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Austin, Texas
(Address of principal executive offices) (Zip Code)
(512) 895-2000

(Registrant s telephone number)

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 is a large accelerated filer, an accelerated filer or a non-accelerated filer (See definition of
accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act).

Large Accelerated Filer x Accelerated Filer Non-Accelerated Filer
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x.

The number of shares outstanding of each of the issuer s classes of common stock as of the close of business on July 12, 2006:

Class Number of Shares
Class A Common Stock; $.01 Par Value 135,692,860
Class B Common Stock; $.01 Par Value 269,978,659
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PART I - FINANCIAL INFORMATION

Item 1. Unaudited Financial Statements.

Freescale Semiconductor, Inc. and Subsidiaries
Condensed Consolidated Statements of Operations
(Unaudited)

(In millions, except per share amounts)

Net sales
Cost of sales

Gross margin

Selling, general and administrative
Research and development
Reorganization of businesses and other
Separation expenses

Operating earnings

Other income (expense):

Interest income (expense), net

Gains on sales of investments and businesses, net
Other, net

Total other income (expense)

Earnings before income taxes and cumulative effect of accounting change
Income tax (benefit) expense

Earnings before cumulative effect of accounting change
Cumulative effect of accounting change, net of income tax expense

Net earnings

Earnings per common share before cumulative effect of accounting change:

Basic

Diluted

Cumulative effect of accounting change per common share:
Basic

Diluted

Net earnings per common share:

Basic

Diluted

Weighted average common shares outstanding:

Basic

Table of Contents

Three Months Ended
June 30, July 1,
2006 2005
$ 1,599 $ 1,472
864 868
735 604
185 162
299 300
5
251 137
8 1
1
3 2
6 (D
257 136
3) 14
260 122

$ 260 $ 122

$ 064 $ 030
$ 061 $ 029
$ 064 $ 030
$ 061 $ 029

406 403

Six Months Ended
June 30, July 1,
2006 2005
$3,125 $2,914
1,699 1,735
1,426 1,179
372 321
596 592
10
10
458 246
20 (@]
1
) (12)
17 (16)
475 230
10 23
465 207
7
$ 472§ 207
$ 1.14 $ 0.51
$ 1.09 $ 0.50
$ 0.02
$ 0.02
$ 1.1 $ 0.51
$ 1.11 $ 0.50
407 402
4
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Diluted 424 420 424 418
See accompanying notes.
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Freescale Semiconductor, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets

(In millions, except per share information)

June 30,
2006

(Unaudited)
ASSETS
Cash and cash equivalents $ 359
Short-term investments 1,128
Accounts receivable, net of allowance for doubtful accounts of $5 at June 30, 2006 and December 31,
2005 605
Inventories 693
Other current assets 343
Total current assets 3,128
Property, plant and equipment, net 2,159
Investments 1,736
Goodwill 253
Other assets, net 328
Total assets $ 7,604
LIABILITIES AND STOCKHOLDERS EQUITY
Notes payable and current portion of long-term debt and capital lease obligations $ 407
Accounts payable 593
Accrued liabilities and other 571
Total current liabilities 1,571
Long-term debt 831
Other liabilities 357
Stockholders Equity:
Preferred stock, $.01 par value; 1,000 shares authorized; no shares issued and outstanding
Class A common stock, $.01 par value; 1,500 shares authorized; 142 and 141 shares issued and
outstanding at June 30, 2006 and December 31, 2005, respectively 1
Class B common stock, $.01 par value; 1,000 shares authorized; 270 shares issued and outstanding at
June 30, 2006 and December 31, 2005 3
Additional paid-in capital 3,996
Retained earnings 1,044
Accumulated other comprehensive loss (13)
Less: Treasury stock at cost, 7 and 4 shares at June 30, 2006 and December 31, 2005, respectively (186)
Total stockholders equity 4,845
Total liabilities and stockholders equity $ 7,604

See accompanying notes.
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December 31,
2005

$ 212
1,209
535

647
367

2,970

2,035
1,616
253
296

$ 7,170

469
663

1,139

1,230
354

3,942
628
(30)
o7

4,447

$ 7,170
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Freescale Semiconductor, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows
(Unaudited)

(In millions)

Cash flows from operating activities:

Net earnings

Depreciation and amortization

Charges for reorganization of businesses and other

Stock-based compensation

Excess tax benefits from equity-based compensation plans
Cumulative effect of accounting change, net of income tax expense
Deferred income taxes

Other non-cash items

Change in operating assets and liabilities, net of effects of acquisitions, dispositions:
Accounts receivable, net

Inventories

Other current assets

Accounts payable and accrued liabilities

Other operating assets and liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Capital expenditures

Acquisitions and strategic investments, net of cash acquired

Proceeds from sale of strategic investments and businesses

Sales (purchases) of short-term investments, net

Proceeds from sale of property, plant and equipment and assets held for sale
Payments for other assets

Purchases of marketable securities

Sales of marketable securities

Maturities of marketable securities

Net cash used for investing activities

Cash flows from financing activities:

Proceeds from stock option exercises and ESPP stock purchases
Excess tax benefits from equity-based compensation plans
Purchases of treasury stock

Debt modification and issuance costs

Repayment of short-term borrowings

Other

Net cash (used for) provided by financing activities

Effect of exchange rate changes on cash and cash equivalents
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Six Months Ended
June 30, July 1,
2006 2005
$ 472 $ 207
318 362
13
65 20
2
(7
(14)
43 13
(101) (77)
(39) 42
13 71
14 (211)
44) (14)
718 426
(372) (230)
)] (25)
9
81 (301)
2 8
Q) (29)
(680)
463
79
(436) (568)
63 38
2
(200)
(1 (2)
2
2
(140) 36
5 (14)
8
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Net increase (decrease) in cash and cash equivalents 147 (120)
Cash and cash equivalents, beginning of period 212 382
Cash and cash equivalents, end of period $ 359 $ 262

See accompanying notes.
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Freescale Semiconductor, Inc. and Subsidiaries
Notes to Condensed Consolidated Financial Statements
(Dollars in millions, except as noted)
(1) Basis of Presentation

Freescale Semiconductor, Inc. ( Freescale Semiconductor ) was incorporated in Delaware on December 3, 2003 in preparation for the contribution
and transfer by Motorola, Inc. ( Motorola ) of substantially all of its semiconductor businesses assets and liabilities to Freescale Semiconductor
(the Contribution ) and an initial public offering ( IPO ) of Freescale Semiconductor Class A common stock. Freescale Semiconductor completed
the Contribution in the second quarter of 2004 and the IPO on July 21, 2004. Prior to the IPO, Freescale Semiconductor was a wholly owned
subsidiary of Motorola. All of the Freescale Semiconductor Class B shares of common stock were held by Motorola until Motorola distributed
its remaining ownership interest in us by means of a special dividend to its common stockholders (the Distribution ) on December 2, 2004 (the
Distribution Date ). We refer to Freescale Semiconductor and its combined predecessor companies and businesses as the Company , we , us
unless the context otherwise requires.

The Company and Motorola entered into various agreements detailing the provisions of the Contribution and the separation of the Company
from Motorola, and related tax, purchase and supply, transition services and employee matters. See Note 2 for additional discussion.

The accompanying condensed consolidated financial statements as of June 30, 2006 and for the three and six month periods ended June 30, 2006
and July 1, 2005 are unaudited, with the December 31, 2005 amounts included herein derived from the audited consolidated financial statements.
In the opinion of management, these unaudited condensed consolidated financial statements include all adjustments (consisting of normal
recurring adjustments and reclassifications) necessary to present fairly the financial position, results of operations and cash flows as of June 30,
2006 and for all periods presented. Certain amounts reported in previous periods have been reclassified to conform to the current period
presentation.

Certain information and footnote disclosures normally included in financial statements prepared in accordance with accounting principles
generally accepted in the United States of America have been omitted. These condensed financial statements should be read in conjunction with
the consolidated financial statements and notes thereto included in our December 31, 2005 Annual Report on Form 10-K filed with the
Securities and Exchange Commission. The results of operations for the three and six months ended June 30, 2006 are not necessarily indicative
of the operating results to be expected for the full year.

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

(2) Relationship with Motorola

The Company designs, produces and sells semiconductors to Motorola. The Company s direct net sales to Motorola businesses included in Net
sales were $342 million and $709 million for the three and six months ended July 1, 2005, respectively. Transactions between the Company and
Motorola have been identified in the financial statements as transactions between related parties through the expiration of substantially all of the
services provided under the transition services agreement, which occurred during the third quarter of 2005.

After the completion of the Contribution in the second quarter of 2004, the expense allocation for certain corporate services ceased, and the
Company began purchasing such services from Motorola under the terms of the transition services agreement. Under the terms of that transition
services agreement, the Company also received compensation for services provided to Motorola in certain locations. The Company recorded $3
million and $8 million in expenses under the transition services agreement during the three and six months ended July 1, 20053, respectively. The
amounts charged to Motorola totaled $1 million and $4 million for the three and six months ended July 1, 2005, respectively, and were reported
as a reduction to the cost classification to which such expenses were recognized, primarily Research and development.
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(3) Other Financial Data

Statements of Operations Supplemental Information
Other Income (Expense)

The following table displays the amounts comprising Interest expense, net and Other, net included in Other income (expense) in the
accompanying unaudited Statements of Operations:

Three Months Ended Six Months Ended

June 30,
July 1, June 30, July 1,
2006 2005 2006 2005
Interest income (expense), net:
Interest expense $ (25) $ (19 $ (49) $ (39
Interest income 33 20 69 35

$ 8 $ 1 $ 20 $ @

Other, net:

Investment impairments $ (D $ $ () $ (6
Equity losses of non-consolidated investments 2) ) 3) (®)
Net foreign currency losses (1)

$ 3 $ @ $ @ $12
Comprehensive Income

The components of total comprehensive earnings, net of tax, were as follows:

Three Months Ended Six Months Ended

June 30, June 30,
July 1, July 1,
2006 2005 2006 2005
Net earnings $ 260 $ 122 $472 $ 207
Net change in fair value on available-for-sale investments 4) (13)
Net change in fair value on derivative contracts @)) (1)
Net change in cumulative translation adjustments 22 27 31 (59)
Total comprehensive earnings $ 277 $ 95 $489 $ 148

Earnings Per Share

The Company calculates its earnings per share in accordance with Financial Accounting Standards Board ( FASB ) Statement of Financial
Accounting Standards ( SFAS ) No. 128, Earnings per Share. Basic earnings per common share is computed based on the weighted-average
number of common shares outstanding during the period. Diluted earnings per common share reflects the potential dilution that could occur if
securities or other contracts to issue common stock were exercised or converted into common stock or resulted in the issuance of common stock
that then shared in the net earnings of the Company. For the three and six months ended June 30, 2006, approximately 2 million of the
Company s stock options were excluded from the calculation of Diluted earnings per common share because their inclusion would have been
anti-dilutive. These options could become dilutive in the future if the average share price increases.

Table of Contents 11
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The shares used in the computation of the Company s basic and diluted earnings per common share are as follows:

Three Months Ended  Six Months Ended

June 30,
July 1, June 30, July 1,
2006 2005 2006 2005
Basic weighted average common shares outstanding 406 403 407 402
Dilutive effect of stock options, restricted stock units and employee stock purchase plan 18 17 17 16
Diluted weighted average common shares outstanding 424 420 424 418

Table of Contents 12



Edgar Filing: FREESCALE SEMICONDUCTOR INC - Form 10-Q

Table of Conten
Balance Sheet and Other Supplemental Information
Inventories

Inventories consist of the following:

June 30, December 31,

2006 2005
Work in process and raw materials $ 494 $ 441
Finished goods 199 206
Inventories $ 693 $ 647

Property, Plant and Equipment

Depreciation expense was approximately $137 million and $160 million for the three months ended June 30, 2006 and July 1, 2005,
respectively, and $275 million and $328 million for the six months ended June 30, 2006 and July 1, 2005, respectively. Accumulated
depreciation was approximately $1.4 billion and $1.1 billion at June 30, 2006 and December 31, 2005, respectively.

(4) Debt

During the first quarter of 2006, the Company entered into an unsecured senior revolving credit facility with a committed capacity of

$500 million (including a letter of credit and swing line loan sub-facilities) ( Credit Agreement ). Subject to customary conditions, the Company
may request an increase in the aggregate commitment under the Credit Agreement of up to an additional $500 million for a total commitment of
up to $1 billion. Borrowings under the Credit Agreement will bear interest at a rate dependent on our credit ratings at the time of borrowing. In
addition, the Company will pay quarterly facility commitment fees at rates based upon our credit rating.

