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This annual report on Form 10-K includes forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. For this purpose, any statements contained in this annual report that relate to future
results or events are forward-looking statements. Forward-looking statements may be identified by use of
forward-looking words, such as “anticipate,” “believe,” “could,” “estimate,” “expect,” “intend,” “confidence,” “may,” “plan,” “feel,”
“should,” “will” and “would,” or similar expressions. Actual results and events in future periods may differ materially from
those expressed or implied by these forward-looking statements. There are a number of factors that could cause actual
events or results to differ materially from those indicated or implied by forward-looking statements, many of which
are beyond our control, including the risk factors discussed in Item 1A of this annual report. In addition, the
forward-looking statements contained in this annual report represent our estimates only as of the date of this filing and
should not be relied upon as representing our estimates as of any subsequent date. While we may elect to update these
forward-looking statements at some point in the future, we specifically disclaim any obligation to do so, whether to
reflect actual results, changes in assumptions, changes in other factors affecting such forward-looking statements or
otherwise.

The information included under the heading “Stock Performance Graph” in Item 5 of this annual report is “furnished” and
not “filed” and shall not be deemed to be “soliciting material” or subject to Regulation 14A, shall not be deemed “filed” for
purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or the Exchange Act, or otherwise
subject to the liabilities of that section, nor shall it be deemed incorporated by reference in any filing under the
Securities Act of 1933, as amended, or the Securities Act, or the Exchange Act.

We own or have rights to trademarks and service marks that we use in connection with the operation of our business.
Other trademarks appearing in this annual report on Form 10-K are the property of their respective owners.
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PART I

ITEM 1. BUSINESS

 OVERVIEW

We are a leading provider of digital media content-creation products and solutions for audio, film, video, and
broadcast professionals, as well as artists and creative enthusiasts. Our audio and video solutions are designed to be
extensions of the people using them, so that they amplify creativity, speed production processes and provide the
science behind the art of making great creative experiences.

Our mission is to inspire passion, unleash creativity and enable our customers to realize their dreams in a digital
world. We do this by helping anyone with a passion for making music, movies, video and television, by providing
both the technology and the expertise that power those experiences.

Customers use our solutions to create the most listened to, most watched and loved media in the world. Around the
globe, feature films, primetime television shows, news programs, commercials, live performances and chart-topping
music hits are made using one or more of our solutions.

CORPORATE STRATEGY

We operate our business based on the following five customer-centric strategic principles:

•Drive customer success.  We are committed to making each and every customer successful. Period. It's that simple.

• From enthusiasts to the enterprise.  Whether performing live or telling a story to sharing a vision or
broadcasting the news - we create products to support our customers at all stages.

•Fluid, dependable workflows.  Reliability. Flexibility. Ease of Use. High Performance. We provide best-in-class
workflows to make our customers more productive and competitive.

•Collaborative support.  For the individual user, the workgroup, a community or the enterprise, we enable a
collaborative environment for success.

•Avid optimized in an open ecosystem.  Our products are innovative, reliable, integrated and best-of-breed. We work
in partnership with a third-party community resulting in superior interoperability.

CUSTOMER MARKET SEGMENTS

We provide digital media content-creation products and solutions to customers in the three market segments below.

•Media Enterprises.  This market segment consists of broadcast, government, sports and other organizations that
acquire, create, process, and/or distribute audio and video content to a large audience for communication,
entertainment, analysis, and/or forensic purposes. Customers in this segment rely on workflows that span content
acquisition, creation, editing, distribution, sales and redistribution, that utilize all content distribution platforms,
including web, mobile, internet protocol television, cable, satellite, on-air, and various other proprietary platforms.
For this market segment, we offer a wide range of innovative, open products and solutions including hardware- and
software-based video- and audio-editing tools, collaborative workflow and asset management solutions, and
graphics-creation and automation tools, as well as scalable media storage options. Our domain expertise also allows
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us to provide customers in this market segment with a broad range of professional and consulting services. We sell
into this market segment through our direct sales force and resellers.

•

Professionals and Post.  This market segment is made up of individual artists and entities that create audio and video
media as a paid service, but who do not distribute media to end consumers on a large scale. This segment includes a
wide-ranging target audience that includes: students and teachers in career technical education programs in high
schools, colleges and universities, as well as in post-secondary vocational schools, that prepare students for
professional media

1
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production careers in the digital workplace; independent video editors, facilities and filmmakers that produce video
media as a business but are not broadcasters; professional sound designers, editors and mixers and facilities that
specialize in the creation of audio for picture; songwriters, musicians, producers, film composers and engineers who
compose and record music professionally; and technicians, engineers, hire companies and facilities that present,
record and broadcast audio and video for live performances. For this market segment, we offer a wide range of
innovative products and solutions, including hardware- and software-based creative production tools, scalable media
storage options and collaborative workflows. These feature-rich solutions are accessible to users of varying skill and
sophistication levels. Our domain expertise also allows us to provide customers in this market segment with a broad
range of professional services. We sell into this market segment through storefront and on-line retailers, as well as
through our direct sales force and resellers.

•

Creative Enthusiasts.  This market segment is made up of individuals who are music, film or video enthusiasts with
varying degrees of involvement in content creation, ranging from casual users to dedicated hobbyists, including
amateur musicians, disc jockeys and “prosumers.” For customers in this market segment, we offer audio and video
products and solutions at an affordable price. These products and solutions are specifically designed for the desktop or
home studio and have rich feature sets similar to the post and professional products but with minimal learning curves.
We sell into this market segment through storefront and on-line retailers, via specialized resellers and directly using
e-commerce.

INDUSTRY RECOGNITION

We have been honored over time for our technological innovation with 14 Emmy awards, a Grammy award, two
Oscar statuettes and the first ever America Cinema Editors Technical Excellence Award.  Our most recent
acknowledgment by the National Academy of Television Arts & Sciences came in January 2011 with an Emmy®
award for the “Development and Production of Portable Tapeless Acquisition,” which the company created in the
mid-1990s with Ikegami to improve the way production teams capture and edit video content in the field.

Although we take pride in the honors bestowed upon us, greater satisfaction comes from awards given to our
customers for the films, music and television shows they create using our solutions.  Once again, the 2012 winter
awards season recognized the tremendous contributions and accomplishments for Avid and our customers across the
music, film and television industries.   These customers received dozens of Oscar, Grammy and ACE Eddie award
nominations capturing wins in categories that include Best Film, Best Edited Feature Film, Album of the Year, Record
of the Year, Producer of the Year and a Lifetime Achievement Award.

PRODUCTS AND SERVICES

We provide a broad range of software and hardware products and solutions, as well as services offerings, to address
the diverse needs, skills and sophistication levels found within our customer market segments. Information about the
geographic breakdown of our revenues and long-lived assets can be found in Note R to our Consolidated Financial
Statements in Item 8 of this annual report on Form 10-K.

The following table presents our revenues by type as a percentage of total net revenues for the periods indicated:
For the Year Ended December 31,
2011 2010 2009

Video product revenues 41.2 % 41.6 % 41.2 %
Audio product revenues 39.4 % 40.9 % 39.8 %
Total product revenues 80.6 % 82.5 % 81.0 %
Services revenues 19.4 % 17.5 % 19.0 %
Total revenues 100.0 % 100.0 % 100.0 %
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Video Products

Professional Video-Editing Solutions

We offer a wide range of software and hardware professional video-editing solutions. Our award-winning Media
Composer

2
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product line is widely used to edit television programs, commercials and films, while our NewsCutter and iNews
Instinct editors are designed for the fast-paced world of news production. Avid Symphony Nitris DX and Avid DS are
used during the “online” or “finishing” stage of post production, during which the final program is assembled in high
resolution with finished graphics, visual effects, color grading and audio tracks. In 2011, we introduced new versions
of our video editing solutions, Media Composer version 6, NewsCutter version 10 and Symphony version 6. These
new versions demonstrate our continuing commitment to the professional editor with new open 64-bit architecture and
user interfaces, as well as support for more third-party hardware.

Sales of professional video-editing products accounted for approximately 11%, 13% and 13% of our consolidated net
revenues for 2011, 2010 and 2009, respectively.

Consumer Video-Editing Software

Avid Studio, our newest consumer video-editing software, provides consumers and entry-level videographers with the
ability to easily create professional-looking videos. Avid Studio features some of the same technology used by our
professional video-editing software to create major motion pictures, allowing hobby videographers and editing
enthusiasts to make professional-quality movies at a fraction of the cost. In January 2012, we expanded our mobile
application offerings with the announcement of Avid Studio for iPad, our first video-editing application, or app, for
the iPad. This new app is designed for anyone from a first time user to the more advanced editor, who wants the
convenience and portability of mobile device solutions. This app is the first video-editing app that offers
frame-by-frame editing accuracy and access to a variety of media as well as the added ability to extend the capabilities
of the mobile app by linking directly to Avid Studio software on the PC desktop.

We also offer our Pinnacle Studio consumer video-editing product line, which is available in three configurations,
Pinnacle Studio HD, Pinnacle Studio HD Ultimate and Pinnacle Studio HD Ultimate Collection. Pinnacle Studio HD
is designed for entry-level storytellers looking for a quick and easy way to enhance and share their projects with
family and friends. Pinnacle Studio HD Ultimate and Pinnacle Studio HD Ultimate Collection offer additional
features intended for advanced video enthusiasts who require greater power, control and quality for more professional
looking results.

Broadcast Newsroom Solutions

Our broadcast newsroom graphics, ingest, play-to-air and automation device control solutions are designed to assist
broadcasters as they bring programs from concept to air. These products accelerate the production process by enabling
broadcasters to automate the control of ingest devices, manage teams of broadcast journalists and editors, assemble
stories into news programs, develop and deliver real-time graphics for broadcast television, and automate the process
of playing television programming to air. Our on-air solutions include AirSpeed Multi Stream, Avid Motion Graphics
and iNews. In 2011, we extended the capability of our Interplay asset management solutions with the introduction of
Interplay Central web- and mobile-based apps that provide next-generation workflow tools for on-the-go media
professionals, as well as Avid InGame, a turnkey, end-to-end video production and archiving solution that helps sports
marketing organizations deliver a more exciting game experience as well as generate higher fan attendance and
advertising revenues.

Storage and Workflow Solutions

Our Avid ISIS shared storage systems are easy-to-use, real-time, open solutions that bring the power of best-in-class
shared storage to local and regional broadcasters and post production facilities at competitive prices. Both ISIS 5000
and ISIS 7000 are built upon proven ISIS technology, with the ISIS 7000 used in more than 700 major media
enterprises to store, share and manage large quantities of digital media assets. Customers can improve allocation of
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creative resources and support changing project needs with an open shared storage platform that includes the
high-performance ISIS file system technology on lower cost hardware, support for third-party applications like Apple
Final Cut Pro and streamlined administration to create more content more affordably.

In early 2010, we introduced the Integrated Media Enterprise, or IME, framework for integrating media operations
with business processes to increase efficiency and agility across the enterprise. The IME framework encompasses
three core elements: holistic media lifecycle management, alignment between media operations and business
processes and the use of best practices that leverage both internal expertise as well as industry benchmarking. The
IME framework is supported by Avid Interplay, our production and media asset management solution. Interplay
Media Asset Manager, or MAM, allows users to focus on creating content by giving them the tools to connect their
media operations and workflows, control movement of media between Interplay MAM and storage systems, configure
metadata, and leverage a service-oriented architecture structure to integrate in-house and

3
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third-party applications. Interplay Production Asset Management, or PAM, enhances production team collaboration by
coordinating the collaborative editing workflow of team members at each site, many of whom may be working on the
same projects at the same time. Interplay PAM also deeply manages the detailed composition of a project and
provides the ability to track media, all production file formats and every instance of a project's history.  Interplay
solutions are delivered and supported by our Customer Success and Professional Services teams.

Sales of video storage and workflow products accounted for approximately 21%, 18% and 16% of our consolidated
net revenues in 2011, 2010 and 2009, respectively.

Audio Products

Digital Audio Software and Workstation Solutions

Our Pro Tools digital audio software and workstation solutions facilitate the audio production process, including
music and sound creation, recording, editing, signal processing, integrated surround mixing and mastering, and
reference video playback. Our Pro Tools platform supports a wide variety of internally developed and third-party
software plug-ins and integrated hardware. Pro Tools solutions are offered at a range of price points and are used by
professionals and aspiring professionals in music, film, television, radio, multimedia and Internet production
environments.

In October 2011, we expanded the Pro Tools|HD product family with the introduction of the Pro Tools|HDX digital
audio workstation. This addition to the Pro Tools|HD family gives customers two powerful systems to choose from,
the Pro Tools|HD Native system or the Pro Tools|HDX system. Together, the Pro Tools|HD product family provides
music production professionals with high performance, low latency, and great sound quality.

In 2011, we also responded to requests from both audio post-production and music professionals with the introduction
of Pro Tools 10 software. Pro Tools 10 features timesaving workflows and new features such as Clip Gain, which
enables users to more easily adjust the gain for individual audio clips and match their relative levels. We also recently
introduced the Avid Vantage Program, an annual membership program for Pro Tools users that provides subscribers
with unlimited online technical support, discounted phone support and access to audio plug-ins.

Sales of digital audio software and workstation products accounted for approximately 14%, 16% and 15% of our
consolidated net revenues in 2011, 2010 and 2009, respectively.

Control Surfaces and Live Systems

We offer a broad range of complementary audio and video control surfaces and consoles, leveraging the open industry
standard protocol EUCON (Extended User Control) to provide open solutions that meet the needs of customers
ranging from the independent professional to the high-end broadcaster. Our System 5 digital audio console is a
large-format, scalable console with power on demand to mix the biggest feature films or album projects. The addition
of our EUCON Hybrid option extends the control capabilities of a System 5 console, enabling the user to bring audio
tracks from multiple digital audio workstations onto the console surface for mixing. Our Artist Series control surfaces
offer integrated, hands-on control at an affordable price. Compact and portable, all control surfaces in the Artist line
feature EUCON, allowing hands-on control of the user's favorite applications.

Our ICON (Integrated Console) system features the D-Control and D-Command mixing surfaces, our high-end,
expandable hardware control surfaces for tactile control of Pro Tools software and hardware. Our ICON systems can
be customized to provide a solution for any studio, providing from 16 to 80 channels of simultaneous control. An
ICON system, integrated with a Pro Tools|HD workstation, input-output and pre-amplification peripherals, and studio
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reference monitors (speakers) options, provides an end-to-end solution for audio professionals.

Our VENUE product family includes console products for mixing audio for live sound reinforcement for concerts,
theater performances and other public address events. We offer a range of VENUE solutions that are designed for
large performance settings, such as stadium concerts, as well as medium-sized theaters and houses of worship.
VENUE systems allow the direct integration of Pro Tools systems to create and playback live recordings. In January
2012, we extended the VENUE product family with the release of the VENUE SC48 Remote System. The VENUE
SC48 Remote System features the VENUE SC48 digital console paired with the new VENUE Stage 48 remote box,
enabling the user to place input/output devices away from the console and closer to the sources, eliminating cable
clutter.

4
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Sales of control surfaces and live systems accounted for approximately 11%, 9% and 7% of our consolidated net
revenues in 2011, 2010 and 2009, respectively.

Instruments and Controllers

Our new Fast Track C400 and Fast Track 600 recording interface products represent the next generation of the
M-Audio Fast Track line of USB interfaces. The new Fast Track C-series is designed to deliver exceptional audio
quality plus hands-on controls giving musicians the tools to produce quality recordings in less time. Each interface is
available as a bundle with Pro Tools MP software or standalone for use with other popular audio software.

Our MIDI keyboards/controllers and our digital pianos are used by musicians in the recording studio and for live
performances. In 2011, we extended our keyboard line with the introduction of the Keystation Mini 32, a 32-note,
USB bus-powered keyboard controller small enough to fit in a backpack. In 2011, we also launched the M-Audio
Venom synthesizer, which provides cutting-edge sound options to musicians of all skill levels. Venom works directly
with Pro Tools and third-party digital audio workstations.

Desktop and Studio Monitors

We provide a wide range of speakers for use with desktop computer systems and in the studios of creative
independents, established professionals, commercial businesses, post production facilities and broadcasters. These
monitors provide high quality audio output at reasonable prices for those engaged in audio production or simply
personal listening. In 2011, we introduced the M-Audio BX D2 studio monitor series, the next generation of the
best-selling BX Deluxe family. The BX D2 series monitors feature a brand new look and improved sound and are an
extension of our best-selling studio monitors.

Music Notation Software

Our Sibelius-branded software allows users to create, edit and publish musical scores. Sibelius software is used by
composers, arrangers and other music professionals. Student versions are also available to assist in the teaching of
music composition and score writing. In 2011, we launched Sibelius 7 the newest version of our musical notation
software featuring an all new task-oriented user interface and native 64-bit performance. We also released Avid
Scorch, our first application for the Apple iPad mobile device. Scorch turns an iPad into an interactive score library,
with access to sheet music through an in-app store with more than 150,000 premium titles.

Customer Support and Professional Services

Our customer success team provides support services to help our customers make the most of their investment in our
products and solutions. Customer success professionals deliver a unique combination of experience, expertise and best
practices. We offer support plans designed with increasing levels of priority and response to help our customers meet
their business objectives. All support plans are based on the premise of making sure our customers have access to
online tools and self-help to speed recovery, software updates and upgrades to provide maintenance fixes and new
features, our experts for direct technical support, and proactive services and tools to avoid expensive downtime. In
addition to support services, we offer a broad array of professional services. Our professional services team is made up
of industry experts with a wealth of real world experience. Our project managers, project engineers and consultants
take a collaborative approach in the provision of project management, installation, integration, planning, consulting
and training services. Our professional services team strives to achieve trusted adviser status with our customers and
partners, helping each organization customize the solutions and workflows necessary to meet their specific business
challenges. Training on our products is also available at Avid-certified training centers around the world.
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COMPETITION

Our customer market segments are highly competitive and subject to rapid change. Our competition is fragmented
with a large number of companies providing different types of products in different market segments and geographic
areas. We provide integrated solutions that compete based on workflow, features, quality, service and price.
Companies with which we compete in some contexts may also act as partners in other contexts, such as large
enterprise customer environments.

We compete across multiple product lines and market segments with Adobe Systems Incorporated, Apple Inc. and
Sony Corporation.

5
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In addition, other companies that compete with certain of our products and solutions are listed below by the market
segment in which they compete:

•Media Enterprises:  Bit Central Inc., Dalet S.A., Editshare LLC, EVS Corporation, Grass Valley, Harmonic Inc.,
Harris Corporation, Quantel Inc. and Vizrt Ltd., among others.

•Professionals and Post:  Autodesk Inc., Harman International Industries Inc. and Yamaha Corporation, among others.

•Creative Enthusiasts:  Corel Corporation, Magix AG and Roland Corporation, among others.

SALES AND SERVICE CHANNELS

We market and sell our products and solutions through a combination of direct and indirect sales channels. Our direct
sales channel consists of internal sales representatives serving select customers and market segments, as well as our
e-commerce sales programs. Our indirect sales channels include global networks of independent distributors,
value-added resellers, dealers and retailers. Net revenues derived through indirect channels were approximately 60%,
65% and 66% for 2011, 2010 and 2009, respectively. In 2011, an increase in Media Enterprise revenues was a
significant driver in the increased sales through direct channels, as compared to 2010.

We have significant international operations with offices in 20 countries. Sales to customers outside the United States
accounted for 59%, 58% and 60%, respectively, of our consolidated net revenues for 2011, 2010 and 2009.

We generally ship our products shortly after the receipt of an order, which is typical for our industry. Historically, a
high percentage of our revenues has been generated in the third month of each fiscal quarter and concentrated in the
latter part of that month. Accordingly, orders may exist at the end of a quarter that have not been shipped and have not
been recognized as revenues. Backlog that may exist at the end of any quarter is not a reliable indicator of future sales
levels.

In most years, our first quarter revenues are the lowest for the year and typically are lower sequentially from the fourth
quarter of the prior year. By contrast, our fourth quarter revenues are usually the highest revenues by quarter for the
year. Our past experience may not be predictive of future seasonality due to the timing of recognizing revenue on
larger transactions, changes in foreign currency rates and other factors that can cause results to deviate from these
prior seasonal patterns.

We provide customer service and support directly through regional support centers and major-market field service
representatives and indirectly through dealers, value-added resellers and authorized third-party service providers.
Depending on the solution, customers may choose from a variety of support offerings, including telephone and online
technical support, on-site assistance, hardware replacement and extended warranty, and software upgrades. In addition
to support services, we offer a broad array of professional services, including installation, integration, planning and
consulting services, and customer training.

MANUFACTURING AND SUPPLIERS

Our manufacturing operations consist primarily of the testing of subassemblies and components purchased from third
parties, the duplication of software, and the configuration, assembly and testing of board sets, software, related
hardware components and complete systems. In addition to our internal manufacturing operations, we rely on a
network of contractors around the globe to manufacture many of our products, components and subassemblies. Our
products undergo testing and quality assurance at the final assembly stage. We depend on sole-source suppliers for
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certain key hardware product components and finished goods, including some critical items. Although we have
procedures in place to mitigate the risks associated with our sole-sourced suppliers, we cannot be certain that we will
be able to obtain sole-sourced components or finished goods from alternative suppliers or that we will be able to do so
on commercially reasonable terms without a material impact on our results of operations or financial position. For the
risks associated with our use of contractors and sole-source vendors, see “Risk Factors” in Item 1A of this annual report.

Our company-operated manufacturing facilities are located in: Burlington, Massachusetts; Dublin, Ireland; and
Mountain View, California. Our Burlington and Dublin operations are ISO 14001, Environmental Management
System, certified. During 2012, we will be working toward ISO 14001 certification for our Mountain View
operations.
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INTELLECTUAL PROPERTY

We regard our software and hardware as proprietary and protect our proprietary interests under the laws of patents,
copyrights, trademarks and trade secrets, as well as through contractual provisions.

We have obtained patents and have registered copyrights, trademarks and service marks in the United States and in
many foreign countries. At December 31, 2011, we held 207 U.S. patents, with expiration dates through 2030, and had
42 patent applications pending with the U.S. Patent and Trademark Office. We have also registered or applied to
register various trademarks and service marks in the United States and a number of foreign countries, including Avid,
Media Composer, NewsCutter, Pro Tools, M-Audio and Sibelius. As a technology company, we regard our patents,
copyrights, trademarks, service marks and trade secrets as being among our most valuable assets, together with the
innovative skills, technical competence and marketing abilities of our personnel.

Our software is licensed to end users pursuant to shrink-wrap, embedded, click-through or signed paper license
agreements. Our products generally contain copy-protection and/or copy-detection features to guard against
unauthorized use. Policing unauthorized use of computer software is difficult, and software piracy is a persistent
problem for us, as it is for the software industry in general. This problem is particularly acute in some of the
international markets in which we operate. For the risks associated with the protection of our intellectual property, see
“Risk Factors” in Item 1A of this annual report.

RESEARCH AND DEVELOPMENT

We are committed to delivering best-in-class digital media content-creation solutions market-tailored to the unique
needs, skills and sophistication levels of our target customer market segments. We are known as a pioneer and
innovator of digital media content-creation solutions with research and development, or R&D, operations around the
globe. Our R&D efforts are focused on the development of digital media content-creation tools and workgroup
solutions that operate primarily on the Mac and Windows platforms. Our R&D efforts also include networking and
storage initiatives intended to deliver standards-based media transfer and media asset management tools, as well as
stand-alone and network-attached media storage systems for workgroups. In addition to our internal R&D efforts, we
are offshoring an increasing portion of certain R&D projects to internationally based partners. Our R&D expenditures
for 2011, 2010 and 2009 were $118.1 million, $120.2 million and $121.0 million, respectively, which represented
17%, 18% and 19% of our net revenues, respectively. For the risks associated with our use of partners for R&D
projects, see “Risk Factors” in Item 1A of this annual report.

Our company-operated R&D operations are located in: Burlington, Massachusetts; Daly City, California; Madison,
Wisconsin; Mountain View, California; Munich, Germany; Kaiserslautern, Germany; Montreal, Canada and London,
England.

HISTORY AND OPERATIONS

Avid was incorporated in Delaware in 1987. We are headquartered in Burlington, Massachusetts, with operations in
North America, South America, Europe, Asia and Australia. At December 31, 2011, our worldwide workforce
consisted of 1,787 employees and 490 external contractors.

AVID GREEN INITIATIVE

Our initial “green” activities focused on compliance with such environmental initiatives as the Waste Electrical and
Electronic Equipment Directive, or WEEE, and Restriction of the use of certain Hazardous Substances in electrical
and electronic equipment, or RoHS, and we provide for the recycling of our products and removal of specific toxic
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substances that may be found in our products as required by environmental regulations. We have since broadened our
focus to include the development of our “Design for Environment” program, which incorporates environmental
considerations into products from initial concept to end-of-life, as well as our Corporate Environment Management
System.

Our Avid Environmental Policy, which is based on the principle that it is our responsibility to minimize our impact on
the environment, establishes the following environmental goals:

•Endorse product stewardship by adopting and integrating Design for Environment practices to minimize
environmental impact throughout the product lifecycle.
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•Promote environmental responsibility in our supply chain.

•Adopt the principles of reduce, reuse, and recycle while promoting waste-reduction programs in our global operations.

•Continue compliance with global laws and directives affecting our products and operations.

Our Environmental Packaging Standard calls for a transition to between 50% and 75% recycled content in packaging
materials, environmentally friendly inks and reduced packaging sizes. The latest versions of our Media Composer,
Symphony, NewsCutter and Pro Tools products ship with electronic manuals only, which has reduced the packaging
sizes by approximately 85%. We will continue to reduce documentation package sizes for the next releases of many of
our products.

In 2011, 2010 and 2009, our expenses directly related to compliance with environmental laws were not material. We
expect our 2012 environmental compliance costs to also be immaterial.

WEB SITE ACCESS

We make available free of charge on our website, www.avid.com, copies of our annual reports on Form 10-K, our
quarterly reports on Form 10-Q, our current reports on Form 8-K and all amendments to those reports as soon as
practicable after filing with the Securities and Exchange Commission, or SEC. Additionally, we will provide paper
copies of all of these filings free of charge upon request. Alternatively, these reports can be accessed at the SEC's
Internet website at www.sec.gov. The information contained on our web site shall not be deemed incorporated by
reference in any filing under the Securities Act or the Exchange Act.

ITEM 1A. RISK FACTORS

Investing in our common stock involves a high degree of risk. You should carefully consider the risks and
uncertainties described below in addition to the other information included or incorporated by reference in this annual
report before making an investment decision regarding our common stock. If any of the following risks were to
actually occur, our business, financial condition or operating results would likely suffer, possibly materially, the
trading price of our common stock could decline, and you could lose part or all of your investment.

The market segments in which we operate are highly competitive, and our competitors may be able to draw upon a
greater depth and breadth of resources than those that are available to us.

We operate in highly competitive market segments characterized by pressure to innovate, expand feature sets and
functionality, accelerate new product releases and reduce prices. Markets for certain of our products also have limited
barriers to entry. There is an additional risk of consolidation among our competitors, which could result in fewer,
more effective competitors. Customers consider many factors when evaluating our products relative to those of our
competitors, including innovation, ease of use, price, feature sets, functionality, reliability, performance, reputation,
and training and support, and we may not compare favorably against our competitors in all respects. Some of our
current and potential competitors have longer operating histories, greater brand recognition and substantially greater
financial, technical, marketing, distribution and support resources than we do. As a result, they may be able to deliver
greater innovation, respond more quickly to new or emerging technologies and changes in market demand, devote
more resources to the development, marketing and sale of their products, successfully expand into emerging and other
international markets, or price their products more aggressively than we can.
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If our competitors are more successful than we are in developing products or in attracting and retaining customers, our
financial condition and operating results could be adversely affected.
A significant decrease in our liquidity could negatively affect our business.

Maintaining adequate liquidity is important to our business operations. We meet our liquidity needs primarily through
cash generated by operations, which we have supplemented from time to time with borrowings under our credit
facility. Significant fluctuations in our cash balances could affect our ability to meet our immediate liquidity needs,
impair our capacity to react to sudden or unexpected contractions or growth in our business, reduce our ability to
withstand a sustained period of economic crisis, cause us to draw on our credit facility and therefore reduce available
funds under the facility, cause us to violate the liquidity covenant under our credit agreement with Wells Fargo Capital
Finance LLC (see “Liquidity and Capital Resources” in
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Item 7 of this annual report) or impair our ability to compete with competitors with greater financial resources.

Economic weakness and uncertainty could adversely affect our revenue, gross margin and expenses.

Our business is impacted by global economic conditions, which have been in recent years and continue to be volatile.
Specifically, our revenue and gross margin depend significantly on global economic conditions and the demand for
our products and services in the markets in which we compete. Economic weakness and uncertainty have resulted, and
may result in the future, in decreased revenue, gross margin, earnings or growth rates and difficulty managing
inventory levels. Sustained uncertainty about global economic conditions may adversely affect demand for our
products and services and could cause demand to differ materially from our expectations as customers curtail or delay
spending on our products and services. Economic weakness and uncertainty also make it more difficult for us to make
accurate forecasts of revenue, gross margin and expenses.

The inability of our customers to obtain credit in the future may impair their ability to make timely payments to us.
Tightening of credit by financial institutions could also lead customers to postpone spending or to cancel, decrease or
delay their existing or future orders with us. Customer insolvencies could negatively impact our revenues and our
ability to collect receivables. Financial difficulties experienced by our suppliers or distributors could result in product
delays, increased accounts receivable defaults and inventory challenges. Since we are unable to predict the pace and
scope of either the deterioration of economic conditions or a global economic recovery, we may record additional
charges relating to restructuring costs or the impairment of assets and our business and results of operations could be
materially and adversely affected.

The rapid evolution of the media industry is changing our customers' needs, businesses and revenue models, and if we
cannot anticipate or adapt quickly, our business will be harmed.

The media industry has rapidly and dramatically transformed in the last five years and is continuing to do so as free
content, minimal entry costs for creation and distribution, and the expansion of mobile devices have become
prevalent. As a result, our traditional customers' needs, businesses and revenue models are changing, often in ways
that deviate from our core strengths and traditional bases. If we cannot anticipate these changes or adapt to them
quickly, our business will be harmed. For example, traditional advertising channels face competition from web and
mobile platforms and diminished revenue from traditional advertising will cause some customers' budgets for the
purchase of our solutions to decline; this may be particularly true among local television stations, which in the past
have been an important customer segment for us. Additionally, our customers may also seek to pool or share facilities
and resources with others in their industry and engage with providers of software as a service. While we continually
assess new products and solutions for our customers, open platforms, online collaboration tools, software as a service,
growing demand for an increasing array of mobile computing devices and the development of cloud-based computing
are replacing the traditional software and hardware infrastructures and maintenance models and may reduce demand
for some of our existing products and services. Our competitive landscape continues to evolve as the media industry
rapidly evolves. New or non-traditional competitors may arise or adapt in response to this evolution of the media
industry, which could create downward price pressure on our products and solutions and reduce our market share and
revenue opportunities.

Our success depends in significant part on our ability to provide innovative products and solutions in response to
dynamic and rapidly evolving market demand.

To succeed in our market, we must deliver innovative products and solutions. Innovation requires both that we
accurately predict future market trends and customer expectations and that we possess the flexibility to quickly adapt
our development efforts in response. We also have the challenge of protecting our product roadmap and new product
initiatives from leaks to competitors that might reduce or eliminate any innovative edge that we seek to gain.
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Predicting market trends is difficult, as our market is dynamic and rapidly evolving. Additionally, given the complex,
sophisticated nature of our solutions and our typically lengthy product development cycles, we may not be able to
rapidly change our product direction or strategic course. If we are unable to accurately predict market trends or adapt
to evolving market conditions, our ability to capture customer demand will suffer and our market reputation and
financial performance will be negatively affected. Even to the extent we make accurate predictions and possess the
requisite flexibility to adapt, we may be able to pursue only a handful of possible innovations as a result of limited
resources. Our success, therefore, further depends on our ability to identify and focus on the most promising
innovations.

