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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

ACT OF 1934
For the quarterly period ended March 28, 2010

or

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

For the transition period from to

Commission file number 0-12933

LAM RESEARCH CORPORATION

(Exact name of registrant as specified in its charter)
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Delaware 94-2634797
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
4650 Cushing Parkway Fremont, California 94538
(Address of principal executive offices) (Zip Code)

(510) 572-0200

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. YES x NO ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). Yes = No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act:

Large accelerated filer x Accelerated filer

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

As of April 29, 2010, there were 126,533,883 shares of Registrant s Common Stock outstanding.
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PART I. FINANCIAL INFORMATION

ITEM 1. Financial Statements
LAM RESEARCH CORPORATION

CONSOLIDATED BALANCE SHEETS

(in thousands, except per share data)

ASSETS
Cash and cash equivalents
Short-term investments
Accounts receivable, less allowance for doubtful accounts of $10,722 as of March 28, 2010 and $10,719 as
of June 28, 2009
Inventories
Deferred income taxes
Prepaid expenses and other current assets

Total current assets

Property and equipment, net
Restricted cash and investments
Deferred income taxes
Goodwill

Intangible assets, net

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY

Trade accounts payable

Accrued expenses and other current liabilities
Deferred profit

Current portion of long-term debt and capital leases

Total current liabilities
Long-term debt and capital leases
Income taxes payable

Other long-term liabilities

Total liabilities

Commitments and contingencies

Stockholders equity:

Preferred stock, at par value of $0.001 per share; authorized - 5,000 shares, none outstanding
Common stock, at par value of $0.001 per share; authorized - 400,000 shares; issued and outstanding -
126,037 shares at March 28, 2010 and 126,532 shares at June 28, 2009

Additional paid-in capital

Treasury stock, at cost, 36,274 shares at March 28, 2010 and 34,679 shares at June 28, 2009

Table of Contents

March 28,
2010
(unaudited)

$ 461,369
217,178

521,810
281,469
49,363
73,546

1,604,735
203,037
165,284

14,380
169,182
73,686
94,055

$ 2,324,359

$ 126922
262,733
138,194

5,512

533,361
20,314
113,364
12,872

679,911

126
1,421,608
(1,555,006)

$

$

June 28,
2009
@

374,167
205,221

253,585
233,410

69,043
101,714

1,237,140
215,666
178,439

17,007
169,182
91,605
84,145

1,993,184

49,606
281,335
45,787
5,348

382,076
40,886
102,999
14,134

540,095

127
1,377,231
(1,495,693

)

4



Edgar Filing: LAM RESEARCH CORP - Form 10-Q

Accumulated other comprehensive loss (50,890)
Retained earnings 1,828,610
Total stockholders equity 1,644,448
Total liabilities and stockholders equity $ 2,324,359

(1) Derived from audited financial statements
See Notes to Condensed Consolidated Financial Statements
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(52,822)
1,624,246

1,453,089

$ 1,993,184
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LAM RESEARCH CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Total revenue

Cost of goods sold

Cost of goods sold - restructuring and asset impairments
Cost of goods sold - 409A expense

Total costs of goods sold

Gross margin

Research and development

Selling, general and administrative
Goodwill impairment

Restructuring and asset impairments
409A expense

Total operating expenses

Operating income (loss)
Other income, net

Income (loss) before income taxes
Income tax expense

Net income (loss)

Net income (loss) per share:
Basic net income (loss) per share

Diluted net income (loss) per share

Number of shares used in per share calculations:
Basic

Diluted

(unaudited)

Three Months Ended
March 28, March 29,
2010 2009
$632,763 $ 174,412
339,892 127,680
10,217
339,892 137,897
292,871 36,515
81,845 70,434
61,933 58,515
89,076
13,028
646
143,778 231,699
149,093 (195,184)
1,616 13,497
150,709 (181,687)
30,408 16,672
$ 120,301 $(198,359)
$ 094 $ (1.58)
$ 094 $ (1.58)
127,307 125,566
128,587 125,566

See Notes to Condensed Consolidated Financial Statements
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Nine Months Ended
March 28, March 29,
2010 2009
$ 1,438,487 $ 898,182

795,810 556,212
20,993
(10,168)
785,642 577,205
652,845 320,977
235,215 220,778
174,163 185,813
89,076
8,012 39,117
(34,238) 2,250
383,152 537,034
269,693 (216,057)
1,190 15,281
270,883 (200,776)
64,211 12,882
$ 206,672 $(213,658)
$ 1.63 $ (1.70)
$ 1.61 $ (1.70)
127,127 125,368
128,368 125,368
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LAM RESEARCH CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by (used for) operating activities:
Depreciation and amortization

Deferred income taxes

Restructuring charges, net

Goodwill impairment

Equity-based compensation expense

Income tax benefit on equity-based compensation plans
Excess tax benefit on equity-based compensation plans
Other, net

Changes in operating asset and liabilities:

Net cash provided by (used for) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures and intangible assets
Acquisitions of businesses, net of cash acquired
Purchases of available-for-sale securities

Sales and maturities of available-for-sale securities
Purchase of other investments

Transfer of restricted cash and investments

Other

Net cash used for investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Principal payments on long-term debt and capital lease obligations
Net proceeds from issuance of long-term debt

Excess tax benefit on equity-based compensation plans

Treasury stock purchases

Reissuances of treasury stock

Proceeds from issuance of common stock

Net cash used for financing activities

Effect of exchange rate changes on cash
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period
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Nine Months
March 28, March 29,
2010 2009
$ 206,672 $(213,658)
53,737 54,723
22,351 10,632
8,012 60,110
89,076
38,134 39,684
691 (13,121)
(973) 6,510
2,542 6,818
(145,886) (60,783)
185,280 (20,009)
(23,548) (38,434)
(19,457)
(92,868) (198,311)
78,839 279,019
961) (3,439)
13,155 (47,748)
(10,375)
(25,383) (38,745)
(20,424) (255,136)
336 625
973 (6,510)
(75,172) (27,749)
11,279 13,526
7,823 5,727
(75,185) (269,517)
2,490 (29,618)
87,202 (357,889)
374,167 732,537
$ 461,369 $ 374,648
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See Notes to Condensed Consolidated Financial Statements
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LAM RESEARCH CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 28, 2010
(Unaudited)
NOTE 1 BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with U.S. generally accepted

accounting principles ( GAAP ) for interim financial information and the instructions to Article 10 of Regulation S-X. Accordingly, they do not
include all of the information and footnotes required by GAAP for complete financial statements. In the opinion of management, all adjustments
(consisting only of normal recurring adjustments) considered necessary for a fair presentation have been included. The accompanying unaudited
condensed consolidated financial statements should be read in conjunction with the audited consolidated financial statements of Lam Research
Corporation ( Lam Research or the Company ) for the fiscal year ended June 28, 2009, which are included in the Annual Report on Form 10-K as
of and for the year ended June 28, 2009 (the 2009 Form 10-K ). The Company s Forms 10-K, Forms 10-Q and Forms 8-K are available online at
the Securities and Exchange Commission website on the Internet. The address of that site is www.sec.gov. The Company also posts its Forms

10-K, Forms 10-Q and Forms 8-K on its corporate website at http://investor.lamresearch.com .