The Credit Agreement expires on March 7, 2011, at which time all outstanding amounts under the Credit Agreement will be due and payable.
Borrowings under the Credit Agreement may be used for working capital purposes, capital expenditures, investments, share repurchases,
acquisitions and other general corporate purposes. At June 30, 2006, no amounts were outstanding under the Credit Agreement.

The Credit Agreement requires compliance with conditions precedent that must be satisfied prior to any borrowing, as well as ongoing
compliance with specified affirmative and negative covenants, including covenants relating to maintenance of specified financial ratios. The
Company was in compliance with these covenants as of June 30, 2006. The Credit Agreement also provides for customary events of default,
including failure to pay any principal or interest when due, failure to comply with covenants and the occurrence of cross-defaults relating to
indebtedness in amounts in excess of $50 million.

(5) Risk Management
Commodity Hedging Contracts

During the second quarter of 2006, the Company began hedging its purchases of gold wire for assembly in order to reduce its exposure to
adverse commodity price fluctuations related to these purchases. The Company will use derivative financial instruments, primarily forward
contracts and options, to hedge its gold wire price exposures. Other financial instruments that may be incorporated into the commodity hedging
program include commodity swaps, futures contracts, index swaps, zero cost dollars or other derivatives. The Company does not purchase or
hold any derivative financial instruments for trading purposes.

The financial instruments that are designated and expected to be highly effective at meeting the risk reduction and correlation criteria are
recorded using hedge accounting, as defined by FASB SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities ( SFAS
No. 133 ), as amended. All of the gold hedge derivative instruments in this program are designated as cash flow hedges under SFAS No. 133.
Accordingly, all periodic changes in the fair value of the derivatives designated as hedges that are considered to be effective, as defined, are
recorded in Accumulated other comprehensive earnings (loss) until the underlying gold wire is consumed in production, at which time the
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cumulative amount recorded in Accumulated other comprehensive earnings (loss) is released and recognized in earnings. The Company is
exposed to the risk that periodic changes will not be effective, as defined, or that the derivatives will no longer qualify for hedge accounting.
Ineffectiveness, as defined, results when the change in the total fair value of the derivative instrument does not exactly equal the change in the
fair value of the Company s expected future cash outlay to purchase gold wire. To the extent that the periodic changes in the fair value of the
derivative are not effective, that ineffectiveness is recorded in earnings through Other, net. Likewise, if a hedge ceases to qualify for hedge
accounting, those periodic changes in the fair value of derivative instruments are recorded to Other, net in the Statement of Operations in the
period of the change.
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At June 30, 2006, the Company had gold forward contracts with a notional amount of 9,000 Toz outstanding in connection with its gold hedging
program. The unrealized loss on these derivative contracts was approximately $1 million, net of tax, and is recorded in Accrued liabilities and
other and in Accumulated other comprehensive loss. This entire amount is expected to be transferred out of Accumulated other comprehensive
loss and recognized within earnings over the twelve months following June 30, 2006. For the three and six months ended June 30, 2006, the
ineffectiveness associated with derivatives designated as cash flow hedges in the gold hedging program resulted in a de minimis amount.

(6) Stock-Based Compensation

The Company has several stock-based employee compensation plans. The Company provides an employee stock purchase plan ( ESPP ) and
makes awards of stock options and restricted stock units ( RSUs ). Prior to January 1, 2006, the Company accounted for awards granted under
those plans using the intrinsic value method of expense recognition, which follows the recognition and measurement principles of Accounting
Principles Board Opinion No. 25, Accounting for Stock Issued to Employees ( APB Opinion No. 25 ) and related interpretations. Compensation
cost, if any, was recorded based on the excess of the quoted market price at grant date over the amount an employee must pay to acquire the

stock. Under the provisions of APB Opinion No. 25, there was no compensation expense resulting from the issuance of the stock options as the
exercise price was equivalent to the fair market value at the date of grant.

Effective January 1, 2006, the Company adopted the fair value recognition provisions of FASB SFAS No. 123(R), Share-Based Payments

( SFAS No. 123(R) ). The Company has elected the modified prospective transition method as permitted by SFAS No. 123(R) and, accordingly,
prior periods have not been restated to reflect the impact of SFAS No. 123(R). Under this transition method, compensation cost recognized for
the three and six months ended June 30, 2006 includes: (i) compensation cost for all stock-based payments granted prior to, but not yet vested as
of, January 1, 2006 (based on the grant-date fair value estimated in accordance with the original provisions of SFAS No. 123 and previously
presented in the pro forma footnote disclosures), and (ii) compensation cost for all stock-based payments granted subsequent to January 1, 2006
(based on the grant-date fair value estimated in accordance with the new provisions of SFAS No. 123(R)).

The estimated value of the Company s stock-based awards (including stock options, RSUs and ESPP shares), less expected forfeitures, is
amortized over the awards respective vesting period on a straight-line basis. As a result of adopting SFAS No. 123(R), Earnings before income
taxes and cumulative effect of accounting change was reduced by $15 million and $31 million, and Net earnings was reduced by $14 million and
$22 million for the three and six months ended June 30, 2006, respectively. The implementation of SFAS No. 123(R) had a $2 million impact on
Cash flows from financing and operating activities during the second quarter of 2006 for tax benefits recognized in association with stock option
exercises and RSU vesting in certain foreign locations.

The Company s actual and pro forma stock-based compensation expense for the three and six months ended June 30, 2006 and July 1, 2005 are
presented below:

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,

2006 2005 2006 2005

Included in reported Operating earnings

Cost of sales $ 10 $ 3 $ 17 $ 5
Selling, general and administrative 12 4 24 7
Research and development 13 5 24 8
Total $ 35 $ 12 $ 65 $ 20
Incremental pro forma

Cost of sales $ $ 5 $ $ 9
Selling, general and administrative 7 15
Research and development 7 15
Total $ $ 19 $ $ 39
Actual/pro forma stock-based employee compensation expense $ 35 $ 31 $ 65 $ 59
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The pro forma amounts above include the impact of recognizing compensation expense related to stock options and the look-back option
pursuant to the employee stock purchase plan.
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Upon adoption of SFAS No. 123(R), a one-time, non-cash benefit of approximately $7 million for estimated future forfeitures of unvested
restricted stock previously expensed was recorded as a cumulative effect of accounting change, net of tax. Pursuant to APB Opinion No. 25,
stock-based compensation expense was not reduced for estimated future forfeitures, but instead was reversed upon actual forfeiture.

Stock-based Compensation Plans

On June 18, 2004, the Company adopted the 2004 Omnibus Incentive Plan (the 2004 Omnibus Plan ). The 2004 Omnibus Plan permits stock
option grants, annual management incentive awards, stock grants, restricted stock grants, RSU grants, performance stock grants, performance

cash awards, stock appreciation rights grants ( SARs ), and cash awards. The aggregate number of shares of the Company s Class A common stock
that could be issued under the 2004 Omnibus Plan was not to exceed 48 million.

Prior to the Distribution, compensation expense, if any, relating to Motorola options and RSUs held by Freescale employees was allocated by
Motorola to Freescale on a specific employee basis. At the Distribution, all unvested options outstanding under Motorola s stock-based
compensation plans that were held by the Company s employees were converted to options to acquire Class A common stock of the Company.
The conversion rate was based on a formula that maintained the intrinsic value of the original unvested portion of the Motorola grant and
maintained the fair value of the grant before and after the conversion. As a result, under this formula, using the average closing prices at the
Distribution Date of Motorola and Freescale shares of stock, the Company issued a total of approximately 23 million unvested Freescale stock
options at an average exercise price of $9.91 per share. These issuances will maintain the original fair value calculated at their original grant date
from Motorola. Any related compensation expense (or pro forma compensation expense) will continue to be recognized (or disclosed) over the
remaining employee service period.

On April 29, 2005, the Company adopted the Omnibus Incentive Plan of 2005 (the 2005 Omnibus Plan ). Upon adoption of the 2005 plan, the
Company ceased making grants under the 2004 Omnibus Plan, except for awards made from expired, forfeited or cancelled shares.

The 2005 Omnibus Plan permits grants of stock options, SARs, restricted stock, RSUs, performance stock, performance RSUs, performance
cash awards, annual management incentive awards and other stock or cash awards. The aggregate number of shares of the Company s Class A
common stock that may be issued under the 2005 Omnibus Plan may not exceed 30 million. The number of shares that may be issued under the
2005 Omnibus Plan for awards other than stock options or SARs may not exceed 20 million.

Stock Options

The exercise price of each stock option granted under the Company s 2005 Omnibus Plan equals 100% of the market value of the common stock
on the date of grant. The majority of the options have a contractual life of seven years and vest ratably over four years from the date of grant.
Stock options granted under the former 2004 Omnibus Plan had the same characteristics as the current plan, with the exception that the shares
vest ratably over a period of three as opposed to four years from the date of grant, and they have a contractual life of ten years as opposed to
seven. Any compensation expense is recognized on a straight-line basis over the employee service period. The exercise of stock options is
satisfied with shares of Treasury stock to the extent available.

The fair value of each option granted is estimated on the date of grant using the Black-Scholes option pricing method. The weighted average
assumptions used in the model are outlined in the following table:

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,
2006 2005 2006 2005
Weighted average grant date fair value $13.25 $10.59 $13.58 $10.51
Weighted average assumptions used:
Expected volatility 41% 62% 45% 62%
Expected lives (in years) 4.8 5.0 4.8 5.0
Risk-free interest rate 5.0% 3.9% 4.9% 3.9%
Expected dividend yield % % % %

The computation of the expected volatility assumptions used in the Black-Scholes calculations for grants are based on historical volatilities and

implied volatilities of peer companies. The Company utilizes the volatilities of peer companies due to its lack of extensive history. When

establishing its expected life assumptions, the Company used the simplified method prescribed in Staff Accounting Bulletin No. 107,
Shared-Based Payment, for companies that do not have adequate historical data.

Table of Contents 17



Table of Contents

Edgar Filing: FREESCALE SEMICONDUCTOR INC - Form 10-Q

10

18



Edgar Filing: FREESCALE SEMICONDUCTOR INC - Form 10-Q

Table of Conten

A summary of changes in stock options outstanding during the six months ended June 30, 2006 is presented below:

Wtd. Avg.
Wtd. Avg. Remaining
Aggregate
exercise Contractual Intrinsic
Stock Options price Term (Years) Value
(stock options in thousands and intrinsic value in millions)
Balance at January 1, 2006 31,567 $ 13 7 $ 383
Granted 1,347 $ 30
Terminated, cancelled or expired (1,547) $ 15
Exercised (3,688) $ 11
Balance at June 30, 2006 27,679 $ 14 7 $ 418
Options exercisable and expected to be exercised at June 30, 2006* 26,242 $ 14 7 $ 401
$ 12 6 $ 195

Options exercisable at June 30, 2006* 11,343

* Amounts are net of expected forfeitures.

The total intrinsic value of options exercised during the three and six months ended June 30, 2006 was approximately $47 million and $67
million, respectively. At June 30, 2006, the Company had approximately $92 million of total unrecognized compensation expense, net of
estimated forfeitures, related to stock option plans that will be recognized over the weighted average period of one year. Cash received from
stock option exercises was approximately $27 million and $42 million during the three and six months ended June 30, 2006.

Restricted Stock Units

RSU grants are rights to shares of the Company s Class A common stock. The grants are restricted and therefore subject to substantial risk of
forfeiture and to restrictions on sale or other transfer by the employee. RSUs are converted to shares of Class A common stock upon vesting on a
one-for-one basis. The RSUs vest ratably over a four-year period and are not entitled to dividends or voting rights, if any, until they are vested.
The cost of the RSU awards is determined using the fair value of the Company s Class A common stock on the date of grant, net of expected
forfeitures, and compensation is recognized on a straight-line basis over the employee service period.

During the second quarter of 2006, the Company granted performance-based RSUs to certain employees under the 2005 Omnibus Plan. The
number of RSUs that may be earned pursuant to such awards can range from none to twice the number of target RSUs established at the grant
date based upon achievement of specified levels of the Company s 2006 Net sales. The performance RSUs, to the extent earned, vest over a
two-year service period. All other terms and restrictions are generally consistent with other RSUs granted by the Company.

