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1. Message from the President and CEO on the financial year 2012
Dear Shareholder,

2012 was an important year for us, where we faced and managed a number of challenges, while starting to prepare for
the future by announcing the new, more focused ST.

Throughout a difficult year, as we dealt with a weaker business environment as well as significant, structural changes
in the market and in end-customer competitive dynamics, ST made strong progress in three main areas: we
demonstrated careful management of our assets, we achieved several important product and technology advances and
breakthroughs to strengthen our leading market position, and we made a major strategic decision.

First, careful management of ST’s assets and resources allowed us to achieve one of our main priorities for the year.
Despite the significant cash required by ST-Ericsson and the weakness of the market, we actually improved our net
financial position to $1.19 billion. We did this while maintaining our dividend rate at 40 cents per share, paying out
$355 million in dividends while continuing to maintain financial flexibility and a strong cash position.

Second, our advances and breakthroughs in products and technologies in 2012 contributed to ST gaining market share
in several of our targeted markets.

Our foresight in anticipating the direction of the Analog, MEMS and Sensors market led to 22% year-over-year
revenue growth and helped us ship more than 1 billion MEMS units in 2012, including more than 60 million
microphones as we entered that market and ramped quickly. We also achieved quick success with high-volume
shipments of pressure sensors and 6-axis motion MEMS combos, capacitive touch-screen controllers, high-accuracy
magnetic sensors, and our Windows-8 sensor solution for several tablets and smartphones. Together, these efforts
increased ST’s market share in the MEMS mobile and handset market to 48%1 — more than 2x our closest competitor —
and ensured that ST has leadership in MEMS across all mobile operating systems.

In the Automotive market, ST reached the milestone of having more than 200 million cars in the world utilizing ST’s
leading infotainment technologies. In Automotive Smart Power, several major automotive players in Europe, Japan
and the US confirmed our leadership by choosing our latest 110nm BCD process for Safety, Powertrain and Body
applications. Our efforts across the spectrum of automotive applications also paid off with our establishing
innovation and system-optimization partnerships with leading car makers such as Audi and Hyundai.

dn Smart Power and Power Conversion, in addition to our automotive successes, we also delivered high volumes of a
new MOSFET family and introduced to several leading smartphone manufacturers high-performing, power-saving
tunable capacitors. One measure of our ability to meet customer requirements and demands is that we have captured
more than 70% share of the market for powering efficient AMOLED (Active Matrix Organic Light Emitting Diode)
displays.

dn Microcontrollers, we grew billings by 30% year-on-year and introduced 7 new product lines. In trust and data
security, we were confirmed as a leading Secure Element vendor2 and, during 2012, we added a new secure micro
platform that has already been adopted by several card manufacturers for EMV (Eurocard, Mastercard, Visa)
Banking migration in China. We also introduced an innovative new dual-mode EEPROM embedding an
NFC-compatible RF interface in addition to a standard serial interface.

* In Imaging, we continued to diversify into Industrial, Automotive, Digital Still Cameras, and Gaming

applications. We also expanded our customer base in mobile imaging by earning multiple design wins and
business awards for new image sensors, camera modules and image signal processors.
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dn our Application Processors and Digital Consumer business, we earned key design wins for the world’s most
powerful set-top box system-on-chip in both 32nm and 28nm and our 40nm Set-Top box families for cable,

terrestrial & IPTV saw fast adoption globally. We also introduced our DOCSIS 3.0 products for new high-speed

cable network applications and gained traction for high-resolution multimedia-monitor controllers in premium

monitors and public displays with many of the top manufacturers, including LG, Samsung and others.

Finally, there is one technology accomplishment that we are especially proud of. ST was the first company in the
world to deliver samples of a 28nm FD-SOI System-on-Chip device from our Crolles (France) 300mm facility. This
key technology has proven it can deliver 30% higher speed at the same power and up to 50% greater power
efficiency at the same performance as bulk processes—at comparable cost.

IHS: MEMS H2 2012 Special Report
ABI Research

11
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Third, we made an important strategic decision and announced our new vision and strategy to be a leader in Sense &
Power and Automotive products and Embedded Processing Solutions, the growth drivers we will focus on, our new
financial model and the exit from ST-Ericsson after a transition period.

We made this change after reviewing our perimeter and deciding to concentrate our efforts in those areas where we
could add the most value: those where we already lead and those where we already have everything needed to become
a new leader.

