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PART |
BUSINESS

GENERAL

Cyrix Corporation (the “Company” or “Cyrix”), founded in 1988, designs, develops and markets IBM personal computer
software-compatible (“1BM compatible™) microprocessors for the personal computer industry. The x86 architecture,
originally developed by Intel Corporation (*Intel”), has been the leading architecture for IBM compatible personal
computer microprocessors. Cyrix seeks to serve the needs of the personal computer marketplace as an alternative source
for x86 microprocessors of original design with competitive price/performance characteristics.

Advanced processors such as those designed and sold by the Company impact the functionality, performance, reliability
and cost of today’s personal computers. The demand for increased performance from microprocessor-based personal
computers and the proliferation of sophisticated, advanced software applications are forcing manufacturers of personal
computers to bring increasingly complex, faster, smaller and less expensive products to market rapidly. Their ability to do
s0 is largely dependent upon the designers, developers and manufacturers of microprocessors (such as Cyrix) and other
complex integrated circuits.

PRODUCT DESIGN

The Company’s design system is based on a methodology that refines product specifications through an architectural modeling
process. The modeling process consists of a behavioral modeling process to produce detailed design specifications and a
logic design process to create schematic specifications from the detailed design specifications. The schematic specifica-
tions become the basis for the final stages of the design process, integrated circuit design, chip simulation and layout.

The Cyrix design system involves integration of industry standard and Cyrix proprietary hardware and software compo-
nents. The proprietary components are used throughout the design process primarily for simulation and testing for IBM
compatibility. The use of these proprietary tools throughout the process and the refinement of specifications based on
their output have enabled the Company to design and develop products that are IBM compatible.

PRODUCTS

The Company competes primarily in the microprocessor segment of the semiconductor market. A microprocessor is a
single integrated circuit that is responsible for the control of data flowing through the personal computer, the manipulation
of data as specified by software running the personal computer and the coordination of all hardware functions within the
system. As a result of these functions, the microprocessor is the primary component that determines whether a personal
computer is IBM compatible. In 1992, the Company introduced microprocessors that were, to the Company’s knowledge,
the first microprocessors that were both 486 instruction-set compatible and 386 socket compatible. In 1993, the
Company introduced its single-chip 486 microprocessor upgrades designed for 386DX and 3865X desktop personal
computers and introduced the Cx486DX™ and Cx486DX2™ microprocessors, its first 486 socket compatible
microprocessors with math coprocessing functionality on the chip. In 1995, the Company introduced its 5x86™ and
6x86™ microprocessors designed for portable and desktop computers. The 5x86 microprocessors provide system-level
performance similar to systems containing Intel’s entry level Pentium processors. The 6x86 microprocessors deliver
performance in desktop computers which the Company believes to be competitive with most of the leading performance
processors currently in the market.
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During fiscal 1997, the Company plans to introduce two new product designs, the MediaGX™ and the M2 processors.
These new products are expected to provide the majority of the Company’s revenue in the second half of fiscal 1997.
Although the Company plans to sell significant quantities of 6x86 products in the first half of 1997, declining sales prices,
continued pressure to introduce higher speed products and new functionality provided by competitive products make it
necessary for the Company to produce and sell significant quantities of the next generation MediaGX and M2 products
to achieve sales growth. The M2 processor is a socket seven compatible design that will compete with other x86 processors.
As with any new product design, market acceptance depends on whether the product offers features that are attractive to
the market and at a price that offers a clear price advantage to the Company’s customers when compared with competitive
products. Based on these factors, there is a risk that the Company’s engineering resources will not be able to design in
such features in a timely fashion and that it cannot build such next generation processors in enough quantity or at a cost
that is competitive with other products in the market. In addition, the Company’s MediaGX product utilizes a proprietary
motherboard and chip set. Therefore, the Company must work more closely with suppliers of the motherboards, chip
sets, software vendors and OEMs to ensure that the final product will deliver the performance and functionality that the
OEM customer desires. Growth in revenue during 1997 can occur only if the Company successfully overcomes the risks
inherent in these new products and develops sales of such products sufficient to replace the declines in 6x86 revenue
expected in the latter half of the year.

Since all of the Company’s products are used in personal computers, the Company’s business is closely tied to the
performance of the personal computer industry. Further, the outlook for the Company’s microprocessor products is highly
dependent on the timing of new product introductions by the Company and its competitors and other microprocessor
market conditions. Intel currently has a dominant microprocessor market share, dictates the performance standards
required to compete in the microprocessor market and influences product life cycles through frequent product
introductions, product enhancements and price competition. In addition to its dominant microprocessor market share,
Intel is also beginning to dominate the entire personal computer platform. For example, Intel has obtained a dominant
market share in sales of 64-bit or Pentium-class core logic chip sets and has emerged as the world’s largest motherboard
manufacturer. In fiscal 1995, Intel purchased an equity interest in Phoenix Technologies Ltd., a company which has
approximately 30% of the market for BIOS (basic input/output system) software, which translates signals from the
personal computer’s operating system software to interface with the computer’s hardware devices. Further, Intel
manufactures personal computers, incorporating Intel microprocessors, chip sets, motherboards and other Intel-designed
components, for resale by third-party original equipment manufacturers (“OEM™) under such OEMs’ names.

To compete with Intel at higher levels of integration as required by many personal computer OEMs and dealers, Cyrix is
dependent upon the infrastructure of third-party designers and manufacturers of core logic chip sets, motherboards, BIOS
software and other components of personal computers. As Intel has become the dominant competitor in these segments
of the personal computer industry, third-party designers and manufacturers of core logic chip sets, motherboards, BIOS
software and other components to support non-Intel microprocessors have lost market share to Intel, which owns the
microprocessor designs and enjoys significantly greater financial, technical, manufacturing and marketing resources than
such parties. Further, as Intel expanded its role in designing and setting standards for personal computer systems, many
personal computer OEMs reduced their system development expenditures and now require processor technologies to be
provided at various levels of integration. Therefore, to compete with Intel and deliver the higher levels of integration
required by many OEMs and dealers in 1997 and beyond, the Company maintains close relationships with third-party
designers and manufacturers of core logic chip sets, motherboards, BIOS software and other components, expends
considerable resources on its chip set and system design capabilities and sells a portion of the Company’s processors
at higher levels of integration incorporated into modules, boards and systems. There can be no assurance that the
infrastructure which supports non-Intel personal computer platforms will be competitive with Intel or continue to
support the Company’s products.
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MANUFACTURING

The Company’s manufacturing strategy is to develop relationships with qualified semiconductor manufacturers which
offer leading complementary metal-oxide semiconductor (“CMOS”) process technologies. The Company has focused its
resources on product design, market development and customer support, rather than on developing process technologies
and operating manufacturing facilities.

