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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

APPLIED MATERIALS, INC.

CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS
Three Months Ended
January 26, January 27,
2014 2013
(Unaudited)
(In millions, except
per share amounts)

Net sales $2,190 $1,573
Cost of products sold 1,299 991
Gross margin 891 582
Operating expenses:

Research, development and engineering 356 304
Marketing and selling 109 105
General and administrative 89 125
Restructuring charges and asset impairments 7 9
Total operating expenses 561 543
Income from operations 330 39
Impairment of strategic investments 3 —
Interest expense 25 24
Interest and other income, net 13 3
Income before income taxes 315 18
Provision (benefit) for income taxes 62 (16 )
Net income $253 $34
Earnings per share:

Basic and diluted $0.21 $0.03
Weighted average number of shares:

Basic 1,206 1,198
Diluted 1,225 1,212

See accompanying Notes to Consolidated Condensed Financial Statements.
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APPLIED MATERIALS, INC.
CONSOLIDATED CONDENSED STATEMENTS OF COMPREHENSIVE INCOME

Three Months Ended
January 26, January 27,
2014 2013
(Unaudited)
(In millions)
Net income $253 $34
Other comprehensive income (loss), net of tax:
Change in unrealized net gain on investments € ) —
Change in unrealized net gain on derivative investments (1 ) 5
Change in defined benefit plan liability — 3 )
Change in cumulative translation adjustments (2 ) (3 )
Other comprehensive income (loss), net of tax (6 ) (1 )
Comprehensive income $247 $33

See accompanying Notes to Consolidated Condensed Financial Statements.




Edgar Filing: APPLIED MATERIALS INC /DE - Form 10-Q

Table of Contents

APPLIED MATERIALS, INC.

CONSOLIDATED CONDENSED BALANCE SHEETS

ASSETS

Current assets:

Cash and cash equivalents

Short-term investments

Accounts receivable, net

Inventories

Other current assets

Total current assets

Long-term investments

Property, plant and equipment, net
Goodwill

Purchased technology and other intangible assets, net
Deferred income taxes and other assets
Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payable and accrued expenses
Customer deposits and deferred revenue
Total current liabilities

Long-term debt

Other liabilities

Total liabilities

Stockholders’ equity:

Common stock

Additional paid-in capital

Retained earnings

Treasury stock

Accumulated other comprehensive loss
Total stockholders’ equity

Total liabilities and stockholders’ equity

January 26, October 27,

2014

(In millions)

$2,144
145
1,510
1,533
682
6,014
833
846
3,294
1,057
155
$12,199

$1,576
901
2,477
1,946
535
4,958

12
6,178
12,619
(11,524
(44
7,241
$12,199

)
)

2013

$1,711
180
1,633
1,413
705
5,642
1,005
850
3,294
1,103
149
$12,043

$1,649
794
2,443
1,946
566
4,955

12
6,151
12,487
(11,524
(38
7,088
$12,043

Amounts as of January 26, 2014 are unaudited. Amounts as of October 27, 2013 are derived from the October 27,

2013 audited consolidated financial statements.

See accompanying Notes to Consolidated Condensed Financial Statements.
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APPLIED MATERIALS, INC
CONSOLIDATED CONDENSED STATEMENT OF STOCKHOLDERS’ EQUITY

Common Stock . Treasury Stock Accumulated
Additional .
. Retained Other
Paid-In . . Total
Shares Amount Capital Earnings Shares Amount Comprehensive

Income (Loss)

(Unaudited)

(In millions)
gggnce atOctober 27,4 ho4  g12 $6,151  $12487 717 $(11.524) $ (38 ) $7.088
Net income — — — 253 — — — 253
Other comprehensive loss,
net of tax o o o o o o © ) (6 )
Dividends — — — (121 ) — — — (121 )
Share-based compensation — — 46 — — — — 46
Issuance under stock plans,
net of a tax benefit of $18 7 — (19 ) — — — — (19 )
and other
ggﬁnce atJanuary 26, 511 g2 $6,178  $12,619 717 $(11,524) $ (44 ) $7.241

See accompanying Notes to Consolidated Condensed Financial Statements.
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APPLIED MATERIALS, INC.

CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net income

Adjustments required to reconcile net income to cash provided by operating activities:

Depreciation and amortization
Restructuring charges and asset impairments

Unrealized gain on derivative associated with announced business combination

Share-based compensation

Other

Changes in operating assets and liabilities:
Accounts receivable

Inventories

Other assets

Accounts payable and accrued expenses
Customer deposits and deferred revenue

Other liabilities

Cash provided by operating activities

Cash flows from investing activities:

Capital expenditures

Proceeds from sales and maturities of investments
Purchases of investments

Cash provided by investing activities

Cash flows from financing activities:

Proceeds from common stock issuances and others
Common stock repurchases

Payments of dividends to stockholders

Cash used in financing activities

Increase in cash and cash equivalents

Cash and cash equivalents — beginning of year
Cash and cash equivalents — end of year
Supplemental cash flow information:

Cash payments for income taxes

Cash refunds from income taxes

Cash payments for interest

See accompanying Notes to Consolidated Condensed Financial Statements.
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Three Months Ended
January 26, January 27,
2014 2013
(Unaudited)

(In millions)