All unvested Motorola RSUs held by the Company s employees on the date of Distribution were cancelled and reissued as RSUs for Class A
common stock of the Company. A total of approximately 350 thousand RSUs were issued at $17.93 per share at the Distribution Date. The
compensation expense related to these RSUs will continue to be recognized over the remaining employee service period.

A summary of changes in RSUs outstanding during the six months ended June 30, 2006 is presented below:

RSUs Wtd. Avg. Wtd. Avg. Aggregate
Intrinsic
Grant Date Fair Remaining
Value
Value Contractual
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Term (Years)
(RSUs in thousands and intrinsic value in millions)

Non-vested RSU balance at January 1, 2006 10,871 $ 17 2 $ 274
Granted 4,671 $ 31
Vested (1,375) $ 18
Terminated, cancelled or expired (552) $ 18
Non-vested RSU balance at June 30, 2006 13,615 $ 21 2 $ 395

Non-vested RSUs expected to vest at June 30, 2006* 11,647 $ 21 2 $ 338

*  Amounts are net of expected forfeitures.
At June 30, 2006, the Company had approximately $221 million of total unrecognized compensation expense, net of estimated forfeitures,
related to RSU grants that will be recognized over the weighted average period of 2 years.

11
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Employee Stock Purchase Plan

The Company initiated an ESPP after the Distribution. Under the plan, eligible participants are allowed to purchase shares of the Class A
common stock through payroll deductions of up to 10% of compensation on an after-tax basis. The price an employee pays per share is 85% of
the lower of the fair market value of Freescale s Class A common stock on the close of the first trading day or last trading day of the purchase
period. The plan has two purchase periods, the first one from February 1 through July 31 and the second one from August 1 through January 31.
The issuances of Class A common stock under the ESPP are satisfied with shares of Treasury stock to the extent available. The aggregate
number of shares of the Company s Class A common stock that may be issued under the Employee Stock Purchase Plan may not exceed 6
million.

Compensation expense is measured as the fair value of the employees purchase rights during the look-back option period as calculated under the
Black-Scholes option pricing method. The weighted average assumptions used in the model are outlined in the following table:

Three and
Six
Months Ended

June 30, 2006

Weighted average grant date fair value $ 2.79
Weighted average assumptions used:

Expected volatility 35%
Expected lives (in years) 0.5
Risk-free interest rate 4.0%
Expected dividend %

We have treated the ESPP as a compensatory plan and have recorded compensation expense of approximately $4 million and $8 million for the
three and six months ended June 30, 2006 in accordance with SFAS No. 123(R). During the six months ended June 30, 2006, the Company s
employees purchased 993 thousand shares at a price of $21.39 per share. Cash used to purchase these shares totaled approximately $21 million
for the six months ended June 30, 2006.

Effect of Adopting SFAS No. 123(R)

The following is the effect of recognizing compensation expense related to stock options and the look-back option pursuant to the employee
stock purchase plan in connection with the adoption of SFAS No. 123(R) as of January 1, 2006 (in millions, except per share amounts):

Three Months Six Months
Ended Ended

June 30, 2006 June 30, 2006
Stock-option compensation expense recognized:
Cost of sales $ 4 $ 8
Selling, general and administrative 4 10
Research and development 7 13
Total reduction in Operating earnings before income taxes and cumulative
effect of accounting change $ 15 $ 31
Income tax benefit (D) 2)
Cumulative effect of accounting change, net of income tax expense )
Total decrease in Net earnings $ 14 $ 22
Decrease in Basic earnings per common share $ 0.03 $ 0.05
Decrease in Diluted earnings per common share $ 0.03 $ 0.05
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Prior Period Pro Forma Presentations

Under the modified prospective transition method, results for prior periods have not been restated to reflect the effects of implementing SFAS

No. 123(R). The following pro forma information, as required by FASB SFAS No. 148, Accounting for Stock-Based Compensation Transition
and Disclosure, an amendment of FASB Statement No. 123, is presented for comparative purposes and illustrates the pro forma effect on Net
earnings and Earnings per common share for each period presented as if the Company had applied the fair value recognition provisions of SFAS
No. 123(R) to stock-based employee compensation prior to January 1, 2006 (in millions, except per-share amounts):

Three Months Six Months
Ended Ended
July 1, 2005 July 1, 2005

Net earnings, as reported $ 122 $ 207
Plus: Stock-based employee compensation expense included in reported net
earnings, net of tax 11 18
Less: Stock-based employee compensation expense determined under the
fair-value method for all awards, net of tax:
Cost of sales 7 (13)
Selling, general and administrative (10) (19)
Research and development (11) (21)
Net earnings, pro forma $ 105 $ 172
Basic earnings per common share:
As reported $ 0.30 $ 0.51
Pro forma $ 0.26 $ 0.43
Diluted pro forma earnings per common share:
As reported $ 0.29 $ 0.50
Pro forma $ 0.25 $ 0.41

(7) Income Taxes

Income taxes for the interim periods presented have been included in the accompanying financial statements on the basis of an estimated annual
effective tax rate. As of the end of the second quarter, the estimated annualized effective tax rate for 2006 is 5%. The 5% estimated annualized
effective tax rate for 2006 excludes benefits of $14 million recorded for discrete events occurring in the second quarter of 2006. The decline in
the estimated annual effective tax rate from 10% in the second quarter of 2005 is a result of the changing mix of profitability in our domestic and
international entities, and the income tax impact for domestic earnings being offset against the Company s deferred tax valuation allowance,
thereby lowering the worldwide effective rate. Our estimated annual effective tax rate is less than the statutory rate of 35% primarily because

(1) we did not record any Income tax expense on domestic earnings due to the utilization of deferred tax assets, which are subject to a full
valuation allowance; and (ii) the mix of earnings and losses by taxing jurisdictions and foreign tax rate differentials.

During the second quarter of 2006, the Company reduced its valuation allowance associated with its deferred tax assets for one of its foreign
subsidiaries. The Company reduced the valuation allowance because the Company believes it will more likely than not realize a portion of the
deferred tax assets for the foreign subsidiary. This change is primarily due to a revision in the financing of the foreign subsidiary, resulting in
increased estimates of the foreign entity s future taxable income. This event resulted in a one-time, non-cash tax benefit in the second quarter of
2006 of $10 million. As of June 30, 2006, the remaining valuation allowance attributable to the Company s deferred tax assets was $572 million.

During the second quarter of 2006, the State of Texas adopted an amendment to its franchise tax law to be effective January 1, 2007. The

amended Texas tax, which is based on taxable gross margin, is considered an income tax under FASB SFAS No. 109, Accounting for Income
Taxes ( SFAS No. 109 ). Because of the amendment to the tax law, the Company recognized a $4 million one-time, non-cash Income tax benefit
during the second quarter of 2006, primarily as a result of recording deferred taxes for research and development credits permitted under the new
legislation.

As of June 30, 2006, the Company has valuation allowances of $508 million against its net deferred tax assets in the U.S. and valuation
allowances of $64 million against net deferred tax assets of certain foreign subsidiaries to reflect the deferred tax asset at the net amount that is

Table of Contents 23



Edgar Filing: FREESCALE SEMICONDUCTOR INC - Form 10-Q

more likely than not to be realized. A portion of these valuation allowances pertains to net operating loss carryforwards, which include a tax
benefit attributable to the exercise of employee stock options and vesting of RSUs of $71 million as of December 31, 2005, primarily related to
activities in the U.S. The valuation allowance on the tax benefit attributable to the exercise of stock options and vesting of RSUs will be reduced
in the period in which the Company realizes a benefit on its income tax return from a reduction of income taxes payable attributable to the
utilization of these losses. When realized, the tax benefit of these losses will be accounted for as a credit to Stockholders equity rather than as a
reduction of Income tax expense.

The Company potentially may determine it will be able to realize all or a portion of its deferred tax assets in the U.S. in the foreseeable future.
Upon such determination an adjustment to the valuation allowance related to its deferred tax assets would cause a material increase to Net
earnings in the period such determination is made. Significant management judgment
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is required in determining the period in which the reversal of a valuation allowance should occur. The Company considers all available evidence,
both positive and negative, in making this determination, including historical income, projected future income, the expected timing of the
reversals of existing temporary differences and the implementation of tax-planning strategies.

In July 2006, the FASB issued FASB Interpretation 48, Accounting for Income Tax Uncertainties ( FIN 48 ). FIN 48 defines the threshold for
recognizing the benefits of tax return positions in the financial statements as more-likely-than-not to be sustained by the taxing authority. The
recently issued literature also provides guidance on the derecognition, measurement and classification of income tax uncertainties, along with

any related interest and penalties. FIN 48 also includes guidance concerning accounting for income tax uncertainties in interim periods and
increases the level of disclosures associated with any recorded income tax uncertainties.

FIN 48 is effective for fiscal years beginning after December 15, 2006. The differences between the amounts recognized in the statements of
financial position prior to the adoption of FIN 48 and the amounts reported after adoption will be accounted for as a cumulative-effect
adjustment recorded to the beginning balance of retained earnings. Because the guidance was recently issued, we have not yet determined the
impact, if any, of adopting the provisions of FIN 48 on our financial position, results of operations and liquidity.

(8) Commitments and Contingencies
Commitments

The Company has product purchase commitments associated with strategic manufacturing relationships that include take or pay provisions
based on volume commitments for work in progress and forecasted demand based on 18-month rolling forecasts, which are adjusted monthly.
The commitment under these relationships is $183 million as of June 30, 2006, as compared to $137 million as of December 31, 2005.

Environmental

Under the Comprehensive Environmental Response Compensation and Liability Act of 1980, as amended (CERCLA, or Superfund), and
equivalent state law, Motorola has been designated as a Potentially Responsible Party by the United States Environmental Protection Agency
with respect to certain waste sites with which the Company s operations may have had direct or indirect involvement. Such designations are
made regardless of the extent of Motorola s involvement. Pursuant to the master separation and distribution agreement, the Company has
indemnified Motorola for these liabilities going forward. These claims are in various stages of administrative or judicial proceedings. They
include demands for recovery of past governmental costs and for future investigations or remedial actions. The remedial efforts include
environmental cleanup costs and communication programs. In many cases, the dollar amounts of the claims have not been specified and have
been asserted against a number of other entities for the same cost recovery or other relief as was asserted against the Company. The Company
accrues costs associated with environmental matters when they become probable and reasonably estimable. Due to the uncertain nature of these
matters, the actual costs that will be incurred will differ from the amounts accrued, perhaps significantly.

Litigation

The Company is a defendant in various lawsuits, including intellectual property suits, and is subject to various claims which arise in the normal
course of business. In the opinion of management, the ultimate disposition of these matters will not have a material adverse effect on the
Company s financial position, liquidity or results of operations.

From time to time, the Company is involved in legal proceedings arising in the ordinary course of business, including tort and contractual
disputes, claims before the United States Equal Employment Opportunity Commission and other employee grievances, and intellectual property
litigation and infringement claims. Intellectual property litigation and infringement claims could cause us to incur significant expenses or
prevent us from selling our products. Under our agreements with Motorola, we will indemnify Motorola for certain liabilities related to our
business.

Other Contingencies

In the ordinary course of business, the Company regularly executes contracts that contain customary indemnification provisions. Additionally,
the Company executes other contracts considered outside the ordinary course of business which contain indemnification provisions. Examples of
these types of agreements include business divestitures, business acquisitions, settlement agreements and third-party performance guarantees. In
each of these circumstances, payment by the Company is conditioned on the other party making a claim pursuant to the procedures specified in
the particular contract, which procedures typically allow the Company to challenge the other party s claims. Further, the Company s obligations
under these agreements may be limited in terms of duration, typically not in excess of 24 months, and/or amounts not in excess of the contract
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value, and in some instances the Company may have recourse against third parties for certain payments made by the Company.

