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Item 1. Financial Statements

Current assets:
Cash and cash equivalents
Short-term investments

PART I: FINANCIAL INFORMATION

MARVELL TECHNOLOGY GROUP LTD.
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

(In thousands, except par value)

ASSETS

Accounts receivable, net of allowances of $1,676 and $1,232

Inventory
Prepaid expenses and other current assets
Deferred income taxes

Total current assets
Property and equipment, net
Goodwill and acquired intangible assets
Other noncurrent assets

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:
Accounts payable
Accrued liabilities
Accrued employee compensation
Accrued facility consolidation charge
Income taxes payable
Deferred income
Current portion of capital lease obligations

Total current liabilities
Capital lease obligations
Other long-term liabilities

Total liabilities

Contingencies (Note 6)
Shareholders’ equity:

Common stock, $0.002 par value; 242,000 shares authorized; 120,135 and 118,577 shares issued

and outstanding
Additional paid-in capital
Deferred stock-based compensation
Accumulated other comprehensive income
Accumulated deficit

Total shareholders’ equity

Total liabilities and shareholders’ equity

October 31, January 31,
2002 2002
$ 119,603 $ 114,483
136,794 135,761
72,152 42,150
48,684 23,600
10,984 14,135
9,287 9,287
397,504 339,416
68,296 52,924
1,616,771 1,680,740
30,828 17,975
$2,113,399 $2,091,055
$ 46,613 $ 30,990
14,182 14,083
12,021 11,755
16,346 —
21,489 17,744
12,443 8,907
3,756 1,039
126,850 84,518
14,397 10,017
5,847 6,793
147,094 101,328
240 238
2,668,993 2,646,757
(8,887) (10,099)
2,014 946
(696,055) (648,115)
1,966,305 1,989,727
$2,113,399 $2,091,055

See accompanying notes to condensed consolidated financial statements.
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MARVELL TECHNOLOGY GROUP LTD.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

(In thousands, except per share amounts)

Net revenue
Operating costs and expenses:
Cost of goods sold (1)
Research and development (1)
Selling and marketing (1)
General and administrative (1)
Amortization of stock-based compensation
Amortization of goodwill and acquired intangible assets
Facilities consolidation charge

Total operating costs and expenses

Operating loss
Interest and other income, net

Loss before income taxes
Provision for income taxes

Net loss

Net loss per share:
Basic and diluted

Weighted average shares:
Basic and diluted

1) Excludes amortization of stock-based compensation as follows:

Cost of goods sold
Research and development
Selling and marketing
General and administrative

See accompanying notes to condensed consolidated financial statements.

Three Months Ended Nine Months Ended
October 31, October 31,
2002 2001 2002 2001
$135,944 $ 73,100 $354,438 $ 205,979
62,925 33,491 162,738 95,071
38,817 24,072 103,025 65,981
12,298 9,980 35,631 29,628
3,582 3,329 10,747 10,048
2,187 4,051 6,661 12,259
21,323 104,508 63,969 313,524
1,763 — 19,562 —
142,895 179,431 402,333 526,511
(6,951) (106,331) (47,895) (320,532)
1,670 1,817 5,715 7,243
(5,281) (104,514) (42,180) (313,289)
2,399 607 5,760 1,995
$ (7,680) $(105,121) $ (47,940) $(315,284)
I I I I
$ (0.06) $  (0.92) $ (0.40) $ (77
I I I I
119,577 114,787 118,851 113,673
$ 125 $ 80 $ 288 $ 243
1,357 2,653 4,272 8,028
514 716 1,373 2,167
191 602 728 1,821
$2,187 $4,051 $6,661 $12,259
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MARVELL TECHNOLOGY GROUP LTD.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(In thousands)

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization
Amortization of stock-based compensation
Amortization of goodwill and acquired intangible assets
Changes in assets and liabilities, net of acquisitions:
Accounts receivable
Inventory
Prepaid expenses and other assets
Accounts payable
Accrued liabilities and other
Accrued employee compensation
Accrued facility consolidation charge
Income taxes payable
Deferred income

Net cash provided by operating activities

Cash flows from investing activities:
Purchases of short-term investments
Sales and maturities of short-term investments
Purchases of investments
Cash received from acquisitions
Acquisition costs
Purchases of property and equipment
Purchases of technology licenses
Other

Net cash used in investing activities
Cash flows from financing activities:
Proceeds from the issuance of common stock
Repurchases of common stock
Principal payments on capital lease obligations

Net cash provided by financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

See accompanying notes to condensed consolidated financial statements.
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Nine Months Ended
October 31,
2002 2001
$(47,940) $(315,284)
14,551 11,971
6,661 12,259
63,969 313,524
(28,602) (8,290)
(23,229) 5,945
(2,193) (6,314)
15,232 (276)
(763) (684)
1,944 5,895
16,346 —
4,343 1,457
3,536 (1,422)
23,855 18,781
(42,016) (38,283)
41,454 19,025
(10,000) (667)
1,098 —
— (29,403)
(22,943) (14,806)
— (2,666)
— (1,850)
(32,407) (68,650)
14,975 11,691
(5) (112)
(1,299) (37)
13,671 11,542
5,119 (38,327)
114,483 184,128
$119,603 $ 145,801
I I
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MARVELL TECHNOLOGY GROUP LTD.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. The Company and its Significant Accounting Policies
The Company

Marvell Technology Group Ltd. (the “Company”), a Bermuda company, was incorporated on January 11, 1995. The Company designs, develops and markets
integrated circuits utilizing proprietary communications mixed-signal processing, or CMSP, and digital signal processing technologies for the communications
and storage markets. On January 21, 2001, the Company acquired Galileo Technology Ltd. (“Galileo”), an Israeli corporation. Galileo develops high-performance
communications internetworking and switching products for the broadband communications market. On June 19, 2002, the Company acquired SysKonnect
GmbH (“SysKonnect”), a German corporation. SysKonnect develops and markets client-server products.

Basis of presentation

The Company’s fiscal year is the 52- or 53-week period ending on the Saturday closest to January 31. In a 52-week year, each fiscal quarter consists of
13 weeks. The additional week in a 53-week year is added to the fourth quarter, making such quarter consist of 14 weeks. Fiscal year 2003 will be comprised of
52 weeks. For presentation purposes only, the financial statements and notes refer to January 31 as the Company’s year-end and April 30, July 31 and October 31
as the Company’s quarter-ends.

The unaudited interim condensed consolidated financial statements have been prepared on the same basis as the annual consolidated financial statements and,
in the opinion of management, reflect all adjustments, which include only normal recurring adjustments, necessary to present fairly the Company’s financial
position as of October 31, 2002, the results of its operations for the three and nine months ended October 31, 2002 and 2001, and its cash flows for the nine
months ended October 31, 2002 and 2001. These condensed consolidated financial statements and related notes are unaudited and should be read in conjunction
with the Company’s audited financial statements and related notes included in the Company’s 2002 Annual Report on Form 10-K. The results of operations for
the three and nine months ended October 31, 2002 are not necessarily indicative of the results that may be expected for any other interim period or for the full
fiscal year.

Revenue recognition

The Company recognizes revenue when persuasive evidence of an arrangement exists, delivery has occurred, the price is fixed or determinable and collection
is reasonably assured. Under these criteria, product revenue is generally recognized upon shipment of product to customers, net of accruals for estimated sales
returns and allowances. However, some of the Company’s sales are made through distributors under agreements allowing for price protection and rights of return
on product unsold by the distributors. Product revenue on sales made through distributors with rights of return is deferred until the distributors sell the product to
end customers. Additionally, collection is not deemed to be “reasonably assured” if customers receive extended payment terms. As a result, revenue on sales to
customers with payment terms substantially greater than the Company’s normal payment terms is deferred and is recognized as revenue as the payments become
due. Deferred revenue less the related cost of the inventories is reported as deferred income.

The provision for estimated sales returns and allowances on product sales is recorded in the same period the related revenues are recorded. These estimates are
based on historical sales returns, analysis of credit memo data and other known factors. Actual returns could differ from these estimates.

The Company also enters into development agreements with some of its customers. Development revenue is recognized under the percentage-of-completion
method, with the associated costs included in research and development expense. The Company estimates the percentage-of-completion of its development

contracts based on an analysis of progress toward completion, which is measured using input measures such as percentage of completion.
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Available-for-sale investments

The amortized cost and fair value of available-for-sale investments are presented in the following tables (in thousands):

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
As of October 31, 2002 Cost Gains Losses Value
Corporate debt securities $109,687 $1,526 $(222) $110,991
U.S., state, county and municipal debt securities 38,404 329 — 38,733
Foreign government securities 9,736 154 (38) 9,852
Equity securities 1,200 407 — 1,607
159,027 2,416 (260) 161,183
Less amounts classified as cash equivalents (24,389) — — (24,389)
Short-term investments $134,638 $2,416 $(260) $136,794
I I L} I
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
As of January 31, 2002 Cost Gains Losses Value
Corporate debt securities $100,232 $ 461 $(738) $ 99,955
State, county and municipal debt securities 25,870 10 97) 25,783
Foreign government securities 13,163 — (92) 13,071
Equity securities 2,400 2,157 — 4,557
141,665 2,628 (927) 143,366
Less amounts classified as cash equivalents (7,605) — — (7,605)
Short-term investments $134,060 $2,628 $(927) $135,761

Inventory

Inventory is stated at the lower of cost or market, cost being determined under the first-in, first-out method. Appropriate consideration is given to
obsolescence, excessive levels, deterioration and other factors in evaluating net realizable value. The components of inventory are presented in the following table
(in thousands):

October 31, January 31,
2002 2002
Work-in-process $40,933 $16,727
Finished goods 7,751 6,873
$48,684 $23,600
I |

Goodwill and purchased intangible assets

In July 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards No. 142 (“SFAS 142”), Goodwill and
Other Intangible Assets, which is effective for fiscal years beginning after December 15, 2001. SFAS requires, among other things, the discontinuance of
goodwill amortization, the reclassification of certain existing recognized intangibles into goodwill, reassessment of the useful lives of existing recognized
intangibles, reclassification of certain intangibles out of previously reported goodwill and the testing for impairment of existing goodwill and other intangibles.
The Company adopted SFAS 142 in February 2002.

As required by SFAS 142, the Company ceased amortizing goodwill of $1.3 billion beginning February 1, 2002 and has reclassified the carrying value at
January 31, 2002 of the acquired workforce of $10.4 million into goodwill because this intangible asset did not arise from contractual or other legal rights and
cannot be separated from the acquired entity and sold, transferred, licensed, rented or exchanged. Also as part of the adoption of SFAS 142, the Company
reassessed the useful lives of its two remaining acquisition-related intangible assets, developed technology and trade name, and determined that the useful life of
the Galileo trade name should be five years from the date of acquisition instead of its previously estimated useful life of ten years. This change in useful life,
which was based on the Company’s expected future use of the Galileo trade name in its selling and marketing activities as well as its expected contribution to
future cash flows, will increase the Company’s trade name amortization expense to $7.5 million per year in fiscal 2003 compared to the $3.3 million it recorded in
fiscal 2002. The impairment test required upon the adoption of SFAS 142 was completed during the six months ended July 31, 2002 and did not identify any
impairment of goodwill. The Company plans to perform an annual impairment review during the fourth quarter of each year, beginning in fiscal 2003, or more
frequently if indicators of impairment exist.
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The following table presents the impact of SFAS 142 on net loss and net loss per share had SFAS 142 been in effect for the three and nine months ended

October 31, 2001:

Three months ended

Nine months ended

October 31, October 31,
2002 2001 2002 2001
Net loss — as reported $(7,680) $(105,121) $(47,940) $(315,284)
Adjustments:
Amortization of goodwill — 83,707 — 251,121
Amortization of acquired workforce previously classified as a
purchased intangible asset — 522 — 1,566
Change in amortization life of trade name — (831) — (2,493)
Net adjustments — 83,398 — 250,194
Net loss — as adjusted $(7,680) $ (21,723) $(47,940) $ (65,090)
I I I I
Basic and diluted net loss per share — as reported $ (0.06) $ (092 $ (0.40) $ (.77
Amortization of goodwill — 0.73 — 221
Amortization of acquired workforce previously classified as a
purchased intangible asset — 0.01 — 0.01
Change in amortization life of trade name — (0.01) — (0.02)
Basis and diluted net loss per share — as adjusted $ (0.06) $ (0.19) $ (0.40) $ (0.57)
I I I L]
The changes in the carrying amount of the goodwill and intangible assets are as follows (in thousands):
As of October 31, 2002 As of January 31, 2002
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
Purchased technology $ 388,955 $(137,632) $ 388,955 $ (79,288)
Trade name 33,241 (9,013) 33,241 (3,388)
Assembled workforce — — 12,532 (2,128)
Total identified intangible assets 422,196 (146,645) 434,728 (84,804)
Goodwill 1,686,674 (345,454) 1,674,142 (343,326)
Total intangible assets $2,108,870 $(492,099) $2,108,870 $(428,130)
L] I L] L]

The aggregate amortization expense of identified intangible assets was $21.3 million and $20.8 million in the third quarter of fiscal years 2003 and 2002,

respectively. The aggregate amortization expense of identified intangible assets was $64.0 million and $62.4 million for the nine months ended October 31, 2002

and 2001, respectively. The estimated total annual amortization expenses of acquired intangible assets is $85.3 million for fiscal years 2003, 2004, and 2005,

respectively and $83.6 million for fiscal year 2006.
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Net loss per share

The Company reports both basic net loss per share, which is based upon the weighted average number of common shares outstanding excluding contingently
issuable or returnable shares, and diluted net loss per share, which is based on the weighted average number of common shares outstanding and dilutive potential
common shares. The computations of basic and diluted net loss per share are presented in the following table (in thousands, except per share amounts):

Three Months Ended Nine Months Ended
October 31, October 31,
2002 2001 2002 2001
Numerator:
Net loss $ (7,680) $(105,121) $(47,940) $(315,284)
Denominator:
Weighted average shares of common stock outstanding 120,081 116,562 119,611 115,950
Less: unvested common shares subject to repurchase (504) (1,775) (760) (2,277)
Weighted average shares — basic 119,577 114,787 118,851 113,673
Effect of dilutive securities-
Unvested common shares subject to repurchase — — — —
Common stock options — — — —
Weighted average shares — diluted 119,577 114,787 118,851 113,673
I I I I
Basic and diluted net loss per share $ (0.06) $ (0,92 $ (0.40) $ 277)
I I I I

Options to purchase 26,466,971 common shares at a weighted average exercise price of $16.54 per share have been excluded from the computation of diluted
net loss per share for the three months and nine months ended October 31, 2002 as their effect would have been anti-dilutive. Options to purchase 22,710,895
common shares at a weighted average exercise price of $13.54 per share have been excluded from the computation of diluted net loss per share for the three and
nine months ended October 31, 2001 as their effect would have been anti-dilutive. Additionally, 504,235 and 760,564 common shares subject to repurchase by the
Company have been excluded from the computations of diluted net loss per share for the three and nine months ended October 31, 2002, respectively, and
1,775,174 and 2,276,747 common shares subject to repurchase by the Company have been excluded from the computations of diluted net loss per share for the
three and nine months ended October 31, 2001, respectively.

