ... . .. ... (5.9) —

Net income (loss) before goodwill amortization................... $(30.6) $276.4

Basic income (loss) per share:

Net income (10SS) ...ttt $(0.42) $ 2.80
Goodwill amortization ................. i 0.17 0.03
Less associated tax effects . ............. ... .. .. .. . ... (0.06) —

Net income (loss) before goodwill amortization................... $(0.31) $ 2.83

Diluted income (loss) per share:

Net income (10SS) ...ttt e $(0.42) $ 2.69
Goodwill amortization ................. i 0.17 0.03
Less associated tax effects . .......... ... ... .. .. .. .. (0.06) —

Net income (loss) before goodwill amortization................... $(0.31) $ 2.72

The estimated amortization expense for each of the five succeeding fiscal years is as follows:

Estimated Amortization Expense: In millions
FISCal 2003 . . .. $33.2
Fiscal 2004 . . . oo 25.6
Fiscal 2005 . . . o 23.7
Fiscal 2000 . . . ..o 23.4
Fiscal 2007 . . . oo 18.2

Note 5 — Long-Term Debt

Long-term debt consists of the following at:
December 29, December 30,

2002 2001
(In millions)

Revolving Credit Facility . .. ...........uuuuriiiiinnn $ — $ —
Convertible senior subordinated notes ............................ 200.0 200.0
Senior subordinated notes . ............. ... 650.0 935.0
Other ..o 3.2 3.6

Total long-term debt ......... ... ... .. i 853.2 1,138.6
Less current portion .. ........uuuiretn i (0.4) (0.4)

Long-term portion . ............c.oiuuiiin et $852.8 $1,138.2
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Revolving Credit Facility

On June 6, 2000, Fairchild entered into a new Senior Credit Facilities Agreement (“Credit Agreement”)
with a syndicate of financial institutions in order to refinance the facilities under an existing credit agreement.
Under this refinancing, Fairchild converted approximately $117.8 million of outstanding senior term debt into
a new revolving credit line (“Revolving Credit Facility”) with total borrowing capacity of $300.0 million and a
maturity of June 6, 2004.

In connection with the refinancing, Fairchild paid approximately $2.1 million in deferred financing costs
and wrote-off $3.6 million of deferred financing costs associated with the retired term debt. Borrowings under
the Credit Agreement accrue interest based on either the bank’s rate or the Eurodollar rate, at the option of
the Company. The interest rate was approximately 3.4% and 3.6% for the Revolving Credit Facility at
December 29, 2002 and December 30, 2001, respectively. The Revolving Credit Facility was undrawn during
the year and at December 29, 2002. Borrowings under the Credit Agreement are secured by a pledge of
common stock of the Company and its subsidiaries. At December 29, 2002, Fairchild had outstanding letters
of credit totaling $0.8 million. These outstanding letters of credit reduce the amount available under the
Revolving Credit Facility to $299.2 million. Fairchild pays a commitment fee of 0.5% per annum of the
unutilized commitments under the Revolving Credit Facility.

Convertible Senior Subordinated Notes

On October 31, 2001, Fairchild issued $200 million aggregate principal amount of 5.0% Convertible
Senior Subordinated Notes due November 1, 2008. Interest on the notes is paid semi-annually on May 1 and
November 1 of each year. The notes are guaranteed by the Company and its domestic subsidiaries. The notes
are unsecured obligations and convertible, at the option of the holder, into common stock of the Company at a
conversion price of $30.00 per share, subject to certain adjustments. The notes and the guarantees rank pari
passu in right of payment with Fairchild Semiconductor Corporation’s existing senior subordinated notes and
the guarantees thereof, and with any future senior subordinated indebtedness.

Senior Subordinated Notes

On January 31, 2001, Fairchild issued $350.0 million of 10 %% Senior Subordinated Notes due
February 1, 2009 (the “10'>% Notes™) at face value. Interest on the notes is paid semi-annually on February 1
and August 1 of each year, and the first interest payment was made on August 1, 2001. The 10'2% Notes are
unsecured and are subordinated to all existing and future senior indebtedness of Fairchild. Fairchild may
redeem the notes on or after February 1, 2005 and, prior to February 1, 2004, it may redeem up to 35% of the
10'2% Notes from the proceeds of certain equity offerings at redemption prices ranging from 100% to
approximately 105% of the principal amount.

On April 7, 1999, Fairchild issued $300.0 million of 10%% Senior Subordinated Notes (the “10%:%
Notes™) at face value. The 10°%%:% Notes pay interest on April 1 and October 1 of each year commencing
October 1, 1999 and are due October 1, 2007. The 10%:% Notes are unsecured and are subordinated to all
existing and future senior indebtedness of Fairchild. Until April 1, 2002, Fairchild can redeem an amount not
to exceed 35% of the 10%% Notes with proceeds raised from certain public equity offerings. On or after
April 1, 2003, the 10%% Notes are redeemable by Fairchild, in whole or in part, at redemption prices ranging
from 100% to approximately 105% of the principal amount.

On March 11, 1997, Fairchild issued $300.0 million of 10's% Senior Subordinated Notes (the “10':%
Notes” and, together with the 10%% Notes and the 10'2% Notes, the “Notes”) at face value. During
December 2000, the Company repurchased 10's% Notes with a face value of $15.0 million. On June 28, 2002,
the company exercised the call provision to redeem the remaining $285.0 million of the 10'%4% notes, at a price
of 105.063% of face value. In connection with the redemption, the company had one-time charges totaling
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$22.1 million, including $14.5 million for the call premium and other transactions fees and $7.6 million non-
cash write-off of deferred financing fees associated with the original bond offering.

The payment of principal and interest on the Credit Agreement and the Notes is fully and uncondition-
ally guaranteed by Fairchild International. Fairchild International is the parent company of Fairchild and
currently conducts no business and has no significant assets other than the capital stock of Fairchild. Fairchild
has seventeen direct subsidiaries and six indirect subsidiaries, of which four direct subsidiaries, Fairchild
Semiconductor Corporation of California (“Fairchild California”’), KOTA Microcircuits, Inc., QT Optoelec-
tronics, Inc., and QT Optoelectronics are guarantors on the Credit Agreement and the Notes. The remaining
direct and indirect subsidiaries are foreign-based and do not guarantee either the Credit Agreement or the
Notes.

The Company’s senior credit facility and the indentures under which the Notes were issued contain
various restrictions and covenants. The restrictive covenants include limitations on consolidations, mergers and
acquisitions, restrictions on creating liens, restrictions on paying dividends or making other similar restricted
payments, restrictions on asset sales, restrictions on capital expenditures and limitations on incurring
indebtedness, among other restrictions, with which the Company was in compliance at December 29, 2002. In
addition, the senior credit facility contains covenants relating to financial ratios including a minimum interest
coverage ratio and a maximum senior leverage ratio. Provided there are no further outstanding balances under
the senior credit facility, compliance with these ratios is not required until March 31, 2003. The senior credit
facility also limits the Company’s ability to modify its certificate of incorporation, bylaws, shareholder
agreements, voting trusts or similar arrangements. In addition, the senior credit facility and the indentures
governing all senior subordinated notes, contain additional restrictions limiting the ability of the Company’s
subsidiaries to pay dividends or make advances to the Company. Aggregate maturities of long-term debt for
each of the next five years and thereafter are as follows:

(In millions)

2003 . $ 04
2004 . 0.4
2005 . 0.4
2000 . .o 0.3
2007 300.3
Thereafter ... 53514

$853.2

At December 29, 2002, the Company also has approximately $14.9 million of undrawn credit facilities at
certain of its foreign subsidiaries.

Note 6 — Income Taxes

In conjunction with the acquisition of the power device business, the Korean government granted a ten
year tax holiday to Fairchild Korea Semiconductor Ltd. The original exemption was 100% for the first seven
years of the holiday and 50% for the remaining three years of the holiday. In Calendar 2000, the tax holiday
was extended such that the exemption amounts were increased to 75% in the eighth year and a 25% exemption
was added to the eleventh year. Taxes exempted include income taxes, dividend withholding taxes, acquisition
tax, registration tax, property tax and aggregate land tax. As such, no current provision for income taxes for
Korea has been provided. The tax holiday increased net income by $16.7 million, or $0.15 per diluted common
share for the year ended December 29, 2002, $3.2 million or $0.03 per diluted common share for the year
ended December 30, 2001 and $32.0 million or $0.32 per diluted common share for the year ended
December 31, 2000.
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Total income tax benefit for income taxes was allocated as follows:

Year Ended
December 29, December 30, December 31,
2002 2001 2000

Income tax benefit attributable to income (loss) from
continuing operations. ..............c..c.uiun....

$(13.9)

Noncurrent intangible assets, for the initial recognition
of acquired tax benefits that were previously
included in the valuation allowance ............... —

Stockholders’ equity, for recognition of compensation
expense for tax purposes in excess of amounts

recognized for financial reporting purposes ......... (4.8)

Other comprehensive income, for unrealized gains on
hedging transactions. .............. ... .......... (1.

19.

[\

)
)

>
[~
\O

The provision (benefit) for income taxes attributable to income from continuing operations for the years

(In millions)

$(22.4)

(1.3)

$ (2.4)

(5.3)

(12.9)

ended December 29, 2002, December 30, 2001 and December 31, 2000 consisted of the following:

Year Ended
December 29, December 30, December 31,
2002 2001 2000
(In millions)
Income (loss) before income taxes:
UL S $(112.9) $(94.3) $113.8
Foreign ............. ... ... ... ool 96.5 30.2 _156.9
§ (164)  $(641)  $270.7
Income tax provision (benefit):

Current:
US. federal ................................ $ (1.8) $ (5.9) $ 83
US.stateand local .......................... 0.7 — 0.7
Foreign ........ ... ... ... ...l 13.0 41 169
11.9 (1.8) 25.9

Deferred:
US.federal .......... .. ... ... ... (20.8) (16.0) (25.4)
US.stateand local .......................... (2.9) (2.4) (2.4)
Foreign ....... .. ... i (2.1) _(22) __(0.5)
(25.8) (20.6) (28.3)

Total income tax provision (benefit):

US. federal ........ .. .. i (22.6) (21.9) (17.1)
US.stateand local .......................... (2.2) (2.4) (1.7)
Foreign ............ ... ... ... .. o oL 10.9 1.9 _le4
$ (13.9) $(22.4) $ (2.4)
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The reconciliation between the income tax rate computed by applying the U.S. federal statutory rate and
the reported worldwide tax rate on income (loss) from continuing operations is as follows:

Year Ended
December 29, December 30, December 31,
2002 2001 2000

U.S. federal statutory rate......................... 35.0% 35.0% 35.0%
U.S. state and local taxes (benefit), net of federal

benefit ... . .. 11.3 2.5 3.2
Foreign tax rate differential and US tax on repatriation 24.1 0.1 (13.3)
Exempt foreign sales income ...................... — 3.8 —
Non-deductible expenses including goodwill

amortization . .............iuiiiiiia (0.5) (2.6) 1.1
Change in valuation allowance . .................... 14.8 (3.8) (26.9)