$253 $34

94 106

7 9

(24 ) —

46 42

(16 ) (78 )
123 112

(119 ) (6 )
37 80

(86 ) (248 )
107 (77 )
(50 ) 42

372 16

(48 ) (49 )
364 445

(163 ) (143 )
153 253

28 18

— (48 )
(120 ) (108 )
(92 ) (138 )
433 131

1,711 1,392

$2,144 $1,523

$26 $32
$9 $65
$39 $39
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS
(Unaudited)

Note 1 Basis of Presentation

Basis of Presentation

In the opinion of management, the unaudited interim consolidated condensed financial statements of Applied
Materials, Inc. and its subsidiaries (Applied or the Company) included herein have been prepared on a basis consistent
with the October 27, 2013 audited consolidated financial statements and include all material adjustments, consisting of
normal recurring adjustments, necessary to fairly present the information set forth therein. These unaudited interim
consolidated condensed financial statements should be read in conjunction with the audited consolidated financial
statements and notes thereto included in Applied’s Annual Report on Form 10-K for the fiscal year ended October 27,
2013 (2013 Form 10-K). Applied’s results of operations for the three months ended January 26, 2014 are not
necessarily indicative of future operating results. Applied’s fiscal year ends on the last Sunday in October of each year.
Fiscal 2014 and 2013 each contain 52 weeks, and the first three months of fiscal 2014 and 2013 each contained 13
weeks.

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

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make judgments, estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could differ materially from those
estimates. On an ongoing basis, Applied evaluates its estimates, including those related to accounts receivable and
sales allowances, fair values of financial instruments, inventories, intangible assets and goodwill, useful lives of
intangible assets and property and equipment, fair values of share-based awards, and income taxes, among others.
Applied bases its estimates on historical experience and on various other assumptions that are believed to be
reasonable, the results of which form the basis for making judgments about the carrying values of assets and
liabilities.

Revenue Recognition

Applied recognizes revenue when all four revenue recognition criteria have been met: persuasive evidence of an
arrangement exists; delivery has occurred or services have been rendered; seller’s price to buyer is fixed or
determinable; and collectability is probable. Applied’s shipping terms are customarily FOB Applied shipping point or
equivalent terms. Applied’s revenue recognition policy generally results in revenue recognition at the following points:
(1) for all transactions where legal title passes to the customer upon shipment or delivery, Applied recognizes revenue
upon passage of title for all products that have been demonstrated to meet product specifications prior to shipment; the
portion of revenue associated with certain installation-related tasks is deferred, and that revenue is recognized upon
completion of the installation-related tasks; (2) for products that have not been demonstrated to meet product
specifications prior to shipment, revenue is recognized at customer technical acceptance; (3) for transactions where
legal title does not pass at shipment or delivery, revenue is recognized when legal title passes to the customer, which
is generally at customer technical acceptance; and (4) for arrangements containing multiple elements, the revenue
relating to the undelivered elements is deferred using the relative selling price method utilizing estimated sales prices
until delivery of the deferred elements. Applied limits the amount of revenue recognition for delivered elements to the
amount that is not contingent on the future delivery of products or services, future performance obligations or subject
to customer-specified return or adjustment. In cases where Applied has sold products that have been demonstrated to
meet product specifications prior to shipment, Applied believes that at the time of delivery, it has an enforceable claim
to amounts recognized as revenue. Spare parts revenue is generally recognized upon shipment, and services revenue is
generally recognized over the period that the services are provided.
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

When a sales arrangement contains multiple elements, such as hardware and services and/or software products,
Applied allocates revenue to each element based on a selling price hierarchy. The selling price for a deliverable is
based on its vendor specific objective evidence (VSOE) if available, third party evidence (TPE) if VSOE is not
available, or estimated selling price (ESP) if neither VSOE nor TPE is available. Applied generally utilizes the ESP
due to the nature of its products. In multiple element arrangements where more-than-incidental software deliverables
are included, revenue is allocated to each separate unit of accounting for each of the non-software deliverables and to
the software deliverables as a group using the relative selling prices of each of the deliverables in the arrangement
based on the aforementioned selling price hierarchy. If the arrangement contains more than one software deliverable,
the arrangement consideration allocated to the software deliverables as a group is then allocated to each software
deliverable using the guidance for recognizing software revenue.

Recent Accounting Pronouncements

In July 2013, the Financial Accounting Standards Board (FASB) issued authoritative guidance that will require an
unrecognized tax benefit to be presented as a reduction of a deferred tax asset for a net operating loss carryforward, a
similar tax loss or a tax credit carryforward, with certain exceptions. The authoritative guidance becomes effective for
Applied in the first quarter of fiscal 2015, with early adoption permitted. The guidance is not expected to have an
impact on Applied's financial position or results of operations.

Note 2 Earnings Per Share

Basic earnings per share is determined using the weighted average number of common shares outstanding during the
period. Diluted earnings per share is determined using the weighted average number of common shares and potential
common shares (representing the dilutive effect of stock options, restricted stock units, and employee stock purchase
plans shares) outstanding during the period. Applied's net income has not been adjusted for any period presented for
purposes of computing basic or diluted earnings per share due to the Company's non-complex capital structure.