Comprehensive loss

The components of comprehensive loss, net of tax, are presented in the following table (in thousands):

Three Months Ended Nine Months Ended
October 31, October 31,
2002 2001 2002 2001

Net loss $(7,680) $(105,121) $(47,940) $(315,284)
Other comprehensive income:
Unrealized gains on available-for-sale investments 300 217 1,068 1,492
Total comprehensive loss $(7,380) $(104,904) $(46,872) $(313,792)

I I I I

Accumulated other comprehensive income, as presented on the accompanying condensed consolidated balance sheets, consists of the unrealized gains and
losses on available-for-sale investments, net of tax.

2. Acquisition

On June 19, 2002, the Company acquired 100% of the shares of SysKonnect through a share purchase agreement. SysKonnect develops and markets client-
server products. The acquisition has been accounted for using the purchase method of accounting, and the operating results of SysKonnect have been included in
the Company’s consolidated financial statements from the date of acquisition. The total purchase price of the acquisition was approximately $9.5 million. The
purchase price consisted of restricted shares and options granted to SysKonnect shareholders to purchase a total of 300,000 shares of the Company’s common
stock (fair value of $7.3 million), settlement of a loan receivable of $1.9 million, and acquisition related expenses of approximately $0.3 million.
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The aggregate purchase price was allocated as follows (in thousands):

Net tangible assets $4,060
Deferred compensation 5,450
Aggregate purchase price $9,510

The amount allocated to deferred stock-based compensation relates to the intrinsic value of the unvested restricted stock and stock options issued. The restricted
stock and stock options vest over a period of four years. This deferred stock-based compensation is amortized on an accelerated basis over the vesting period of
the individual awards consistent with the method described in FIN28.

3. Facilities Consolidation Charge

During the three months ended April 30, 2002, the Company recorded a $17.8 million charge associated with costs of consolidation of its facilities. This
charge included $10.8 million in lease abandonment charges relating to the consolidation of the Company’s three facilities in the Silicon Valley into one location.
The lease abandonment charge includes the remaining lease commitments of these facilities reduced by the estimated sublease income throughout the duration of
the lease term. The facilities consolidation charge also includes $6.0 million consisting of the write-down of certain property and leasehold improvements
associated with the abandoned facilities. Additionally, the Company incurred charges of $1.0 million through April 30, 2002 as a result of duplicate lease and
other costs associated with the dual occupation of its current and abandoned facilities. During the three months ended October 31, 2002, the Company recorded
an additional $1.8 million charge associated with the consolidation of its facilities due to a decline in the real estate market in Silicon Valley. The charge
represents additional lease abandonment charges related to a change in estimated future sublease income for the abandoned facilities. The facilities consolidation
charge is an estimate as of October 31, 2002 and may change as the Company obtains subleases for the abandoned facilities and sublease income is known. At
October 31, 2002, cash payments of $2.5 million had been made in connection with this charge, and $16.3 million had been accrued and is payable through 2010.

A summary of the facilities consolidation charge is as follows (in thousands):

Remaining
Total Cash Non-Cash Liability at
Charge Payments Charges October 31, 2002
Accrued losses on abandoned leased facilities:
Non-cancelable lease commitments $12,610 $(1,591) $ — $11,019
Property and leasehold improvements 5,999 — (672) 5,327
Duplicate facility lease costs and other 953 (871) (82) —
$19,562 $(2,462) $(754) $16,346
4. Net Revenue
The following table presents net revenues for groups of similar products (in thousands):
Three Months Ended Nine Months Ended
October 31, October 31,
Net Revenue: 2002 2001 2002 2001
Storage products $ 72,680 $45,675 $204,645 $111,132
Communications products 63,264 27,425 149,793 94,847
$135,944 $73,100 $354,438 $205,979
I I I I

5. Recent Accounting Pronouncements

In October 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards No. 144 (“SFAS 144”),
Accounting for the Impairment or Disposal of Long-Lived Assets, which is effective for fiscal years beginning after December 15, 2001. SFAS 144 supercedes
SFAS 121, Accounting for the Impairment of Long-lived Assets and Assets to be Disposed Of, and certain provisions of Accounting Principles Board Opinion
No. 30, Reporting the Results of Operations- Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently

Occurring Events and Transactions. SFAS 144 requires that long-lived assets to be disposed of by sale, including discontinued operations, be measured at the
lower of
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carrying amount or fair value less cost to sell, whether reported in continuing operations or in discontinued operations. SFAS 144 also broadens the reporting
requirements of discontinued operations to include all components of an entity that have operations and cash flows that can be clearly distinguished, operationally
and for financial reporting purposes, from the rest of the entity. The Company adopted SFAS 144 on February 1, 2002, and the adoption did not have a significant
impact on its financial position and results of operations.

In April 2002, the FASB issued Statement of Financial Accounting Standards No. 145 (“SFAS 145”), Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections.” SFAS 145 will generally require gains and losses on extinguishments of debt to be classified
as income or loss from continuing operations rather than as extraordinary items as previously required under SFAS 4. Extraordinary treatment will be required for
certain extinguishments as provided in APB Opinion No. 30. The statement also amended SFAS 13 for certain sales-leaseback transactions and sublease
accounting. The Company is required to adopt the provisions of SFAS 145 effective February 2, 2003. The Company does not expect the adoption of SFAS 145
to have a significant impact on its financial position and results of operations.

In June 2002, the FASB issued Statement of Financial Accounting Standards No. 146 (“SFAS 146), Accounting for Costs Associated with Exit or Disposal
Activities. SFAS 146 addresses financial accounting and reporting for costs associated with exit or disposal activities and nullifies Emerging Issues Task Force
(EITF) Issue No. 94-3, Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit and Activity (including Certain Costs Incurred
in Restructuring). SFAS 146 requires that a liability for a cost associated with an exit or disposal activity be recognized when a liability is incurred rather than
when an exit or disposal plan is approved. The Company is required to adopt the provisions of SFAS 146 for any exit or disposal activities initiated after
December 31, 2002. The effect of adoption of SFAS 146 will be a change on a prospective basis of the timing of when restructuring charges are recorded from a
commitment date approach to when a liability is recorded.

6. Contingencies

On July 31, 2001, a putative class action suit was filed against two investment banks that participated in the underwriting of the Company’s initial public
offering, or IPO, on June 29, 2000. That lawsuit, which did not name the Company or any of its officers or directors as defendants, was filed in the United States
District Court for the Southern District of New York. Plaintiffs allege that the underwriters received “excessive” and undisclosed commissions and entered into
unlawful “tie-in” agreements with certain of their clients in violation of Section 10(b) of the Securities Exchange Act of 1934. Thereafter, on September 5, 2001,
a second putative class action was filed in the Southern District of New York relating to the Company’s IPO. In this second action, plaintiffs named three
underwriters as defendants and also named as defendants the Company and two of its officers, one of whom is also a director. Relying on many of the same
allegations contained in the initial complaint in which the Company was not named as a defendant, plaintiffs allege that the defendants violated various provisions
of the Securities Act of 1933 and the Securities Exchange Act of 1934. In both actions, plaintiffs seek, among other items, unspecified damages, pre-judgment
interest and reimbursement of attorneys’ and experts’ fees. These two actions relating to the Company’s IPO have been consolidated with hundreds of other
lawsuits filed by plaintiffs against approximately 40 underwriters and approximately 300 issuers across the United States. To date, there have been no significant
developments in the consolidated litigation. It is expected that a small number of cases will be designated as “test cases” for purposes of initial challenges to the
pleadings, which are not expected to be briefed, argued and decided before early 2003. The Company believes that the claims asserted against it and its officers
are without merit and intends to defend these claims vigorously. Based on currently available information, the Company does not believe that the ultimate
disposition of the lawsuit naming the Company and its officers will have a material adverse impact on its business or financial condition.

On September 12, 2001, Jasmine Networks, Inc. (“Jasmine”) filed a lawsuit in the Santa Clara County Superior Court asserting claims against Company
personnel and the Company for improperly obtaining and using information and technologies during the course of the negotiations with Company personnel
regarding the potential acquisition of Jasmine by the Company. The lawsuit claims that Company officers improperly obtained and used such information and
technologies after the Company signed a non-disclosure agreement with Jasmine. The Company believes the claims asserted against its officers and it are without
merit and intends to defend all claims vigorously. Based on currently available information, the Company does not believe that the ultimate disposition of this
lawsuit will have a material adverse impact on its business or financial condition.

The Company is also party to other claims and litigation proceedings arising in the normal course of business. Although the legal responsibility and financial
impact with respect to such claims and litigation cannot currently be ascertained, the Company does not believe that these matters will result in the payment of
monetary damages, net of any applicable insurance proceeds, that, in the aggregate, would be material in relation to the Company’s consolidated financial
position or results of operations.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

This Form 10-Q contains forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934 and Section 27A of the
Securities Act of 1933. These forward-looking statements involve a number of risks and uncertainties, including those identified in the section of this Form 10-Q
titled “Additional Factors That May Affect Future Results,” which could cause actual results to differ from those discussed in the forward-looking statements.
Forward-looking statements in this Form 10-Q are identified by words such as “believes,” “expects,” “anticipates,” “intends,” “estimates,” “should,” “will,”
“may” and similar expressions. In addition, any statements which refer to expectations, projections or other characterizations of future events or circumstances
are forward-looking statements. We undertake no obligation to release publicly the results of any revisions to these forward-looking statements that could occur
dfter the filing of this Form 10-Q. You are urged to review carefully our various disclosures in this Form 10-Q and our other reports filed with the SEC, including
our 2002 Annual Report on Form 10-K, that attempt to advise you of the risks and factors that may affect our business.

» <« » o«

Overview

We design, develop and market integrated circuits utilizing proprietary communications mixed-signal and digital signal processing technology for
communications-related markets. Our products provide the critical interface between analog signals and the digital information used in computing and
communications systems and enable our customers to store and transmit digital information reliably and at high speeds. We were founded in 1995, and our
business has grown rapidly since inception. We are a fabless integrated circuit company, which means that we rely on independent, third-party contractors to
perform manufacturing, assembly and test functions. This approach allows us to focus on designing, developing and marketing our products and significantly
reduces the amount of capital we need to invest in manufacturing products. In January 2001, we acquired Galileo Technology Ltd. in a stock-for-stock transaction
for the aggregate consideration of approximately $2.5 billion. Galileo develops high-performance internetworking and switching products for the broadband
communications market. The acquisition was accounted for using the purchase method of accounting, and the operating results of Galileo have been included in
our consolidated financial statements from the date of acquisition. In June 2002, the Company acquired 100% of the shares of SysKonnect through a share
purchase agreement. SysKonnect develops and markets client-server products for the Gigabit and 10 Gigabit markets. The acquisition has been accounted for
using the purchase method of accounting, and the operating results of SysKonnect have been included in the Company’s consolidated financial statements from
the date of acquisition.

In the communications market, we offer transceiver products, switching products, communications controller products and wireless local area network
products. Our primary customers for our communications products are leading manufacturers of high speed networking equipment.

In the storage market, our products include read channel devices, System-On-Chip or SOCs, and preamplifiers. Our customers for our storage products are
manufacturers of hard disk drives for the enterprise, desktop and mobile computer markets and the emerging consumer applications market. The storage market is
highly competitive and is comprised of a small number of large companies. These companies have historically experienced marginal profit levels from sales of
their storage products and are under enormous pricing pressure from their customers, which they typically pass through to their integrated circuit suppliers.

Historically, a relatively small number of customers have accounted for a significant portion of our revenue. For the nine months ended October 31, 2002,
approximately 67% of our net revenue was derived from sales to five significant customers, each of whom individually accounted for 10% or more of our net
revenue during this period. We expect to continue to experience significant customer concentration in future periods. In addition, a significant portion of our sales
is made to customers located outside of the United States, primarily in Asia. Sales to customers in Asia represented approximately 88% of our net revenue for the
nine months ended October 31, 2002. Because many manufacturers and manufacturing subcontractors of communications and storage devices are located in Asia,
we expect that a significant portion of our revenue will continue to be represented by sales to customers in that region. Substantially all of our sales to date have
been denominated in United States dollars.

Our sales have historically been made on the basis of purchase orders rather than long-term agreements. In addition, the sales cycle for our products is long,
which may cause us to experience a delay between the time we incur expenses and the time revenue is generated from these expenditures. We expect to increase
our research and development, selling and marketing, and general and administrative expenditures as we seek to expand our operations. We anticipate that the rate
of new orders may vary significantly from quarter to quarter. Consequently, if anticipated sales and shipments in any quarter do not occur when expected,
expenses and inventory levels could be disproportionately high, and our operating results for that quarter and future quarters may be adversely affected.
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Our fiscal year is the 52- or 53-week period ending on the Saturday closest to January 31. In a 52-week year, each fiscal quarter consists of 13 weeks. The
additional week in a 53-week year is added to the fourth quarter, making such quarter consist of 14 weeks. Fiscal year 2003 will be comprised of 52 weeks. For
presentation purposes, our financial statements and notes and this “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
refer to January 31 as our year-end and April 30, July 31 and October 31 as our quarter-ends.

Critical Accounting Policies

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates, and such differences
could affect the results of operations reported in future periods. For a description of our critical accounting policies and estimates, please refer to the “Critical
Accounting Policies” section of our Management’s Discussion and Analysis of Financial Condition and Results of Operations contained in our Annual Report on
Form 10-K for the year ended January 31, 2002, as filed with the Securities Exchange Commission. There have been no material changes in any of the
Company’s accounting policies since January 31, 2002.