Microprocessor manufacturing cost per unit is primarily a function of die size (since the potential number of good die per
wafer increases with reduced die size), number of mask layers, and the yield of acceptable die produced on each wafer.
Other contributing factors include number of fabrication steps, costs and sophistication of the manufacturing equipment,
package type, process complexity, and cleanliness. The manufacture of the Company’s microprocessor products is a
complex process and involves a number of precise steps, including wafer fabrication, assembly and burn-in and final test
which are performed by the Company.

The wafers fabricated by semiconductor manufacturers and purchased by the Company are sent to assembly subcontractors
in the United States, Canada, Japan, Korea, Hong Kong and other locations where each silicon wafer is separated into
individual die. Functional die are then connected to external leads by extremely fine wire and are assembled into plastic
or ceramic packages. High temperature burn-in and circuit testing are performed by the Company to verify that outgoing
production meets Cyrix quality standards and specifications.

Relationship with International Business Machines Corporation (“IBM™). The Company currently has two manufac-
turing agreements with IBM. The Company entered the first of such agreements (the “Original” agreement) on April 8,
1994. The original agreement provides for IBM’s Microelectronics division to manufacture specified quantities of wafers
of Cyrix-designed products for sale to Cyrix through December 1999 at defined prices. Cyrix is responsible for the total
production costs (including equipment costs) of such specified quantities of products irrespective of the number of prod-
ucts actually ordered by the Company. Cyrix made a capital equipment investment of approximately $88 million in an
IBM manufacturing facility pursuant to the agreement. The depreciation expense associated with such capital equipment,
which Cyrix owns, is reimbursed to the Company by IBM on a monthly basis. In the event of expiration or termination
of this agreement by either party, IBM has the option to purchase this capital equipment from Cyrix at its then net book
value, if any. Also, Cyrix made prepayments for product purchases of approximately $30 million during fiscal 1994, $30
million during fiscal 1995 and $10 million on January 1, 1996. Two additional product prepayments of $10 million each
were to be due on January 1, 1997 and January 1, 1998; however, Cyrix reached agreement with IBM to defer the January
1, 1997 prepayment until April 1, 1997. Such prepayments will be credited to Cyrix as it purchases wafers from IBM at
defined prices during the period from July 1, 1995 through December 31, 1999. In addition to supplying microprocessors
to Cyrix, IBM has the right to manufacture an equivalent amount of wafers of Cyrix-designed products for use internally
or to sell on an OEM basis.

The Company entered into a second agreement (the “Foundry” agreement) with IBM on May 17, 1996. The foundry
agreement specifies that IBM Microelectronics division manufacture additional quantities of wafers of Cyrix-designed
products for sale to Cyrix through December 1997 at defined prices. The foundry agreement originally provided that the
Company purchase wafers totaling approximately $45 million during the second half of 1996. Although the foundry
agreement specified significant penalties if the Company did not purchase the entire commitment under the foundry
agreement, the Company negotiated a reduction in the commitment due to the lower than expected sales volume in 1996
without incurring significant penalties. The Company may continue to purchase wafers under the foundry agreement in
fiscal 1997. At the end of fiscal 1996 the Company had outstanding purchase commitments for the second half of 1997;
however, such commitments could be canceled without penalty within the terms of the foundry agreement.
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Relationship with SGS-Thomson Microelectronics, Inc. (“SGS”). The Company began purchasing wafers from SGS in
1990 and entered into an agreement with SGS on January 11, 1994. The agreement between Cyrix and SGS provides that
SGS commit its best efforts to manufacture wafers of Cyrix-designed products for sale to Cyrix through December 1997
up to specified maximum quantities of wafers per year at agreed upon prices.

Also pursuant to the January 11, 1994 agreement, as amended, Cyrix granted SGS a license to manufacture and sell under
its own name specified maximum quantities per year of certain current and future Cyrix-designed microprocessors.
Further, Cyrix granted SGS the right to use certain Cyrix-designed chips as part of the SGS libraries to design application
specific integrated circuits in which such Cyrix-designed chips would represent only a portion of the functionality of such
products (“ASIC products”). SGS is able to manufacture and sell such ASIC products under its own name in unlimited
quantities, with Cyrix receiving a royalty based on SGS’s quarterly net revenue derived from the sale of such ASIC
products, if any. The agreement also provides the terms under which ASIC product rights based on other Cyrix-designed
products may be granted to SGS by Cyrix in the future. Further, the agreement gives Cyrix the right to sell SGS-designed
ASIC products, if any, under its own name. To date, SGS has not manufactured and sold any ASIC products in which a
Cyrix-designed chip is a portion of the functionality of such product.

Process Technology. The Company’s products are manufactured using CMOS process technology. CMOS technology is
generally reliable, cost-effective and capable of producing high volumes of processors and has the additional advantage of
providing high performance products which operate at low power. The Company currently uses 0.35 micron, five-level
metal processes for its 6x86 products. The Company’s primary competitors, Intel and Advanced Micro Devices, Inc.
(*AMD™), own fabrication facilities and have access to process technologies that have historically been more advanced than
those available to Cyrix. Their access to these technologies potentially results in improved product performance and
decreased manufacturing costs as compared to the Company.

The Company’s reliance on third-party manufacturers involves several material risks, including the possible unavailability
of or delays in obtaining access to necessary process technologies, the absence of controllable product delivery schedules,
manufacturing yields and production costs and the possible breakdown in the relationship with the third-party
manufacturers. Additionally, all of the production wafers that the Company purchased in fiscal 1996 were purchased from
IBM. Although the Company intends to continue its relationship with SGS and to pursue relationships with other
third-party manufacturers, the Company may continue to purchase all of its wafers from IBM during fiscal 1997. Any
disruption in the relationship with IBM or IBM’s ability to deliver wafers to the Company could have a severe impact on
the Company’s results of operations in fiscal 1997 and beyond.