When we do introduce new products, our success depends on our ability to manage a number of risks associated with
new products including but not limited to timely and successful product launch, market acceptance, and the
availability of products in appropriate locations, quantities and costs to meet demand. If we fail to manage new
product introductions and transitions properly, our financial condition and operating results could be harmed.
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Our revenues and operating results are difficult to predict and may fluctuate from period to period.

Our revenues and operating results may be materially affected by a number of factors, which include, but are not
limited to:

•timing and market acceptance of new product introductions by us and our competitors;

•changes in customer demand for our products;

•competitive pressure on product pricing;

•changes in product, service or geographic mix;

•the timing of large or enterprise-wide sales and our ability to recognize revenues from such sales;

•length of sales cycles and associated costs;

•demand planning and logistics;

•global macroeconomic conditions;

•fluctuations in foreign currency exchange rates;

•reliance on third-party reseller and distribution channels;

•cost of third-party technology or components incorporated into or bundled with products sold;

•operational efficiency and effectiveness in a complex organization;

•changes in operating expenses;

•price protections and provisions for inventory obsolescence extended to resellers and distributors;

•seasonal factors, such as higher consumer demand at year-end;

•remedial costs and reputational harm associated with product defects or errors; and

•complex accounting rules for revenue recognition.

The occurrence and interaction of these variables may cause our revenues and operating results to fluctuate from
period to period. As a result, period-to-period comparisons of our revenues and operating results may not provide a
good indication of our future performance.

Our international operations expose us to additional legal, regulatory and other risks that we may not face in the
United States.

We derive more than half of our revenues from customers outside of the United States, rely on foreign contractors for
the supply and manufacture of many of our products and conduct significant research and development activities
overseas.  Our international operations are subject to a variety of risks that we may not face in the United States,
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including:

•
the financial and administrative burdens associated with compliance with a myriad of environmental, tax and export
laws, as well as other business regulations in foreign jurisdictions, including high compliance costs, inconsistencies
among jurisdictions, and a lack of administrative or judicial interpretative guidance;

•reduced or varied protection for intellectual property rights in some countries;

•fluctuations in foreign currency exchange rates;
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•longer collection cycles for accounts receivable payment cycles and difficulties in enforcing contracts;

•difficulties in managing and staffing international implementations and operations;

•potentially adverse tax consequences, including the complexities of foreign value added or other tax systems and
restrictions on the repatriation of earnings;

•increased financial accounting and reporting burdens and complexities;

•regional economic downturns;

•difficulties in maintaining effective internal controls over financial reporting and disclosure controls;

•costs and delays associated with developing products in multiple languages; and

•economic, social and political instability abroad and international security concerns in general.

Our overall success in international markets depends, in part, on our ability to succeed in differing legal, regulatory,
economic, social and political conditions. We may not be successful in developing, implementing or maintaining
policies and strategies that will be effective in managing these risks in each country where we do business. Our failure
to manage these risks successfully could harm our international operations, reduce our international sales and increase
our costs, thus adversely affecting our business, operating results and financial condition.

Our engagement of contractors for product development and manufacturing may reduce our control over those
activities, provide uncertain cost savings and expose our proprietary assets to greater risk of misappropriation.

We outsource a portion of our software development and our hardware design and manufacturing to contractors, both
domestic and offshore. These relationships provide us with more flexible resource capabilities, access to global talent
and cost savings, but also expose us to risks that may not exist or may be less pronounced with respect to our internal
operations. We are able to exercise only limited oversight of our contractors, including with respect to their
engineering and manufacturing processes, resource allocations, delivery schedules, security procedures and quality
control. Language, cultural and time zone differences complicate effective management of contractors that are located
offshore. Additionally, competition for talent in certain locations may lead to high turnover rates that disrupt
development or manufacturing continuity. Pricing terms offered by contractors may be highly variable over time
reflecting, among other things, order volume, local inflation and exchange rates. Some of our contractor relationships
are based on contract, while others operate on a purchase order basis, where we do not have the benefit of written
protections with respect to pricing or other critical terms.

Many of our contractors require access to our intellectual property and confidential information to perform their
services. Protection of these assets in relevant offshore locations may be less robust than in the United States. We
must rely on policies and procedures we have instituted with our contractors and certain confidentiality and
contractual provisions in our written agreements, to the extent they exist, for protection. These safeguards may be
inadequate to prevent breaches. If a breach were to occur, available legal or other remedies may be limited or
otherwise insufficient to compensate us for any resulting damages.

Certain of our contractor relationships involve complex and mission-critical dependencies. If any of the preceding
risks were to occur, we might not be able to rapidly wind down these relationships or quickly transition to alternative
providers.
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Fluctuations in foreign exchange rates may result in short-term currency exchange losses and could adversely affect
our revenues from foreign markets and our manufacturing costs in the long term.

Our international sales are, for the most part, transacted through foreign subsidiaries and generally in the currency of
the end-user customers.  Consequently, we are exposed to short-term currency exchange risks that may adversely
affect our revenues, operating results and cash flows. The majority of our international sales are transacted in euros
and to hedge against the dollar/euro exchange exposure of the resulting forecasted receivables, cash balances and
revenues, we may enter into foreign currency forward-exchange contracts. The success of our hedging programs
depends on the accuracy of our forecasts of transaction activity in euros. To the extent that these forecasts are over- or
understated during periods of currency volatility, we may experience currency gains or losses. Our hedging activities
may only offset a portion of the adverse financial impact resulting from unfavorable movement in dollar/euro
exchange rates, which could adversely affect our financial position or results of operations.
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Furthermore, the significance to our business of sales in Europe subjects us to risks associated with long-term changes
in the dollar/euro exchange rate.  A sustained strengthening of the U.S. dollar against the euro would decrease our
expected future U.S. dollar revenue from European sales and could have a significant adverse effect on our overall
profit margins.  During 2010 and 2011, economic instability in Europe, including concern over sovereign debt in
Greece, Italy, Ireland and certain other European Union countries, caused significant fluctuations in the value of the
euro relative to those of other currencies, including the U.S. dollar.  Continuing uncertainty regarding economic
conditions, including the solvency of these countries and the stability of the eurozone, could lead to significant
long-term economic weakness and reduced economic growth in Europe, the occurrence of which, or the potential
occurrence of which, could lead to a sustained strengthening of the U.S. dollar against the euro, adversely affecting the
profitability of our European operations.

In addition, we source and manufacture many of our products in China and our costs may increase should the
renminbi not remain stable with the U.S. dollar.  Although the renminbi is pegged against a basket of currencies
determined by the People's Bank of China, the renminbi may appreciate or depreciate significantly in value against the
U.S. dollar in the long term.  In addition, if China were to permit the renminbi to float to a free market rate of
exchange, it is widely anticipated that the renminbi would appreciate significantly in value against U.S. dollar.  An
increase in the value of the renminbi against the U.S. dollar would have the effect of increasing the labor and
production costs of our Chinese manufacturers in U.S. dollar terms, which may result in their passing such costs to us
in the form of increased pricing, which would adversely affect our profit margins if we could not pass those price
increases along to our customers.

We obtain hardware product components and finished goods under sole-source supply arrangements, and any
disruptions to these arrangements could jeopardize the manufacturing or distribution of certain of our hardware
products.

Although we generally prefer to establish multi-source supply arrangements for our hardware product components and
finished goods, multi-source arrangements are not always possible or cost-effective. We consequently depend on
sole-source suppliers for certain hardware product components and finished goods, including some critical items. We
do not generally carry significant inventories of, and may not in all cases have guaranteed supply arrangements for,
these sole-sourced items. If any of our sole-source suppliers were to cease, suspend or otherwise limit production or
shipment (due to, among other things, macroeconomic events, political crises or natural or environmental disasters or
other occurrences), or adversely modify supply terms or pricing, our ability to manufacture, distribute and service our
products may be impaired and our business could be harmed. We cannot be certain that we will be able to obtain
sole-sourced components or finished goods, or acceptable substitutes, from alternative suppliers or that we will be
able to do so on commercially reasonable terms. We may also be required to expend significant development
resources to redesign our products to work around the exclusion of any sole-sourced component or accommodate the
inclusion of any substitute component.

We have incurred net losses in each of our three most recently completed fiscal years and we may continue to incur
net losses in future periods.

We have incurred, on the basis of U.S. generally accepted accounting principles, net losses in each of the past three
fiscal years: $23.8 million in 2011, $37.0 million in 2010 and $68.4 million in 2009. These losses, among other things,
adversely affect our stockholders' equity and working capital. These losses, and the principal factors or components
underlying them, are discussed in “Management's Discussion and Analysis of Financial Condition and Results of
Operations” in Item 7 of this annual report. We cannot be certain when, or if, our operations will return to profitability
or, if we do return to profitability whether it can be sustained.
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We depend on the availability and proper functioning of certain third-party technology that we incorporate into or
bundle with our products.

We license third-party technology for incorporation into or bundling with our products. This technology may provide
us with critical or strategic feature sets or functionality. The profit margin for each of our products depends in part on
the royalty, license and purchase fees we pay in connection with third-party technology. To the extent we add
additional third-party technology to our products and we are unable to offset associated costs, our profit margins may
decline and our operating results may suffer. In addition to cost implications, third-party technology may include
defects or errors that could adversely affect the performance of our products, which may harm our market reputation
or adversely affect our product sales. Third-party technology may also include certain open source software code that
if used in combination with our own software may jeopardize our intellectual property rights or limit our ability to sell
through certain sales channels. If any third-party technology license expires, is terminated or ceases to be available on
commercially reasonable terms, we may be required to expend considerable resources
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integrating alternative third-party technology or developing our own substitute technology. In the interim, sales of our
products may be delayed or suspended or we may be forced to distribute our products with reduced feature sets or
functionality.

Lengthy procurement lead times and unpredictable life cycles and customer demand for some of our products may
result in significant inventory risks.

With respect to many of our products, we must procure component parts and build finished inventory far in advance
of product shipments. Certain of these products may have unpredictable life cycles and encounter rapid technological
obsolescence as a result of dynamic market conditions. We procure product components and build inventory based
upon our forecasts of product life cycle and customer demand. If we are unable to accurately forecast product life
cycle and customer demand or unable to manage our inventory levels in response to shifts in customer demand, the
result may be insufficient, excess or obsolete product inventory. Insufficient product inventory may impair our ability
to fulfill product orders and negatively affect our revenues, while excess or obsolete inventory may require a
write-down on products and components to their net realizable value, which would negatively affect our results of
operations.

Our revenues and operating results depend significantly on our third-party reseller and distribution channels.

We distribute many of our products indirectly through third-party resellers and distributors. We also distribute
products directly to end-user customers. Successfully managing the interaction of our direct and indirect channel
efforts to reach various potential customer segments for our products and services is a complex process. For example,
in response to our direct sales strategies or for other business reasons, our current resellers and distributors may from
time to time choose to resell our competitors' products in addition to, or in place of, ours. Moreover, since each
distribution method has distinct risks and gross margins, our failure to identify and implement the most advantageous
balance in the delivery model for our products and services could adversely affect our revenue and gross margins and
therefore our profitability.

In addition, some of our resellers and distributors have rights of return, as well as inventory stock rotation and price
protection. Accordingly, reserves for estimated returns and exchanges, and credits for price protection, are recorded as
a reduction of revenues upon applicable product shipment, and are based upon our historical experience. To date,
actual returns of relevant products have not differed materially from our management's estimates. However, our
reliance upon indirect distribution methods may reduce visibility to demand and pricing issues, and therefore make
forecasting more difficult and to the extent that returns exceed estimates, our revenues and operating results may be
adversely affected.

Our intellectual property and trade secrets are valuable assets that may be subject to third-party infringement and
misappropriation.

As a technology company, our intellectual property and trade secrets are among our most valuable assets.
Infringement or misappropriation of these assets results in lost revenues to us and thereby ultimately reduces their
value. We rely on a combination of patent, copyright, trademark and trade secret laws, as well as confidentiality
procedures, contractual provisions and anti-piracy technology in certain of our products to protect our intellectual
property and trade secrets. Most of these tools require vigilant monitoring of competitor and other third-party
activities and of end-user usage of our products to be effective. These tools may not provide adequate protection in all
instances, may be subject to circumvention, or may require a vigilance that in some cases exceeds our capabilities or
resources. Additionally, our business model is increasingly focused on software products and as we offer more
software products our revenues may be more vulnerable to loss through piracy, which could result in revenue losses
for us. While we may seek to engage with those potentially infringing our intellectual property to negotiate a license
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for use, we also may seek legal recourse. The legal regimes of certain countries in which we operate may not protect
our intellectual property or trade secrets to the same extent as do the laws of the United States. Regardless of
jurisdiction, assuming legal protection exists and infringement or misappropriation is detected, any enforcement action
that we may pursue could be costly and time-consuming, the outcome will be uncertain, and the alleged offender in
some cases may seek to have our intellectual property rights invalidated. If we are unable to protect our intellectual
property and trade secrets, our business could be harmed.

Our results could be materially adversely affected if we are accused of, or found to be, infringing third parties'
intellectual property rights.

Because of technological change in our industry, extensive and sometimes uncertain patent coverage, and the rapid
issuance of new patents, it is possible that certain of our products or business methods may infringe the patents or
other intellectual property rights of third parties. We have received claims and are subject to litigation alleging that we
infringe patents owned by third
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parties. Regardless of the scope or validity of such patents or the merits of any patent claims by potential or actual
litigants, we could incur substantial costs in defending intellectual property claims and litigation, and such claims and
litigation could distract management's attention from normal business operations. In addition, we provide
indemnification provisions in agreements with certain customers covering potential claims by third parties of
intellectual property infringement. These agreements generally provide that we will indemnify customers for losses
incurred in connection with an infringement claim brought by a third party with respect to our products, and we have
received claims for such indemnification. The results of any intellectual property litigation to which we are, or may
become, a party, or for which we are required to provide indemnification, may require us to:

•cease selling or using products or services that incorporate the challenged intellectual property;

•make substantial payments for legal fees, settlement payments or other costs or damages;

•obtain a license, which may not be available on reasonable terms, to sell or use the relevant technology, which such
license could require royalties that would significantly increase our cost of goods sold; or

•redesign products or services to avoid infringement, which such redesign could involve significant costs and result in
delayed and/or reduced sales of the affected products.

We do not believe any of the pending claims or proceedings against us will have a material adverse effect on our
financial position or results of operations, although an unfavorable outcome of a matter could have a material adverse
effect on our financial position or results of operations for the period in which such matter is resolved.

Future debt obligations may adversely affect our cash flow and restrict our investment opportunities.

In October 2010, we entered into a four-year asset-backed revolving credit facility in the aggregate principal amount
of up to $60 million. Any indebtedness we incur under the facility could have negative consequences, including,
increasing our vulnerability to adverse economic and industry conditions; limiting our ability to obtain additional
financing; limiting our ability to complete a merger or an acquisition; and limiting our flexibility in planning for, or
reacting to, changes in our business.

Our ability to satisfy our obligations under our credit agreement will depend on our future operating performance and
on economic, financial, competitive and other factors beyond our control. Our business may not generate sufficient
cash flows to meet these obligations or to successfully execute our business strategy. If we are unable to service our
debt and fund our business, we may be forced to reduce or delay capital expenditures or research and development
expenditures, seek additional financing or equity capital, restructure or refinance our debt, or sell assets.

Restrictions in our credit agreement may limit our activities.

The credit agreement for our revolving credit facility contains restrictive covenants which limit our ability to engage
in activities that could otherwise benefit us, including limitations on our ability to make investments, incur additional
indebtedness, issue equity and create liens. We are also required to meet a specified liquidity-based financial covenant
under the terms of the credit agreement. Failure to comply with any of these restrictions or covenants may result in an
event of default under the credit agreement, which could permit acceleration of any outstanding debt we may have in
the future and require us to repay the debt before its scheduled due date. If an event of default were to occur, we might
not have sufficient funds available to make the payments required. If we are unable to repay amounts owed, our
lenders may be entitled to foreclose on and sell substantially all of our assets, which we have used to secure our
borrowings under the credit agreement.

Edgar Filing: AVID TECHNOLOGY, INC. - Form 10-K

32



Potential acquisitions could be difficult to integrate, disrupt our business, dilute stockholder value or impair our
financial results.

As part of our business strategy, from time to time we acquire companies, technologies and products that we believe
can improve our ability to compete in our existing customer market segments or will allow us to enter new markets.
The potential risks associated with any acquisition include, but are not limited to:

•failure to realize anticipated returns on investment, cost savings and synergies;

•difficulty in assimilating the operations, policies and personnel of the acquired company;
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•combining product offerings and entering into new markets in which we may not have experience;

•distraction of management's attention from normal business operations;

•potential loss of key employees of the acquired company;

•difficulty implementing effective internal controls over financial reporting and disclosure controls and procedures;

•impairment of relationships with customers or suppliers;

•possibility of incurring impairment losses related to goodwill and intangible assets; and

•unidentified issues not discovered in due diligence, which may include product quality issues or legal or other
contingencies.

In order to complete an acquisition, we may issue common stock, potentially creating dilution for existing
stockholders. We may borrow to finance an acquisition, and the amount and terms of any potential future
acquisition-related borrowings, as well as other factors, could affect our liquidity and financial condition and
potentially our credit ratings. In addition, our effective tax rate on an ongoing basis is uncertain, and business
combinations and investment transactions could impact our effective tax rate. We may experience risks relating to the
challenges and costs of closing a business combination or investment transaction and the risk that an announced
business combination or investment transaction may not close. As a result, any completed, pending or future
transactions may contribute to financial results that differ from the investment community's expectations in a given
quarter.

Our success depends in part on our ability to retain competent and skilled management and technical, sales and other
personnel.

We are highly dependent upon the continued service and performance of our management team and key technical,
sales and other personnel and our success will depend in part upon our ability to retain these employees in a
competitive job market. We rely on cash bonuses and equity awards as significant compensation and retention tools
for key personnel. In addition to compensation, we seek to foster an innovative work culture to retain employees. We
also rely on the attractiveness of developing technology for the film, television and music industries as a means of
retention. However, we also face challenges in retaining our key personnel as we have undergone a significant
business transformation over the last several years that has resulted in changes in management, employee turnover and
resulting strain on our internal resources and personnel. Our competitors may in some instances be able to offer a
more established or more dynamic work environment, higher compensation or more opportunities to work with
cutting-edge technology than we can. If we are unable to retain our key personnel, we would be required to expend
significant time and financial resources to identify and hire new qualified personnel, which might significantly delay
or prevent the achievement of our business objectives.

Unanticipated changes in our tax provisions, the adoption of new tax legislation or exposure to additional tax
liabilities could affect our profitability.

We are subject to income and other taxes in the United States and numerous foreign jurisdictions. Our tax liabilities
are affected by the amounts we charge for inventory, services, licenses and other items in intercompany transactions.
We are also subject to ongoing tax audits in various jurisdictions. Tax authorities may disagree with our intercompany
charges, cross-jurisdictional transfer pricing or other matters and assess additional taxes. We regularly assess the
likely outcomes of these audits in order to determine the appropriateness of our tax provision. However, there can be
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no assurance that we will accurately predict the outcomes of these audits, and the amounts ultimately paid upon the
resolution of an audit could be materially different from the amounts previously included in our income tax expense
and therefore could have a material impact on our tax provision, net income and cash flows. In addition, our tax
provision in the future could be adversely affected by changes to our operating structure, changes in the mix of
earnings in countries with differing statutory tax rates, changes in the valuation of deferred tax assets and liabilities,
changes in tax laws and the discovery of new information in the course of our tax return preparation process.

Failure of our information systems or breaches of data security could impact our business.

Our systems and processes involve the storage and transmission of proprietary information and sensitive or
confidential data, including personal information of employees, customers and others. In addition, we rely on
information systems controlled by third parties. System failures, network disruptions and breaches of data security
could impede development, manufacture or
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shipment of products, interrupt or delay processing of transactions and reporting financial results or result in the
unintentional disclosure of proprietary, sensitive or confidential information. Such system failures or unauthorized
access could be caused by external theft or attack, misconduct by our employees, contractors, or vendors, or other
causes such as earthquake, fire or other natural disasters. Such system failures or unauthorized access could expose us,
our customers or the individuals affected to a risk of loss or misuse of this information, resulting in litigation and
potential liability for us, as well as the loss of existing or potential customers and damage to our brand and reputation.
In addition, the cost and operational consequences of implementing further data protection measures could be
significant.

Our products may experience quality issues that could negatively impact our customer relationships, our market
reputation and our operating results.

Our software products, as is typical of sophisticated, complex software, occasionally include coding defects or errors
(commonly referred to as “bugs”), which in some cases may interfere with or impair a customer's ability to operate or
use the software. Similarly, our hardware products could include design or manufacturing defects that could cause
them to malfunction. Although we employ quality control measures, those measures are not designed or intended to
detect and remedy all defects. The time and resources available to devote to quality control measures are, in part,
dependent on other business considerations, such as meeting customer expectations with respect to release schedules.
Any product defects could result in loss of customers or revenues, delays in revenue recognition, increased product
returns, damage to our market reputation and significant warranty or other expense and could have a material adverse
impact on our financial condition and operating results.

A catastrophic event may significantly limit our ability to conduct business as normal and harm our business.

We operate a complex, geographically dispersed business, which includes a significant personnel and facilities
presence in California near major earthquake fault lines. Our enterprise-wide disaster recovery plan may not be
sufficient to protect us if a catastrophic event occurs and we are predominantly uninsured for business continuity
losses and disruptions caused by catastrophic events. Disruption or failure of our networks or systems, or injury or
damage to our personnel or physical infrastructure, caused by a natural disaster, public health crisis, terrorism, cyber
attack, act of war or other catastrophic event may significantly limit our ability to conduct business as normal,
including our ability to communicate and transact with our customers, suppliers, distributors and resellers, and
negatively affect our revenues and operating results. Additionally, a catastrophic event could cause us to suspend all
or a portion of our operations for a significant period of time, result in a permanent loss of resources, and require the
relocation of personnel and materiel to alternate facilities that may not be available or adequate. A prolonged
disruption of our business could also damage our reputation, particularly among our global news organization
customers who are likely to require our solutions and support during such time. Any of these factors could cause a
material adverse impact on our financial condition and operating results.

Our global brand alignment effort could affect customer acceptance of certain rebranded products, thereby impacting
our future success.

We have undergone an effort to achieve global brand alignment which poses risks of both business disruption and
customer acceptance as we migrate brands. While much of this effort has taken place, some product lines have yet to
be rebranded. Our customer outreach and similar efforts may not mitigate fully the risks of our branding efforts, which
may lead to reductions in revenues in some markets, which may adversely affect our business, financial position and
results of operations, and could cause the market value of our common stock to decline.

Qualifying and supporting our products on multiple computer platforms is time-consuming and expensive.
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Hardware and operating systems change rapidly in our industry, and changes made by our suppliers can adversely
affect the operation of our products. We devote significant time and resources to support state of the art computer
platforms. These efforts may add significantly to our development expenses and adversely affect our operating results.
Failure to achieve qualification on a timely basis may additionally adversely affect our operating results.

The market price of our common stock has been and may continue to be volatile.

The market price of our common stock has experienced volatility in the past and may continue to fluctuate
substantially in the future in response to various factors, some of which are beyond our control. These factors include,
but are not limited to:

•period-to-period variations in our revenues or operating results;
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•market reaction to significant corporate initiatives or announcements;

•our ability to innovate;

•our relative competitive position within our markets;

•shifts in markets or demand for our solutions;

•changes in our relationships with suppliers, resellers, distributors or customers;

•our failure to accurately forecast revenues or operating results;

•our commencement of, or involvement in, litigation;

•whether our results meet analysts' expectations;

•short sales, hedging or other derivative transactions involving shares of our common stock; and

•shifts in financial markets.

Additionally, broader financial market and global economic trends may affect the market price of our common stock,
regardless of our operating performance.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

We lease approximately 203,000 square feet in three facilities in Burlington, Massachusetts for our principal corporate
and administrative offices, as well as significant R&D and warehousing activities. The leases for these facilities expire
in May 2020. We also lease approximately 127,000 square feet of office space in Daly City, California, primarily for
R&D and sales and marketing activities, and 106,000 square feet in Mountain View, California, primarily for R&D,
product management and manufacturing activities.

We lease approximately 29,000 square feet of office space in Iver Heath, United Kingdom for our European
headquarters, which includes administrative, sales and support functions, and 41,000 square feet in Dublin, Ireland for
the final assembly and distribution of our products in Europe. We also lease approximately 8,000 square feet in
Singapore for our Asian headquarters.

We also lease office space for sales operations in several other domestic and international locations.

ITEM 3. LEGAL PROCEEDINGS
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We are involved in legal proceedings from time to time arising from the normal course of business activities,
including claims of alleged infringement of intellectual property rights and commercial, employment and other
matters. We do not believe these matters will have a material adverse effect on our financial position or results of
operations. However, our financial position or results of operations may be negatively affected by the unfavorable
resolution of one or more of these proceedings for the period in which a matter is resolved.

ITEM 4. MINE SAFETY DISCLOSURES

Not Applicable.
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PART II

ITEM
5.

MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is listed on the NASDAQ Global Select Market under the symbol AVID. The table below shows
the high and low sales prices of the common stock for each calendar quarter of the fiscal years ended December 31,
2011 and 2010.

2011 2010
High Low High Low

First Quarter $23.35 $16.32 $14.84 $12.26
Second Quarter $22.95 $16.15 $17.99 $12.26
Third Quarter $20.38 $7.72 $13.82 $11.04
Fourth Quarter $9.05 $5.76 $18.83 $12.23

On February 24, 2012, the last reported sale price of our common stock on the NASDAQ Global Select Market was
$11.71 per share. The approximate number of holders of record of our common stock at February 22, 2012 was 417.
This number does not include shareholders for whom shares were held in a “nominee” or “street” name.

We have never declared or paid cash dividends on our capital stock, and we do not anticipate paying any cash
dividends in the foreseeable future. Our credit agreement with Wells Fargo prohibits us from declaring or paying any
dividends in cash on our capital stock.

Issuer Purchases of Equity Securities

The following table is a summary of our stock repurchases during the quarter ended December 31, 2011:

Period
Total Number
of Shares
Repurchased(a)

Average Price
Paid Per Share

Total Number of
Shares
Repurchased as
Part of the
Publicly
Announced
Program

Dollar Value of
Shares That May
Yet be Purchased
Under the Program(b)

October 1 – October 31, 2011 — — — $80,325,905
November 1 – November 30, 2011 — — — $80,325,905
December 1 – December 31, 2011 2,606 $8.04 — $80,325,905

2,606 $8.04 — $80,325,905

(a)

In December 2011, we acquired upon surrender 2,606 shares of restricted stock for $8.04 per share from an
employee to pay required withholding taxes upon the vesting of restricted stock. The purchase price of a share of
stock used for tax withholding is determined based on the market price of the stock on the date of vesting of the
restricted stock.

(b)

A stock repurchase program was approved by our board of directors and publicly announced on April 26, 2007.
The stock repurchase program authorized the repurchase of up to $200 million of our common stock through
transactions on the open market, in block trades or otherwise. At December 31, 2011, $80.3 million remained
available for future stock repurchases under the program. The stock repurchase program is funded through working
capital and has no expiration date. The last repurchase of shares under this program was in March 2008.

Stock Performance Graph
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The following graph compares the cumulative stockholder return on our common stock during the period from
December 31, 2006 through December 31, 2011 with the cumulative return during the period for:

•the NASDAQ Composite Index (all companies traded on NASDAQ Capital, Global or Global Select Markets),
•the Old Peer Group Index (see note following the graph), and
•the Avid Peer Group Index (see note following the graph).
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This comparison assumes the investment of $100 on December 31, 2006 in our common stock, the NASDAQ Market
Index, the Old Avid Peer Group and the new Avid Peer Group Index, and assumes that dividends, if any, were
reinvested.

Prior to 2010, Avid compared its common stock returns to the NASDAQ Index and the NASDAQ Computer, Data
Processing Index. Because our products and services are diverse, we do not believe any single published industry
index is appropriate for comparing stockholder return. Therefore, for 2010, we began comparing our common stock
returns to a peer group index (the “Old Peer Group”), which was composed of the following NASDAQ-traded
companies selected by Avid to best represent its peers based on various criteria, including industry classification,
number of employees and market capitalization: Autodesk, Inc., Cadence Design Systems, Dolby Laboratories, Inc.,
Harmonic, Inc., Imation Corporation, Mentor Graphics Corporation, National Instruments Corporation, Parametric
Technology Corporation, Quantum Corporation, RealNetworks, Inc., Sybase Inc., Synopsys, Inc., THQ, Inc., and
Zoran Corporation.

The composition of the Avid Peer Group Index is dictated by the peer group selected by the compensation committee
of Avid's board of directors for its reference in setting executive compensation.   The compensation committee seeks
generally to include companies with similar product and service offerings to those of Avid while also achieving a
balance of smaller and larger sized peer companies in terms of market capitalizations and revenue.

For purposes of the Avid Peer Group Index for 2011, Sybase Inc. and Zoran Corporation were removed because
Sybase Inc. was not publicly traded in 2011 and Zoran Corporation was only publicly traded for a portion of the year. 
RealD, Inc. and SeaChange International, Inc. were added to the Avid Peer Group Index for 2011 based on their
addition to the peer group selected by the compensation committee.  As a result, for 2011, the Avid Peer Group Index
was composed of:  Autodesk, Inc., Cadence Design Systems, Inc., Dolby Laboratories, Inc., Harmonic Inc., Imation
Corp., Mentor Graphics Corporation, National Instruments
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Corporation, Parametric Technology Corporation, Quantum Corporation, RealD Inc., RealNetworks, Inc., SeaChange
International Inc., Synopsys, Inc. and THQ Inc. The Avid Peer Group Index is weighted based on market
capitalization.

ITEM 6.           SELECTED FINANCIAL DATA

The following table sets forth our selected condensed consolidated financial data. The selected condensed
consolidated financial data below should be read in conjunction with Item 7, “Management’s Discussion and Analysis
of Financial Condition and Results of Operations,” and Item 8, “Financial Statements and Supplementary Financial
Information,” included elsewhere in this annual report on Form 10-K. See Notes I & J to our Consolidated Financial
Statements in Item 8 for information regarding our acquisitions and divestitures that affect the comparability of the
selected condensed consolidated financial data presented.

CONSOLIDATED STATEMENTS OF OPERATIONS DATA:
(in thousands except per share data)

For the Year Ended December 31,
2011 2010 2009 2008 2007

Net revenues $677,936 $678,522 $628,970 $844,901 $929,570
Cost of revenues 320,910 327,774 305,948 452,476 480,427
Gross profit 357,026 350,748 323,022 392,425 449,143
Operating expenses:
Research and development 118,108 120,229 120,989 148,598 150,707
Marketing and selling 183,865 177,178 173,601 208,735 210,456
General and administrative 57,851 64,345 61,087 78,591 77,463
Amortization of intangible assets 8,528 9,743 10,511 12,854 13,726
Impairment of goodwill and intangible assets — — — 129,972 —
Restructuring and other costs, net 8,858 20,450 26,873 25,412 9,410
Loss (gain) on sales of assets 597 (5,029 ) (155 ) (13,287 ) —
Total operating expenses 377,807 386,916 392,906 590,875 461,762
Operating loss (20,781 ) (36,168 ) (69,884 ) (198,450 ) (12,619 )
Interest and other income (expense), net (2,068 ) (390 ) (123 ) 2,936 7,637
Loss before income taxes (22,849 ) (36,558 ) (70,007 ) (195,514 ) (4,982 )
Provision for (benefit from) income taxes 942 396 (1,652 ) 2,663 2,997
Net loss $(23,791 ) $(36,954 ) $(68,355 ) $(198,177 ) $(7,979 )
Net loss per common share – basic and diluted $(0.62 ) $(0.98 ) $(1.83 ) $(5.28 ) $(0.19 )
Weighted-average common shares outstanding –
basic and diluted 38,435 37,895 37,293 37,556 40,974

CONSOLIDATED BALANCE SHEET DATA:
(in thousands)

As of December 31,
2011 2010 2009 2008 2007

Cash, cash equivalents and marketable
securities $32,855 $42,782 $108,877 $147,694 $224,460

Working capital 114,911 101,481 143,499 191,838 308,589
Total assets 602,611 626,571 611,038 703,585 1,005,953
Long-term liabilities 27,885 24,675 14,483 11,823 17,495
Total stockholders' equity 417,003 426,610 443,118 492,655 779,783
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ITEM 7.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

EXECUTIVE OVERVIEW

Our Company

We are a leading provider of digital media content-creation products and solutions for audio, film, video, and
broadcast professionals, as well as artists and creative enthusiasts. Our audio and video solutions are designed to be
extensions of the people using them, so that they amplify creativity, speed production processes and provide the
science behind the art of making great creative experiences. We provide our products and solutions to customers in
three market segments: Media Enterprises segment, which consists of broadcast, government, sports and other
organizations that acquire, create, process, and/or distribute audio and video content to a large audience for
communication, entertainment, analysis, and/or forensic purposes; Professionals and Post segment, which is
composed of individual artists and entities that create audio and video media as a paid service, but who do not
distribute media to end consumers on a large scale; and Creative Enthusiasts segment, which is made up of individuals
who are music, film or video enthusiasts with varying degrees of involvement in content creation, ranging from casual
users to dedicated hobbyists, including amateur musicians, disc jockeys and “prosumers.”