Results of Operations

The following table sets forth information derived from our condensed consolidated statements of operations expressed as a percentage of net revenue:

Three Months Ended Nine Months Ended
October 31, October 31,
2002 2001 2002 2001

Net revenue 100.0% 100.0% 100.0% 100.0%
Operating costs and expenses:

Cost of goods sold 46.3 45.8 45.9 46.2

Research and development 28.6 32.9 29.1 32.0

Selling and marketing 9.0 13.7 10.1 14.4

General and administrative 2.6 4.6 3.0 4.9

Amortization of stock-based compensation 1.6 5.5 1.9 5.9

Amortization of goodwill and acquired intangible assets 15.7 143.0 18.0 152.2

Facilities consolidation charge 1.3 — 5.5 —

Total operating costs and expenses 105.1 245.5 113.5 255.6
Operating loss (5.1) (145.5) (13.5) (155.6)
Interest and other income, net 1.2 2.5 1.6 3.5
Loss before income taxes 3.9) (143.0) (11.9) (152.1)
Provision for income taxes (1.7) (0.8) (1.6) (1.0)
Net loss (5.6)% (143.8)% (13.5)% (153.1)%
I I I I

Three and Nine Months Ended October 31, 2002 and 2001

Net Revenue. Net revenue consists primarily of product revenue from sales of our semiconductor devices, and to a much lesser extent, development revenue
derived from development contracts with our customers. Net revenue was $135.9 million for the three months ended October 31, 2002 compared to $73.1 million
for the three months ended October 31, 2001. Net revenue was $354.4 million for the nine months ended October 31, 2002 compared to $206.0 million for the
nine months ended October 31, 2001. The increases in net revenue reflect a significant increase in volume shipments of our storage and Gigabit Ethernet products
during the three months and nine months ended October 31, 2002, primarily due to increased acceptance of our SOC storage products which began shipping in
volume in the second half of fiscal 2002 and continued adoption of the Gigabit Ethernet products as a replacement for Fast Ethernet products. Revenue from
storage products totaled $72.7 million in the third quarter of fiscal 2003 compared to $45.7 million in the third quarter of fiscal 2002 and totaled $204.6 million in
the first nine months of fiscal 2003 compared to $111.1 million in the first nine months of fiscal 2002. Revenue from communications products was $63.3 million
in the third quarter of fiscal 2003 compared to $27.4 million in the third quarter of fiscal 2002 and totaled $149.8 million for the first nine months of fiscal 2003
and $94.9 million for the first nine months of fiscal 2002. Revenue derived from development contracts increased in absolute dollars during the third quarter and
first nine months of fiscal 2003 compared to the third quarter and first nine months of fiscal 2002, but represented less than 10% of net revenues for each period.
We expect that revenue from storage products for fiscal 2003 will increase
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from the level of revenue from storage products we reported in fiscal 2002 due in part to increases in shipments of our storage SOCs, which have been widely
adopted by the mobile computer sector and which we expect to be adopted by the desktop computer sector during this fiscal year. In addition, we expect growth
in revenue from communications products in fiscal 2003 compared to fiscal 2002 primarily due to increases in shipments of our Gigabit Ethernet products, which
we expect will continue to be adopted as the replacement for Fast Ethernet products.

Cost of Goods Sold. Cost of goods sold consists primarily of the costs of manufacturing, assembly and test of integrated circuit devices and related overhead
costs, and compensation and associated costs relating to manufacturing support, logistics and quality assurance personnel. Gross margin, which is calculated as
net revenue less cost of goods sold, as a percentage of net revenue, decreased to 53.7% in the three months ended October 31, 2002 from 54.2% in the three
months ended October 31, 2001. Gross margin increased to 54.1% in the nine months ended October 31, 2002 from 53.8% in the nine months ended October 31,
2001. The decrease in gross margin in the third quarter of fiscal 2003 compared to the third quarter of fiscal 2002 was primarily due to a product mix change
which included production ramps of large volume lower margin desktop computer products offset by an increase in the amount of development revenue
recognized in the third quarter of fiscal 2003 compared to the third quarter of fiscal 2002. The increase in gross margin in the first nine months of fiscal 2003
compared to the first nine months of fiscal 2002 was primarily due to higher margins on our storage products which resulted in a shift in product mix to newer,
higher-margin products, and to a lesser extent an increase in the amount of development revenue recognized in first nine months of fiscal 2003 compared to the
first nine months of fiscal 2002. The costs associated with contracted development work are included in research and development expense. Our gross margins
are primarily driven by product mix; however, our margins may fluctuate in future periods due to, among other things, changes in the mix of products sold,
increased pricing pressures from our customers and competitors, and changes in the amount of development revenue recognized. We expect that our gross margin
as a percentage of net revenue will decrease in future quarters due to the anticipated production ramps of large volume design wins in lower margin businesses
such as the desktop computer sector and continued pricing pressure from our customers in the end markets.

Research and Development. Research and development expense consists primarily of compensation and associated costs relating to development personnel,
prototype costs, depreciation and amortization expense, and allocated occupancy costs for these operations. Research and development expense was
$38.8 million, or 28.6% of net revenue, for the three months ended October 31, 2002 compared to $24.1 million, or 32.9% of net revenue, for the three months
ended October 31, 2001. Research and development expense was $103.0 million, or 29.1% of net revenue, for the nine months ended October 31, 2002 compared
to $66.0 million, or 32.0% of net revenue for the nine months ended October 31, 2001. The increase in research and development expense in absolute dollars in
the third quarter of fiscal 2003 compared to the third quarter of fiscal 2002 was primarily due to the hiring of additional development personnel, including
personnel related to our acquisition of SysKonnect, which resulted in an increase in salary and related costs of $5.1 million, increased costs of $3.8 million for
prototype and related product tape-out costs for new product initiatives, increased depreciation and amortization expense of $3.3 million arising from purchases
of property, equipment and technology licenses, and other allocated expenses of $2.0 million related to our expanding operations. The increase in research and
development expense in absolute dollars in the first nine months of fiscal 2003 compared to the first nine months of fiscal 2002 was primarily due to the hiring of
additional development personnel, including personnel related to our acquisition of SysKonnect, which resulted in an increase in salary and related costs of
$14.3 million, increased costs of $8.5 million for prototype and related product tape-out costs for new product initiatives, increased depreciation expense of
$7.3 million arising from purchases of property, equipment and technology licenses and other allocated expenses of $5.1 million related to our expanding
operations. We expect that research and development expense will increase in absolute dollars in future periods as we develop new products, expand into new
markets and technologies, and hire additional personnel.

Selling and Marketing. Selling and marketing expense consists primarily of compensation and associated costs relating to sales and marketing personnel,
sales commissions, promotional and other marketing expenses, and allocated occupancy costs for these operations. Selling and marketing expense was $12.3
million, or 9.0% of net revenue, for the three months ended October 31, 2002 compared to $10.0 million, or 13.7% of net revenue, for the three months ended
October 31, 2001. Selling and marketing expense was $35.6 million, or 10.1% of net revenue, for the nine months ended October 31, 2002 compared to $29.6
million, or 14.4% of net revenue, for the nine months ended October 31, 2001. The increase in selling and marketing expense in absolute dollars in the third
quarter of fiscal 2003 compared to the third quarter of fiscal 2002 was primarily due to the hiring of additional sales and marketing personnel which resulted in an
increase in salary and related costs of $1.4 million, increased trade show and related travel costs of $0.4 million, and increased facility and other allocated
expenses of $0.2 million related to our expanding operations. The increase in selling and marketing expense in absolute dollars in the first nine months of fiscal
2003 compared to the first nine months of fiscal 2002 was primarily due to the hiring of additional sales and marketing personnel which resulted in an increase of
salary and related costs of $6.0 million and increased facility and allocated expenses of $0.9 million related to our expanding operations, partially offset by a
reduction in commission expense of $1.3 million. The reduction in commission expense was due to the transition of all of our storage
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customers to a direct selling basis as of the end of the first quarter of fiscal 2003 instead of using outside sales representatives. We expect that selling and
marketing expense will increase in absolute dollars in future periods as we hire additional sales and marketing personnel and expand our sales and marketing
efforts.

General and Administrative. General and administrative expense consists primarily of compensation and associated costs relating to general and
administrative personnel, fees for professional services and allocated occupancy costs for these operations. General and administrative expense was $3.6 million,
or 2.6% of net revenue, for the three months ended October 31, 2002 compared to $3.3 million, or 4.6% of net revenue, for the three months ended October 31,
2001. General and administrative expense was $10.7, or 3.0% of net revenue, for the nine months ended October 31, 2002 compared to $10.0 million, or 4.9% of
net revenue, for the nine months of October 31, 2001. The increase in general and administrative expense in absolute dollars in the third quarter of fiscal 2003
compared to the third quarter of fiscal 2002 was primarily due to the hiring of additional administrative personnel which resulted in an increase in salary and
related costs of $0.3 million. The increase in general and administrative expense in absolute dollars in the first nine months of fiscal 2003 compared to the first
nine months of fiscal 2002 was primarily related to increased legal and other professional fees of $0.6 million due to our expanding operations and attorney fees
associated with our on-going legal proceedings. We expect that general and administrative expense will remain relatively constant in absolute dollars in the fourth
quarter compared to the third quarter of fiscal 2003 as we continue to focus on cost containment measures.

Amortization of Stock-Based Compensation. We have recorded deferred stock-based compensation in connection with the grant of stock options to our
employees and directors prior to our initial public offering of common stock, in connection with the assumption of stock options as a result of our acquisition of
Galileo, and in connection with the grant of stock options as a result of our acquisition of SysKonnect. Deferred stock-based compensation is being amortized
using an accelerated method over the remaining option vesting period. Amortization of stock-based compensation was $2.2 million, or 1.6% of net revenue, for
the three months ended October 31, 2002 compared to $4.1 million, or 5.5% of net revenue, for the three months ended October 31, 2001. Amortization of stock-
based compensation was $6.7 million, or 1.9% for net revenue, for the nine months ended October 31, 2002 compared to $12.3 million, or 5.9% of net revenue,
for the nine months ended October 31, 2001. The decrease in amortization expense in both absolute dollars and percentage of net revenue in the third quarter and
first nine months of fiscal 2003 compared to the third quarter and first nine months of fiscal 2002 primarily resulted from a reduced balance of deferred stock-
based compensation being amortized in the third quarter and first nine months of fiscal 2003 compared to the third quarter and first nine months of fiscal 2002.

Amortization of Goodwill and Acquired Intangible Assets. In connection with the acquisition of Galileo in the fourth quarter of fiscal 2001, we recorded
$1.7 billion of goodwill and $434.7 million of acquired intangible assets. Goodwill was being amortized over its estimated economic life of five years through
January 31, 2002, and acquired intangible assets are being amortized over their estimated economic lives of five to ten years. Goodwill and acquired intangible
asset amortization expense was $21.3 million, or 15.7% of net revenue, for the three months ended October 31, 2002 compared to $104.5 million, or 143.0% of
net revenue, for the three months ended October 31, 2001. Goodwill and acquired intangible asset amortization expense was $64.0 million, or 18.0% of net
revenue, for the nine months ended October 31, 2002 compared to $313.5 million, or 152.2% of net revenue, for the nine months ended October 31, 2001.

In July 2001, the FASB issued Statement of Financial Accounting Standards No. 142 (“SFAS 142”), Goodwill and Other Intangible Assets. SFAS 142
requires, among other things, a goodwill impairment test within six months of adoption and annual impairment tests thereafter. We adopted SFAS 142 in February
2002. As required by SFAS 142, we ceased amortizing goodwill of $1.3 billion beginning February 1, 2002 and have reclassified the carrying value at January 31,
2002 of the acquired workforce of $10.4 million into goodwill because this intangible asset did not arise from contractual or other legal rights and cannot be
separated from the acquired entity and sold, transferred, licensed, rented or exchanged. Also as part of the adoption of SFAS 142, we reassessed the useful lives of
our two remaining acquisition-related intangible assets, developed technology and trade name, and determined that the useful life of the Galileo trade name
should be five years from the date of acquisition instead of its previously estimated useful life of ten years. This change in useful life, which was based on our
expected future use of the Galileo trade name in our selling and marketing activities as well as our expected contribution to future cash flows, will increase our
trade name amortization expense to $7.5 million per year in fiscal 2003 compared to the $3.3 million it recorded in fiscal 2002. The impairment test required
upon adoption of SFAS 142 was completed during the six months ended July 31, 2002 and did not identify any impairment of goodwill. We plan to perform an
annual impairment review during the fourth quarter of each year, beginning in fiscal 2003, or more frequently if we believe indicators of impairment exist.

Facilities Consolidation Charge. During the three months ended April 30, 2002, we recorded a $17.8 million charge associated with costs of consolidation of
our facilities. This charge included $10.8 million in lease abandonment charges relating to the consolidation of our three facilities in the Silicon Valley into one

location. This charge includes the remaining lease commitments of
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these facilities reduced by the estimated sublease income throughout the duration of the lease term. Facilities consolidation charge also includes $6.0 million
consisting of the write-down of certain property and leasehold improvements associated with the abandoned facilities. We also incurred charges of $1.0 million
through April 30, 2002 as a result of duplicate lease and other costs associated with the dual occupation of our current and abandoned facilities. During the three
months ended October 31, 2002, we recorded an additional $1.8 million charge associated with the consolidation of our facilities due to a decline in the real estate
market in Silicon Valley. The charge represents additional lease abandonment charges related to a change in estimated future sublease income for the abandoned
facilities. The facilities consolidation charge is an estimate as of October 31, 2002 and may change as we obtain subleases for the abandoned facilities and
sublease income is known. At October 31, 2002, cash payments of $2.5 million had been made in connection with this charge, and $16.3 million had been
accrued and is payable through 2010.

Interest and Other Income, Net. Interest and other income, net consists primarily of interest earned on cash, cash equivalent and short-term investment
balances, offset by interest paid on capital lease obligations. Interest and other income, net was $1.7 million for the three months ended October 31, 2002
compared to $1.8 million for the three months ended October 31, 2001. Interest and other income, net was $5.7 million for the nine months ended October 31,
2002 compared to $7.2 million for the nine months ended October 31, 2001. The decrease in interest and other income, net in the third quarter and first nine
months of fiscal 2003 compared to the third quarter and first nine months of fiscal 2002 was primarily due to an overall decline in interest rates on comparable
invested cash balances and an increase in interest expense on capital lease obligations, partially offset by realized gains of $1.1 million in the first nine months of
fiscal 2003.

Provision for Income Taxes. Our effective tax rate was (45.4)% and (13.7)% for the three and nine months ended October 31, 2002 respectively, compared to
(0.6)% for the three and nine months ended October 31, 2001. Our effective rates for the third quarter and first nine months of fiscal 2003 and 2002 were affected
by stock-based compensation expense as well as non-deductible expenses relating to our acquisition of Galileo in the fourth quarter of fiscal 2001, which was
recorded using the purchase method of accounting. Excluding the effect of stock-based compensation expense, non-deductible acquisition-related expenses and
costs associated with facilities consolidation, our adjusted effective tax rate for the third quarter and first nine months of fiscal 2003 was 12%, compared to 15%
for the third quarter and first nine months of fiscal 2002. Our adjusted effective tax rate has decreased to 12% in the third quarter and first nine months of fiscal
2003 from 15% in the third quarter and first nine months of fiscal 2002 as a result of a relative increase in pretax profits in jurisdictions with lower tax rates.