84.7% 35.0% (0.9)%

The tax effects of temporary differences in the recognition of income and expense for tax and financial
reporting purposes that give rise to significant portions of the deferred tax assets and the deferred tax liabilities
at December 29, 2002 and December 30, 2001 are presented below:

December 29, December 30,
2002 2001
(In millions)

Deferred tax assets:

Net operating loss carryforwards....................ccooooi... $ 90.1 $ 50.8
Reserves and accruals ........... ... ... ... .. i 27.5 17.0
Intangibles, primarily intellectual property ..................... 8.9 17.1
Tax credit and capital allowance carryovers .................... 2.4 6.8
Unrealized loss on hedging transactions........................ 0.6 —
Total gross deferred tax assets .....................cououn.. 129.5 91.7
Valuation allowance . .......... ... uiiiiiiiiiiiinen.. (1.3) (3.8)
Net deferred tax assets .............cooiiiiininiinennann.. 128.2 87.9
Deferred tax liabilities:
Unrealized gain on hedging transactions ....................... — (0.6)
Plant and equipment ............ . ... . (18.5) (9.4)
Total deferred tax liabilities. .. ............................. (18.5) (10.0)
Net deferred tax assets ........ovuiiiiiinnent i, $109.7 $ 77.9

The deferred tax valuation allowance decreased by $2.5 million and increased by $2.5 million for the
years ended December 29, 2002 and December 30, 2001, respectively. In assessing the realizability of deferred
tax assets, the Company considered its current and future taxable earnings and the expected timing of the
reversal of temporary differences. During 2000, the Company reversed all of the valuation allowance
associated with its domestic deferred tax assets, with the exception of foreign tax credits, as the Company
believes that the deferred tax assets will more likely than not be realized. Foreign tax credits were expensed in
2002. Deferred tax assets and liabilities are classified in the consolidated balance sheet based on the
classification of the related asset or liability.
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Net operating loss and research and development credit carryforwards totaled $239.2 million and
$1.2 million, respectively, as of December 29, 2002. The net operating losses expire in 2018 through 2022. The
research and development credits expire in varying amounts in 2012 through 2022. During 2002, the Company
applied for alternative minimum tax credit refunds totaling $2.2 million, of which $2.0 million were received
by year end. In addition, the Company has Malaysian unabsorbed capital allowances of approximately
$4.7 million, which can be used to offset future year’s taxable income of that Malaysian subsidiary.

The Company’s ability to utilize its net operating loss and credit carryforwards may be limited in the
future if the Company experiences an ownership change. An ownership change occurs when the ownership
percentage of 5% or greater stockholders changes by more than 50% over a three year period. In 2000, the
Company experienced an ownership change as a result of the follow-on public offering; such ownership change
did not result in a material limitation on the utilization of the loss and credit carryforwards. As of
December 29, 2002, the company has not undergone a second ownership change.

Deferred income taxes have not been provided for the undistributed earnings of the Company’s foreign
subsidiaries, which aggregated approximately $293.4 million at December 29, 2002. The Company plans to
reinvest all such earnings for future expansion. The undistributed earnings will be subject to U.S. taxation
upon repatriation as dividends to the U.S. parent. The amount of taxes attributable to these undistributed
earnings is not practicably determinable.

Based on projections of taxable income over the next several years, and considering the limitations
imposed by section 382, we believe that none of the loss carry forwards will expire unused. Based upon the
level of historical income and the projections for future taxable income over the periods in which the
deductible temporary differences are deductible, we believe it is more likely than not that the company will
realize the benefits of the deductible temporary differences. In order to fully realize the deferred tax assets, the
company will need to generate $311 million of aggregate future taxable income prior to the expiration of the
carryforward periods, which occur in the years 2018 through 2022.

Note 7 — Stock Based Compensation

The Company has two stock option plans. Under the Fairchild Semiconductor Restated Stock Option
Plan (Restated Plan), executives, key employees and non-employee directors may be granted options to
purchase shares of the Company’s authorized but unissued common stock. The Company also has a stock
option plan (the 2000 Executive Stock Option Plan), under which key executives, including officers, may be
granted stock options.

Under the Restated Plan, the Company may grant options for up to 23,746,327 of Class A common stock.
At December 29, 2002, 19,918,089 options were outstanding and 621,540 were available to be granted.
Options granted under the Plans may be either (a) options intended to constitute incentive stock options
(“ISOs”) under the Internal Revenue Code or (b) non-qualified stock options. At its regularly scheduled
meeting in February 2003, the board of directors amended the plan and approved options or other awards
covering an additional 3,626,956 shares.

The establishment of an exercise price of each option granted under the Restated Plan is determined by a
Committee of the Company’s Board of Directors (the “Committee”). The maximum term of any option is ten
years from the date of grant for incentive stock options and ten years and one day from the date of grant for
non-qualified stock options. Options granted under the Plan are exercisable at the determination of the
Committee, generally vesting ratably over approximately four years.

Under the 2000 Executive Stock Option Plan, the Company may grant options for up to 1,671,669 shares
of common stock. At December 29, 2002, 1,601,827 shares were outstanding and 69,842 shares were available
to be granted. Options granted under the Plan are intended to be non-qualified options. The exercise price and
term of each option granted under the 2000 Executive Plan is determined by the Committee. Options granted
under the 2000 Executive Plan are exercisable at the determination of the Committee. Individuals receiving
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options under the Plan may not receive in any one year options to purchase more than 1,500,000 shares of
common stock.

During 2001, the Company implemented a voluntary stock option exchange program for the 2000
Executive Stock Option Plan. Under the program, executives could elect to have their outstanding options
cancelled on August 13, 2001. New stock options were issued to replace cancelled options on February 22,
2002 at the then fair market value of $23.80 per share. The number of replacement options that were issued
were equal to 55% of the options surrendered.

A summary of the status of the Company’s stock option plans as of December 29, 2002, December 30,
2001, and December 31, 2000, and changes during the periods then ended are presented in the table below:

Year Ended

December 29, 2002 December 30, 2001 December 31, 2000
Weighted Weighted Weighted

Average Average Average

Shares Exercise Shares Exercise Shares Exercise

(000’s) Price (000’s) Price (000’s) Price

Outstanding at beginning of year..................... 15,309  $18.80 13,362  $26.07 6,964 $ 9.60
Granted ...... ... i 8,536 22.37 6,501 15.60 7,723 37.55
Exercised ..... ... (907) 8.47 (380) 5.42 (783) 5.22
Canceled. ...... ..o (1,418) 22.34 (4,174) 38.51 (542) 17.97
Outstanding at end of year. . ........................ 21,520 $20.41 15,309 $18.80 13,362 $26.07
Exercisable at end of year .......................... 6,732  $18.22 4,490  $14.53 2,358 $ 7.96
Weighted average fair value of options granted......... $14.02 $10.99 $24.23

Information with respect to stock options outstanding and stock options exercisable at December 29, 2002
is as follows:

Options Outstanding Options Exercisable
(000’s) Weighted-Average (000’s)
Range of Number Remaining Weighted-Average Number Weighted-Average
Exercise Prices Outstanding Contractual Life Exercise Price Exercisable Exercise Price
$ 0.13- 0.13 1,060 3.8 $ 0.13 1,052 $ 0.13
$10.00 - 15.00 2,920 7.4 11.41 1,265 10.37
$15.01 - 22.00 6,412 1.5 16.37 2,215 17.01
$22.01 - 33.00 7,600 9.0 23.56 423 24.95
$33.01 - 49.00 3,528 7.4 34.58 1,777 34.41
21,520 7.8 $20.41 6,732 $18.22

The Company maintains the Fairchild Semiconductor International, Inc. Employee Stock Purchase
Plan, which started on April 1, 2000. The stock purchase plan authorizes the issuance of up to 4,000,000
shares of common stock in quarterly offerings to eligible employees at a price that is equal to 85 percent of the
lower of the common stock’s fair value at the beginning or the end of a quarterly period. During 2002 and
2001, 394,643 and 437,362 shares, respectively, were issued under the stock purchase plan at a weighted
average per share price of $13.86 and $12.05, respectively.

The Company accounts for its stock-based compensation plans in accordance with the provisions of APB
No. 25. As such, compensation expense is recorded on the date of grant only if the current market price of the
underlying stock exceeds the exercise price. During 2000, the Company granted 5,000 stock options, with
exercise prices less than the market price of the underlying stock on the date of the grant, and recorded total
deferred compensation of $0.2 million. No such options were granted during 2001 or 2002.
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Note 8 — Retirement Plans

The Company sponsors the Fairchild Personal Savings and Retirement Plan (the “Retirement Plan”), a
contributory savings plan which qualifies under section 401 (k) of the Internal Revenue Code. The Retirement
Plan covers substantially all employees in the United States. The Company provides a matching contribution
equal to 75% of employee elective deferrals up to a maximum of 6% of an employee’s annual compensation.
The Company also maintains a non-qualified Benefit Restoration Plan, under which employees who have
otherwise exceeded annual IRS limitations for elective deferrals can continue to contribute to their retirement
savings. The Company matches employee elective deferrals to the Benefit Restoration Plan on the same basis
as the Retirement Plan. During 2001 and throughout 2002, the 401 (k) match was suspended for substantially
all employees.

Total expense recognized under these plans was $0.7 million, $4.0 million, and $4.4 million for the years
ended December 29, 2002, December 30, 2001 and December 31, 2000, respectively.

Employees in Korea who have been with the Company for over one year are entitled by Korean law to
receive lump-sum payments upon termination of their employment. The payments are based on current rates
of pay and length of service through the date of termination. It is the Company’s policy to accrue for this
estimated liability as of each balance sheet date. Amounts recognized as expense were $6.4 million,
$5.6 million, and $6.3 million for the years ended December 29, 2002, December 30, 2001 and December 31,
2000, respectively.

Employees in Malaysia participate in a defined contribution plan. The Company has funded accruals for
this plan in accordance with statutory regulations in Malaysia. Contributions made by the Company under this
plan were $1.8 million, $1.9 million, and $2.2 million, for the years ended December 29, 2002, December 30,
2001 and December 31, 2000, respectively.

Employees in the Philippines participate in a defined benefit plan. The benefits are based on years of
service and a multiple of the employee’s final monthly salary. The Company’s funding policy is to contribute
annually the amount necessary to maintain the plan on an actuarially sound basis. Contributions are intended
to provide not only for benefits attributed to service to date but also for those expected to be earned in the
future. The contributions made for the years ended December 29, 2002, December 30, 2001 and Decem-
ber 31, 2000, respectively were not material to the consolidated financial statements.

Employees in England, Italy, Germany, Hong Kong, China, Singapore and Japan are also covered by a
variety of defined benefit and or defined contribution pension plans that are administered consistent with local
statutes and practices. The contributions made under each of the respective plans for 2002, 2001, and 2000
were not material to the consolidated financial statements.