Historically, the Company has not made significant payments for indemnification provisions contained in these agreements. At June 30, 2006,
there was one contract executed outside the ordinary course of business containing indemnification obligations with a maximum amount payable
of $4 million. At June 30, 2006, the Company had accrued $4 million to cover known estimated indemnification obligations. The Company
believes that if it were to incur additional losses with respect to any unknown matters at June 30, 2006, such losses would not have a material
adverse effect on the Company s financial position, results of operations or cash flows.
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(9) Reorganization of Businesses and Other

Beginning in 2000 and continuing through 2005, the Company implemented a series of plans to reduce its workforce, discontinue product lines,
exit businesses and consolidate manufacturing and administrative operations in an effort to reduce costs and simplify its product portfolio. Exit
costs primarily consist of facility closure costs. Employee separation costs consist primarily of ongoing termination benefits, principally
severance payments. At each reporting date, the Company evaluates its accruals for exit costs and employee separation costs to ensure that the
accruals are still appropriate. In certain circumstances, accruals are no longer required because of efficiencies in carrying out the plans or
because employees previously identified for separation resigned from the Company unexpectedly and did not receive severance or were
redeployed due to circumstances not foreseen when the original plans were initiated. The Company reverses accruals to income when it is
determined they are no longer required.

All reorganization of business programs initiated prior to 2004 were finalized, fully expensed and paid by the end of the third quarter of 2004.
During the fourth quarter of 2004, the Company announced further plans to streamline its operations and reduce selling, general and
administrative expenses. In addition, during the third quarter of 2005 the Company initiated actions to reorganize certain operations as a result of
a customer decision to discontinue utilizing certain products provided by the Company.

Six Months Ended June 30, 2006
2005 Initiated Reorganization of Business Program

In the third quarter of 2005, the Company initiated plans to reorganize certain of its operations in response to a customer s decision to discontinue
utilizing certain products provided by the Company. The reorganization resulted in an employee separation program and the impairment of
certain equipment.

The following table displays a roll-forward from January 1, 2006 to June 30, 2006 of the accruals established related to the 2005 employee
separation program discussed above.

Additional
Accruals at 2006 Accruals at
Charges Adjustments
January 1, Costof Reorgof Costof Reorg of Amounts June 30,
Employee Separation Costs 2006 Sales Business Sales  Business Used 2006
Research and development $ 14 % $ $ $ $ @D 3 7
Related headcount 270 (150) 120

The Company expects to conclude the payments under this program by the end of the third quarter of 2006.
2004 Initiated Reorganization of Business Program

In the fourth quarter of 2004, the Company announced plans to reduce costs through an employee separation program. The remaining accrual of
$1 million at December 31, 2005 related to this program was paid in the first quarter of 2006.

Six Months Ended July 1, 2005
2004 Initiated Reorganization of Business Program

In the fourth quarter of 2004, the Company announced plans to further reduce costs through an employee separation program. As a result, during
the six months ended July 1, 2005, the Company recorded net charges of $13 million; of which $3 million was included in Cost of sales and $10
million was recorded under Reorganization of businesses and other in the accompanying unaudited Statements of Operations. The following
table displays a roll-forward of the accruals established for these employee separation costs from January 1, 2005 to July 1, 2005.
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Additional
Accruals at 2005 Accruals at
Charges Adjustments

January 1, Costof Reorgof Costof Reorg of Amounts July 1,
Employee Separation Costs 2005 Sales Business Sales  Business Used 2005
U.S. manufacturing $ 17 $ 1 $ $ $ $ (@10 $ 8
Asia manufacturing 2 1 3)
Europe manufacturing 9 1 ®) 2
General and administrative/Research and development 42 11 (@))] (40) 12
Total $ 70 $ 3 $ 11 $ $ () $ (61 $ 22
Related headcount 460 170 60 (615) 75

At January 1, 2005, the Company had an accrual of $70 million for employee separation costs, representing the severance costs for
approximately 460 employees, 260 of which were manufacturing employees and 200 were non-manufacturing employees.

During the six months ended July 1, 2005, 615 employees were separated from the Company. The $61 million used in the six months ended
July 1, 2005 reflects the initial cash payments made to these separated employees. For these separated employees, of which 390 were
manufacturing employees and 225 were non-manufacturing employees, the remaining $22 million was paid in the second half of 2005 for
(1) healthcare costs and severance related to previously terminated employees and (ii) severance relating to the remaining 75 employees, of
which 40 were manufacturing employees and 35 were non-manufacturing employees.

(10) Information by Segment

Summarized below are the Company s segment Net sales and Operating earnings for the three and six months ended June 30, 2006 and July 1,
2005:

Three Months Ended Six Months Ended

July 1, July 1,
June 30, June 30,
2006 2005 2006 2005

Net Sales:
Transportation and Standard Products $ 697 $ 651 $1,350 $1,297
Networking and Computing Systems 370 387 721 736
Wireless and Mobile Solutions 514 417 1,020 844
Other 18 17 34 37
Segment totals $ 1,599 $ 1472 $3,125 $2914
Operating Earnings:
Transportation and Standard Products $ 144 $ 75 $ 273 § 171
Networking and Computing Systems 102 87 183 143
Wireless and Mobile Solutions 26 (D) 60 5
Other 1) (24) (58) (73)
Operating earnings 251 137 458 246
Total other income (expense) 6 (D) 17 (16)
Earnings before income taxes and cumulative effect of accounting change $ 257 $ 136 $ 475 $ 230
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Certain items are included in the Other segment category, which are not allocated to the three operating segments. These include reorganization
of business charges of $13 million for the six months ended July 1, 2005. In addition, the Company has included separation expenses of $5
million and $10 million for the three and six months ended July 1, 2005, respectively, within the Other segment.

(11) Subsequent Event

During the second quarter of 2006, the Company announced the redemption of its outstanding $400 million aggregate principal amount of
Floating Rate Senior Notes due 2009 ( Floating Rate Notes ). The redemption took place on July 17, 2006 at a redemption price equal to 102% of
the principal amount of the Floating Rate Notes, plus accrued and unpaid interest up to, but not including, the redemption date. Interest on the
Floating Rate Notes ceased to accrue on the redemption

16
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date, and the only remaining right of the holders after the redemption date is to receive the redemption price. Because of this announcement, the
Company reclassified the $400 million aggregate principal amount of Floating Rate Notes out of Long-term debt and into Notes payable and
current portion of long-term debt and capital lease obligations within the accompanying unaudited Consolidated Balance Sheet as of June 30,
2006. The Company will record a charge of $15 million in the third quarter of 2006 in connection with the redemption, $7 million of which will
be a non-cash charge associated with the recognition of unamortized debt issuance costs. Funds from the short-term investment portfolio were
used to finance the $400 million early retirement of debt and the $8 million cost associated with the call premium.
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Item 2: Management s Discussion and Analysis of Financial Condition and Results of Operations.
MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following is a discussion and analysis of our financial position and results of operations for the three months and six months ended June 30,
2006 and July 1, 2005. This commentary should be read in conjunction with our condensed consolidated financial statements and the notes in

Item 1: Unaudited Financial Statements, as well as our consolidated and combined financial statements and related notes thereto and
management s discussion and analysis of financial condition and results of operations included in our Annual Report on Form 10-K for the
year ended December 31, 2005.

This report contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. Forward-looking
statements may be identified by words such as expects, anticipates, plans, believes, estimates, will or words of similar meaning and include
statements regarding the plans and expectations for the third quarter, the year and the future. These forward-looking statements are found at
various places throughout this report. We undertake no obligation to update or revise any forward-looking statement, whether as a result of new
information, future developments or otherwise. Although we believe that our expectations are based on reasonable assumptions, we can give no
assurance that our goals will be achieved. Important factors that could cause our actual results to differ from estimates or projections contained
in the forward-looking statements are described further in Risk Factors in Part I, Item 1A. of our December 31, 2005 Annual Report on Form
10-K.

Overview

Our Business. Freescale Semiconductor, Inc. is a leading global semiconductor company that provides embedded processing and connectivity
products to large, high-growth markets. We currently focus on providing products to the automotive, networking and wireless communications
industries. Examples of embedded processors include microcontrollers, digital signal processors and communications processors. In addition to
our embedded processors, we also offer a portfolio of complementary devices that facilitate connectivity between products, across networks and
to real-world signals, such as sound, vibration and pressure. These complementary devices include sensors, radio frequency semiconductors,
power management and other analog and mixed-signal integrated circuits. Through the combination of our embedded processors and
complementary products, we are further able to offer our customers platform-level products, which incorporate both semiconductors and
software.

Our Business Groups. We operate our business through our three primary segments: the Transportation and Standard Products Group (TSPG),
the Networking and Computing Systems Group (NCSG) and the Wireless and Mobile Solutions Group (WMSG). TSPG provides products for
the automotive electronics, industrial and other markets. NCSG supplies products to the wired and wireless infrastructure and embedded
computing markets. WMSG provides products for wireless mobile devices. In addition to these three segments, we have an Other business
segment that includes all of our other operations.

Revenues and Expenses. Our revenues are derived from the sale of our embedded processing and connectivity products and the licensing of our
intellectual property. Our business segments include both product and intellectual property revenues associated with the activities of each of the
respective segments.

We currently manufacture a substantial portion of our products internally at our seven wafer fabrication facilities and two assembly and test
facilities. We track our Inventories and Cost of sales by using standard costs that are reviewed at least once a year. Inventories are valued at the
lower of cost or market value. For the purposes of segment reporting, Cost of sales for each segment reflects standard costs, adjustments to
inventory balances and valuation reserves and an allocation of manufacturing variances incurred on an actual cost basis. The exceptions to this
practice are facilities in production start-up, which are allocated to the Other segment.

Gross margin is greatly influenced by our utilization. Utilization refers only to our wafer fabrication facilities and is based on the capacity of the
installed equipment. As our utilization rate increases, there is operating leverage in our business as our fixed manufacturing costs are spread over
increased output. Our utilization rate for the second quarter of 2006 was higher than the rate experienced in the prior year.

Direct expenses incurred by a segment are included in that segment s results. Shared research and development, sales and marketing, and general
and administrative costs are allocated to each segment based upon the specific activities being performed for each segment, where possible.
Remaining costs are charged using a specifically identifiable methodology or other reasonable basis of allocation. Certain corporate expenses are
in the Other segment.
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Our Challenges That Lie Ahead. Going forward, our business will be highly dependent on demand for electronic content in automobiles,
networking and wireless infrastructure equipment, cellular handsets and other electronic devices. In addition, we operate in an industry that is
highly cyclical and subject to constant and rapid technological change, product obsolescence, price erosion, evolving standards, short product
life-cycles and wide fluctuations in product and material supply and demand. For more information on our challenges that lie ahead, see Risk
Factors in Part I, Item 1A. of our December 31, 2005 Annual Report on Form 10-K.

Industry and our own utilization rates are at high levels as compared to the prior year. We are selectively increasing capacity in response to
increased demand. We expect to experience higher levels of capital expenditures in the near term as compared to prior periods. Our asset light
strategy results in spreading increased demand over our internal and external sources of supply to manage our fixed cost base efficiently within
the cyclical demand of our industry.

Second Quarter and Year-to-date Highlights

Net sales for the second quarter and first six months of 2006 increased by 9% and 7%, respectively, over the same time periods in 2005,
primarily attributable to volume-driven increases in WMSG, which resulted in increases in WMSG s Net sales of $97 million and $176 million
for the three and six months ended June 30, 2006, respectively, over the same time periods in 2005. Increases in TSPG sales of 7% and 4%
offset declines in NCSG sales of 4% and 2% for the three and six months ended June 30, 2006, respectively, over the same time periods in 2005.
Gross margins rose to 46.0% and 45.6% in the second quarter and first six months of 2006, respectively, as compared to 41.0% and 40.5% in the
second quarter and first six months of 2005, respectively. These increases were primarily due to higher volumes in our factories and lower
manufacturing costs resulting from increased operating efficiencies and lower depreciation expense. Gross margins also benefited from an
improved segment and product portfolio mix, as compared to the prior year. We also experienced an increase in stock-based compensation
expense resulting from the adoption of SFAS 123(R) which reduced our Operating earnings by approximately $15 million and $31 million in the
second quarter and first six months of 2006, respectively.

Finally, we recorded a total benefit of $14 million to Income tax (benefit) expense for discrete events occurring in the second quarter of 2006.
We reduced the valuation allowance associated with our deferred tax assets for one of our foreign subsidiaries. This event resulted in a one-time,
non-cash tax benefit of $10 million. In addition, we recognized a $4 million one-time, non-cash benefit primarily as a result of recording
deferred taxes for research and development credits permitted under the guidelines of new Texas franchise tax legislation.