The Company s reporting period is a 52/53-week fiscal year. The Company s current fiscal year will end June 27, 2010 and includes 52 weeks.
The quarters ended March 28, 2010 (the March 2010 quarter ) and March 29, 2009 (the March 2009 quarter ) each included 13 weeks.

Certain amounts presented in the comparative financial statements for prior years have been reclassified to conform to the fiscal year 2010
presentation.

NOTE 2 RECENT ACCOUNTING PRONOUNCEMENTS

In December 2007, the Financial Accounting Standards Board ( FASB ) revised the authoritative guidance for business combinations. The
guidance establishes principles and requirements for how an acquirer recognizes and measures in its financial statements the identifiable assets
acquired, the liabilities assumed, any noncontrolling interest in the acquiree and the goodwill acquired. The revised guidance also establishes
disclosure requirements to enable readers to evaluate the nature and financial effects of the business combination. The accounting treatment of
tax benefits from acquired companies has changed under the revised guidance. Any changes to the tax benefits associated with valuation
allowances related to business combinations will be recorded through income tax expense. The Company adopted the revised guidance on
June 29, 2009 and the adoption did not have a significant impact on its results of operations or financial condition.

In December 2007, the FASB issued guidance that establishes accounting and reporting standards for the treatment of noncontrolling interests in
a subsidiary. Noncontrolling interests in a subsidiary are reported as a component of equity in the consolidated financial statements and any
retained noncontrolling equity investment when a subsidiary is deconsolidated is initially measured at fair value. The Company adopted the
guidance on June 29, 2009 and the adoption did not have a significant impact on its results of operations or financial condition.

In April 2009, the FASB issued guidance that requires publicly-traded companies to provide disclosures on the fair value of financial
instruments in interim financial statements. The Company adopted this guidance on June 29, 2009 and the adoption resulted in expanded
disclosures but did not have a material impact on the Company s consolidated results of operations or financial condition.

In June 2009, the FASB issued the FASB Accounting Standards Codification ( Codification ). The Codification is the single source for all
authoritative GAAP recognized by the FASB to be applied for financial statements issued for periods ending after September 15, 2009. The
Codification does not change GAAP and did not have a material impact on the Company s financial statements.

In September 2009, the FASB ratified guidance from the Emerging Issues Task Force ( EITF ) regarding revenue arrangements with multiple
deliverables. This guidance addresses criteria for separating the consideration in multiple-element arrangements and requires companies to
allocate the overall consideration to each deliverable by using a best estimate of the selling price of individual deliverables in the arrangement in
the absence of vendor-specific objective evidence or other third-party evidence of the selling price. This guidance will be effective for revenue
arrangements entered into or materially modified in fiscal years beginning on or after June 15, 2010 and early adoption is permitted. The
Company is currently evaluating the potential impact, if any, the adoption of this guidance will have on its consolidated results of operations or
financial condition.
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In September 2009, the FASB also ratified guidance from the EITF regarding certain revenue arrangements that include software elements.
This guidance modifies the scope of the software revenue recognition rules to exclude (a) non-software components of tangible products and
(b) software components of tangible products that are sold, licensed, or leased with tangible products when the software components and
non-software components of the tangible product function together to deliver the tangible product s essential functionality. This guidance will be
effective for revenue arrangements entered into or materially modified in fiscal years beginning on or after June 15, 2010 and early adoption is
permitted. The Company is currently evaluating the potential impact, if any, the adoption of this guidance will have on its consolidated results of
operations or financial condition.
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LAM RESEARCH CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
March 28, 2010

(Unaudited)

NOTE 3 EQUITY-BASED COMPENSATION PLANS

The Company has adopted stock plans that provide for grants of equity-based awards to eligible participants, including stock options and
restricted stock units, of Lam Research common stock ( Common Stock ). The Company also has an employee stock purchase plan ( ESPP ) that
allows employees to purchase its Common Stock at a discount through payroll deductions.

The Company recognized the following equity-based compensation expense and related income tax benefit in the consolidated statements of
operations:

Three Months Ended Nine Months Ended
March 28, March 29, March 28, March 29,
2010 2009 2010 2009
(in millions)
Equity-based compensation expense $10.9 $ 102 $38.1 $ 397
Income tax benefit related to equity-based compensation expense $ 1.7 $ 1.7 $ 6.1 $ 6.9

The estimated fair value of the Company s stock-based awards, less expected forfeitures, is amortized over the awards vesting periods on a
straight-line basis.

Stock Options and Restricted Stock Units

The 2007 Stock Incentive Plan provides for grants of equity-based awards to eligible participants. Additional shares are reserved for issuance
under the Company s 1997 Stock Incentive Plan and its 1999 Stock Option Plan pursuant to awards previously granted under those plans
(together with the 2007 Stock Incentive Plan, the Plans ). As of March 28, 2010, there were a total of 4,157,350 shares reserved for issuance
pursuant to outstanding equity-based awards under the Plans. As of March 28, 2010, there were an additional 9,549,498 shares reserved and
available for future equity-based awards under the 2007 Stock Incentive Plan.

A summary of stock option activity under the Plans as of March 28, 2010 and changes during the nine months then ended is presented below:

Weighted-
Average L.
Weighted- Remaining Aggregate Intrinsic
Average Contractual Value as of March 28,
Shares Exercise Term 2010 (in

Options (in thousands) Price (years) thousands)
Outstanding at June 28, 2009 1,590 $ 22.10 2.50
Exercised 431) $ 18.22
Forfeited or expired (31) $ 37.50
Outstanding at March 28, 2010 1,128 $ 23.14 2.44 $ 15,425
Exercisable at March 28, 2010 650 $ 25.30 1.37 $ 7,644

Table of Contents 11
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The total intrinsic value of options exercised was as follows:

Three Months Ended Nine Months Ended
March 28, March 29, March 28, March 29,
2010 2009 2010 2009
(in millions)
Intrinsic value of options exercised $0.9 $ 1.8 $7.0 $ 61

As of March 28, 2010, there was approximately $1.7 million of total unrecognized compensation expense related to unvested stock options
granted and outstanding; that expense is expected to be recognized over a remaining period of 0.9 years.