Certain executives of the Company are eligible for post-retirement health benefits, which are being
accrued ratably over the three year term of the related employment agreements entered into by the executives
with the Company in Calendar 2000. At December 29, 2002, the accrual for post-retirement health benefits is
not material to the consolidated financial statements.

Note 9 — Lease Commitments

Rental expense related to certain facilities and equipment of the Company’s plants was $23.7 million,
$21.9 million and $16.1 million the years ended December 29, 2002, December 30, 2001 and December 31,
2000, respectively.
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Future minimum lease payments under noncancelable operating leases as of December 29, 2002 are as
follows:

Year ended December, (In millions)
2003 . e e e 22.7
2004 . 17.4
200 . 8.7
2000 . . s e 6.2
2007 . 4.2
Thereafter . .. ... (318
$91.0

Note 10 — Stockholders’ Equity
Preferred Stock

Under the Company’s Restated Certificate of Incorporation, the Company’s Board of Directors has the
authority to issue up to 100,000 shares of $0.01 par value preferred stock, but only in connection with the
adoption of a stockholder rights plan. At December 29, 2002 and December 30, 2001, no shares were issued.

Common Stock

The Company has authorized 340,000,000 shares of common stock at a par value of $.01 per share,
divided into two classes consisting of 170,000,000 shares of Class A stock and 170,000,000 shares of Class B
stock. The holders of Class A stock are entitled to one vote for each share held of record on all matters
submitted to a vote of the stockholders. Except as required by law, the holders of Class B stock have no voting
rights. A holder of either class of common stock may convert any or all of his shares into an equal number of
shares of the other class of common stock provided that in the case of a conversion from Class B stock, which
is nonvoting, into Class A stock, which is voting, such conversion would be permitted only to the extent that
the holder of shares to be converted would be permitted under applicable law to hold the total number of
shares of Class A stock which would be held after giving effect to the conversion.

Effective March 7, 2001, affiliates of Citigroup Inc., one of the Company’s principal stockholders,
converted 17,281,000 shares of Class B Common Stock into an equal number of shares of Class A Common
Stock. As a result, no Class B Common Stock shares were outstanding at December 29, 2002 and
December 30, 2001. Total common shares outstanding were not affected by this transaction. Shares of the
Company’s Class A Common Stock and Class B Common Stock are identical in all respects, except that
Class B shares have no voting rights, other than as provided by law, and there is no public market for Class B
shares.

Under a shelf registration statement filed with the Securities and Exchange Commission on Decem-
ber 18, 2000, the Company may issue up to 10,000,000 shares of additional common stock. Shares of stock
covered by this shelf registration statement may be issued from time to time by Fairchild International in
connection with strategic acquisitions of other businesses, assets or securities, authorized by the company’s
board of directors. The amounts, prices and other terms of share issuances would be determined at the time of
particular transactions.

Public Offerings

On May 30, 2002, the Company completed a follow-on public offering of 20,000,000 shares of its Class A
Common Stock at a price to the public of $25.65 per share. On June 20, 2002, the underwriters of the offering
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executed their option to cover over-allotments and purchased a further 2,219,196 shares. The underwriting
discount was $1.09 per share. The total of 22,219,196 shares included 16,219,196 newly issued shares sold by
the Company and 6,000,000 shares sold by an existing stockholder. The Company did not receive any
proceeds from shares sold by the existing stockholder. The net proceeds to the Company after the
underwriting discount and other related expenses were approximately $397.7 million.

On January 25, 2000, the Company completed a follow-on public offering of 23,500,000 shares of its
Class A Common Stock at a price of $33.4375 per share. In addition, the Company sold 1,410,000 shares and
2,115,000 shares were sold by an existing stockholder pursuant to the underwriter’s overallotment option. The
underwriting discount was $1.50 per share. The 23,500,000 shares included 6,140,880 newly issued shares sold
by the Company and 17,359,120 shares sold by existing stockholders, including all remaining shares owned by
National Semiconductor, the Company’s former parent. The Company did not receive any proceeds from
shares sold by existing stockholders. The net proceeds to the Company after the underwriting discount and
other related expenses were approximately $240.0 million.

Note 11 — Restructuring and Impairments

The Company assesses the need to record restructuring charges in accordance with EITF No. 94-3,
Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring), EITF No. 95-3, Recognition of Liabilities in
Connection with a Purchase Business Combination and SAB No. 100, Restructuring and Impairment Charges.
In accordance with this guidance, management must execute an exit plan that will result in the incurrence of
costs that have no future economic benefit. Also under the terms of EITF No. 94-3, a liability for the
restructuring charges is recognized in the period management approves the restructuring plan.

During 2002, the Company recorded pre-tax restructuring and impairment charges of $12.2 million.
Employee separation costs of $3.6 million and $7.0 million were recorded in the first and fourth quarters,
respectively. The charges for employee separation arrangements provided for severance and other benefits
associated with approximately 295 salaried and hourly employees severed as a result of these actions. The
affected employees, who worked in production, engineering, sales and marketing and administration, were
located in the United States, Europe, and Japan. Also in the fourth quarter, a $1.6 million impairment charge
was recorded relating to the closure of our Carlsbad, California office.

During 2001, the Company recorded pre-tax restructuring and impairment charges of $21.4 million. In
the first quarter, the Company recorded an $8.3 million charge for asset impairments relating to the
consolidation of the five-inch wafer fabrication line in South Portland, Maine. At December 30, 2001,
substantially all of these assets have been disposed of. Employee separation costs of $1.2 million, $3.9 million,
$0.8 million and $7.2 million were recorded in the first, second, third and fourth quarters, respectively. The
charges for employee separation arrangements provided for severance and other benefits associated with the
approximately 1,000 salaried, hourly and temporary employees severed as a result of these actions. The
affected employees, who worked in production, engineering, sales and marketing and administration, were
located in the United States, the Philippines, Malaysia, and Europe.

Restructuring and impairments in 2000 include gains in the first quarter resulting from additional funds
received in connection with the sale of the Company’s former Mountain View, California facility ($3.5 mil-
lion) and the adjustment of restructuring reserves upon final execution of several prior year actions
($2.1 million).
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The following table summarizes the previously mentioned restructuring and impairment charges for 2000
through 2002 (in millions):

Accrual balance as of December 31, 2000. .. ... ... .. .. . $ —
ACCTUAL. .. e 21.4
Cash PAYMENLS . ..ottt et e e (9.7)
Non-cash Iems . . . ... (10.4)

Accrual balance as of December 30, 2001 .. ... ... .. $ 1.3
ACCTUAL. . . e 12.2
Cash PAYMENTS . ..ottt e (8.9)
NON-CaSh TEEIMIS . . .ottt (0.5)

Accrual balance as of December 29, 2002. . ... ... .. . $ 4.1

All 2001 restructuring accruals were paid in 2002. The Company expects to complete payment of 2002
restructuring accruals within the next three months.

Note 12 — Related Party Transactions

The Company provides contract manufacturing services to National Semiconductor, who used to hold an
equity interest in the Company. On January 25, 2000, National Semiconductor sold its remaining ownership
interest in the Company and, as such, is no longer a related party.

Note 13 — Contingencies

The Company adopted the provisions of FASB Interpretation No. 45, Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others. The
Interpretation requires that the Company recognize the fair value of guarantee and indemnification arrange-
ments issued or modified by the Company after December 31, 2002, if these arrangements are within the
scope of that Interpretation. In addition, under previously existing generally accepted accounting principles,
the Company continues to monitor the conditions that are subject to the guarantees and indemnifications to
identify whether it is probable that a loss has occurred and would recognize any such losses under the
guarantees and indemnifications when those losses are estimable.

In support of a bank line of credit made by a strategic equity investee, the Company has issued a
$3.0 million standby letter of credit. The Company would be required to perform in the event of a default on
the bank line of credit of the equity investee. As recourse, the Company has received a promise to grant a
security interest in the proceeds of certain intellectual property. As of December 29, 2002, no amounts have
been accrued for any estimated losses under the obligation, as it is probable that the equity investee will make
all scheduled payments under the bank line of credit.

The Company has issued a $2.0 million guarantee of the existing indebtedness of a strategic technical
partner. The guarantee arose in consideration for fully paid-up and royalty free licenses covering usage of
certain intellectual property. The Company would be required to perform in the event of a default by the
licensor. As recourse, the Company has received a security interest in certain intellectual and other property.
As of December 29, 2002, no amounts have been accrued for any estimated losses under the obligation, as it is
probable that the strategic partner will make all scheduled payments under the existing indebtedness.

The Company’s facilities in South Portland, Maine and West Jordan, Utah have ongoing remediation
projects to respond to certain releases of hazardous substances that occurred prior to the Recapitalization.
Pursuant to the Asset Purchase Agreement with National Semiconductor, National Semiconductor has
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agreed to indemnify the Company for the future costs of these projects. The costs incurred to respond to these
conditions were not material to the consolidated financial statements for any period presented.

The Company’s former Mountain View, California, facility is located on a contaminated site under the
Comprehensive Environmental Response, Compensation and Liability Act. Under the terms of the Acquisi-
tion Agreement with Raytheon Company, Raytheon Company has assumed responsibility for all remediation
costs or other liabilities related to historical contamination. The purchaser of the Mountain View, California
property received an environmental indemnity from us similar in scope to the one we received from Raytheon.

The Company’s facility in Mountaintop, Pennsylvania has an ongoing remediation project to respond to
releases of hazardous materials that occurred prior to acquisition of the discrete power products (DPP)
business from Intersil Corporation. Under the Asset Purchase Agreement with Intersil, Intersil indemnified
the Company for specific environmental issues.

In addition, in the normal course of business, the Company is subject to proceedings, lawsuits and other
claims, including proceedings under laws and regulations related to environmental and other matters. All such
matters are subject to uncertainties and outcomes that are not predictable with assurance. Consequently, the
Company is unable to ascertain the ultimate aggregate amount of monetary liability or financial impact with
respect to these additional matters at December 29, 2002. It is management’s opinion that after final
disposition, any monetary liability or financial impact to the Company would not be material to the Company’s
financial position, annual results of operations or cash flows.

Note 14 — Financial Instruments
Fair Value and Notional Principal of Derivative Financial Instruments

The table below shows the fair value and notional principal of the Company’s derivative financial
instruments as of December 29, 2002 and December 30, 2001. The notional principal amounts for these
instruments provide one measure of the transaction volume outstanding as of year end and do not represent the
amount of the Company’s exposure to credit or market loss. The estimates of fair value are based on
applicable and commonly used pricing models using prevailing financial market information as of Decem-
ber 29, 2002 and December 30, 2001. Although the following table reflects the notional principal and fair
value of amounts of derivative financial instruments, it does not reflect the gains or losses associated with the
exposures and transactions that these financial instruments are intended to hedge. The amounts ultimately
realized upon settlement of these financial instruments, together with the gains and losses on the underlying
exposures will depend on actual market conditions during the remaining life of the instruments.