This more focused ST will continue to build on our leadership positions in “Sense & Power” and in Automotive
products. In addition, we have also identified a new pillar of our strategy: what we call Embedded Processing
Solutions, the core of electronics systems.

Our focus will be on five key growth areas: MEMS and Sensors; Smart Power; Automotive; Microcontrollers; and
Application Processors including Digital Consumer. We will target growing markets of approximately $140 billion
that are driven by secular trends and societal needs: from energy management and saving to the need for stronger data
security, from healthcare and wellness to the explosion of smart consumer devices.

The new ST has an even stronger determination to exploit our innovation capabilities and strong customer
relationships.

As part of our new strategy, we have also defined a new financial model target with an operating margin of 10 percent
or more and with plans to reduce significantly our net expenses base by the beginning of 2014.

On March 18, 2013, with Ericsson, we agreed to split up the ST-Ericsson joint venture, with ST taking on the existing
ST-Ericsson products, other than LTE multimode thin modems, and related business as well as certain assembly and
test facilities. It represents a major step forward in reaching our new financial model target and allows us to further
strengthen the skill set of our company, by welcoming into ST, at completion, additional strong competences to fuel
growth in the key product areas of application processors, RF, analog and power as well as software and complex
system integration.

Looking at 2013, there are a number of signs globally that this year might show an improving economic environment
as the year advances. Today, ST is well positioned to outperform the markets addressed by our portfolio. We are
especially encouraged by the traction we are gaining with our new major accounts and the expectation for a major
upswing in our distribution business. We also have expectations for the strongest growth in 2013 coming from
imaging, microcontrollers, analog and MEMS.

We are energized by the new possibilities in front of us as we sharpen our focus and build a new ST, leveraging our
proven leadership in key product areas, our innovation capabilities, our strong customer base and expansion plans as
well as our committed workforce: being everywhere microelectronics make a positive contribution to people’s lives.
Carlo Bozotti

Sole member of the Managing Board,

President and Chief Executive Officer

12
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2. Corporate overview
2.1. History and development of STMicroelectronics

STMicroelectronics N.V. (“STMicroelectronics” or “ST”) is a global leader in the semiconductor market serving
customers across the spectrum of Sense and Power and Automotive products and Embedded Processing Solutions.
From energy management and savings to trust and data security, from healthcare and wellness to smart consumer
devices, in the home, car and office, at work and at play, ST is found everywhere microelectronics make a positive

and innovative contribution to people’s life.

STMicroelectronics N.V. was formed and incorporated in 1987 and resulted from the combination of the
semiconductor business of SGS Microelettronica (then owned by Societa Finanziaria Telefonica (S.T.E.T.), an Italian
corporation) and the non-military business of Thomson Semiconducteurs (then owned by the former Thomson-CSF,
now Thales, a French corporation). We completed our initial public offering in December 1994 with simultaneous
listings on the Bourse de Paris (now known as “Euronext Paris”) and the New York Stock Exchange (“NYSE”). In 1998,
we listed our shares on the Borsa Italiana S.p.A. (“Borsa Italiana”). Until 1998, we operated as SGS-Thomson
Microelectronics N.V. We are organized under the laws of The Netherlands. We have our corporate legal seat in
Amsterdam, The Netherlands, and our head offices at WTC Schiphol Airport, Schiphol Boulevard 265, 1118 BH
Schiphol Airport, The Netherlands. Our telephone number there is +31-20-654-3210. Our headquarters and
operational offices are managed through our wholly owned subsidiary, STMicroelectronics International N.V., and are
located at 39 Chemin du Champ des Filles, 1228 Plan-Les-Ouates, Geneva, Switzerland. Our main telephone number
there is +41-22-929-2929. Our agent for service of process in the United States related to our registration under the
U.S. Securities Exchange Act of 1934, as amended, is Corporation Service Company (CSC), 80 State Street, Albany,
New York, 12207. Our operations are also conducted through our various subsidiaries, which are organized and
operated according to the laws of their country of incorporation, and consolidated by STMicroelectronics N.V.