Table of Contents
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LAM RESEARCH CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

March 28, 2010
(Unaudited)
Cash received from stock option exercises was as follows:

Three Months Ended Nine Months Ended
March 28, March 29, March 28, March 29,

2010 2009 2010 2009

(in millions)

Cash received from stock option exercises $14 $ 1.3 $7.8 $ 5.7

A summary of the Company s restricted stock units as of March 28, 2010 and changes during the nine months then ended is presented below:

Shares Average Grant-
Unvested Restricted Stock Units (in thousands) Date Fair Value
Unvested at June 28, 2009 2,520 $ 30.32
Granted 1,325 $ 34.53
Vested (652) $ 39.03
Forfeited (163) $ 34.29
Unvested at March 28, 2010 3,030 $ 30.02

The fair value of the Company s restricted stock units was calculated based upon the fair market value of the Company s stock at the date of grant.
As of March 28, 2010, there was $67.6 million of total unrecognized compensation expense related to unvested restricted stock units granted;
that expense is expected to be recognized over a weighted average remaining period of 1.89 years.

ESPP

The 1999 Employee Stock Purchase Plan (the 1999 ESPP ) allows employees to designate a portion of their base compensation to be withheld
through payroll deductions and used to purchase the Company s Common Stock at a purchase price per share equal to the lower of 85% of the
fair market value of the Company s Common Stock on the first or last day of the applicable purchase period. Each offering period lasts up to 12
months and includes up to three interim purchase dates. As of March 28, 2010, there were a total of 8,681,166 shares available for issuance
under the 1999 ESPP.

Purchase rights under the 1999 ESPP were valued using the Black-Scholes model assuming no expected dividends and the following
weighted-average assumptions for the three and nine months ended March 28, 2010:

Three Months Ended Nine Months Ended
March 28, March 28,
2010 2010
Expected term: 0.70 years 0.78 years

Table of Contents 13
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Expected volatility: 40.66% 59.07%
Risk-free interest rate: 0.69% 0.61%
As of March 28, 2010, there was $5.1 million of unrecognized compensation expense related to the 1999 ESPP which is expected to be
recognized over the next 0.8 years.

NOTE 4 FINANCIAL INSTRUMENTS
Fair Value

Pursuant to the accounting guidance for fair value measurement and its subsequent updates, we define fair value as the price that would be
received from selling an asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date. When
determining the fair value measurements for assets and liabilities required or permitted to be recorded at fair value, the Company considers the
principal or most advantageous market in which it would transact and it considers assumptions that market participants would use when pricing
the asset or liability.

The FASB has established a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. An asset or
liability s level in the hierarchy is based on the lowest level of input that is significant to the fair value measurement. Assets and liabilities carried
at fair value are classified and disclosed in one of the following three categories:

Table of Contents 14
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Level 1: Valuations based on quoted prices in active markets for identical assets or liabilities with sufficient volume and frequency of
transactions.

Level 2: Valuations based on observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities, quoted prices in
markets that are not active, or model-derived valuations techniques for which all significant inputs are observable in the market or can be
corroborated by, observable market data for substantially the full term of the assets or liabilities.

Level 3: Valuations based on unobservable inputs to the valuation methodology that are significant to the measurement of fair value of assets or
liabilities and based on non-binding, broker-provided price quotes and may not have been corroborated by observable market data.

Table of Contents 15



Edgar Filing: LAM RESEARCH CORP - Form 10-Q

Table of Conten
LAM RESEARCH CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
March 28, 2010

(Unaudited)

The following table sets forth the Company s financial assets and liabilities measured at fair value on a recurring basis as of March 28, 2010:

Fair Value Measurement at March 28, 2010
Quoted Prices in

Active Markets for Significant
Identical Significant Other Unobservable
Assets Observable Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
(In thousands)
Assets
Fixed income
Money market funds $ 381,223 $ 381,223 $ $
Municipal notes and bonds 102,905 102,905
US treasury & agencies 4,181 4,181
Government-sponsored enterprises 16,308 16,308
Bank and corporate notes 234,181 171,024 62,929 228
Mortgage backed securities - residential 6,987 6,987
Mortgage backed securities - commercial 23,640 23,640
Total fixed income $ 769,425 $ 556,428 $ 212,769 $ 228
Equities 5,986 5,986
Mutual funds 16,507 16,507
Derivatives assets 452 452
Total $792,370 $ 578,921 $ 213,221 $ 228
Liabilities
Derivative liabilities $ 1,449 $ $ 1,449 $

The amounts in the table above are reported in the consolidated balance sheet as of March 28, 2010 as follows:

Reported as: Total (Level 1) (Level 2) (Level 3)
(In thousands)

Cash equivalents $ 387,362 $ 387,362 $ $

Short-term investments 217,178 4,181 212,769 228

Restricted cash and investments 164,885 164,885

Prepaid expenses and other current assets 452 452

Other assets 22,493 22,493

$792,370 $578,921 $213,221 $ 228

Accrued expenses and other current liabilities $ 1,449 $ $ 1,449 $
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At March 28, 2010, the fair value of Level 3 assets measured on a recurring basis was $0.2 million and consisted of a corporate note security.
Fair values were based on non-binding, broker-provided price quotes and may not have been corroborated by observable market data.
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LAM RESEARCH CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
March 28, 2010

(Unaudited)

The following table sets forth the Company s financial assets and liabilities measured at fair value on a recurring basis as of June 28, 2009.

Fair Value Measurement at June 28, 2009
Quoted Prices in

Active Markets for Significant
Identical Significant Other Unobservable
Assets Observable Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
(In thousands)
Assets
Fixed income
Money market funds $ 273,439 $ 273,439 $ $
Municipal notes and bonds 103,618 103,618
US treasury & agencies 24,184 24,184
Government-sponsored enterprises 6,323 6,323
Foreign governments 1,024 1,024
Bank and corporate notes 228,171 183,171 45,000
Mortgage backed securities - residential 11,630 11,630
Mortgage backed securities - commercial 13,442 13,442
Total fixed income $ 661,831 $ 480,794 $ 181,037 $
Equities 4,961 4,961
Mutual funds
Derivatives assets 74 74
Total $ 666,866 $ 485,755 $ 181,111 $
Liabilities
Derivative liabilities $ 69 $ $ 69 $

The amounts in the table above are reported in the consolidated balance sheet as of June 28, 2009 as follows:

Reported as: Total Level 1 Level 2 Level 3
(In thousands)

Cash equivalents $278,304 $278,304 $ $

Short-term investments 205,221 24,184 181,037

Restricted cash and investments 178,306 178,306

Prepaid expenses and other current assets 74 74

Other assets 4,961 4,961

$ 666,866 $485,755 $181,111 $
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Accrued expenses and other current liabilities $ 69 $

10
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LAM RESEARCH CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Investments

March 28, 2010

(Unaudited)

The following tables summarize the Company s investments (in thousands):