Our mission is to inspire passion, unleash creativity and enable our customers to realize their dreams in a digital
world. We do this by helping anyone with a passion for making music, movies, video and television, by providing
both the technology and the expertise that power those experiences.

Customers use our solutions to create the most listened to, most watched and loved media in the world. Around the
globe, feature films, primetime television shows, news programs, commercials, live performances and chart-topping
music hits are made using one or more of our solutions.

Financial Summary

The following table sets forth certain items from our consolidated statements of operations as a percentage of net
revenues for the periods indicated:

For the Year Ended December 31,
2011 2010 2009

Net revenues:
Product revenues 80.6  % 82.5  % 81.0  %
Services revenues 19.4  % 17.5  % 19.0  %
Total net revenues 100.0  % 100.0  % 100.0  %
Cost of revenues 47.3  % 48.3  % 48.6  %
Gross margin 52.7  % 51.7  % 51.4  %
Operating expenses:
Research and development 17.4  % 17.7  % 19.2  %
Marketing and selling 27.1  % 26.1  % 27.6  %
General and administrative 8.5  % 9.5  % 9.7  %
Amortization of intangible assets 1.3  % 1.4  % 1.7  %
Restructuring and other costs, net 1.3  % 3.0  % 4.3  %
Loss (gain) on sales of assets 0.1  % (0.7 )% —  %
Total operating expenses 55.7  % 57.0  % 62.5  %
Operating loss (3.0 )% (5.3 )% (11.1 )%
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Interest and other income (expense), net (0.3 )% —  % —  %
Loss before income taxes (3.3 )% (5.3 )% (11.1 )%
Provision for (benefit from) income taxes 0.1  % 0.1  % (0.2 )%
Net loss (3.4 )% (5.4 )% (10.9 )%
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Total net revenues for the year ended December 31, 2011 were $677.9 million, a decrease of $0.6 million compared to
the year ended December 31, 2010, with services revenues increasing by 10.9% and revenues from products
decreasing by 2.4%. In 2011, compared to 2010, services revenues increased $13.0 million, while video products
revenues and audio products revenues decreased by $3.3 million and $10.3 million, respectively. Our 2011 revenues
included approximately $10.9 million related to the favorable impact of currency exchange rates. Additionally, we
recognized additional revenues of approximately $6.8 million during 2011 as a result of our January 1, 2011 adoption
of new revenue recognition guidance. See our critical accounting policy disclosure and updated policy for “Revenue
Recognition and Allowances for Product Returns and Exchanges” found in this Item 2 under the heading “Critical
Accounting Policies and Estimates” for a further discussion of the impact of adoption of this guidance. The changes in
revenues are discussed in further detail in the section titled “Results of Operations” below.

The following table sets forth the percentage of our net revenues attributable to geographic regions for 2011, 2010 and
2009:

For the Year Ended December 31,
2011 2010 2009

Americas 49% 49% 48%
Europe, Middle East and Africa 38% 37% 40%
Asia-Pacific 13% 14% 12%

The following table sets forth the percentage of our net revenues sold through indirect and direct sales channels for
2011, 2010 and 2009:

For the Year Ended December 31,
2011 2010 2009

Indirect 60% 65% 66%
Direct 40% 35% 34%

In 2011, an increase in Media Enterprise revenues was a significant driver in the increased sales through direct
channels, as compared to 2010.

Our gross margin percentage for the year ended December 31, 2011 improved to 52.7%, compared to 51.7% for 2010.
This change was driven by an increase in products gross margin percentage to 53.2% in 2011, compared to 52.1% in
2010, and a slight increase in services gross margin percentage to 52.5% in 2011, compared to 52.4% in 2010. The
increase in products gross margin percentage for 2011 was the result of a decrease in products costs in 2011, primarily
due to shifts in product mix, and the favorable impact of currency exchange rates. The slight increase in services gross
margin percentage was largely the result of the increase of services revenues, partially offset by increased professional
services costs, including loss provisions recorded in 2011 related to professional services contracts assumed as part of
a 2010 acquisition.

For the year ended December 31, 2011, we incurred a net loss of $23.8 million, compared to a net loss of $37.0
million for 2010. The reduction in net loss was largely a result of our continuing focus on the management of both
costs of revenues and operating expenses. The net loss for 2011 included charges of $11.2 million for
acquisition-related intangible asset amortization; restructuring costs of $8.9 million; a loss from the sales of assets of
$0.6 million; and $0.6 million for legal settlements and acquisition-related costs. The net loss for 2010 included
charges of $20.5 million for restructuring and other costs, $13.0 million for acquisition-related intangible asset
amortization, $5.6 million for a legal settlement and $0.8 million related to acquisition activities; partially offset by a
gain of $5.0 million resulting from certain asset sales.
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We continue to identify and implement changes across the company to help improve our operational performance.
Throughout 2011, we worked to develop an integrated planning process as a way to help us better predict business
performance, make timely and impactful business decisions, and measure the business more effectively. In the fourth
quarter, we implemented the first phase of the process, Sales Inventory and Operations Planning, or SIOP. We have
also made progress in simplifying other areas of our business. During 2011, we moved to a more common hardware
platform supporting multiple software product offerings, reduced the variations of product offerings to our Creative
Enthusiast customers and began the implementation of unified licensing and software activation card programs as a
way to improve our delivery capabilities and increase customer satisfaction.

During October 2011, we committed to a restructuring plan intended to improve operational efficiencies. Actions
under the plan included a reduction in force of approximately 190 employees and the closure of our facility in
Irwindale, CA. These actions were intended to allow us to continue to invest in our core businesses, as well as shift
some resources into areas of the business
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that we believe offer us better revenue growth potential. Under the plan, we expect to incur total expenses related to
termination benefits and facility costs of $9 million to $10 million. During the year ended December 31, 2011, we
recorded charges of $8.9 million related to severance charges and $0.5 million related to the Irwindale closure. As a
result of the actions taken under the plan, we expect to realize annualized cost savings of between $25 million and $27
million.

See “Risk Factors” in Item 1A of this annual report for risk factors that may cause our future results to differ materially
from our current expectations.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our consolidated financial statements have been prepared in accordance with accounting principles generally accepted
in the United States of America. The preparation of these financial statements requires us to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosures of contingent assets and
liabilities as of the date of the financial statements, and the reported amounts of revenues and expenses during the
reporting period. We regularly reevaluate our estimates and judgments, including those related to the following:
revenue recognition and allowances for product returns and exchanges; stock-based compensation; goodwill and
intangible assets; the valuation of business combinations; income tax assets and liabilities; and restructuring charges
and accruals. We base our estimates and judgments on historical experience and various other factors we believe to be
reasonable under the circumstances, the results of which form the basis for judgments about the carrying values of
assets and liabilities and the amounts of revenues and expenses that are not readily apparent from other sources.
Actual results may differ from these estimates.

On January 1, 2011, we adopted Financial Accounting Standards Board, or FASB, Accounting Standards Update, or
ASU, No. 2009-13, Multiple-Deliverable Revenue Arrangements, an amendment to Accounting Standards
Codification, or ASC, Topic 605, Revenue Recognition, and ASU No. 2009-14, Certain Revenue Arrangements That
Include Software Elements, an amendment to ASC Subtopic 985-605, Software - Revenue Recognition, or the
Updates. As a result, our critical accounting policy for “Revenue Recognition and Allowances for Product Returns and
Exchanges” has been updated to reflect adoption of this guidance.

ASU No. 2009-13 requires the allocation of revenue to each unit of accounting using the relative selling price of each
deliverable for multiple-element arrangements. ASU No. 2009-13 also amends the accounting for multiple-element
arrangements to provide guidance on how the deliverables in an arrangement should be separated and eliminates the
use of the residual method by establishing a hierarchy of evidence to determine the stand-alone selling price of a
deliverable based on vendor-specific objective evidence, or VSOE, third-party evidence, or TPE, and the best estimate
of selling price, or ESP. If VSOE is available, it is used to determine the selling price of a deliverable. If VSOE is not
available, the entity must determine whether TPE is available. If so, TPE would be used to determine the selling price.
If TPE is not available, then the entity is required to determine an ESP. ASU No. 2009-14 amends ASC Subtopic
985-605 to exclude from the scope of software revenue recognition requirements sales of tangible products that
contain both software and non-software components that function together to deliver the essential functionality of the
tangible products. The Updates also include new disclosure requirements on how the application of the relative selling
price method affects the timing and amount of revenue recognition. The Updates must be adopted in the same period
using the same transition method and are effective prospectively, with retrospective adoption permitted. We adopted
the Updates prospectively for new and materially modified arrangements originating after December 31, 2010.

Prior to adoption of the Updates, we generally recognized revenues using the revenue recognition criteria of ASC
Subtopic 985-605, Software - Revenue Recognition. As a result of adoption of ASU No. 2009-14 on January 1, 2011,
we will now typically recognize revenue using the criteria of ASC Topic 605, Revenue Recognition. Historically, we
were generally able to establish VSOE for undelivered elements in multiple-element arrangements as allowed by ASC
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Subtopic 985-605 and, therefore, could typically recognize revenues for each element of multiple-element
arrangements as the element was delivered. Under the new guidance our recognition of revenues may be recognized in
an earlier period for a limited number of multiple-element arrangements for which VSOE could not be established for
all undelivered elements under the previous guidance. For those arrangements, we will now determine a relative
selling price for the undelivered elements through the use of TPE or ESP, and the recognition of certain revenues that
would have been deferred under the previous guidance will typically be recognized at the time of delivery under the
new guidance, provided all other criteria for revenue recognition are met. Adoption of the Updates resulted in an
increase in our consolidated net revenues of approximately $6.8 million during 2011. We cannot reasonably estimate
the effect of the adoption of these standards on future financial periods as the impact will vary depending on the
nature and volume of new or materially modified arrangements in any given period.

We believe the following critical accounting policies most significantly affect the portrayal of our financial condition
and involve our most difficult and subjective estimates and judgments.
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Revenue Recognition and Allowances for Product Returns and Exchanges

We recognize revenue when persuasive evidence of an arrangement exists, delivery has occurred, the sales price is
fixed or determinable, and collection is probable. However, determining whether and when some of these criteria have
been satisfied often involves assumptions and judgments that can have a significant impact on the timing and amount
of revenues we report. For example, we often receive multiple purchase orders or contracts from a single customer or
a group of related parties that are evaluated to determine if they are, in effect, parts of a single arrangement. If they are
determined to be parts of a single arrangement, revenues are recorded as if a single multiple-element arrangement
exists.

Generally, the products we sell do not require significant production, modification or customization of software.
Installation of the products is generally routine, consists of implementation and configuration and does not have to be
performed by Avid. However, certain transactions for our video products, typically complex solution sales that
include a significant number of products and may involve multiple customer sites, require us to perform an installation
effort that we may deem to be complex, non-routine and essential to the functionality of the products delivered. In
these situations, we do not recognize revenues for either the products shipped or services performed until the essential
services have been completed. In addition, if these orders include a customer acceptance provision, no revenues are
recognized until the customer's formal acceptance of the products and services has been received.

In the first quarter of fiscal 2011, we adopted ASU No. 2009-13, Multiple-Deliverable Revenue Arrangements, an
amendment to ASC Topic 605, Revenue Recognition, and ASU No. 2009-14, Certain Revenue Arrangements That
Include Software Elements, an amendment to ASC Subtopic 985-605, Software - Revenue Recognition. ASU No.
2009-13 requires the allocation of revenue, based on the relative selling price of each deliverable, to each unit of
accounting for multiple-element arrangements. It also changes the level of evidence of standalone selling price
required to separate deliverables by allowing a best estimate of the standalone selling price of deliverables when more
objective evidence of fair value, such as vendor-specific objective evidence or third-party evidence, is not available.
ASU No. 2009-14 amends ASC Subtopic 985-605 to exclude sales of tangible products containing both software and
non-software components that function together to deliver the tangible products essential functionality from the scope
of revenue recognition requirements for software arrangements. We adopted this accounting guidance prospectively
and applied its provisions to arrangements entered into or materially modified after December 31, 2010.

We recognize revenue from the sale of non-software products, including software bundled with hardware that is
essential to the functionality of the hardware, under the general revenue recognition accounting guidance of ASC
Topic 605, Revenue Recognition and ASC Subtopic 605-25 Revenue Recognition - Multiple-Element Arrangements.
We recognize revenue in accordance with ASC Subtopic 985-605, Software - Revenue Recognition for the following
types of sales transactions: (i) standalone sales of software products and related upgrades and (ii) sales of software
elements bundled with non-software elements, when the software elements are not essential to the functionality of the
non-software elements.

For 2011 and future periods, pursuant to the guidance of ASU No. 2009-13, when a sales arrangement contains
multiple elements, such as non-software products, software products, customer support services, and/or professional
services, we allocate revenue to each element based on the aforementioned selling price hierarchy. Revenue is
allocated to the non-software deliverables as a group and to the software deliverables as a group using the relative
selling prices of each of the deliverables in the arrangement based on the aforementioned selling price hierarchy. If the
arrangement contains more than one software deliverable, the arrangement consideration allocated to the software
deliverables as a group is then recognized using the guidance for recognizing software revenue, as amended.
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The process for determining our ESP for deliverables without VSOE or TPE involves management's judgment. We
generally determine ESP based on the following.

•

We utilize a pricing model for our products to capture the right value given the product and market context. The
model considers such factors as: (i) competitive reference prices for products that are similar but not functionally
equivalent, (ii) differential value based on specific feature sets, (iii) geographic regions where the products are sold,
(iv) customer price sensitivity, (v) price-cost-volume tradeoffs, and (vi) volume based pricing. Management approval
ensures that all of our selling prices are consistent and within an acceptable range for use with the relative selling
price method.

•
While the pricing model currently in use captures all critical variables, unforeseen changes due to external market
forces may result in the revision of some of our inputs. These modifications may result in consideration allocation in
future periods that differs from the one presently in use. Absent a significant change in the pricing inputs, future
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changes in the pricing model are not expected to materially impact our allocation of arrangement consideration.

From time to time, we offer certain customers free upgrades or specified future products or enhancements. For
software products, if elements are undelivered at the time of product shipment and provided that we have VSOE of
fair value for the undelivered elements, we defer the fair value of the specified upgrade, product or enhancement and
recognize those revenues only upon later delivery or at the time at which the remaining contractual terms relating to
the elements have been satisfied. If we cannot establish VSOE for each undelivered element, all revenue is deferred
until all elements are delivered, we establish VSOE or the remaining contractual terms relating to the undelivered
elements have been satisfied. For non-software products, if elements are undelivered at the time of product shipment,
we defer the relative selling price of the specified upgrade, product or enhancement and recognize those revenues only
upon later delivery or at the time at which the remaining contractual terms relating to the elements have been satisfied.

Approximately 60% of our 2011 revenues were derived from indirect sales channels, including authorized resellers
and distributors. Certain channel partners are offered limited rights of return, stock rotation and price protection. For
these partners, we record a provision for estimated returns and other allowances as a reduction of revenues in the same
period that related revenues are recorded in accordance with ASC Subtopic 605-15, Revenue Recognition - Products.
Management estimates must be made and used in connection with establishing and maintaining a sales allowance for
expected returns and other credits. In making these estimates, we analyze historical returns and credits and the
amounts of products held by major resellers and consider the impact of new product introductions, changes in
customer demand, current economic conditions and other known factors. While we believe we can make reliable
estimates regarding these matters, these estimates are inherently subjective. The amount and timing of our revenues
for any period may be affected if actual product returns or other reseller credits prove to be materially different from
our estimates.

A portion of our revenues from sales of consumer video-editing and audio products is derived from transactions with
channel partners who have unlimited return rights and from whom payment is contingent upon the product being sold
through to their customers. Accordingly, revenues for these channel partners are recognized when the products are
sold through to the customer instead of being recognized at the time products are shipped to the channel partners.

At the time of a sales transaction, we make an assessment of the collectability of the amount due from the customer.
Revenues are recognized only if it is probable that collection will occur in a timely manner. In making this
assessment, we consider customer credit-worthiness and historical payment experience. If it is determined from the
outset of the arrangement that collection is not probable based on our credit review process, revenues are recognized
on a cash-collected basis to the extent that the other criteria of ASC Topic 605, ASC Subtopic 985-605 and Securities
and Exchange Commission Staff Accounting Bulletin No. 104 are satisfied. At the outset of the arrangement, we
assess whether the fee associated with the order is fixed or determinable and free of contingencies or significant
uncertainties. In assessing whether the fee is fixed or determinable, we consider the payment terms of the transaction,
our collection experience in similar transactions without making concessions, and our involvement, if any, in
third-party financing transactions, among other factors. If the fee is not fixed or determinable, revenues are recognized
only as payments become due from the customer, provided that all other revenue recognition criteria are met. If a
significant portion of the fee is due after our normal payment terms, which are generally 30 days, but can be up to 90
days, after the invoice date, we evaluate whether we have sufficient history of successfully collecting past transactions
with similar terms. If that collection history is sufficient, revenues are recognized upon delivery of the products,
assuming all other revenue recognition criteria are satisfied. If we were to change any of these assumptions and
judgments, it could cause a material increase or decrease in the amount of revenue reported in a particular period.

Stock-Based Compensation
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We account for stock-based compensation in accordance with ASC Topic 718, Compensation - Stock Compensation,
which requires the application of a fair-value-based measurement method in accounting for share-based payment
transactions with employees. During 2011, we granted both stock options and restricted stock units as part of our key
performer stock-based compensation program, as well as stock options and restricted stock units to newly hired
employees. In prior years, we have also issued restricted stock, and we refer to restricted stock and restricted stock
units collectively as restricted stock awards. The vesting of stock options and restricted stock awards may be based on
time, performance, market conditions, or a combination of performance and market conditions. In the future, we may
grant stock awards, options, or other equity-based instruments allowed by our stock-based compensation plans, or a
combination thereof, as part of our overall compensation strategy.

The fair values of restricted stock awards with time-based vesting, including restricted stock and restricted stock units,
are generally based on the intrinsic values of the awards at the date of grant. As permitted under ASC Topic 718, we
generally use the

26

Edgar Filing: AVID TECHNOLOGY, INC. - Form 10-K

55



Black-Scholes option pricing model to estimate the fair value of stock option grants. The Black-Scholes model relies
on a number of key assumptions to calculate estimated fair values. Our assumed dividend yield of zero is based on the
fact that we have never paid cash dividends and have no present intention to pay cash dividends. Our expected
stock-price volatility assumption is based on recent (six-month trailing) implied volatility calculations. These
calculations are performed on exchange-traded options of our common stock based on the implied volatility of
long-term (9- to 39-month term) exchange-traded options. We believe that using a forward-looking market-driven
volatility assumption will result in the best estimate of expected volatility. The assumed risk-free interest rate is the
U.S. Treasury security rate with a term equal to the expected life of the option. The assumed expected life is based on
company-specific historical experience. With regard to the estimate of the expected life, we consider the exercise
behavior of past grants and model the pattern of aggregate exercises.

We also issue stock option grants or restricted stock unit awards with vesting based on market conditions, specifically
Avid's stock price, or a combination of performance, generally our return on equity, or market conditions. The fair
values and derived service periods for all grants that have vesting based on market conditions are estimated using the
Monte Carlo valuation method. For stock option grants with vesting based on a combination of performance or market
conditions, the fair values are also estimated using the Black-Scholes valuation method, and compensation costs for
these grants are recorded based on the higher estimated fair value for each vesting tranche and factored for the
estimated probability of achieving the performance goals. For restricted stock unit awards with vesting based on a
combination of performance or market conditions, the fair values are also estimated based on the intrinsic values of
the awards at the date of grant, and compensation costs for these grants are also recorded based on the higher
estimated fair value for each vesting tranche and factored for the estimated probability of achieving the performance
goals. For each stock option grant and restricted stock award with vesting based on a combination of performance or
market conditions where vesting will occur if either condition is met, the related compensation costs are recognized
over the shorter of the derived service period or implicit service period.

We estimate forfeiture rates at the time awards are made based on historical and estimated future turnover rates and
apply these rates in the calculation of estimated compensation cost. The estimation of forfeiture rates includes a
quarterly review of historical turnover rates and an update of the estimated forfeiture rates to be applied to employee
classes for the calculation of stock-based compensation. For 2011, forfeiture rates for the calculation of stock-based
compensation were estimated and applied based on three classes: non-employee directors, executive management staff
and other employees. At December 31, 2011, our annualized estimated forfeiture rates were 0% for non-employee
director awards and 10% for both executive management staff and other employee awards. Then-current estimated
forfeiture rates are also applied quarterly to all outstanding stock options and non-vested restricted stock awards,
which may result in a revised estimate of compensation costs related to these stock-based grants.

If factors change and we employ different assumptions for estimating stock-based compensation expense in future
periods, including changes in the probability of achieving performance conditions, or we decide to use a different
valuation model, the stock-based compensation expense recognized in future periods may differ significantly from
what we have recorded in the current period and could materially affect our operating income, net income and
earnings per share. It may also result in a lack of comparability with other companies that use different models,
methods and assumptions. See Notes B and N to our Consolidated Financial Statements in Item 8 for further
information regarding stock-based compensation.

Goodwill and Intangible Assets

We assess the impairment of goodwill and identifiable intangible assets on at least an annual basis and whenever
events or changes in circumstances indicate that the carrying value of the asset may not be fully recoverable. Factors
we consider important that could trigger an impairment review include significant underperformance relative to the
historical or projected future operating results, significant negative industry or economic trends, unanticipated
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competition, loss of key personnel, a more-likely-than-not expectation that a reporting unit or component thereof will
be sold or otherwise disposed of, significant changes in the manner of use of the acquired assets or the strategy for our
overall business, a significant decline in our stock price for a sustained period, a reduction of our market capitalization
relative to our net book value and other similar circumstances.

In accordance with ASC Subtopic 350-20, Intangibles - Goodwill and Others - Goodwill, we do not amortize
goodwill. The goodwill impairment test prescribed by ASC 350-20 requires us to identify reporting units and to
determine estimates of the fair values of our reporting units at the date we test for impairment. Our organizational
structure in 2011 was based on a single reporting unit.

We perform our annual goodwill impairment analysis in the fourth quarter of each year. In accordance with ASC
Subtopic 350-20, Intangibles - Goodwill and Others - Goodwill, a two-step process is used to test for goodwill
impairment. The first step determines if there is an indication of impairment by comparing the estimated fair value of
our single reporting unit to its carrying
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value including existing goodwill. Upon an indication of impairment from the first step, a second step is performed to
determine if goodwill impairment exists.

To estimate the fair value of our single reporting unit for step one, we utilize a combination of market and income
approaches. Since we have one reporting unit, we believe that the direct market capitalization approach, which
considers our market capitalization including an implied control premium, is the most relevant measure and is
weighted most heavily. We also use other market approaches including the guideline public company market
approach, under which we identify similar public companies and derive estimated market multiples of revenue and
earnings before interest, taxes, depreciation, and amortization, or EBITDA, and apply those multiples to our historical
and forecasted results to estimate the fair value of our single reporting unit, and the guideline transaction market
approach, under which we identify recent sale transactions involving similar companies and derive estimated
transaction multiples of revenue and EBITDA and apply those multiples to our historical and forecasted results to
estimate the fair value of our single reporting unit. The income approaches, specifically discounted cash flow
methodologies, include assumptions for, among others, forecasted revenues, gross profit margins, operating profit
margins, working capital cash flows, capital expenditures, growth rates, income tax rates, expected tax benefits,
terminal values and long term discount rates, all of which require significant judgments by management.

Goodwill is also tested for impairment when events and circumstances occur that indicate that the recorded goodwill
may be impaired. At September 30, 2011, as a result of a decline in our stock price since our fourth quarter 2010
goodwill impairment testing, lower than expected year-to-date 2011 revenues and operating results, and a reduction in
forecasted 2011 results, we performed an interim step one goodwill impairment test. The interim step one test at
September 30, 2011 indicated that the estimated fair value of our single reporting unit (approximately $530 million)
exceeded the carrying value of $414.9 million by approximately 28%. Therefore, no goodwill impairment existed at
September 30, 2011, and we were not required to perform step two. In connection with our interim goodwill step one
impairment test at September 30, 2011, we weighted the direct market capitalization approach at 67%, the income
approaches at 11%, the guideline public company market approaches at 11%, and the guideline transaction market
approaches at 11%. The estimated fair value under the direct market capitalization approach was calculated by
applying control premiums of approximately 45% to our market capitalization. Our market capitalization was
calculated using the average stock price of our common stock for the 20 trading days prior to September 30, 2011
($8.73 per share). If we had used the closing stock price of our common stock on September 30, 2011 ($7.74 per
share) in the direct market capitalization approach described above and applied similar weightings, the estimated fair
value of our single reporting would have exceeded its carrying value by approximately 20%.

Our annual goodwill impairment testing in the fourth quarter of 2011 determined that no goodwill impairment existed
at December 31, 2011. At that date, we performed a step one test using the same approach weightings as were used for
the September 30, 2011 interim impairment test. The step one test at December 31, 2011 indicated that the estimated
fair value of our single reporting unit (approximately $506 million) exceeded the carrying value of $417.0 million by
approximately 21%. Therefore, no goodwill impairment existed at December 31, 2011, and we were not required to
perform step two. The estimated fair value under the direct market capitalization approach was calculated by applying
control premiums of approximately 45% to our market capitalization. Our market capitalization was calculated using
the average stock price of our common stock for the 20 trading days prior to December 31, 2011 ($8.04 per share). If
we had used the closing stock price of our common stock on December 31, 2011 ($8.53 per share) in the direct market
capitalization approach described above and applied similar weightings, the estimated fair value of our single
reporting would have exceeded its carrying value by approximately 26%.

At December 31, 2011, our market capitalization based on the closing stock price of $8.53 per share at that date was
approximately $329.3 million, compared to the carrying value of the our single reporting unit of $417.0 million. This
implied a control premium of approximately 27%. Subsequent to December 31, 2011, the volatility of the price of our
stock has continued. On February 24, 2012, the closing price of our common stock was $11.71 per share.
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Identifiable intangible assets are also tested for impairment in accordance with ASC Section 360-10-35, Property,
Plant and Equipment - Overall - Subsequent Measurement, if events or circumstances exist that indicate the carrying
value of an asset may not be recoverable. The fair value of each asset is compared to its carrying value, and if the
asset's carrying value is not recoverable and exceeds its fair value, we record an impairment loss equal to the
difference between the carrying value of the asset and its fair value. The carrying value of an asset is not recoverable if
it exceeds the sum of the undiscounted cash flows expected to result from the use and eventual disposition of the asset.
Changes in business conditions or our assumptions could require that we record impairment charges related to our
identifiable intangible assets.

Assumptions, judgments and estimates of future values are complex and often subjective. They can be affected by a
variety of factors, including external factors such as industry and economic trends, and internal factors such as
changes in our business
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strategy or forecasts. Although we believe our past assumptions, judgments and estimates used in calculating fair
values for goodwill and identifiable intangible asset impairment testing are reasonable and appropriate, different
assumptions, judgments and estimates could materially affect our reported financial results.

Valuation of Business Combinations

When we acquire new businesses, we allocate the purchase price to the acquired assets, including intangible assets,
and the liabilities assumed based on their estimated fair values, with any amount in excess of such allocations
designated as goodwill. Significant management judgments and assumptions are required in determining the fair value
of acquired assets and liabilities, particularly acquired intangible assets. For example, it is necessary to estimate the
portion of development efforts that are associated with technology that is in process and has no alternative future use.
The valuation of purchased intangible assets is based on estimates of the future performance and cash flows from the
acquired business, discount rates, tax rates and other assumptions. The use of different assumptions could materially
impact the purchase price allocation and our financial position and results of operations.

Income Tax Assets and Liabilities

We record deferred tax assets and liabilities based on the net tax effects of tax credits, operating loss carryforwards
and temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes
compared to the amounts used for income tax purposes. We regularly review our deferred tax assets for recoverability
with consideration for such factors as historical losses, projected future taxable income and the expected timing of the
reversals of existing temporary differences. ASC Topic 740, Income Taxes, requires us to record a valuation
allowance when it is more likely than not that some portion or all of the deferred tax assets will not be realized. Based
on our level of deferred tax assets at December 31, 2011 and our level of historical U.S. losses, we have determined
that the uncertainty regarding the realization of these assets is sufficient to warrant the need for a full valuation
allowance against our U.S. net deferred tax assets. We have also determined that a valuation allowance is warranted
on a portion of our foreign deferred tax assets.

Our assessment of the valuation allowance on our U.S. and foreign deferred tax assets could change in the future
based on our levels of pre-tax income and other tax-related adjustments. Reversal of the valuation allowance in whole
or in part would result in a non-cash reduction in income tax expense during the period of reversal. To the extent some
or all of our valuation allowance is reversed, future financial statements would reflect an increase in non-cash income
tax expense until such time as our deferred tax assets are fully utilized.

The amount of income taxes we pay is subject to our interpretation of applicable tax laws in the jurisdictions in which
we file. We have taken and will continue to take tax positions based on our interpretation of such tax laws. There can
be no assurance that a taxing authority will not have a different interpretation of applicable law and assess us with
additional taxes. Should we be assessed with additional taxes, it could have a negative impact on our results of
operations or financial condition.

ASC Topic 740 requires that a tax position must be more likely than not to be sustained before being recognized in the
financial statements. It also requires the accrual of interest and penalties as applicable on our unrecognized tax
positions. At December 31, 2011 and 2010, we had gross unrecognized tax benefits, including interest, of $12.9
million and $1.7 million, respectively. If these benefits had been recognized, $0.9 million and $1.7 million,
respectively, would have resulted in a reduction of our effective tax rates at December 31, 2011 and 2010.

Restructuring Charges and Accruals
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We record facility-related restructuring charges in accordance with ASC Topic 420, Liabilities: Exit or Disposal Cost
Obligations. Based on our policies for the calculation and payment of severance benefits, we account for
employee-related restructuring charges as an ongoing benefit arrangement in accordance with ASC Topic 712,
Compensation - Nonretirement Postemployment Benefits.

We recognize charges for the consolidation of excess facilities when we have vacated the premises. The decision to
vacate excess facilities results in charges for future commitments to pay lease and other ongoing facility-related
expenses, net of estimated future sublease income; fixed asset write-offs; and lease termination costs, if applicable.
We estimate the fair value of such liabilities using an income approach based on observable inputs, including the
remaining payments required under the existing lease agreements, utilities costs based on recent invoice amounts, and
potential sublease receipts based on quoted market prices for similar sublease arrangements. The liabilities are
discounted to net present value based on our current borrowing rate.
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Severance-related charges are accrued when it is determined that a liability has been incurred, which is when the
expected severance payments are probable and can be reasonably estimated.

Restructuring charges and accruals require significant estimates and assumptions, including sub-lease income and
severance period assumptions. Our estimates involve a number of risks and uncertainties, some of which are beyond
our control, including future real estate market conditions and our ability to successfully enter into subleases or
termination agreements with terms as favorable as those assumed when arriving at our estimates. The estimates and
assumptions are monitored on at least a quarterly basis for changes in circumstances and any corresponding
adjustments to the accrual are recorded in our statement of operations in the period when such changes are known. If
actual results differ significantly from our current estimates, we may be required to adjust our restructuring accruals in
the future.