Liquidity and Capital Resources

Our principal source of liquidity as of October 31, 2002 consisted of $256.4 million of cash, cash equivalents and short-term investments. We raised net
proceeds of $94.0 million through our initial public offering in June 2000. In addition, we received $70.0 million of cash and cash equivalents and $39.9 million
of short-term investments, before acquisition costs, as a result of our acquisition of Galileo in January 2001. We also received $1.1 million of cash and cash
equivalents, before acquisition costs, as a result of our acquisition of SysKonnect in June 2002.

Net cash provided by operating activities was $23.9 million for the nine months ended October 31, 2002 and $18.8 million for the nine months ended
October 31, 2001. The cash inflow from operations in the first nine months of fiscal 2003 was primarily a result of our generation of income during the period
(excluding the non-cash impact of depreciation and amortization expenses), increases in accounts payable and accrued facility consolidation charge, partially
offset by an increase in accounts receivable and inventory. The cash inflow from operations in the first nine months of fiscal 2002 was primarily due to our
generation of income during the period (excluding the non-cash impact of depreciation and amortization expenses), a decrease in inventory and an increase in
accrued employee compensation, partially offset by increases in accounts receivable, prepaid expenses and other assets. Due to the nature of our business, we
experience working capital needs for accounts receivable and inventory. We typically bill customers on an open account basis with net 30 to 60 day payment
terms. If our sales levels were to increase, it is likely that our levels of accounts receivable would also increase. Our levels of accounts receivable would also
increase if customers delayed their payments or if we offered extended payment terms to our customers. Additionally, in order to maintain an adequate supply of
product for our customers, we must carry a certain level of inventory. Our inventory level may vary based primarily upon orders received from our customers and
our forecast of demand for these products, as well as the initial production ramp for significant design wins. Other considerations in determining inventory levels
may include the product life cycle stage of our products and competitive situations in the marketplace. Such considerations are balanced against risk of
obsolescence or potentially excess inventory levels.

Net cash used in investing activities was $32.4 million for the nine months ended October 31, 2002 and $68.7 million for the nine months ended October 31,
2001. The net cash used in investing activities in the first nine months of fiscal 2003 was due to purchases of property and equipment of $22.9 million, purchases

of investments of $10.0 million, and purchases of short-term investments of
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$42.0 million, partially offset by the proceeds from maturities of short-term investments of $41.5 million. The net cash used in investing activities in the first nine
months of fiscal 2002 was primarily due to the payment of $29.4 million of accrued acquisition costs relating to our acquisition of Galileo, purchases of property
and equipment of $14.8 million, and purchases of short-term investments of $38.3 million, partially offset by the proceeds from maturities of short-term
investments of $19.0 million.

Net cash provided by financing activities was $13.7 million for the nine months ended October 31, 2002 and $11.5 million for the nine months ended
October 31, 2001. In the first nine months of fiscal 2003 and 2002, net cash provided by financing activities was attributable to proceeds from the issuance of
common stock under our stock option plans and our employee stock purchase plan, partially offset by principal payments on capital lease obligations.

Our relationships with the foundries we utilize allow us to cancel all outstanding purchase orders, provided we pay the foundries for all expenses they have
incurred in connection with our purchase orders through the date of cancellation. As of October 31, 2002, our foundries had incurred approximately $17.4 million
of manufacturing expenses on our outstanding purchase orders.

In October 2001, we entered into a lease agreement with Yahoo! Inc. to lease a building in California consisting of approximately 213,000 square feet. The
lease commenced on January 1, 2002 and continues through March 16, 2006. Total rent payments over the term of the lease will be approximately $19.4 million.
In February 2002, we consolidated our three existing facilities in California into this new building. The lease on one of our former facilities expired in February
2002, but we have ongoing, non-cancelable leases for the two other facilities. We are currently attempting to secure subtenants for the remainder of our lease
terms for these two facilities. Since we have been unable to sublease these two facilities, we will continue to be required to pay the full amount of our contracted
lease payments while the facilities are vacant or if they are subleased at a future date at lesser rates. In the first quarter of fiscal 2003, we recorded a $17.8 million
charge associated with costs of consolidation of our facilities. This charge includes the remaining lease commitments of these facilities reduced by the estimated
sublease income throughout the duration of the lease term. During the three months ended October 31, 2002, we recorded an additional $1.8 million charge
associated with the consolidation of our facilities due to a decline in the real estate market in Silicon Valley. The charge represents additional lease abandonment
charges related to a change in estimated future sublease income for the abandoned facilities. The facilities consolidation charge is an estimate as of October 31,
2002 and may change as we obtain subleases for the abandoned facilities and sublease income is known. At October 31, 2002, cash payments of $2.5 million had
been made in connection with this charge, and $16.3 million was accrued and is payable through 2010.

We intend to fund our capital requirements, as well as our liquidity needs, with existing cash, cash equivalent and short-term investment balances as well as
cash generated by operations. We believe that our existing cash, cash equivalent and short-term investment balances will be sufficient to meet our working capital
needs, capital requirements, investment requirements and commitments for at least the next 12 months. However, our capital requirements will depend on many
factors, including our rate of sales growth, market acceptance of our products, costs of securing access to adequate manufacturing capacity, the timing and extent
of research and development projects and increases in operating expenses, which are all subject to uncertainty. To the extent that our existing cash, cash
equivalent and investment balances and cash generated by operations are insufficient to fund our future activities, we may need to raise additional funds through
public or private debt or equity financing. Although we are not a party to any definitive agreement regarding an acquisition or other strategic arrangement, we
may thereafter enter into an acquisition or other strategic arrangement that could require us to seek additional debt or equity financing. Additional funds may not
be available on terms favorable to us or at all.

The following table summarizes our contractual obligations as of October 31, 2002 and the effect such obligations are expected to have on our liquidity and
cash flow in future periods (in thousands):

Payments Due by Period
Less than 1-3 After 3
1 Year Years Years Total
(remaining
three months)
Contractual obligations:
Operating leases $ 1,677 $19,359 $15,508 $36,544
Capital lease obligations 841 11,231 7,778 19,850
Purchase commitments to foundries 17,431 — — 17,431
Total contractual cash obligations $19,949 $30,590 $23,286 $73,825
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Recent Accounting Pronouncements

In October 2001, the FASB issued Statement of Financial Accounting Standards No. 144 (“SFAS 144”), Accounting for the Impairment or Disposal of Long-
Lived Assets, which is effective for fiscal years beginning after December 15, 2001. SFAS 144 supercedes SFAS 121, Accounting for the Impairment of Long-
lived Assets and Assets to be Disposed Of, and certain provisions of Accounting Principles Board Opinion No. 30, Reporting the Results of Operations-
Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions. SFAS 144
requires that long-lived assets to be disposed of by sale, including discontinued operations, be measured at the lower of carrying amount or fair value less cost to
sell, whether reported in continuing operations or in discontinued operations. SFAS 144 also broadens the reporting requirements of discontinued operations to
include all components of an entity that have operations and cash flows that can be clearly distinguished, operationally and for financial reporting purposes, from
the rest of the entity. We adopted SFAS 144 on February 1, 2002, and the adoption did not have a significant impact on our financial position and results of
operations.

In April 2002, the FASB issued Statement of Financial Accounting Standards No. 145 (“SFAS 145”), Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections.” SFAS 145 will generally require gains and losses on extinguishments of debt to be classified
as income or loss from continuing operations rather than as extraordinary items as previously required under SFAS 4. Extraordinary treatment will be required for
certain extinguishments as provided in APB Opinion No. 30. The statement also amended SFAS 13 for certain sales-leaseback transactions and sublease
accounting. The Company is required to adopt the provisions of SFAS 145 effective February 2, 2003. We do not expect the adoption of SFAS 145 to have a
significant impact on our financial position and results of operations.

In June 2002, the FASB issued Statement of Financial Accounting Standards No. 146 (“SFAS 146”), Accounting for Costs Associated with Exit or Disposal
Activities. SFAS 146 addresses financial accounting and reporting for costs associated with exit or disposal activities and nullifies Emerging Issues Task Force
(EITF) Issue No. 94-3, Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit and Activity (including Certain Costs Incurred
in Restructuring). SFAS 146 requires that a liability for a cost associated with an exit or disposal activity be recognized when a liability is incurred rather than
when an exit or disposal plan is approved. We are required to adopt the provisions of SFAS 146 for any exit or disposal activities initiated after December 31,
2002. The effect of adoption of SFAS 146 will be a change on a prospective basis of the timing of when restructuring charges are recorded from a commitment
date approach to when a liability is recorded.

Additional Factors That May Affect Future Results

In addition to the factors discussed in the “Overview” and “Liquidity and Capital Resources” sections of this “Management’s Discussion and Analysis of
Financial Condition and Results of Operations,” the following additional factors may affect our future results. Many of these factors are beyond our control,
including business cycles and seasonal trends of the computing, semiconductor and related industries.

We have experienced a slowdown in the worldwide economy, which has negatively affected our revenues and results of operations. If economic conditions
worsen, our revenues and results of operations in fiscal 2003 and beyond will be materially and adversely affected.

Over the last year there has been a slowdown in worldwide economies, including the United States, that has resulted in delays of new orders for our products
as well as reschedules of existing orders. This slowdown has been brought about by a number of factors, including concerns about inflation, decreased consumer
confidence and reports of reduced corporate profits. If economic conditions worsen, our revenues and results of operations in fiscal 2003 and beyond will be
materially and adversely affected.

We are dependent upon the hard disk drive industry, which is highly cyclical and experiences rapid technological change.

Sales to customers in the hard disk drive industry represented approximately 58% of our net revenue in the first nine months of fiscal 2003 and represented
approximately 57% and 85% of our net revenue in fiscal 2002 and 2001, respectively. The hard disk drive industry is intensely competitive, and the technology
changes rapidly. As a result, this industry is highly cyclical, with periods of increased demand and rapid growth followed by periods of oversupply and
subsequent contraction. These cycles may affect us as our customers are suppliers to this industry. Hard disk drive manufacturers tend to order more components
than they may need during growth periods, and sharply reduce orders for components during periods of contraction. In addition, advances in existing technologies
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and the introduction of new technologies may result in lower demand for disk drive storage devices, thereby reducing demand for our products.

Rapid technological changes in the hard disk drive industry often result in significant and rapid shifts in market share among the industry’s participants. If the
hard disk drive manufacturers supplied by our customers do not retain or increase market share, our sales may decrease.

Our Galileo subsidiary is incorporated under the laws of, and its principal offices are located in, the State of Israel and therefore its business operations may
be harmed by adverse political, economic and military conditions affecting Israel.

Galileo is both incorporated under the laws of and has its principal offices in the State of Israel. In addition, Galileo maintains its research and development
operations in Israel. Thus, Galileo is directly influenced by the political, economic and military conditions affecting Israel. Major hostilities involving or within
Israel could disrupt Galileo’s research and development and other business operations. For example, continued hostilities between Israel and the Palestinian
Authority in recent months caused substantial political unrest, which could lead to a potential economic downturn in Israel. Also, the interruption or curtailment
of trade between Israel and its present trading partners or a significant downturn in the economic or financial condition of Israel could reduce Galileo’s sales and
its financial results. A number of countries restrict business with Israel or Israeli companies, and if the countries in which Galileo’s customers or potential

customers conduct their businesses adopt restrictive laws or policies toward Israel or Israeli businesses this could harm Galileo’s ability to retain or increase its
sales.

We depend on a small number of large customers for a significant portion of our sales. The loss of, or a significant reduction or cancellation in sales to, any
key customer would significantly reduce our revenues.

For the nine months ended October 31, 2002, approximately 67% of our net revenue was derived from sales to five customers, each of whom individually
accounted for 10% or more of our net revenue during this period. Of these customers, Intel accounted for 16%, Samsung accounted for 16%, Hitachi accounted
for 12%, Seagate accounted for 12%, and Toshiba accounted for 11%. Sales to our largest customers have fluctuated significantly from period to period primarily
due to the timing and number of design wins with each customer, as well as the continued diversification of our customer base as we expand into new markets,
and will likely continue to fluctuate dramatically in the future. The loss of any of our largest customers, a significant reduction in sales we make to them, or any
problems we encounter collecting amounts from them would likely seriously harm our financial condition and results of operations. Our operating results in the
foreseeable future will continue to depend on sales to a relatively small number of customers, as well as the ability of these customers to sell products that
incorporate our products. In the future, these customers may decide not to purchase our products at all, to purchase fewer products than they did in the past, or to
alter their purchasing patterns in some other way, particularly because:

. substantially all of our sales are made on a purchase order basis, which permits our customers to cancel, change or delay product purchase
commitments with little or no notice to us and without penalty;

. our customers purchase integrated circuits from our competitors; and
. our customers may discontinue sales in the markets for which they purchase our products.

If we are unable to develop new and enhanced products that achieve market acceptance in a timely manner, our operating results and competitive position
will be harmed.

Our future success will depend on our ability, in a timely and cost-effective manner, to develop new products for the broadband communications market and to
introduce enhancements to our products for the storage market. We must also achieve market acceptance by completing volumes sales of these products and
enhancements. If we do not successfully develop and achieve market acceptance for new and enhanced products, our ability to maintain or increase revenues will
suffer. The development of our products is highly complex. We occasionally have experienced delays in completing the development and introduction of new
products and product enhancements, and we could experience delays in the future. In particular, we have a limited history in developing products for the
broadband communications market and may encounter technical difficulties in developing wireless LAN or other products for this market that could prevent or
delay their successful introduction. Unanticipated problems in developing broadband communications products could also divert substantial engineering
resources, which may impair our ability to develop new products and enhancements for the storage market, and could substantially increase our costs. Even if the
new and enhanced products are introduced to the market, we may not be able to achieve market acceptance of these products in a timely manner.
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Successful product development and market acceptance of our products depends on a number of factors, including:

. timely and cost-effective completion and introduction of new product designs;

. adoption of our products by customers that are among the first to adopt new technologies and by customers perceived to be market leaders;
. timely qualification and certification of our products for use in our customers’ products;

. the level of acceptance of our products by existing and potential customers;

. cost and availability of foundry, assembly and testing capacity;

. availability, price, performance, power, use and size of our products and competing products and technologies;

. our customer service and support capabilities and responsiveness;

. successful development of our relationships with existing and potential customers and strategic partners; and

. our ability to predict and respond to changes in technology, industry standards or end-user preferences.

Our acquisition of Galileo, SysKonnect, and any future acquisitions could harm our operating results and share price.

We expect to continue to make acquisitions of, and investments in, businesses that offer complementary products, services and technologies, augment our
market segment coverage, or enhance our technological capabilities. These acquisitions could materially adversely affect our operating results as a result of
possible concurrent issuances of dilutive equity securities. In addition, the purchase price of such acquired businesses may exceed the current fair values of the net
tangible assets of the acquired businesses. As a result, we would be required to record material amounts of goodwill and other intangible assets, which could
result in significant impairment charges and amortization expense in future periods. These charges, in addition to the results of operations of such acquired
businesses, could have a material adverse effect on our business, financial condition and results of operations. We cannot forecast the number, timing or size of
future acquisitions, or the effect that any such acquisitions might have on our operating or financial results.