March 28, 2010
Unrealized Unrealized Fair
Cost Gain (Loss) Value Cost Gain
Cash $ 74,406 $ $ $ 74406 $ 95,99 $
Fixed income money market funds 381,223 381,223 273,439
Municipal notes and bonds 101,105 1,832 (32) 102,905 101,587 2,069
US treasury & agencies 4,095 86 4,181 23,828 387
Government-sponsored enterprises 16,278 61 31) 16,308 6,177 146
Foreign governments 1,024
Bank and corporate notes 232,844 1,415 (78) 234,181 227,244 1,025
Mortgage backed securities residential 6,648 339 6,987 11,328 385
Mortgage backed securities commercial 23,481 248 (89) 23,640 13,465 166
Total cash and short-term investments $ 840,080 3981 $ (230) $843,831 $754,088 $ 4,178
Publicly traded equity securities $ 9,321 $ (3335) $ 598 $ 8359 $
Mutual funds 16,277 230 16,507
Total financial instruments $ 865,678 4211 $ (3,565) $866,324 $762,447 $ 4,178
As Reported
Cash and cash equivalents $ 461,369 $ $461,369 $374,167 $
Short-term investments 213,427 3,981 (230) 217,178 201,482 4,178
Restricted cash and investments 165,284 165,284 178,439
Other assets 25,598 230 (3,335) 22,493 8,359
Total $865,678 $ 4211 $ (3,565) $866,324 $762,447 $ 4,178

The Company accounts for its investment portfolio at fair value. Realized gains (losses) for investments sold are specifically identified.

June 28, 2009
Unrealized Unrealized

(Loss)
$
(38)
(31)
(98)
(83)
(189)
$ (439
$ (3,398)
$ (3.837)
$
(439)
(3,398)
$ (3.837)

Fair

Value
$ 95,996
273,439
103,618
24,184
6,323
1,024
228,171
11,630
13,442

$ 757,827

$ 4961

$ 762,788

$374,167
205,221
178,439
4,961

$ 762,788

Management assesses the fair value of investments in debt securities that are not actively traded through consideration of interest rates and their
impact on the present value of the cash flows to be received from the investments. The Company also considers whether changes in the credit
ratings of the issuer could impact the assessment of fair value. The Company recognized no realized losses on investments due to
other-than-temporary impairment charges during the three months ended March 28, 2010. During the nine months ended March 28, 2010 the
Company recognized $0.9 million of realized losses on investments due to other-than-temporary impairment. The Company recognized $1.5
million of realized loss on investments due to other-than-temporary impairment charges during both the three and nine months ended March 29,
2009. Additionally, the Company realized gains (losses) from sales of investments of $0.5 million and $0.6 million in the three and nine months
ended March 28, 2010, respectively, and $(0.1) million and $(0.6) million during the three and nine months ended March 29, 2009, respectively.

The following is an analysis of the Company s fixed income securities in unrealized loss positions as of March 28, 2010 (in thousands):

Table of Contents

20



Edgar Filing: LAM RESEARCH CORP - Form 10-Q

Fixed Income Securities

Municipal Notes and Bonds
Government-Sponsored Enterprises

Bank and Corporate Bonds

Mortgage Backed Securities - Commercial

Total Fixed Income

Table of Contents

March 28, 2010
UNREALIZED LOSSES UNREALIZED LOSSES

LESS THAN 12 MONTHS 12 MONTHS OR GREATER TOTAL

Gross Gross Gross
Unrealized Fair Unrealized Unrealized

Fair Value Loss Value Loss Fair Value Loss
$ 9,625 $ 32) $ $ $ 9,625 $ (32)
4,644 @31) 4,644 @31
15,935 (73) 257 (®))] 16,192 (78)
4,495 41) 423 48) 4918 (89)

$34,699 $ (@A77 $ 680 $ (53 $35379 $ (230)

11
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The amortized cost and fair value of cash equivalents and short-term investments and restricted cash and investments with contractual maturities
are as follows:

March 28, 2010 June 28, 2009
Estimated Fair Estimated Fair
Cost Value Cost Value
(in thousands)
Due in less than one year $ 608,853 $ 609,610 $ 504,359 $ 504,597
Due in more than one year 156,821 159,815 153,732 157,233

$ 765,674 $ 769,425 $ 658,091 $ 661,830

Management has the ability, if necessary, to liquidate any of its investments in order to meet the Company s liquidity needs in the next
12 months. Accordingly, those investments with contractual maturities greater than one year from the date of purchase nonetheless are classified
as short-term on the accompanying consolidated balance sheets.

Derivative Instruments and Hedging

The Company carries derivative financial instruments ( derivatives ) on its consolidated balance sheets at their fair values. The Company enters
into foreign exchange forward contracts with financial institutions with the primary objective of reducing volatility of earnings and cash flows
related to foreign currency exchange rate fluctuations. The counterparties to these foreign exchange forward contracts are creditworthy
multinational financial institutions; therefore, we do not consider the risk of counterparty nonperformance to be material.

Cash Flow Hedges

The Company s policy is to attempt to minimize short-term business exposure to foreign currency exchange rate fluctuations using an effective
and efficient method to eliminate or reduce such exposures. In the normal course of business, the Company s financial position is routinely
subjected to market risk associated with foreign currency exchange rate fluctuations. To protect against a reduction in value of forecasted
Japanese yen-denominated revenues, the Company has instituted a foreign currency cash flow hedging program. The Company enters into
foreign exchange forward contracts that generally expire within 12 months and no later than 24 months. These foreign exchange forward
contracts are designated as cash flow hedges and are carried on the Company s balance sheet at fair value with the effective portion of the
contracts gains or losses included in accumulated other comprehensive income (loss) and subsequently recognized in revenue in the same period
the hedged revenue is recognized.

At inception and at each quarter end, hedges are tested for effectiveness using regression testing. Changes in the fair value of foreign exchange
forward contracts due to changes in time value are excluded from the assessment of effectiveness and are recognized in revenue in the current
period. The change in forward time value was not material for all reported periods. There were no gains or losses during the three and nine
months ended March 28, 2010 and the three months ended March 29, 2009 associated with ineffectiveness or forecasted transactions that failed
to occur. There were $4.0 million of deferred net losses, net of tax, associated with ineffectiveness related to forecasted transactions that were no
longer considered probable of occurring and were recognized in  Other income (expense), net in the Company s consolidated statements of
operations during the nine months ended March 29, 2009. To qualify for hedge accounting, the hedge relationship must meet criteria relating
both to the derivative instrument and the hedged item. These criteria include identification of the hedging instrument, the hedged item, the nature
of the risk being hedged and how the hedging instrument s effectiveness in offsetting the exposure to changes in the hedged item s fair value or
cash flows will be measured.
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To receive hedge accounting treatment, all hedging relationships are formally documented at the inception of the hedge and the hedges
must be highly effective in offsetting changes to future cash flows on hedged transactions. When derivative instruments are designated and
qualify as effective cash flow hedges, the Company is able to defer effective changes in the fair value of the hedging instrument within
accumulated other comprehensive income (loss) until the hedged exposure is realized. Consequently, with the exception of excluded time value
and hedge ineffectiveness recognized, the Company s results of operations are not subject to fluctuation as a result of changes in the fair value of
the derivative instruments. If hedges are not highly effective or if the Company does not believe that the underlying hedged forecasted
transactions will occur, the Company may not be able to account for its derivative instruments as cash flow hedges. If this were to occur, future
changes in the fair values of the Company s derivative instruments would be recognized in earnings without the benefits of offsets or deferrals of
changes in fair value arising from hedge accounting treatment. At March 28, 2010, the Company expects to reclassify the entire amount
associated with the $0.2 million of gains accumulated in other comprehensive income to earnings during the next 12 months due to the
recognition in earnings of the hedged forecasted transactions.