Three Months Ended
January 26, January 27,
2014 2013

(In millions,
except per share amounts)

Numerator:

Net income $253 $34
Denominator:

Weighted average common shares outstanding 1,206 1,198
Effect of dilutive stock options, restricted stock units and employee stock purchase plan 19 14
shares

Denominator for diluted earnings per share 1,225 1,212
Basic and diluted earnings per share $0.21 $0.03
Potentially dilutive securities 1 8

Potentially dilutive securities attributable to outstanding stock options and restricted stock units were excluded from
the calculation of diluted earnings per share because the combined exercise price, average unamortized fair value and
assumed tax benefits upon the exercise of options and the vesting of restricted stock units were greater than the
average market price of Applied common stock, and therefore their inclusion would have been anti-dilutive.

11
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APPLIED MATERIALS, INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

Note 3 Cash, Cash Equivalents and Investments
Summary of Cash, Cash Equivalents and Investments

The following tables summarize Applied’s cash, cash equivalents and investments by security type:

January 26, 2014 Cost

(In millions)

Cash $872
Cash equivalents:

Money market funds 1,267
Municipal securities 5
Total Cash equivalents 1,272
Total Cash and Cash equivalents $2,144
Short-term and long-term investments:

U.S. Treasury and agency securities $74
Non-U.S. government securities* 14
Municipal securities 380
Commercial paper, corporate bonds and medium-term notes 148
Asset-backed and mortgage-backed securities 234
Total fixed income securities 850
Publicly traded equity securities 22
Equity investments in privately-held companies 76
Total short-term and long-term investments $948
Total Cash, Cash equivalents and Investments $3,092

Gross
Unrealized
Gains

2
1
1
4
28

$32
$32

Gross
Unrealized
Losses

Estimated
Fair Value

$872

1,267
5

1,272
$2,144

$74

14

382
149
233
852

50

76
$978
$3,122

* Includes agency debt securities guaranteed by non-U.S. governments, which consist of Germany and Canada.

10

13



Edgar Filing: APPLIED MATERIALS INC /DE - Form 10-Q

APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

Gross Gross Estimated
October 27, 2013 Cost Unrealized Unrealized .
. Fair Value
Gains Losses
(In millions)
Cash $611 $— $— $611
Cash equivalents:
Money market funds 1,095 — — 1,095
Municipal securities 5 — — 5
Total Cash equivalents 1,100 — — 1,100
Total Cash and Cash equivalents $1,711 $— $— $1,711
Short-term and long-term investments:
U.S. Treasury and agency securities $170 $— $— $170
Non-U.S. government securities 11 — — 11
Municipal securities 379 2 — 381
Commercial paper, corporate bonds and medium-term notes 218 2 1 219
Asset-backed and mortgage-backed securities 268 2 2 268
Total fixed income securities 1,046 6 3 1,049
Publicly traded equity securities 27 33 — 60
Equity investments in privately-held companies 76 — — 76
Total short-term and long-term investments $1,149 $39 $3 $1,185
Total Cash, Cash equivalents and Investments $2,860 $39 $3 $2,896
Maturities of Investments
The following table summarizes the contractual maturities of Applied’s investments at January 26, 2014:
Cost Estimated
Fair Value

(In millions)

Due in one year or less $127 $128

Due after one through five years 489 491

No single maturity date** 332 359
$948 $978

** Securities with no single maturity date include publicly-traded and privately-held equity securities, and
asset-backed and mortgage-backed securities.

11
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

Gains and Losses on Investments

During the three months ended January 26, 2014, gross realized gains on investments were $12 million and gross
realized losses on investments were not material. During the three months ended January 27, 2013, gross realized
gains and losses on investments were not material.

At January 26, 2014 and October 27, 2013, gross unrealized losses related to Applied's investment portfolio were not
material. Applied regularly reviews its investment portfolio to identify and evaluate investments that have indications
of possible impairment. Factors considered in determining whether an unrealized loss is considered to be temporary,
or other-than-temporary and therefore impaired, include: the length of time and extent to which fair value has been
lower than the cost basis; the financial condition, credit quality and near-term prospects of the investee; and whether it
is more likely than not that Applied will be required to sell the security prior to recovery. Generally, the contractual
terms of investments in marketable securities do not permit settlement at prices less than the amortized cost of the
investments. Applied determined that the gross unrealized losses on its marketable securities at January 26, 2014 and
January 27, 2013 were temporary in nature and therefore it did not recognize any impairment of its marketable
securities during the three months ended January 26, 2014 or January 27, 2013. Applied recognized $3 million of
impairment charges on its equity investments in privately-held companies during the three months ended January 26,
2014, and did not record any impairment charges on its equity investments in privately-held companies during the
three months ended January 27, 2013.

Unrealized gains and temporary losses on investments classified as available-for-sale are included within accumulated
other comprehensive income (loss), net of any related tax effect. Upon realization, those amounts are reclassified from
accumulated other comprehensive income (loss) to results of operations.

Note 4 Fair Value Measurements

Applied’s financial assets are measured and recorded at fair value, except for equity investments in privately-held
companies. These equity investments are generally accounted for under the cost method of accounting and are
periodically assessed for other-than-temporary impairment when events or circumstances indicate that an
other-than-temporary decline in value may have occurred. Applied’s nonfinancial assets, such as goodwill, intangible
assets, and property, plant and equipment, are recorded at cost and are assessed for impairment when events or
circumstances indicate that an other-than-temporary decline in value may have occurred.