RESEARCH AND DEVELOPMENT

The Company emphasizes research and development and believes that it must continually invest in the development of
new products to take advantage of market trends and be competitive. Rapid technological change and intense price
competition place a premium on new product development efforts. The Company’s continued ability to compete in the
microprocessor market will depend to a significant degree on its ability to continue to develop technologically advanced
products. The Company’s research and development activities are directed toward (i) the design of high performance
microprocessors with multimedia functionality, (ii) designing microprocessors that use advanced process technologies,
(iii) cost reduction and performance improvements in existing and future products, (iv) the design of core logic chip sets
and personal computer platforms and (v) enhancing the Company’s design systems.
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In fiscal years 1996, 1995 and 1994, the Company’s research and development expenses were $32.4 million, $29.1
million and $24.8 million, respectively. Such research and development expenses are charged to operations as incurred.
Cyrix believes that technological leadership is essential to its success and expects that it will continue to expend substantial
resources on research and development. However, there can be no assurance that such research and development efforts
will result in the design and development of competitive products in a timely manner.

INTELLECTUAL PROPERTY AND LICENSES

The Company has expended and will continue to expend considerable resources to protect its intellectual property by
filing patent applications, in both the United States and foreign countries. As of December 31, 1996, Cyrix had 42 United
States patents, and an additional 141 (excluding 44 foreign) patents were pending. The Company is committed to
protecting its intellectual property rights through patents, mask-work registrations, copyrights, trademarks, non-disclosure
agreements and litigation where appropriate. However, there can be no assurance that the Company will be able to
protect its intellectual property.

As described above, the Company has supply agreements with SGS and IBM, pursuant to which both SGS and IBM have
the right to manufacture and sell certain current and future Cyrix-designed products, including the Company’s 6x86
microprocessors. In return, SGS and IBM have agreed to manufacture and sell wafers of Cyrix-designed products to the
Company at defined prices and in certain quantities. To obtain additional manufacturing capacity, the Company could be
required to license more of its intellectual property, product rights and proprietary technology. In addition, Cyrix licensed
Texas Instruments Incorporated (“TI”) to manufacture and sell certain Cyrix-designed products under the TI name
pursuant to an agreement effective February 21, 1991 (“the T1 Agreement”). From December 1993 to November 1994,
TI and Cyrix were in litigation regarding certain disputes that had arisen under the TI Agreement, including a dispute as
to which Cyrix products were licensed under the TI Agreement. Such disputes were settled in November 1994, and Tl
was granted licenses to certain Cyrix-designed 486 products and the option to take licenses under certain future Cyrix
patents. However, Tl does not have product rights or licenses to manufacture the Company’s 5x86, 6x86 or future
generation microprocessors.

From time to time, Cyrix has been notified that it may infringe intellectual property rights of others. If any such claims
are asserted against the Company, the Company may seek to obtain a license under the third-party’s intellectual property
rights. The Company could decide, however, to resort to litigation to challenge such claims. Such challenges could be
extremely expensive and time consuming and could materially adversely affect the Company’s business, financial condition
and results of operations. No assurance can be given that all necessary licenses can be obtained on reasonable terms or
that litigation can be avoided. See “Legal Proceedings.”

MARKETING AND SALES

Distribution Channels. The Company markets and sells its products primarily to OEMs of personal computers and
distributors who service small OEMs and personal computer integrators. The Company believes that a direct sales force
is the most effective way of interacting with large OEMs and has organized its own customer support teams consisting of
a service oriented sales force, technical design consultants and a sales support team. The technical design consultants work
with OEMs beginning in the early stages of the design process to simplify the incorporation of Cyrix products into
personal computers, while providing technical know-how to work through various engineering issues. Cyrix’s sales
support staff is trained in the operation and design of the Company’s products and works with the direct sales force and
technical design consultants in support of the customer base. Cyrix also sells its products through a limited number of
distributors and representatives in an effort to access certain domestic and international markets.
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The Company has both exclusive and non-exclusive agreements with its distributors. These distributors typically maintain
an inventory of Cyrix products. The Company, pursuant to its agreements with certain distributors, provides protection
to the distributors for their inventory of Cyrix products against price reductions as well as products that are slow-moving
or have been discontinued by the Company. Certain of these agreements, which generally may be canceled by either party
upon notice, provide for the return of Cyrix products to the Company if the agreement is terminated. With respect to
these contracts, the Company records revenue from the sale of products to distributors when shipments are made and
invoiced to the distributor, and the Company maintains reserves for estimated product returns and price allowances.

Sales Organization. In addition to the Company’s domestic sales staff, the Company maintains an international sales staff
in the United Kingdom, Taiwan, Hong Kong, Singapore and Japan to support the Company’s international marketing and
sales efforts. In fiscal 1996, 1995, and 1994, the Company’s sales to international customers were 54%, 66% and 52%
respectively, of its net product sales. The Company’s international sales operations subject the Company to political and
economic risks including expropriation, currency controls, exchange fluctuations, and changes in rates and exemptions for
taxes and tariffs. To date, the Company has not experienced any material adverse effects associated with such risks.

Warranty Policy. Depending upon the customer, the Company offers warranties for all of its products, the terms of which
the Company believes are standard for the industry. Under such warranties, the Company may be obligated to replace
defective products or products that do not perform to applicable industry standards or refund the purchase price of any
such products. To date, warranty claims have been immaterial; however, there can be no assurance that future
warranty claims will not have a material adverse effect on the Company’s business and results of operations.

BACKLOG

The Company’s business, and to a large extent that of a significant portion of the semiconductor industry, is characterized
by short-term order and shipment schedules. Orders are subject to changes in quantities and delivery schedules or to
cancellation at the option of the purchaser without significant penalty. The Company believes that only a small portion of
its order backlog is noncancellable and that the dollar amount associated with the noncancellable portion is immaterial.
In light of current industry practice and experience, the Company does not believe that backlog as of any particular date
is indicative of future results.