Balance Sheet Hedges

The Company also enters into foreign exchange forward contracts to hedge the effects of foreign currency fluctuations associated with
foreign currency denominated assets and liabilities, primarily intercompany receivables and payables. These foreign exchange forward contracts
are not designated for hedge accounting treatment. Therefore, the change in fair value of these derivatives is recorded as a component of other
income (expense) and offsets the change in fair value of the foreign currency denominated assets and liabilities, recorded in other income
(expense).

12
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As of March 28, 2010, the Company had the following outstanding foreign currency forward contracts that were entered into to hedge forecasted
revenues and purchases:

Derivatives Not Designated
Derivatives Designated as SFAS

133 as
Hedging SFAS 133 Hedging
Instruments: Instruments:

(in thousands)
Foreign Currency Forward Contracts

Sell JIPY $ 33,249 $

Sell JPY 35,457

Buy CHF 195,898

Buy EUR 56,340

Buy TWD 50,641
$ 33,249 $ 338,336

The fair value of derivatives instruments in the Company s condensed consolidated balance sheets as of March 28, 2010 was as follows:

Fair Value of Derivative Instruments

Asset Derivatives Liability Derivatives
Balance Sheet Balance Sheet Fair
Location Fair Value Location Value

(in thousands)
Derivatives designated as SFAS 133 hedging instruments:

Foreign exchange forward contracts Prepaid expense Accrued

and other assets  $ 215 liabilities $
Derivatives not designated as hedging instruments under SFAS 133:
Foreign exchange forward contracts Prepaid expense Accrued

and other assets 237 liabilities 1,449
Total derivatives $ 452 $ 1,449

The effect of derivative instruments designated as cash flow hedges on the Company s condensed consolidated statements of operations for the
nine months ended March 28, 2010 and March 29, 2009 were as follows:

Nine Months Ended March 28, 2010

Derivatives Designated as SFAS 133 Hedging Instruments: Gain Gain Gain Gain
(Loss) (Loss) (Loss) (Loss)

Recognized Recognized Recognized Recognized

(Effective (Effective (Ineffective (Excluded
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Portion) Portion) Portion) from
1) (¥)) A3 Effectiveness
Testing)
()]

(in thousands)

Foreign exchange forward contracts $ (366) $ (561) $ $ 60

Nine Months Ended March 29, 2009

Gain
(Loss)
Gain Gain Gain Recognized
(Loss) (Loss) (Loss) (Excluded
Recognized Recognized Recognized from
(Effective (Effective (Ineffective Effectiveness
Portion) Portion) Portion) Testing)
Derivatives Designated as SFAS 133 Hedging Instruments: (€)] 2) (€)] (@)
(in thousands)
Foreign exchange forward contracts $(10,078) $ (4,363) $ (2,973) $ 1,449

(1) Amount recognized in other comprehensive income (effective portion).

(2) Amount of gain (loss) reclassified from accumulated other comprehensive income into income (effective portion) located in revenue.

(3) Amount of gain (loss) recognized in income on derivative (ineffective portion) located in other income (expense), net.

(4) Amount of gain (loss) recognized in income on derivative (amount excluded from effectiveness testing) located in other income (expense),
net.

The effect of derivative instruments not designated as cash flow hedges on the Company s condensed consolidated statement of operations for the

nine months ended March 28, 2010 and March 29, 2009 were as follows:

Nine Months Ended
March 28, March 29,
2010 2009
Gain
(Loss) Gain (Loss)
Derivatives Not Designated as SFAS 133 Hedging Instruments: Recognized (5) Recognized (5)
(in thousands)
Foreign exchange forward contracts $ (5,041) $ (7,027)

(5) Amount of gain (loss) recognized in income located in other income (expense), net.

13
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Concentrations of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash equivalents, short term
investments, restricted cash and investments, trade accounts receivable, and derivative financial instruments used in hedging activities. Cash is
placed on deposit in major financial institutions in various countries throughout the world. Such deposits may be in excess of insured limits.
Management believes that the financial institutions that hold the Company s cash are financially sound and, accordingly, minimal credit risk
exists with respect to these balances.

The Company s available-for-sale securities, which are invested in taxable financial instruments, must have a minimum rating of A2 / A, as rated
by two of the following three rating agencies: Moody s, Standard & Poor s (S&P), or Fitch. Available-for-sale securities that are invested in
tax-exempt financial instruments must have a minimum rating of A2 / A, as rated by any one of the same three rating agencies. The Company s
policy limits the amount of credit exposure with any one financial institution or commercial issuer.

The Company is exposed to credit losses in the event of nonperformance by counterparties on the foreign currency forward contracts that are
used to mitigate the effect of exchange rate changes. These counterparties are large international financial institutions and to date, no such
counterparty has failed to meet its financial obligations to the Company. The Company does not anticipate nonperformance by these

counterparties.

Credit risk evaluations, including trade references, bank references and Dun & Bradstreet ratings, are performed on all new customers and the
Company monitors its customers financial statements and payment performance. In general, the Company does not require collateral on sales.

NOTE S INVENTORIES

Inventories are stated at the lower of cost (first-in, first-out method) or market. Shipments to Japanese customers, to whom title does not transfer
until customer acceptance, are classified as inventory and carried at cost until title transfers. Inventories consist of the following:

March 28, June 28,

2010 2009
(in thousands)
Raw materials $ 148,848 $ 145,421
Work-in-process 65,826 35,487
Finished goods 66,795 52,502

$281,469  $233,410

14
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NOTE 6 PROPERTY AND EQUIPMENT, NET

Property and equipment, net, consists of the following:

Manufacturing, engineering and office equipment
Computer equipment and software

Land

Buildings

Leasehold improvements

Furniture and fixtures

Less: accumulated depreciation and amortization

NOTE7 GOODWILL AND INTANGIBLE ASSETS

Goodwill

The balance of goodwill was $169.2 million as of March 28, 2010 and June 28, 2009. Goodwill attributable to the SEZ acquisition of

March 28, June 28,
2010 2009
(in thousands)
$ 244,920 $ 254,397

75,283 69,567
15,788 16,550
63,215 64,488
57,155 52,115
13,779 13,295
470,140 470,412
(267,103) (254,746)
$ 203,037 $ 215,666

approximately $104 million is not tax deductible due to applicable foreign law. The remaining goodwill balance of approximately $65 million is

tax deductible.