RESULTS OF OPERATIONS

NET REVENUES

Our net revenues are derived mainly from sales of computer-based digital, nonlinear media-editing and finishing
systems and related peripherals, including shared-storage systems, software licenses, and related professional services
and maintenance contracts. We expect to have low single-digit percentage revenue growth in 2012, compared to 2011.

Net Revenues for the Years Ended December 31, 2011 and 2010
(dollars in thousands)

2011 Change 2010
Net Revenues $ % Net Revenues

Video products revenues $278,979 $(3,284 ) (1.2)% $282,263
Audio products revenues 267,392 (10,252 ) (3.7)% 277,644
Products revenues 546,371 (13,536 ) (2.4)% 559,907
Services revenues 131,565 12,950 10.9% 118,615
Total net revenues $677,936 $(586 ) (0.1)% $678,522

Net Revenues for the Year Ended December 31, 2010 and 2009
(dollars in thousands)

2010 Change 2009
Net Revenues $ % Net Revenues

Video products revenues $282,263 $23,112 8.9% $259,151
Audio products revenues 277,644 27,580 11.0% 250,064
Products revenues 559,907 50,692 10.0% 509,215
Services revenues 118,615 (1,140 ) (1.0)% 119,755
Total net revenues $678,522 $49,552 7.9% $628,970

The $0.6 million decrease in our total revenues for 2011, compared to 2010, consisted of a $3.3 million decrease in
our video products revenues and a $10.3 million decrease in our audio products revenues, partially offset by a $13.0
million increase in our services revenues. The decrease in total net revenues included approximately $10.9 million for
the favorable impact of currency exchange rates. During 2011, we recognized $6.8 million in products revenues as a
result of our January 1, 2011 adoption of new revenue recognition guidance. See our critical accounting policy
disclosure and updated policy for “Revenue Recognition and Allowances for Product Returns and Exchanges” found
previously in this Item 7 under the heading “Critical Accounting Policies and Estimates” for a further discussion of the
impact of adoption of this guidance.
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The $49.6 million increase in our total revenues for 2010, compared to 2009, consisted of a $27.6 million increase in
our audio products revenues and a $23.1 million increase in our video products revenues, partially offset by a $1.1
million decrease in our services revenues. The increase in total net revenues, which was primarily the result of higher
sales volumes for many of our product lines, included a $16.8 million increase resulting from our 2010 acquisitions
and a $6.1 million decrease for the
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unfavorable impact of currency exchange rates.

Video Products Revenues

The 1.2% decrease in our video products revenues for 2011, compared to 2010, was primarily the result of decreased
revenues from our professional video-editing and, to a lesser extent, consumer video-editing product lines. These
decreases were partially offset by increased revenues from our shared storage and Interplay product lines. Avid Media
Composer software had strong unit sales, largely driven by version upgrades and promotions during the 2011 periods
designed to encourage users of certain competitive products to switch to Avid Media Composer, but professional
video-editing revenues were down due to decreased revenues from our hardware-based video-editing solutions, driven
largely by a shift from hardware-based to software-only solutions. The decrease in revenues from our consumer
video-editing offerings was also largely driven by a shift in mix to software-only products. Video products revenues
increased in Europe and decreased in the Americas and Asia-Pacific regions during 2011, compared to 2010.

The 8.9% increase in our video products revenues for 2010, compared to 2009, was primarily the result of increased
revenues from sales of our ISIS shared storage systems and professional editors, as well as increased revenues from
our Interplay production and media-asset management products and our broadcast newsroom product lines. The
increase in our ISIS shared storage revenues was driven by increases in both volume and average selling price, while
the increased revenues for professional editors and Interplay products were the result of increased volumes. The
release of a new version of Media Composer during the second quarter of 2010 was a significant factor in the
increased professional editor volumes. The increase for our broadcast newsroom product lines was driven by an
increase in average selling price. These increases were partially offset by decreased revenues from our consumer
editor product lines on lower sales volumes, which was due to overall weakness in that market and our lack of new
product introductions. Video products revenues increased in the Americas and Asia-Pacific regions during 2010,
compared to 2009, but decreased in Europe where our revenues were impacted by unfavorable currency exchange
rates.

Audio Products Revenues

The 3.7% decrease in our audio products revenues for 2011, compared to 2010, was largely the result of decreased
revenues from our higher-end audio systems, including the discontinuation of certain older product lines; partially
offset by increases in revenues from our audio control surfaces, Venue live-sound consoles and speaker product lines
in the 2011 period. The 2011 audio control surfaces revenues benefited from an increase in revenues attributable to
our April 2010 acquisition of Euphonix. The decrease in revenues from our higher-end audio systems was largely due
to slower than anticipated market adoption of some of our Pro Tools HD hardware products launched in the fourth
quarter of 2010, as well as a shift in mix to Pro Tools software-only products, which experienced strong first quarter
2011 sales following the 2010 Pro Tools 9 introduction. Audio products revenues for the first half of last year also
benefited from successful upgrade promotions, not present in the 2011 period, for high-end professional audio
products. Audio products revenues decreased in all regions during 2011, compared to 2010.

The 11.0% increase in our audio products revenues for 2010, compared to 2009, included revenues of $11.4 million
related to our April 2010 acquisition of Euphonix. While this accounted for 41% of the 2010 increase, revenues from
our professional audio products and VENUE live sound product lines were higher in 2010 on increased sales volumes.
The increased volumes for our professional audio products was due to increased sales volumes resulting from sales
promotions offered during the first six months of 2010 and the introduction of Pro Tools 9 during the fourth quarter of
2010. Audio product revenues increased in all geographic regions during 2010, compared to 2009, despite the impact
of unfavorable currency exchange rates on our revenues in Europe.

Services Revenues
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Services revenues are derived primarily from maintenance contracts, as well as professional and integration services
and training. The 10.9% increase in services revenues for 2011, compared to 2010, was primarily the result of
increased maintenance revenues, driven by new maintenance contracts and improved renewal rates for existing
contracts, as well as increased revenues from professional services and training. During 2011, we began to include a
one-year of maintenance contract with certain product sales. While this has had a slightly positive effect on 2011
maintenance revenues, the effect on future maintenance revenues will depend on the level of renewal rates on these
contracts. Services revenues increased in the Americas and Europe during 2011, compared to 2010, while Asia-Pacific
revenues decreased due to lower professional services revenues in that region.

The 1.0% decrease in services revenues for 2010, compared to 2009, was the result of decreases in maintenance and
training revenues, partially offset by an increase in professional and integration services revenues, and included an
increase of $5.0 million
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resulting from our 2010 acquisitions. The decrease in maintenance revenues was largely the result of declining
renewal rates for previously discontinued product lines. Services revenues decreased in the Americas and Europe and
increased in the Asia-Pacific region during 2010, compared to 2009.

COST OF REVENUES, GROSS PROFIT AND GROSS MARGIN PERCENTAGE

Cost of revenues consists primarily of costs associated with:

•the procurement of components;
•the assembly, testing and distribution of finished products;
•warehousing;
•customer support costs related to maintenance contract revenues and other services;
•royalties for third-party software and hardware included in our products
•amortization of technology; and
•providing professional services and training.

Amortization of technology represents the amortization of developed technology assets acquired as part of
acquisitions and is described further in the Amortization of Intangible Assets section below. For 2009, cost of
revenues also included restructuring charges of $0.8 million related to the write-down of inventory resulting from our
decision to exit the PCTV product line.

Costs of Revenues for the Year Ended December 31, 2011 and 2010
(dollars in thousands)

2011 Change 2010
Costs $ % Costs

Cost of products revenues $255,735 $(12,250 ) (4.6)% $267,985
Cost of services revenues 62,482 5,992 10.6% 56,490
Amortization of intangible assets 2,693 (606 ) (18.4)% 3,299
    Total cost of revenues 320,910 (6,864 ) (2.1)% 327,774

Gross profit $357,026 $6,278 1.8% $350,748

Costs of Revenues for the Year Ended December 31, 2010 and 2009
(dollars in thousands)

2010 Change 2009
Costs $ % Costs

Cost of products revenues $267,985 $24,623 10.1% $243,362
Cost of services revenues 56,490 (3,264 ) (5.5)% 59,754
Amortization of intangible assets 3,299 1,266 62.3% 2,033
Restructuring costs — (799 ) (100.0)% 799
    Total cost of revenues 327,774 21,826 7.1% 305,948

Gross profit $350,748 $27,726 8.6% $323,022

Gross Margin Percentage
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Gross margin percentage fluctuates based on factors such as the mix of products sold, the cost and proportion of
third-party hardware and software included in the systems sold, the offering of product upgrades, price discounts and
other sales-promotion programs, the distribution channels through which products are sold, the timing of new product
introductions, sales of aftermarket hardware products such as disk drives, and currency exchange-rate fluctuations. We
expect our gross margins to show continued improvement in 2012.
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Gross Margin % for the Years Ended December 31, 2011, 2010 and 2009

2011 Gross
Margin %

Increase in
Gross Margin %

2010 Gross
Margin %

(Decrease)
Increase in
Gross Margin %

2009 Gross
Margin %

Products 53.2% 1.1% 52.1% (0.1)% 52.2%
Services 52.5% 0.1% 52.4% 2.3% 50.1%
Total 52.7% 1.0% 51.7% 0.3% 51.4%

As our software-only products generally have higher margins than products that are hardware-based, our improved
products gross margin percentage during 2011, compared to 2010, was largely driven by increased revenues from
software-only products such as Avid Studio, Media Composer software and Pro Tools software. The products gross
margin percentage for 2011 also benefited from favorable currency exchange rates, but was negatively impacted by
certain unusual charges recorded in 2011, including a charge related to a change in our third-party logistics provider in
North America.

Increased products costs resulted in a slight decrease in products gross margin percentage in 2010, compared to 2009.
Increased freight costs resulting from increased shipment volumes, including the increased use of more expensive air
freight to support new product introductions and meet increased demand for certain products, was a significant factor
in the increased product costs. Additionally, the unfavorable impact on revenues of changes in foreign currency
exchange rates was also a factor in our products gross margin percentage decrease in 2010.

The slight increase in services gross margin percentage for 2011, compared to 2010, was the result of increased
services revenues, partially offset by the impact of increased costs to provide professional services in 2011. The
professional services costs for 2011 included loss provisions related to professional services contracts assumed as part
of a 2010 acquisition. The increase in services gross margin percentage for 2010, compared to 2009, primarily
resulted from improved utilization of services resources.

OPERATING EXPENSES AND OPERATING LOSS

Operating Expenses and Operating Loss for the Years Ended December 31, 2011 and 2010
(dollars in thousands)

2011 Change 2010
Expenses $ % Expenses

Research and development expenses $118,108 $(2,121 ) (1.8)% $120,229
Marketing and selling expenses 183,865 6,687 3.8% 177,178
General and administrative expenses 57,851 (6,494 ) (10.1)% 64,345
Amortization of intangible assets 8,528 (1,215 ) (12.5)% 9,743
Restructuring and other costs, net 8,858 (11,592 ) (56.7)% 20,450
Loss (gain) on sales of assets 597 5,626 n/m (5,029 )
Total operating expenses $377,807 $(9,109 ) (2.4)% $386,916

Operating loss $(20,781 ) $15,387 (42.5)% $(36,168 )
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Operating Expenses and Operating Loss for the Years Ended December 31, 2010 and 2009
(dollars in thousands)

2010 Change 2009
Expenses $ % Expenses

Research and development expenses $120,229 $(760 ) (0.6)% $120,989
Marketing and selling expenses 177,178 3,577 2.1% 173,601
General and administrative expenses 64,345 3,258 5.3% 61,087
Amortization of intangible assets 9,743 (768 ) (7.3)% 10,511
Restructuring and other costs, net 20,450 (6,423 ) (23.9)% 26,873
Gain on sales of assets (5,029 ) (4,874 ) n/m (155 )
Total operating expenses $386,916 $(5,990 ) (1.5)% $392,906

Operating loss $(36,168 ) $33,716 (48.2)% $(69,884 )

Research and Development Expenses

Research and development, or R&D, expenses include costs associated with the development of new products and the
enhancement of existing products, and consist primarily of employee salaries and benefits; facilities costs;
depreciation; costs for consulting and temporary employees; and prototype and other development expenses. We
expect our 2012 R&D expenses to be slightly lower than those incurred in 2011.

Year-Over-Year Change in Research and Development Expenses for the Years Ended December 31, 2011 and 2010
(dollars in thousands)

2011 (Decrease)
Increase
From 2010

2010 (Decrease)
Increase
From 2009

$ % $ %
Personnel-related expenses $(6,696 ) (8.6)% $(3,599 ) (4.5)%
Consulting and outside services expenses 2,109 13.9% 5,538 57.2%
Computer hardware and supplies expenses 1,382 41.6% (314 ) (8.6)%
Facilities and information technology expenses 1,121 6.1% (1,751 ) (8.7)%
Other expenses (37 ) (0.7)% (634 ) (9.4)%
Total research and development expenses decrease $(2,121 ) (1.8)% $(760 ) (0.6)%

The decrease in personnel-related expenses and the partially offsetting increase in consulting and outside services
costs for 2011, compared to 2010, primarily resulted from employee headcount reductions and the related increased
use of offshore third-party development resources. The increases in computer hardware and supplies expenses and
facilities and information technology infrastructure costs for 2011 were related to new product development initiatives
started in 2010 and the first quarter of 2011. R&D expenses as a percentage of revenues decreased to 17.4% in 2011,
compared to 17.7% in 2010, as a result of the decreased expenses for 2011.

For 2010, compared to 2009, the decreases in personnel-related expenses and facilities and information technology
infrastructure costs, and the partially offsetting increase in consulting and outside services costs, primarily resulted
from our increased use of offshore development resources. The overall decrease in R&D expenses was also offset by
increased expenses resulting from our 2010 acquisitions of Blue Order and Euphonix. R&D expenses as a percentage
of revenues decreased to 17.7% in 2010, from 19.2% in 2009, primarily as a result of the increase in revenues for
2010.

Marketing and Selling Expenses
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Marketing and selling expenses consist primarily of employee salaries and benefits for selling, marketing and
pre-sales customer support personnel; commissions; travel expenses; advertising and promotional expenses; and
facilities costs. We expect our 2012 marketing and selling expenses to be approximately the same as those incurred in
2011.
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Year-Over-Year Change in Marketing and Selling Expenses for Years Ended December 31, 2011 and 2010
(dollars in thousands)

2011 Increase
(Decrease)
From 2010

2010 Increase
(Decrease)
From 2009

$ % $ %
Consulting and outside services $6,949 54.3% $69 0.5%
Tradeshow and other promotional expenses 2,065 17.0% (5,791 ) (30.3)%
Personnel-related expenses 1,892 1.2% 7,455 4.8%
Bad debt expense 1,378 710.3% (1,725 ) (89.9)%
Facilities and information technology expenses (2,471 ) (7.1)% 2,555 7.9%
Foreign exchange (gains) losses (1,340 ) (152.8)% 2,298 161.7%
Other expenses (1,786 ) (4.0)% (1,284 ) (2.9)%
Total marketing and selling expenses increase $6,687 3.8% $3,577 2.1%

The higher consulting and outside services costs, tradeshow and other promotional expenses, and personnel-related
expenses for 2011, compared to 2010, resulted from our increased investment in marketing activities designed to
capture incremental revenues, while the increase in bad debt expenses was largely the result of increased allowances
required for higher write-offs recorded during 2011. The decrease in facilities and information technology
infrastructure costs for 2011 was largely the result of our continued efforts to reduce overhead, while the decrease in
other expenses for 2011 was primarily related to increased services costs that are billable to customers and, therefore,
allocated to cost of services. During 2011, net foreign exchange gains (specifically, foreign exchange transaction and
remeasurement gains and losses on net monetary assets denominated in foreign currencies, offset by non-designated
foreign currency hedging gains and losses), which are included in marketing and selling expenses, were $0.4 million,
compared to losses of $0.9 million in 2010, resulting in a $1.3 million change in the offset to expense. Marketing and
selling expenses as a percentage of revenues increased to 27.1% in 2011, compared to 26.1% in 2010, primarily as a
result of the increased marketing investments in 2011 as described above.

The increase in personnel-related costs for 2010, compared to 2009, was primarily the result of higher compensation
and benefits costs, including salaries and benefits costs for programs reinstated in 2010 that were suspended during
much of 2009, and the expenses added by our 2010 acquisitions. The higher facilities and information technology
infrastructure costs were primarily the result of expenses added by our 2010 acquisitions. During 2010, net foreign
exchange losses (specifically, foreign exchange transaction and remeasurement gains and losses on net monetary
assets denominated in foreign currencies, offset by non-designated foreign currency hedging gains and losses), which
are included in marketing and selling expenses, were $0.9 million, compared to gains of $1.4 million for 2009,
resulting in a $2.3 million decrease in the offset to expense. The decrease in tradeshow and other promotional
expenses was the result of our continued emphasis on controlling costs, while the lower bad debt expense was
primarily the result of a lease default in the first quarter of 2009 that initiated an increase in our lease recourse reserves
during that period. Marketing and selling expenses as a percentage of revenues decreased to 26.1% in 2010, from
27.6% in 2009, as a result of the increase in revenues for 2010, partially offset by the effect of the increase in
expenses.

General and Administrative Expenses

General and administrative expenses consist primarily of employee salaries and benefits for administrative, executive,
finance and legal personnel; audit, legal and strategic consulting fees; and insurance, information systems and
facilities costs. Information systems and facilities costs reported within general and administrative expenses are net of
allocations to other expenses categories. We expect our 2012 general and administrative expenses to be slightly higher
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than those incurred in 2011.
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Year-Over-Year Change in General and Administrative Expenses for the Years Ended December 31, 2011 and 2010
(dollars in thousands)

2011 (Decrease)
Increase
From 2010

2010 Increase
(Decrease)
From 2009

$ % $ %
Legal settlement costs $(5,208 ) (93.0)% $5,600 n/m
Mergers and acquisitions costs (661 ) (80.1)% (3,334 ) (80.2)%
Facilities and information infrastructure costs (620 ) (5.3)% 774 7.1%
Personnel-related expenses (72 ) (0.2)% 3,465 12.2%
Consulting and outside services expenses 264 10.2% (2,385 ) (48.0)%
Other expenses (197 ) (1.7)% (862 ) (6.9)%
Total general and administrative expenses (decrease) increase $(6,494 ) (10.1)% $3,258 5.3%

The decrease in legal settlement costs for 2011, compared to 2010, was primarily the result of a $5.6 million payment
in 2010 to settle a legal complaint filed by David and Bryan Engelke against our Pinnacle subsidiary, while the
decrease in mergers and acquisitions, or M&A, costs was the result of higher costs incurred in 2010, compared to
2011, as a result of lower M&A activity in 2011. The increase in consulting and outside services costs was primarily
the result of recruiting costs related to our business realignment initiated in the fourth quarter of 2010. The decrease in
facilities and information technology infrastructure costs in 2011 was primarily the result of our continued efforts to
reduce overhead. General and administrative expenses as a percentage of revenues decreased to 8.5% in 2011, from
9.5% in 2010, primarily as a result of the large legal settlement in the 2010, which was not present in 2011.

The increase in legal settlement costs for 2010, compared to 2009, was primarily the result of a $5.6 million payment
to settle the Engelke matter in 2010 as noted previously. The higher personnel-related expenses were the result of
increased compensation and benefits costs, including salaries and benefits costs for programs reinstated in 2010 that
were suspended during the 2009 periods, and the expenses added by our 2010 acquisitions. The increase in facilities
and information technology infrastructure costs in 2011 was largely the result of expenses added by our 2010
acquisitions. The decrease in M&A costs was the of result of lower M&A activities in 2010, compared to 2009. The
decrease in consulting and outside services expenses was primarily due to costs of $2.7 million, not present in 2010,
related to a 2009 internal revenue recognition investigation. General and administrative expenses as a percentage of
revenues decreased to 9.5% in 2010, from 9.7% in 2009, as a result of the increase in revenues for 2010, partially
offset by the effect of the increase in expenses.

Amortization of Intangible Assets

Intangible assets result from acquisitions and include developed technology, customer-related intangibles, trade names
and other identifiable intangible assets with finite lives. With the exception of developed technology, these intangible
assets are amortized using the straight-line method. Developed technology is amortized over the greater of (1) the
amount calculated using the ratio of current quarter revenues to the total of current quarter and anticipated future
revenues over the estimated useful life of the developed technology, and (2) the straight-line method over each
developed technology's remaining useful life. Amortization of developed technology is recorded within cost of
revenues. Amortization of customer-related intangibles, trade names and other identifiable intangible assets is
recorded within operating expenses.

Year-Over-Year Change in Amortization of Intangible Assets for the Years Ended December 31, 2011 and 2010
(dollars in thousands)

2011 Decrease
From 2010

2010 Increase
(Decrease)

Edgar Filing: AVID TECHNOLOGY, INC. - Form 10-K

73



From 2009
$ % $ %

Amortization of intangible assets recorded in cost of revenues $(606 ) (18.4)% $1,266 62.3%
Amortization of intangible assets recorded in operating
expenses (1,215 ) (12.5)% (768 ) (7.3)%

Total amortization of intangible assets $(1,821 ) (14.0)% $498 4.0%

The decrease in amortization of intangible assets recorded in cost of revenues during 2011, compared to 2010, was
primarily the
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result of the completion during 2010 of the amortization of developed technologies related to our 2006 acquisition of
Sibelius. The decrease in amortization recorded in operating expenses for the same period was primarily the result the
completion during 2010 of the amortization of intangible assets related to our past acquisitions of M-Audio, Pinnacle
and MaxT, partially offset by higher amortization in the 2011 period related to our April 2010 acquisition of
Euphonix.

The increase in amortization of intangible assets recorded in cost of revenues during 2010, compared to 2009, was
primarily the result of the amortization of intangible assets related to our 2010 acquisitions of Blue Order and
Euphonix and the acquisition of MaxT Systems Inc. in the third quarter of 2009. The decrease in amortization of
intangible assets recorded in operating expenses for the same period was the result of the completion of the
amortization of certain intangible assets acquired as part of prior acquisitions, partially offset by higher amortization
in the 2010 period related to our acquisitions of Blue Order, Euphonix and MaxT.

The unamortized balance of the identifiable intangible assets related to all acquisitions was $18.5 million at December
31, 2011. We expect amortization of these intangible assets to be approximately $7 million in 2012, $5 million in
2013, $3 million in 2014, $2 million in 2015 and $2 million in 2016. See Notes I and K to our Consolidated Financial
Statements in Item 8 regarding identifiable intangible assets related to acquisitions.

Restructuring and Other Costs, Net

2011 Restructuring Plans

In October 2011, we committed to a restructuring plan, or the 2011 Plan, intended to improve operational efficiencies.
Actions under the 2011 Plan included the elimination of approximately 190 positions and the closure of our facility in
Irwindale, California. In connection with the restructuring, we intend to allocate additional resources to areas we
believe have better opportunity for growth. During 2011, we recorded $8.9 million related to severance costs and $0.5
million for the closure of the Irwindale facility, which included non-cash amounts totaling $0.1 million for fixed asset
write offs. Under the 2011 Plan, we expect to incur total expenses related to termination benefits and facility costs of
$9 million to $10 million, most of which represents cash expenditures. We expect to complete all actions under the
2011 Plan prior to June 30, 2012.

2010 Restructuring Plans

In December 2010, we initiated a worldwide restructuring plan, or the 2010 Plan, designed to better align financial
and human resources in accordance with its strategic plans for the 2011 fiscal year.  In connection with the
restructuring, we eliminated positions that were in lower growth geographies and markets and reinvested in more
strategic areas with greater opportunity for growth. The 2010 Plan also called for streamlining internal operations
while making key investments in organizational efficiencies and to close portions of certain office facilities. During
the fourth quarter of 2010, we recorded restructuring charges of $11.7 million related to severance costs for the
elimination of 145 positions and $1.4 million for the partial closure of a facility. During 2011, we revised its
previously recorded estimates of severance costs resulting in a restructuring benefit of $4.0 million and recorded a
restructuring charge of $0.3 million resulting from the revised estimate of the costs associated with the partial facility
closure. The severance revisions primarily resulted from the final severance negotiations for certain European
employees, as well as the transferring of certain employees into alternative positions at Avid. During 2011, we also
recorded facilities restructuring charges of approximately $1.0 million related to the closure of a facility in Germany,
which included non-cash amounts totaling $0.1 million for fixed asset write offs. To date, total restructuring charges
of approximately $10 million have been recorded under the 2010 Plan, and no further restructuring actions are
anticipated under this plan.
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During 2010, we also initiated acquisition-related restructuring actions that resulted in restructuring charges of $1.8
million for the severance costs for 24 former Euphonix employees and the closure of three Euphonix facilities. During
2011, we recorded additional restructuring charges of approximately $0.2 million, primarily resulting from revised
estimates for the write-off of fixed assets related to the facilities closures. No further restructuring actions are
anticipated under this plan.

2008 Restructuring Plan

In October 2008, we initiated a company-wide restructuring plan, or the 2008 Plan, that included a reduction in force
of approximately 500 positions, including employees related to product line divestitures, and the closure of all or parts
of some facilities worldwide. The 2008 Plan is intended to improve operational efficiencies and bring costs in line
with expected revenues. In connection with the 2008 Plan, during the fourth quarter of 2008 we recorded restructuring
charges of $20.4 million related to employee termination costs and $0.5 million for the closure of three small
facilities. In addition, as a result of the
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decision to sell the PCTV product line, we recorded a non-cash restructuring charge of $1.9 million in cost of
revenues related to the write-down of inventory.

During 2009 and 2010, we recorded additional restructuring charges of $30.0 million related to the 2008 Plan,
including new restructuring charges of $14.8 million related to employee termination costs for approximately 320
additional employees; $12.3 million related to the closure of all or part of fifteen facilities, including non-cash charges
of $2.7 million related to the write-off of fixed assets; $0.8 million, recorded in cost of revenues, related to a
write-down of inventory; and $2.1 million for revisions to previous estimates. The charges resulting from the
reduction in force of 320 additional employees were recorded in the third and fourth quarters of 2009 and were
primarily the result of the expanded use of offshore development resources for R&D projects and our desire to better
align our 2010 cost structure with revenue expectations.

During 2011, we recorded restructuring charges of $2.2 million related to the 2008 Plan for revised estimates of the
costs associated with previously closed facilities.

No additional actions are expected to take place under the 2008 Plan. To date, restructuring charges of approximately
$55 million have been recorded under the 2008 Plan.

Restructuring and Other Costs Summary

For 2010, also included in our results of operations under the caption “restructuring and other costs, net” were costs of
$3.7 million related to the exit from our Tewksbury, Massachusetts headquarters lease. The following table sets forth
the summary of restructuring and other costs for the years ended December 31, 2011, 2010 and 2009 (in thousands):

2011 2010 2009
Non-acquisition related restructuring charges $8,747 $14,947 $27,719
Acquisition-related restructuring charges 111 1,755 (47 )
Tewksbury facility exit costs — 3,748 —
Restructuring and other costs, net $8,858 $20,450 $27,672

Loss (Gain) on Sales of Assets

During 2011, we recorded a loss on the sales of assets of $0.6 million resulting from the write-off of receivables
related to the sale of inventory related to our 2008 divestiture of the PCTV product line.

During 2010, we recorded a gain on the sales of assets of $5.0 million, of which $3.5 million was the result of a
release from escrow of funds related to our 2008 divestiture of the Softimage 3D animation product line, $1.0 million
related to our sale of certain intangible assets and $0.5 million related to our sale of PCTV inventory to the purchaser
of the PCTV product line.

INTEREST AND OTHER INCOME (EXPENSE), NET

Interest and other income (expense), net, generally consists of interest income and interest expense.

Interest and Other Income (Expense) for the Years Ended December 31, 2011 and 2010
(dollars in thousands)

2011 Change 2010
Income
(Expense) $ % Income

(Expense)
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Interest income $144 $(29 ) (16.8)% $173
Interest expense (2,053 ) (1,189 ) 137.6% (864 )
Other income (expense), net (159 ) (460 ) (152.8)% 301
Total interest and other income (expense), net $(2,068 ) $(1,678 ) (430.3)% $(390 )
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Interest and Other Income (Expense) for the Years Ended December 31, 2010 and 2009
(dollars in thousands)

2010 Change 2009
Income
(Expense) $ % Income

(Expense)
Interest income $173 $(675 ) (79.6)% $848
Interest expense (864 ) 42 (4.6)% (906 )
Other income (expense), net 301 366 563.1% (65 )
Total interest and other income (expense), net $(390 ) $(267 ) (217.1)% $(123 )

The change in interest and other income (expense), net for 2011, compared to 2010, was primarily the result of
increased interest expense related to our revolving credit facilities. The change in interest and other income (expense),
net for 2010, compared to 2009, was primarily due to lower interest income as a result of both lower interest rates and
lower average cash balances. We expect our interest expense for 2012 to decrease from the 2011 levels, but that could
change depending on the level of our 2012 borrowings.

PROVISION FOR (BENEFIT FROM) INCOME TAXES, NET

Provision for Income Taxes, Net for the Years Ended December 31, 2011 and 2010
(dollars in thousands)

2011 Change 2010
Provision $ % Provision

Provision for income taxes, net $942 $546 137.9% $396

Provision for (Benefit from) Income Taxes, Net for the Years Ended December 31, 2010 and 2009
(dollars in thousands)

2010 Change 2009
Provision $ % Benefit

Provision for (benefit from) income taxes, net $396 $2,048 124.0% $(1,652 )

The net tax provision of $0.9 million for 2011 reflected a current tax provision of $2.9 million, primarily related to
taxable profits in certain jurisdictions and the settlement of a foreign tax position, and a deferred tax benefit of $2.0
million, primarily resulting from a foreign tax law change that allowed us to record a tax benefit for tax loss
carryforwards and foreign amortization of nondeductible acquisition-related intangible assets. The net tax provision of
$0.4 million for 2010 reflected a current tax provision of $2.1 million and a deferred tax benefit of $1.7 million,
mostly related to the foreign amortization of nondeductible acquisition-related intangible assets and the release of
valuation allowance against deferred tax assets. The net tax benefit of $1.7 million for 2009 reflected a current tax
benefit of $0.1 million and a deferred tax benefit of $1.6 million mostly related to the foreign amortization of
non-deductible acquisition-related intangible assets and the release of a valuation allowance on a portion of the
deferred tax assets in our Canadian entity.

Our effective tax rate, which represents our tax provision (benefit) as a percentage of profit or loss before taxes, was
4%, 1% and (2%), respectively, for 2011, 2010 and 2009. Although we reported worldwide pre-tax losses for 2011,
2010 and 2009, we generated taxable profits in certain foreign jurisdictions, and our tax provision is primarily
attributable to taxes payable on the income earned by these profitable foreign subsidiaries. The increases in both our
tax provision and effective tax rate for 2011, compared to 2010, were primarily the result of changes in the
jurisdictional mix of earnings and fewer favorable discrete tax benefits during 2011, compared to 2010. Our provision
for (benefit from) income taxes and effective tax rate both changed from net benefits in 2009 to net provisions in
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2010. These changes were the result of significant favorable discrete tax benefits in 2009 that exceeded the favorable
discrete tax benefits in 2010, partially offset by a reduction in tax in 2010 from refinements in the way profit gets
allocated among legal entities. We generally recognize no significant U.S. tax benefit from acquisition-related
amortization.

The tax rate in each year is affected by net changes in the valuation allowance against our deferred tax assets.
Excluding the
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impact of the valuation allowance, our effective tax rate would have been (33%), (9%) and (35%), respectively, for the
years 2011, 2010 and 2009. These rates differ from the Federal statutory rate of 35% primarily due to the mix of
income and losses in foreign jurisdictions, which have tax rates that differ from the statutory rate, non-deductible
acquisition-related expenses and other discrete items.

We file in multiple tax jurisdictions and from time to time are subject to audit in certain tax jurisdictions, but we
believe that we are adequately reserved for these exposures. See Note P to our Consolidated Financial Statements in
Item 8 of this annual report for additional income tax disclosures for the years ended December 31, 2011, 2010 and
2009.