COMPETITION

The microprocessor business is characterized by short product cycles, intense price competition and rapid advances in
product design and process technology resulting in rapidly occurring product obsolescence. Intel is the dominant
company in the IBM compatible microprocessor market. Intel’s dominant market position has to date allowed it to set
IBM compatible processor industry performance standards and thus dictate the type of product the market requires from
Intel’s competitors. In prior years, Intel responded to the entry of competition into the IBM compatible microprocessor
market with an aggressive product proliferation program for its 486 instruction-set family of microprocessors. In 1995,
Intel successfully employed a similar strategy with its Pentium family of microprocessors. Intel also has a strategy to maintain
its dominant market position through aggressive investments in manufacturing capacity and research and development.
During 1996, Intel spent an estimated $1.8 billion on research and development and $3 billion on property and
equipment. It also has consolidated its dominant market position through an intensive advertising campaign designed to
strengthen brand loyalty to Intel by the personal computer end-user. In addition to its dominant microprocessor market
share, Intel is also beginning to dominate the personal computer platform. For example, Intel has obtained a dominant

Cyrix Corporation
FORM 10-K




market share in sales of 64-bit or Pentium-class core logic chip sets, has emerged as the world’s largest motherboard
manufacturer, has purchased an equity interest in Phoenix Technologies Ltd., a company which has approximately 30% of the
market for BIOS software, and manufactures personal computers, incorporating Intel microprocessors, chip sets, motherboards
and other Intel-designed components, for resale by third-party OEMs under such OEMs’ names. The Company does not
have the financial resources to compete with Intel on such a large scale. As long as Intel remains in this dominant position,
its product introduction timing and product pricing will materially affect the Company’s operating results.

Other competitors in the IBM compatible microprocessor market include AMD, IBM, SGS and TI. Under a technology
exchange agreement and patent cross-license agreement between AMD and Intel, AMD historically competed in the
microprocessor market with products which use intellectual property developed by Intel. But during 1995, AMD acquired
Nexgen, Inc. and has incorporated their designs into their current generation of products. In recent years, IBM, SGS and
TI have entered the market using Cyrix’s microprocessor designs and may compete with their own designs in the future.
The Company may also face competition from manufacturers of processors that are not currently IBM compatible, such
as manufacturers of IBM's, Motorola’s and Apple’s Power PC system processors. The Company believes that other
semiconductor manufacturers may enter the market resulting in even greater competition. Further, the rapid pace of
technological change in the industry means that companies other than Cyrix could develop a design or process that
radically advances microprocessor standards using a proprietary or patent-protected design or process.

The Company’s ability to compete in the advanced processor market is dependent on its timely introduction of products
that are competitive in performance, features and offer pricing advantages when compared to competitive products.
During fiscal 1996, the Company was not able to gain market acceptance for its 6x86 processors when priced similarly to
Intel’s products. Therefore, the Company’s revenues declined significantly during the first three fiscal quarters of 1996
compared to the same periods of fiscal 1995 and the Company incurred a net loss for the year. In order to gain market
acceptance for its 6x86 product, the Company found it necessary to price such products at a discount to competitive Intel
products. Continued market acceptance of the Company’s products may require it to continue to price its products at a
discount to competitive products marketed by Intel. However, there can be no assurances that the Company can
successfully supply products with competitive performance and price in adequate commercial volumes or that
manufacturers of personal computers will design the Company’s products into computers or purchase the Company’s
products in sufficient volumes to maintain or increase Cyrix’s quarterly revenues.

In the recent past Intel and other competitors have increased the frequency of product introductions and enhancements
and have used price decreases to protect or improve their market share. The Company expects that Intel, AMD and other
competitors will continue to improve the performance of their microprocessor products and use price decreases to
protect or improve their market share. There can be no assurance that the Company will be able to successfully improve
the performance of its microprocessors at the rate required to remain competitive with the leading performance processors
in the market or compete against price decreases, since Intel and several of the Company’s other competitors have
substantially greater financial, technical, manufacturing and marketing resources than the Company.

OEMs generally select processors for inclusion in their personal computer products based on the processors’ price/per-
formance characteristics, feature mix and projected market acceptance with respect to the market segments targeted by
such OEMs. In addition, OEMs consider the ability of processor vendors to supply adequate volumes of processors which
meet their performance requirements in a timely and reliable manner. Even after a Cyrix product has been designed into
an OEM’s personal computer, a “design win,” the Company still faces competition to keep its products in the OEM’s
design. Generally, an OEM can qualify another source for any of the Company’s products because SGS, IBM and TI each
have licenses to manufacture certain Cyrix-designed products. As the Company does not have exclusive rights to the
products it designs, revenue and gross margin for such products could be reduced.
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To date, the Company has been unable to sell significant quantities of its microprocessors to most large OEMs such as
Compagq, Packard Bell, Gateway and Dell. Since the Company intends to introduce two new products in fiscal 1997, the
MediaGX and the M2, the Company’s revenues and income will be highly dependent upon gaining market acceptance for
such products. There can be no assurance that the Company will be able to convince its OEM customers to design such
new products into their designs. Any delay in the introduction or market acceptance of the Company’s MediaGX and M2
products could have a material adverse effect on the Company’s results of operations.

To compete with Intel at higher levels of integration as required by many personal computer OEMs and dealers, Cyrix is
dependent upon the infrastructure of third-party designers and manufacturers of core logic chip sets, motherboards, BIOS
software, and other components of personal computers. Since Intel has emerged as a competitor in these segments of the
personal computer industry, third-party designers and manufacturers of core logic chip sets, motherboards, BIOS
software and other components to support non-Intel microprocessors have lost market share and many personal
computer OEMs have reduced their system development expenditures by requiring processor technologies to be provided
at various levels of integration. In order to ensure that the non-Intel related infrastructure will continue to support the
Company’s products, Cyrix strives to form close relationships with third-party designers and manufacturers of core logic
chip sets, motherboards, BIOS software and other components, and expends considerable resources on its chip set and
system design capabilities. Nevertheless, there can be no assurance that the infrastructure which supports non-Intel
personal computer platforms will continue to be competitive with Intel or continue to support the Company’s products.