2.2. Strategy & objectives

We finalized our new strategic plan and announced it on December 10, 2012, setting forth our new vision and
strategy, focusing on five growth drivers where ST leads or intends to lead. Our new strategy takes into account the
evolution of the markets we are in and the environment we see in the years ahead. Our new strategy is based on
leadership in our two product segments, which were effective January 1, 2013: (i) Sense & Power and Automotive
Products (“SPA”) comprised of MEMS and Sensors, Power Discrete and Modules, Advanced Analog, Power
Management and Standard ICs, and Automotive products; and (ii) Embedded Processing Solutions (“EPS”) comprised
of General Purpose and Secure Microcontrollers (MCUs), EEPROMs, Imaging ICs and Modules, Digital ASICs and
Application Processors and Digital Consumer products. The product segments will be supported by a new Sales &
Marketing organization with a particular focus on our major accounts, as well as expanding our penetration of the
mass market.

Going forward we will focus on five growth drivers: Automotive Products, Application Processors, including Digital
Consumer Products, MEMS and Sensors, Microcontrollers and Smart Power. These product families are expected to
experience solid growth rates driven by secular trends and are aligned with our market-leading positions and
competitive advantages. Our innovative products in these areas, combined with our competitive technology and
flexible and independent manufacturing capabilities, bring us even more opportunities to significantly grow our
revenues and gain market share.

We intend to be more focused, leaner and better positioned to achieve our new financial model. We are targeting an

operating margin of 10% or more. Our ability to meet this financial model is based upon our objective of achieving
solid revenue growth and significantly reducing our net operating expenses that we are targeting by the beginning of
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2014, assuming an exchange rate of $1.30 per Euro. Our decision to exit the ST-Ericsson joint venture is part of our
new strategy. We believe that our strong capital structure enables us to operate as a long-term, viable supplier of
semiconductor products and participate as a global leader in the industry.

2.3. Organizational structure

STMicroelectronics is a global independent semiconductor company that designs, develops, manufactures and
markets a broad range of semiconductor integrated circuits (“ICs”) and discrete devices. The Company offers a
diversified product portfolio and develops products for a wide range of market applications, including automotive
products, computer peripherals, telecommunications systems, consumer products, industrial automation and control
systems. Within its diversified portfolio, the Company is focused on developing products that leverage its
technological strengths in creating customized, system-level solutions with digital and mixed-signal content. We are
organized in a matrix structure with geographic regions interacting with product divisions, both supported by shared
technology and manufacturing operations and by central functions, designed to enable us to be closer to our customers
and to facilitate communication among the R&D, production, marketing and sales organizations.

14
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While STMicroelectronics N.V. is the parent company, we also conduct our operations through service activities from
our subsidiaries. We provide certain administrative, human resources, legal, treasury, strategy, manufacturing,
marketing and other overhead services to our consolidated subsidiaries pursuant to service agreements for which we
recover the cost. We have two joint ventures (“JV”’) with Ericsson, which operate as independent JV companies and are
governed by a fully balanced Board and an independent management team. Our Consolidated Financial Statements
include “JVS and related affiliates”, responsible for the full commercial operation of the combined businesses, namely
sales and marketing. Its parent company is ST Ericsson SA (“JVS”), which is owned 50% plus a controlling share by us.
The other JV is focused on fundamental R&D activities. Its parent company is ST Ericsson AT SA (“JVD”), which is
owned 50% plus a controlling share by Ericsson and is therefore accounted for by us under the equity method.

2.4. Products and activities

We design, develop, manufacture and market a broad range of products used in a wide variety of microelectronic
applications, including telecommunications systems, computer systems, consumer goods, automotive products and
industrial automation and control systems. Our products include discretes, microcontrollers, Smartcard products,
standard commodity components, MEMS and advanced analog products, ASICs (full-custom devices and semi
custom devices) and ASSPs for analog, digital, and mixed signal applications.

On December 10, 2012, we announced our new strategic plan, centered on leadership in two product segments:
(i) Sense and Power and Automotive Products and (ii) Embedded-Processing Solutions, specifically focusing on five
product areas: Automotive Products, Application Processors, including Digital Consumer Products, MEMS and
Sensors, Microcontrollers and Smart Power. As part of this new plan, we also took the decision to exit ST-Ericsson
after a transition period, which is expected to end during the third quarter of 2013.