LIQUIDITY AND CAPITAL RESOURCES

Liquidity and Sources of Cash

We have generally funded our operations in recent years through the use of existing cash balances, which we have
supplemented since the fourth quarter of 2010 with borrowings under our credit facilities. At December 31, 2011 and
2010, our principal sources of liquidity included cash and cash equivalents totaling $32.9 million and $42.8 million,
respectively, and available borrowings under our credit facilities as discussed below. At December 31, 2011, the cash
available in our foreign subsidiaries totaled $21.1 million. We do not have any plans to repatriate these earnings
because the underlying cash is required to fund the ongoing foreign operations. The additional taxes that might be
payable upon repatriation of foreign earnings are not significant.

On October 1, 2010, we entered into a Credit Agreement with Wells Fargo Capital Finance LLC, or Wells Fargo,
which established two revolving credit facilities with combined maximum availability of up to $60 million for
borrowings or letter of credit guarantees. The actual amount of credit available to us will vary depending upon
changes in the level of the respective accounts receivable and inventory, and is subject to other terms and conditions
which are more specifically described in the Credit Agreement. The credit facilities have a maturity date of October 1,
2014, at which time Wells Fargo's commitments to provide additional credit will terminate and all outstanding
borrowings must be repaid. Prior to the maturity of the credit facilities, any amounts borrowed may be repaid and,
subject to the terms and conditions of the Credit Agreement, reborrowed in whole or in part without penalty.

The Credit Agreement contains customary representations and warranties, covenants, mandatory prepayments, and
events of default under which our payment obligations may be accelerated, including guarantees and liens on
substantially all of our assets to secure their obligations under the Credit Agreement. The Credit Agreement requires
that Avid Technology, Inc., our parent company, maintain liquidity (comprised of unused availability under its portion
of the credit facilities plus certain unrestricted cash and cash equivalents) of $10 million, at least $5 million of which
must be from unused availability under its portion of the credit facilities, and our subsidiary, Avid Technology
International B.V., or Avid Europe, is required to maintain liquidity (comprised of unused availability under the Avid
Europe portion of the credit facilities plus certain unrestricted cash and cash equivalents) of $5 million, at least $2.5
million of which must be from unused availability under the Avid Europe portion of the credit facilities. Interest
accrues on outstanding borrowings under the credit facilities at a rate of either LIBOR plus 2.75% or a base rate (as
defined in the Credit Agreement) plus 1.75%, at the option of Avid Technology, Inc. or Avid Europe, as applicable.
We must also pay Wells Fargo a monthly unused line fee at a rate of 0.625% per annum.

We incur certain loan fees and costs associated with our credit facilities. Such costs are capitalized as deferred
borrowing costs and amortized as interest expense on a straight-line basis over the term of the Credit Agreement. At
December 31, 2011, the balance of our deferred borrowing costs was $0.8 million, net of accumulated amortization
costs of $0.4 million.
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During the first quarter of 2011, our U.S. operations borrowed $8.0 million against the credit facilities to meet certain
short-term cash requirements, all of which was repaid during the first quarter of 2011. During the second quarter of
2011, our U.S. operations borrowed $13.0 million against the credit facilities to meet certain short-term cash
requirements, all of which had been repaid as of December 31, 2011. At December 31, 2011, Avid Technology, Inc.
and Avid Europe had letters of credit guaranteed under the credit facilities of $3.7 million and $1.1 million,
respectively. At December 31, 2011, we were in compliance with all debt agreement covenants, and Avid
Technology, Inc. and Avid Europe had available borrowings under the credit facilities of approximately $31.1 million
and $16.0 million, respectively, after taking into consideration the outstanding letters of credit and related liquidity
covenant.

Subsequent to December 31, 2011 but prior to the issuance of the financial statements included in this report, we
borrowed and repaid $1.0 million under the credit line. We had no outstanding borrowings under the credit facilities
as of the date of issuance of
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the financial statements. Although we expect our net cash balance to increase during 2012, we may borrow against the
line of credit above the current outstanding borrowings to cover cash requirements as may be required to meet the
short-term funding needs of the business.

Our cash requirements vary depending on factors such as the growth of our business, changes in working capital,
capital expenditures, our acquisition of businesses or technologies and obligations under restructuring programs. We
believe that we have sufficient cash, cash equivalents, funds generated from operations and funds available under the
credit facilities to meet our operational and strategic objectives for at least the next twelve months.

The following table summarizes our cash flows for the years ended December 31, 2011, 2010 and 2009 (in
thousands):

Year Ended December 31,
2011 2010 2009

Net cash provided by (used in) operating activities $864 $(12,671 ) $(13,471 )
Net cash used in investing activities (11,870 ) (34,566 ) (19,955 )
Net cash provided by (used in) financing activities 2,026 (396 ) 120
Effect of foreign currency exchange rates on cash and cash equivalents (947 ) (1,102 ) 3,031
Net decrease in cash and cash equivalents $(9,927 ) $(48,735 ) $(30,275 )

Cash Flows from Operating Activities

For the year ended December 31, 2011, net cash provided by operating activities primarily reflected the positive
impact of our net loss after adjustment for non-cash items, in particular depreciation and amortization and stock-based
compensation expense. This was partially offset by changes in working capital items, in particular a decrease in
accrued liabilities. For the year ended December 31, 2010, net cash used in operating activities primarily reflected
changes in working capital items, in particular increases in inventories and accounts receivable, partially offset by an
increase in accounts payable. These changes were also partially offset by the positive impact of our net loss after
adjustment for non-cash items, in particular depreciation and amortization and stock-based compensation expense. For
the year ended December 31, 2009, net cash used in operating activities primarily reflected our net loss adjusted for
depreciation and amortization and stock-based compensation expense, as well as changes in working capital items, in
particular decreases in deferred revenues and accrued liabilities, partially offset by decreases in accounts receivable
and inventory.

Accounts receivable increased by $3.1 million to $104.3 million at December 31, 2011 from $101.2 million at
December 31, 2010. These balances are net of allowances for sales returns, bad debts and customer rebates, all of
which we estimate and record based primarily on historical experience. Days sales outstanding in accounts receivable,
or DSO, was 51 days at December 31, 2011, compared to 47 days at December 31, 2010. Our accounts receivable
aging at December 31, 2011 is within historical ranges, and we believe the increase in our DSO is the result of the
timing of revenue recognition and customer receipts, as well as the impact of foreign currency translation on our
accounts receivables balances.

Inventories increased by $3.4 million to $111.8 million at December 31, 2011 from $108.4 million at December 31,
2010. These balances included stockroom, spares and demonstration equipment inventories at various locations, as
well as inventory at customer sites related to shipments for which we had not yet recognized revenue. The increase in
inventories at December 31, 2011 was the result of increased stocking levels during the first half of 2011 related to
lower than expected revenues, as well as a buildup of inventory related to new product introductions. During parts of
2010, we experienced certain supply chain shortages that impacted our ability to meet the demand for certain of our
products. Based on our current product forecasts, we believe we will be able to meet product demand for 2012 based
on our current inventory levels and anticipated component purchases. Our inventories decreased during the fourth
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quarter of 2011, and we expect the levels to decrease modestly during 2012 as we continue to work to better optimize
our supply chain. We review all inventory balances regularly for excess quantities or potential obsolescence and make
appropriate adjustments as needed to write down the inventories to reflect their estimated realizable value. We source
inventory products and components pursuant to purchase orders placed from time to time.

Accounts payable decreased by $4.8 million to $42.5 million at December 31, 2011 from $47.3 million at December
31, 2010. This decrease is primarily the result of decreased purchases and the associated timing of cash payments to
our vendors.

Accrued liabilities, including accrued payroll and benefits, decreased by $14.2 million to $65.5 million at December
31, 2011 from $79.7 million at December 31, 2010. This decrease was largely the result of decreased accruals for
payroll and other
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compensation, primarily due to the payment in 2011 of 2010 bonuses accrued at December 31, 2010, and payment in
2011 for restructuring-related obligations incurred in connection with restructuring activities during 2010 and prior
periods. At December 31, 2011, we had restructuring accruals of $4.2 million and $6.9 million related to severance
and lease obligations, respectively, including $3.2 million in lease obligations recorded as long-term liabilities. Our
future cash obligations for leases for which we have vacated the underlying facilities totaled approximately $9.9
million at December 31, 2011. The lease accruals represent the present value of the excess of our lease commitments
on the vacated space over expected payments to be received on subleases of the relevant facilities. The lease payments
will be made over the remaining terms of the leases, which have varying expiration dates through 2017, unless we are
able to negotiate earlier terminations. The severance payments will be made during the next twelve months. Cash
payments resulting from restructuring obligations totaled approximately $16.9 million during 2011. All payments
related to restructuring actions are expected to be funded through working capital. See Note Q of our Consolidated
Financial Statements in Item 8 of this report for the activity in the restructuring and other costs accrual during 2011.

Deferred revenues, including long-term amounts, increased by $5.6 million to $55.1 million at December 31, 2011,
from $49.5 million at December 31, 2010. This increase was largely the result of an increase in deferrals related to
maintenance obligations, resulting from an increase in new maintenance contracts, improved renewal rates for existing
contracts and the timing of contract renewals, as well as deferrals for other maintenance obligations.

Cash Flows from Investing Activities

For the year ended December 31, 2011, the net cash flow used in investing activities primarily reflected $10.8 million
used for the purchase of property and equipment and a $1.1 million increase in other long-term assets. For the year
ended December 31, 2010, the net cash flow used in investing activities primarily reflected $28.9 million used for the
purchase of property and equipment and $27.0 million paid to acquire Blue Order and Euphonix, partially offset by
net proceeds of $17.4 million resulting from the timing of the sale and purchase of marketable securities and the
release of escrow holdings totaling $3.5 million related to the 2008 sale of our Softimage 3D animation product line.
For the year ended December 31, 2009, the net cash flow used in investing activities primarily reflected $18.7 million
used for the purchase of property and equipment, a $10 million facility-related escrow deposit into a long-term asset
account and $4.4 million paid for our acquisition of MaxT, partially offset by net proceeds of $8.6 million resulting
from the timing of the sale and purchase of marketable securities and the release of escrow holdings totaling $3.5
million also related to the 2008 sale of our Softimage 3D animation product line. The $10 million facility-related
escrow deposit in 2009 was related to our leases for new headquarters facilities in Burlington, Massachusetts.

While our purchases of property and equipment typically consist of computer hardware and software to support our
R&D activities and information systems, the significant decrease in property and equipment purchases in the 2011
period primarily reflected our increased costs in 2010, which were not present in 2011, for leasehold improvements,
furniture and equipment associated with the relocation of our corporate offices to Burlington, Massachusetts in June
2010. During 2010, leasehold improvements, furniture and equipment related to this relocation were placed in service
and resulted in fixed asset additions of approximately $31.7 million, of which $15.7 million represented cash
expenditures during the period. During the same period, we wrote off fixed assets with gross book values and net book
values of approximately $22.7 million and $0.1 million, respectively, that were related to the closure of our former
headquarters facility. We expect our 2012 capital expenditures to be higher than those for 2011.

Cash Flows from Financing Activities

For the year ended December 31, 2011, the net cash flow provided by financing activities reflected proceeds from the
issuance of common stock related to the exercise of stock options and purchases under our employee stock purchase
plan, partially offset by costs associated with tax withholding obligations related to the issuance of common stock
under the plans. During 2011, our U.S. operations borrowed funds under our revolving credit facilities to meet certain
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short-term cash requirements, none of which was outstanding at December 31, 2011. At December 31, 2011, we were
in compliance with all debt agreement covenants, and Avid Technology, Inc. and Avid Europe had available
borrowings under the credit facilities of approximately $31.1 million and $16.0 million, respectively, after taking into
consideration outstanding letters of credit and the related liquidity covenant.

For the year ended December 31, 2010, the net cash flow used in financing activities primarily reflected the issuance
costs for our revolving credit facilities and costs associated with tax withholding obligations resulting from the
issuance of common stock under employee stock plans, partially offset by proceeds from the issuance of common
stock under employee stock plans. Also during 2010, our U.S. operations borrowed and repaid $5.0 million against
our revolving credit facilities to meet certain short-term cash requirements.
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For the year ended December 31, 2009, the net cash flow provided by financing activities in 2009 reflected proceeds
from the issuance of stock related to the exercise of stock options and purchases under our employee stock purchase
plan, partially offset by costs associated with tax withholding obligations resulting from the issuance of common stock
under employee stock plans and $0.5 million used to repurchase stock options during the second quarter of 2009.

Fair Value Measurements

We value our cash and investment instruments using quoted market prices, broker or dealer quotations, or alternative
pricing sources with reasonable levels of price transparency. See Note E to our Condensed Consolidated Financial
Statements included in Item 8 of this annual report for disclosure of the fair values and the inputs used to determine
the fair values of our financial assets and financial liabilities.

CONTRACTUAL AND COMMERCIAL OBLIGATIONS

The following table sets forth future payments that we were obligated to make at December 31, 2011 under existing
lease agreements and commitments to purchase inventory and other goods and services (in thousands):

Total
Less than
1 Year 1 – 3 Years 3 – 5 Years

After
5 Years

Operating leases $119,171 $22,312 $36,754 $24,239 $35,866
Unconditional purchase obligations 58,261 58,261 — — —

$177,432 $80,573 $36,754 $24,239 $35,866

Other contractual arrangements or unrecognized tax positions that may result in cash payments consisted of the
following at December 31, 2011 (in thousands):

Total
Less than
1 Year 1 – 3 Years 3 – 5 Years

After
5 Years Other (a)

Transactions with recourse $409 $409 $— $— $— $—
Unrecognized tax positions and related interest 854 — — — — 854
Stand-by letters of credit 6,897 3,244 1,087 — 2,566 —

$8,160 $3,653 $1,087 $— $2,566 $854

(a)
At December 31, 2011, liability related to unrecognized tax positions and related interest was $12.9 million, of
which $0.9 million would result in cash payments. We are unable to reasonably estimate the timing of the liability
in individual years due to uncertainties in the timing of the effective settlement of the positions.

Our transactions with recourse are related to lease financing options, which we have historically offered to our
customers through a third-party lessor. This program was terminated by mutual agreement among the parties in late
2008; however, balances outstanding as of the termination date continue to be collected by the third-party lessors as
they become due. During the terms of these financing arrangements, which were generally for three years, we may
remain liable for a portion of the unpaid principal balance in the event of a default on the lease by the end user, but our
liability is limited in the aggregate based on a percentage of initial amounts funded or, in certain cases, amounts of
unpaid balances. At December 31, 2011, our maximum exposure under these programs was approximately $0.4
million.

We have three letters of credit at a bank that are used as security deposits in connection with our leased Burlington,
Massachusetts headquarters office space. In the event of default on the underlying leases, the landlords would, at
December 31, 2011, be eligible to draw against the letters of credit to a maximum of approximately $2.6 million in the
aggregate. The letters of credit are subject to aggregate reductions of approximately $0.4 million at the end of each of
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the second, third and fifth years, provided that we are not in default of the underlying leases and meet certain financial
performance conditions. In no case will the letters of credit amounts be reduced to below $1.3 million in the aggregate
throughout the lease periods, all of which extend to May 2020. At December 31, 2011, we were not in default of any
of the underlying leases.

We also have a stand-by letter of credit at a bank that is used as a security deposit in connection with our Daly City,
California office space lease. In the event of a default on this lease, the landlord would be eligible to draw against this
letter of credit to a
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maximum, at December 31, 2011, of $0.8 million. The letter of credit will remain in effect at this amount throughout
the remaining lease period, which runs through September 2014. At December 31, 2011, we were not in default of this
lease.

In addition, we have letters of credit totaling approximately $3.6 million that support our ongoing operations. These
letters of credit have various terms and expire during 2012 and 2013. Some of the letters of credit may automatically
renew based on the terms of the underlying agreements.

We operate our business globally and, consequently, our results from operations are exposed to movements in foreign
currency exchange rates. We enter into forward exchange contracts, which generally have one-month maturities, to
reduce exposures associated with the foreign exchange risks of certain forecasted third-party and intercompany
receivables, payables and cash balances. At December 31, 2011, we had foreign currency forward contracts
outstanding with an aggregate notional value of $69.1 million, denominated in the euro, British pound, Japanese yen,
Canadian dollar, Singapore dollar and Danish kroner, as a hedge against forecasted foreign currency denominated
receivables, payables and cash balances.

OFF-BALANCE SHEET ARRANGEMENTS

Other than operating leases, we do not engage in off-balance sheet financing arrangements or have any
variable-interest entities. At December 31, 2011, we did not have any off-balance sheet arrangements as defined in
Item 303(a)(4)(ii) of Regulation S-K.

RECENT ACCOUNTING PRONOUNCEMENTS

In September 2011, the FASB issued ASU No. 2011-08, Testing Goodwill for Impairment. This ASU allows an entity
to first assess qualitative factors to determine whether the existence of events or circumstances leads to a
determination that it is more likely than not that the fair value of a reporting unit is less than its carrying amount. If,
after assessing the totality of such events or circumstances, an entity determines it is more likely than not that the fair
value of a reporting unit is less than its carrying amount, the entity will be required to perform the currently prescribed
two-step goodwill impairment test. Otherwise, the two-step goodwill impairment test will not be required. ASU No.
2011-08 is effective for fiscal years and interim periods beginning after December 15, 2011, which is January 1, 2012
for Avid, and must be adopted prospectively. Early adoption is permitted. We adopted this ASU on January 1, 2012.
Adoption did not have an impact on our consolidated financial position, results of operations or cash flows.

In June 2011, the FASB issued ASU No. 2011-05, Presentation of Comprehensive Income. This ASU eliminates the
current option to report other comprehensive income and its components in the statement of changes in equity and
requires an entity to present components of net income and other comprehensive income in one continuous statement,
referred to as the statement of comprehensive income, or in two separate consecutive statements. ASU No. 2011-05 is
effective for fiscal years and interim periods beginning after December 15, 2011, which is January 1, 2012 for Avid,
and must be applied retrospectively. Early adoption is permitted. We adopted this ASU on January 1, 2012. While this
ASU changes the presentation of comprehensive income, there are no changes to the components that are recognized
in net income or other comprehensive income under current accounting guidance; therefore, adoption did not have an
impact on our consolidated financial position, results of operations or cash flows.

In May 2011, the FASB issued ASU No. 2011-04, Amendments to Achieve Common Fair Value Measurement and
Disclosure Requirements in U.S. GAAP and IFRS. This ASU amends current U.S. GAAP fair value measurement and
disclosure guidance to be consistent with International Financial Reporting Standards, including increased
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transparency around valuation inputs and the categorization by level of the fair value hierarchy for items that are not
measured at fair value in the statement of financial position, but for which the fair value of such items is required to be
disclosed. ASU No. 2011-04 is effective for fiscal years and interim periods beginning after December 15, 2011,
which is January 1, 2012 for Avid, and must be applied prospectively. We adopted this ASU on January 1, 2012.
Adoption did not have an impact on our consolidated financial position, results of operations or cash flows.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

Foreign Currency Exchange Risk

We have significant international operations and, therefore, our revenues, earnings, cash flows and financial position
are exposed to foreign currency risk from foreign-currency-denominated receivables, payables, sales transactions and
net investments in foreign operations. We derive more than half of our revenues from customers outside the United
States. This business is, for the most part, transacted through international subsidiaries and generally in the currency
of the end-user customers. Therefore, we are exposed to the risks that changes in foreign currency could adversely
affect our revenues, net income and cash flow.

We may use derivatives in the form of foreign currency forward contracts to manage certain short-term exposures to
fluctuations in the foreign currency exchange rates that exist as part of our ongoing international business operations.
We do not enter into any derivative instruments for trading or speculative purposes. The success of our hedging
programs depends on forecasts of transaction activity in the various currencies and contract rates versus financial
statement rates. To the extent these forecasts are overstated or understated during periods of currency volatility, we
could experience unanticipated currency gains or losses.

As required by FASB ASC Topic 815, Derivatives and Hedging, we record all derivatives on the balance sheet at fair
value. The accounting for changes in the fair value of derivatives depends on the intended use of the derivative,
whether we have elected to designate a derivative in a hedging relationship and apply hedge accounting, and whether
the hedging relationship has satisfied the criteria necessary to apply hedge accounting. Derivatives designated and
qualifying as hedges of the exposure to changes in the fair value of an asset, liability or firm commitment attributable
to a particular risk are considered fair value hedges. Derivatives designated and qualifying as hedges of the exposure
to variability in expected future cash flows, or other types of forecasted transactions, are considered cash flow hedges.
Derivatives may also be designated as hedges of the foreign currency exposure of a net investment in a foreign
operation. Hedge accounting generally provides for the matching of the timing of gain or loss recognition on the
hedging instrument with the recognition of the changes in the fair value of the hedged asset or liability that are
attributable to the hedged risk in a fair value hedge or the earnings effect of the hedged forecasted transactions in a
cash flow hedge. We may enter into derivative contracts that are intended to economically hedge certain of its risks,
even though we elect not to apply hedge accounting under ASC Topic 815.

From time to time, we may execute foreign currency forward contracts to hedge the foreign exchange currency risk
associated with certain forecasted euro-denominated sales transactions. These contracts are designated and intended to
qualify as cash flow hedges under the criteria of ASC Topic 815. The effective portion of the changes in the fair value
of derivatives designated and qualifying as cash flow hedges is initially reported as a component of accumulated other
comprehensive income (loss) in stockholders' equity and subsequently reclassified into revenues at the time the
hedged transactions affect earnings. The ineffective portion of the change in fair value is recognized directly into
earnings. To date, no amounts have been recorded as a result of hedging ineffectiveness.

During the year ended December 31, 2011, we did not execute foreign currency forward contracts as a hedge against
forecasted euro-denominated sales transactions, and we did not have any such contracts outstanding at either
December 31, 2011 or 2010. For the year ended December 31, 2010, net losses of $1.8 million resulting from such
forward contracts were included in our revenues.

In an effort to hedge against the foreign exchange exposure of certain forecasted receivables, payables and cash
balances, we enter into short-term foreign currency forward contracts. There are two objectives of this foreign
currency forward-contract program: (1) to offset any foreign exchange currency risk associated with cash receipts
expected to be received from our customers and cash payments expected to be made to our vendors over the next
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30-day period and (2) to offset the impact of foreign currency exchange on our net monetary assets denominated in
currencies other than the functional currency of the legal entity. These forward contracts typically mature within 30
days of execution. We record gains and losses associated with currency rate changes on these contracts in results of
operations, offsetting gains and losses on the related assets and liabilities.

At December 31, 2011, we had foreign currency forward contracts outstanding with an aggregate notional value of
$69.1 million, denominated in the euro, British pound, Japanese yen, Canadian dollar, Singapore dollar and Danish
kroner, as a hedge against actual and forecasted foreign-currency-denominated receivables, payables and cash
balances. At December 31, 2011, the fair value of the foreign currency forward contracts was $1.4 million,
representing a net unrealized loss consisting of a net unrealized loss of $1.4 million from contracts that matured on,
but were unsettled at, December 31, 2011, and an immaterial mark-to-market net unrealized gain from contracts with
maturity dates after December 31, 2011. For the year ended December 31, 2011, net losses of $0.6 million resulting
from forward contracts and $1.1 million of net transaction and remeasurement gains on the related
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assets and liabilities were included in our marketing and selling expenses.

As it relates to our use of foreign currency forward contracts, a hypothetical 10% change in foreign currency rates
would not have a material impact on our financial position, results of operations or cash flows, assuming the
above-mentioned forecasts of foreign currency exposure are accurate, because the impact on the forward contracts as a
result of a 10% change would at least partially offset the impact on the revenues and asset and liability positions of our
foreign subsidiaries.

Interest Rate Risk

At December 31, 2011, we held $32.9 million in cash and cash equivalents. Due to the short maturities on any
instruments held, a hypothetical 10% increase or decrease in interest rates would not have a material impact on our
financial position, results of operations or cash flows. In 2010, we established revolving credit facilities that allow us
to borrow up to $60 million. At December 31, 2011, we had no outstanding borrowings under the credit facilities. A
hypothetical 10% increase or decrease in interest rates paid on outstanding borrowings under the credit line would not
have a material impact on our financial position, results of operations or cash flows.
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Management’s Report on Internal Control Over Financial Reporting

The management of the Company is responsible for establishing and maintaining adequate internal control over
financial reporting for the Company. Internal control over financial reporting is defined in Rules 13a-15(f) and
15d-15(f) promulgated under the Securities Exchange Act of 1934, as amended, as a process designed by, or under the
supervision of, the Company's principal executive and principal financial officers and effected by the Company's
board of directors, management and other personnel, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles and includes those policies and procedures that:

•pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and
dispositions of the assets of the Company;

•
provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements
in accordance with generally accepted accounting principles, and that receipts and expenditures of the Company are
being made only in accordance with authorizations of management and directors of the Company; and

•provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition
of the Company's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

The Company's management assessed the effectiveness of the Company's internal control over financial reporting as
of December 31, 2011. In making this assessment, the Company's management used the criteria set forth by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control-Integrated
Framework.

Based on this assessment, management has concluded that as of December 31, 2011 the Company's internal control
over financial reporting is effective based on the criteria set forth by the COSO.

Ernst & Young LLP, the independent registered public accounting firm that audited the Company's financial
statements included in this annual report on Form 10-K, has issued an attestation report on the Company's internal
controls over financial reporting as of December 31, 2011. Please see page 48.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of Avid Technology, Inc.

We have audited Avid Technology, Inc.'s internal control over financial reporting as of December 31, 2011, based on
criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (the COSO criteria). Avid Technology, Inc.'s management is responsible for maintaining
effective internal control over financial reporting, and for its assessment of the effectiveness of internal control over
financial reporting included in the accompanying Management's Report on Internal Control Over Financial Reporting.
Our responsibility is to express an opinion on the Company's internal control over financial reporting based on our
audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. A company's internal control over financial reporting includes those
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance
with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, Avid Technology, Inc. maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2011, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of Avid Technology, Inc. as of December 31, 2011 and 2010, and the related
consolidated statements of operations, stockholders' equity, and cash flows for each of the three years in the period
ended December 31, 2011 of Avid Technology, Inc. and our report dated February 29, 2012 expressed an unqualified
opinion thereon.

/s/ Ernst & Young LLP
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Boston, Massachusetts         
February 29, 2012
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of Avid Technology, Inc.

We have audited the accompanying consolidated balance sheets of Avid Technology, Inc. as of December 31, 2011
and 2010 and the related consolidated statements of operations, stockholders' equity, and cash flows for each of the
three years in the period ended December 31, 2011. Our audits also included the financial statement schedule listed in
the index in Item 15(a) 2. These financial statements and schedule are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements and schedule based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. 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 financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Avid Technology, Inc. at December 31, 2011 and 2010, and the consolidated results of its
operations and its cash flows for each of the three years in the period ended December 31, 2011, in conformity with
U.S. generally accepted accounting principles. Also, in our opinion the related financial statement schedule, when
considered in relation to the basic financial statements taken as a whole, presents fairly in all material respects the
information set forth therein.

As discussed in Note B to the consolidated financial statements, the Company changed its method of accounting for
revenue recognition effective January 1, 2011.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), Avid Technology, Inc.'s internal control over financial reporting as of December 31, 2011, based on criteria
established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated February 29, 2012 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Boston, Massachusetts
February 29, 2012
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AVID TECHNOLOGY, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

For the Year Ended December 31,
2011 2010 2009

Net revenues:
Products $546,371 $559,907 $509,215
Services 131,565 118,615 119,755
Total net revenues 677,936 678,522 628,970

Cost of revenues:
Products 255,735 267,985 243,362
Services 62,482 56,490 59,754
Amortization of intangible assets 2,693 3,299 2,033
Restructuring costs — — 799
Total cost of revenues 320,910 327,774 305,948
Gross profit 357,026 350,748 323,022

Operating expenses:
Research and development 118,108 120,229 120,989
Marketing and selling 183,865 177,178 173,601
General and administrative 57,851 64,345 61,087
Amortization of intangible assets 8,528 9,743 10,511
Restructuring and other costs, net 8,858 20,450 26,873
Loss (gain) on sales of assets 597 (5,029 ) (155 )
Total operating expenses 377,807 386,916 392,906

Operating loss (20,781 ) (36,168 ) (69,884 )

Interest income 144 173 848
Interest expense (2,053 ) (864 ) (906 )
Other income (expense), net (159 ) 301 (65 )
Loss before income taxes (22,849 ) (36,558 ) (70,007 )
Provision for (benefit from) income taxes, net 942 396 (1,652 )
Net loss $(23,791 ) $(36,954 ) $(68,355 )

Net loss per common share – basic and diluted $(0.62 ) $(0.98 ) $(1.83 )

Weighted-average common shares outstanding – basic and diluted 38,435 37,895 37,293

The accompanying notes are an integral part of the consolidated financial statements.
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AVID TECHNOLOGY, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except par value)

December 31,
2011

December 31,
2010

ASSETS
Current assets:
Cash and cash equivalents $32,855 $42,782
Accounts receivable, net of allowances of $15,985 and $17,149 at December 31, 2011
and 2010, respectively 104,305 101,171

Inventories 111,833 108,357
Deferred tax assets, net 1,480 1,068
Prepaid expenses 7,652 7,688
Other current assets 14,509 15,701
Total current assets 272,634 276,767
Property and equipment, net 53,487 62,519
Intangible assets, net 18,524 29,750
Goodwill 246,398 246,997
Other assets 11,568 10,538
Total assets $602,611 $626,571

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $42,533 $47,340
Accrued compensation and benefits 31,350 38,686
Accrued expenses and other current liabilities 34,174 40,986
Income taxes payable 3,898 4,640
Deferred revenues 45,768 43,634
Total current liabilities 157,723 175,286
Long-term liabilities 27,885 24,675
Total liabilities 185,608 199,961

Commitments and contingencies (Notes M and P)

Stockholders’ equity:
Preferred stock, $0.01 par value, 1,000 shares authorized; no shares issued or
outstanding — —

Common stock, $0.01 par value, 100,000 shares authorized; 42,339 shares and 42,339
shares issued and 38,605 and 38,175 outstanding at December 31, 2011 and 2010,
respectively

423 423

Additional paid-in capital 1,018,604 1,005,198
Accumulated deficit (524,530 ) (495,254 )
Treasury stock at cost, net of reissuances, 3,734 shares and 4,164 shares at December
31, 2011 and 2010, respectively (82,301 ) (91,025 )

Accumulated other comprehensive income 4,807 7,268
Total stockholders’ equity 417,003 426,610
Total liabilities and stockholders’ equity $602,611 $626,571
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The accompanying notes are an integral part of the consolidated financial statements.
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AVID TECHNOLOGY, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(in thousands)

Shares of
Common Stock Additional Accumulated

Other Total

Issued In
Treasury

Common
Stock

Paid-in
Capital

Accumulated
Deficit

Treasury
Stock

Comprehensive
Income

Stockholders’
Equity

Balances at December 31, 2008 42,339 (5,208 ) 423 980,563 (365,431 ) (124,852) 1,952 492,655
Stock issued pursuant to
employee stock plans 369 (942 ) (10,875 ) 12,635 818

Stock-based compensation 13,394 13,394
Stock option purchase (526 ) (526 )
Stock recovery for payment of
withholding tax (14 ) (172 ) (172 )

Comprehensive loss:
Net loss (68,355 ) (68,355 )
Net change in unrealized gains
(losses) on defined benefit plan
and marketable securities

31 31

Translation adjustment 5,273 5,273
Other comprehensive income 5,304
Comprehensive loss (63,051 )
Balances at December 31, 2009 42,339 (4,853 ) 423 992,489 (444,661 ) (112,389) 7,256 443,118
Stock issued pursuant to
employee stock plans 370 (1,212 ) (8,807 ) 10,872 853

Stock-based compensation 13,921 13,921
Issuance of common stock in
connection with acquisitions 327 (4,832 ) 10,608 5,776

Stock recovery for payment of
withholding tax (8 ) (116 ) (116 )

Comprehensive loss:
Net loss (36,954 ) (36,954 )
Net change in unrealized gains
(losses) on defined benefit plan
and marketable securities

(85 ) (85 )

Translation adjustment 97 97
Other comprehensive income 12
Comprehensive loss (36,942 )
Balances at December 31, 2010 42,339 (4,164 ) 423 1,005,198 (495,254 ) (91,025 ) 7,268 426,610
Stock issued pursuant to
employee stock plans 440 (1,213 ) (5,485 ) 8,858 2,160

Stock-based compensation 14,619 14,619
Stock recovery for payment of
withholding tax (10 ) (134 ) (134 )

Comprehensive loss:
Net loss (23,791 ) (23,791 )
Net change in unrealized gains
(losses) on defined benefit plan 449 449

Translation adjustment (2,910 ) (2,910 )
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Other comprehensive loss (2,461 )
Comprehensive loss (26,252 )
Balances at December 31, 2011 42,339 (3,734 ) 423 1,018,604 (524,530 ) (82,301 ) 4,807 417,003

The accompanying notes are an integral part of the consolidated financial statements.
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AVID TECHNOLOGY, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

For the Year Ended December 31,
2011 2010 2009

Cash flows from operating activities:
Net loss $(23,791 ) $(36,954 ) $(68,355 )
Adjustments to reconcile net loss to net cash provided by (used in)
operating activities:
Depreciation and amortization 31,983 33,480 32,130
Provision for doubtful accounts 1,561 194 1,930
Non-cash provision for restructuring 326 417 3,140
Loss (gain) on sales of assets 597 (5,029 ) (155 )
(Gain) loss on disposal of fixed assets (24 ) (78 ) 43
Compensation expense from stock grants and options 14,619 13,921 13,394
Non-cash interest expense 301 52 —
Unrealized foreign currency transaction (gains) losses (135 ) 1,078 2,656
Changes in deferred tax assets and liabilities, excluding initial effects of
acquisitions (1,658 ) (1,160 ) (1,634 )

Changes in operating assets and liabilities, excluding initial effects of
acquisitions:
Accounts receivable (4,904 ) (19,313 ) 22,660
Inventories (3,475 ) (27,672 ) 17,766
Prepaid expenses and other current assets (298 ) 9,251 8,980
Accounts payable (4,769 ) 15,941 739
Accrued expenses, compensation and benefits and other liabilities (14,323 ) 716 (14,062 )
Income taxes payable (757 ) 1,669 (6,330 )
Deferred revenues 5,611 816 (26,373 )
Net cash provided by (used in) operating activities 864 (12,671 ) (13,471 )

Cash flows from investing activities:
Purchases of property and equipment, net (10,771 ) (28,892 ) (18,689 )
Increase in other long-term assets (1,099 ) (523 ) (11,432 )
Payments for business acquisitions, net of cash acquired — (27,008 ) (4,413 )
Proceeds from sales of assets, net — 4,502 3,502
Proceeds from notes receivable — — 2,500
Purchases of marketable securities — (2,250 ) (55,741 )
Proceeds from sales of marketable securities — 19,605 64,318
Net cash used in investing activities (11,870 ) (34,566 ) (19,955 )

Cash flows from financing activities:
Payments related to stock option purchase — — (526 )
Proceeds from issuance of common stock under employee stock plans, net 2,026 736 646
Proceeds from revolving credit facilities 21,000 5,000 —
Payments on revolving credit facilities (21,000 ) (5,000 ) —
Payments for credit facility issuance costs — (1,132 ) —
Net cash provided by (used in) financing activities 2,026 (396 ) 120

Effect of exchange rate changes on cash and cash equivalents (947 ) (1,102 ) 3,031
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Net decrease in cash and cash equivalents (9,927 ) (48,735 ) (30,275 )
Cash and cash equivalents at beginning of period 42,782 91,517 121,792
Cash and cash equivalents at end of period $32,855 $42,782 $91,517

See Notes H, I, P and T for supplemental disclosures.