EMPLOYEES

As of December 31, 1996, the Company had a total of 391 employees, of which 357 were based in the United States, 11
were based in Europe and 23 were based in Asia. Of the Company’s 391 employees as of such date, 107 were engaged in
marketing, sales and related customer support services, 176 were engaged in research and development, 56 were engaged
in manufacturing and 52 were engaged in administration and finance.

The Company believes that attracting and retaining competent employees and motivating them to meet corporate
objectives are essential elements of its success. Since its inception in 1988, the Company has implemented policies
designed to create a favorable working environment for its employees. For example, the Company has a stock option plan,
a stock purchase plan, a profit sharing program and a 401(k) plan matching program, all with broad based eligibility and
participation, and the Company funds competitive health insurance policies. As competent employees are in high demand
in the semiconductor industry, at times the Company has difficulty hiring experienced personnel at a pace consistent with
the Company’s objectives. While the Company intends to use whatever forms of compensation, benefits and other incentives
that are necessary and cost effective to attract and retain qualified personnel, there can be no assurance that the Company
will be able to do so.

None of the Company’s employees are represented by a labor union. Cyrix has not experienced any work stoppages and
considers relations with its employees to be good.
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PROPERTIES

The Company’s headquarters are located in Richardson, Texas. The Company owns two buildings that give it a total of
172,000 square feet for research and development, sales and marketing, administration and finance, as well as final test
operations. Cyrix bought one building in 1992 for $3.6 million which was financed by the former owner of the building.
The Company constructed its second building during 1996 at a cost of $5.5 million. Both buildings are located at its
Richardson, Texas headquarters. Cyrix also leases office space for a systems design center in Longmont, Colorado. In
addition, Cyrix leases offices for sales and marketing operations in Yokohama, Japan; Taipei, Taiwan; Swindon, United
Kingdom; and Singapore. The Company believes that its existing facilities will be adequate to meet its requirements
through 1997.

ITEM LEGAL PROCEEDINGS

CURRENT LITIGATION

See Note 5 to the Consolidated Financial Statements included in Part I1, Item 8, for a description of certain settlements
of litigation during fiscal 1996.

POTENTIAL FUTURE LITIGATION

The Company believes that Intel has a strategy of protecting its market share by filing intellectual property lawsuits against
its competitors and that Intel may assert additional patent infringement or intellectual property claims against the
Company. Potential additional Intel litigation would likely involve different patents with new combination or system
claims. In addition, new patent applications are continually being filed by Intel and by others. Since pending United States
patent applications are confidential until patents are issued, it is impossible to ascertain all potential patent infringement
claims. If the Company is alleged to infringe one or more patents, it may seek a license to the patent. However, there can
be no assurance that a license will be available on reasonable terms. In such event, the Company may be forced to litigate
the matter. The damages and legal and other expenses of any resulting litigation could have a material adverse effect on
future operations.

ITEM SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders during the fourth quarter of 1996.
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PART II

ITEM MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

The Company’s common stock trades on the Nasdagq National Market tier of The Nasdaq Stock Market under the
symbol: CYRX.

The following table sets forth the range of high and low last reported sales prices for the Company’s common stock as
reported by the Nasdag Stock Market for each quarter of fiscal 1996 and fiscal 1995. At February 7, 1997, the number
of record holders of the Company’s common stock was approximately 660.

1996 1995

High Low High Low
1st Quarter $29.13 $18.88 $26.00 $17.00
2nd Quarter $36.38 $13.94 $28.00 $20.25
3rd Quarter $18.56 $12.25 $48.19 $22.25
4th Quarter $22.38 $14.88 $42.50 $22.50

The Company has not paid cash dividends on its common stock and intends to continue a policy of retaining any earn-
ings for reinvestment in its business.

EEYEE® scLcCTED FINANCIAL DATA

The Company has a 52/53 week fiscal year that ends on or about December 31 and a 13/14 week fiscal quarter that ends
on or about March 31, June 30 and September 30. The information in this Report has been labeled as though all fiscal
years ended December 31 and fiscal quarters ended March 31, June 30 and September 30. Set forth below is selected
financial data for the Company for each of the last five fiscal years.

Year Ended December 31,

(Amounts in thousands, except per share amounts) 1996 1995 1994 1993 1992
Operating Data
Net revenues $183,825 $228,012 $246,098 $125,108 $72,898
Gross margin 52,372 85,949 125,377 76,100 44,895
Income (loss) from operations (33,101) 17,735 55,764 29,855 13,190
Net income (loss) (25,862) 15,612 37,577 19,615 8,413
Net income (loss) per common

and common equivalent share (1.33) 0.78 1.88 1.06 0.49

Balance Sheet Data
Total assets $299,342 $268,785 $196,134 $114,728 $50,270
Long-term debt and capitalized

lease obligations, including

current maturities 139,231 82,378 22,7197 7,856 5,508
Total liabilities 176,416 122,792 70,406 30,742 18,805
Total stockholders’ equity 122,926 145,993 125,728 83,986 31,465

Approximately 47% of net product revenue (net revenues excluding royalty revenue) in fiscal 1992 was derived from sales
of microprocessors with the remaining 53% of net product revenue attributable to sales of the Company’s math coprocessor
products. In 1993, sales of microprocessor products reached 75% of net product revenues. Since 1993, microprocessor
sales have represented more than 90% of the Company’s net product revenue.
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The selected financial data for each of the past five years may not be indicative of the Company’s future financial condition
or results of operations due to (1) the risk that the Company will not be able to successfully develop and introduce on a
timely basis price-competitive microprocessor products that embody new features, meet evolving industry standards and
achieve market acceptance and (2) the risk that the Company will not be able to obtain capacity to meet its manufacturing
requirements, will not be able to obtain products with acceptable yields or will not have access to necessary process
technologies due to the Company’s reliance on third-party manufacturers.