December 29, 2002 December 30, 2001
Notional Carrying Estimated Notional Carrying Estimated
Principal Amount Fair Value Principal Amount Fair Value

(In millions)

Foreign currency exchange
contracts ................. $70.2 $(1.7) $(1.7) $78.0 $1.6 $1.6
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Fair Value of Financial Instruments

A summary table of estimated fair values of other financial instruments is as follows:

December 29, 2002 December 30, 2001
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value

(In millions)

Long-Term Debt:

Senior subordinated notes ..................... $650.0 $696.1 $935.0 $964.8
Convertible Senior Subordinated Notes . ......... 200.0 180.2 200.0 2354
Termloans. . ......... .. 3.2 3.2 3.6 3.6

Revolving Credit Facility borrowings ............ — — — —

Note 15 — Operating Segment and Geographic Information

Fairchild designs, develops, manufactures and markets high performance multi-market semiconductors.
The Company is currently organized into three reportable segments: Analog and Mixed Signal Products
Group, Discrete Products Group and Logic and Memory Products Group.

The Company has determined that its Optoelectronics Group does not meet the threshold for a separate
reportable segment under SFAS No. 131, and accordingly these segments’ results are included as part of the
“Other” category for all periods presented. Management evaluates the contract manufacturing business
differently than its other operating segments due in large part to the fact that it is predominantly driven by
contractual agreements for limited time periods entered into with National Semiconductor and Samsung
Electronics.

In addition to the operating segments mentioned above, the Company also operates global operations,
sales and marketing, information systems, finance and administration groups that are led by vice presidents
who report to the Chief Executive Officer. The expenses of these groups are allocated to the operating
segments and are included in the operating results reported below. The Company does not allocate income
taxes to its operating segments, and while interest expense allocations are made for informational purposes, the
operating segments are principally evaluated on operating profit before interest and taxes.

The Company does not specifically identify and allocate all assets by operating segment. It is the
Company’s policy to fully allocate depreciation and amortization to its operating segments. Operating
segments do not sell products to each other, and accordingly, there are no inter-segment revenues to be
reported. The accounting policies for segment reporting are the same as for the Company as a whole.
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Statement of operations information on reportable segments for 2002, 2001, and 2000 is as follows:

Year Ended
December 29, December 30, December 31,
2002 2001 2000

(In millions)
Revenue and Operating Income (Loss):
Analog and Mixed Signal Products Group

Trade TeVenUe. . . ..o vvtiiee et $ 358.8 $ 3242 $ 405.6

Operating inCome. . .. ...ovttinninenenn. 27.8 2.5 44.8
Discrete Products Group

Trade revenue. . ......... ..ot $ 7354 $ 664.6 $ 749.0

Operating iNnCome . . . ..ovvveiee e 45.4 28.5 129.7
Logic and Memory Products Group

Trade TeVenUe. . . ..o vttt $ 195.7 $ 2834 $ 4709

Operating inCome . . . ... ovvtiiein e 0.9 22.3 112.5
Other

Trade revenue. . ......... ... $ 746 $  66.7 $  56.1

Contract manufacturing revenue ................. 47.4 68.8 101.6

Operating income (loss) (1) ..................... (2.9) (24.8) 40.9
Total Consolidated

Trade TeVenUe. . . .. oottt $1,364.5 $1,338.9 $1,681.6

Contract manufacturing revenue ................. 47.4 68.8 101.6

Operating inCome. . .........ovirernenenennnn.. 71.2 28.5 327.9

Other includes in 2002, $1.7 million of in-process research and development costs associated with the
Company’s acquisitions of I-Cube and SPT, $12.2 million for restructuring; in 2001, $13.8 million of in-
process research and development costs associated with the Company’s acquisitions of DPP and Impala
Linear Corporation, and $21.4 million for restructuring; in 2000, a $3.5 million gain resulting from
additional funds received in connection with the sale of the Company’s former Mountain View, California
facility, a $2.1 million gain for the adjustment of restructuring reserves upon final execution of several
prior year actions and $9.0 million of in-process research and development costs associated with the
Company’s QT Optoelectronics, KOTA and Micro Linear acquisitions.

Depreciation and amortization by reportable operating segment were as follows:

Year Ended
December 29, December 30, December 31,
2002 2001 2000

(In millions)
Analog and Mixed Signal Products Group ........... $ 40.7 $ 36.6 $ 338
Discrete Products Group. ........ooovviiinnenn... 91.3 84.8 58.1
Logicand Memory ..............ccoiiiiininan.. 29.5 43.1 52.1
Other. ... o 10.0 14.6 7.1
Total .. .. $171.5 $179.1 $151.1
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Geographic revenue information is based on the locations of the selling entities within the indicated
geographic areas. No individual foreign country except Korea is material to total revenues.

Revenues by geographic region were as follows:

Year Ended
December 29, December 30, December 31,
2002 2001 2000

(In millions)

Total Revenues:

United States ................. .. $ 191.7 $ 244.6 $ 396.5
Other North America . ............... ..., 53.4 80.2 73.8
Korea.......o.o o 304.4 264.8 321.0
Asia/Pacific ........ ... ... .. 712.3 637.3 764.9
Europe. ... 150.1 180.8 227.0
Total .. ... $1,411.9 $1,407.7 $1,783.2

In 2002, 2001 and in 2000, sales to Samsung Electronics accounted for 11.5%, 10.1% and 8.9%,
respectively, of the Company’s total revenues.

Geographic property, plant and equipment balances as of December 29, 2002 and December 30, 2001 are
based on the physical locations within the indicated geographic areas and are as follows:

December 29, December 30,
2002 2001

(In millions)

Property, Plant & Equipment, Net:

United SEates ... ...ttt $333.5 $326.3
Korea . ..o 196.9 190.6
Philippines . .. ... oot 50.3 57.5
Malaysia . ... 55.1 71.3
All Others ... 29.1 173

Total. . ..o $664.9 $663.0

Note 16 — Acquisitions and Divestures

On March 25, 2002, the Company completed its acquisition of the assets of Signal Processing
Technologies, Inc. (SPT), a wholly-owned subsidiary of Toko, Inc., for approximately $4.0 million in cash.
The acquired business, located in Colorado Springs, Colorado, markets high performance analog-to-digital
and digital-to-analog converters and comparators for the consumer, communications and industrial markets.
The purchase also includes a design center in Horten, Norway.

The transaction was accounted for as a purchase and the acquired business’s results of operations since
the date of acquisition have been included in the accompanying statement of operations. In connection with
the SPT purchase, the Company recorded a non-recurring charge of $0.7 million for in-process research and
development. The remaining purchase price was allocated to various tangible and identifiable intangible assets,
which will be amortized over their estimated useful lives of 5 years.

On March 20, 2002, the Company completed its acquisition of the cross-point switch product line and
associated intellectual property of I-Cube, Inc. (I-Cube) for approximately $1.0 million in cash. Cross-point
switch products are critical to Internet infrastructure, data communications, telecommunications, broadcast
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video, test equipment and digital signal processing. The transaction was accounted for as a purchase and the
acquired product line’s results of operation since the date of acquisition have been included in the
accompanying statement of operations. The purchase price was allocated entirely to in-process research and
development.

On March 20, 2002, the Company sold its military and space-related discrete power product line to
International Rectifier Corporation for approximately $29.6 million in cash. As a result of the sale, the
Company recorded a gain of $21.1 million, which was net of the assets acquired by International Rectifier,
transaction fees and other exit costs associated with the sale.

On September 5, 2001, the Company completed its acquisition of Impala Linear Corporation (Impala)
for approximately $4.6 million, subject to post-closing adjustments, paid in the Company’s common stock.
Impala designs analog power management semiconductors for a wide range of portable devices including
laptops, MP3 players, cell phones, portable test equipment and PDA’s. The transaction was accounted for as a
purchase and the acquired business’s results of operations since the date of acquisition have been included in
the accompanying statement of operations. The purchase price has been allocated based on estimated fair
values at the date of acquisition. In connection with the Impala acquisition, the Company recorded a
$1.0 million charge for in-process research and development. The allocation resulted in acquired goodwill of
approximately $5.1 million.

On March 16, 2001, the Company completed its acquisition of DPP for a purchase price of approximately
$344.2 million in cash, including related acquisition expenses, subject to post-closing adjustments. DPP was a
leading provider of silicon-based discrete power devices for the computer, communications, industrial,
automotive, and space and defense end-user markets. The transaction was accounted for as a purchase and
DPP’s results of operations since the date of acquisition have been included in the accompanying statement of
operations. The purchase price has been allocated based on estimated fair values at the date of acquisition. In
connection with the DPP acquisition, the Company recorded a charge of $12.8 million for in-process research
and development. The allocation resulted in acquired goodwill of approximately $166.1 million, with the
remainder of the purchase price in excess of the fair value of net tangible assets allocated to various other
intangible assets.

On September 8, 2000, the Company completed its acquisition of the power management business of
Micro Linear Corporation (Micro Linear) for a purchase price of approximately $11.0 million in cash. Micro
Linear’s power management business consists of analog products including offline power switches, low power
battery management, video filters and bus terminators. The transaction was accounted for as a purchase and
Micro Linear’s results of operations since the date of acquisition have been included in the accompanying
statements of operations. In connection with the Micro Linear acquisition, the Company recorded a charge of
$3.3 million for in-process research and development. The purchase price in excess of the fair value of net
tangible and identifiable intangible assets was recorded as goodwill in the amount of $3.2 million.

On September 8, 2000, the Company also completed its acquisition of KOTA Microcircuits, Inc.
(KOTA) for approximately $12.1 million, paid in the Company’s common stock. For the KOTA acquisition,
the Company issued 247,192 shares of common stock with 59,034 held in escrow. KOTA designs manufac-
tures and markets high-performance operational amplifiers and other standard linear products. The transaction
was accounted for as a purchase and KOTA'’s results of operations since the date of acquisition have been
included in the accompanying statements of operations. In connection with the KOTA acquisition, the
Company recorded a charge of $2.5 million for in-process research and development. The purchase price in
excess of the fair value of net tangible and identifiable intangible assets was recorded as goodwill in the
amount of $8.1 million.

On May 28, 2000, the Company completed its acquisition of QT Optoelectronics, Inc. (QTO) for
approximately $92.0 million, 86.6 percent paid in the Company’s common stock (1,918,002 shares) with the
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remainder paid in cash. In addition, in conjunction with the acquisition, the Company assumed and
immediately repaid $14.0 million of QTO’s long-term debt. QTO designs, manufactures and markets LED
lamps and displays, infrared components, custom optoelectronics and optocouplers and is the world’s largest
independent company solely focused on optoelectronics. The transaction was accounted for as a purchase and
QTO’s results of operations since the date of acquisition have been included in the accompanying statements
of operations. In connection with the QTO acquisition, the Company recorded a charge of $3.2 million for in-
process research and development. The remaining purchase price in excess of the fair value of net tangible
assets was recorded as goodwill in the amount of $60.3 million and to various other intangible assets.