Intangible Assets

The following table provides details of the Company s intangible assets subject to amortization as of March 28, 2010 (in thousands, except

years):

Customer relationships
Existing technology
Other intangible assets
Patents

Table of Contents

Gross
$ 35,226
61,598
35,216
20,270

Accumulated
Amortization
$ (17,273)
(17,868)
(24,595)
(10,386)

Changes in
Foreign Currency
Exchange
Rates

(7,204)
(1,298)

Net
$17,953
36,526
9,323
9,884

Weighted-
Average
Useful
Life
(years)
6.90
6.70
4.10
6.13
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$ 152,310 $ (70,122) $ (8,502) $ 73,686 6.07

The following table provides details of the Company s intangible assets subject to amortization as of June 28, 2009 (in thousands, except years):

Weighted-
Changes in Average

Foreign Currency Useful
Accumulated Exchange Life

Gross Amortization Rates Net (years)
Customer relationships $ 35,226 $ (13,557) $ $ 21,669 6.90
Existing technology 61,598 (11,799) (7,204) 42,595 6.70
Other intangible assets 35,216 (18,924) (1,298) 14,994 4.10
Patents 20,270 (7,923) 12,347 6.13
$ 152,310 $ (52,203) $ (8,502) $ 91,605 6.07

The Company recognized $6.0 million and $6.2 million in intangible asset amortization expense during the three months ended March 28, 2010
and March 29, 2009, respectively. The Company recognized $17.9 million and $18.2 million in intangible asset amortization expense during the
nine months ended March 28, 2010 and March 29, 2009, respectively.

15
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The estimated future amortization expense of purchased intangible assets as of March 28, 2010 is as follows (in thousands):

Fiscal Year Amount
2010 (3 months) $ 6,193
2011 21,206
2012 17,956
2013 16,525
2014 9,956
Thereafter 1,850

$ 73,686

NOTE 8 ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES

Accrued expenses and other current liabilities consist of the following:

March 28, June 28,

2010 2009
(in thousands)
Accrued compensation $ 134,339 $ 171,609
Warranty reserves 27,605 21,185
Income and other taxes payable 50,559 31,970
Other 50,230 56,571

$262,733  $281,335

Income and other taxes payable increased $18.6 million as of March 28, 2010 as compared to June 28, 2009 primarily due to an increase in
corporate income taxes consistent with the change in profit before tax.

Following a voluntary independent review of the Company s historical employee stock option grant process, the Company considered whether
Section 409A ( Section 409A ) of the Internal Revenue Code of 1986, as amended ( IRC ) and similar provisions of state law would apply to
certain stock option grants that were found to have intrinsic value at the time of their respective measurement dates. If a stock option is not
considered as issued with an exercise price of at least the fair market value of the underlying stock on the date of grant, it may be subject to
penalty taxes under Section 409A and similar provisions of state law. In such a case, such taxes may be assessed not only on the intrinsic value
increase, but on the entire stock option gain as measured at various times. On March 30, 2008, the Board of Directors of the Company
authorized the Company to assume potential tax liabilities of certain employees, including the Company s Chief Executive Officer and certain
other executive officers, relating to options that might be subject to Section 409A and similar provisions of state law. The assumed Section 409A
liability was $53.7 million as of June 28, 2009 and is included in accrued compensation in the table above.

During the six months ended December 27, 2009, the Company reached a final settlement with respect to its Section 409A liabilities, which
resulted in a reduction of the liability and net credits recognized in the statements of operations of $(10.2) million recorded in cost of goods sold
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and $(34.2) million recorded in operating expenses. The determinations from the 2007 voluntary independent stock option review are more fully
described in Note 3, Restatement of Consolidated Financial Statements to Consolidated Financial Statements in Item 8 of the Company s 2007
Form 10-K and Management s Discussion and Analysis of Financial Condition and Results of Operations in Item 7 of the Company s 2007 Form
10-K.
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NOTE Y9 OTHER INCOME (EXPENSE), NET

The significant components of other income (expense), net, are as follows:

Three Months Ended Nine Months Ended
March 28, March 29, March 28, March 29,
2010 2009 2010 2009
(in thousands)
Interest income $ 2,863 $ 5,360 $ 6,919 $ 21,287
Interest expense (434) (1,146) (868) (6,182)
Foreign exchange gains (losses) 650 10,911 (1,339) 612
Other, net (1,463) (1,628) (3,522) (436)

$ 1,616 $ 13,497 $ 1,190 $ 15,281

Interest income decreased in the three and nine months ended March 28, 2010 compared with the three and nine months ended March 29,
2009. Decreases in interest income during these comparative periods were primarily attributable to decreases in the Company s average cash and
investment balances used to fund operating needs and decreases in interest rate yields.

Included in foreign exchange gains during the three months ended March 29, 2009 was $6.7 million of gains associated with the Company s
accelerated tax planning strategy and $4.2 million of gains primarily due to changes in the value of our foreign currency denominated assets and
liabilities with non-U.S. dollar functional subsidiaries due to the U.S. dollar s weakening against the Euro and strengthening against the Japanese
yen.

NOTE 10 INCOME TAX EXPENSE

The Company s estimated annual effective tax rate for the year ending June 27, 2010, is approximately 21.6%. The difference between the U.S.
federal statutory tax rate of 35% and the Company s effective tax rate is primarily due to the geographical mix of income in higher and lower tax
jurisdictions and research and development tax credits offset by the tax effect of non-deductible stock-based compensation. The Company s
effective tax rate for the three and nine months ended March 28, 2010, was approximately 20.2% and 23.7% respectively.

The difference between the actual effective tax rate during the quarter and the estimated annual effective tax rate is due to the tax impact of the
following material discrete events during the March 2010 quarter: (1) a tax expense of $1.1 million due to the unrecognized tax benefits related
to research and development tax credits, (2) a tax expense of $0.9 million related to interest on uncertain tax positions, (3) a tax benefit of
$2.6 million related to the filing of prior year federal and foreign tax returns, and (4) a tax benefit of $0.4 million due to the recognition of
previously unrecognized tax benefits and the reversal of the related interest accruals due to the finalization of certain foreign tax positions.