Fair Value Hierarchy

Applied uses the following fair value hierarchy, which prioritizes the inputs to valuation techniques used to measure
fair value into three levels and bases the categorization within the hierarchy upon the lowest level of input that is
available and significant to the fair value measurement:

{evel 1 — Quoted prices in active markets for identical assets or liabilities;

Level 2 — Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for similar
assets or liabilities, quoted prices in markets that are not active, or other inputs that are observable or can be
corroborated by observable market data for substantially the full term of the assets or liabilities; and

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to the fair value
of the assets or liabilities.

Applied’s investments are comprised primarily of debt securities that are classified as available-for-sale and recorded

at their fair values. In determining the fair value of investments, Applied uses pricing information from pricing

services that value securities based on quoted market prices and models that utilize observable market inputs. In the
event a fair value estimate is unavailable from a pricing service, Applied generally obtains non-binding price quotes

15
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from brokers. Applied then reviews the information provided by the pricing services or brokers to determine the fair
value of its short-term and long-term investments. In addition, to validate pricing information obtained from pricing
services, Applied periodically performs supplemental analysis on a sample of securities. Applied reviews any
significant unanticipated differences identified through this analysis to determine the appropriate fair value.
Investments with remaining effective maturities of 12 months or less from the balance sheet date are classified as
short-term investments. Investments with remaining effective maturities of more than 12 months from the balance
sheet date are classified as long-term investments. As of January 26, 2014, substantially all of Applied’s
available-for-sale, short-term and long-term investments were recognized at fair value that was determined based upon
observable inputs.

12
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

Assets Measured at Fair Value on a Recurring Basis
Financial assets (excluding cash balances) measured at fair value on a recurring basis are summarized below as of
January 26, 2014 and October 27, 2013:

January 26, 2014 October 27, 2013
Level 1 Level 2 Total Level 1 Level 2 Total

(In millions)

Assets:

Money market funds $1,267 $— $1,267 $1,095 $— $1,095
U.S. Treasury and agency securities 33 41 74 66 104 170
Non-U.S. government securities — 14 14 — 11 11
Municipal securities — 387 387 — 386 386
Commercial paper, corporate bonds and medium-term notes — 149 149 — 219 219
Asset-backed and mortgage-backed securities — 233 233 — 268 268
Publicly traded equity securities 50 — 50 60 — 60
Foreign exchange derivative assets — 43 43 — 20 20
Total $1,350 $867  $2,217 $1,221 $1,008 $2,229

There were no transfers between Level 1 and Level 2 fair value measurements during the three months ended

January 26, 2014 or January 27, 2013. Applied did not have any financial assets measured at fair value on a recurring
basis within Level 3 fair value measurements as of January 26, 2014 or October 27, 2013.

Assets and Liabilities Measured at Fair Value on a Non-recurring Basis

Equity investments in privately-held companies are generally accounted for under the cost method of accounting and
are periodically assessed for other-than-temporary impairment when an event or circumstance indicates that an
other-than-temporary decline in value may have occurred. If Applied determines that an other-than-temporary
impairment has occurred, the investment will be written down to its estimated fair value based on available
information, such as pricing in recent rounds of financing, current cash positions, earnings and cash flow forecasts,
recent operational performance and any other readily available market data. At January 26, 2014 and October 27,
2013, equity investments in privately-held companies totaled $76 million, of which $66 million of investments were
accounted for under the cost method of accounting and $10 million of investments had been measured at fair value on
a non-recurring basis within Level 3 fair value measurements due to an other-than-temporary decline in value.
Applied recognized $3 million of impairment charges on its equity investments in privately-held companies during the
three months ended January 26, 2014, and did not record any impairment charges on its equity investments in
privately-held companies during the three months ended January 27, 2013.

Other

The carrying amounts of Applied’s financial instruments, including cash and cash equivalents, accounts receivable,
notes payable, and accounts payable and accrued expenses, approximate fair value due to their short maturities. At
January 26, 2014 and October 27, 2013, the carrying amount of long-term debt was $1.9 billion and the estimated fair
value was $2.1 billion. The estimated fair value of long-term debt is determined by Level 2 inputs and is based
primarily on quoted market prices for the same or similar issues.

13
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

Note 5 Derivative Instruments and Hedging Activities

Derivative Financial Instruments

Applied conducts business in a number of foreign countries, with certain transactions denominated in local currencies,
such as the Japanese yen, euro, Israeli shekel, Taiwanese dollar and Swiss franc. Applied uses derivative financial
instruments, such as forward exchange contracts and currency option contracts, to hedge certain forecasted foreign
currency denominated transactions expected to occur typically up to the next 24 months. The purpose of Applied’s
foreign currency management is to mitigate the effect of exchange rate fluctuations on certain foreign currency
denominated revenues, costs and eventual cash flows. The terms of currency instruments used for hedging purposes
are generally consistent with the timing of the transactions being hedged. Applied does not use derivative financial
instruments for trading or speculative purposes.

Derivative instruments and hedging activities, including foreign currency exchange contracts, are recognized on the
balance sheet at fair value. Changes in the fair value of derivatives that do not qualify for hedge treatment, as well as
the ineffective portion of any hedges, are recognized currently in earnings. All of Applied’s derivative financial
instruments are recorded at their fair value in other current assets or in accounts payable and accrued expenses.