All acquisitions completed for 2002, 2001 and 2000 are immaterial and, therefore, no pro forma results of
operations are presented.

Note 17 — Derivatives

Effective January 1, 2001, the Company adopted SFAS No. 133, Accounting for Derivative Instruments
and Hedging Activities, which establishes accounting and reporting standards for derivative instruments,
including certain derivative instruments embedded in other contracts and for hedging activities, and
SFAS No. 138 Accounting for Certain Derivatives and Hedging Activities — An Amendment of FASB
Statement No. 133, which modified certain provisions of SFAS No. 133. All derivatives, whether designated as
hedging relationships or not, are required to be recorded on the balance sheet at fair value. The Company
utilizes fair value hedges, as defined by SFAS No. 133 and SFAS No. 138, to hedge certain foreign currency
balance sheet exposures and cash flow hedges to hedge certain foreign currency forecasted revenue streams. If
the derivative is designated as a fair value hedge, the changes in the fair value of the derivative and of the
hedged item attributable to the hedged risk are recognized in earnings. If the derivative is designated as a cash
flow hedge, the effective portions of changes in fair value of the derivative are recorded in other comprehensive
income (OCI) and are recognized in the income statement when the hedged item affects earnings. Ineffective
portions of changes in the fair value of cash flow hedges are recognized in earnings.

The Company monitors its foreign currency exposures to maximize the overall effectiveness of its foreign
currency hedge positions. Principal currencies hedged include the Euro and the Japanese yen. The Company’s
objectives for holding derivatives are to minimize the risks using the most effective methods to reduce the
impact of these exposures.

Changes in the fair value of derivative instruments related to time value are included in the assessment of
hedge effectiveness. Hedge ineffectiveness, determined in accordance with SFAS No. 133 and SFAS No. 138,
had no impact on earnings for the years ended December 29, 2002 and December 30, 2001. No cash flow
hedges were derecognized or discontinued in 2002 or 2001.

The adoption of SFAS No. 133 and SFAS No. 138 on January 1, 2001, resulted in no cumulative
adjustment to income or OCI as no cash flow derivative instruments were outstanding at December 31, 2000.
Note 18 — Condensed Consolidated Financial Statements

Fairchild International and certain of Fairchild Semiconductor Corporation’s subsidiaries are guarantors
under the Senior Subordinated Notes. Accordingly, presented below are condensed consolidating balance
sheets of Fairchild International as of December 29, 2002 and December 30, 2001 and related condensed
consolidating statements of operations and cash flows for 2002, 2001, and 2000.
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December 29, 2002

Unconsolidated Unconsolidated Consolidated
Fairchild Fairchild Non- Fairchild
Semiconductor Semiconductor Guarantor Guarantor Semiconductor
International, Inc. Corporation Subsidiaries  Subsidiaries Eliminations International, Inc.

(In millions)

ASSETS

Current assets:
Cash and cash equivalents. . . ... $ — $ 593.4 $ — $249 § — $ 618.3
Short term marketable securities — 2.0 — — — 2.0
Accounts receivable, net ....... — 24.4 1.3 124.9 — 150.6
Inventories................... — 106.5 16.9 85.4 — 208.8
Deferred income taxes......... — 26.8 0.8 0.5 — 28.1
Other current assets .. ......... — 3.8 0.1 8.6 — 12.5
Total current assets ......... — 756.9 19.1 244.3 — 1,020.3
Property, plant and equipment, net — 268.9 64.6 3314 — 664.9
Deferred income taxes........... 5.9 72.3 12.7 (9.3) — 81.6
Intangible assets, net ............ — 13.6 287.5 137.4 — 438.5
Long-term marketable securities . . — 30.4 — — — 30.4
Investment in subsidiary ......... 1,210.4 1,010.6 156.0 14.4 (2,391.4) —
Other assets.................... — 394 1.7 11.3 — 52.4
Total assets ................ $1,216.3 $2,192.1 $541.6 $729.5  $(2,391.4) $2,288.1

LIABILITIES AND
STOCKHOLDERS’ EQUITY

Current liabilities:
Current portion of long-term

debt ..o $  — $ 04 $ — $ — 8 — $ 04
Accounts payable ............. — 50.7 39 59.1 — 113.7
Accrued expenses and other

current liabilities. ........... — 59.8 4.6 28.4 — 92.8

Total current liabilities. . . . ... — 110.9 8.5 87.5 — 206.9

Long-term debt, less current
portion ...................... — 852.8 — — — 852.8
Net intercompany (receivable)
payable...................... — 15.9 (50.8) 34.9 — —
Other liabilities . . ............... — 3.2 1.7 8.3 — 13.2
Total liabilities ............. — 982.8 (40.6) 130.7 — 1,072.9
Commitments and contingencies
Stockholders’ equity:
Class A common stock ........ 1.2 — — — — 1.2
Additional paid-in capital ... ... 1,221.1 — — — — 1,221.1
Retained earnings (deficit) .. ... (2.4) 1,210.4 582.2 598.8 (2,391.4) (2.4)
Accumulated other

comprehensive loss . ......... — (1.1) — — — (1.1)
Less treasury stock (at cost) ... (3.6) — — — — (3.6)

Total stockholders’ equity . . .. 1,216.3 1,209.3 582.2 598.8 (2,391.4) 1,215.2

Total liabilities and

stockholders’ equity ....... $1,216.3 $2,192.1 $541.6 $729.5 $(2,391.4) $2,288.1
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC.
CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS

Revenue:
Net sales —trade .............
Net sales — intercompany. . . ...
Contract manufacturing . .......

Total revenue
Operating expenses:
Cost of sales —trade . .........
Cost of sales — intercompany . . .

Cost of contract
manufacturing..............

Research and development

Selling, general and
administrative

Amortization of acquisition-
related intangibles...........

Purchased in-process research
and development............

Restructuring and impairments. .

Total operating expenses

Operating income (loss)

Interest expense

Interest income . ................
Other (income) expense, net .. ...
Equity in subsidiary (income)
10SS oo
Income (loss) before income
taxes........ ..ol
Provision (benefit) for income
taxes. ... ..o

Net income (loss)

Year Ended December 29, 2002

Unconsolidated Unconsolidated Consolidated
Fairchild Fairchild Non- Fairchild
Semiconductor Semiconductor Guarantor Guarantor Semiconductor
International, Inc. Corporation Subsidiaries  Subsidiaries Eliminations International, Inc.
(In millions)

$ — $ 206.8 $ 3.6 $1,154.1 $ — $1,364.5
— 918.2 145.8 369.5  (1,433.5) —
— 36.4 — 11.0 — 47.4
— 1,161.4 149.4 1,534.6 (1,433.5) 1,411.9
— 60.1 3.0 961.7 — 1,024.8
— 923.2 142.0 368.3 (1,433.5) —
— 30.8 — 6.1 — 36.9
— 35.3 22.3 24.6 — 82.2
— 57.7 39.7 47.7 — 145.1
— — 9.3 28.5 — 37.8
— 1.0 0.7 — — 1.7
— 7.4 2.4 2.4 — 12.2
— 1,115.5 219.4 1,439.3 (1,433.5) 1,340.7
— 459 (70.0) 95.3 — 71.2
— 99.2 — — — 99.2
— (11.4) (0.2) (1.0) — (12.6)
— 22.1 (21.1) — — 1.0
2.5 (42.0) (64.3) — 103.8 —
(2.5) (22.0) 15.6 96.3 (103.8) (16.4)
— (19.5) (0.4) 6.0 — (13.9)
2.5) $ (25) $160 $ 903 $ (103.8) $ (2.5)
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC.
CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS

Cash flows provided by operating

Investing activities:
Capital expenditures ........
Purchase of molds and tooling

Purchase of long-term
marketable securities ... ...

Purchase of strategic
investments ..............

Acquisitions and divestitures,
net of cash acquired.......

Investment (in) from affiliate
Cqsh prgvided by ‘(used in)
investing activities ......
Financing activities:
Repayment of long-term debt

Proceeds from issuance of
common stock and from
exercise of stock options,
net ........ ... ... ...

Purchase of treasury stock ...

Cash provided by (used in)
financing activities .. ....

Net change in cash and cash
equivalents.................

Cash and cash equivalents at
beginning of period .........

Cash and cash equivalents at
end of period...............

Supplemental Cash Flow
Information:

Cash paid (received), net
during the period for:

Income taxes.............

Interest .................

Year Ended December 29, 2002

Unconsolidated

Fairchild
Semiconductor

International, Inc.

Unconsolidated Consolidated
Fairchild Non- Fairchild
Semiconductor Guarantor Guarantor Semiconductor
Corporation Subsidiaries Subsidiaries International, Inc.

(In millions)

— $ 704 $ 5.5 $ 61.2 $ 137.1

— (63.2) (5.5) (61.3) (130.0)

_ — — (3.1) (3.1)

— (30.4) — — (30.4)

— (2.0) — (2.0)

— 23.9 — — 23.9
(403.8) 403.8 — — e
(403.8) 332.1 (5.5) (64.4) _(141.6)

— (285.4) — — (285.4)
411.1 — — — 411.1

(1.3) — — — (1.3)
403.8 (285.4) — — 118.4

— 117.1 — (3.2) 113.9

— 476.3 — 28.1 504.4

— $ 593.4 § — $ 24.9 $ 618.3

— $ (6.0) $ — $ 3.7 $(23)

— $ 851 $ — $ — $ 851
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC.
CONDENSED CONSOLIDATING BALANCE SHEETS

December 30, 2001

Unconsolidated  Unconsolidated Consolidated
Fairchild Fairchild Non- Fairchild
Semiconductor  Semiconductor  Guarantor  Guarantor Semiconductor

International, Inc.  Corporation  Subsidiaries Subsidiaries Eliminations International, Inc.
(In millions)

ASSETS
Current assets:

Cash and cash equivalents .. .. $ — $ 476.3 $ — $ 28.1 $ — $ 504.4

Accounts receivable, net .. .. .. — 31.8 1.4 100.4 — 133.6

Inventories ................. — 113.9 21.0 74.2 — 209.1

Deferred income taxes........ — 15.2 0.8 0.4 — 16.4

Other current assets.......... = 3.9 0.1 8.0 — 12.0

Total current assets ........ — 641.1 23.3 211.1 — 875.5
Property, plant and equipment,

(<] — 258.8 67.6 336.6 — 663.0
Deferred income taxes.......... 5.9 54.0 12.9 (11.3) — 61.5
Intangible assets, net ........... — 14.0 300.8 165.0 — 479.8
Investment in subsidiary ........ 801.1 894.9 154.0 2.0 (1,852.0) —
Other assets .................. = 54.6 3.0 11.8 — 69.4