We acquired Galileo Technology Ltd. on January 21, 2001. We accounted for this acquisition using the purchase method of accounting, and the results of
Galileo’s operations are included in our consolidated financial statements from the date of acquisition. The excess of cost over the fair value of the net tangible
assets acquired from our acquisition of Galileo has been recorded as goodwill, other intangible assets and deferred stock-based compensation. The acquisition of
Galileo resulted in goodwill of approximately $1.7 billion, other intangible assets of approximately $434.7 million and deferred stock-based compensation of
approximately $19.8 million. Prior to the adoption of SFAS 142, goodwill was being amortized over its estimated economic life of five years and other intangible
assets were being amortized over their estimated economic lives of between five and ten years. Deferred stock-based compensation is being amortized over the
remaining option vesting periods of no more than four years. Upon adoption of SFAS 142, goodwill and the acquired workforce are no longer amortized, but are
instead subject to annual impairment reviews. Also upon adoption of SFAS 142, the estimated useful life of the Galileo trade name was changed from ten years to
five years. After the adoption of SFAS 142, we will continue to record significant amounts of amortization expense over the estimated economic lives of our
intangible assets and over the remaining option vesting periods, which will have a significant negative impact on our operating results and could cause our stock
price to decline.

We acquired SysKonnect on June 19, 2002. We accounted for this acquisition using the purchase method of accounting, and the results of SysKonnect’s
operations are included in our consolidated financial statements from the date of acquisition. The acquisition of SysKonnect did not result in any goodwill as the
fair value of net tangible assets acquired approximated the value of the consideration. Deferred stock-based compensation of approximately $5.5 million was
recorded and is being amortized over the remaining option vesting periods of no more than four years. There can be no assurance than any future acquisitions will
not result in goodwill being recorded.

Under generally accepted accounting principles, we are required to review our intangible assets for impairment whenever events or changes in circumstances
indicate that the carrying value of these assets may not be recoverable. In addition, we are required to review
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our goodwill and indefinite-lived intangible assets on an annual basis. Over the last year, there has been a slowdown in worldwide economies, including the
United States, which has affected our business. End customers for our products have slowed their purchases of next-generation technology and have delayed or
rescheduled existing orders for products that incorporate our technology. If the economic downtrend continues or if other presently unforeseen events or changes
in circumstances arise which indicate that the carrying value of our goodwill or other intangible assets may not be recoverable, we will be required to perform
impairment reviews of these assets, which have carrying values of approximately $1.6 billion as of October 31, 2002. An impairment review could result in a
write-down of all or a portion of these assets to their fair values. The impairment test required upon the adoption of SFAS 142 was completed during the six
months ended July 31, 2002 and did not identify any impairment of goodwill. We plan to perform an annual impairment review during the fourth quarter of each
year, beginning in fiscal 2003, or more frequently if we believe indicators of impairment exist. In light of the large carrying value associated with our goodwill
and intangible assets, any write-down of these assets may result in a significant charge to our statement of operations in the period any impairment is determined
and could cause our stock price to decline.

We are a relatively small company with limited resources compared to some of our current and potential competitors, and we may not be able to compete
effectively and increase or maintain revenue and market share.

We may not be able to compete successfully against current or potential competitors. If we do not compete successfully, our market share and revenues may
not increase or may decline. In addition, most of our current and potential competitors have longer operating histories, significantly greater resources and name
recognition and a larger base of customers than we have. As a result, these competitors may have greater credibility with our existing and potential customers.
Moreover, our competitors may foresee the course of market developments more accurately than we may. They also may be able to adopt more aggressive pricing
policies and devote greater resources to the development, promotion and sale of their products than we may, which would allow them to respond more quickly
than we might to new or emerging technologies or changes in customer requirements. In addition, new competitors or alliances among existing competitors could
emerge. We expect to face competition in the future from our current competitors, other manufacturers and designers of integrated circuits, and innovative start-
up integrated circuit design companies. Many of our customers are also large, established integrated circuit suppliers. Our sales to and support of such customers
may enable them to become a source of competition to us, despite our efforts to protect our intellectual property rights.

In the broadband communications market, we face competition from a number of additional competitors who have a longer history serving that market than
we have. Many of these competitors have more-established reputations in that market and longer-standing relationships with the customers to whom we sell our
products, which could prevent us from competing successfully. Competition could increase pressure on us to lower our prices and lower our margins.

Due to our limited operating history, we may have difficulty in accurately predicting our future sales and appropriately budgeting for our expenses, and we
may not be able to maintain our existing growth rate.

Our limited operating experience, combined with the rapidly changing nature of the markets in which we sell our products, limits our ability to accurately
forecast quarterly and annual sales. Additionally, because many of our expenses are fixed in the short term or incurred in advance of anticipated sales, we may not
be able to decrease our expenses in a timely manner to offset any shortfall of sales. We are currently expanding our staffing and increasing our expense levels in
anticipation of future sales growth. If our sales do not increase as anticipated, significant losses could result due to our higher expense levels.

Although we have experienced sales and earnings growth in prior quarterly and annual periods, we may not be able to sustain these growth rates, particularly
in the period of economic slowdown we are currently experiencing. Accordingly, you should not rely on the results of any prior quarterly or annual periods as an
indication of our future performance.

Because we do not have long-term commitments from our customers, we must estimate customer demand, and errors in our estimates can have negative
effects on our inventory levels, sales and operating results.

Our sales are made on the basis of individual purchase orders rather than long-term purchase commitments. In addition, our customers may cancel or defer
purchase orders. We have historically placed firm orders for products with our suppliers up to 16 weeks prior to the anticipated delivery date and typically prior to
receiving an order for the product. Therefore, our order volumes are based on our forecasts of demand from our customers. This process requires us to make
multiple demand forecast assumptions, each of which may introduce error into our estimates. If we overestimate customer demand, we may allocate resources to
manufacturing products that we may not be able to sell when we expect or at all. As a result, we would have excess inventory, which would harm our financial
results. Conversely, if we underestimate customer demand or if insufficient manufacturing capacity is available, we would
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forego revenue opportunities, lose market share and damage our customer relationships. On occasion, we have been unable to adequately respond to unexpected
increases in customer purchase orders, and therefore, were unable to benefit from this increased demand.

Our future success depends in significant part on strategic relationships with customers. If we cannot maintain these relationships or if these customers
develop their own solutions or adopt a competitor’s solutions instead of buying our products, our operating results would be adversely affected.

In the past, we have relied in significant part on our strategic relationships with customers that are technology leaders in our target markets. We intend to
pursue and continue to form these strategic relationships in the future but we cannot assure you that we will be able to do so. These relationships often require us
to develop new products that may involve significant technological challenges. Our partners frequently place considerable pressure on us to meet their tight
development schedules. Accordingly, we may have to devote a substantial amount of our limited resources to our strategic relationships, which could detract from
or delay our completion of other important development projects. Delays in the development could impair our relationships with our strategic partners and
negatively impact sales of the products under development. Moreover, it is possible that our customers may develop their own solutions or adopt a competitor’s
solution for products that they currently buy from us. If that happens, our business, financial condition, and results of operations could be materially and adversely
affected.

We rely on independent foundries and subcontractors for the manufacture, assembly and testing of our integrated circuit products, and the failure of any of
these third-party vendors to deliver products or otherwise perform as requested could damage our relationships with our customers, decrease our sales and
limit our growth.

We do not have our own manufacturing or assembly facilities and have very limited testing facilities. Therefore, we must rely on third-party vendors to
manufacture, assemble and test the products we design. We currently rely on Taiwan Semiconductor Manufacturing Company (“TSMC”) to produce substantially
all of our integrated circuit products. We also currently rely on TSMC and other third-party assembly and test subcontractors to assemble, package and test our
products. If these vendors do not provide us with high quality products and services in a timely manner, or if one or more of these vendors terminates its
relationship with us, we may be unable to obtain satisfactory replacements to fulfill customer orders on a timely basis, our relationships with our customers could
suffer, our sales could decrease and our growth could be limited. Other significant risks associated with relying on these third-party vendors include:

. our customers or their customers may fail to approve or delay approving our selected supplier;
. we have reduced control over product cost, delivery schedules and product quality;

. the warranties on wafers or products supplied to us are limited; and

. we face increased exposure to potential misappropriation of our intellectual property.

We currently do not have long-term supply contracts with any of our third-party vendors. Therefore, they are not obligated to perform services or supply
products to us for any specific period, in any specific quantities, or at any specific price, except as may be provided in a particular purchase order. None of our
third-party foundry or assembly and test subcontractors have provided contractual assurances to us that adequate capacity will be available to us to meet future
demand for our products. These foundries may allocate capacity to the production of other companies’ products while reducing deliveries to us on short notice. In
particular, foundry customers that are larger and better financed than we are or that have long-term agreements with these foundries may cause these foundries to
reallocate capacity to those customers, decreasing the capacity available to us. If we need another integrated circuit foundry or assembly and test subcontractor
because of increased demand or the inability to obtain timely and adequate deliveries from our providers at the time, we might not be able to develop
relationships with other vendors who are able to satisfy our requirements. Even if other integrated circuit foundries or assembly and test subcontractors are
available at that time to satisfy our requirements, it would likely take several months to acquire a new provider. Such a change may also require the approval of
our customers, which would take time to effect and could cause our customers to cancel orders or fail to place new orders.
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If our foundries do not achieve satisfactory yields or quality, our relationships with our customers and our reputation will be harmed.

The fabrication of integrated circuits is a complex and technically demanding process. Our foundries have from time to time experienced manufacturing
defects and reduced manufacturing yields. Changes in manufacturing processes or the inadvertent use of defective or contaminated materials by our foundries
could result in lower than anticipated manufacturing yields or unacceptable performance. Many of these problems are difficult to detect at an early stage of the
manufacturing process and may be time consuming and expensive to correct. Poor yields from our foundries, or defects, integration issues or other performance
problems in our products could cause us significant customer relations and business reputation problems, harm our financial results and result in financial or other
damages to our customers. Our customers could also seek damages from us for their losses. A product liability claim brought against us, even if unsuccessful,
would likely be time consuming and costly to defend. In addition, defects in our existing or new products could result in significant warranty, support and repair
costs, and divert the attention of our engineering personnel from our product development efforts.

The complexity of our products could result in unforeseen delays or expenses in undetected defects or bugs, which could adversely affect the market
acceptance of new products, damage our reputation with current or prospective customers, and materially and adversely affect our operating costs.

Highly complex products such as the products that we offer frequently contain defects and bugs when they are first introduced or as new versions are released.
We have in the past experienced, and may in the future experience, these defects and bugs. Historically, we have been able to design workarounds to fix these
defects and bugs with minimal to no disruption to our business or our customers’ business. Going forward, if any of our products contain defects or bugs, or have
reliability, quality, or compatibility problems, we may not be able to successfully design workarounds. Consequently, our reputation may be damaged and
customers may be reluctant to buy our products, which could materially and adversely affect our ability to retain existing customers, attract new customers, and
our financial results. In addition, these defects or bugs could interrupt or delay sales to our customers. To alleviate these problems, we may have to invest
significant capital and other resources. Although our products are tested by our suppliers, our customers and ourselves, it is possible that our new products will
contain defects or bugs. If any of these problems are not found until after we have commenced commercial production of a new product, we may be required to
incur additional development costs and product recall, repair or replacement costs. These problems may also result in claims against us by our customers or
others. In addition, these problems may divert our technical and other resources from other development efforts. Moreover, we would likely lose, or experience a
delay in, market acceptance of the affected product or products, and we could lose credibility with our current and prospective customers. As a result, our
financial results could be materially and adversely affected.

We depend on key personnel with whom we do not have employment agreements to manage our business, and if we are unable to retain our current
personnel and hire additional personnel, our ability to develop and successfully market our products could be harmed.

We believe our future success will depend in large part upon our ability to attract and retain highly skilled managerial, engineering and sales and marketing
personnel. The loss of any key employees or the inability to attract or retain qualified personnel, including engineers and sales and marketing personnel, could
delay the development and introduction of, and harm our ability to sell, our products. We believe that our future success is highly dependent on the contributions
of Dr. Sehat Sutardja, our co-founder, President and Chief Executive Officer; Weili Dai, our co-founder and Executive Vice President; and Dr. Pantas Sutardja,
our co-founder, Vice President and Chief Technology Officer. We do not have employment contracts with these or any other key personnel, and their knowledge
of our business and industry would be extremely difficult to replace.

There is currently a shortage of qualified technical personnel with significant experience in the design, development, manufacture, marketing and sales of
integrated circuits for use in communications products. In particular, there is a shortage of engineers who are familiar with the intricacies of the design and
manufacture of products based on analog technology, and competition for these engineers is intense. Our key technical personnel represent a significant asset and
serve as the source of our technological and product innovations. We may not be successful in attracting and retaining sufficient numbers of technical personnel to
support our anticipated growth.
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Our rapid growth has strained our resources and our inability to manage any future growth could harm our profitability.

Our rapid growth has placed, and any future growth of our operations will continue to place, a significant strain on our management personnel, systems and
resources. We anticipate that we will need to implement a variety of new and upgraded operational and financial systems, procedures and controls, including the
improvement of our accounting and other internal management systems. We also expect that we will need to continue to expand, train, manage and motivate our
workforce. All of these endeavors will require substantial management effort. If we are unable to effectively manage our expanding operations, our operating
results could be harmed.

We are currently in the process of implementing a new Enterprise Resource Planning, or ERP, system. An ERP system implementation is a very complex,
costly and time-consuming process. Any unforeseen delays or difficulties in the system implementation, or after we begin transacting on the new system, may
divert the attention of management and other employees and disrupt our ongoing business and could have a material adverse impact on our financial condition
and results of operations. Our failure to implement this ERP system will impair our ability to effectively manage the logistics of our business.

If we are not successful in subleasing our unused office space, we will be required to pay the full amount of our contracted lease payments while the facilities
are vacant or if they are subleased at a future date at lesser rates.

In October 2001, we entered into a lease agreement with Yahoo! Inc. to lease a building in California consisting of approximately 213,000 square feet. The
lease commenced on January 1, 2002 and continues through March 16, 2006. Total rent payments over the term of the lease will be approximately $19.4 million.
In February 2002, we consolidated our three existing facilities in California into this new building. The lease on one of our former facilities expired in February
2002, but we have ongoing, non-cancelable leases for the two other facilities. We are currently attempting to secure subtenants for the remainder of our lease
terms for these two facilities. Since we have been unable to sublease these two facilities, we will continue to be required to pay the full amount of our contracted
lease payments while the facilities are vacant or if they are subleased at a future date at lesser rates. In the first nine months of fiscal 2003, we recorded a total of
$19.6 million of charges associated with costs of consolidating our facilities. These charges include the remaining lease commitments of these facilities reduced
by the estimated sublease income throughout the duration of the lease term. The facilities consolidation charge is an estimate as of October 31, 2002 and may
change as we obtain subleases for the abandoned facilities and sublease income is known.