The accompanying notes are an integral part of the consolidated financial statements.
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AVID TECHNOLOGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A.ORGANIZATION AND OPERATIONS

Avid Technology, Inc. (“Avid” or the “Company”) develops, markets, sells and supports a wide range of software and
hardware for digital media content production, management and distribution. Digital media are video, audio or
graphic elements in which the image, sound or picture is recorded and stored as digital values, as opposed to analog,
or tape-based, signals. The Company's products are used worldwide in production and post-production facilities; film
studios; network, affiliate, independent and cable television stations; recording studios; live-sound performance
venues; advertising agencies; government and educational institutions; corporate communication departments; and by
Internet professionals and consumers. Projects produced using Avid's products include major motion pictures,
prime-time television programs, music, video and other recordings.

The Company's evaluation of the discrete financial information that is regularly reviewed by the chief operating
decision makers determined that beginning in 2010 the Company had only one reportable segment. Effective January
1, 2010, the Company began reporting based on a single reportable segment and reclassified its 2009 segment
reporting to conform to the current presentation (see Note R).

B.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries.
Intercompany balances and transactions have been eliminated.

The Company's preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosures of contingent assets and liabilities at the dates of the financial statements and the
reported amounts of revenues and expenses during the reported periods. The most significant estimates reflected in
these financial statements include revenue recognition, stock-based compensation, accounts receivable and sales
allowances, inventory valuation, goodwill and intangible asset valuations, fair value measurements and income tax
valuation allowances. Actual results could differ from those estimates.

During 2011, the Company determined that the classification of certain assets and liabilities as either short-term or
long-term should be changed. These amounts have been reclassified in the Company's balance sheet at December 31,
2010 to conform to the current presentation. Also during 2011, the Company determined it was appropriate to revise
the way it presents certain amounts in its cash flow statements. Certain prior period cash flow amounts have been
reclassified to conform to the current presentation. Certain other prior period amounts disclosed in these financial
statements have also been reclassified to conform to the current year presentation (see Note H). None of these
reclassifications or changes in presentation are considered material.

Except as disclosed in Note S, the Company evaluated subsequent events through the date of issuance of these
financial statements and determined that no other recognized or unrecognized subsequent events required recognition
or disclosure.

Recently Adopted Accounting Pronouncements

In October 2009, the Financial Accounting Standards Board (“FASB”), issued Accounting Standards Update (“ASU”) No.
2009-13, Multiple-Deliverable Revenue Arrangements, an amendment to Accounting Standards Codification (“ASC”)
Topic 605, Revenue Recognition, and ASU No. 2009-14, Certain Revenue Arrangements That Include Software
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Elements, an amendment to ASC Subtopic 985-605, Software - Revenue Recognition (the “Updates”). ASU No.
2009-13 requires the allocation of revenue to each unit of accounting using the relative selling price of each
deliverable for multiple-element arrangements. ASU No. 2009-13 also amends the accounting for multiple-element
arrangements to provide guidance on how the deliverables in an arrangement should be separated and eliminates the
use of the residual method by establishing a hierarchy of evidence to determine the stand-alone selling price of a
deliverable based on vendor-specific objective evidence (“VSOE”), third-party evidence (“TPE”) and the best estimate of
selling price (“ESP”). If VSOE is available, it is used to determine the selling price of a deliverable. If VSOE is not
available, the entity must determine whether TPE is available. If so, TPE would be used to determine the selling price.
If TPE is not available, then the entity would be required to determine an ESP. ASU No. 2009-14 amends ASC
Subtopic 985-605 to exclude from the scope of software revenue recognition requirements sales of tangible products
that contain both software and non-software components that function together to deliver the essential functionality of
the tangible products. The Updates also include new disclosure requirements on how the application of the relative
selling price method affects the timing and amount of
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revenue recognition. The Updates must be adopted in the same period using the same transition method and are
effective prospectively, with retrospective adoption permitted. The Company adopted the Updates prospectively on
January 1, 2011 for new and materially modified arrangements originating after December 31, 2010.

Prior to adoption of the Updates, the Company generally recognized revenues using the revenue recognition criteria of
ASC Subtopic 985-605, Software - Revenue Recognition.  As a result of adoption of ASU No. 2009-14 on January 1,
2011, the Company now typically recognizes revenue using the criteria of ASC Topic 605, Revenue Recognition.
Historically, the Company was generally able to establish VSOE for undelivered elements in multiple-element
arrangements as allowed by ASC Subtopic 985-605 and, therefore, could typically recognize revenues for each
element of multiple-element arrangements as the element was delivered. Under the new guidance, revenue may be
recognized in an earlier period for a limited number of multiple-element arrangements for which VSOE could not be
established for all undelivered elements under the previous guidance. For those arrangements, the Company will now
determine a relative selling price for the undelivered elements through the use of TPE or ESP, and the recognition of
certain revenues that would have been deferred under the previous guidance will typically be recognized at the time of
delivery under the new guidance, provided all other criteria for revenue recognition are met. For the year ended
December 31, 2011, adoption of the Updates resulted in an increase in total revenues of approximately $6.8 million.
The Company cannot reasonably estimate the effect of the adoption of the Updates on future financial periods as the
impact will vary depending on the nature and volume of new or materially modified arrangements in any given period.

Revenue Recognition and Allowance for Product Returns and Exchanges

The Company recognizes revenue when persuasive evidence of an arrangement exists, delivery has occurred, the sales
price is fixed or determinable, and collection is probable. However, determining whether and when some of these
criteria have been satisfied often involves assumptions and judgments that can have a significant impact on the timing
and amount of revenues the Company reports. For example, the Company often receives multiple purchase orders or
contracts from a single customer or a group of related parties that are evaluated to determine if they are, in effect, parts
of a single arrangement. If they are determined to be parts of a single arrangement, revenues are recorded as if a single
multiple-element arrangement exists.

Generally, the products the Company sells do not require significant production, modification or customization of
software. Installation of the products is generally routine, consists of implementation and configuration and does not
have to be performed by Avid. However, certain transactions for the Company's video products, typically complex
solution sales that include a significant number of products and may involve multiple customer sites, require the
Company to perform an installation effort that it deems to be complex, non-routine and essential to the functionality of
the products delivered. In these situations, the Company does not recognize revenues for either the products shipped
or services performed until the essential services have been completed. In addition, if these orders include a customer
acceptance provision, no revenues are recognized until the customer's formal acceptance of the products and services
has been received.

In the first quarter of fiscal 2011, the Company adopted ASU No. 2009-13, Multiple-Deliverable Revenue
Arrangements, an amendment to ASC Topic 605, Revenue Recognition, and ASU No. 2009-14, Certain Revenue
Arrangements That Include Software Elements, an amendment to ASC Subtopic 985-605, Software - Revenue
Recognition. ASU No. 2009-13 requires the allocation of revenue, based on the relative selling price of each
deliverable, to each unit of accounting for multiple-element arrangements. It also changes the level of evidence of
standalone selling price required to separate deliverables by allowing a best estimate of the standalone selling price of
deliverables when more objective evidence of fair value, such as vendor-specific objective evidence or third-party
evidence, is not available. ASU No. 2009-14 amends ASC Subtopic 985-605 to exclude sales of tangible products
containing both software and non-software components that function together to deliver the tangible products essential
functionality from the scope of revenue recognition requirements for software arrangements. The Company adopted
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this accounting guidance prospectively and applied its provisions to arrangements entered into or materially modified
after December 31, 2010.

The Company recognizes revenue from the sale of non-software products, including software bundled with hardware
that is essential to the functionality of the hardware, under the general revenue recognition accounting guidance of
ASC Topic 605, Revenue Recognition and ASC Subtopic 605-25 Revenue Recognition - Multiple-Element
Arrangements. The Company recognizes revenue in accordance with ASC Subtopic 985-605, Software - Revenue
Recognition for the following types of sales transactions: (i) standalone sales of software products and related
upgrades and (ii) sales of software elements that are bundled with non-software elements, when the software elements
are not essential to the functionality of the non-software elements.

For 2011 and future periods, pursuant to the guidance of ASU No. 2009-13, when a sales arrangement contains
multiple elements, such as non-software products, software products, customer support services, and/or professional
services, the Company allocates
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revenue to each element based on the aforementioned selling price hierarchy. Revenue is allocated to the
non-software deliverables as a group and to the software deliverables as a group using the relative selling prices of
each of the deliverables in the arrangement based on the aforementioned selling price hierarchy. If the arrangement
contains more than one software deliverable, the arrangement consideration allocated to the software deliverables as a
group is then recognized using the guidance for recognizing software revenue, as amended.

The Company's process for determining its ESP for deliverables without VSOE or TPE involves management's
judgment. The Company generally determines ESP based on the following.

•

The Company utilizes a pricing model for its products to capture the right value given the product and market context.
The model considers such factors as: (i) competitive reference prices for products that are similar but not functionally
equivalent, (ii) differential value based on specific feature sets, (iii) geographic regions where the products are sold,
(iv) customer price sensitivity, (v) price-cost-volume tradeoffs, and (vi) volume based pricing. Management approval
ensures that all of the Company's selling prices are consistent and within an acceptable range for use with the relative
selling price method.

•

While the pricing model currently in use captures all critical variables, unforeseen changes due to external market
forces may result in the revision of some of the Company's inputs. These modifications may result in consideration
allocation in future periods that differs from the one presently in use. Absent a significant change in the pricing inputs,
future changes in the pricing model are not expected to materially impact the Company's allocation of arrangement
consideration.

From time to time, the Company offers certain customers free upgrades or specified future products or enhancements.
For software products, if elements are undelivered at the time of product shipment and provided that the Company has
VSOE of fair value for the undelivered elements, the Company defers the fair value of the specified upgrade, product
or enhancement and recognizes those revenues only upon later delivery or at the time at which the remaining
contractual terms relating to the elements have been satisfied. If the Company cannot establish VSOE for each
undelivered element, all revenue is deferred until all elements are delivered, the Company establishes VSOE or the
remaining contractual terms relating to the undelivered elements have been satisfied. For non-software products, if
elements are undelivered at the time of product shipment, the Company defers the relative selling price of the
specified upgrade, product or enhancement and recognizes those revenues only upon later delivery or at the time at
which the remaining contractual terms relating to the elements have been satisfied.

Approximately 60% of the Company's revenues for 2011 were derived from indirect sales channels, including
authorized resellers and distributors. Certain channel partners are offered limited rights of return, stock rotation and
price protection. For these partners, the Company generally records a provision for estimated returns and other
allowances as a reduction of revenues in the same period that related revenues are recorded in accordance with ASC
Subtopic 605-15, Revenue Recognition - Products. Management estimates must be made and used in connection with
establishing and maintaining a sales allowance for expected returns and other credits. In making these estimates, the
Company analyzes historical returns and credits and the amounts of products held by major resellers and considers the
impact of new product introductions, changes in customer demand, current economic conditions and other known
factors. While the Company believes it can make reliable estimates regarding these matters, these estimates are
inherently subjective. The amount and timing of the Company's revenues for any period may be affected if actual
product returns or other reseller credits prove to be materially different from the Company's estimates.

A portion of the Company's revenues from sales of consumer video-editing and audio products is derived from
transactions with channel partners who have unlimited return rights and from whom payment is contingent upon the
product being sold through to their customers. Accordingly, revenues for these channel partners are recognized when
the products are sold through to the customer instead of being recognized at the time products are shipped to the
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channel partners.

At the time of a sales transaction, the Company makes an assessment of the collectability of the amount due from the
customer. Revenues are recognized only if it is probable that collection will occur in a timely manner. In making this
assessment, the Company considers customer credit-worthiness and historical payment experience. If it is determined
from the outset of the arrangement that collection is not probable based on the Company's credit review process,
revenues are recognized on a cash-collected basis to the extent that the other criteria of ASC Topic 605, ASC Subtopic
985-605 and Securities and Exchange Commission Staff Accounting Bulletin No. 104 are satisfied. At the outset of
the arrangement, the Company assesses whether the fee associated with the order is fixed or determinable and free of
contingencies or significant uncertainties. In assessing whether the fee is fixed or determinable, the Company
considers the payment terms of the transaction, its collection experience in similar transactions without making
concessions, and the Company's involvement, if any, in third-party financing transactions, among
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other factors. If the fee is not fixed or determinable, revenues are recognized only as payments become due from the
customer, provided that all other revenue recognition criteria are met. If a significant portion of the fee is due after the
Company's normal payment terms, which are generally 30 days, but can be up to 90 days, after the invoice date, the
Company evaluates whether it has sufficient history of successfully collecting past transactions with similar terms. If
that collection history is sufficient, revenues are recognized upon delivery of the products, assuming all other revenue
recognition criteria are satisfied. If the Company were to change any of these assumptions and judgments, it could
cause a material increase or decrease in the amount of revenue reported in a particular period.

The Company records as revenues all amounts billed to customers for shipping and handling costs and records its
actual shipping costs as a component of cost of revenues. Reimbursements received from customers for out-of-pocket
expenses are recorded as revenues, with related costs recorded as cost of revenues. The Company presents revenues
net of any taxes collected from customers and remitted to government authorities.

Allowances for Doubtful Accounts

The Company maintains allowances for estimated bad debt losses resulting from the inability of its customers to make
required payments for products or services. When evaluating the adequacy of the allowances, the Company analyzes
accounts receivable balances, historical bad debt experience, customer concentrations, customer credit worthiness and
current economic trends. To date, actual bad debts have not differed materially from management's estimates. If the
financial condition of certain customers were to deteriorate, resulting in an impairment of their ability to make
payments, additional allowances could be required.

Translation of Foreign Currencies

The functional currency of each of the Company's foreign subsidiaries is the local currency, except for the Irish
manufacturing branch whose functional currency is the U.S. dollar due to the extensive interrelationship of the
operations of the Irish branch and the U.S. parent and the high volume of intercompany transactions between that
branch and the parent. The assets and liabilities of the subsidiaries whose functional currencies are other than the U.S.
dollar are translated into U.S. dollars at the current exchange rate in effect at the balance sheet date. Income and
expense items for these entities are translated using rates that approximate those in effect during the period.
Cumulative translation adjustments are included in accumulated other comprehensive income (loss), which is
reflected as a separate component of stockholders' equity.

The U.S. parent company and its Irish manufacturing branch, both of whose functional currency is the U.S. dollar,
carry certain monetary assets and liabilities denominated in currencies other than the U.S. dollar. These assets and
liabilities typically include cash, accounts receivable and intercompany operating balances denominated in the euro,
pound sterling, Japanese yen, Swedish krona, Danish kroner, Norwegian krone, Canadian dollar, Singapore dollar,
Australian dollar, Chinese yuan and Korean won. These assets and liabilities are remeasured into the U.S. dollar at the
current exchange rate in effect at the balance sheet date. Foreign currency transaction and remeasurement gains and
losses are included within marketing and selling expenses in the results of operations.

The U.S. parent company and various other wholly owned subsidiaries have long-term intercompany loan balances
denominated in foreign currencies that are remeasured into the U.S. dollar at the current exchange rate in effect at the
balance sheet date. Such loan balances are not expected to be settled in the foreseeable future. Any gains and losses
relating to these loans are included in the cumulative translation adjustment account in the balance sheet.

Cash, Cash Equivalents and Marketable Securities

Edgar Filing: AVID TECHNOLOGY, INC. - Form 10-K

112



Cash equivalents consist primarily of commercial paper, money market investments and certificates of deposit. The
Company considers all debt instruments purchased with an original maturity of three months or less to be cash
equivalents. Marketable securities have historically consisted of certificates of deposit, commercial paper,
asset-backed securities, discount notes, and corporate, municipal, agency and foreign bonds. The Company generally
invests in securities that mature within one year from the date of purchase. The Company classifies its cash
equivalents and marketable securities as “available for sale” and reports them at fair value, with unrealized gains and
losses excluded from earnings and reported as an adjustment to other comprehensive income (loss), which is reflected
as a separate component of stockholders' equity. Amortization or accretion of premium or discount is included in
interest income (expense) in the results of operations. The Company held no available for sale securities classified as
either cash equivalents or marketable securities at December 31, 2011 or 2010. Realized gains and losses from the sale
of marketable securities were not material for the years ended December 31, 2011, 2010 and 2009.
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Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist of cash, cash
equivalents, investments, foreign currency forward contracts, accounts receivable, accounts payable and accrued
liabilities. The Company may place its excess cash in marketable investment grade securities and uses foreign
currency forward contracts to manage certain of its short-term exposures to fluctuations in foreign currency exchange
rates. The Company places its cash, cash equivalents, investments and foreign currency forward contracts with
financial institutions with high credit standing, and, generally, there are no significant concentrations in any one issuer
of debt securities. Concentrations of credit risk with respect to trade receivables are limited due to the large number of
customers that make up the Company's customer base and their dispersion across different regions. No individual
customer accounted for 10% or more of the Company's net accounts receivable at December 31, 2011 or 2010. The
Company also maintains reserves for potential credit losses and such losses have been within management's
expectations.

Foreign Currency Risk

The Company has significant international operations and, therefore, the Company's revenues, earnings, cash flows
and financial position are exposed to foreign currency risk from foreign-currency-denominated receivables, payables,
sales and expense transactions, and net investments in foreign operations. The Company derives more than half of its
revenues from customers outside the United States. This business is, for the most part, transacted through international
subsidiaries and generally in the currency of the end-user customers. Therefore, the Company is exposed to the risks
that changes in foreign currency could adversely affect its revenues, net income, cash flow and financial position. The
Company uses derivatives in the form of foreign currency forward contracts to manage its short-term exposures to
fluctuations in the foreign currency exchange rates that exist as part of its ongoing international business operations.
The Company does not enter into any derivative instruments for trading or speculative purposes.

As required by ASC Topic 815, Derivatives and Hedging, the Company records all derivatives on the balance sheet at
fair value. The accounting for changes in the fair value of derivatives depends on the intended use of the derivative,
whether the Company has elected to designate a derivative in a hedging relationship and apply hedge accounting, and
whether the hedging relationship has satisfied the criteria necessary to apply hedge accounting. Derivatives designated
and qualifying as hedges of the exposure to changes in the fair value of an asset, liability or firm commitment
attributable to a particular risk are considered fair value hedges. Derivatives designated and qualifying as hedges of
the exposure to variability in expected future cash flows, or other types of forecasted transactions, are considered cash
flow hedges. Derivatives may also be designated as hedges of the foreign currency exposure of a net investment in a
foreign operation. Hedge accounting generally provides for the matching of the timing of gain or loss recognition on
the hedging instrument with the recognition of the changes in the fair value of the hedged asset or liability that are
attributable to the hedged risk in a fair value hedge or the earnings effect of the hedged forecasted transactions in a
cash flow hedge. Under hedge accounting, the determination of hedge effectiveness is dependent upon whether the
gain or loss on the hedging derivative is highly effective in offsetting the gain or loss in the value of the item being
hedged. The Company may enter into derivative contracts that are intended to economically hedge certain of its risks
and may apply hedge accounting to certain of the contracts as required by ASC Topic 815 (see Note D).

Inventories

Inventories are stated at the lower of cost (determined on a first-in, first-out or moving-average basis) or market value.
Management regularly reviews inventory quantities on hand and writes down inventory to its realizable value to
reflect estimated obsolescence or lack of marketability based on assumptions about future inventory demand
(generally for the following twelve months) and market conditions. Inventory in the digital-media market, including
the Company's inventory, is subject to rapid technological change or obsolescence; therefore, utilization of existing
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inventory may differ from the Company's estimates.

Property and Equipment

Property and equipment is recorded at cost and depreciated using the straight-line method over the estimated useful
life of the asset. The Company typically depreciates its property and equipment using the following minimum and
maximum useful lives:
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Depreciable Life (years)
Minimum Maximum

Computer and video equipment and software 2 5
Manufacturing tooling and testbeds 3 5
Office equipment 3 5
Furniture, fixtures and other 3 8

Leasehold improvements are amortized over the shorter of the useful life of the improvement or the remaining term of
the lease. Expenditures for maintenance and repairs are expensed as incurred. Upon retirement or other disposition of
assets, the cost and related accumulated depreciation are eliminated from the accounts and the resulting gain or loss is
reflected in other income (expense) in the results of operations. A significant portion of the property and equipment is
subject to rapid technological obsolescence; as a result, the depreciation and amortization periods could ultimately be
shortened to reflect changes in future technology.

Business Combinations

ASC Topic 805, Business Combinations, establishes principles and requirements for an acquirer's financial statement
recognition and measurement of the assets acquired; the liabilities assumed, including those arising from contractual
contingencies; any contingent consideration; and any noncontrolling interest in the acquiree at the acquisition date. It
also requires the acquirer to recognize direct acquisition costs as an expense in the statement of operations and to
recognize changes in the amount of its deferred tax benefits that are recognizable as a result of a business combination
either in income from continuing operations in the period of the combination or directly in contributed capital,
depending on the circumstances.

When the Company acquires a new business, the purchase price is allocated to the acquired assets, including
intangible assets, and the liabilities assumed based on their estimated fair values, with any amount in excess of such
allocations designated as goodwill. Significant management judgments and assumptions are required in determining
the fair value of acquired assets and liabilities, particularly acquired intangible assets. For example, it is necessary to
estimate the portion of development efforts that are associated with technology that is in process. The valuation of
purchased intangible assets is based on estimates of the future performance and cash flows from the acquired business,
discount rates, tax rates and other assumptions. The use of different assumptions could materially impact the purchase
price allocation and the Company's financial position and results of operations.

Acquisition-Related Intangible Assets and Goodwill

Acquisition-related intangible assets, which consist primarily of customer relationships, developed technology, trade
names and non-compete agreements, resulted from the Company's acquisitions (see Notes I and K). These assets were
accounted for under the purchase method or the acquisition method depending on the acquisition date. The Company
also evaluates acquired in-process research and development (“IPR&D”) projects as of the date of acquisition and
estimates their fair value. No amounts have been recorded for IPR&D intangible assets as a result of the Company's
2009 or 2010 acquisitions.

Finite-lived acquisition-related intangible assets are reported at fair value, net of accumulated amortization.
Identifiable intangible assets, with the exception of developed technology, are amortized on a straight-line basis over
their estimated useful lives, which are generally two years to twelve years. Straight-line amortization is used because
no other pattern over which the economic benefits will be consumed can be reliably determined. Acquired developed
technology is generally amortized on a product-by-product basis over the greater of the amount calculated using the
ratio of current quarter revenues to the total of current quarter and anticipated future revenues over the estimated
useful lives of two years to four years, or the straight-line method over each product's remaining respective useful life.
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Goodwill is the amount by which the cost of acquired net assets exceeded the fair value of those net assets on the date
of acquisition. The Company performs its annual goodwill impairment analysis in the fourth quarter of each year.
Goodwill is also tested for impairment when events and circumstances occur that indicate that the recorded goodwill
may be impaired. In accordance with ASC Subtopic 350-20, Intangibles - Goodwill and Others - Goodwill, a two-step
process is used to test for goodwill impairment. The first step determines if there is an indication of impairment by
comparing the estimated fair value of the Company's single reporting unit to its carrying value including existing
goodwill. Upon an indication of impairment from the first step, a second step is performed to determine if goodwill
impairment exists.

To estimate the fair value of its single reporting unit for step one, the Company utilizes a combination of market and
income
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approaches. Since the Company has one reporting unit, it believes that the direct market capitalization approach,
which considers the Company's market capitalization including an implied control premium, is the most relevant
measure and is weighted most heavily. The Company also uses other market approaches including the guideline
public company market approach, under which the Company identifies similar public companies and derives
estimated market multiples of revenue and earnings before interest, taxes, depreciation, and amortization (“EBITDA”)
and applies those multiples to the Company's historical and forecasted results to estimate the fair value of its single
reporting unit, and the guideline transaction market approach, under which the Company identifies recent sale
transactions involving similar companies and derives estimated transaction multiples of revenue and EBITDA and
applies those multiples to the Company's historical and forecasted results to estimate the fair value of its single
reporting unit. The income approaches, specifically discounted cash flow methodologies, include assumptions for,
among others, forecasted revenues, gross profit margins, operating profit margins, working capital cash flows, capital
expenditures, growth rates, income tax rates, expected tax benefits, terminal values and long term discount rates, all of
which require significant judgments by management.

Long-Lived Assets

The Company periodically evaluates its long-lived assets, other than goodwill, for events and circumstances that
indicate a potential impairment. A long-lived asset is assessed for impairment when the undiscounted expected future
cash flows derived from that asset are less than its carrying value. The cash flows used for this analysis take into
consideration a number of factors including past operating results, budgets and economic projections, market trends
and product development cycles. The amount of any impairment would be equal to the difference between the
estimated fair value of the asset, based on a discounted cash flow analysis, and its carrying value.

Advertising Expenses

All advertising costs are expensed as incurred and are classified as marketing and selling expenses. Advertising
expenses during 2011, 2010 and 2009 were $3.8 million, $3.5 million and $6.3 million, respectively.

Research and Development Costs

Research and development (“R&D”) costs are expensed as incurred, except for costs of internally developed or
externally purchased software that qualify for capitalization. Development costs for software to be sold that are
incurred subsequent to the establishment of technological feasibility, but prior to the general release of the product, are
capitalized in accordance with ASC Subtopic 985-20, Software - Costs of Software to be Sold, Leased or Marketed.
Upon general release, these costs are amortized using the straight-line method over the expected life of the related
products, generally 12 to 36 months. The straight-line method generally results in approximately the same amount of
expense as that calculated using the ratio that current period gross product revenues bear to total anticipated gross
product revenues. The Company evaluates the net realizable value of capitalized software at each balance sheet date,
considering a number of business and economic factors, to determine if an impairment exits.

Income Taxes

The Company accounts for income taxes under ASC Topic 740, Income Taxes. ASC Topic 740 defines an asset and
liability approach that requires the recognition of deferred tax assets and liabilities for the expected future tax
consequences of events that have been recognized in the Company's financial statements or tax returns. The Company
records deferred tax assets and liabilities based on the net tax effects of tax credits, operating loss carryforwards and
temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes compared
to the amounts used for income tax purposes. Deferred tax assets are regularly reviewed for recoverability with
consideration for such factors as historical losses, projected future taxable income and the expected timing of the
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reversals of existing temporary differences. In accordance with ASC Topic 740, the Company is required to record a
valuation allowance when it is more likely than not that some portion or all of the deferred tax assets will not be
realized. Based on the Company's level of deferred tax assets at December 31, 2011 and the level of historical U.S.
losses, the Company has determined that the uncertainty regarding the realization of these assets is sufficient to
warrant the need for a full valuation allowance against its U.S. net deferred tax assets. The Company has also
determined that a valuation allowance is warranted on a portion of its foreign deferred tax assets.

Computation of Net Income (Loss) Per Common Share

Net income (loss) per common share is presented for both basic earnings per share (“Basic EPS”) and diluted earnings
per share (“Diluted EPS”). Basic EPS is based on the weighted-average number of common shares outstanding during
the period,
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excluding non-vested restricted stock held by employees. Diluted EPS is based on the weighted-average number of
common and potential common shares outstanding during the period. Potential common shares result from the
assumed exercise of outstanding stock options and warrants as well as non-vested restricted stock and restricted stock
units, the proceeds and remaining unrecorded compensation expense of which are then assumed to have been used to
repurchase outstanding common stock using the treasury stock method. For periods when the Company reports a loss,
all potential common stock is considered anti-dilutive. For periods when the Company reports net income, potential
common shares with combined purchase prices and unamortized compensation cost in excess of the Company's
average common stock fair value for the related period or that are contingently issuable are considered anti-dilutive.
The contingently issuable potential common shares result from certain stock options and restricted stock units granted
to the Company's executive officers that vest based on performance and market conditions (see Note C).

Comprehensive Income (Loss)

Comprehensive income (loss) consists of net income (loss) and other comprehensive income (loss), which includes
foreign currency translation adjustments and unrealized gains and losses on certain investments. For the purposes of
comprehensive income disclosures, the Company does not record tax provisions or benefits for the net changes in the
foreign currency translation adjustment, as the Company intends to permanently reinvest undistributed earnings in its
foreign subsidiaries.

Accumulated other comprehensive income consisted of the following at December 31, 2011 and 2010 (in thousands):
2011 2010

Cumulative translation adjustments $4,807 $7,717
Net unrealized losses on defined benefit plan and marketable securities — (449 )
Accumulated other comprehensive income $4,807 $7,268

Accounting for Stock-Based Compensation

The Company's stock-based employee compensation plans, which are described more fully in Note N, allow the
Company to grant stock awards, options, or other equity-based instruments, or a combination thereof, as part of its
overall compensation strategy. For stock-based awards granted, the Company records stock-based compensation cost
based on the fair value estimated in accordance with ASC Topic 718, Compensation - Stock Compensation, over the
requisite service periods for the individual awards, which generally equals the vesting period. The vesting of
stock-based award grants may be based on time, performance, market conditions, or a combination of performance or
market conditions.