Total assets . .............. $807.0 $1,917.4 $561.6 $715.2 $(1,852.0) $2,149.2
LIABILITIES AND

STOCKHOLDERS’ EQUITY
Current liabilities:

Current portion of long-term

debt ............. ... $ — $ 04 $ — $ — $ — $ 04
Accounts payable . ........... — 48.1 7.5 51.1 — 106.7
Accrued expenses and other

current liabilities .......... — 59.3 3.2 20.2 — 82.7

Total current liabilities . . ... — 107.8 10.7 71.3 — 189.8

Long-term debt, less current

portion ..................... — 1,138.2 — — — 1,138.2
Net intercompany

(receivable) payable ......... — (136.1) (22.1) 158.2 — —
Other liabilities. . .............. — 6.4 2.0 4.8 — 13.2

Total liabilities ............ — 1,116.3 (9.4) 234.3 — 1,341.2

Commitments and contingencies
Stockholders’ equity:

Class A common stock ....... 1.0 — — — — 1.0

Class B common stock ....... — — — — — —

Additional paid-in capital .. ... 809.7 — — — — 809.7

Retained earnings............ 0.1 800.1 571.0 480.9 (1,852.0) 0.1

Accumulated other

comprehensive income. . . . .. — 1.0 — — — 1.0
Less treasury stock (at cost) .. (3.8) — — — — (3.8)
Total stockholders’ equity . . . 807.0 801.1 571.0 480.9 (1,852.0) 808.0

Total liabilities and

stockholders’ equity . .. ... $807.0 $1,917.4 $561.6 $715.2 $(1,852.0) $2,149.2
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC.
CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS

Year Ended December 30, 2001

Unconsolidated  Unconsolidated Consolidated
Fairchild Fairchild Non- Fairchild
Semiconductor Semiconductor Guarantor Guarantor Semiconductor
International, Inc. Corporation Subsidiaries Subsidiaries Eliminations International, Inc.
(In millions)
Revenue:

Net sales — trade . ... $ — $ 2449 $ 56.9 $1,037.1 $ — $1,338.9
Net sales —

intercompany ... ... — 883.3 92.2 289.9 (1,265.4) —
Contract manufacturing — 58.0 — 10.8 — 68.8

Total revenue . ... .. — 1,186.2 149.1 1,337.8 (1,265.4) 1,407.7

Operating expenses:

Cost of sales......... — 125.2 45.2 835.6 — 1,006.0
Cost of sales —

intercompany . .. ... — 915.2 88.4 261.8 (1,265.4) —
Cost of contract

manufacturing .. ... — 41.5 — 6.1 — 47.6
Research and

development . . .. ... — 40.8 21.2 21.0 — 83.0
Selling, general and

administrative . . .. .. — 89.3 17.1 479 — 154.3

Amortization of
acquisition-related
intangibles ........ — 04 23.1 29.6 — 53.1

Purchased in-process
research and

development . . .. ... — 1.0 12.8 — — 13.8
Restructuring and
impairments . ...... — 14.1 3.1 4.2 — 21.4
Total operating
expenses . ....... — 1,227.5 210.9 1,206.2 (1,265.4) 1,379.2
Operating income (loss) — (41.3) (61.8) 131.6 — 28.5
Interest expense . ....... — 103.6 0.1 0.2 — 103.9
Interest income ........ — (14.5) (0.4) (0.4) — (15.3)
Other expense, net. .. ... — 4.0 — — — 4.0
Equity in subsidiary
(income) loss........ 41.7 (69.0) (12.5) — 39.8 —

Income (loss) before
income taxes ........ (41.7) (65.4) (49.0) 131.8 (39.8) (64.1)

Provision (benefit) for

income taxes ........ (23.7) (0.7) 2.0 — (22.4)

Net income (loss) ... ... $(41.7) $ (41.7) $(48.3) $ 129.8 $  (39.8) $ (41.7)
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC.
CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS

Year Ended December 30, 2001

Unconsolidated Unconsolidated Consolidated
Fairchild Fairchild Non- Fairchild
Semiconductor Semiconductor Guarantor Guarantor Semiconductor
International, Inc. Corporation Subsidiaries ~ Subsidiaries  International, Inc.

(In millions)

Cash flows provided by operating

activities: ................... $ — $ 102.1 $ 0.8 $ 52.9 $ 155.8
Investing activities:

Capital expenditures . ......... — (69.5) (0.7) (47.6) (117.8)
Proceeds from sale of property,

plant and equipment........ — 4.1 — — 4.1
Purchase of molds and tooling. . . — — (0.1) (4.5) (4.6)
Purchase of strategic

investments ............... — (3.5) — — (3.5)
Acquisitions, net of cash

acquired ......... ... ...... — (344.5) — — (344.5)
Investment (in) from affiliate . . 1.5) 1.5 — — —

Cash used in investing

activities . ............... 1.5) (411.9) (0.8) (52.1) (466.3)
Financing activities:

Repayment of long-term debt . . — (120.5) — — (120.5)
Issuance of long-term debt . ... — 550.0 — — 550.0
Proceeds from issuance of

common stock and from

exercise of stock options, net 7.3 — — — 7.3
Purchase of treasury stock .. ... (5.8) — — — (5.8)
Debt issuance costs........... — (17.9) — — (17.9)

Cash provided by financing

activities . . .............. 1.5 411.6 — — 413.1

Net change in cash and cash
equivalents .................. 101.8 — 0.8 102.6

Cash and cash equivalents at
beginning of period ...........

374.5 — 27.3 401.8

Cash and cash equivalents at end
of period....................

o
I
o
I
Q
=)
w
&+
I

$ 28.1 $ 504.4

Supplemental Cash Flow
Information:

Cash paid (received) during the
period for:

$ 16.8

o~
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2
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Income taxes ..............
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Interest...................
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC.
CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS

Year Ended December 31, 2000

Unconsolidated Unconsolidated Consolidated
Fairchild Fairchild Non- Fairchild
Semiconductor Semiconductor Guarantor Guarantor Semiconductor
International, Inc. Corporation Subsidiaries Subsidiaries Eliminations International, Inc.
(In millions)
Revenue:

Net sales-trade . . ... ... A $ 390.1 $ 423 $1,249.2 $ — $1,681.6
Net sales-intercompany — 1,063.3 19.2 97.8 (1,180.3) —
Contract manufacturing — 76.5 — 25.1 — 101.6

Total revenue . ...... — 1,529.9 61.5 1,372.1 (1,180.3) 1,783.2

Operating expenses:

Cost of sales . ......... — 121.2 31.0 926.5 — 1,078.7
Cost of sales-

intercompany . ...... — 1,085.0 18.3 77.0 (1,180.3) —
Cost of contract

manufacturing. ... ... — 54.5 — 10.8 — 65.3
Research and

development ........ — 48.9 14.0 21.0 — 83.9
Selling, general and

administrative . . ... .. — 28.9 9.6 147.9 — 186.4

Amortization of
acquisition-related
intangibles.......... — 0.2 7.1 30.3 — 37.6

Purchased in-process
research and

development ........ — 5.8 — 3.2 — 9.0
Restructuring and
impairments ........ — (2.3) (3.3) — — (5.6)
Total operating
eXpenses . ........ — 1,342.2 76.7 1,216.7 (1,180.3) 1,455.3
Operating income (loss) . . — 187.7 (15.2) 155.4 — 327.9
Interest expense ......... — 81.3 — — — 81.3
Interest income ......... — (22.2) 0.2) (0.9) — (23.3)
Other income, net ....... — (0.8) — — — (0.8)
Equity in subsidiary
income............... (267.2) (133.1) (98.0) — 498.3 —
Income before income
taxes ........o..eii.... 267.2 262.5 83.0 156.3 (498.3) 270.7
Provision (benefit) for
income taxes.......... (5.9) (4.7) (8.2) 16.4 — (2.4)
Net income . .......... $ 273.1 $ 267.2 $ 91.2 $ 139.9 $ (498.3) $ 273.1
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FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC.

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS

Cash flows provided by (used in)
operating activities: ................

Cash flows from investing activities:
Capital expenditures ...............

Proceeds from sale of property, plant
and equipment . .................

Purchase of molds and tooling. ... ...
Purchase of strategic investments .. ..
Acquisitions, net of cash acquired. . ..
Investment (in) from affiliate .......
Cash provided by (used in)
investing activities .............
Cash flows from financing activities:

Repayment of long-term debt .......
Issuance of long-term debt..........

Proceeds from issuance of common
stock and from exercise of stock
options, net.....................

Purchase of treasury stock ..........
Debt issuance costs .. ..............
Cash provided by (used in)
financing activities ... ..........
Net change in cash and cash equivalents
Cash and cash equivalents at beginning
of period .............. ... .. ......

Cash and cash equivalents at end of
period ...... ...

Supplemental Cash Flow Information:
Cash paid during the year for:
Income taxes ...................

Interest . .......... ... ... ... ....

Year Ended December 31, 2000
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Unconsolidated Unconsolidated Consolidated
Fairchild Fairchild Non- Fairchild
Semiconductor Semiconductor Guarantor Guarantor Semiconductor
International, Inc. Corporation Subsidiaries Subsidiaries International, Inc.
(In millions)
$  — $ 271.2 $(70.3) $ 180.2 $ 381.1

— (134.0) (0.2) (167.7) (301.9)

— — 3.5 — 3.5

— — — (6.6) (6.6)

— (7.2) — — (7.2)

— (10.7) (23.8) — (34.5)
(244.2) 153.4 90.8 — —
(244.2) 1.5 70.3 (174.3) (346.7)
— (133.6) — — (133.6)

— 120.2 — — 120.2
248.7 — — — 248.7
(4.5) — — — (4.5)

— (2.1) — — (2.1)
244.2 (15.5) — — 228.7
— 257.2 — 5.9 263.1

— 117.3 — 21.4 138.7

$ — $ 374.5 $ — $ 273 $ 401.8
$ — $ 1.2 $ — $ 45 $ 57
$ — $ 726 $ — $ — $ 72.6



Note 19 — Unaudited Quarterly Financial Information

The following is a summary of unaudited quarterly financial information for 2002 and 2001 (in millions, except per
share amounts):

2002
First Second Third Fourth
Total TEVENUE . . ..ottt et ettt et e $336.9 $360.5 $360.6 $353.9
GTOSS Profit . ..ot 79.6 96.4 90.1 84.1
Net income (10SS)(a) ..o vt 2.7 (13.0) 4.3 3.5
Basic earnings (loss) per common share ......................... $ 003 $(0.12) $0.04 $ 0.03
Diluted earnings (loss) per common share ....................... $ 003 $(0.12) $0.04 $ 0.03
2001
First Second Third Fourth
TOtal TEVENUE . . .o\ttt $385.3  $372.4  $325.4  $324.6
Gross Profit . ... 118.1 92.5 65.1 78.4
Net income (108s) (D) ..o vvv it e 1.6 (8.0) (19.1) (16.2)
Basic earnings (loss) per common share ......................... $ 0.02 $(0.08) $(0.19) $(0.16)
Diluted earnings (loss) per common share ....................... $ 0.02 $(0.08) $(0.19) $(0.16)

Note: Amounts may not add due to rounding

(a) Includes a total of $1.7 million for in-process research and development charges recorded in the first quarter, a total
of $12.2 million for restructuring and impairments recorded in the first and fourth quarters, $22.1 million for costs
associated with the redemption of 10"z Notes in the second quarter, $1.6 million inventory charge associated with the
Analog restructuring recorded in the fourth quarter and a $21.1 million gain on the sale of the space and defense
product line in the first quarter.