Hedges related to anticipated transactions are designated and documented at the inception of the hedge as cash flow
hedges and are typically entered into once per month. Cash flow hedges are evaluated for effectiveness quarterly. The
effective portion of the gain or loss on these hedges is reported as a component of accumulated other comprehensive
income or loss (AOCI) in stockholders’ equity and is reclassified into earnings when the hedged transaction affects
earnings. The majority of the after-tax net income or loss related to derivative instruments included in AOCI at
January 26, 2014 is expected to be reclassified into earnings within 12 months. Changes in the fair value of currency
forward exchange and option contracts due to changes in time value are excluded from the assessment of
effectiveness. Both ineffective hedge amounts and hedge components excluded from the assessment of effectiveness
are recognized in earnings. If the transaction being hedged is no longer probable to occur, or if a portion of any
derivative is deemed to be ineffective, Applied promptly recognizes the gain or loss on the associated financial
instrument in general and administrative expenses. The amount recognized due to discontinuance of cash flow hedges
that were probable not to occur by the end of the originally specified time period was not significant for the three
months ended January 26, 2014 and January 27, 2013.

Additionally, forward exchange contracts are generally used to hedge certain foreign currency denominated assets or
liabilities. These derivatives are typically entered into once per month and are not designated for hedge accounting
treatment. Accordingly, changes in the fair value of these hedges are recorded in earnings to offset the changes in the
fair value of the assets or liabilities being hedged.

During the fourth quarter of fiscal 2013, the Company purchased foreign exchange option contracts to limit its foreign
exchange risk associated with the announced business combination with Tokyo Electron Limited (TEL). The
derivatives used to hedge our currency exposure did not qualify for hedge accounting treatment. These derivatives are
marked to market at the end of each reporting period with gains and losses recorded as general and administrative
expenses. At January 26, 2014, the fair value of these foreign exchange option contracts was approximately $41
million. The Company recorded an unrealized gain of $24 million during the first quarter of fiscal 2014 related to such
contracts. The cash flow impact of this derivative has been classified as operating cash flows in the Consolidated
Condensed Statements of Cash Flows. To further mitigate credit exposure in connection with these foreign exchange
option contracts, the Company entered into security arrangements with certain counterparties, which require the
counterparties to post collateral amounting to the approximate fair value of the derivative contracts. The cash
collateral is included in cash and cash equivalents in the Consolidated Condensed Statements of Financial Position,
with the corresponding liability included in accounts payable and accrued expenses.

18
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Other than the foreign exchange option contracts discussed in the preceding paragraph, the fair values of other
derivative instruments at January 26, 2014 and October 27, 2013 were not material.
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

The effects of derivative instruments on the Consolidated Condensed Statements of Operations for the three months
ended January 26, 2014 and January 27, 2013 were as follows:

Derivatives in Cash Flow

Hedging Relationships
Foreign exchange
contracts

Foreign exchange
contracts

Total

Three Months Ended January 26,

Three Months Ended January 27,

2013

Ineffective Portion
and Amount
Excluded

Effective Portion

Gain or Gain or (Loss(i
(Loss)

from
Effectiveness
Testing

ain or

(Loss)

Reclasmfled. Recognized

Recognizddom AOCI 1%0
in AOCI Income

$10

2014
Ineffective Portion
and Amount
Effective Portion Excluded
from
Effectiveness
Testing
Location of Gain ) )
Gain or ) ain or
or (Loss) Gain or (Loss(ioss)
(Loss) Reco nizR(f classified Recognized
Reclassified n g ?rom AOCI i%o g
from AOCI into AOCT Income Income
Income
(In millions)
Cost of products $5 $3 §
sold
General and
.. . 3 (1
administrative

$5 $6 $ (1

Location of Gain or
(Loss) Recognized
in Income

Derivatives Not Designated as Hedging Instruments

Foreign exchange contracts

Total

$10

General and

Credit Risk Contingent Features
If Applied’s credit rating were to fall below investment grade, it would be in violation of credit risk contingent
provisions of the derivative instruments discussed above, and certain counterparties to the derivative instruments
could request immediate payment on derivative instruments in net liability positions. The aggregate fair value of all
derivative instruments with credit-risk related contingent features that were in a net liability position was immaterial

as of January 26, 2014.

administrative

Income
$2 $ )
$2 $ (1 )

Amount of Gain or (Loss)
Recognized in Income
Three Months Ended

January 26, January 27,
2014 2013

(In millions)

$39 $13
$39 $13
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Entering into foreign exchange contracts with banks exposes Applied to credit-related losses in the event of the banks’
nonperformance. However, Applied’s exposure is not considered significant.

15
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

Note 6 Accounts Receivable, Net

Applied has agreements with various financial institutions to sell accounts receivable and discount promissory notes
from selected customers. Applied sells its accounts receivable without recourse. Applied, from time to time, also
discounts letters of credit issued by customers through various financial institutions. The discounting of letters of
credit depends on many factors, including the willingness of financial institutions to discount the letters of credit and
the cost of such arrangements.

Applied factored accounts receivable of $45 million during the three months ended January 26, 2014 and none during
the three months ended January 27, 2013. Applied did not discount promissory notes or utilize programs to discount
letters of credit issued by customers during the three months ended January 26, 2014 and January 27, 2013. Financing
charges on the sale of receivables and discounting of letters of credit are included in interest expense in the
accompanying Consolidated Condensed Statements of Operations and were not material for all periods presented.
Accounts receivable are presented net of allowance for doubtful accounts of $74 million at both January 26, 2014 and
October 27, 2013. Applied sells principally to manufacturers within the semiconductor, display and solar industries.
While Applied believes that its allowance for doubtful accounts is adequate and represents Applied’s best estimate as
of January 26, 2014, Applied continues to closely monitor customer liquidity and other economic conditions, which
may result in changes to Applied’s estimates regarding collectability.