Results of Operations for the Three Months Ended June 30, 2006 and July 1, 2005

Three Months Ended

(In millions, except per share data) (Unaudited)

June 30, % of July 1, % of

2006 Sales 2005 Sales

Orders $ 1,570 982%  $1,383 94.0%
Net sales $ 1,599 100.0% $1,472 100.0%
Costs of sales 864 54.0% 868 59.0%
Gross margin 735 46.0% 604 41.0%
Selling, general and administrative 185 11.6% 162 11.0%
Research and development 299 18.7% 300 20.4%
Separation expenses % 5 0.3%
Operating earnings 251 15.7% 137 9.3%
Other income (expense):
Interest income (expense), net 8 0.5% 1 %
Gains on sales of investments and businesses, net 1 0.1% %
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Other, net
Total other income (expense)

Earnings before income taxes
Income tax (benefit) expense

Net earnings

Net earnings per common share:

Basic
Diluted
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3)
6

257
3

$ 260

$ 0.64
$ 0.61

(0.2)% 2)
0.4% (@))

16.1% 136
(0.2)% 14
16.3% 122
$ 030

$ 029

(0.1)%
(0.1)%

9.2%
0.9%

8.3%
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Three Months Ended June 30, 2006 Compared to Three Months Ended July 1, 2005
Net Sales

The 9% increase in Net sales and the 14% increase in Orders in the second quarter of 2006, as compared to the second quarter of 2005, were
primarily due to a 23% increase in WMSG Net sales. The increase in WMSG Net sales was principally driven by increased demand in the
wireless market, partially offset by lower average selling prices. Overall, we experienced a 17% increase in volume of sales over the second
quarter of 2005. Intellectual property revenue represented approximately 4% and 3% of Net sales in the three months ended June 30, 2006 and
July 1, 2005, respectively. Finally, revenues to our distributors increased approximately $56 million, or 30%, in the current period as compared
to the second quarter of 2005. Distribution inventory rose slightly to 10 weeks of sales, which remains below the 2005 average.

Gross Margin

Our Gross margin increased $131 million to 46% of Net sales, for the three months ended June 30, 2006, as compared to 41% of Net sales for
the three months ended July 1, 2005. The increase in Gross margin was primarily due to a significant increase in our utilization rate and
improved operating efficiencies in the second quarter of 2006 over the second quarter of 2005. Gross margins also benefited from an improved
segment and product portfolio mix, as compared to the prior year. As noted above, we also experienced a higher level of distributor sales in the
second quarter of 2006, which typically generate higher margins. The increase in Net sales and a reduction of $23 million in depreciation
expense also contributed to the increase in Gross margin. Finally, we experienced approximately $1 million in payroll cost reductions in 2006 as
a result of the reorganization of business activity in 2005. Offsetting these factors, we had an increase in stock-based compensation in the second
quarter of 2006 related to the expensing of stock options in connection with the adoption of SFAS No. 123(R) and the effect of our annual grants
in April 2006 and May 2005.

Selling, General and Administrative

Our Selling, general and administrative expenses increased $23 million or 14% versus the prior year to 11.6% of Net sales for the three months
ended June 30, 2006, as compared to 11% of Net sales in the three months ended July 1, 2005. After taking into consideration the increases in
Net sales, the increase in Selling, general and administrative was due to: (i) an increase in selling costs resulting from our global branding
campaign launched during the second quarter of 2005, (ii) an increased focus on a new sales strategy initiated in 2006, and (iii) an increase in
stock-based compensation related to expensing of stock options in connection with the adoption of SFAS No. 123(R) and the effect of our
annual grants in April 2006 and May 2005.

Research and Development

Our Research and development expenses were relatively consistent with the prior period and were 18.7% of Net sales in the three months ended
June 30, 2006, as compared to 20.4% of Net sales in the three months ended July 1, 2005. We experienced an increase in Research and
development expenses due to an increase in stock-based compensation due to the expensing of stock options in connection with the adoption of
SFAS No. 123(R) and the effect of our annual grants in April 2006 and May 2005. We also had approximately $6 million in payroll cost
reductions in 2006 as a result of the reorganization of business activity in 2005.

Separation Expenses

Separation expenses were $5 million for the three months ended July 1, 2005, as compared to none during the current period. These incremental,
non-recurring costs were directly related to the Contribution and subsequent separation from Motorola and include transaction taxes,
professional fees, information technology and other services.

Net Interest Income (Expense)

Our net Interest income increased $7 million in the three months ended June 30, 2006, as compared to the three months ended July 1, 2005. Net
Interest income in the three months ended June 30, 2006 included Interest income of $33 million, partially offset by Interest expense of $25
million. Net Interest income in the three months ended July 1, 2005 included Interest income of $20 million, partially offset by Interest expense
of $19 million. The $13 million increase in Interest income over the prior period was primarily attributable to increased funds available for
investment, increased interest rates and a shift of our investment portfolio to longer term instruments during the third quarter of 2005. The $6
million increase in Interest expense over the prior period was primarily due to a rise in interest rates on our floating rate notes and the unwinding
of fixed to floating interest rate swaps in the fourth quarter of 2005, which provided lower effective interest expense in the second quarter of
2005.
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Income Tax Expense

Our effective tax rate was 4% for the three months ended June 30, 2006, excluding discrete events resulting in a $14 million non-cash benefit.
This compared to a 10% effective tax rate in the three months ended July 1, 2005, representing a $14 million net Income tax expense. The
decline in the estimated annual effective tax rate is a result of the changing mix of profitability in the domestic and international entities. In
addition, tax expense on our domestic profits is offset against the Company s deferred tax valuation allowance, thereby lowering the worldwide
estimated annual effective tax rate. Our estimated annual effective tax rate is less than the statutory rate of 35% for two primary reasons: (i) we
did not record a tax expense on our domestic earnings due to the utilization of deferred tax assets, which are subject to a full valuation
allowance, and (ii) the mix of earnings and losses by taxing jurisdictions and foreign tax rate differentials.

During the second quarter of 2006, we reduced the valuation allowance associated with our deferred tax assets for one of our foreign
subsidiaries. This event resulted in a one-time, non-cash tax benefit to Income tax (benefit) expense in the second quarter of 2006 of $10 million.
In addition, during the current quarter, the State of Texas adopted an amendment to its franchise tax law to be effective January 1, 2007. As a
result of this legislation, we recognized a $4 million one-time, non-cash benefit to Income tax (benefit) expense during the second quarter of
2006, primarily as a result of recording deferred taxes for research and development credits permitted under the guidelines of the new
legislation.

Results of Operations for the Six Months Ended June 30, 2006 and July 1, 2005

Six Months Ended
(In millions, except per share data) (Unaudited)
June 30, % of July 1, % of
2006 Sales 2005 Sales
Orders $3,140 100.5% $2,764 94.9%
Net sales $3,125 100.0% $2914 100.0%
Costs of sales 1,699 54.4% 1,735 59.5%
Gross margin 1,426 45.6% 1,179 40.5%
Selling, general and administrative 372 11.9% 321 11.0%
Research and development 596 19.0% 592 20.3%
Reorganization of businesses and other % 10 0.4%
Separation expenses % 10 0.4%
Operating earnings 458 14.7% 246 8.4%
Other income (expense):
Interest income (expense), net 20 0.6% 4) 0.1)%
Gains on sales of investments and businesses, net 1 % %
Other, net (@) 0.1)% (12) 0.4)%
Total other income (expense) 17 0.5% (16) (0.5)%
Earnings before income taxes and cumulative effect of accounting change 475 15.2% 230 7.9%
Income tax expense 10 0.3% 23 0.8%
Earnings before cumulative effect of accounting change 465 14.9% 207 7.1%
Cumulative effect of accounting change, net of income tax 7 0.2% %
Net earnings $ 472 151% $ 207 7.1%
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Earnings per common share before cumulative effect of accounting change:

Basic $ 1.14
Diluted $ 1.09
Cumulative effect of accounting change per common share:

Basic $ 0.02
Diluted $ 0.02
Net earnings per common share:

Basic $ 1.16
Diluted $ 1.11
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Six Months Ended June 30, 2006 Compared to Six Months Ended July 1, 2005
Net Sales

The 7% increase in Net sales and the 14% increase in Orders in the first half of 2006, as compared to the first half of 2005, were primarily due to
a21% increase in WMSG Net sales. The increase in WMSG Net sales was principally driven by increased demand in the wireless market,
partially offset by lower average selling prices in all three segments, but primarily in the wireless market, as compared to the prior year. Overall,
we experienced a 17% increase in volume of sales over the first six months of 2005. Intellectual property revenue represented approximately 4%
and 3% of Net sales in the six months ended June 30, 2006 and July 1, 2005, respectively. Finally, revenues to our distributors increased
approximately $82 million, or 22%, in the current period as compared to the first six months of 2005.

Gross Margin

Our Gross margin increased $247 million to 45.6% of Net sales, for the six months ended June 30, 2006, as compared to 40.5% of Net sales for
the six months ended July 1, 2005. The increase in Gross margin was primarily due to a significant increase in our utilization rate, improved
operating efficiencies and a $53 million decrease in depreciation expense in the first half of 2006 over the first half of 2005. In addition, we had
a higher level of distributor sales in the first six months of 2006 which typically generate higher margins, and we had net charges of $3 million
included in Cost of sales for the first half of 2005 associated with the restructuring plan announced in the fourth quarter of 2004. We experienced
approximately $2 million in payroll cost reductions in 2006 as a result of the reorganization of business activity in 2005. Partially offsetting
these factors, we had an increase in stock-based compensation in the first half of 2006 related to the expensing of stock options in connection
with the adoption of SFAS No. 123(R) and the effect of our annual grants in April 2006 and May 2005.

Selling, General and Administrative

Our Selling, general and administrative expenses increased $51 million or 16% versus the prior year to 11.9% of Net sales for the six months
ended June 30, 2006, as compared to 11% of Net sales in the six months ended July 1, 2005. After taking into consideration the increase in Net
sales, the increase in Selling, general and administrative was due to: (i) an increase in selling costs resulting from our global branding campaign
launched during the second quarter of 2005, (ii) an increased focus on a new sales strategy initiated in 2006, and (iii) an increase in stock-based
compensation related to expensing of stock options in connection with the adoption of SFAS No. 123(R) and the effect of our annual grants in
April 2006 and May 2005.

Research and Development

Our Research and development expenses were relatively consistent with the prior period at 19% of Net sales in the six months ended June 30,
2006, as compared to 20.3% of Net sales in the six months ended July 1, 2005. The moderate increase in expense was primarily due to an
increase in stock-based compensation due to the expensing of stock options in connection with the adoption of SFAS No. 123(R) and the effect
of our annual grants in April 2006 and May 2005. We also experienced approximately $12 million in payroll cost reductions in 2006 as a result
of the reorganization of business activity in 2005.

Reorganization of Businesses and Other

A reorganization of business program was announced during the fourth quarter of 2004 to streamline operations and reduce Selling, general and
administrative expenses. As a result, during the six months ended July 1, 2005, we recorded net charges of $13 million; of which $3 million was
included in Cost of sales and $10 million was recorded under Reorganization of businesses and other in the accompanying unaudited Statements
of Operations related to employee separation costs. We did not record any charges related to reorganization of business activity during the first
six months of 2006.

Separation Expenses

Separation expenses were $10 million for the six months ended July 1, 2005, as compared to none during the current period. These incremental,
non-recurring costs were directly related to the Contribution and subsequent separation from Motorola and include transaction taxes,
professional fees, information technology and other services.

Net Interest Income (Expense)
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Our Interest income (expense), net increased $24 million in the six months ended June 30, 2006, as compared to the six months ended July 1,
2005. Net Interest income in the six months ended June 30, 2006 included Interest income of $69 million,
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partially offset by Interest expense of $49 million. Net Interest expense in the six months ended July 1, 2005 included Interest expense of $39
million, partially offset by Interest income of $35 million. The $34 million increase in Interest income over the prior period was primarily
attributable to increased funds available for investment, increased interest rates and a shift of our investment portfolio to longer term instruments
during the third quarter of 2005. The $10 million increase in Interest expense over the prior period was primarily due to a rise in interest rates on
our floating rate notes and the unwinding of fixed to floating interest rate swaps in the fourth quarter of 2005, which provided lower effective
interest expense in the first half of 2005.

Other

Other expenses decreased $8 million in the six months ended June 30, 2006, as compared to the six months ended July 1, 2005. The decrease
was primarily due to lower equity losses in income of non-consolidated investments and lower impairment charges of investments held in
private companies accounted for as cost basis investments.