Negative publicity about companies incorporated in Bermuda may lead to new tax legislation that could increase our tax burden and may affect our
relationship with our clients.

In recent months there has been an increasing focus on “corporate inversions,” which involve a United States based corporation reincorporating in a foreign
jurisdiction. While we have since our inception been incorporated in Bermuda due to the international nature of our business, the negative publicity surrounding
corporate inversions may lead to new tax legislation that could affect all Bermuda corporations and could increase our tax burden. Any such tax legislation, as
well as the general negative publicity surrounding Bermuda corporations, may have a negative affect on our business and on our relationships with our customers.

We face foreign business, political and economic risks, which may harm our results of operations, because a majority of our products and our customers’
products are manufactured and sold outside of the United States.

A substantial portion of our business is conducted outside of the United States and, as a result, we are subject to foreign business, political and economic risks.
All of our products are manufactured outside of the United States. Our current qualified integrated circuit foundries are located in the same region within Taiwan,
and our primary assembly and test subcontractors are located in the Pacific Rim region. In addition, many of our customers are located outside of the United
States, primarily in Asia, which further exposes us to foreign risks. Sales to customers located in Asia represented approximately 88% of our net revenue in the
first nine months of fiscal 2003, and represented 83% and 92% of our net revenue in fiscal 2002 and 2001, respectively.

We anticipate that our manufacturing, assembly, testing and sales outside of the United States will continue to account for a substantial portion of our
operations and revenue in future periods. Accordingly, we are subject to international risks, including:

. difficulties in obtaining domestic and foreign export, import and other governmental approvals, permits and licenses;
. compliance with foreign laws;

24




Table of Contents

. difficulties in staffing and managing foreign operations;

. trade restrictions or higher tariffs;

. transportation delays;

. difficulties of managing distributors, especially because we expect to continue to increase our sales through international distributors;

. political and economic instability, including wars, terrorism, other hostilities and political unrest, boycotts, curtailment of trade and other business

restrictions; and
. inadequate local infrastructure.

Because all of our sales to date have been denominated in United States dollars, increases in the value of the United States dollar will increase the price of our
products so that they become relatively more expensive to customers in the local currency of a particular country, potentially leading to a reduction in sales and
profitability for us in that country. A portion of our international revenue may be denominated in foreign currencies in the future, which will subject us to risks
associated with fluctuations in exchange rates for those foreign currencies.

Our third-party foundries and subcontractors are concentrated in Taiwan and elsewhere in the Pacific Rim, an area subject to significant earthquake risks.
Any disruption to the operations of these foundries and subcontractors resulting from earthquakes or other natural disasters could cause significant delays in
the production or shipment of our products.

Substantially all of our products are manufactured by Taiwan Semiconductor Manufacturing Company, which is located in Taiwan. Currently our only
alternative manufacturing sources are located in Taiwan and China. In addition, substantially all of our assembly and testing facilities are located in Singapore,
Taiwan and the Philippines. The risk of an earthquake in Taiwan and elsewhere in the Pacific Rim region is significant due to the proximity of major earthquake
fault lines to the facilities of our foundries and assembly and test subcontractors. In September 1999, a major earthquake in Taiwan affected the facilities of
several of these third-party contractors. As a consequence of this earthquake, these contractors suffered power outages and disruptions that impaired their
production capacity. In March 2002, another major earthquake occurred in Taiwan. Although our foundries and subcontractors did not suffer any significant
damage as a result of this most recent earthquake, the occurrence of additional earthquakes or other natural disasters could result in the disruption of our foundry
or assembly and test capacity. Any disruption resulting from such events could cause significant delays in the production or shipment of our products until we are
able to shift our manufacturing, assembling or testing from the affected contractor to another third-party vendor. We may not be able to obtain alternate capacity
on favorable terms, if at all.

We rely on third-party distributors and manufacturers’ representatives to distribute and sell our products and the failure of these distributors and
manufacturers’ representatives to perform as expected could reduce our future sales.

We sell our communications products to customers primarily through distributors and manufacturers’ representatives. Our relationships with some of our
distributors and manufacturers’ representatives have been established within the last year, and we are unable to predict the extent to which our distributors and
manufacturers’ representatives will be successful in marketing and selling our products. Moreover, many of our manufacturers’ representatives and distributors
also market and sell competing products. Our representatives and distributors may terminate their relationships with us at any time. Our future performance will
also depend, in part, on our ability to attract additional distributors or manufacturers’ representatives that will be able to market and support our products
effectively, especially in markets in which we have not previously distributed our products. If we cannot retain our current distributors or manufacturers’
representatives or recruit additional or replacement distributors or manufacturers’ representatives, our sales and operating results will be harmed. The loss of one
or more of our distributors or manufacturers’ representatives could harm our sales and results of operations. We generally realize a higher gross margin on direct
sales and from sales through manufacturers’ representatives than on sales through distributors. Accordingly, if our distributors were to account for an increased
portion of our net sales, our gross margins may decline.
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Any future acquisitions and transactions may not be successful.

We expect to continue to make acquisitions of, and investments in, businesses that offer complementary products, services and technologies, augment our
market segment coverage, or enhance our technological capabilities. We may also enter into strategic alliances or joint ventures to achieve these goals. We cannot
assure you that we will be able to identify suitable acquisition, investment, alliance, or joint venture opportunities or that we will be able to consummate any such
transactions or relationships on terms and conditions acceptable to us, or that such transactions or relationships will be successful.

Any transactions or relationships will be accompanied by the risks commonly encountered with those matters. Risks that could have a material adverse affect
on our business, results of operations or financial condition include, among other things:

. the difficulty of assimilating the operations and personnel of an acquired businesses;

. the potential disruption of our ongoing business;

. the distraction of management from our business;

. the potential inability of management to maximize the financial and strategic position of us as a result of an acquisition;

. the potential difficulty maintaining uniform standards, controls, procedures and policies;

. the impairment of relationships with employees and clients as a result of any integration of new management personnel;

. the risk of entering market segments in which we have no or limited direct prior experience and where competitors in such market segments have

stronger market segment positions; and
. the potential loss of key employees of an acquired company.

The average selling prices of products in our markets have historically decreased rapidly and will likely do so in the future, which could harm our revenues
and gross profits.

The products we develop and sell are used for high volume applications. As a result, the prices of those products have historically decreased rapidly. Our gross
profits and financial results will suffer if we are unable to offset any reductions in our average selling prices by increasing our sales volumes, reducing our costs,
or developing new or enhanced products on a timely basis with higher selling prices or gross profits. We expect that our gross margin as a percentage of net
revenue will decrease during fiscal 2003 and possibly in future periods due to (i) the anticipated production ramps of large volume design wins in lower margin
businesses such as the desktop computer sector, and (ii) an increase in sales of SOCs, which typically have lower margins than standalone read channel devices.
In addition, if our sales of storage products into the desktop computer market were to increase as a percentage of total storage revenues, our margins would also
likely decrease because gross margins on sales into this market are generally lower than for sales into the enterprise and mobile computer markets, where we
currently generate the substantial majority of our storage product revenues.

Additionally, because we do not operate our own manufacturing, assembly or testing facilities, we may not be able to reduce our costs as rapidly as companies
that operate their own facilities, and our costs may even increase, which could also reduce our margins. In the past, we have reduced the average selling prices of
our products in anticipation of future competitive pricing pressures, new product introductions by us or our competitors and other factors. We expect that we will
have to do so again in the future.

We have a lengthy and expensive storage product sales cycle that does not assure product sales, and that if unsuccessful, may harm our operating results.
The sales cycle for our storage products is long and requires us to invest significant resources with each potential customer without any assurance of sales to
that customer. Our sales cycle typically begins with a three to six month evaluation and test period, also known as qualification, during which our products

undergo rigorous reliability testing by our customers.
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Qualification is typically followed by a 12 to 18 month development period by our customers and an additional three to six month period before a customer
commences volume production of equipment incorporating our products. This lengthy sales cycle creates the risk that our customers will decide to cancel or
change product plans for products incorporating our integrated circuits. During our sales cycle, our engineers assist customers in implementing our products into
the customers’ products. We incur significant research and development and selling, general and administrative expenses as part of this process, and this process
may never generate related revenues. We derive revenue from this process only if our design is selected. Once a customer selects a particular integrated circuit for
use in a storage product, the customer generally uses solely that integrated circuit for a full generation of its product. Therefore, if we do not achieve a design win
for a product, we will be unable to sell our integrated circuit to a customer until that customer develops a new product or a new generation of its product. Even if
we achieve a design win with a customer, the customer may not ultimately ship products incorporating our products or may cancel orders after we have achieved
a sale. In addition, we will have to begin the qualification process again when a customer develops a new generation of a product for which we were the
successful supplier.

Also, during the final production of a mature product, our customers typically exhaust their existing inventory of our integrated circuits. Consequently, orders
for our products may decline in those circumstances, even if our products are incorporated into both our customers’ mature and replacement products. A delay in
a customer’s transition to commercial production of a replacement product may cause the customer to lose sales, which would delay our ability to recover the lost
sales from the discontinued mature product. In addition, customers may defer orders in anticipation of new products or product enhancements from our
competitors or us.

We are subject to the cyclical nature of the integrated circuit industry. The current and any future downturns will likely reduce our revenue and result in
excess inventory.

The integrated circuit industry is highly cyclical and is characterized by constant and rapid technological change, rapid product obsolescence and price erosion,
evolving standards, short product life cycles and wide fluctuations in product supply and demand. The industry has experienced, and is currently experiencing,
significant downturns, often connected with, or in anticipation of, maturing product cycles of both integrated circuit companies’ and their customers’ products and
declines in general economic conditions. These downturns have been characterized by diminished product demand, production overcapacity, high inventory levels
and accelerated erosion of average selling prices. The current downturn and any future downturns may reduce our revenue or our percentage of revenue growth
on a quarter-to-quarter basis and result in us having excess inventory.

Furthermore, any upturn in the integrated circuit industry could result in increased competition for access to third-party foundry, assembly and test capacity.

When demand for foundry capacity is high, we may take various actions to try to secure sufficient capacity, which may be costly and harm our operating
results.

Availability of foundry capacity has in the recent past been reduced due to strong demand. In order to secure sufficient foundry capacity when demand is high,
we may enter into various arrangements with suppliers that could be costly and harm our operating results, including:

. option payments or other prepayments to a foundry;

. nonrefundable deposits with or loans to foundries in exchange for capacity commitments;

. contracts that commit us to purchase specified quantities of integrated circuits over extended periods;
. issuance of our equity securities to a foundry;

. investment in a foundry; and

. other contractual relationships with foundries.

We may not be able to make any such arrangement in a timely fashion or at all, and any arrangements may be costly, reduce our financial flexibility, and not be
on terms favorable to us. Moreover, if we are able to secure foundry capacity, we may be obligated to use all of that capacity or incur penalties. These penalties
may be expensive and could harm our financial results.
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The development and evolution of markets for our integrated circuits are dependent on factors, such as industry standards, over which we have no control.
For example, if our customers adopt new or competing industry standards with which our products are not compatible or fail to adopt standards with which
our products are compatible, our existing products would become less desirable to our customers and our sales would suffer.

The emergence of markets for our integrated circuits is affected by a variety of factors beyond our control. In particular, our products are designed to conform
to current specific industry standards. Our customers may not adopt or continue to follow these standards, which would make our products less desirable to our
customers and reduce our sales. Also, competing standards may emerge that are preferred by our customers, which could also reduce our sales and require us to
make significant expenditures to develop new products.

We have made a significant investment in the development and production of our Gigabit Ethernet products. However, the Gigabit Ethernet technology is
relatively new compared to the more established 10 and 100 megabit per second Fast Ethernet technologies. If the Gigabit Ethernet technology does not achieve
widespread market acceptance, our revenue and operating results may be harmed. We have also made a significant investment in the development of wireless
LAN products based on the IEEE 802.11b standard. Wireless LAN technologies are relatively new and many competing standards, such as IEEE 802.11a and
Bluetooth™, exist. If the 802.11b standard does not achieve widespread market acceptance, our revenue and operating results may be harmed.

We may be unable to protect our intellectual property, which would negatively affect our ability to compete.

We believe one of our key competitive advantages results from our collection of proprietary technologies that we have developed since our inception. If we fail
to protect these intellectual property rights, competitors could sell products based on technology that we have developed, which could harm our competitive
position and decrease our revenues. We believe that the protection of our intellectual property rights is and will continue to be important to the success of our
business. We rely on a combination of patent, copyright, trademark and trade secret laws, as well as nondisclosure agreements and other methods, to protect our
proprietary technologies. We also enter into confidentiality or license agreements with our employees, consultants and other third parties, and control access to
and distribution of our documentation and other proprietary information. We have been issued several United States patents and have a number of pending United
States patent applications. However, a patent may not be issued as a result of any applications or, if issued, claims allowed may not be sufficiently broad to protect
our technology. In addition, it is possible that existing or future patents may be challenged, invalidated or circumvented. Despite our efforts, unauthorized parties
may attempt to copy or otherwise obtain and use our products or proprietary technology. Monitoring unauthorized use of our technology is difficult, and the steps
that we have taken may not prevent unauthorized use of our technology, particularly in foreign countries where the laws may not protect our proprietary rights as
fully as in the United States.

Significant litigation over intellectual property in our industry may cause us to become involved in costly and lengthy litigation, which could subject us to
liability, require us to stop selling our products or force us to redesign our products.

Litigation involving patents and other intellectual property is widespread in the high-technology industry and is particularly prevalent in the integrated circuit
industry, where a number of companies aggressively bring numerous infringement claims to protect their patent portfolios. From time to time we receive, and
may continue to receive in the future, notices that claim we have infringed upon, misappropriated or misused the proprietary rights of other parties. These claims
could result in litigation which, in turn, could subject us to significant liability for damages. These lawsuits, regardless of their success, would likely be time-
consuming and expensive to resolve and would divert management time and attention. Any potential intellectual property litigation also could force us to do one
or more of the following:

. stop selling products or using technology that contains the allegedly infringing intellectual property;

. pay damages to the party claiming infringement;

. attempt to obtain a license to the relevant intellectual property, which license may not be available on reasonable terms or at all; and
. attempt to redesign those products that contain the allegedly infringing intellectual property.
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We are incorporated in Bermuda, and, as a result, it may not be possible for our shareholders to enforce civil liability provisions of the securities laws of the
United States.