The difference between the actual effective tax rate during the nine months ended March 28, 2010, and the estimated annual effective tax rate is
due to the tax impact of the following material discrete events: (1) a tax expense of $17.7 million related to the 409A settlements from the
Internal Revenue Service ( IRS ) and California Franchise Tax Board ( FTB ) audits, (2) a tax expense of $2.7 million related to interest on
uncertain tax positions, (3) a tax expense of approximately $2.2 million related to a change in valuation allowance on California R&D credits,
(4) a tax expense of $1.1 million due to the unrecognized tax benefits related to research and development tax credits, (5) a tax benefit of $3.5
million related to the accrual of restructuring expenses, (6) a tax benefit of $3.0 million due to the recognition of previously unrecognized tax
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benefits and the reversal of the related interest accruals due to the finalization of certain foreign tax positions, and (7) a tax benefit of $2.8
million related to the filing of prior year federal and foreign tax returns.

The total gross unrecognized tax benefits as of each date noted below were as follows:

June 28, September 27, December 27, March 28,
2009 2009 2009 2010
(in millions)
Total gross unrecognized tax benefits $178.4 $ 179.6 $ 182.9 $ 193.6

As of March 28, 2010, the total gross unrecognized tax benefits were $193.6 million compared to $178.4 million as of June 28, 2009,
representing an increase of approximately $15.2 million for the nine month period. If the remaining balance of $193.6 million of gross
unrecognized tax benefits were recognized in a future period, it would result in a net tax benefit of $154.4 million and a reduction of the
effective tax rate. The Company does not anticipate that the total unrecognized tax benefits will significantly change due to the settlement of
audits and the expiration of statute of limitations in the next 12 months.

The Company recognizes interest expense and penalties related to the above unrecognized tax benefits within income tax expense. As of
March 28, 2010, the Company had accrued approximately $20.6 million for the payment of gross interest and penalties, relating to unrecognized
tax benefits, compared to $19.1 million as of June 28, 2009.

The Company files U.S. federal, U.S. state, and foreign income tax returns. As of March 28, 2010, tax years 2002-2009 remain subject to
examination in the jurisdictions where the Company operates.

The IRS is examining the Company s U.S. income tax return for fiscal year 2007. The FTB is examining the Company s tax returns for fiscal
years 2005 and 2006. It is anticipated that the IRS audit will be completed in fiscal year 2011. As of March 28, 2010, no significant adjustments
have been proposed by the IRS or FTB. The Company is unable to make a reasonable estimate as to when cash settlements, if any, with the
relevant taxing authorities will occur.
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The French tax authorities have examined the Company s tax returns for the fiscal years 2004 through 2006 and have proposed certain
adjustments to its transfer pricing. The Company has appealed the proposed adjustments and the appeal is currently in review. The Company
believes it has made adequate tax payments and accrued adequate amounts such that the outcome of these audits will have no material adverse
effects on its results of operations or financial condition.

Realization of the Company s net deferred tax assets is based upon the weight of available evidence, including such factors as the recent earnings
history and expected future taxable income. The Company believes it is more likely than not that such assets will be realized with the exception
of $38.9 million related to certain California and foreign deferred tax assets. However, ultimate realization could be negatively impacted by
market conditions and other variables not known or anticipated at this time. If the valuation allowance related to deferred tax assets were

released as of March 28, 2010, approximately $38.9 million would be credited to the statement of operations.

NOTE 11 NET INCOME (LOSS) PER SHARE

Basic net income (loss) per share is computed by dividing net income (loss) by the weighted-average number of common shares outstanding
during the period. Diluted net income (loss) per share is computed, using the treasury stock method, as though all potentially dilutive common
shares were outstanding during the period. The following table reconciles the numerators and denominators of the basic and diluted
computations for net income (loss) per share.

Three Months Ended Nine Months Ended
March 28, March 29, March 28, March 29,
2010 2009 2010 2009
(in thousands, except per share data)

Numerator:
Net income $120,301  $(198,359) $206,672  $(213,658)
Denominator:
Basic average shares outstanding 127,307 125,566 127,127 125,368
Effect of potential dilutive securities:
Employee stock plans 1,280 1,241
Diluted average shares outstanding 128,587 125,566 128,368 125,368
Net income per share - basic $ 094 § (1.58) $ 1.63 $ (1.70)
Net income per share - diluted $ 094 $ (159 $ 161 $ (1.70)

For purposes of computing diluted net income (loss) per share, weighted-average common shares do not include potentially dilutive securities
that are in fact anti-dilutive under the treasury stock method. The following potentially dilutive securities were excluded:
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March 28, March 29, March 28,
2010 2009 2010
(in thousands)
Number of potential dilutive securities excluded 676 3,012 311
18
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NOTE 12 COMPREHENSIVE INCOME (LOSS)

The components of comprehensive income (loss) are as follows:

Three Months Ended Nine Months Ended
March 28, March 29, March 28, March 29,
2010 2009 2010 2009
(in thousands)

Net income (loss) $ 120,301 $(198,359) $ 206,672 $(213,658)
Foreign currency translation adjustment (6,192) (33,820) 1,656 (76,389)
Unrealized gain (loss) on fair value of derivative financial instruments,
net 16 9,827 761 (6,706)
Unrealized gain (loss) on financial instruments, net (371) 1,884 600 1,879
Reclassification adjustment for loss (gain) included in earnings (253) (3,758) (1,121) 899
Postretirement benefit plan adjustment 51 34 36 102
Comprehensive income (loss) $113,552 $(224,192) $ 208,604 $(293,873)

The balance of accumulated other comprehensive loss is as follows:

Accumulated foreign currency translation adjustment
Accumulated unrealized gain on derivative financial instruments
Accumulated unrealized gain on financial instruments
Postretirement benefit plan adjustment

Accumulated other comprehensive loss

NOTE 13 LONG-TERM DEBT AND GUARANTEES

March 28, June 28,
2010 2009
(in thousands)

$ (50,319) $ (51,975)

210 15
251 206
(1,032) (1,068)

$ (50,890) $(52,822)

The Company s contractual cash obligations relating to its existing capital leases and debt as of March 28, 2010 are as follows:

Payments due by period:
One year
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Capital Long-term
Leases Debt Total
(in thousands)

$ 1,837 $ 4,018 $ 5,855
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Two years 1,838 2,739 4,577
Three years 1,837 1,020 2,857
Four years 1,580 1,580
Five years 1,528 1,528
Over 5 years 10,980 10,980
Total 19,600 7,777 27,377
Interest on capital leases 1,551 1,551
Current portion of long-term debt and capital leases 1,494 4,018 5,512
Long-term debt and capital leases $ 16,555 $ 3,759 $20,314
Capital Leases

Capital leases reflect building and office equipment lease obligations. The amounts in the table above include the interest portion of payment
obligations.
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Long-Term Debt

The Company s total long-term debt of $7.8 million as of March 28, 2010 consists of various bank loans and government subsidized technology
loans supporting operating needs.

Operating Leases and Related Guarantees

The Company leases most of its administrative, R&D and manufacturing facilities, regional sales/service offices and certain equipment under
non-cancelable operating leases, which expire at various dates through fiscal year 2016. Certain of the Company s facility leases for buildings
located at its Fremont, California headquarters and certain other facility leases provide the Company with options to extend the leases for
additional periods or to purchase the facilities. Certain of the Company s facility leases provide for periodic rent increases based on the general
rate of inflation.