The fair values of restricted stock and restricted stock unit awards with time-based vesting are based on the intrinsic
values of the awards at the date of grant. As permitted under ASC Topic 718, the Company uses the Black-Scholes
option pricing model to estimate the fair value of stock option grants with time-based vesting. The Black-Scholes
model relies on a number of key assumptions to calculate estimated fair values. The assumed dividend yield of zero is
based on the fact that the Company has never paid cash dividends and has no present intention to pay cash dividends.
The expected stock-price volatility assumption is based on recent (six-month trailing) implied volatility calculations.
These calculations are performed on exchange traded options of the Company's common stock, based on the implied
volatility of long-term (9- to 39-month term) exchange-traded options, which is consistent with the requirements of
ASC Topic 718. The Company believes that using a forward-looking market-driven volatility assumption will result
in the best estimate of expected volatility. The assumed risk-free interest rate is the U.S. Treasury security rate with a
term equal to the expected life of the option. The assumed expected life is based on company-specific historical
experience. With regard to the estimate of the expected life, the Company considers the exercise behavior of past
grants and models the pattern of aggregate exercises.
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The Company also issues stock option grants or restricted stock unit awards with vesting based on market conditions,
specifically the Company's stock price, or a combination of performance, generally the Company's return on equity, or
market conditions. The fair values and derived service periods for all grants that have vesting based on market
conditions are estimated using the Monte Carlo valuation method. For stock option grants with vesting based on a
combination of performance or market conditions, the fair values are also estimated using the Black-Scholes valuation
method, and compensation costs for these grants are recorded based on the higher estimated fair value for each vesting
tranche and factored for the estimated probability of achieving the performance goals. For restricted stock unit awards
with vesting based on a combination of performance or market conditions, the fair values are also estimated based on
the intrinsic values of the awards at the date of grant, and compensation costs for these grants are also recorded based
on the higher estimated fair value for each vesting tranche and factored for the

62

Edgar Filing: AVID TECHNOLOGY, INC. - Form 10-K

121



estimated probability of achieving the performance goals. For each stock option grant and restricted stock award with
vesting based on a combination of performance or market conditions where vesting will occur if either condition is
met, the related compensation costs are recognized over the shorter of the derived service period or implicit service
period.

During 2010, the Company modified the vesting terms of certain outstanding stock options that had vesting based on
market conditions. The modifications, which affected 16 employees, provided that the vesting of the underlying shares
could also occur based on the achievement of certain additional performance-based criteria and resulted in a total
incremental compensation charge of $0.9 million at the date of the modification. This amount was subsequently
reduced by $0.2 million in the fourth quarter of 2011 based on a revised estimate of the probability that the
performance criteria would be met. The incremental compensation costs for the option modifications were based on
the excess fair values of the modified options immediately after the modification, which were estimated using the
Black-Scholes valuation method compared to the fair values immediately before the modification estimated using the
Monte Carlo valuation method.

The Company estimates forfeiture rates at the time awards are made based on historical and estimated future turnover
rates and applies these rates in the calculation of estimated compensation cost. The estimation of forfeiture rates
includes a quarterly review of historical turnover rates and an update of the estimated forfeiture rates to be applied to
employee classes for the calculation of stock-based compensation. Forfeiture rates for the calculation of stock-based
compensation were estimated and applied based on three classes, non-employee directors, executive management staff
and other employees. At December 31, 2011, the Company's annualized estimated forfeiture rates were 0% for
non-employee director awards and 10% for both executive management staff and other employee awards.
Then-current estimated forfeiture rates are applied quarterly to all outstanding stock options and non-vested restricted
stock awards, which may result in a revised estimate of compensation costs related to these stock-based grants.

If factors change and the Company employs different assumptions for estimating stock-based compensation expense
in future periods, including changes in the probability of achieving performance conditions, or the Company decides
to use a different valuation model, the stock-based compensation expense recognized in future periods may differ
significantly from what has been recorded in the current period and could materially affect the Company's operating
income, net income and earnings per share. It may also result in a lack of comparability with other companies that use
different models, methods and assumptions. The Black-Scholes option-pricing model was developed for use in
estimating the fair value of traded options that have no vesting restrictions and are fully transferable. These
characteristics are not present in the Company's option grants.

Recent Accounting Pronouncements To Be Adopted

In September 2011, the FASB issued ASU No. 2011-08, Testing Goodwill for Impairment. This ASU allows an entity
to first assess qualitative factors to determine whether the existence of events or circumstances leads to a
determination that it is more likely than not that the fair value of a reporting unit is less than its carrying amount. If,
after assessing the totality of such events or circumstances, an entity determines it is more likely than not that the fair
value of a reporting unit is less than its carrying amount, the entity will be required to perform the currently prescribed
two-step goodwill impairment test. Otherwise, the two-step goodwill impairment test will not be required. ASU No.
2011-08 is effective for fiscal years and interim periods beginning after December 15, 2011, which is January 1, 2012
for Avid, and must be adopted prospectively. The Company adopted this ASU on January 1, 2012. Adoption did not
have an impact on the Company's consolidated financial position, results of operations or cash flows.

In June 2011, the FASB issued ASU No. 2011-05, Presentation of Comprehensive Income. This ASU eliminates the
current option to report other comprehensive income and its components in the statement of changes in equity and
requires an entity to present components of net income and other comprehensive income in one continuous statement,
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referred to as the statement of comprehensive income, or in two separate consecutive statements. ASU No. 2011-05 is
effective for fiscal years and interim periods beginning after December 15, 2011, which is January 1, 2012 for Avid,
and must be applied retrospectively. Early adoption is permitted. The Company adopted this ASU on January 1, 2012.
While this ASU changes the presentation of comprehensive income, there are no changes to the components that are
recognized in net income or other comprehensive income under current accounting guidance; therefore, adoption did
not have an impact on the Company's consolidated financial position, results of operations or cash flows.

In May 2011, the FASB issued ASU No. 2011-04, Amendments to Achieve Common Fair Value Measurement and
Disclosure Requirements in U.S. GAAP and IFRS. This ASU amends current U.S. GAAP fair value measurement and
disclosure guidance to be consistent with International Financial Reporting Standards, including increased
transparency around valuation inputs and the categorization by level of the fair value hierarchy for items that are not
measured at fair value in the statement of financial
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position, but for which the fair value of such items is required to be disclosed. ASU No. 2011-04 is effective for fiscal
years and interim periods beginning after December 15, 2011, which is January 1, 2012 for Avid, and must be applied
prospectively. The Company adopted this ASU on January 1, 2012. Adoption did not have an impact on the
Company's consolidated financial position, results of operations or cash flows.

C.NET LOSS PER SHARE

The following table sets forth (in thousands) potential common shares, on a weighted-average basis, that were
considered anti-dilutive securities and excluded from the Diluted EPS calculations for the relevant periods either
because the sum of the exercise price per share and the unrecognized compensation cost per share was greater than the
average market price of the Company's common stock for the relevant period, or because they were considered
contingently issuable. The contingently issuable potential common shares result from certain stock options and
restricted stock units granted to the Company's executive officers that vest based on performance or market
conditions.

2011 2010 2009
Options 5,987 5,008 4,308
Non-vested restricted stock and restricted stock units 494 186 707
Anti-dilutive potential common shares 6,481 5,194 5,015

During periods of net loss, certain potential common shares that would otherwise be included in the Diluted EPS
calculation are excluded because the effect would be anti-dilutive. The following table sets forth (in thousands)
common stock equivalents that were excluded from the calculation of Diluted EPS due to the net loss for the relevant
period.

2011 2010 2009
Options 21 13 12
Non-vested restricted stock and restricted stock units 78 55 15
Total anti-dilutive common stock equivalents 99 68 27

D.FOREIGN CURRENCY FORWARD CONTRACTS

During the third and fourth quarters of 2010, the Company used foreign currency forward contracts to hedge the
foreign exchange currency risk associated with certain forecasted euro-denominated sales transactions. These
contracts were designated and qualified as cash flow hedges under the criteria of ASC Topic 815. Changes in the fair
value of the effective portion of derivatives designated and qualifying as cash flow hedges is initially reported as a
component of accumulated other comprehensive income in stockholders' equity and subsequently reclassified into
revenues at the time the hedged transactions affect earnings. The ineffective portion of the change in fair value is
recognized directly into earnings. To date no amounts have been recorded as a result of hedging ineffectiveness.

At December 31, 2011 and 2010, the Company did not hold any foreign currency forward contracts as hedges against
forecasted foreign-currency-denominated sales transactions.

The following tables set forth the effect of the Company's foreign currency forward contracts designated as hedging
instruments on the Company's statements of operations during the year ended December 31, 2010 (in thousands):
Derivatives Designated as Hedging
Instruments under ASC Topic 815

Amount of Loss Reclassified from Accumulated Other
Comprehensive Income (Loss) into Revenues (Effective Portion)

Foreign currency forward contracts $(1,761)

As a hedge against the foreign exchange exposure of certain forecasted receivables, payables and cash balances of
foreign subsidiaries, the Company enters into short-term foreign currency forward contracts. The changes in fair value
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of the foreign currency forward contracts intended to offset foreign currency exchange risk on cash flows associated
with net monetary assets are recorded as gains or losses in the Company's statement of operations in the period of
change, because they do not meet the criteria of ASC Topic 815 to be treated as hedges for accounting purposes.
There are two objectives of the Company's foreign currency forward contract program: (1) to offset any foreign
currency exchange risk associated with cash receipts expected to be received from the Company's customers and cash
payments expected to be made to the Company's vendors over the next 30-day period and (2) to offset the impact of
foreign currency exchange on the Company's net monetary assets denominated in currencies

64

Edgar Filing: AVID TECHNOLOGY, INC. - Form 10-K

125



other than the functional currency of the legal entity. These forward contracts typically mature within 30 days of
execution.

At December 31, 2011 and 2010, the Company had foreign currency forward contracts outstanding with notional
values of $69.1 million and $47.4 million, respectively, as hedges against forecasted foreign-currency-denominated
receivables, payables and cash balances. The following table sets forth the balance sheet locations and fair values of
the Company's foreign currency forward contracts at December 31, 2011 and 2010 (in thousands):
Derivatives Not Designated as
Hedging
Instruments under ASC Topic 815

Balance Sheet Location
Fair Value at
December 31,
2011

Fair Value at
December 31,
2010

Financial assets:
Foreign currency forward contracts Other current assets — $389

Financial liabilities:

Foreign currency forward contracts Accrued expenses and other current
liabilities $1,430 $1

The following table sets forth the net foreign exchange gains and losses recorded as marketing and selling expenses in
the Company's statements of operations during the years ended December 31, 2011, 2010 and 2009 that resulted from
the Company's foreign exchange contracts not designated as hedging instruments and the revaluation of the related
hedged items (in thousands):

Derivatives Not Designated as Hedging
Instruments under ASC Topic 815

Net Gain (Loss) Recorded in Marketing and Selling
Expenses
2011 2010 2009

Foreign currency forward contracts $464 $(880) $1,416

See Note E for additional information on the fair value measurements for all financial assets and liabilities, including
derivative assets and derivative liabilities, that are measured at fair value on a recurring basis.

E.FAIR VALUE MEASUREMENTS
Assets and Liabilities Measured at Fair Value on a Recurring Basis

On a recurring basis, the Company measures certain financial assets and liabilities at fair value, including cash
equivalents, marketable securities and foreign-currency forward contracts. At December 31, 2011 and 2010, all of the
Company's financial assets and liabilities were classified as either Level 1 or Level 2 in the fair value hierarchy as
defined by ASC Topic 820, Fair Value Measurements and Disclosure. Assets and liabilities valued using quoted
market prices in active markets and classified as Level 1 are certain deferred compensation investments and related
obligations. Assets and liabilities valued based on other observable inputs and classified as Level 2 are foreign
currency forward contracts and certain deferred compensation obligations.

The following tables summarize the Company's fair value hierarchy for its financial assets and liabilities measured at
fair value on a recurring basis at December 31, 2011 and 2010 (in thousands):

Fair Value Measurements at Reporting Date
Using

December 31,
2011

Quoted Prices in
Active Markets
for Identical
Assets (Level 1)

Significant
Other
Observable
Inputs (Level 2)

Significant
Unobservable
Inputs
(Level 3)

Financial Assets:
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Deferred compensation assets $1,549 $1,018 $531 $—

Financial Liabilities:
Deferred compensation obligations $3,920 $1,018 $2,902 $—
Foreign currency forward contracts 1,430 — 1,430 —
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Fair Value Measurements at Reporting Date Using

December 31,
2010

Quoted Prices
in
Active
Markets
for Identical
Assets (Level
1)

Significant
Other
Observable
Inputs (Level 2)

Significant
Unobservable
Inputs
(Level 3)

Financial Assets:
Benefit plan and deferred compensation
assets $1,795 $998 $797 $—

Foreign currency forward contracts 389 — 389 —

Financial Liabilities:

Benefit plan and deferred compensation
obligations $4,226 $998 $3,228 ily:ARIAL"

SIZE="2">40 $ 41
Vested stock issued as settlement of annual bonus
accruals $ 3 $ 4 $ 3
Stock Options. Stock options may be granted with exercise prices no less than the fair value of SAIC�s common stock on the date of grant and for
terms not greater than ten years. Prior to January 31, 2011, stock options granted under the 2006 Equity Incentive Plan have a term of five years
and a vesting period of four years, except for stock options granted to the Company�s outside directors, which have a vesting period of one year.
Subsequent to January 31, 2011, stock options granted under the 2006 Equity Incentive Plan have a term of seven years. Stock options were
granted with exercise prices equal to fair value on the date of grant.

The fair value of the Company�s stock option awards is estimated on the date of grant using the Black-Scholes option-pricing model. The fair
value of the Company�s stock option awards is generally expensed on a straight-line basis over the vesting period of four years, except for stock
options granted to the Company�s outside directors, which is recognized over the vesting period of one year. The expected term of all awards
granted is derived from the Company�s historical experience except for awards granted to the Company�s outside directors, for which the expected
term of awards granted is derived utilizing the �simplified� method presented in SEC Staff Accounting Bulletin Nos. 107 and 110, �Share-Based
Payment�. Expected volatility is based on an average of the historical volatility of SAIC�s stock and the implied volatility from traded options on
SAIC�s stock. The risk-free interest rate is based on the yield curve of a zero-coupon U.S. Treasury bond with a maturity equal to the expected
term of the stock option on the date of grant. The Company uses historical data to estimate forfeitures.

The weighted average grant-date fair value and assumptions used to determine fair value of stock options granted for each of the three years
ended January 31, 2012 were as follows:

Year Ended January 31
2012 2011 2010

Weighted average grant-date fair value $ 4.21 $ 3.96 $ 4.79
Expected term (in years) 4.9 3.8 3.9
Expected volatility 23.4% 25.1% 30.6% 
Risk-free interest rate 2.2% 2.1% 1.5% 
Dividend yield 0% 0% 0% 
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Stock option activity for each of the three years ended January 31, 2012 was as follows:

Shares of
stock under

stock options

Weighted
average

exercise price

Weighted
average

remaining
contractual

term
Aggregate

intrinsic value

(in millions) (in years)
(in

millions)
Outstanding at January 31, 2009 39.9 $ 15.08 2.1 $ 186
Options granted 5.5 18.41
Options forfeited or expired (3.0) 15.57
Options exercised (10.8) 13.22 57
Outstanding at January 31, 2010 31.6 16.26 2.0 66
Options granted 5.3 17.43
Options forfeited or expired (2.8) 16.14
Options exercised (9.1) 14.08 36
Outstanding at January 31, 2011 25.0 17.31 2.1 11
Options granted 3.9 16.92
Options forfeited or expired (3.6) 16.73
Options exercised (4.5) 14.69 8
Outstanding at January 31, 2012 20.8 17.90 2.5 �
Vested and expected to vest in the future as of January 31, 2012 19.7 17.93 2.4 �
The following table summarizes activity related to exercises of stock options for each of the three years ended January 31, 2012 as follows:

Year Ended January 31
2012 2011 2010

(in millions)
Cash received from exercises of stock options $ 1 $ 6 $ 17
Stock exchanged at fair value upon exercises of stock options 14 41 116
Tax benefits realized from exercises of stock options 4 17 24
Stock options outstanding as of January 31, 2012 were as follows:

Range of exercise prices

Stock
options

outstanding

Weighted
average
exercise

price

Weighted
average

remaining
contractual

term

Stock
options

exercisable

Weighted
average
exercise

price

Weighted
average

remaining
contractual

term
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(in millions)
(in

years) (in millions)
(in

years)
$12.00 to $17.00 3.5 $ 16.91 6.2 � $ 15.48 3.9
$17.01 to $18.00 8.5 17.53 1.8 4.9 17.59 .8
$18.01 to $19.00 8.4 18.59 1.7 4.4 18.62 1.6
$19.01 to $21.00 0.4 20.10 1.2 0.3 20.10 1.2

20.8 17.90 2.5 9.6 18.14 1.2
The aggregate intrinsic value for options exercisable at January 31, 2012 was $0 million.

As of January 31, 2012, there was $22 million of unrecognized compensation cost, net of estimated forfeitures, related to stock options, which is
expected to be recognized over a weighted-average period of 2.2 years.

Vesting Stock Awards. Compensation expense is measured at the grant date fair value and generally recognized over the vesting period of four
years, or seven years for certain stock awards granted under the Stock Compensation Plans.
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Vesting stock award activity for the year ended January 31, 2012 was as follows:

Shares of stock
under stock

awards

Weighted
average grant-

date fair
value

(in millions)
Unvested at January 31, 2011 11.7 $ 18.03
Awards granted 5.7 16.83
Awards forfeited (1.3) 17.68
Awards vested (4.1) 18.00
Unvested at January 31, 2012 12.0 17.50
As of January 31, 2012, there was $103 million of unrecognized compensation cost, net of estimated forfeitures, related to vesting stock awards,
which is expected to be recognized over a weighted average period of 2.4 years. The fair value of vesting stock awards that vested in fiscal 2012,
2011 and 2010 was $67 million, $64 million and $55 million, respectively.

Performance-Based Stock Awards. The Company grants performance-based stock awards to certain officers and key employees of the Company
under the 2006 Equity Incentive Plan. These awards vest at the end of a three-year performance period based upon the achievement of specific
pre-established levels of performance. The number of shares ultimately awarded can range from zero to 150% of the specified target awards
based on the achievement of cumulative growth in diluted EPS from continuing operations and operating income margin, weighted equally, over
a three fiscal year period for awards granted prior to fiscal 2012 and cumulative growth in diluted EPS from continuing operations and internal
revenue growth, weighted equally, over a three fiscal year period for awards granted in fiscal 2012. Compensation expense for
performance-based stock awards is recognized over the three-year performance period based on the expected level of achievement that will be
obtained.

Performance-based stock award activity for the year ended January 31, 2012 was as follows:

Expected number

of
shares of stock

to be issued under
performance-based

stock awards

Weighted
average grant-

date fair
value

(in millions)
Outstanding at January 31, 2011 1.0 $ 17.89
Awards granted 0.5 16.92
Awards forfeited (0.3) 17.24
Adjustments to expected number of shares of stock to be issued (0.7) 18.03
Outstanding at January 31, 2012 0.5 17.02
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Adjustments to the expected number of shares of stock to be issued are due to changes in the expected level of achievement of the performance
goals over the life of the awards.

As of January 31, 2012, there was $5 million of unrecognized compensation cost, net of estimated forfeitures, related to performance-based
stock awards granted under the 2006 Equity Incentive Plan, which is expected to be recognized over a weighted average period of 1.9 years. As
of January 31, 2012, there have been no vesting events for performance-based stock awards under the 2006 Equity Incentive Plan.
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Note 11�Income Taxes:

Substantially all of income from continuing operations before income taxes for the three years ended January 31, 2012 was earned in the United
States. The provision for income taxes related to continuing operations for each of the three years ended January 31, 2012 included the
following:

Year Ended January 31
2012 2011 2010

(in millions)
Current:
Federal and foreign $ 222 $ 260 $ 262
State 24 48 47
Deferred:
Federal and foreign (20) 9 (16) 
State (11) (3) (4) 
Total $ 215 $ 314 $ 289
A reconciliation of the provision for income taxes to the amount computed by applying the statutory federal income tax rate to income from
continuing operations before income taxes for each of the three years ended January 31, 2012 follows:

Year Ended January 31
2012 2011 2010

(in millions)
Amount computed at the statutory federal income tax rate (35%) $ 73 $ 305 $ 269
State income taxes, net of federal tax benefit 8 29 27
Change in accruals for uncertain tax positions 1 (7) 3
CityTime uncertain tax liability 96 � �
Research and development credits (7) (8) (6) 
U.S. manufacturing activity benefit (5) (5) (2) 
Non-deductible penalties 49 � �
Other � � (2) 
Total $ 215 $ 314 $ 289
Effective income tax rate 103.9% 36.0% 37.6% 
The Company�s effective income tax rate for fiscal 2012 significantly exceeded statutory tax rates due primarily to the estimated non-deductible
portion of the CityTime loss provision (see Note 17). The lower effective income tax rate for fiscal 2011 as compared to fiscal 2010 was
primarily due to the reversal of $7 million in accruals for unrecognized tax benefits as a result of the settlement of federal and state tax audits for
amounts lower than the recorded accruals.

Deferred income taxes are recorded for differences in the basis of assets and liabilities for financial reporting purposes and tax reporting
purposes. Deferred tax assets (liabilities) were comprised of the following:
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January 31
2012 2011

(in millions)
Accrued vacation and bonuses $ 88 $ 90
Investments 8 11
Deferred compensation 54 47
Vesting stock awards 61 75
Credits and net operating losses carryovers 35 28
Employee benefit contributions 6 6
CityTime loss provision 63 �
Other 32 32
Total deferred tax assets 347 289
Deferred revenue (68) (51) 
Fixed asset basis differences (25) (21) 
Purchased intangible assets (133) (119) 
Total deferred tax liabilities (226) (191) 
Net deferred tax assets, before valuation allowance 121 98
Valuation allowance (2) (2) 
Net deferred tax assets $ 119 $ 96
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Net deferred tax assets were as follows:

January 31
2012 2011

(in millions)
Net current deferred tax assets $ 82 $ 41
Net current deferred tax assets (included in assets of discontinued operations) � 4
Net non-current deferred tax assets 37 51
Total net deferred tax assets $ 119 $ 96
At January 31, 2012, the Company had $57 million of federal net operating loss (NOL) carryforwards, which will expire in fiscal 2020 to 2030
and $8 million in state tax credits, which will expire in fiscal 2016 to 2026. The Company expects to fully utilize these NOL carryforwards and
state tax credits before expiration.

The Company�s unrecognized tax benefits are primarily related to certain recurring deductions customary for the Company�s industry in addition
to the estimated non-deductible portion of the CityTime loss provision (see Note 17). The changes in the unrecognized tax benefits, excluding
accrued interest and penalties, were as follows:

Year Ended January 31
2012 2011 2010

(in millions)
Unrecognized tax benefits at beginning of year $ 23 $ 44 $ 31
Additions for tax positions related to current year 102 1 10
Additions for tax positions related to prior years 10 1 9
Reductions for tax positions related to prior years (4) (8) (1) 
Settlements with taxing authorities � (12) �
Lapse of statute of limitations (2) (3) (5) 
Unrecognized tax benefits at end of year $ 129 $ 23 $ 44
Unrecognized tax benefits that, if recognized, would affect the effective income tax rate $ 115 $ 17 $ 36
In fiscal 2012, the Company�s unrecognized tax benefits increased primarily due to the estimated non-deductible portion of the CityTime loss
provision (see Note 17). In fiscal 2011, the Company�s unrecognized tax benefits decreased primarily due to the resolution of certain tax
contingencies with the tax authorities, including $7 million that was recognized as an income tax benefit in fiscal 2011.

The amount of interest and penalties recognized in the consolidated statements of income was $1 million in fiscal 2010. A negligible amount of
interest and penalties were recognized in the consolidated statements of income in fiscal 2012 and 2011. At January 31, 2012 and 2011, accrued
interest and penalties totaled $3 million and $5 million, respectively.

At January 31, 2012, the balance of unrecognized tax benefits included liabilities for uncertain tax positions of $132 million, $29 million of
which is classified as other long-term liabilities on the consolidated balance sheet. The balance of unrecognized tax benefits at January 31, 2011
included liabilities for uncertain tax positions of $26 million, $25 million of which were classified as other long-term liabilities on the
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consolidated balance sheet.

The Company files income tax returns in the United States and various state and foreign jurisdictions and is subject to routine compliance
reviews by the Internal Revenue Service (IRS) and other taxing authorities. The Company has effectively settled with the IRS for fiscal years
prior to and including fiscal 2008. The Company also settled fiscal 2011 as a result of the Company�s participation in the IRS Compliance
Assurance Process beginning in fiscal 2011, in which the Company and the IRS endeavor to agree on the treatment of all tax positions prior to
the tax return being filed, thereby greatly reducing the period of time between tax return submission and settlement with the IRS.

During the next 12 months, it is reasonably possible that resolution of reviews by taxing authorities, both domestic and international, could be
reached with respect to $103 million of the Company�s unrecognized tax benefits including a negligible amount of previously accrued interest,
depending on the timing of ongoing examinations, any litigation and expiration of statute of limitations, either because the Company�s tax
positions are sustained or because the Company agrees to their disallowance and pays the related income tax. While the Company believes it has
adequate accruals for uncertain tax positions, the tax authorities may determine that the Company owes taxes in excess of recorded accruals or
the recorded accruals may be in excess of the final settlement amounts agreed to by tax authorities.
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Note 12�Accumulated Other Comprehensive Loss:

The components of accumulated other comprehensive loss were as follows:

January 31
2012 2011

(in millions)
Foreign currency translation adjustments, net of taxes of $(2) and $2 million as of January 31, 2012 and 2011, respectively $ 2 $ (2) 
Unrecognized net loss on settled derivative instruments associated with outstanding debt, net of taxes of $3 million and $4
million as of January 31, 2012 and 2011, respectively (5) (5) 
Unrecognized loss on defined benefit plan, net of taxes of $5 million as of January 31, 2012 (8) �  
Total accumulated other comprehensive loss, net of taxes of $6 million as of January 31, 2012 and 2011 $ (11) $ (7) 
As of January 31, 2012, there is less than $1 million of the unrealized net loss on settled derivative instruments (pre-tax) to be amortized and
recognized as interest expense during the next 12 months.

Note 13�Leases:

The Company occupies most of its facilities under operating leases. Most of the leases require the Company to pay maintenance and operating
expenses such as taxes, insurance and utilities and also contain renewal options to extend the lease and provisions for periodic rate escalations to
reflect inflationary increases. Certain equipment is leased under short-term or cancelable operating leases. Rental expense for facilities and
equipment related to continuing operations for each of the three years ended fiscal January 31, 2012 were as follows:

Year Ended January 31
2012 2011 2010

(in millions)
Gross rental expense $ 178 $ 174 $ 156
Less lease and sublease income (17) (23) (15) 
Net rental expense $ 161 $ 151 $ 141
In fiscal 2004, the Company was awarded a contract with the Greek Government (see Note 17) that requires the Company to lease certain
equipment under an operating lease from a subcontractor for ten years. The terms of the customer contract and lease agreement provide that if
the customer defaults on its payments to the Company to cover the future lease payments, then the Company is not required to make the lease
payments to the subcontractor. Consequently, the maximum contingent lease liability of $30 million related to this contract at January 31, 2012
is not reflected in the future minimum lease commitments table below.

Future minimum lease commitments and lease or sublease receipts under non-cancelable operating leases in effect at January 31, 2012 are as
follows:
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Year Ending January 31
Operating lease

commitment

Lease
or

sublease
receipts

(in millions)
2013 $ 124 $ 1
2014 111 1
2015 93 1
2016 75 1
2017 55 �
2018 and thereafter 138 8
Total $ 596 $ 12
As of January 31, 2012, the Company had capital lease obligations of $6 million that are payable over the next five years.
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Note 14�Supplementary Income Statement and Cash Flow Information:

Supplementary income statement information for the years presented were as follows:

Year Ended January 31
2012 2011 2010

(in millions)
Depreciation and amortization expense for property, plant and equipment and assets acquired under capital leases $ 69 $ 70 $ 64
Internal research and development costs included in selling, general and administrative expenses $ 93 $ 55 $ 49
Amortization expense for finite-lived intangible assets $ 45 $ 40 $ 26
Impairment losses for intangible assets $ 19 $ � $ 6
Supplementary cash flow information, including non-cash investing and financing activities, for each of the three years ended January 31, 2012
was as follows:

Year Ended January 31
2012 2011 2010

(in millions)
Increase (decrease) in accrued stock repurchases $ (7) $ (17) $ 24
Fair value of assets acquired in acquisitions $ 238 $ 470 $ 314
Cash paid in acquisitions, net of cash acquired of $5 million, $10 million and $8 million in fiscal 2012, 2011
and 2010, respectively (218) (382) (256) 
Non-cash consideration � � (3) 
Accrued acquisition payables, net � (4) (10) 
Liabilities assumed in acquisitions $ 20 $ 84 $ 45
Cash paid for interest (including discontinued operations) $ 107 $ 71 $ 71
Cash paid for income taxes (including discontinued operations) $ 289 $ 361 $ 273
Note 15�Business Segment Information:

The Company defines its reportable segments based on the way the chief operating decision maker (CODM), currently its chief executive
officer, manages the operations of the Company for purposes of allocating resources and assessing performance.

Prior to February 1, 2011, the CODM managed the Company�s operations at the business unit level, each of which reported to one of several
operating groups. The Company�s business units were aggregated into reportable segments, either Government and Commercial, based on the
nature of the customers served, contractual requirements and the regulatory environment governing the business unit�s operations. The Company
also had a Corporate and Other segment.

Effective February 1, 2011, the Company aligned its operations within the maturing group structure that is better organized around the markets
served and the nature of products and services provided to customers in those markets. At the same time, the CODM began managing the
Company�s operations at the group level for purposes of allocating resources and assessing performance. As a result of this change, the Company
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redefined its reportable segments into the following: Defense Solutions; Health, Energy and Civil Solutions; Intelligence and Cybersecurity
Solutions; and Corporate and Other. The Intelligence and Cybersecurity Solutions reportable segment represents the aggregation of the
Intelligence, Surveillance, and Reconnaissance group and Cyber and Information Solutions business unit, which reported directly to the CODM,
because they share similar economic characteristics and have similarities in the nature of products and services provided, methods of service
delivery, customers served and the regulatory environment in which they operate.

Defense Solutions provides systems engineering and specialized technical services and solutions in support of command and control,
communications, modeling and simulation, logistics, readiness and sustainment and network operations to a broad customer base within the
defense industry. Defense Solutions helps design and implement advanced, networked command and control systems to enable U.S. and allied
defense customers to plan, direct, coordinate and control forces and operations at strategic, operational and tactical levels. Defense Solutions
also provides a wide range of logistics, product support and force modernization solutions, including supply chain management, demand
forecasting, distribution, sustaining engineering, maintenance and training services, to enhance the readiness and operational capability of U.S.
military personnel and their weapons and support systems. Major customers of Defense Solutions include most branches of the U.S. military.
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Health, Energy and Civil Solutions provides services and solutions in the areas of critical infrastructure, homeland security, safety and mission
assurance, training, environmental assessments and restoration, engineering design, construction and sophisticated IT services across a broad
customer base. These services and solutions range from engineering, design and construction services, energy management, renewables and
energy distribution/smart-grid, to healthcare IT, data management and analytics, health infrastructure and biomedical support and research.
Health, Energy and Civil Solutions also provides integrated security solutions and training expertise in the detection of chemical, biological,
radiological, nuclear and explosive threats and designs and develops products and applied technologies that aid anti-terrorism and homeland
security efforts, including border, port and security inspection systems and checked baggage explosive detection systems. Major customers of
Health, Energy and Civil Solutions primarily include the U.S. federal government, state and local governmental agencies, foreign governments
and commercial enterprises in various industries.