We are organized under the laws of Bermuda. As a result, it may not be possible for our shareholders to effect service of process within the United States upon
us, or to enforce against us in United States courts judgments based on the civil liability provisions of the securities laws of the United States. Most of our
executive officers and directors are residents of the United States. However, there is significant doubt as to whether the courts of Bermuda would recognize or
enforce judgments of United States courts obtained against us or our directors or officers based on the civil liability provisions of the securities laws of the United
States or any state or hear actions brought in Bermuda against us or those persons based on those laws. The United States and Bermuda do not currently have a
treaty providing for the reciprocal recognition and enforcement of judgments in civil and commercial matters. Therefore, a final judgment for the payment of
money rendered by any federal or state court in the United States based on civil liability, whether or not based solely on United States federal or state securities
laws, would not be automatically enforceable in Bermuda.

Our Bye-laws contain a waiver of claims or rights of action by our shareholders against our officers and directors, which will severely limit our shareholders’
right to assert a claim against our officers and directors under Bermuda law.

Our Bye-laws contain a broad waiver by our shareholders of any claim or right of action, both individually and on our behalf, against any of our officers and
directors. The waiver applies to any action taken by an officer or director, or the failure of an officer or director to take any action, in the performance of his or her
duties with or for us, other than with respect to any matter involving any fraud or dishonesty on the part of the officer or director. This waiver will limit the rights
of our shareholders to assert claims against our officers and directors unless the act complained of involves actual fraud or dishonesty. Thus, so long as acts of
business judgment do not involve actual fraud or dishonesty, they will not be subject to shareholder claims under Bermuda law. For example, shareholders will
not have claims against officers and directors for a breach of trust, unless the breach rises to the level of actual fraud or dishonesty.

We are subject to uncertainty regarding how the United States federal income tax laws apply to our business. If our application of the tax code is incorrect,
our operating results could be harmed.

As a Bermuda corporation, we are subject to United States federal income tax at regular corporate rates and to United States branch profits tax, in each case to
the extent that our income is effectively connected with the conduct of a trade or business in the United States. The determination of whether income of a foreign
corporation is effectively connected with the conduct of a trade or business in the United States and, therefore, is subject to United States tax, involves a
consideration of all the facts and circumstances and the application of legal standards that are uncertain. There have been few court cases or rulings by the Internal
Revenue Service addressing the application of these legal standards, and we believe that none of these cases or rulings relates to facts precisely like ours. Our
position is that our business operations do not generate any income that is effectively connected with a United States trade or business. Because of the uncertainty
as to how United States federal income tax laws apply to the way we conduct our business, we believe the Internal Revenue Service may disagree with our past or
future positions as to the amount of effectively connected income that we earn. Therefore, if our positions are disallowed, the amount we have accrued in our
financial statements for United States federal income taxes may be insufficient to the extent of the difference between the income tax rate ultimately determined
to apply and the tax rate that we have used to accrue for income taxes in our financial statements. In addition, we could be required to make significant cash
payments for back taxes and interest based on the difference between the income tax rate ultimately determined to apply and the rate at which we paid those
taxes.

Tax benefits we receive may be terminated or reduced in the future, which would increase our costs.

Under current Bermuda law, we are not subject to tax on our income or capital gains. We have obtained from the Minister of Finance of Bermuda under the
Exempt Undertakings Tax Protection Act 1966, as amended, an undertaking that, in the event that Bermuda enacts any legislation imposing tax computed on
income or capital gains, those taxes should not apply to us until March 28, 2016. However, this exemption may not be extended beyond that date.

The Economic Development Board of Singapore granted Pioneer Status to our wholly-owned subsidiary in Singapore in July 2000 for a period of at least six
years, commencing July 1, 1999. As a result, we anticipate that a significant portion of the income we earn in Singapore during this period will be exempt from
the 26% Singapore tax rate. We are required to meet several requirements as to investment, headcount and activities in Singapore to retain this status. If our
Pioneer Status is terminated early, our financial results could be harmed.
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The Israeli government has granted Approved Enterprise Status to our wholly-owned subsidiary in Israel, which provides a tax holiday on undistributed
income derived from operations within certain “development regions” in Israel. In order to maintain our qualification, we must continue to meet specified
conditions, including the making of investments in fixed assets in Israel. As our tax holidays expire, we expect that we will start paying income tax on our
operations within these development regions. Some of our regional tax holidays have already expired and we are currently paying income taxes in these regions.

If we are classified as a passive foreign investment company, our shareholders may suffer adverse tax consequences.

Because we are incorporated in Bermuda and have operations in the United States, Israel and Singapore, we are subject to special rules and regulations,
including rules regarding a passive foreign investment company, or PFIC. We believe that we are not a PFIC, and we expect to continue to manage our affairs so
that we will not become a PFIC. However, whether we should be treated as a PFIC is a factual determination that is made annually and is subject to change. If we
are classified as a PFIC, then each United States holder of our common stock would, upon qualifying distributions by us or upon the pledge or sale of their shares
of common stock at a gain, be liable to pay tax at the then prevailing rates on ordinary income plus an interest charge, generally as if the distribution or gain had
been earned ratably over the shareholder’s holding period. In addition to the risks related to PFIC status, our shareholders and we could also suffer adverse tax
consequences if we are classified as a foreign personal holding company, a personal holding company or a controlled foreign corporation.

Our officers and directors own a large percentage of our voting stock, and three existing directors, who are also significant shareholders, are related by blood
or marriage. These factors may allow the officers and directors as a group or the three related directors to control the election of directors and the approval or
disapproval of significant corporate actions.

As of November 30, 2002, our executive officers and directors beneficially owned or controlled, directly or indirectly, approximately 41% of the outstanding
shares of our common stock. Additionally, Dr. Sehat Sutardja and Weili Dai are husband and wife and Dr. Sehat Sutardja and Dr. Pantas Sutardja are brothers. All
three are directors and together they held approximately 30% of our outstanding common stock as of November 30, 2002. As a result, if the directors and officers
as a group or any of Sehat Sutardja, Weili Dai, and Pantas Sutardja act together, they will significantly influence, and will likely control, the election of our
directors and the approval or disapproval of our significant corporate actions. This influence over our affairs might be adverse to the interests of other
shareholders. In addition, the voting power of these officers or directors could have the effect of delaying or preventing an acquisition of us on terms that other
shareholders may desire.

Under Bermuda law all of our officers, in exercising their powers and discharging their duties, must act honestly and in good faith with a view to our best
interests and exercise the care, diligence and skill that a reasonably prudent person would exercise in comparable circumstances. Majority shareholders do not
owe fiduciary duties to minority shareholders. As a result, the minority shareholders will not have a direct claim against the majority shareholders in the event the
majority shareholders take actions that damage the interests of minority shareholders. Class actions and derivative actions are generally not available to
shareholders under the laws of Bermuda, except the Bermuda courts would be expected to follow English case law precedent, which would permit a shareholder
to bring an action in our name if the directors or officers are alleged to be acting beyond our corporate power, committing illegal acts or violating our
Memorandum of Association or Bye-laws. In addition, minority shareholders would be able to challenge a corporate action that allegedly constituted a fraud
against them or required the approval of a greater percentage of our shareholders than actually approved it. The winning party in such an action generally would
be able to recover a portion of attorneys’ fees incurred in connection with the action.

Class action litigation due to stock price volatility or other factors could cause us to incur substantial costs and divert our management’s attention and
resources.

On July 31, 2001, a putative class action suit was filed against two investment banks that participated in the underwriting of our initial public offering, or IPO,
on June 29, 2000. That lawsuit, which did not name Marvell or any of our officers or directors as defendants, was filed in the United States District Court for the
Southern District of New York. Plaintiffs allege that the underwriters received “excessive” and undisclosed commissions and entered into unlawful “tie-in”
agreements with certain of their clients in violation of Section 10(b) of the Securities Exchange Act of 1934. Thereafter, on September 5, 2001, a second putative
class action was filed in the Southern District of New York relating to our IPO. In this second action, plaintiffs named three underwriters as defendants and also
named as defendants Marvell and two of our officers, one of whom is also a director. Relying on many of the same allegations contained in the initial complaint
in which Marvell was not named as a defendant, plaintiffs allege that the defendants violated various provisions of the Securities Act of 1933 and the Securities
Exchange Act of 1934. In both actions,
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plaintiffs seek, among other items, unspecified damages, pre-judgment interest and reimbursement of attorneys’ and experts’ fees. These two actions relating to
our IPO have been consolidated with hundreds of other lawsuits filed by plaintiffs against approximately 40 underwriters and approximately 300 issuers across
the United States. To date, there have been no significant developments in the consolidated litigation. It is expected that a small number of cases will be
designated as “test cases” for purposes of initial challenges to the pleadings, which are not expected to be briefed, argued and decided before early 2003. We
believe that the claims asserted against Marvell and our officers are without merit and intend to defend these claims vigorously. Based on currently available
information, we do not believe that the ultimate disposition of the lawsuit naming Marvell and our officers will have a material adverse impact on our business or
financial condition. However, these claims and any resulting litigation could result in substantial costs and could divert the attention and resources of our
management.

In the past, securities class action litigation often has been brought against a company following periods of volatility in the market price of its securities.
Companies in the integrated circuit industry and other technology industries are particularly vulnerable to this kind of litigation due to the high volatility of their
stock prices. Accordingly, we may in the future be the target of securities litigation. Any securities litigation could result in substantial costs and could divert the
attention and resources of our management.

Future sales of our common stock in the public market may depress our stock price.

A substantial number of our shares remain available for sale pursuant to Rule 144. Future sales of a substantial number of shares of our common stock in the
public market could cause our stock price to decline. As of November 30, 2002, we had 120,573,594 shares outstanding and none of these shares are subject to
any lock-up agreements. The market price of our stock could drop significantly if holders of a substantial number of our shares sell them or are perceived by the

market as intending to sell them. In addition, the sale of our shares could impair our ability to raise capital through the sale of additional stock.

Our Bye-laws contain provisions that could delay or prevent a change in corporate control, even if the change in corporate control would benefit our
shareholders.

Our Bye-laws contain change in corporate control provisions which include:

. authorizing the issuance of preferred stock without shareholder approval;
. providing for a classified board of directors with staggered, three-year terms; and
. requiring a vote of two-thirds of the outstanding shares to approve any change of corporate control.

These change in corporate control provisions could make it more difficult for a third-party to acquire us, even if doing so would be a benefit to our
shareholders.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

Interest Rate Risk. The primary objective of our investment activities is to preserve principal while at the same time maximize the income we receive from our
investments without significantly increasing risk. Some of the securities that we have invested in may be subject to market risk. This means that a change in
prevailing interest rates may cause the principal amount of the investment to fluctuate. For example, if we hold a security that was issued with a fixed interest rate
at the then-prevailing rate and the prevailing interest rate later rises, the principal amount of our investment will probably decline, while variable rate securities
may produce less income than expected if interest rates fall. To minimize this risk, we maintain our portfolio of cash equivalents and short-term investments in a
variety of fixed and variable rate securities including money market funds; corporate debt securities; State, county and municipal debt securities; and foreign
government securities. In general, money market funds are not subject to market risk because the interest paid on such funds fluctuates with the prevailing interest
rate. The following table presents the amounts of our cash equivalents and short-term investments that are subject to market risk by range of expected maturity
and weighted-average interest rates as of October 31, 2002 (in thousands). This table does not include money market funds because those funds are not subject to
market risk.

Expected Fiscal Year Maturity Date

2003 2004 2005 2006 Total Fair Value
Variable Rate $14,952 $ — $ — $ — $ 14,952 $ 14,914
Average Interest Rate 2.04% — — — 2.04%
Fixed Rate $27,459 $40,506 $40,748 $34,162 $142,875 $144,662
Average Interest Rate 2.04% 3.65% 3.71% 4.23% 3.50%
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Investment Risk. We invest in equity instruments of privately-held companies for business and strategic purposes. These investments are included in other
noncurrent assets in the accompanying balance sheets and are accounted for under the cost method as our ownership is less than 20% and we do not have the
ability to exercise significant influence over the operations on these companies. Since our initial investment, one of these equity investments in a privately-held
company has become marketable upon the investee completing an initial public offering. Such an investment is subject to significant fluctuations in fair market
value due to the volatility of the stock market. This investment is recorded at market value and is classified as a short-term investment in the accompanying
balance sheets.

Foreign Currency Exchange Risk. All of our sales and the majority of our expenses to date have been denominated in United States dollars, and, as a result, we
have relatively little exposure to foreign currency exchange risk. We do not currently enter into forward exchange contracts to hedge exposures denominated in
foreign currencies or any other derivative financial instruments for trading or speculative purposes. However, in the event our exposure to foreign currency risk
increases, we may choose to hedge those exposures in the future.

Item 4. Controls and Procedures

The Company maintains disclosure controls and procedures that are designed to ensure that the information required to be disclosed in its Exchange Act
reports is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and that such information is accumulated
and communicated to the Company’s management, including its Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions
regarding required disclosure based closely on the definition of “disclosure controls and procedures” in Rule 13a-14(c). In designing and evaluating the disclosure
controls and procedures, the Company’s management recognized that any controls and procedures, no matter how well designed and operated, can provide only
reasonable assurance of achieving the desired control objectives, and management necessarily was required to apply its judgment in evaluating the cost-benefit
relationship of possible controls and procedures in reaching that level of reasonable assurance.

Within 90 days prior to the date of the report, the Company carried out an evaluation, under the supervision and with the participation of its management,
including its Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of the Company’s disclosure controls and
procedures. Based on the foregoing, the Chief Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls and procedures
were effective.

There have been no significant changes in the Company’s internal controls or in other factors that could significantly affect the internal controls subsequent to
the date that the Company completed its evaluation.

PART II. OTHER INFORMATION
Item 1. Legal Proceedings

On July 31, 2001, a putative class action suit was filed against two investment banks that participated in the underwriting of our initial public offering, or IPO,
on June 29, 2000. That lawsuit, which did not name Marvell or any of our officers or directors as defendants, was filed in the United States District Court for the
Southern District of New York. Plaintiffs allege that the underwriters received “excessive” and undisclosed commissions and entered into unlawful “tie-in”
agreements with certain of their clients in violation of Section 10(b) of the Securities Exchange Act of 1934. Thereafter, on September 5, 2001, a second putative
class action was filed in the Southern District of New York relating to our IPO. In this second action, plaintiffs named three underwriters as defendants and also
named as defendants Marvell and two of our officers, one of whom is also a director. Relying on many of the same allegations contained in the initial complaint
in which Marvell was not named as a defendant, plaintiffs allege that the defendants violated various provisions of the Securities Act of 1933 and the Securities
Exchange Act of 1934. In both actions, plaintiffs seek, among other items, unspecified damages, pre-judgment interest and reimbursement of attorneys’ and
experts’ fees. These two actions relating to our IPO have been consolidated with hundreds of other lawsuits filed by plaintiffs against approximately 40
underwriters and approximately 300 issuers across the United States. To date, there have been no significant developments in the consolidated litigation. It is
expected that a small number of cases will be designated as “test cases” for purposes of initial challenges to the pleadings, which are not expected to be briefed,
argued and decided before early 2003. We believe that the claims asserted against Marvell and our officers are without merit and intend to defend these claims
vigorously. Based on currently available information, we do not believe that the ultimate disposition of the lawsuit naming Marvell and our officers will have a
material adverse impact on our business or financial condition. However, these claims and any resulting litigation could result in substantial costs and could divert
the attention and resources of our management.
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On September 12, 2001, Jasmine Networks, Inc. (“Jasmine”) filed a lawsuit in the Santa Clara County Superior Court asserting claims against Company
personnel and the Company for improperly obtaining and using information and technologies during the course of the negotiations with Company personnel
regarding the potential acquisition of Jasmine by the Company. The lawsuit claims that Company officers improperly obtained and used such information and
technologies after the Company signed a non-disclosure agreement with Jasmine. The Company believes the claims asserted against its officers and it are without
merit and intends to defend all claims vigorously. Based on currently available information, the Company does not believe that the ultimate disposition of this
lawsuit will have a material adverse impact on its business or financial condition.