ITEM MANAGEMENT’'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

RESULTS OF OPERATIONS

The following table sets forth items from Cyrix’s Consolidated Statements of Income as percentages of net revenues:

Fiscal Year Ended December 31,

1996 1995 1994
Net product sales 96.3% 92.2% 100.0%
Royalty revenue 3.7 7.8 -
Net revenues 100.0 100.0 100.0
Cost of sales 715 62.3 49.1
Gross margin 28.5 37.7 50.9
Marketing, general and administrative 28.9 17.1 18.2
Research and development 17.6 12.8 10.1
Income (loss) from operations (18.0) 7.8 22.6
Net interest income (expense) (4.0 (1.8) 0.5
Income from litigation settlement 1.1 4.4 0.2
Income (loss) before provision for income taxes
and extraordinary item (20.9) 10.4 23.3
Provision (benefit) for income taxes (7.5) 3.6 8.0
Net income (loss) before extraordinary item (13.4) 6.8 15.3
Extraordinary loss from early extinguishment of
debt, net of tax benefit (0.6) - -
Net income (loss) (14.0)% 6.8% 15.3%

Net Revenues. Net product sales decreased approximately 15.8% in fiscal 1996 compared to fiscal 1995 due to the
Company’s difficulty in gaining market acceptance of the Company’s 6x86 products during the first three fiscal quarters
of 1996. Unit shipments declined 48% in fiscal 1996 compared with shipments in 1995. 6x86 products accounted for
65% of unit shipments in fiscal 1996. 41% of fiscal 1996 product revenue was recognized in the fourth quarter of the
year. The increased product sales volume resulted from price decreases enacted at the end of the third quarter that
improved the attractiveness of the 6x86 product.

Net product sales decreased approximately 14.5% in fiscal 1995 compared to fiscal 1994 as a 35% increase in unit
volume was more than offset by significant erosion of the average selling prices for 486 microprocessors. During fiscal
1995, most OEMs of desktop personal computers transitioned from the 486 family of microprocessors to the next
generation of microprocessors, such as Intel’s Pentium microprocessors. The Company did not have available for sale a
large enough volume of products with performance competitive with Intel’s Pentium microprocessors to offset the declining
demand for and average selling prices of 486 microprocessors. During fiscal 1994, sales of 486DX and 486DX2
microprocessors represented over 75% of the Company’s net product sales with the remaining sales attributable to
486DLC and 486SLC microprocessors.
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Sales to international customers were 54%, 66% and 52% of net product sales in fiscal years 1996, 1995 and 1994,
respectively. Sales to international customers are made primarily to customers in Europe, Taiwan, Korea and Japan.

Royalty revenue of $6.7 million and $17.7 million was recognized in fiscal years 1996 and 1995, respectively. No royalty
revenue was recognized in fiscal year 1994 due to a contractual dispute with Texas Instruments Incorporated (“T1”). In
fiscal year 1995, royalty revenue included a $15 million payment received in settlement of the contractual dispute with TI.
The payment was for past royalties and a fully paid-up license on the Company’s 486DLC and 486SLC microprocessors.

Gross Margins. The Company’s gross margins as a percentage of net product sales for fiscal 1996, 1995 and 1994 were
26%, 32% and 51%, respectively. Declines in unit quantities produced and sold resulted in higher product costs since a
portion of the Company’s costs of goods manufactured are fixed costs. Additionally, some of the wafers used to produce
the Company’s products in the second half of 1996 were obtained under the foundry agreement with IBM which has a
significantly higher wafer cost than the original agreement with IBM.

During fiscal 1995, average selling prices and gross margins of the Company’s 486DX2 products declined during each
quarter as the market continued its transition to higher performance products and the Company priced its products
aggressively to compete in the low end of the microprocessor market. Further, during the fourth quarter of fiscal 1995,
the average selling prices of 486DX2 microprocessors fell below the Company’s cost to purchase these products causing
the Company to write off substantially all of its 486 inventory, which exceeded $10 million. The Company did not have
available for sale a large enough volume of products in fiscal 1995 with performance competitive with Intel’s Pentium
microprocessors to offset the declining demand for and average selling prices and gross margins of 486 microprocessors.

During fiscal 1994, the average selling prices of the Company’s 486DLC and 486SLC microprocessors and math
coprocessors decreased significantly when compared to fiscal 1993 due to price competition and the shift in the x86
market to higher performance products. During fiscal 1994, approximately 75% of the Company’s revenues were generated
through sales of its 486DX 33 MHz, 40 MHz and 50 MHz products as well as 486DX2 25/50 MHz and 33/66 MHz
products. The Company priced its 486DX and 486DX2 products aggressively in fiscal 1994 to compete in the low end
of the microprocessor market.

Gross margins in fiscal 1997 will be heavily dependent upon obtaining wafers at costs that are favorable to the Company.
Gross margins, as well as sales, during the early part of the year will result primarily from the sale of 6x86 processors.
Should selling prices of such 6x86 processors fall at a faster rate than the Company expects, margins generated by the
6x86 product will be impacted. In the second half of fiscal 1997, the Company expects most of its sales and gross
margins to be derived from its MediaGX and M2 products. Additionally, the Company may obtain a portion of the wafers
for these new products from qualified sources other than IBM. The amount of margin generated from these products, if
any, will be dependent upon the cost of the wafers received from alternative sources.

Marketing, General and Administrative. Marketing, general and administrative expenses for fiscal 1996, 1995 and 1994
were $53.1 million, $39.1 million and $44.9 million, respectively. Marketing, general and administrative expenses for
fiscal 1996 increased compared to the same period of fiscal 1995 primarily due to an increase in sales and marketing
expenses associated with the Company’s efforts to gain market acceptance of its 6x86 processors. In order to speed the
market acceptance of the 6x86 processor, the Company expended considerable resources in qualifying platforms for the
6x86 processors and sold some processors at higher levels of integration (i.e. - on motherboards and in IBM compatible
systems). Such efforts required the Company to increase its marketing, general and administrative expenses significantly.
Legal expenses increased to $3.6 million in fiscal 1996 compared to $2.8 million in fiscal 1995.
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Marketing, general and administrative expenses for fiscal 1995 decreased compared to the same period of fiscal 1994
primarily due to a reduction in legal expenses to $2.8 million from $7.7 million when comparing the same periods.

Legal expenses for fiscal 1997 and beyond could continue to be significant despite the fact that the Company has reached
settlements in most of the matters that were outstanding during fiscal 1996 since the Company could be subject to additional
future litigation. See Item 3. Legal Proceedings and Note 5 to the Consolidated Financial Statements in Part 1, Item 8.