Note 7 Balance Sheet Detail

January 26, October 27,
2014 2013

(In millions)

Inventories

Customer service spares $280 $274
Raw materials 335 325
Work-in-process 292 283
Finished goods 626 531

$1,533 $1,413

Included in finished goods inventory are $194 million at January 26, 2014, and $136 million at October 27, 2013, of
newly-introduced systems at customer locations where the sales transaction did not meet Applied’s revenue
recognition criteria as set forth in Note 1. Finished goods inventory includes $190 million and $177 million of
evaluation inventory at January 26, 2014 and October 27, 2013, respectively.

January 26, October 27,
2014 2013

(In millions)

Other Current Assets

Deferred income taxes, net $315 $323
Prepaid expenses 161 135
Prepaid income taxes and income taxes receivable 147 178
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59
$682

69
$705
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

January 26, October 27,

Useful Life 2014 2013
(In years) (In millions)
Property, Plant and Equipment, Net
Land and improvements $167 $167
Buildings and improvements 3-30 1,230 1,217
Demonstration and manufacturing equipment 3-5 815 792
Furniture, fixtures and other equipment 3-15 592 589
Construction in progress 43 52
Gross property, plant and equipment 2,847 2,817
Accumulated depreciation (2,001 ) (1,967 )
$846 $850
January 26, October 27,
2014 2013
(In millions)
Accounts Payable and Accrued Expenses
Accounts payable $645 $582
Compensation and employee benefits 326 417
Warranty 106 102
Dividends payable 121 121
Income taxes payable 49 73
Other accrued taxes 31 41
Interest payable 14 30
Restructuring reserve 28 39
Other 256 244

$1,576 $1,649

January 26, October 27,
2014 2013

(In millions)
Customer Deposits and Deferred Revenue

Customer deposits $147 $175
Deferred revenue 754 619
$901 $794

Applied typically receives deposits on future deliverables from customers in the Display and Energy and
Environmental Solutions segments. In certain instances, customer deposits may be received from customers in the

Applied Global Services segment.

January 26,
2014

October 27,
2013
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Other Liabilities
Deferred income taxes
Income taxes payable

Defined and postretirement benefit plans
Other

17

(In millions)

$65 $71
200 174
192 193
78 128
$535 $566
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

Note 8 Business Combination

On September 24, 2013, Applied and Tokyo Electron Limited (TEL) entered into the Business Combination
Agreement, which was amended on February 14, 2014, to effect a strategic combination of their respective businesses
into a new combined company. TEL, a Japanese corporation, is a global supplier of semiconductor and flat panel
display production equipment, and a provider of technical support and services for semiconductor, flat panel display
and photovoltaic panel production equipment. Under the terms of the Business Combination Agreement, TEL
shareholders will receive 3.25 shares of the new combined company for every TEL share held. Applied shareholders
will receive one share of the new combined company for every Applied share held. Based on the number of shares of
Applied common stock and shares of TEL common stock expected to be issued and outstanding immediately prior to
the closing of the transaction, it is anticipated that, immediately following the transaction, former Applied
stockholders and former TEL shareholders will own approximately 68% and 32%, respectively, of the new combined
company.

The new combined company will have a new name, dual headquarters in Tokyo and Santa Clara, and dual listing of
its shares on the Tokyo Stock Exchange and NASDAQ, and will be incorporated in the Netherlands. The closing of
the transaction is subject to customary conditions, including approval by Applied’s and TEL’s shareholders and
regulatory approvals. It is expected that the combined company will commence a $3.0 billion stock repurchase
program targeted to be executed within 12 months following the closing of the transaction.

The Business Combination Agreement contains mutual pre-closing covenants, including the obligation of Applied and
TEL to conduct their businesses in the ordinary course consistent in all material respects with past practices. The
agreement also contains termination rights for Applied and TEL and provides that upon certain events, such as a
termination due to a change in recommendation by the other party or a termination relating to certain tax rulings, a
termination fee of $400 million is payable.
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

Note 9 Goodwill, Purchased Technology and Other Intangible Assets

Goodwill and Purchased Intangible Assets

Applied’s methodology for allocating the purchase price relating to purchase acquisitions is determined through
established and generally accepted valuation techniques. Goodwill is measured as the excess of the purchase price
over the sum of the amounts assigned to tangible and identifiable intangible assets acquired less liabilities assumed.
Applied assigns assets acquired (including goodwill) and liabilities assumed to one or more reporting units as of the
date of acquisition. Typically, acquisitions relate to a single reporting unit and thus do not require the allocation of
goodwill to multiple reporting units. If the products obtained in an acquisition are assigned to multiple reporting units,
the goodwill is distributed to the respective reporting units as part of the purchase price allocation process.

Goodwill and purchased intangible assets with indefinite useful lives are not amortized, but are reviewed for
impairment annually during the fourth quarter of each fiscal year and whenever events or changes in circumstances
indicate that the carrying value of an asset may not be recoverable. The process of evaluating the potential impairment
of goodwill and intangible assets requires significant judgment, especially in emerging markets. Applied regularly
monitors current business conditions and other factors including, but not limited to, adverse industry or economic
trends, restructuring actions and lower projections of profitability that may impact future operating results.