On December 18, 2007, the Company entered into two operating leases regarding certain improved properties in Livermore, California. These
leases were amended on April 3, 2008 and July 9, 2008 (as so amended, the Livermore Leases ). On December 21, 2007, the Company entered
into a series of four amended and restated operating leases (the New Fremont Leases, and collectively with the Livermore Leases, the Operating
Leases ) with regard to certain improved properties at the Company s headquarters in Fremont, California. Each of the Operating Leases is an
off-balance sheet arrangement. The Operating Leases (and associated documents for each Operating Lease) were entered into by the Company

and BNP Paribas Leasing Corporation ( BNPPLC ).

Each Operating Lease facility has a term of approximately seven years ending on the first business day in January 2015. Under each Operating
Lease, the Company may, at its discretion and with 30 days notice, elect to purchase the property that is the subject of the Operating Lease for an
amount approximating the sum required to prepay the amount of BNPPLC s investment in the property and any accrued but unpaid rent. Any
such amount may also include an additional make-whole amount for early redemption of the outstanding investment, which will vary depending
on prevailing interest rates at the time of prepayment.

The Company is required, pursuant to the terms of the Operating Leases and associated documents, to maintain collateral in an aggregate of
approximately $164.9 million in separate interest-bearing accounts as security for the Company s obligations under the Operating Leases. As of
March 28, 2010, the Company had $164.9 million recorded as restricted cash in its consolidated balance sheet as collateral required under the
Operating Leases related to the amounts currently outstanding on the facilities.

When the term of an Operating Lease expires, the property subject to that Operating Lease may be remarketed. The Company has guaranteed to
BNPPLC that each property will have a certain minimum residual value, as set forth in the applicable Operating Lease. The aggregate guarantee
made by the Company under the Operating Leases is generally no more than approximately $141.7 million; however, under certain default
circumstances, the guarantee with regard to an Operating Lease may be 100% of BNPPLC s aggregate investment in the applicable property. The
amounts payable under such guarantees will be no more than $164.9 million plus related indemnification or other obligations.

The lessor under the Operating Leases is a substantive independent leasing company that does not have the characteristics of a variable interest
entity (VIE) and is therefore not consolidated by the Company.

Other Guarantees

The Company has issued certain indemnifications to its lessors for taxes and general liability under some of its agreements. The Company has
entered into certain insurance contracts which may limit its exposure to such indemnifications. As of March 28, 2010, the Company has not
recorded any liability on its consolidated financial statements in connection with these indemnifications, as it does not believe, based on
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information available, that it is probable that any amounts will be paid under these guarantees.

Generally, the Company indemnifies, under pre-determined conditions and limitations, its customers for infringement of third-party intellectual
property rights by the Company s products or services. The Company seeks to limit its liability for such indemnity to an amount not to exceed the
sales price of the products or services subject to its indemnification obligations. The Company does not believe, based on information available,
that it is probable that any material amounts will be paid under these guarantees.

The Company recognized at lease inception $0.6 million in estimated liabilities related to the Operating Leases, which represents the fair
value guarantee premium that would be required had the guarantee been issued in a standalone transaction. These liabilities are recorded in other
long-term liabilities with the offsetting entry recorded as prepaid rent in other assets. The balances in prepaid rent and the guarantee liability are
amortized to the statement of operations on a straight line basis over the life of the leases. If it becomes probable that the Company will be
required to make a payment under the residual guarantee, the Company will increase its liability with a corresponding increase to prepaid rent
and amortize the increased prepaid rent over the remaining lease term with no corresponding reduction in the liability. As of March 28, 2010, the
unamortized portion of the fair value of the residual value guarantees remaining in other long-term liabilities and prepaid rent was $0.3 million.

Warranties

The Company offers standard warranties on its systems that generally run for a period of 12 months from system acceptance. The liability
amount is based on actual historical warranty spending by type of system, customer, and geographic region, modified for any known differences
such as the impact of system reliability improvements.
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Changes in the Company s product warranty reserves were as follows:

Three Months Ended Nine Months Ended
March 28, March 29, March 28, March 29,
2010 2009 2010 2009
(in thousands)

Balance at beginning of period $22,759 $ 34,570 $ 21,185 $ 61,308
Warranties assumed from acquisitions 878 878
Warranties issued during the period 11,167 2,282 25,199 10,294
Settlements made during the period (4,653) (7,507) (12,717) (27,033)
Expirations and change in liability for pre-existing warranties during
the period (1,668) (3,985) (6,487) (17,674)
Changes in foreign currency exchange rates (293) 425 (1,828)
Balance at end of period $ 27,605 $ 25,945 $ 27,605 $ 25,945

NOTE 14 RESTRUCTURING AND ASSET IMPAIRMENTS

Prior to the end of each of the three quarters noted below, the Company initiated the announced restructuring activities and management, with
the proper level of authority, approved specific actions under the June 2008 Plan, December 2008 Plan, and March 2009 Plan. Severance
packages to affected employees were communicated in enough detail such that the employees could determine their type and amount of benefit.
The termination of the affected employees occurred as soon as practical after the restructuring plans were announced. The amount of remaining
future lease payments for facilities the Company ceased to use and included in the restructuring charges is based on management s estimates
using known prevailing real estate market conditions at that time based, in part, on the opinions of independent real estate experts. Leasehold
improvements relating to the vacated buildings were written off, as these items will have no future economic benefit to the Company and have
been abandoned.

Accounting for restructuring activities, as compared to regular operating cost management activities, requires an evaluation of formally
committed and approved plans. Restructuring activities have comparatively greater strategic significance and materiality and may involve exit
activities, whereas regular cost containment activities are more tactical in nature and are rarely characterized by formal and integrated action
plans or exiting a particular product, facility, or service.

The following table summarizes restructuring and asset impairment charges during the three and nine months ended March 28, 2010 and
March 29, 2009 for each restructuring Plan (as defined below in this Note 14):

Three Months
Ended Nine Months
March 28, March 29, March 28, March 29,
2010 2009 2010 2009
(in thousands)
June 2008 Plan $ $ $ $ 19,016
December 2008 Plan 105 17,849
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March 2009 Plan 23,245 7,907 23,245

Total restructuring and asset impairment charges $ $ 23,245 $8,012 $ 60,110

The amounts in the table above are reported in the Company s consolidated statement of operations for the three and nine months ended
March 29, 2009 and March 28, 2010 as follows:

Three Months Ended Nine Months
March 28, March 29, March 28, March 29,
2010 2009 2010 2009
Cost of goods sold $ $ 10,217 $ $ 20,993
Operating expense 13,028 8,012 39,117
Total restructuring and asset impairment charges $ $ 23245 $38,012 $ 60,110
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