Intelligence and Cybersecurity Solutions provides systems and services focused on intelligence, surveillance, reconnaissance and cybersecurity
across a broad spectrum of national security programs. Intelligence and Cybersecurity Solutions provides quick reaction, manned and unmanned
airborne, maritime, space and ground-based surveillance systems which leverage an understanding of the underlying physics of operating in
space, weight and power-constrained environments. Intelligence and Cybersecurity Solutions also provides intelligence collection, processing,
exploitation, and dissemination solutions, including systems designed to optimize decision-making in high rate, large volume, and complex data
environments. Intelligence and Cybersecurity Solutions provides cybersecurity technology and information management solutions, analytics and
forensics, accreditation and testing services, and products that protect data, applications, and modern information technology infrastructures
from advanced and persistent threats as well as mission support in the geospatial, intelligence analysis, technical operations, and linguistics
domains. Major customers of Intelligence and Cybersecurity Solutions include national and military intelligence agencies, and other federal,
civilian and commercial customers in the national security complex.

Corporate and Other includes the operations of the Company�s internal real estate management subsidiary, various corporate activities, certain
corporate expense items that are not reimbursed by the Company�s U.S. Government customers and certain revenue and expense items excluded
from the CODM�s evaluation of a reportable segment�s performance.

The following tables summarize business segment information for each of the three years ended January 31, 2012:

Year Ended January 31
2012 2011 2010

(in millions)
Revenues:
Defense Solutions $ 4,191 $ 4,657 $ 4,518
Health, Energy and Civil Solutions 2,858 2,792 2,848
Intelligence and Cybersecurity Solutions 3,540 3,421 3,216
Corporate and Other 2 58 4
Intersegment elimination (4) (7) (6) 
Total revenues $ 10,587 $ 10,921 $ 10,580
Operating income (loss):
Defense Solutions $ (171) $ 380 $ 355
Health, Energy and Civil Solutions 258 258 236
Intelligence and Cybersecurity Solutions 275 288 281
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Corporate and Other (51) 21 (36) 
Total operating income $ 311 $ 947 $ 836
Amortization of intangible assets:
Defense Solutions $ 5 $ 7 $ 12
Health, Energy and Civil Solutions 24 16 8
Intelligence and Cybersecurity Solutions 16 17 6
Total amortization of intangible assets $ 45 $ 40 $ 26
Asset information by segment is not a key measure of performance used by the CODM. Interest income, interest expense and provision for
income taxes, as reported in the consolidated financial statements, are not part of operating income and are primarily recorded at the corporate
level. Under U.S. Government Cost Accounting Standards, indirect costs including depreciation expense are collected in numerous indirect cost
pools which are then collectively allocated out to the Company�s reportable segments based on a representative causal or beneficial relationship
of the costs in the pool to the
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costs in the base. While depreciation expense is a component of the allocated costs, the allocation process precludes depreciation expense from
being specifically identified by the Company�s individual reportable segments. For this reason, depreciation expense by reportable segment has
not been reported above.

Substantially all of the Company�s revenues and tangible long-lived assets are generated by or owned by entities located in the United States. As
such, the financial information by geographic location is not presented.

The Company�s total revenues are largely attributable to prime contracts with the U.S. Government or to subcontracts with other contractors
engaged in work for the U.S. Government. The percentages of total revenues for the U.S. Government, its agencies and other customers
comprising more than 10% of total revenues for each of the three years ended January 31, 2012 were as follows:

Year Ended January 31
2012 2011 2010

U.S. Government 93% 91% 91% 
U.S. Army 26% 23% 24% 
U.S. Navy 13% 13% 13% 
Note 16�Discontinued Operations:

In June 2011, in order to better align its business portfolio with its strategy, the Company sold certain components of its business, which were
historically included in the Company�s Health, Energy and Civil Solutions segment, primarily focused on providing information technology
services to international oil and gas companies. The Company received net proceeds of $167 million resulting in a gain on sale before income
taxes of $111 million related to this sale. The Company has classified the operating results of these business components, including pension
activity through the date of sale (Note 9), as discontinued operations for all periods presented.

In March 2001, the Company�s former subsidiary Telcordia Technologies, Inc. (Telcordia) instituted arbitration proceedings against a customer,
Telkom South Africa, as a result of a contract dispute. Pursuant to the definitive stock purchase agreement for the fiscal 2006 sale of Telcordia,
the Company was entitled to receive the net proceeds from any settlement after deduction for tax liabilities incurred by Telcordia. In July 2010,
Telcordia and Telkom South Africa settled all claims related to these arbitration proceedings. Under the settlement, Telkom South Africa paid
$80 million plus amounts for value added taxes (VAT). In fiscal 2011, the Company and Telcordia subsequently executed an agreement which
resolved matters related to the Telkom South Africa settlement and certain other contingencies related to the fiscal 2006 sale of Telcordia. The
Company recorded pre-tax gains of $77 million in discontinued operations related to these actions during the year ended January 31, 2011. The
results of discontinued operations included pre-tax net losses of $6 million in fiscal 2010. The Company also sold a non-strategic component of
its Intelligence and Cybersecurity Solutions segment in fiscal 2010.

The pre-sale operating results of business components sold by the Company for each of the three years ended January 31, 2012 were as follows:

Year Ended January 31
2012 2011 2010
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(in millions)
Revenues $ 70 $ 196 $ 267
Costs and expenses:
Cost of revenues 55 156 192
Selling, general and administrative expenses 11 28 45
Operating income $ 4 $ 12 $ 30
Income from discontinued operations also includes other activity that is immaterial and not reflected in the table above.

Note 17�Legal Proceedings:

Timekeeping Contract with City of New York

Since 2000, the Company performed under a systems development and implementation contract relating to an automated time and attendance
and workforce management system (CityTime) for certain agencies of the City of New York (City). The Company billed approximately $635
million under the contract, which was completed in June 2011.
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The U.S. Attorney�s Office for the Southern District of New York has been conducting a criminal investigation relating to the CityTime program.
In connection with the investigation, a federal grand jury in the Southern District of New York indicted several defendants and charged a former
Company program manager with violating various federal statutes relating to an alleged kickback scheme, including charges of conspiracy, wire
fraud against the City, honest services fraud against the Company and obstruction of justice. The fraudulent scheme described in the indictment
alleges that individuals from the Company (the former program manager and a former chief systems engineer), the primary subcontractor,
Technodyne LLC, second-tier subcontractors and others collaborated to defraud the City by overbilling and inflating the price paid by the City
under the contract, all to illegally enrich themselves. The indictment also alleges that the Company paid to Technodyne hundreds of millions of
dollars under the contract after receiving an internal complaint raising suspicions of kickbacks from Technodyne to the former program
manager. The Company�s former chief systems engineer on the program pleaded guilty in June 2011 to multiple criminal charges related to the
same fraudulent scheme.

The City�s Department of Investigation has also been conducting an investigation regarding the CityTime contract. In June 2011, the Company
received a letter from New York City Mayor Michael Bloomberg, which requested that the Company reimburse the City for approximately $600
million paid by the City to the Company for CityTime and the cost of investigating and remediating the CityTime program.

In March 2012, the Company reached a settlement with the U.S. Attorney�s Office and the City relating to the CityTime investigations. In
connection with this settlement, the Company entered into a deferred prosecution agreement (DPA) with the U.S. Attorney�s Office effective
March 14, 2012. Under the DPA, the Company agreed to pay approximately $500 million, comprised of $370 million in restitution that will be
paid to the City by the U.S. Government, and a $130 million penalty. The City and the Company exchanged mutual releases upon execution of
the DPA, releasing each other from all claims arising out of the CityTime contract. The Company�s release of the City terminated the Company�s
right to collect approximately $40 million in a receivable the City owed to the Company under the terms of the CityTime contract. The Company
recorded $410 million, consisting of the $370 million remitted to the City and the cancellation of the $40 million account receivable from the
City, as a reduction of revenues in fiscal 2012. The remaining $130 million was recorded as a component of selling, general and administrative
expenses in fiscal 2012. The Company paid the $500 million cash settlement payment in the first quarter of fiscal 2013.

Under the terms of the DPA, the U.S. Attorney�s Office will defer prosecution of a single criminal count against the Company, which alleged that
the Company, through the conduct of certain managerial employees and others, caused the City to significantly overpay for the CityTime
system. If the Company complies with the terms of the DPA, the U.S Attorney will dismiss the criminal count at the end of a three-year period.
Under the DPA, the Company has agreed, among other things, to retain an independent monitor, selected by the U.S. Attorney�s Office after
consultation with the Company, who will report periodically to the U.S. Attorney�s Office and who will have broad authority to monitor and
make recommendations on a number of the Company�s policies and practices. The DPA provides that the monitor will serve for a period of three
years, subject to adjustment under certain circumstances.

With a substantial portion of the Company�s business derived from U.S. Government contracts, the Company has been in discussions with its
U.S. Government customers regarding the CityTime matter, including the DPA and resolution of the matter with the U.S. Attorney�s Office and
the City. While the Company does not expect to be terminated on existing U.S. Government contracts or precluded from bidding on new U.S.
Government contracts, it is working to resolve these matters with these government customers as quickly as possible, but no assurances can be
given as to the timing or outcome of these discussions.

Data Privacy Litigation

The Company is a defendant in the following seven putative class action lawsuits filed in October 2011 through March 2012: (1) Richardson, et
al. v. TRICARE Management Activity, Science Applications International Corporation, United States Department of Defense, et al. in U.S.

Edgar Filing: AVID TECHNOLOGY, INC. - Form 10-K

Table of Contents 145



District Court for the District of Columbia; (2) Arrellano, et al. v. SAIC, Inc. in U.S. District Court for the Western District of Texas;
(3) Biggerman, et al. v. TRICARE Management Activity, Science Applications International Corporation, United States Department of Defense,
et al. in U.S. District Court for the District of Columbia; (4) Moskowitz, et al. v. TRICARE Management Activity, Science Applications
International Corporation, United States Department of Defense, et al. in U.S. District Court for the District of Columbia; (5) Palmer, et al. v.
TRICARE Management Activity, Science Applications International Corporation, United States Department of Defense, et al., in U.S. District
Court for the District of Columbia; (6) Losack, et al. v. SAIC, Inc. in U.S. District Court for the Southern District of California; and (7) Deatrick
v. Science Applications International Corporation in U.S. District Court for the Northern District of California. The Company was a defendant
in another putative class action lawsuit, Adcock, et al. v. Science Applications International Corporation, filed in October 2011 in the U.S.
District Court for the Northern District of Florida, but the plaintiffs voluntarily dismissed the case in January 2012. The lawsuits were filed
following the theft of computer backup tapes from a vehicle of a Company employee. The employee was transporting the backup tapes between
federal facilities under an IT services contract the Company was performing in support of TRICARE, the health care program for members of
the military, retirees
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and their families. The tapes contained personally identifiable and protected health information of approximately five million military clinic and
hospital patients. There is no evidence that any of the data on the backup tapes has actually been accessed or viewed by an unauthorized person.
In order for an unauthorized person to access or view the data on the backup tapes, it would require knowledge of and access to specific
hardware and software and knowledge of the system and data structure. The Company has notified potentially impacted persons by letter and is
offering one year of credit monitoring services to those who request these services and in certain circumstances, one year of identity restoration
services.

The complaints in the seven lawsuits vary in their allegations and causes of action against the Company and include allegations of negligence,
breach of contract, breach of implied-in-fact contract, invasion of privacy by public disclosure of private facts and statutory violations of the
Texas Deceptive Trade Practices Act, the California Confidentiality of Medical Information Act, California data breach notification
requirements, the California Unfair Competition Law, the Fair Credit Reporting Act and the Privacy Act of 1974. The complaints seek monetary
relief, including unspecified actual damages, punitive damages, statutory damages of $1,000 for each class member and attorney�s fees, as well as
injunctive and declaratory relief. The Company has filed motions to dismiss in five of the seven cases. In addition, the Company has filed a
motion with the Judicial Panel for Multidistrict Litigation (JPML) to transfer the seven pending cases, plus a related case, to a single court for
consolidated or coordinated pretrial proceedings. The Company has filed motions to stay all proceedings in each of the seven pending cases and
the related case pending a decision by JPML on the Company�s motion.

The Company intends to vigorously defend itself against the claims made in the class action lawsuits. The Company has insurance coverage
against judgments or settlements relating to the claims being brought in these lawsuits, with a $10 million deductible. The insurance coverage
also covers the Company�s defense costs, subject to the same deductible. As of January 31, 2012, the Company has recorded a loss provision of
$10 million related to these lawsuits, representing the low end of the Company�s estimated loss. The Company believes that, if any loss is
experienced by the Company in excess of its estimate, such a loss would not exceed the Company�s insurance coverage. As these lawsuits
progress, many factors will affect the amount of the ultimate loss, resulting from these claims being brought against the Company, including the
outcome of the Company�s motions to dismiss, the results of any discovery, the outcome of any pretrial motions and the courts� rulings on certain
legal issues.

The Company has been informed that the Office for Civil Rights (OCR) of the Department of Health and Human Services (HHS) is
investigating matters related to the incident. OCR is the division of HHS charged with enforcement of the Health Insurance Portability and
Accountability Act of 1996, as amended (HIPAA) and the privacy, security and data breach rules which implement HIPAA. OCR may, among
other things, require a corrective action plan and impose civil monetary penalties against the data owner (Department of Defense) and, in certain
situations, against the data owners� contractors, such as the Company. The Company is cooperating with TRICARE in responding to the OCR
investigation.

Derivative and Securities Litigation

In February and March 2012, the following three stockholder derivative complaints were filed, each purportedly on the Company�s behalf: (1)
Stellini v. Havenstein et al. in U.S. District Court for the Southern District of California against the Company�s directors and former chief
executive officer; (2) Malanowski v. Havenstein et al. in New York Supreme Court, New York County against the Company�s directors and
former chief executive officer; and (3) Malanowski v. Denault et al. in U.S. District Court for the Southern District of New York against the
former manager of the CityTime program, the Company�s former chairman and chief executive officer and the Company�s chief financial officer.
Each complaint claims that the defendants breached their fiduciary duties to the Company with respect to the CityTime contract for various
reasons, including failure to supervise the adequacy of the Company�s internal controls, allowing the Company to issue misleading financial
statements, and failure to exercise their oversight responsibilities to ensure that the Company complied with applicable laws, rules and
regulations. Two of the complaints further claim that the defendants are liable to the Company under theories of gross mismanagement,
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contribution and indemnification, abuse of control, and waste of corporate assets. The Company currently intends to file a motion to dismiss
each of these complaints because the respective plaintiffs did not serve a pre-suit demand before filing the derivative complaints. The Company
has also received a stockholder demand letter related to CityTime and TRICARE, which an independent committee of the Company�s board of
directors is currently reviewing.

In February 2012, an alleged stockholder filed a putative securities class action, City of Westland Police & Fire Retirement System v. SAIC, Inc.
et al., in U.S. District Court for the Southern District of New York against the Company, its chief financial officer, former chief executive
officer, and the former program manager on the CityTime program, purportedly on behalf of all purchasers of SAIC�s common stock from
April 11, 2007 through September 1, 2011. The complaint asserts claims under Sections 10(b) and 20(a) of the Securities Exchange Act of 1934
based on allegations that the Company and individual defendants made misleading statements or omissions about the Company�s revenues,
operating income, and internal
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controls in connection with disclosures relating to the CityTime project. The plaintiff seeks to recover from the Company and the individual
defendants an unspecified amount of damages class members allegedly incurred by buying SAIC�s stock at an inflated price. The Company
intends to vigorously defend against these claims.

The Company currently believes that a loss relating to the above-described stockholder matters is possible, but the Company cannot reasonably
estimate the range of potential loss in light of the fact that these matters are in their early stages.

Greek Government Contract

Background and Arbitration. In May 2003, the Company entered into a firm-fixed-price contract with the Hellenic Republic of Greece (the
Customer) to provide a Command, Control, Communications, Coordination and Integration System (the System) to support the 2004 Athens
Summer Olympic Games (the Olympics) and to serve as the security system for the Customer�s public order departments following completion
of the Olympics.

In November 2008, the Customer accepted the System in writing pursuant to the requirements of the contract. At the time, the Customer
determined that the System substantially complied with the terms of the contract and accepted the System with certain alleged minor omissions
and deviations. Upon System acceptance, the Company invoiced the Customer for approximately $18 million, representing the undisputed
portion of the contract balance owed to the Company. The Customer has not paid this final invoice.

In June 2009, the Company initiated arbitration before the International Chamber of Commerce against the Customer seeking damages for
breaches of contract by the Customer. The Company seeks (i) aggregate damages in excess of $92 million for payment of amounts owed and
other claims and damages, (ii) recovery of advance payment and performance bond amounts totaling $25 million and (iii) costs and expenses
associated with the arbitration. The Customer filed an answer to the complaint denying liability on various grounds and a supplementary answer
asserting set-off claims against amounts sought by the Company. The final arbitration hearing is scheduled to commence in May 2012. Due to
the complex nature of the legal and factual issues involved, the outcome of the arbitration is uncertain.

Financial Status and Contingencies. As a result of the significant uncertainties on this contract, the Company converted to the
completed-contract method of accounting and ceased recognizing revenues for the System development portion of this contract in fiscal 2006.
No profits or losses were recorded on the Greek contract during the years ended January 31, 2012, 2011 and 2010. As of January 31, 2012, the
Company has recorded $123 million of losses under the Greek contract, reflecting the Company�s estimated total cost to complete the System,
assuming the Greek contract value was limited to the cash received to date. Based on the complex nature of this contractual situation and the
difficulties encountered to date, significant uncertainties exist and the Company is unable to reliably estimate the ultimate outcome. The
Company may reverse a portion of the losses from the Greek contract if it receives future payments as required under the modified Greek
contract.

The Company has $15 million of receivables relating to VAT as of January 31, 2012 that the Company has paid and believes it is entitled to
recover either as a refund from the taxing authorities or as a payment under the Greek contract. The Company has invoiced the Customer for $33
million for VAT and the Customer has failed to make payment. If the Customer fails to pay the outstanding VAT amounts or the Company is
unable to recover the amount as a refund from the taxing authorities, the Company�s total losses on the Greek contract could increase.

The Company has met certain advance payment and performance bonding requirements through the issuance of euro-denominated standby
letters of credit. As of January 31, 2012, there were $4 million in standby letters of credit outstanding relating to the support and maintenance of
the System. The Company is seeking recovery of amounts drawn by the Customer in fiscal 2011 on the standby letters of credit in the ongoing
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arbitration. The principal subcontractor has provided to the Company euro-denominated standby letters of credit in the amount of $24 million as
of January 31, 2012, of which $19 million relates to the delivery of the System. The Company may draw on the subcontractor�s standby letters of
credit under certain circumstances by providing a statement to the responsible bank that the subcontractor has not fulfilled its obligations under
the subcontract.

Additionally, Siemens AG (Siemens), the parent corporation of the Company�s principal subcontractor, has been subject to a number of
investigations focusing on alleged improper payments to government officials and political parties in a number of countries, including Greece.
The Company has taken a number of actions to determine that it had no involvement in any improper payments that may have been made by
Siemens in connection with the Greek contract. If the Greek government�s investigation ultimately finds evidence of Siemens wrongdoing, the
legal compliance and political issues that this would raise could impact the Company�s subcontractor�s ability to perform the subcontract and the
Company�s ability to perform the
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Greek contract. This could have a material adverse effect on the Company�s consolidated financial position, results of operations and cash flows.

Nuclear Regulatory Commission

The DOJ filed a lawsuit against the Company in September 2004 in U.S. District Court for the District of Columbia alleging civil False Claims
Act violations and breach of contract by the Company on two contracts that the Company had with the Nuclear Regulatory Commission (NRC).
The complaint alleges that the Company�s performance of several subcontracts on separate U.S. Department of Energy (DOE) programs, the
participation of a Company employee in an industry trade association, and certain other alleged relationships created organizational conflicts of
interest under the two NRC contracts. The Company disputes that the work performed on the DOE programs and the alleged relationships raised
by the government created organizational conflicts of interest. In July 2008, the jury found in favor of the government on the breach of contract
and two False Claims Act counts. The jury awarded a nominal amount of $78 in damages for breach of contract and $2 million in damages for
the False Claims Act claims. The judge entered the judgment in October 2008, trebling the False Claims Act damages and awarding a total of
$585,000 in civil penalties. The Company appealed to the U.S. Court of Appeals for the District of Columbia Circuit. In December 2010, the
Court of Appeals affirmed the District Court�s judgment as to both liability and damages of $78 on the breach of contract count and rescinded the
judgment on the False Claims Act counts, including the aggregate damages and penalties. The Court of Appeals sent the False Claims Act
counts back to the District Court for further proceedings. The Company has recorded a liability for an immaterial amount related to this matter as
of January 31, 2012 based on its assessment of the likely outcome of this matter.

Other

The Company is also involved in various claims and lawsuits arising in the normal conduct of its business, none of which, in the opinion of the
Company�s management, based upon current information, will likely have a material adverse effect on the Company�s consolidated financial
position, results of operations or cash flows.

Note 18�Other Commitments and Contingencies:

DS&S Joint Venture

In March 2006, the Company sold its interest in DS&S, a joint venture in which the Company owned a 50% interest. As part of the sale, the
Company agreed to indemnify the purchaser for certain legal costs and expenses, including those related to a government investigation involving
DS&S and any litigation resulting from that investigation up to the sum of the sales price of $9 million plus $1 million received by the Company
in repayment of a loan owed by DS&S. As of January 31, 2012, the Company has deferred the potential $9 million gain on this sale pending
resolution of the indemnification obligation.

Other Joint Ventures

The Company has a guarantee that relates only to claims brought by the sole customer of its joint venture, Bechtel SAIC Company, LLC, for
specific contractual nonperformance of the joint venture. The Company also has a cross-indemnity agreement with the joint venture partner,
pursuant to which the Company will only be ultimately responsible for the portion of any losses incurred under the guarantee equal to its
ownership interest of 30%. As of January 31, 2012, the joint venture had completed performance requirements on the customer contract and was
in the process of completing contract close-out activities. Based on current conditions, the Company believes the likelihood of having to make
any future payment related to the guarantee is remote.
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In conjunction with a contract award to one of the Company�s joint ventures, Research and Development Solutions, LLC (RDS), each of the
three joint venture partners were required to sign a performance guarantee agreement with the U.S. Government. Under this agreement, the
Company unconditionally guarantees all of RDS�s obligations to the U.S. Government under the contract award. The Company also has a
cross-indemnity agreement with each of the other two joint venture partners to protect it from liabilities for any U.S. Government claims
resulting from the actions of the other two joint venture partners and to limit the Company�s liability to its share of the contract work. As of
January 31, 2012, the joint venture had completed performance requirements on the customer contract and was in the process of completing
contract close-out activities. Based on current conditions, the Company believes the likelihood of having to make any future payment related to
the guarantee is remote.

Variable Interest Entities (VIEs)

During fiscal 2012, the Company entered into a fixed price agreement to provide engineering, procurement, and construction services to a
special purpose limited liability company for a specific renewable energy project. The Company analyzed this arrangement and determined the
entity is a VIE. However, this VIE was not consolidated by the Company because the
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Company is not the primary beneficiary. The project is partially financed by the Company�s provision of extended payment terms in the amount
of $100 million for certain of its services performed on the project. The arrangement also contemplates monetary penalties and project
guarantees if the Company does not meet certain completion deadlines. The Company expects to bill a total of $216 million to complete the
project. At January 31, 2012, the Company did not have a material amount of assets and liabilities due to or from this VIE.

Acquisition Indemnification Claims

Following the closing of an acquisition in December 2006, the Company identified several potential indemnification claims against the sellers.
The claims against the sellers include the failure of the acquired company to comply with certain terms of contracts with the U.S. Government
that required the acquired company in certain circumstances to provide price reductions for goods and services if it charged other customers a
price lower than the prices it charged the U.S. Government at the time of contract award (the price reductions claims). The Company has
disclosed this apparent non-compliance by the acquired company to the government and is fully cooperating with the government�s ongoing
review of the matter. In October 2010, the Company and the sellers signed an agreement to settle all outstanding indemnification claims, except
for the price reductions claims. Following the settlement, the Company continues to have its indemnification rights relating to the price
reductions claims in accordance with the acquisition agreement and an escrow fund is being maintained as security for these claims. Based on its
current expectations, the Company believes that it has adequate recourse against the sellers for any expected liability to the government that may
result from the price reductions claims.

Government Investigations and Reviews

The Company is routinely subject to investigations and reviews relating to compliance with various laws and regulations with respect to its role
as a contractor to federal, state and local government customers and in connection with performing services in countries outside of the United
States. Adverse findings in these investigations or reviews can lead to criminal, civil or administrative proceedings and the Company could face
penalties, fines, repayments and compensatory damages. Adverse findings could also have a material adverse effect on the Company�s business,
consolidated financial position, results of operations and cash flows due to its reliance on government contracts.

U.S. Government agencies, including the Defense Contract Audit Agency (DCAA), Defense Contract Management Agency (DCMA) and
others, routinely audit and review a contractor�s performance on government contracts, indirect rates and pricing practices, and compliance with
applicable contracting and procurement laws, regulations and standards. They also review the adequacy of the contractor�s compliance with
government standards for its accounting and management internal control systems, including: control environment and overall accounting
system, estimating system, purchasing system, property system, and earned value management system. Both contractors and the U.S.
Government agencies conducting these audits and reviews have come under increased scrutiny. For example, it was determined that the audit
procedures the DCAA previously used in reviewing some of the Company�s systems and other government contractors� systems were not in
compliance with the requirements of Generally Accepted Government Auditing Standards. As a result, certain previous audit reports were
rescinded, the current audits and reviews have become more rigorous and the standards to which the Company is held are being more strictly
interpreted, increasing the likelihood of an audit or review resulting in an adverse outcome. During the course of its current audits, the DCAA is
closely examining and questioning several of the Company�s long established and disclosed practices that it had previously audited and accepted,
increasing the uncertainty as to the ultimate conclusion that will be reached.

DCAA has recently completed audits of the Company�s billing, and indirect and other direct costs (IODC) systems (all of which are now
included as part of the control environment and overall accounting system under the DoD�s recently issued business system rule). The audit
results and the Company�s responses to those results are under evaluation by the DCMA, which is the responsible agency to determine whether
any of the DCAA findings represent significant deficiencies or material weakness in the Company�s internal control systems. Additionally, the
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DCAA has commenced a newly designed comprehensive audit of the Company�s control environment and overall accounting system, which
includes the systems that used to be known as the accounting, billing, IODC and labor systems. The Company also changed its indirect rate
structure used in its indirect cost system and its direct labor bid structure used for its estimating system for fiscal 2011 and future years. The
DCAA is performing reviews of these changes and the Company�s compliance with certain other U.S. Government Cost Accounting Standards.
A finding of significant control deficiencies in the Company�s system audits or other reviews can result in decremented billing rates to its U.S.
Government customers until the control deficiencies are corrected and their remediation is accepted by the DCMA.

The Company�s indirect cost audits by the DCAA have not been completed for fiscal 2005 and subsequent fiscal years. Although the Company
has recorded contract revenues subsequent to fiscal 2004 based upon an estimate of costs that the Company believes will be approved upon final
audit or review, the Company does not know the outcome of any ongoing or
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future audits or reviews and adjustments, and if future adjustments exceed the Company�s estimates, its profitability would be adversely affected.
As of January 31, 2012, the Company has recorded a liability of $34 million for its current best estimate of net amounts to be refunded to
customers for potential adjustments from such audits or reviews of contract costs incurred subsequent to fiscal 2004.

Tax Audits and Reviews

The Company files income tax returns in the United States and various state and foreign jurisdictions and is subject to routine compliance
reviews by the IRS and other taxing authorities. The Company has effectively settled with the IRS for fiscal years prior to and including fiscal
2008. Effective fiscal 2011, the Company is participating in the IRS Compliance Assurance Process, in which the Company and the IRS
endeavor to agree on the treatment of all tax positions prior to the tax return being filed, thereby greatly reducing the period of time between tax
return submission and settlement with the IRS. Future and ongoing reviews could have a material adverse effect on the Company�s consolidated
financial position, results of operations or cash flows (see Note 11).

The Company is subject to periodic audits by government agencies for taxes other than income taxes. The Company does not believe that the
outcome of any other such tax matters would have a material adverse effect on its consolidated financial position, results of operations, cash
flows.

Letters of Credit and Surety Bonds

The Company has outstanding letters of credit aggregating to $102 million at January 31, 2012, principally related to guarantees on contracts.
The Company also has outstanding surety bonds in the amount of $346 million, principally related to performance and payment bonds on the
Company�s contracts.

Other

The Army Brigade Combat Team Modernization Engineering, Manufacturing and Development program was terminated for convenience by the
DoD effective September 30, 2011. Since October 2009, the Company and its prime contractor have been performing on this program under an
undefinitized change order with a reduced provisional billing rate that allows the Company to receive a lesser amount of the projected fee until
the contract negotiations are completed. The Company has recognized revenues of approximately $480 million, including estimated fee, from
October 2009 through January 31, 2012 under the undefinitized change order. The actual fee payable to the Company on this program is
dependent on the outcome of the change order negotiations and may differ from amounts previously recognized.

The Company maintains self-insured medical and workers compensation insurance plans. The Company provided estimated accruals for claims
incurred but not yet reported of $34 million and $37 million as of January 31, 2012 and 2011, respectively.

Note 19�Subsequent Events:

In March 2012, SAIC�s board of directors approved the initiation of a quarterly dividend and declared a dividend of $0.12 per share of SAIC
common stock payable on April 30, 2012 to stockholders of record on April 16, 2012. Also in March 2012, the board of directors terminated the
2010 Repurchase Program and authorized a new stock repurchase program under which the Company may repurchase up to 40 million shares of
SAIC common stock.
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Note 20�Selected Quarterly Financial Data (Unaudited):

Selected unaudited financial data for each quarter of the last two fiscal years was as follows:

First
Quarter

Second

Quarter

Third

Quarter
Fourth
Quarter

(in millions, except per share amounts)
Fiscal 2012(3)

Revenues $ 2,688 $ 2,596 $ 2,811 $ 2,492
Operating income (loss) $ 230 $ 209 $ (17) $ (111) 
Income (loss) from continuing operations (1) $ 130 $ 112 $ (90) $ (160) 
Income (loss) from discontinued operations $ 1 $ 66 $ 1 $ (1) 
Net income (loss) (1) $ 131 $ 178 $ (89) $ (161) 
Basic earnings (loss) per share (2) $ .37 $ .51 $ (.27) $ (.49) 
Diluted earnings (loss) per share (2) $ .36 $ .50 $ (.27) $ (.49) 

Fiscal 2011
Revenues $ 2,627 $ 2,749 $ 2,821 $ 2,724
Operating income $ 206 $ 272 $ 252 $ 217
Income from continuing operations (1) $ 124 $ 157 $ 151 $ 126
Income from discontinued operations $ 1 $ 33 $ 22 $ 5
Net income (1) $ 125 $ 190 $ 173 $ 131
Basic earnings per share (2) $ .32 $ .50 $ .47 $ .35
Diluted earnings per share (2) $ .32 $ .50 $ .46 $ .35

(1) Income from continuing operations and net income relate to SAIC only, see Science Applications� amounts detailed below.

(2) Earnings per share are computed independently for each of the quarters presented and therefore may not sum to the total for the fiscal year.
Science Applications:

Income from continuing operations and net income of Science Applications includes interest expense on the related party note and associated
income taxes, which relate solely to Science Applications and are not reflected in the consolidated amounts above. Income from continuing
operations and net income of Science Applications for each quarter of the last two fiscal years was as follows:

First Second Third Fourth
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Quarter Quarter Quarter Quarter
(in millions)

Fiscal 2012(3)

Income (loss) from continuing operations $ 129 $ 112 $ (92) $ (160) 
Net income (loss) $ 130 $ 178 $ (91) $ (161) 

Fiscal 2011
Income from continuing operations $ 121 $ 154 $ 149 $ 126
Net income $ 122 $ 187 $ 171 $ 131

(3) Includes loss provisions of $232 million and $308 million recorded in the third quarter and fourth quarter, respectively, in connection with
resolution of the CityTime matter described in Note 17.
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