To test goodwill for impairment, Applied first performs a qualitative assessment to determine whether it is more likely
than not that the fair value of a reporting unit is less than its carrying value. If it is concluded that this is the case,
Applied then performs the two-step goodwill impairment test. Otherwise, the two-step goodwill impairment test is not
required. Under the two-step goodwill impairment test, Applied would in the first step compare the estimated fair
value of each reporting unit to its carrying value. Applied determines the fair value of each of its reporting units based
on a weighting of income and market approaches. If the carrying value of a reporting unit exceeds its fair value,
Applied would then perform the second step of the impairment test in order to determine the implied fair value of the
reporting unit’s goodwill. If Applied determines that the carrying value of a reporting unit’s goodwill exceeds its
implied fair value, Applied would record an impairment charge equal to the difference. Applied’s reporting units are
consistent with the reportable segments identified in Note 16, Industry Segment Operations, which are based on the
manner in which Applied operates its business and the nature of those operations.

The evaluation of goodwill and intangible assets for impairment requires the exercise of significant judgment. In the
event of future changes in business conditions, Applied will be required to reassess and update its forecasts and
estimates used in future impairment analyses. If the results of these future analyses are lower than current estimates, a
material impairment charge may result at that time.

Details of goodwill and other indefinite-lived intangible assets as of January 26, 2014 and October 27, 2013 were as
follows :

Other
Goodwill  Intangible Total

Assets

(In millions)

Silicon Systems Group $2,151 $142 $2,293
Applied Global Services 1,027 — 1,027
Display 116 — 116
Carrying amount $3,294 $142 $3.436

Other intangible assets that are not subject to amortization consist primarily of in-process technology, which will be
subject to amortization upon commercialization. The fair value assigned to in-process technology was determined
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using the income approach taking into account estimates and judgments regarding risks inherent in the development
process, including the likelihood of achieving technological success and market acceptance. If an in-process
technology project is abandoned, the acquired technology attributable to the project will be written off.
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

A summary of Applied's purchased technology and intangible assets is set forth below:
January 26, October 27,
2014 2013

(In millions)

Purchased technology, net $709 $748
Intangible assets - finite-lived, net 206 213
Intangible assets - indefinite-lived 142 142
Total $1,057 $1,103

Finite-Lived Purchased Intangible Assets

Applied amortizes purchased intangible assets with finite lives using the straight-line method over the estimated
economic lives of the assets, ranging from 1 to 15 years.

Applied evaluates long-lived assets for impairment whenever events or changes in circumstances indicate the carrying
value of an asset group may not be recoverable. Applied assesses the fair value of the assets based on the amount of
the undiscounted future cash flow that the assets are expected to generate and recognizes an impairment loss when
estimated undiscounted future cash flow expected to result from the use of the asset, plus net proceeds expected from
disposition of the asset, if any, are less than the carrying value of the asset. When Applied identifies an impairment,
Applied reduces the carrying value of the group of assets to comparable market values, when available and
appropriate, or to its estimated fair value based on a discounted cash flow approach.

Intangible assets, such as purchased technology, are generally recorded in connection with a business acquisition. The
value assigned to intangible assets is usually based on estimates and judgments regarding expectations for the success
and life cycle of products and technology acquired. Applied evaluates the useful lives of its intangible assets each
reporting period to determine whether events and circumstances require revising the remaining period of amortization.
In addition, Applied reviews intangible assets for impairment when events or changes in circumstances indicate their
carrying value may not be recoverable. Management considers such indicators as significant differences in actual
product acceptance from the estimates, changes in the competitive and economic environments, technological
advances, and changes in cost structure.

Details of finite-lived intangible assets were as follows as of January 26, 2014 and October 27, 2013:

January 26, 2014 October 27, 2013

Purchased Other . Purchased Other .

Technology Intangible Total Technology Intangible Total
Assets Assets

(In millions)
Gross carrying amount:

Silicon Systems Group $1,301 $252 $1,553 $1,301 $252 $1,553
Applied Global Services 28 44 72 28 44 72

Display 110 33 143 110 33 143
Energy and Environmental Solutions 5 15 20 5 15 20

Gross carrying amount $1,444 $344 $1,788 $1,444 $344 $1,788
Accumulated amortization:

Silicon Systems Group $(599 ) $(63 ) $(662 ) $(562 ) $(58 ) $(620 )

29



Edgar Filing: APPLIED MATERIALS INC /DE - Form 10-Q

Applied Global Services

Display

Energy and Environmental Solutions
Accumulated amortization

Carrying amount
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

Details of amortization expense by segment for the three months ended January 26, 2014 and January 27, 2013 were
as follows:
Three Months Ended
January 26, January 27,
2014 2013

(In millions)

Silicon Systems Group $42 $44
Applied Global Services 1 1
Display 1 2
Energy and Environmental Solutions 2 6
Total $46 $53

For the three months ended January 26, 2014 and January 27, 2013, amortization expense was charged to the
following categories:
Three Months Ended
January 26, January 27,
2014 2013

(In millions)

Cost of products sold $40 $43
Marketing and selling 5 8
General and administrative 1 2
Total $46 $53

As of January 26, 2014, future estimated amortization expense is expected to be as follows:

Amortization
Expense
(In millions)
2014 135
2015 175
2016 169
2017 165
2018 163
Thereafter 108
Total $915
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

Note 10 Borrowing Facilities and Long-Term Debt

Applied has credit facilities for unsecured borrowings in various currencies of up to $1.6 billion, of which $1.5 billion
is comprised of a committed revolving credit agreement with a group of banks that is scheduled to expire in

May 2017. This agreement provides for borrowings in United States dollars at interest rates keyed to one of the two
rates selected by Applied for each advance and includes financial and other covenants with which Applied was in
compliance at January 26, 2014. Remaining credit facilities in the amount of approximately $77 million are with
Japanese banks. Applied’s ability to borrow under these facilities is subject to bank approval at the time of the
borrowing request, and any advances will be at rates indexed to the banks’ prime reference rate denominated in
Japanese yen. No amounts were outstanding under any of these facilities at both January 26, 2014 and October 27,
2013 and Applied has not utilized these credit facilities.

Long-term debt outstanding as of January 26, 2014 and October 27, 2013 was as follows:

Principal Amount Effective Interest
Interest Rate Pay Dates

(In millions)
2.650% Senior Notes Due 2016 $400 2.666% June 15, December 15
7.125% Senior Notes Due 2017 200 7.190% April 15, October 15
4.300% Senior Notes Due 2021 750 4.326% June 15, December 15
5.850% Senior Notes Due 2041 600 5.879% June 15, December 15

1,950
Total unamortized discount 4 )
Total long-term debt $1,946

Applied has debt agreements that contain financial and other covenants. These covenants require Applied to maintain
certain minimum financial ratios. At January 26, 2014, Applied was in compliance with all such covenants.
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

Note 11 Restructuring Charges and Asset Impairments

From time to time, Applied initiates restructuring activities to appropriately align its cost structure relative to
prevailing economic and industry conditions and associated customer demand as well as in connection with certain
acquisitions. Costs associated with restructuring actions can include termination benefits and related charges, in
addition to facility closure, contract termination and other related activities.

The following table summarizes major components of the restructuring and asset impairment charges during the three
months ended January 26, 2014 and January 27, 2013:

Three Months Ended
January 26, January 27,
2014 2013

(In millions)
2012 Global Restructuring Plan

Severance and other employee-related costs $7 $4

2012 EES Restructuring Plan

Asset impairments — 3

Others

Severance and other employee-related costs — 2
$7 $9

Restructuring and asset impairment charges were recorded as follows:
Three Months Ended
January 26, January 27,
2014 2013

(In millions)

Silicon Systems Group $— $1
Applied Global Services — 1
Energy and Environmental Solutions — 3
Corporate Unallocated 7 4
Total $7 $9

2012 Global Restructuring Plan

On October 3, 2012, Applied announced a restructuring plan (the 2012 Global Restructuring Plan) to realign its global
workforce and enhance its ability to invest for growth. Under this plan, Applied implemented a voluntary retirement
program and other workforce reduction actions. The voluntary retirement program was available to certain U.S.
employees who met minimum age and length of service requirements, as well as other business-specific criteria.
Applied implemented other workforce reduction actions globally across multiple business segments and functions, the
extent of which depended on the number of employees who participated in the voluntary retirement program and other
considerations. A total of approximately 1,300 positions were affected under this plan.

During the three months ended January 26, 2014 and January 27, 2013, Applied recognized $7 million and $4 million,
respectively, of employee-related costs in connection with the 2012 Global Restructuring Plan. These costs were not
allocated to the segments. As of January 26, 2014, principal activities related to this plan were complete. Total costs
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incurred in implementing this plan were $152 million.
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

Restructuring Reserves
Changes in restructuring reserves during the three months ended January 26, 2014 were as follows:

2012
Global 2012 EES Restructuring
. Others
Restructuringlan
Plan
Severance Severance Contract iﬁgerance Contract
and Other and Other Cancellation Other Cancellation Total
Employee-R&atpdoyee-Ralude@ther dl Otger
Employee-ge ate
Costs Costs Costs osts
Costs
(In millions)
Balance, October 27, 2013 $26 $5 $5 $2 $1 $39
Provision for restructuring reserves 7 — — — — 7
Consumption of reserves (15 ) (1 ) — (1 ) — (17
Reclassification of restructuring reserves — (1 ) — — — (1
Balance, January 26, 2014 $18 3 5 $1 $1 $28
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS - (Continued)

Note 12 Stockholders’ Equity, Comprehensive Income and Share-Based Compensation
Accumulated Other Comprehensive Income (Loss)
Changes in the components of AOCI, net of tax, were as follows:

Unrealized
Unrealized Galf‘ On. .
. Derivative . Cumulative
Gain on Pension .
Instruments . Translation Total
Investments, o Liability .
Net Qualifying as Adjustments
Cash Flow
Hedges
(in millions)
Balance at October 27, 2013 $25 $2 $(72 ) $7 $(38
Other (?o.mprehenswe income before ’ 3 . @ ) 3
reclassifications
Amounts reclassified out of AOCI (5 ) 4 ) — — ¢
Other comprehensive loss, net of tax A3 ) (1 ) — (2 ) (6
Balance at January 26, 2014 $22 $1 $(72 ) $5 $(44

The effects on net income of amounts reclassified from AOCI for the three months ended January 26, 2014 were as
follows:
Gains (Losses)

Comprehensive In