Research and Development. The Company’s research and development expenses during fiscal 1996, 1995 and 1994
were $32.4 million, $29.1 million and $24.8 million, respectively. The increase in research and development expenses
for fiscal 1996 and 1995 was attributable to the expansion of the Company’s engineering staff, design equipment and
prototype expenses to support the development of new microprocessor designs. The Company intends to increase its
research and development expenses in fiscal 1997 in an effort to enhance existing products and develop new technologically
advanced products.

Net Interest Income (Expense). Interest income declined in fiscal 1996 to $2.1 million compared with $2.7 million for
fiscal year 1995 but increased over the $1.9 million interest income recorded in fiscal 1994. The decline in interest
income for fiscal 1996 is primarily due to lower interest rates.

Interest expense for fiscal 1996 increased to $9.5 million compared with $6.7 million in fiscal 1995 and $721 thousand
in fiscal 1994. The increase in interest expense during fiscal 1996 was due primarily to the issuance of the 5.5%
convertible subordinated notes which, in turn, caused the Company’s outstanding debt to increase significantly. When
comparing fiscal 1995 to fiscal 1994, interest expense increased primarily due to long-term debt and capitalized lease
obligations incurred to purchase equipment under the IBM agreement.

Litigation Settlements. Other income for fiscal 1996 included two $1 million settlement payments from Intel related to
certain microprocessor actions described in Note 5 to the Consolidated Financial Statements. Other income for fiscal
1995 included a one-time settlement of $10 million from Intel related to litigation concerning the Company’s
microprocessor products. In addition, as described previously, the Company resolved a contractual dispute with Tl in
November 1994 and recognized $17.7 million in royalty income from T1 during fiscal 1995. Other income for fiscal 1994
included a one-time settlement payment of $500 thousand from Intel related to litigation concerning the Company’s math
coprocessor products.

The final outcome of any issue currently subject to dispute or potential future litigation could have a material effect on
the Company’s results of operations during fiscal 1997 and beyond.

Provision (Benefit) for Income Taxes. The effective rate used to record the Company’s fiscal 1996 income tax
benefit was 35.6% compared to effective income tax rates of 34.3% in fiscal 1995 and 34.5% in fiscal 1994.

OTHER FACTORS AFFECTING RESULTS OF OPERATIONS

Reliance on Third-Party Manufacturers. During fiscal 1996, all of the Company’s products were manufactured and sold
to the Company by IBM. See Manufacturing in Part I, Item 1 for descriptions of the Company’s relationships with IBM
and SGS. The Company’s reliance on third-party manufacturers creates risks that the Company will not be able to obtain
capacity to meet its sales requirements, will not be able to obtain products with acceptable yields or will not have access
to necessary process technologies. Further, the Company has licensed some of its intellectual property to SGS and 1BM
to obtain access to specified levels of manufacturing capacity, and the Company could be required to license more of its
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intellectual property and product rights and proprietary technology to obtain additional manufacturing
capacity. If the Company were to experience difficulty in obtaining wafers with acceptable yields and at prices favorable
to the Company from its third-party manufacturers, such difficulty could have a material adverse effect on the Company’s
revenues and operating results.

Product Transitions. Once current microprocessor products have been in the marketplace for a period of time and begin
to be replaced by higher performance microprocessors (whether of the Company’s or a competitor’s design), the
Company expects the price of such earlier generation microprocessors to decline and net sales and gross margins of such
microprocessors to decrease. In order to continue to maintain its then current gross margin and levels of revenue growth,
if any, the Company will therefore be required to design, develop and successfully commercialize next generation
microprocessors in a timely manner. Although the Company is committed to its product development efforts, there can
be no assurance that the Company will be able to introduce new products quickly enough to avoid adverse revenue
transition patterns during future product transitions.

During fiscal 1997, the Company expects to introduce its MediaGX and its M2 products. Once such introductions are
made and these products are designed into personal computers, the Company expects prices and margins for its 6x86
processors to decline. However, if the MediaGX and M2 products do not offer performance, features and pricing attractive
to the personal computer industry, the Company may build excess inventory or experience net losses similar to those
incurred in fiscal 1996. Additionally, Intel and several of the Company’s other competitors have substantially greater financial,
technical, manufacturing and marketing resources than the Company and they may introduce new microprocessor designs
with features or performance that exceed those contained in the Company’s new products. If the Company experiences a
delay in transitioning to its MediaGX and M2 processors, the period of time and the impact on profit margins during this
product transition will be dependent upon several factors including, but not limited to, the following: Cyrix may
experience performance difficulties with the new product designs; Cyrix may not be able to successfully ramp production
of new products at IBM or other qualified foundries without yield problems or other performance issues; and personal
computer manufacturers may not design the Company’s new products into their notebook and desktop computers in a
timely manner or purchase the Company’s products in the volumes and at the prices necessary to offset the declining
market, average selling prices and profit margins of the Company’s 6x86 processors. Further, Intel, AMD and other
competitors could significantly decrease the price of products which compete with the Company’s products to protect or
gain market share.

The Company must order wafers and build inventory in advance of product shipments. There is a risk that the Company
will forecast incorrectly and produce excess inventories as product life cycles become shorter and more difficult to pre-
dict and price changes and transitions to new products become more rapid. This inventory risk is heightened because the
Company’s customers place orders with short lead times and minimal, if any, cancellation penalties. To the extent the
Company produces excess inventories, the Company’s earnings could be adversely affected.

General. The markets for the Company’s products are characterized by a highly competitive and rapidly changing
environment in which operating results are subject to the effects of frequent product introductions, manufacturing
technology innovations and rapid fluctuations in product demand. While the Company attempts to identify and respond
to these changes as soon as possible, prediction of and reaction to such events is an ongoing challenge.
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The Company’s future results of operations and financial condition could be impacted by the following factors, among
others: trends in the personal computer market, introduction of new products by competitors, delay in the Company’s
introduction of higher performance products, chip set, motherboard and BIOS infrastructure support for the Company’s
products, market acceptance of new products introduced by the Company, intense price competition, interruption in the
supply of low-cost microprocessor products from third-party manufacturers, intellectual property disputes and adverse
changes in general economic conditions in any of the countries in which the Company does business.