Income Tax Expense

Our effective tax rate was 5% for the six months ended June 30, 2006, excluding discrete events resulting in a $14 million non-cash benefit. This
compared to a 10% effective tax rate in the six months ended July 1, 2005, representing a $23 million net Income tax expense. The decline in the
estimated annual effective tax rate is a result of the changing mix of profitability in the domestic and international entities. In addition, tax
expense on our domestic profits is offset against the Company s deferred tax valuation allowance, thereby lowering the worldwide estimated
annual effective tax rate. Our estimated annual effective tax rate is less than the statutory rate of 35% for two primary reasons: (i) we did not
record a tax expense on our domestic earnings due to the utilization of deferred tax assets, which are subject to a full valuation allowance, and
(ii) the mix of earnings and losses by taxing jurisdictions and foreign tax rate differentials.

During the second quarter of 2006, we reduced the valuation allowance associated with our deferred tax assets for one of our foreign
subsidiaries. This event resulted in a one-time, non-cash tax benefit to Income tax (benefit) expense in the second quarter of 2006 of $10 million.
In addition, in the second quarter of 2006, the State of Texas adopted an amendment to its franchise tax law to be effective January 1, 2007. As a
result of this legislation, we recognized a $4 million one-time, non-cash benefit to Income tax (benefit) expense during the second quarter of
2006, primarily as a result of recording deferred taxes for research and development credits permitted under the guidelines of the new
legislation.

Cumulative effect of accounting change

Upon adoption of SFAS No. 123(R), a one-time, non-cash benefit of approximately $7 million for estimated future forfeitures of unvested
restricted stock previously expensed was recorded in the first half of 2006 as a cumulative effect of accounting change, net of tax. Pursuant to
APB Opinion No. 25, stock-based compensation expense was not reduced for estimated future forfeitures, but instead was reversed upon actual
forfeiture.

Segment Information

Our Orders, Net sales, and operating results for our segments for the three and six months ended June 30, 2006 and July 1, 2005 are presented
below. Order information as of any particular date may not be an accurate indicator of future results, as Orders are subject to revision or
cancellation to reflect changes in customer needs.

Transportation and Standard Products Group

TSPG designs, manufactures and markets key components of embedded control systems, which include processors (microcontrollers, embedded
microprocessors and digital signal processors), sensors and analog and mixed-signal integrated circuits. TSPG s largest market segment is the
automobile electronics market, which represented approximately 71% of its sales in the three and six months ended June 30, 2006, which was
consistent with the respective periods in the prior year. In the three and six months ended June 30, 2006, TSPG Net sales represented 44% and
43% of our Net sales, respectively, as compared to 44% and 45% in the three and six months ended July 1, 2005, respectively.

Three Months Ended Six Months Ended
(In millions) July 1, % Change July 1, % Change
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June 30, 2005 June 30, 2005

2006 2006
Orders $723 $ 625 16% $1,369 $1,257 9%
Segment net sales $697 $ 651 7%  $1,350 $1,297 4%
Operating earnings $144 $ 75 2% $ 273 § 171 60%
23

Table of Contents 43



Edgar Filing: FREESCALE SEMICONDUCTOR INC - Form 10-Q

Table of Conten
Three months ended June 30, 2006 compared to three months ended July 1, 2005

The increase in TSPG Net sales is primarily attributable to growth in analog and sensors driven by advanced safety systems in the automotive
market and growth in distributor sales of 33%. TSPG Operating earnings increased $69 million in the second quarter of 2006, as compared to the
second quarter of 2005. The increase in Operating earnings was primarily due to a higher mix of distributor sales at higher margins, lower
manufacturing costs and increased factory utilization. In addition, we experienced increased Operating earnings due to a decrease in sales
associated with our low margin printing business.

Six months ended June 30, 2006 compared to six months ended July 1, 2005

The increase in TSPG Net sales is primarily attributable to growth in analog and sensors driven by advanced safety systems in the automotive
market and growth in distributor sales of 18%. TSPG Operating earnings increased $102 million in the first half of 2006, as compared to the first
half of 2005. The increase in Operating earnings was primarily due to a higher mix of distributor sales at higher margins, lower manufacturing
costs and increased factory utilization. In addition, we experienced increased Operating earnings due to a decrease in sales associated with our
low margin printing business.

Networking and Computing Systems Group

NCSG delivers highly integrated semiconductor devices, open platform solutions and technology innovations for wireless and wireline
infrastructure, pervasive computing, and enterprise, home and small-office/home-office (SOHO) networking applications. NCSG solutions
facilitate the transmission, switching and processing of data, voice and video signals within communications systems. In the three and six
months ended June 30, 2006, NCSG Net sales represented 23% of our Net Sales, as compared to 26% and 25% in the three and six months
ended July 1, 2005, respectively.

Three Months Ended Six Months Ended
July 1, July 1,
June 30, June 30,
(In millions) 2006 2005 % Change 2006 2005 % Change
Orders $413 $ 354 17% $762 $ 741 3%
Segment net sales $370 $ 387 »H% $721 $ 736 (2)%
Operating earnings $102 $ 87 17%  $183 $ 143 28%

Three months ended June 30, 2006 compared to three months ended July 1, 2005

NCSG Net sales decreased during the second quarter of 2006 due to (i) a customer decision to discontinue utilizing certain products provided by
the Company in the third quarter of 2005 and (ii) the sale of our timing solutions business in the third quarter of 2005. These decreases were
offset by higher sales in the enterprise networking, wireless infrastructure and home and SOHO markets, as well as a 14% increase in distributor
sales in the current period. NCSG Orders in the second quarter of 2006 increased $59 million as compared to the second quarter of 2005 due to
strength in the aforementioned markets. NCSG Operating earnings increased $15 million in the second quarter of 2006, as compared to the
second quarter of 2005, due to favorable product mix, lower manufacturing costs, increased factory utilization and lower operating expenses.

Six months ended June 30, 2006 compared to six months ended July 1, 2005

NCSG Net sales decreased during the first half of 2006 due primarily to (i) a customer decision to discontinue utilizing certain products provided
by the Company in the third quarter of 2005 and (ii) the sale of our timing solutions business in the third quarter of 2005. These decreases were
offset by higher sales in the enterprise networking, wireless infrastructure and home and SOHO markets, as well as a 22% increase in distributor
sales in the current period. NCSG Orders in the first half of 2006 increased $24 million as compared to the first half of 2005 due to strength in
the aforementioned markets. NCSG Operating earnings increased $40 million in the first half of 2006, as compared to the first half of 2005 due
to favorable product mix, lower manufacturing costs, increased factory utilization and lower operating expenses.

Wireless and Mobile Solutions Group

WMSG designs, manufactures and markets semiconductors for wireless mobile devices, such as cellular phones, smartphones, personal data
assistants, two-way messaging devices, global positioning systems, mobile gaming devices and wireless consumer electronics. In the three and
six months ended June 30, 2006, WMSG Net sales represented 32% and 33% of our Net sales, respectively, as compared to 29% in the three and

Table of Contents 44



Edgar Filing: FREESCALE SEMICONDUCTOR INC - Form 10-Q

six months ended July 1, 2005.

24

Table of Contents

45



Edgar Filing: FREESCALE SEMICONDUCTOR INC - Form 10-Q

Table of Conten

Three Months Ended Six Months Ended
July 1, July 1,
June 30, June 30,
(In millions) 2006 2005 % Change 2006 2005 % Change
Orders $415 $ 385 8% $ 973 $ 730 33%
Segment net sales $514 $ 417 23% $1,020 $ 844 21%

Operating earnings (loss) $26 $ (1 N/M $ 60 $ 5 N/M
N/M  percent change not meaningful
Three months ended June 30, 2006 compared to three months ended July 1, 2005

In the second quarter of 2006, WMSG Net sales increased $97 million, as compared to the second quarter of 2005. WMSG s Orders in the
second quarter of 2006 increased $30 million as compared to the second quarter of 2005. The increase in Net sales is primarily due to a
significant increase in product shipments to customers in the wireless market, particularly to Motorola, partially offset by lower average selling
prices due to pricing pressures from our largest customer. The increase in Orders is largely due to an increase in demand driven by our major
customers. These increases are due to a strong handset market and content growth with Motorola, particularly with our power management
products. WMSG Operating earnings increased $27 million in the second quarter of 2006, as compared to the second quarter of 2005. The
increase was primarily due to increased sales.

Six months ended June 30, 2006 compared to six months ended July 1, 2005

In the first half of 2006, WMSG Net sales increased $176 million, as compared to the first half of 2005. WMSG s Orders in the first half of 2006
increased $243 million as compared to the first half of 2005. The increase in Net sales is primarily due to a significant increase in product
shipments to customers in the wireless market, particularly to Motorola, partially offset by lower average selling prices due to pricing pressures
from our largest customer. The increase in Orders is largely due to an increase in demand driven by our major customers. These increases are

due to a strong handset market and content growth with Motorola, particularly with our power management products. WMSG Operating

earnings increased $55 million in the first half of 2006, as compared to the first half of 2005. The increase was primarily due to increased sales.

Other

Other includes sales of wafers to other semiconductor companies, other miscellaneous businesses and any factories in production start-up. Other
also includes any business reorganization charges and miscellaneous income or expense not identified to any of our business segments. In the
three and six months ended June 30, 2006 and July 1, 2005, Other Net sales represented approximately 1% of our Net sales.

Three Months Ended Six Months Ended
July 1, July 1,
June 30, June 30,
(In millions) 2006 2005 % Change 2006 2005 % Change
Orders $19 $ 19 % $36 $ 36 %
Segment net sales $ 18 $ 17 6% $ 34 $ 37 (8)%
Operating loss $21) $ 29 13% $(58) $ (73) 21%

Three months ended June 30, 2006 compared to three months ended July 1, 2005

In the second quarter of 2006, Other Net sales were consistent with those in the second quarter of 2005. Other generated an Operating loss that
was $3 million lower than the second quarter of 2005. The decrease in the Operating loss was primarily attributable to $5 million in Separation
expenses incurred during the second quarter of 2005.

Six months ended June 30, 2006 compared to six months ended July 1, 2005

In the first half of 2006, Other Net sales decreased $1 million primarily due to a decrease in the sales of wafers. Other generated an Operating
loss that was $15 million lower than the first half of 2005. The decrease in the Operating loss was primarily attributable to $10 million in
restructuring charges and $10 million in Separation expenses incurred during the first half of 2005.
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Reorganization of Businesses and Other

Beginning in 2000 and continuing through 2005, the Company implemented a series of plans to reduce its workforce, discontinue product lines,
exit businesses and consolidate manufacturing and administrative operations in an effort to reduce costs and simplify its product portfolio. Exit
costs primarily consist of facility closure costs. Employee separation costs consist primarily of ongoing termination benefits, principally
severance payments. At each reporting date, the Company evaluates its accruals for exit costs and employee separation costs to ensure that the
accruals are still appropriate. In certain circumstances, accruals are no longer required because of efficiencies in carrying out the plans or
because employees previously identified for separation resigned from the Company unexpectedly and did not receive severance or were
redeployed due to circumstances not foreseen when the original plans were initiated. The Company reverses accruals to income when it is
determined they are no longer required.

All reorganization of business programs initiated prior to 2004 were finalized, fully expensed and paid by the end of the third quarter of 2004.
During the fourth quarter of 2004, the Company announced further plans to streamline its operations and reduce selling, general and
administrative expenses. In addition, during the third quarter of 2005 the Company initiated actions to reorganize certain operations as a result of
a customer decision to discontinue utilizing certain products provided by the Company.

Six Months Ended June 30, 2006
2005 Initiated Reorganization of Business Program

In the third quarter of 2005, the Company initiated plans to reorganize certain of its operations in response to a customer s decision to discontinue
utilizing certain products provided by the Company. The reorganization resulted in an employee separation program and the impairment of
certain equipment.

The following table displays a roll-forward from January 1, 2006 to June 30, 2006 of the accruals established related to the 2005 employee
separation program discussed above.

Accruals at Additional
Charges Adjustments Accruals at
January 1, 2006 June 30,
Cost of Reorgof Costof Reorg of Amounts
Employee Separation Costs (Dollars in millions) 2006 Sales Business Sales  Business Used 2006
Research and development $ 14 % $ $ $ $ @D 3 7
Related headcount 270 (150) 120

The Company expects to conclude the payments under this program by the end of the third quarter of 2006.
2004 Initiated Reorganization of Business Program

In the fourth quarter of 2004, the Company announced plans to reduce costs through an employee separation program. The remaining accrual of
$1 million at December 31, 2005 related to this program was paid in the first quarter of 2006.