(b) Includes a total of $13.8 million for in-process research and development charges recorded in the first and third
quarters, a total of $21.4 million for restructuring and impairments, $2.5 million recorded in the second quarter for
the write-off of the digitizer product line in the Company’s Analog and Mixed Signal Segment and $4.0 million,
recorded in the fourth quarter for the write-off of an equity investment.

Note 20 — Subsequent Event

On January 16, 2003, the Company announced the closing of its 6-inch Fab in Mountaintop, Pennsylvania. The
products currently built in this 6-inch fab are planned to be either converted into other products or transferred to other
locations. The total cost of this closure is anticipated to cost approximately $20 to $25 million, and will include severance
and related expenses along with the write-off of related fixed assets. All closure activity is anticipated to be completed by
the end of 2003.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.

PART III

Item 10. Directors and Executive Officers of the Registrant

The information regarding directors set forth under the caption “Proposal 1 — Election of Directors” appearing in
our definitive proxy statement for the Annual Meeting of Stockholders to be held on May 8, 2003, which will be filed with
the Securities and Exchange Commission not later than 120 days after December 29, 2002 (the “2003 Proxy
Statement”), is incorporated by reference.

The information regarding executive officers set forth under the caption “Executive Officers” in Item 1 of this
Annual Report on Form 10-K is incorporated by reference.

Item 11. Executive Compensation

The information set forth under the caption “Executive Compensation” in the 2003 Proxy Statement is incorporated
by reference.

Item 12. Security Ownership of Certain Holders and Management

The information set forth under the caption “Stock Ownership by 5% Stockholders, Directors and Certain Executive
Officers” in the 2003 Proxy Statement is incorporated by reference.

Item 13. Certain Relationships and Related Transactions

The information set forth under the caption “Certain Relationships and Related Transactions” in the 2003 Proxy
Statement is incorporated by reference.

Item 14. Controls and Procedures

(a) Evaluation of disclosure controls and procedures. Under new Securities and Exchange Commission
(SEC) regulations implementing portions of the Sarbanes-Oxley Act of 2002, our chief executive officer and our chief
financial officer are required to certify in this report their responsibility for establishing and maintaining disclosure controls
and procedures designed to ensure that material information relating to our company is made known to them. Our CEO
and CFO are also required to certify that they have evaluated the effectiveness of our disclosure controls and procedures
as of a date within 90 days prior to the filing of this report, and that they have presented in this report their conclusions
about the effectiveness of the disclosure controls and procedures as a result of the evaluation. Based on their evaluation,
our CEO and CFO have concluded that our disclosure controls and procedures are effective, providing them with material
information relating to the company as required to be disclosed in the reports we file with the SEC on a timely basis.

(b) Changes in internal controls. There were no significant changes in the company’s internal controls or in other
factors that could significantly affect the company’s disclosure controls and procedures subsequent to the date of the CEO
and CFO’s evaluation discussed in paragraph (a) above, nor were there any significant deficiencies or material weaknesses
in the company’s internal controls.

Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K
(a) (1) Financial Statements. Financial Statements included in this annual report are listed under Item 8.

(2) Financial Statement Schedules. Financial statement schedules included in this report are listed under
Item 15(c).

(3) List of Exhibits. See the Exhibit Index beginning on page 86 in this annual report.
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(b) Reports on Form 8-K: On October 18, 2002, we filed a current report on Form 8-K relating to financial
information for the three and nine months ended September 29, 2002 and forward looking statements relating to the
fourth quarter and the year ended December 29, 2002, as announced in a press release dated October 17, 2002. The press
release is incorporated in, and filed as an exhibit to, the current report.

On December 5, 2002, we filed a current report on Form 8-K relating to the update of our forward-looking guidance
for the fourth quarter of 2002, as announced in a press release dated December 5, 2002. The press release is incorporated
in, and filed as an exhibit to, the current report.

(¢) Financial Statement Schedules.
Schedule II — Valuation and Qualifying Accounts
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REPORT OF INDEPENDENT ACCOUNTANTS ON
FINANCIAL STATEMENT SCHEDULE

The Board of Directors
Fairchild Semiconductor International, Inc.

Under the date of January 17, 2003, we reported on the consolidated balance sheets of Fairchild Semiconductor
International, Inc. and subsidiaries as of December 29, 2002 and December 30, 2001, and the related consolidated
statements of operations, stockholders’ equity, comprehensive income (loss) and cash flows for each of the years in the
three year period ended December 29, 2002. In connection with our audits of the aforementioned consolidated financial
statements, we also audited the related financial statement schedule listed in Item 14(c). This financial statement
schedule is the responsibility of the Company’s management. Our responsibility is to express an opinion on this financial
statement schedule based on our audits.

In our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial
statements taken as a whole, presents fairly, in all material respects, the information set forth therein.

As discussed in Note 2 to the consolidated financial statements, effective December 31, 2001, the Company adopted
Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets.”

KPme P

January 17, 2003
Boston, Massachusetts
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Schedule IT — Valuation and Qualifying Accounts

Deferred tax

Returns and valuation
Description Allowances allowance Total
(In millions)
Balances at December 26, 1999 . . .. .. $ 13.7 $ 80.3 $ 94.0
Charged to coSts and €XPENSES . . . oottt et e 32.0 (67.4) (35.4)
Balance of acquired company (1) ....... ... — 1.3 1.3
Deductions ... ...ttt (28.2) — (28.2)
Charged to other accounts (1) .. ..ottt i 0.8 (12.9) (12.1)
Balances at December 31, 2000 . .. ... . 18.3 1.3 19.6
Charged to costs and EXPEMNSES . . . .« v v vttt ettt e 39.6 2.5 42.1
Balance of acquired company . ............iuiiii — — —
Deductions .. ...... . (46.1) — (46.1)
Charged to other accounts (2) ... oottt et 3.7 — 3.7
Balances at December 30, 2001 . ... ... .. 15.5 3.8 19.3
Charged to costs and EXPENSES . . . oo vttt ettt 43.5 (2.5) 41.0
Balance of acquired company . ... ........ ... — — —
Deductions . ... (43.5) — (43.5)
Charged to other acCounts . ........ ...ttt — — —
Balances at December 29, 2002 . .. ...ttt $ 155 $ 1.3 $ 16.8

(1) For returns and allowances, these amounts represent reserves obtained through the acquisition of QTO. For deferred
tax valuation allowance, these amounts represent income taxes credited directly to stockholders’ equity, and
$1.3 million in valuation reserves obtained through the QTO acquisition.

(2) For returns and allowances, these amounts represent reserves obtained through the acquisition of DPP.

All other schedules are omitted because of the absence of the conditions under which they are required or because
the information required by such omitted schedules is set forth in the financial statements or the notes thereto.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15 (d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

FAIRCHILD SEMICONDUCTOR INTERNATIONAL, INC.

By: /s/  KIRK P. POND

Kirk P. Pond
President and Chief Executive Officer

Date: March 21, 2003

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/  KIrRK P. POND Chairman of the Board of Directors, March 21, 2003
Kirk P. Pond President and Chief Executive Officer
(principal executive officer)
/s/  JOSEPH R. MARTIN Vice Chairman of the Board of Directors, March 21, 2003
Joseph R. Martin Executive Vice President, and Chief Financial
Officer
(principal financial officer)
/s/  ROBIN A. SAWYER Vice President, Corporate Controller March 21, 2003
Robin A. Sawyer (principal accounting officer)
/s/ WILLIAM N. StouT Director March 21, 2003

William N. Stout

/s/ RICHARD M. CASHIN, JR. Director March 21, 2003
Richard M. Cashin, Jr.

/s/ PauL C. SCHORR IV Director March 21, 2003
Paul C. Schorr, IV

/s/  RoNALD W. SHELLY Director March 21, 2003
Ronald W. Shelly

/s/  CHARLES M. CLOUGH Director March 21, 2003
Charles M. Clough

/s/  CHARLES P. CARINALLI Director March 21, 2003
Charles P. Carinalli

83



CERTIFICATIONS

I, Kirk P. Pond, certify that:
1. I have reviewed this annual report on Form 10-K of Fairchild Semiconductor International, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this annual report is being prepared,

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days
prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and 1 have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent
functions):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the registrant’s
auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether or not there were
significant changes in internal controls or in other factors that could significantly affect internal controls subsequent to the
date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and material
weaknesses.

By: /s/ KIrRk P. POND

Kirk P. Pond
Chairman, President and Chief
Executive Olfficer

Date: March 21, 2003

84



CERTIFICATIONS

I, Joseph R. Martin, certify that:
1. I have reviewed this annual report on Form 10-K of Fairchild Semiconductor International, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly
report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a. designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this annual report is being prepared,

b. evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days
prior to the filing date of this annual report (the “Evaluation Date”); and

c. presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent
functions):

a. all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the registrant’s
auditors any material weaknesses in internal controls; and

b. any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether or not there were
significant changes in internal controls or in other factors that could significantly affect internal controls subsequent to the
date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and material
weaknesses.