Due to the factors noted above and elsewhere in Management’s Discussion and Analysis of Financial Condition and Results
of Operations, the Company’s future earnings and stock price may be subject to significant volatility, particularly on a
quarterly basis. Past financial performance should not be considered a reliable indicator of future performance and
investors should not use historical trends to anticipate results or trends in future periods. Any shortfall in revenue or
earnings from the levels anticipated by securities analysts could have an immediate and significant effect on the trading
price of the Company’s common stock in any given period. Also, the Company participates in a highly dynamic industry
which often contributes to the volatility of the Company’s common stock price.

LIQUIDITY AND CAPITAL RESOURCES

Cash, cash equivalents and investments totaled $87.7 million and $44.3 million at December 31, 1996 and 1995,
respectively. Sources of cash in fiscal 1996 included proceeds from issuance of the Company’s 5.5% convertible
subordinated notes due June 1, 2001 and utilization of product prepayments. Uses of cash in fiscal 1996 consisted
primarily of funds utilized by operating activities, repayments of long-term debt and capitalized lease obligations and
purchases of investments.

The Company’s primary sources of cash in fiscal 1995 consisted of funds provided from operations, proceeds from
redemption of investments and proceeds from the issuance of debt to finance capital equipment purchases. The
Company’s primary uses of cash in fiscal 1995 consisted of capital equipment purchases and product prepayments
pursuant to the Company’s agreement with IBM (see Manufacturing in Part I, Item 1 for terms of the agreement between
IBM and the Company), principal payments on long-term debt and capitalized lease obligations and funds used to increase
accounts receivable and decrease accounts payable.

Expenditures for capital equipment purchases decreased in fiscal 1996 when compared to fiscal 1995 since the Company
purchased substantially all of the equipment required by the agreement with IBM in fiscal 1995. The Company plans to
purchase additional capital equipment in fiscal 1997 in order to expand its manufacturing capacity and to support its
planned research and development activities. Such purchases will require the Company to use its existing working capital
or to obtain additional financing. Due to the highly capital intensive nature of the semiconductor industry, capital
expenditures are expected to be significant in fiscal 1997 and beyond.

The Company’s long-term debt and capitalized lease obligations outstanding at December 31, 1996 totaled $139.2
million. Approximately $3.1 million of such debt is scheduled for payment during fiscal 1997. These debt agreements
contain provisions regarding the maintenance of certain net income per quarter, net worth, working capital and other
financial ratios.

The Company’s current capital plan and estimated working capital requirements are based on various product mix,
selling price and unit demand assumptions and are, therefore, subject to revision due to future market conditions. If the
Company is successful in achieving its business plan during fiscal 1997, the Company believes that cash flows from
operations, current cash and investment balances and anticipated available equipment financing will be sufficient to fund
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operations, capital investments and research and development projects currently planned. The Company’s ability
to achieve its business plan in fiscal 1997 is dependent upon, among other factors previously discussed, continued
favorable pricing of the Company’s 6x86 products and successful introduction and market acceptance of the Company’s
MediaGX and M2 processors. If the Company’s cash flows from operations, current cash and investment balances and
anticipated available equipment financing are not sufficient to fund operations, capital investments and research and
development projects currently planned, the Company may attempt to sell additional equity securities or issue debt to
meet any such requirements.

The Company’s success during fiscal 1997 is dependent upon getting its MediaGX and M2 processors into production
and achieving market acceptance of these new products. The Company’s revenue in 1996 was generated primarily by sales
of its 6x86 products. Although the Company plans to sell significant quantities of 6x86 products in the first half of 1997,
declining sales prices, continued pressure to introduce higher speed products and new functionality provided by competitive
products make it necessary for the Company to produce and sell significant quantities of the next generation MediaGX
and M2 products to achieve sales growth. The M2 processor is a socket seven compatible design that will compete with
other x86 processors. As with any new product design, market acceptance depends on whether the product offers
features that are attractive to the market and at a price that offers a clear price advantage when compared with competitive
products. Based on these factors, there is a risk that the Company cannot build such next-generation processors in enough
quantity or at a cost that is competitive with other products in the market. In addition, the Company’s MediaGX product
utilizes a proprietary motherboard and chip set. Therefore, the Company must work more closely with suppliers of the
motherboards, chip sets, software vendors and OEMs to ensure that the final product will deliver the performance and
functionality that the OEM customer desires. Growth in revenue during 1997 can occur only if the Company successfully
overcomes the risks inherent in these new products and develops sales of such products sufficient to replace the declines
in 6x86 revenue expected in the latter half of the year.

“SAFE HARBOR” STATEMENT UNDER THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

This report contains forward looking statements. The forward looking statements with respect to the introduction,
availability, cost, features, performance, customer acceptance and revenue contribution of future products, including the
MediaGX and the M2, are subject to engineering, manufacturing and market acceptance risks. Engineering difficulties
such as the failure to properly and timely design or debug such products could delay the introduction of such products or
adversely impact their performance or customer acceptance. Manufacturing difficulties such as the failure to obtain
required capacity, technical problems with the manufacture of these complex products or the inability to provide
products at competitive cost to the Company could also delay the introduction of these products or adversely affect their
availability, cost, features, performance or customer acceptance. Finally, the inability to achieve sufficient customer design
wins for the products could adversely affect the Company’s ability to market them in quantities sufficient to achieve
its revenue goals.
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REPORT OF INDEPENDENT AUDITORS

Board of Directors
Cyrix Corporation

We have audited the accompanying consolidated balance sheets of Cyrix Corporation and Subsidiaries as of December 31,
1996 and 1995, and the related consolidated statements of income, changes in stockholders’ equity, and cash flows for
each of the three fiscal years in the period ended December 31, 1996. Our audits also included the financial statement
schedule listed in the Index at Item 14(a). These financial statements and schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consol-
idated financial position of Cyrix Corporation and Subsidiaries at December 31, 1996 and 1995, and the consolidated
results of their operations and their cash flows for each of the three fiscal years in the period ended December 31, 1996,
in conformity with generally accepted accounting principles. Also, in our opinion, the related financial statement schedule,
when considered in relation to the basic consolidated financial statements taken as a whole, presents fairly in all material
respects the information set forth therein.

ERNST & YOUNG LLP

Dallas, Texas
January 16, 1997
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