Six Months Ended July 1, 2005
2004 Initiated Reorganization of Business Program

In the fourth quarter of 2004, the Company announced plans to further reduce costs through an employee separation program. As a result, during
the six months ended July 1, 2005, the Company recorded net charges of $13 million; of which $3 million was included in Cost of sales and $10
million was recorded under Reorganization of businesses and other in the accompanying unaudited Statements of Operations. The following
table displays a roll-forward of the accruals established for these employee separation costs from January 1, 2005 to July 1, 2005.
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Additional
Accruals at 2005 Accruals at
Charges Adjustments

January 1, Costof Reorgof Costof Reorg of Amounts July 1,
Employee Separation Costs (Dollars in millions) 2005 Sales Business Sales  Business Used 2005
U.S. manufacturing $ 17 $ 1 $ $ $ $ (@10 $ 8
Asia manufacturing 2 1 3)
Europe manufacturing 9 1 ®) 2
General and administrative/Research and development 42 11 (@))] (40) 12
Total $ 70 $ 3 $ 11 $ $ @ $ (61 $ 22
Related headcount 460 170 60 (615) 75

At January 1, 2005, the Company had an accrual of $70 million for employee separation costs, representing the severance costs for
approximately 460 employees, 260 of which were manufacturing employees and 200 were non-manufacturing employees.

During the six months ended July 1, 2005, 615 employees were separated from the Company. The $61 million used in the six months ended
July 1, 2005 reflects the initial cash payments made to these separated employees. For these separated employees, of which 390 were
manufacturing employees and 225 were non-manufacturing employees, the remaining $22 million was paid in the second half of 2005 for
(1) healthcare costs and severance related to previously terminated employees and (ii) severance relating to the remaining 75 employees, of
which 40 are manufacturing employees and 35 are non-manufacturing employees.

Liquidity and Capital Resources

As highlighted in the accompanying unaudited Statements of Cash Flows, our liquidity and available capital resources are impacted by four key
components: (i) current cash and cash equivalents, (ii) operating activities, (iii) investing activities, and (iv) financing activities.

Cash and cash equivalents, Short-term investments and Marketable securities

The following table reflects our total Cash and cash equivalents, Short-term investments and Marketable securities positions at June 30, 2006
and December 31, 2005.

As of the quarter ended
June 30, December 31,
(Dollars in millions) 2006 2005
Cash and cash equivalents $ 359 $ 212
Short-term investments 1,128 1,209
Marketable securities 1,724 1,604
Total $3,211 $ 3,025

Operating Activities

During the first six months of 2006, we generated cash flow from operations of $718 million, as compared to $426 million in the first six months
of 2005. The primary contributors to the increased cash flow from operations in the first half of 2006 were: (i) a $265 million increase in Net
earnings and (ii) a $45 million increase in stock-based compensation due to the expensing of stock options and additional grants of RSUs made
in April 2006 and May 2005.

Our net Accounts receivable were $605 million at June 30, 2006, as compared to $535 million at December 31, 2005. Our days sales outstanding
were 34 days and 32 days as of June 30, 2006 and December 31, 2005, respectively.
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Our cash outflows associated with Inventories were $39 million for the six months ended June 30, 2006. Our days of inventory on hand were 72
and 69 as of June 30, 2006 and December 31, 2005, respectively.

Accounts payable and accrued liabilities resulted in a $14 million increase in Cash flows from operating activities. Our Accounts payable were
$593 million as of June 30, 2006, as compared to $469 million as of December 31, 2005. Our days purchases outstanding were 62 and 52 days
as of June 30, 2006 and December 31, 2005, respectively. This increase was due to the timing and receipt of purchases and an increase in capital
expenditures in June 2006 versus December 2005. The offset to the increase in days purchases outstanding are payments under our 2005 bonus
plan during the first half of 2006.
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Investing Activities

Our Net cash used for investing activities was $436 million and $568 million during the six months ended June 30, 2006 and July 1, 2005,
respectively. Our investing activities are driven by investment of our excess cash, capital expenditures, strategic acquisitions and investments in
other companies and sales of investments and businesses. These activities resulted in a net increase in the cash invested in our marketable
securities portfolio of $138 million, partially offset by a decrease of $81 million in our short-term investments portfolio. Our investment
strategies related to these investment portfolios are consistent with our historical approach.

Our Capital expenditures were $372 million and $230 million during the six months ended June 30, 2006 and July 1, 2005, respectively. As a
percentage of Net sales, our Capital expenditures were 12% in the first six months of 2006 and 8% in the first six months of 2005. We are
selectively increasing capacity to meet increased demand due to industry and our own utilization rates reaching high levels. We expect to
experience higher levels of capital expenditures in the near term as compared to prior periods.

Cash used for strategic acquisitions and new investment activities was $4 million in the first half of 2006, primarily attributable to additional
investments in existing strategic investments, and $25 million in the first half of 2005, primarily related to the acquisition of certain assets of
PrairieComm, Inc., including intellectual property and licenses.

Financing Activities

Our Net cash used for financing activities was $140 million in the first half of 2006, resulting primarily from stock repurchases of $200 million,
partially offset by proceeds of $63 million from stock option exercises and ESPP share purchases. This compared to our Net cash provided by
financing activities of $36 million in the first half of 2005, principally reflecting proceeds from stock option exercises.

During the third quarter of 2005, we announced that our Board of Directors authorized us to repurchase up to $500 million of our outstanding
shares of common stock. In the first half of 2006, we repurchased approximately 7 million shares for $200 million. We also obtained
approximately 373 thousand shares in the first half of 2006 related to the withholding of shares of our Class A common stock used to satisty
employee tax obligations in connection with the vesting of RSUs.

We had an aggregate principal amount of $1.25 billion in notes outstanding at June 30, 2006, consisting of (i) $400 million of floating rate notes
bearing interest at a rate equal to the three-month LIBOR plus 2.75% and maturing in 2009 (previously defined as the Floating Rate Notes),

(ii) $350 million of 6.875% notes maturing in 2011, and (iii) $500 million of 7.125% notes maturing in 2014. The notes are unsecured senior
obligations and rank equally with all of our existing and future unsecured senior debt and senior to all of our future subordinated debt. In July
2004, we received credit ratings from Standard & Poor s and Moody s of BB+ and Ba2, respectively, on this debt. Fitch initiated coverage in
October 2004 with a credit rating of BB+. Moody s upgraded its rating in December 2005 to Bal, and in February 2006, Standard & Poor s
upgraded its rating to BBB-.

During the third quarter of 2006, we fully redeemed our outstanding Floating Rate Notes. The redemption occurred on July 17, 2006 at a
redemption price equal to 102% of the principal amount of the Floating Rate Notes, plus accrued and unpaid interest up to, but not including, the
redemption date. Interest on the Floating Rate Notes ceased to accrue on the redemption date, and the only remaining right of the holders after
the redemption date is to receive the redemption price. Funds from our short-term investment portfolio were used to finance the $400 million
early retirement of debt and the $8 million cost associated with the call premium.

The notes include restrictive covenants that limit our ability to, among other things, incur additional debt and issue preferred stock, pay

dividends or distributions on, or redeem or repurchase, our capital stock, or transfer or sell assets. The notes also impose certain limitations on
our ability to consolidate, merge or transfer all or substantially all of our assets. As a result of Standard & Poor s recent credit upgrade, certain of
the restrictive covenants associated with the notes have been suspended.

During the first quarter of 2006, we entered into an unsecured senior revolving credit facility (previously defined as the Credit Agreement) with
a committed capacity of $500 million (including a letter of credit and swing line loan sub-facilities). We may, subject to customary conditions,
request an increase in the aggregate commitment under the Credit Agreement of up
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to an additional $500 million for a total commitment of up to $1 billion. Borrowings under the Credit Agreement will bear interest at a rate
dependent on our credit ratings at the time of borrowing. In addition, we will pay quarterly facility commitment fees at rates based upon our
credit rating.

The Credit Agreement expires on March 7, 2011, at which time all outstanding amounts under the Credit Agreement will be due and payable.
Borrowings under the Credit Agreement may be used for working capital purposes, capital expenditures, investments, share repurchases,
acquisitions and other general corporate purposes. At June 30, 2006, no amounts were outstanding under the Credit Agreement.

The Credit Agreement requires compliance with conditions precedent that must be satisfied prior to any borrowing, as well as ongoing
compliance with specified affirmative and negative covenants, including covenants relating to maintenance of specified financial ratios. We
were in compliance with these covenants as of June 30, 2006. The Credit Agreement also provides for customary events of default, including
failure to pay any principal or interest when due, failure to comply with covenants and the occurrence of cross-defaults relating to indebtedness
in amounts in excess of $50 million.

Contractual Obligations

Product purchase commitments associated with our strategic manufacturing relationships include take or pay provisions based on volume
commitments for work in progress and forecasted demand based on 18-month rolling forecasts, which are adjusted monthly. Our commitment is
$183 million as of June 30, 2006 as compared to $137 million as of December 31, 2005.

Future Financing Activities

Our primary future cash needs on a recurring basis will be for working capital, capital expenditures, share repurchases and debt service. We
believe that our net cash balance as of June 30, 2006 of approximately $2.0 billion (total Cash and cash equivalents, Short-term investments and
Marketable securities less total Long-term debt and Notes payable and current portion of long-term debt and capital lease obligations) and cash
flows from operations will be sufficient to fund our working capital needs, capital expenditures, share repurchase program and other business
requirements for at least the next 12 months. If our cash flows from operations are less than we expect, we may need to incur additional debt, or
utilize our Cash and cash equivalents or Short-term investments.

We may need to incur additional debt or issue equity to make strategic acquisitions or investments. We cannot assure that financing will be
available to us on acceptable terms or that financing will be available at all. Our ability to issue additional equity is constrained because our
issuance of additional stock may cause the Distribution to be taxable under section 355(e) of the Internal Revenue Code, and, under the tax
sharing agreement, we would be required to indemnify Motorola for that liability, if any.

Our ability to make payments to fund working capital, capital expenditures, share repurchases, debt service and strategic acquisitions, joint
ventures and investments will depend on our ability to generate cash in the future, which is subject to general economic, financial, competitive,
regulatory and other factors that are beyond our control. Future indebtedness may impose various restrictions and covenants on us which could
limit our ability to respond to market conditions, to provide for unanticipated capital investments or to take advantage of business opportunities.

Significant Accounting Policies and Critical Estimates

The preparation of financial statements in accordance with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the balance sheet date of the financial statements, as well as the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates. Our significant accounting policies and critical estimates are disclosed in our Annual
Report on Form 10-K for the year ended December 31, 2005. Other than the change in a critical estimate in our accounting for income taxes,
specifically valuation allowances for net deferred tax assets as noted below, no significant changes to our significant accounting policies and
critical estimates have occurred subsequent to December 31, 2005.

Accounting for Income Taxes

During the second quarter of 2006, we reduced the valuation allowance associated with our deferred tax assets for one of our foreign
subsidiaries. The valuation allowance was reduced because we believe we are more likely than not going to realize a portion of the deferred tax
assets for the foreign entity. This change is primarily due to a revision in the financing of
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the foreign entity, resulting in increased estimates of the foreign entity s future taxable income. This event resulted in a one-time, non-cash tax
benefit in the second quarter of 2006 of $10 million. Subsequently, as of June 30, 2006, the remaining valuation allowance attributable to our
deferred tax assets was $572 million.

We recognize deferred tax assets and liabilities based on the differences between the financial statement carrying amounts and the tax bases of
assets, liabilities and net operating loss and credit carryforwards. We regularly review our deferred tax assets for recoverability and establish a
valuation allowance based on historical income, projected future income, the expected timing of the reversals of existing temporary differences
and the implementation of tax-planning strategies.

As we have incurred cumulative losses in the United States, and to a lesser extent, certain foreign jurisdictions, we have not recognized tax
benefits for these operating losses as we are precluded from considering the impact of future forecasted income pursuant to the provisions of
SFAS No. 109 in assessing whether it is more likely than not that all or a portion of our deferred tax assets may be recoverable. We compute
cumulative losses for these purposes by adjusting pre-tax results (excluding the cumulative effects of accounting method changes and including
discontinued operations and other non-recurring items such as restructuring or impairment charges) for permanent items.