By: /s/ JOSEPH R. MARTIN

Joseph R. Martin
Vice Chairman of the Board of Directors,
Executive Vice President and Chief
Financial Officer

Date: March 21, 2003
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10.01

10.02

EXHIBIT INDEX

Description

Asset Purchase Agreement, dated as of March 11, 1997, between Fairchild Semiconductor Corporation and
National Semiconductor Corporation. (1)

Acquisition Agreement, dated November 25, 1997, among Fairchild Semiconductor Corporation, Thornwood
Trust and Raytheon Company.(2)

Amendment No. 1 to Acquisition Agreement, dated December 29, 1997, among Fairchild Semiconductor
Corporation, Thornwood Trust and Raytheon Company.(2)

Business Transfer Agreement, dated December 20, 1998, between Samsung Electronics Co., Ltd. and Fairchild
Semiconductor Corporation.(3)

Closing Agreement, dated April 13, 1999, among Samsung Electronics Co. Ltd., Fairchild Korea Semiconductor
Ltd. and Fairchild Semiconductor Corporation.(3)

Asset Purchase Agreement, dated as of January 20, 2001, among Intersil Corporation, Intersil (PA) LLC and
Fairchild Semiconductor Corporation, and Amendment No. 1 thereto, dated as of March 16, 2001.(14)

Restated Certificate of Incorporation.(4)

Certificate of Amendment to Restated Certificate of Incorporation.(5)
Certificate of Amendment to Restated Certificate of Incorporation.(6)
Restated Bylaws.(7)

The relevant portions of the Restated Certificate of Incorporation, as amended. (included in Exhibits 3.01, 3.02
and 3.03)

The relevant portions of the Restated Bylaws. (included in Exhibit 3.04)

Registration Rights Agreement, dated March 11, 1997, among Fairchild Semiconductor International, Inc.,
Sterling Holding Company, LL.C, National Semiconductor Corporation and certain management investors. (8)

Indenture, dated as of April 7, 1999, relating to $300,000,000 aggregate principal amount of 10%% Senior
Subordinated Notes due 2007, among Fairchild Semiconductor Corporation, as Issuer, Fairchild Semiconductor
International, Inc., Fairchild Semiconductor Corporation of California, as Guarantors, and United States Trust
Company of New York, as Trustee.(8)

Form of 10%% Senior Subordinated Notes due 2007. (included in Exhibit 4.04)

Indenture, dated as of January 31, 2001, relating to $350,000,000 aggregate principal amount of 10'>% Senior
Subordinated Notes due 2009, among Fairchild Semiconductor Corporation, as Issuer, Fairchild Semiconductor
International, Inc., Fairchild Semiconductor Corporation of California, QT Optoelectronics, Inc., QT
Optoelectronics, KOTA Microcircuits, Inc., as Guarantors, and United States Trust Company of New York, as
Trustee. (14)

Form of 10'2% Senior Subordinated Notes due 2009. (included in Exhibit 4.06)

Indenture, dated as of October 31, 2001, relating to $200,000,000 aggregate principal amount of 5% Convertible
Senior Subordinated Notes due 2008, among Fairchild Semiconductor Corporation, as Issuer, Fairchild
Semiconductor International, Inc., Fairchild Semiconductor Corporation of California, QT Optoelectronics, Inc.,
QT Optoelectronics, KOTA Microcircuits, Inc., as Guarantors, and The Bank of New York, as Trustee.(9)
Form of 5% Convertible Senior Subordinated Notes due 2008. (included in Exhibit 4.08)

Credit Agreement, dated as of June 6, 2000, among Fairchild Semiconductor Corporation, Fairchild
Semiconductor International, Inc., Credit Suisse First Boston, Fleet National Bank, ABN Amro Bank NV and
certain other lenders named therein.(11)

Amendment No. 2, dated as of August 3, 2001, to the Credit Agreement dated as of June 6, 2001 and as
amended by Amendment No. 1 thereto dated as of May 29, 2001, among Fairchild Semiconductor Corporation,
Fairchild Semiconductor International, Inc., Credit Suisse First Boston, Fleet National Bank, ABN Amro Bank
NV and certain other lenders named therein.(12)
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10.03

10.04

10.05

10.06
10.07
10.08
10.09
10.10
10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20
10.21
10.22

10.23

10.24

10.25

10.26

10.27

10.28

Description

Amendment No. 3, dated as of September 18, 2002, to the Credit Agreement dated as of June 6, 2000 and as
amended by Amendment No. 1, dated as of May 29, 2001, and Amendment No. 2, dated as of August 3, 2001,
among Fairchild Semiconductor Corporation, Fairchild Semiconductor International, Inc., Credit Suisse First
Boston, Fleet National Bank, ABN Amro Bank NV and certain other lenders named therein.(15)

Technology Licensing and Transfer Agreement, dated March 11, 1997, between National Semiconductor
Corporation and Fairchild Semiconductor Corporation. (10)

Environmental Side Letter, dated March 11, 1997, between National Semiconductor Corporation and Fairchild
Semiconductor Corporation. (1)

Fairchild Benefit Restoration Plan.(1)

Fairchild Incentive Plan. (1)

FSC Semiconductor Corporation Executive Officer Incentive Plan.(1)

Fairchild Semiconductor International, Inc. 2000 Stock Option Plan.(11)

Fairchild Semiconductor International, Inc. 2000 Executive Stock Option Plan.(11)

Executive Stock Option Agreements, under the 2000 Executive Stock Option Plan, between Fairchild
Semiconductor International, Inc. and each of Kirk P. Pond, Joseph R. Martin and Daniel E. Boxer.(11)
Executive Stock Option Agreement, under the 2000 Executive Stock Option Plan, between Fairchild
Semiconductor International, Inc. and John M. Watkins, Jr.

Memorandum, dated August 7, 2001, from Kirk P. Pond to certain executive officers in connection with option
cancellation and replacement program.(13)

Executive Stock Option Agreements under the 2000 Executive Stock Option Plan, dated February 22, 2002,
between Fairchild Semiconductor International, Inc. and each of Kirk P. Pond, Joseph R. Martin and Daniel E.
Boxer.(16)

Executive Stock Option Agreements under the 2000 Executive Stock Option Plan, dated February 22, 2002,
between Fairchild Semiconductor International, Inc. and certain other executive officers.(16)

Non-Qualified Stock Option Agreements under the Restated Stock Option Plan, dated February 22, 2002,
between Fairchild Semiconductor International, Inc. and each of Kirk P. Pond, Joseph R. Martin and Daniel E.
Boxer.(16)

Non-Qualified Stock Option Agreements under the Restated Stock Option Plan, dated February 22, 2002,
between Fairchild Semiconductor International, Inc. and certain other executive officers.(16)

Non-Qualified Stock Option Agreements under the Restated Stock Option Plan, each dated February 7, 2002,
between Fairchild Semiconductor International, Inc. and Hans Wildenberg.

Non-Qualified Stock Option Agreements under the Restated Stock Option Plan, dated February 22, 2002,
between Fairchild Semiconductor International, Inc. and each of its non-employee directors.(16)

Fairchild Semiconductor Restated Stock Option Plan.(17)
Fairchild Semiconductor Stock Plan.

Employment Agreement, dated March 11, 2000, between Fairchild Semiconductor Corporation and Kirk P.
Pond.(11)

Amendment to Employment Agreement, dated as of March 7, 2003, between Fairchild Semiconductor
Corporation and Kirk P. Pond.

Employment Agreement, dated March 11, 2000, between Fairchild Semiconductor Corporation and Joseph R.
Martin.(11)

Amendment to Employment Agreement, dated as of November 20, 2002, between Fairchild Semiconductor
Corporation and Joseph R. Martin.

Employment Agreement, dated March 11, 2000, between Fairchild Semiconductor Corporation and Daniel E.
Boxer.(11)

Amendment to Employment Agreement, dated as of November 20, 2002, between Fairchild Semiconductor
Corporation and Daniel E. Boxer.

Employment Letter Agreement between Fairchild Semiconductor Corporation and John M. Watkins, Jr.(16)
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10.29

10.30
10.31
10.32

10.33
10.34

21.01
23.01
99.01

99.02
99.03
(1)
2)
(3)
4)
(5)
(6)
(7)
(8)
9)
(10)
(11)
(12)
(13)

(14)

Description
Promissory Notes, dated July 23, 2002, from John M. Watkins, Jr. in favor of Fairchild Semiconductor
Corporation.

Letter Agreement regarding restricted stock, dated April 3, 2000, between Fairchild Semiconductor Corporation
and John M. Watkins, Jr.

Letter Agreement regarding restricted stock, dated June 5, 2001, between Fairchild Semiconductor Corporation
and Hans Wildenberg.

Intellectual Property License Agreement, dated April 13, 1999, between Samsung Electronics Co. Ltd. and
Fairchild Korea Semiconductor Ltd.(8)

Fairchild Executive Incentive Plan, as amended and restated, effective June 1, 1998(8)

Intellectual Property Assignment and License Agreement, dated December 29, 1997, between Raytheon
Semiconductor, Inc. and Raytheon Company(2)

Subsidiaries.
Consent of KPMG LLP.

Certification, pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
by Kirk P. Pond.

Certification, pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
by Joseph R. Martin.

Code of Ethics.

Incorporated by reference from Fairchild Semiconductor Corporation’s Registration Statement on Form S-4, filed
May 12, 1997 (File No. 333-26897).

Incorporated by reference from Fairchild Semiconductor International, Inc.’s Current Report on Form 8-K, dated
December 31, 1997, filed January 13, 1998.

Incorporated by reference from Fairchild Semiconductor International, Inc.’s Current Report on Form 8-K, dated
April 13, 1999, filed April 27, 1999.

Incorporated by reference from Fairchild Semiconductor International Inc.’s Annual Report on Form 10-K for the
fiscal year ended May 30, 1999, filed August 27, 1999.

Incorporated by reference from Fairchild Semiconductor International Inc.’s Registration Statement on Form S-8,
filed June 29, 2000 (File No. 333-40412).

Incorporated by reference from Amendment No. 1 to Fairchild Semiconductor Corporation’s Registration
Statement on Form S-4, filed April 27, 2001 (File No. 333-58848).

Incorporated by reference from Fairchild Semiconductor International, Inc.’s Registration Statement on Form S-4,
filed March 23, 2000 (File No. 333-33082).

Incorporated by reference from Amendment No. 1 to Fairchild Semiconductor International, Inc.’s Registration
Statement on Form S-1, filed June 30, 1999 (File No. 333-78557).

Incorporated by reference from Fairchild Semiconductor International, Inc.’s Registration Statement on Form S-3,
filed December 21, 2001 (File No. 333-75678).

Incorporated by reference from Amendment No. 3 to Fairchild Semiconductor Corporation’s Registration
Statement on Form S-4, filed July 9, 1997 (File No. 333-28697).

Incorporated by reference from Fairchild Semiconductor International, Inc.’s Quarterly Report on Form 10-Q for
the quarter ended July 2, 2000, filed August 16, 2000.

Incorporated by reference from Fairchild Semiconductor International, Inc.’s Quarterly Report on Form 10-Q for
the quarter ended July 1, 2001, filed August 15, 2001.

Incorporated by reference from Fairchild Semiconductor International, Inc.’s Quarterly Report on Form 10-Q for
the quarter ended September 30, 2001, filed November 14, 2001.

Incorporated by reference from Fairchild Semiconductor International Inc.’s Annual Report on Form 10-K for the
fiscal year ended December 31, 2000, filed March 26, 2001.
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(15) Incorporated by reference from Fairchild Semiconductor International Inc.’s Quarterly Report on Form 10-Q for
the quarter ended September 30, 2002, filed November 13, 2002.

(16) Incorporated by reference from Fairchild Semiconductor International Inc.’s Quarterly Report on Form 10-Q for
the quarter ended March 31, 2002, filed May 15, 2002.

(17) Incorporated by reference from Fairchild Semiconductor International Inc.’s Annual Report on Form 10-K for the
fiscal year ended December 30, 2001, filed March 15, 2002.
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