We are also party to other claims and litigation proceedings arising in the normal course of business. Although the legal responsibility and financial impact
with respect to such claims and litigation cannot currently be ascertained, we do not believe that these matters will result in our payment of monetary damages,
net of any applicable insurance proceeds, that, in the aggregate, would be material in relation to our consolidated financial position or results of operations.
Item 2. Changes in Securities and Use of Proceeds
Not applicable.

Item 3. Defaults Upon Senior Securities
Not applicable.
Item 4. Submission of Matters to a Vote of Security Holders
Not applicable.
Item 5. Other Information
Not applicable.
Item 6. Exhibits and Reports on Form 8-K
@ The following exhibits are filed as part of this report:
10.17 Amendment Number 3 to that certain Master Development, Purchasing and License Agreement dated October 10, 2002 by and

between Intel Corporation and Marvell Semiconductor, Inc.*

99.1 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 of
Dr. Sehat Sutardja Ph.D., Chief Executive Officer

99.2 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 of
George A. Hervey, Chief Financial Officer

* Portions redacted pursuant to a request for confidential treatment filed with the Securities and Exchange Commission.
(b) Reports on Form 8-K:

On August 23, 2002, we filed a current report on Form 8-K in connection with the issuance of a press release dated August 22, 2002 announcing our
financial results for the second quarter of fiscal 2003.

On October 11, 2002, we filed a current report of Form 8-K in connection with the issuance of a press release dated October 11, 2002 announcing our
introduction of the Yukon Gigabit Ethernet controller and the amendment of an existing Intel agreement.
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SIGNATURES

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

MARVELL TECHNOLOGY GROUP LTD.

December 16, 2002 By: /s/ GEORGE A. HERVEY

Date George A. Hervey
Vice President and Chief Financial Officer
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CERTIFICATIONS

I, Dr. Sehat Sutardja, Ph.D., certify that:

I have reviewed this quarterly report on Form 10-Q of Marvell Technology Group Ltd.;

Based on my knowledge, this quarterly 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 quarterly report;

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 quarterly report.

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 we have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its consolidated
financial subsidiaries, is made known to us by others within those entities, particularly during the period in which this quarterly 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
quarterly report (the “Evaluation Date”); and

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

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

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 control; 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

The registrant’s other certifying officers and I have indicated in this quarterly 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.

December 16, 2002 By: /s/ SEHAT SUTARDJA

Date

Dr. Sehat Sutardja, Ph.D.
Co-Chairman of the Board,
President and Chief Executive Officer

35




Table of Contents

I, George A. Hervey, certify that:

I have reviewed this quarterly report on Form 10-Q of Marvell Technology Group Ltd.;

Based on my knowledge, this quarterly 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 quarterly report;

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 quarterly report.

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 we have:

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

C) 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
quarterly report (the “Evaluation Date”); and

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

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

e) 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 control; 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

The registrant’s other certifying officers and I have indicated in this quarterly 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.

December 16, 2002 By: /s/ GEORGE A. HERVEY

Date

George A. Hervey
Vice President and Chief Financial Officer
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EXHIBIT 10.17

Certain confidential information has been omitted from this Exhibit 10.17
pursuant to a confidential treatment request filed separately with the
Securities and Exchange Commission. The omitted information is indicated by the
symbol "[*]" at each place in this Exhibit 10.17 where the omitted information
appeared in the original.

MASTER DEVELOPMENT, PURCHASING AND LICENSE AGREEMENT
BETWEEN
INTEL CORPORATION AND MARVELL SEMICONDUCTOR, INC.

AMENDMENT NUMBER 3

This Amendment Number 3 (this "Amendment Number 3") amends that
certain Master Development, Purchasing and License Agreement dated May 19, 2000
(the "Effective Date"), as amended, by and between Intel Corporation ("Intel")
and Marvell Semiconductor, Inc. ("Marvell")(the "Agreement") and is dated and is
effective as of October 10, 2002 (the "Third Amendment Effective Date"). Intel
and Marvell are each are "party" hereunder and, collectively, are the "parties"
hereunder.

RECITALS
WHEREAS, the parties entered into the Agreement on the Effective Date;

WHEREAS, the parties first amended the Agreement on October 18, 2000 (the
"Amendment Effective Date");

WHEREAS, the parties additionally amended the Agreement on July 17, 2001
(the "Second Amendment Effective Date");

WHEREAS, the parties seek to enter into this Amendment Number 3 to, inter
alia, [*] and certain other provisions arising under the Agreement, as amended
to date, and to provide for the [*] set forth herein;

WHEREAS, the parties seek to enter into this Amendment Number 3 in order
to begin the development activities provided for in the Project Statement to be
attached hereto as Attachment number 7 to Exhibit C; and,

WHEREAS, the parties wish to restate, adopt, republish and otherwise agree
to each and every other term of the Agreement, as amended to date, and each
exhibit thereto with the additional amendments set forth herein;

NOW, THEREFORE, in consideration of the foregoing premises and mutual
covenants set forth herein and in the Agreement, as amended to date, and for
other good and valuable consideration, the receipt and sufficiency of which the
parties hereby acknowledge, the parties hereby agree as follows:

1. Except as set forth herein, each and every term and condition set forth in
the Agreement, as amended to date, and each Exhibit thereto shall remain in full
force and effect.

2. Except as set for herein, all capitalized or defined terms herein shall
have meaning given such terms in the Agreement, as amended to date.

3. The parties agree that Intel shall [*] during the [*] provided for in [*].
The parties agree that Intel shall [*]t," during the [*] provided for in [*].
The parties agree that the [*] for any [*] set forth in [*] shall be the [*]
[*1.



4,

To effect the parties' intentions set forth above, the parties hereby

agree that the Agreement, as amended to date, shall be further amended as of the
Third Amendment Effective Date as follows:

4.1 Each term, condition and other item of information set forth in

Section [*] and Section [*] of the Agreement shall be deleted in their entirety.

4.2 Each term, condition and other item of information set forth in

Section [*], Section [*] and Section [*] of Exhibit [*] of that certain
Amendment Number 1 dated the Amendment Effective Date by and between the parties
("Amendment Number 1") shall be deleted in its entirety.

4.3 Each term, condition and other item of information set forth in

Section [*] and all sub-sections thereunder of Exhibit [*] of Amendment Number 1
shall be deleted in their entirety and replaced with the following:

"Intel shall be entitled [*] from Marvell the following [*] [*] at the

following [*]:

[*1*

[*1*

[*1~

[*]
(1 *1 1 1 1 [*1 [*1 1 [*]1 [*1 [*] [”]
1 1 1 1 1 r*1 [*1 1 [*1 [*1 [*1 [”*]
(1 *1 *1 1 1 (*1 [*1 [*1 ("] [*1 [*] [”]
1 1 <1 1 (1 [*1 [*1 [*1 ("1 [*1 [*] ["]
(1 r*1 1 1 1 [*1 [*1 1 [*]1 [*1 [*] [”]
1 <1 <1 1 1 1 1 1 [*1 [*1 [*1 [*]
(1 *1 1 1 (1 [*1 [*1 [*1 [*]1 [*1 [*] [”]
1 1 1 1 1 [*1 [*1 1 [*1 [*1 [*]1 [”]
(1 1 1 1 1 r*1 [*1 [*1 [*1 [*1 [*]1 [*]
1 1 *1 1 1 [*1 [*1 [*1 ("1 [*1 [*] [”]
(1 *1 1 1 1 [*1 [*1 1 [*]1 [*1 [*] [”]
1 <1 <1 1 1 1 r*1 [*1 [*1 [*1 [*1 [*]

*[*1 [*] for these [*] devices are those [*] on purchase orders issued by
Intel and accepted by Marvell [*].

**[*] for [*] relate to the proposed [*] [*] to be [*] pursuant to
Attachment 7 to Exhibit C to be attached hereto, the [*]. Intel agrees to
(1) [*] within 30 days of the [*] and (ii) make reasonable efforts [*] as
soon as possible. The parties agree that Intel [*].

For the avoidance of doubt, any purchases of the [*] set forth in [*] made
by Intel [*], [*], shall be [*] [*] corresponding to such devices set
forth in [*]. In the event that Intel [*] for any such [*] purchases,
Marvell shall [*] set forth above for such units in such quarters.

Unless otherwise agreed in writing, the parties agree that [*] set forth
above [*] Intel will pay to Marvell for such devices and that under no
circumstances at any time [*]."

4.4 Each term, condition and other item of information set forth in

Section [*] and all sub-sections thereunder of Exhibit [*] of Amendment Number 1
shall be deleted in their entirety.



4.5 Each term, condition and other item of information set forth in
Exhibit [*] and Exhibit [*] of the Agreement as incorporated into the Agreement
pursuant to Amendment Number 1 and all sub-sections under such Exhibits [*] and
[*] shall be deleted in their entirety.

4.6 Each term, condition and other item of information set forth in
Section [*] of the Agreement as incorporated into the Agreement pursuant to [*]
of Amendment Number 2 shall be deleted in its entirety.

4.7 Each term, condition and other item of information set forth in
Section [*] of the Agreement as incorporated into the Agreement pursuant to 3.8
of Amendment Number 2 shall be deleted in its entirety.

4.8 Each term, condition and other item of information set forth in
Section [*] of the Agreement as incorporated into the Agreement pursuant to [*]
of Amendment Number 2 shall be deleted in its entirety.

4.9 Each term, condition and other item of information set forth in
Section [*] of the Agreement as incorporated into the Agreement pursuant to [*]
of Amendment Number 2 shall be deleted in its entirety.

4.10 Each term, condition and other item of information set forth in
Section 14 of the Agreement as incorporated into the Agreement pursuant to [*]
of Amendment Number 2 shall be deleted in their entirety.

4.11 Each term, condition and other item of information set forth in
Section [*] of the Agreement as amended pursuant to [*] of Amendment Number 2
shall be deleted in its entirety and replaced with the following.

"Unless earlier terminated by written mutual agreement of the parties or
extended pursuant to the terms of [*] Section [*], the term of this
Agreement will expire with respect to each Project Statement entered into
by and between the parties [*]. Notwithstanding the foregoing, however,
the [*] shall survive for [*] beyond the date of such expiration."

4.12 Each term, condition and other item of information set forth in
Section [*] of the Agreement shall be deleted in its entirety.

4.13 Each term, condition and other item of information set forth in
Section [*] of the Agreement shall be deleted in its entirety.

4.14 Each term, condition and other item of information set forth in
Section [*] of the Agreement as incorporated into the Agreement pursuant to [*]
of Amendment Number 2 shall be deleted in their entirety.

4.15 Each term, condition and other item of information set forth in "[*]
of the Agreement, [*]," shall be deleted in their entirety.

4.16 Each term, condition and other item of information set forth in "[*]
of the Agreement, "[*]," shall be deleted in their entirety.

4.17 Each term, condition and other item of information set forth in "[*]
of the Agreement, "[*]," shall be deleted in their entirety.

4.18 Each term, condition and other item of information set forth in "[*]
of the Agreement, "[*]," shall be deleted in their entirety.

4.19 Each term, condition and other item of information set forth in [*]
of the Agreement, "[*]," shall be deleted in their entirety.



4.20 Each term, condition and other item of information set forth in "[*]
of the Agreement[*]," shall be deleted in their entirety.

5. In connection with the execution of this Amendment Number 3, the parties
hereby agree to undertake the mutual development activities set forth [*],"
attached hereto, which the parties agree shall be incorporated into the
Agreement, as amended to date, as Attachment Number 7 to Exhibit C.

6. The Agreement as amended to date, and this Amendment Number 3, along with
Attachment Number 7 to be attached hereto, are to be read together as one
document. If any term or condition of this Amendment Number 3, including the
attachment hereto, shall conflict with any term or condition of the Agreement,
as amended to date, then the Agreement, as amended to date, shall govern such
conflicting provision.

7. This Amendment Number 3 and Attachment Number 7 hereto, and the Agreement, as
amended to date, constitute the entire agreement between the parties relating to
the subject matter herein, thereon and therein and supersedes all prior and
contemporaneous agreements, discussions, negotiations, and understandings
between the parties, whether oral or written, express or implied.

IN WITNESS WHEREOF, the parties, by and through their respective
representatives, hereby execute this Amendment Number 3.

"MARVELL" "INTEL"

MARVELL SEMICONDUCTOR, INC. INTEL CORPORATION

By: By:

Name: DR. SEHAT SUTARDJA Name: TIM DUNN

Title: PRESIDENT AND CEO Title: GM, LAN ACCESS DIVISION



EXHIBIT 99.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Marvell Technology Group Ltd.
(the "Company") on Form 10-Q for the period ending October 31, 2002 as filed
with the Securities and Exchange Commission on the date hereof (the "Report"),
I, Dr. Sehat Sutardja, Ph.D., Chief Executive Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-0xley Act of 2002, to the best of my knowledge, that:

(1) The Report fully complies with the requirements of section 13(a) or
15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all
material respects, the financial condition and result of operations of

the Company.

/s/ SEHAT SUTARDJA

Co-Chairman of the Board,
President and Chief Executive Officer
December 16, 2002



EXHIBIT 99.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Marvell Technology Group Ltd.
(the "Company") on Form 10-Q for the period ending October 31, 2002 as filed
with the Securities and Exchange Commission on the date hereof (the "Report"),
I, George A. Hervey, Chief Financial Officer of the Company, certify, pursuant
to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-0xley Act of 2002, to the best of my knowledge, that:

(1) The Report fully complies with the requirements of section 13(a) or
15(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all
material respects, the financial condition and result of operations of
the Company.

/s/ GEORGE A. HERVEY
George A. Hervey

Vice President and Chief Financial Officer
December 16, 2002