The Company potentially may determine it will be able to realize all or a portion of its deferred tax assets in the U.S. in the foreseeable future.
Upon such determination an adjustment to the valuation allowance related to its deferred tax assets would cause a material increase to Net
earnings in the period in which such determination is made. Significant management judgment is required in determining the period in which the
reversal of a valuation allowance should occur. The Company considers all available evidence, both positive and negative, in making this
determination, including historical income, projected future income, the expected timing of the reversals of existing temporary differences and
the implementation of tax-planning strategies.

We have reserves for taxes, associated interest, and other related costs that may become payable in future years as a result of audits by tax
authorities. Although we believe that the positions taken on previously filed tax returns are fully supported, we nevertheless have established
reserves recognizing that various taxing authorities may challenge certain positions, which may not be fully sustained. The tax reserves are
reviewed quarterly and adjusted as events occur that affect our potential liability for additional taxes, such as lapsing of applicable statutes of
limitations, proposed assessments by tax authorities, resolution of tax audits, negotiations between tax authorities of different countries
concerning our transfer prices, identification of new issues, and issuance of new regulations or new case law.

Recent Accounting Pronouncements

In July 2006, the FASB issued FASB Interpretation 48, Accounting for Income Tax Uncertainties ( FIN 48 ). FIN 48 defines the threshold for
recognizing the benefits of tax return positions in the financial statements as more-likely-than-not to be sustained by the taxing authority. The
recently issued literature also provides guidance on the derecognition, measurement and classification of income tax uncertainties, along with

any related interest and penalties. FIN 48 also includes guidance concerning accounting for income tax uncertainties in interim periods and
increases the level of disclosures associated with any recorded income tax uncertainties.

FIN 48 is effective for fiscal years beginning after December 15, 2006. The differences between the amounts recognized in the statements of
financial position prior to the adoption of FIN 48 and the amounts reported after adoption will be accounted for as a cumulative-effect
adjustment recorded to the beginning balance of retained earnings. Because the guidance was recently issued, we have not yet determined the
impact, if any, of adopting the provisions of FIN 48 on our financial position, results of operations and liquidity.

Business Outlook

In the third quarter of 2006, we expect Net sales in the range of $1.525 billion to $1.625 billion. We expect Gross margin to be in line with the
gross margin percentage realized for the quarter ended June 30, 2006.

Item 3: Quantitative and Qualitative Disclosures About Market Risk.

Reference is made to Part II, Item 7A. Quantitative and Qualitative Disclosures about Market Risk in our Annual Report on Form 10-K for the
fiscal year ended December 31, 2005. Except as noted below, we experienced no significant changes in market risk during the six months ended
June 30, 2006. However, we cannot give any assurance as to the effect that future changes in foreign currency rates or interest rates will have on
our consolidated financial position, results of operations or cash flows.

Commodity Price Risk
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As discussed in Note 5 to the accompanying financial statements, during the second quarter of 2006, we instituted a gold hedging program
which incorporates the use of financial derivative instruments to hedge our exposure to material increases in gold wire prices caused by changes
in the spot price of gold bullion. At June 30, 2006, the estimated gross fair value of the obligation associated with our outstanding gold wire
hedge contracts was $1 million, and the forward contracts entered into had a notional amount of 9,000 Toz. At June 30, 2006, the potential loss
over the next 12 months resulting from a 10% hypothetical increase in market gold prices is immaterial.

Outstanding financial derivative instruments expose us to credit loss in the event of nonperformance by the counterparties to the agreements.
However, we do not expect any of the counterparties to fail to meet their obligations. The credit exposure related to these financial instruments is
represented by the fair value of contracts with a positive fair value at the reporting date. To manage credit risk, we select and periodically review
counterparties based on credit ratings, limit our exposure to a single counterparty, and monitor the market position of the program and our
relative market position with each counterparty.
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Interest Rate Risk

As discussed in Note 11 to the accompanying financial statements, during the second quarter of 2006, we announced that we would fully redeem
our Floating Rate Notes on July 17, 2006. We redeemed the Floating Rate Notes at a redemption price equal to 102% of the principal amount of
the Floating Rate Notes. The reduction in interest rate risk associated with the retirement of these variable interest rate securities from the debt
portfolio in the third quarter of 2006 is immaterial due to a corresponding decrease in the balance of the short-term investment portfolio. Funds
from the short-term investment portfolio were used to finance the $400 million early retirement of debt and the $8 million cost associated with
the call premium.

Item 4: Controls and Procedures.

(a) Evaluation of disclosure controls and procedures. Under the supervision and with the participation of our senior management, including our
chief executive officer and chief financial officer, we conducted an evaluation of the effectiveness of the design and operation of our disclosure
controls and procedures, as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934, as amended, as of the end of

the period covered by this quarterly report (the Evaluation Date ). Based on this evaluation, our chief executive officer and chief financial officer
concluded as of the Evaluation Date that our disclosure controls and procedures were effective such that the information relating to the

Company, including our consolidated subsidiaries, required to be disclosed in our Securities and Exchange Commission ( SEC ) reports (i) is
recorded, processed, summarized and reported within the time periods specified in SEC rules and forms, and (ii) is accumulated and
communicated to our management, including our chief executive officer and chief financial officer, as appropriate to allow timely decisions
regarding required disclosure.

(b) Changes in internal control over financial reporting. There have been no changes in our internal control over financial reporting that
occurred during the quarter ended June 30, 2006 that have materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting.

PART II - Other Information
Item 1: Legal Proceedings.

We are a defendant in various lawsuits, including intellectual property suits, and are subject to various claims which arise in the normal course
of business. In the opinion of management, the ultimate disposition of these matters will not have a material adverse effect on our financial
position, liquidity or results of operations.

From time to time we are involved in legal proceedings arising in the ordinary course of business, including tort and contractual disputes, claims
before the United States Equal Employment Opportunity Commission and other employee grievances, and intellectual property litigation and
infringement claims. Intellectual property litigation and infringement claims could cause us to incur significant expenses or prevent us from
selling our products. Furthermore, under our agreements with Motorola, we will indemnify Motorola for certain liabilities related to our
business.

Environmental Matters

Our operations are subject to a variety of environmental laws and regulations in each of the jurisdictions in which we operate governing, among
other things, air emissions, wastewater discharges, the use, handling and disposal of hazardous substances and wastes, soil and groundwater
contamination and employee health and safety. As with other companies engaged in similar industries, environmental compliance obligations
and liability risks are inherent in many of our manufacturing and other activities. In the United States certain environmental remediation laws,
such as the federal Superfund law, can impose the entire cost of site clean-up, regardless of fault, upon any one among a number of statutory
categories of parties, including companies that owned, operated or sent wastes to a site. In some jurisdictions, environmental requirements could
become more stringent in the future which could affect our ability to obtain or maintain necessary authorizations and approvals or result in
increased environmental compliance costs.

Motorola has been identified as a Potentially Responsible Party at the two facilities identified below, and has been engaged in investigations,
administrative proceedings, and/or cleanup processes with respect to past chemical releases into the environment at those facilities. Under our
agreements with Motorola, we will indemnify Motorola for liabilities related to our business, including the matters described below, and have
assumed these liabilities. Our potential future liability at such sites (excluding costs spent to date) may adversely affect our results of operations.
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52nd Street Facility, Phoenix, AZ. In 1983, a trichloroethane leak from a solvent tank led to the discovery of trichloroethylene and other organic
compounds in the groundwater underlying a former Motorola facility on 52nd Street in Phoenix, Arizona, which is a federal National Priorities
List Superfund site. The Superfund site has been divided into operable units by the Environmental Protection Agency (EPA). The first operable
unit required Motorola to investigate and perform on-site soil and groundwater remediation at and in the vicinity of the 52nd Street facility. EPA
issued a record of decision for the second operable unit in July 1994. That decision led to a consent decree involving Motorola that resulted in
the design of a remediation plan targeted at containing and cleaning up solvent groundwater contamination downgradient of the first operable
unit. That remedy is now being implemented by Motorola and another potentially responsible party. The EPA has not announced a final remedy
for either the first operable unit or the second operable unit which leaves open the possibility that there could be additional cleanup costs
associated with either operable unit. In addition, the EPA and Arizona Department of Environmental Quality have indicated that they are
evaluating whether the regional drought affecting the Southwestern region of the United States is having an adverse impact on the on-going
groundwater cleanups and may require additional wells to ensure capture. We are actively working with federal and state agencies to perform
remedial action consistent with what we believe to be the appropriate level of responsibility. The EPA has performed some preliminary
investigation into a third operable unit, which is an area extending beyond the boundaries of the area delineated in the second operable unit. A
number of additional potentially responsible parties, including Motorola, have been identified at the third operable unit. We believe our
responsibility for the third operable unit conditions to be negligible. We are also attempting to resolve the extent of our liability with these
agencies and other responsible parties for the entire site.

56th Street Facility, Phoenix, AZ. In 1985, the EPA initiated an inquiry concerning our 56th Street facility in Phoenix, Arizona following the
discovery of organic compounds in certain local area wells. The Arizona Department of Environmental Quality assumed primary responsibility
for this matter. We voluntarily undertook negotiations with the state to remediate the groundwater contamination, and are currently managing
the remediation under the Arizona Department of Environmental Quality s Water Quality Assurance Revolving Fund Program.

Item 2: Unregistered Sales of Equity Securities and Use of Proceeds.

(a) Not applicable.

(b) Not applicable.

(c) The following table provides information with respect to our acquisitions of shares of our Class A common stock during the three months
ended June 30, 2006.
ISSUER PURCHASES OF EQUITY SECURITIES

Total Number of Maximum Number
Shares Purchased of Shares that May
Total Number as Part of Publicly Yet Be Purchased
of Shares Average Price
Period Purchased Paid per Share Announced Plans Under the Plans (3)
April 1, 2006 to April 30, 2006 483 $  28.84
May 1, 2006 to May 30, 2006 3,551,876 $ 312 3,209,411
May 31, 2006 to June 30, 2006 1,061 $  29.66
Total 3,553,420 $ 31.12 3,209,411

(1) Represents shares of Class A common stock withheld by us to satisfy employee tax obligations upon vesting of RSUs granted to our
employees under our equity compensation plans.
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(2) Of this amount, 342,465 shares of Class A common stock were withheld by us to satisfy employee tax obligations upon vesting of RSUs
granted to our employees under our equity compensation plans.

(3) Our Board of Directors has authorized the repurchase of up to $500 million of our outstanding shares of common stock. The share
repurchases will occur from time to time in the open market or privately negotiated transactions subject to market conditions, applicable
legal requirements and other factors. This action does not obligate us to acquire any particular amount of common stock and may be
suspended at any time at our discretion. As of June 30, 2006, of the authorized $500 million in repurchases, we have repurchased
approximately 11 million shares for $303 million.

Item 3: Defaults Upon Senior Securities.

Not applicable.
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Item 4: Submission of Matters to a Vote of Security Holders.

At our Annual Stockholders Meeting on April 21, 2006, our stockholders elected each of the director nominees and ratified the appointment of

the independent registered public accounting firm as our auditors.

1. To elect two members of the board of directors to serve until the 2009 Annual Meeting.
Kevin Kennedy
Michel Mayer

Voted For
2. To ratify the appointment of the independent registered public accounting
firm of KPMG LLP as our independent auditors for fiscal 2006. 1,366,840,068
Item 5: Other Information.

Not applicable.

Item 6: Exhibits.

10.1+4  Employment Agreement between the Company and Sandeep Chennakeshu.

31.1 Certification of Michel Mayer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Alan Campbell pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1 Certification of Michel Mayer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

322 Certification of Alan Campbell pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

+ = indicates a management contract or a compensatory plan or arrangement
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Number of Shares
Voted For Withheld

1,362,034,526 24,243,940
1,355,049,825 31,228,640

Number of Shares

Broker
Voted Against Abstain Non-Votes
8,844,802 10,593,592 N/A
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SIGNATURE

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

undersigned thereunto duly authorized.

Date: July 21, 2006
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FREESCALE SEMICONDUCTOR, INC.

/s/ ALaN CAMPBELL

By:
Alan Campbell
Senior Vice President and Chief Financial Officer
(Duly Authorized Officer and
Principal Financial Officer of the Registrant)
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