2.5. Sales

In 2012, we reorganized our Sales & Marketing organization with the primary objectives of accelerating sales growth
and gaining market share. The changes were designed along three key drivers: strengthening the effectiveness of the
development of our global accounts; boosting demand creation through an enhanced focus on geographical coverage;
and establishing marketing organizations in our regional sales organizations that are fully aligned with the Product
Groups. Following this reorganization, the previous sales organization structured by market segment was replaced by
a new sales organization organized by a combination of country/area coverage and key accounts coverage. Our
Sales & Marketing organization is now structured into six units composed of four regional sales organizations, EMEA
which includes all of Europe, the Middle East and Africa, the Americas, Greater China-South Asia, and Japan-Korea
and two major accounts units, which include Europe Major Accounts and Americas Major Accounts, for our
established global customers, aimed at enhancing the development of our business relationships with such clients.

2.6. Research & Development

We believe that market driven research and development (“R&D”) founded on leading edge products and technologies
is critical to our success. The main R&D challenge we face is continually increasing the functionality, speed and
cost-effectiveness of our semiconductor devices, while ensuring that technological developments translate into
profitable commercial products as quickly as possible.

We combine front-end manufacturing and technology R&D under the same organization to ensure a smooth flow of
information between the R&D and manufacturing organizations. We manage our R&D projects by technology and by
product segment. The relevant technology R&D expenses are allocated to the product segments on the basis of the
estimated efforts.
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We currently own approximately 16,000 patents and pending patent applications, corresponding to approximately

9,000 patent families (each patent family containing all patents originating from the same invention), including 515
original new patent applications filed in 2012.
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2.17. Sustainability

STMicroelectronics was one of the first global industrial companies to recognize the importance of environmental

responsibility, its initial efforts beginning in the early 1990s. Since then we have progressively enlarged our scope of

commitments and we now address 22 top sustainability priorities that have been identified as the most significant for

our business success and for our stakeholders’ satisfaction. Today our approach to sustainability is embedded in our
business strategy with objectives in terms of product stewardship, customer satisfaction and innovation management.

Over these past 25 years, we have made outstanding progress: we are among the leaders in safety with a 9% decrease

in our recordable cases rate in 2012 versus 2011 and a 71% decrease since 2002, we have reduced our water

consumption per production unit by 72% compared to 1994, we have launched in 2006 a companywide Health Plan

program to provide all our employees with the same access to healthcare, we conduct Social and Ethics audits to

ensure our major sites’ compliance to the Electronic Industry Citizenship Coalition (EICC) Code of Conduct, to name
a few initiatives implemented in the field.

STMicroelectronics is recognized in sustainability rankings such as the Global 100 Most Sustainable Corporations,
and is also included in some of the main Sustainability indices (FTSE4Good, FTSE ECPI index series, ASPI, ECPI
and Ethibel).

Our approach to sustainability is expressed at a high level in ST’s Principles for Sustainable Excellence, our business
code of conduct; and in a more operational way, in our Sustainability strategy that is regularly updated to ensure its
alignment with our business and stakeholders’ priorities.
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3. Report of the Managing Board

In accordance with Dutch law, our management is entrusted to the Managing Board under the supervision of the
Supervisory Board. Mr. Carlo Bozotti, sole member of the Managing Board and President and Chief Executive
Officer, was re-appointed in 2011 for a three-year term to expire at our Annual Shareholders’ Meeting in 2014.

3.1. Statement of the Sole Member of the Managing Board

The sole member of the Managing Board hereby declares that, to the best of his knowledge, the statutory financial

statements as at December 31, 2012 and for the year then ended, prepared in accordance with IFRS and Title 9 of Part

2 of the Netherlands Civil Code provide a true and fair view of the assets, liabilities, financial position and profit or

loss of STMicroelectronics N.V. and the undertakings included in the consolidation taken as a whole and the Director’s
report includes a true and fair view concerning the position as per the statement of financial position date, the

development and performance of STMicroelectronics N.V. and the undertakings included in the consolidation taken

as a whole, together with the principal risk and uncertainties they face.

Carlo Bozotti,
Sole Member of the Managing Board,
President and Chief Executive Officer

3.2. Business overview & performance
3.2.1. Results highlights for the year 2012

The total available market is defined as the “TAM?”, while the serviceable available market, the “SAM” is defined as the
market for products produced by us (which consists of the TAM and excludes major devices such as Microprocessors
(“MPUs”), DRAMSs, optoelectronics devices and Flash Memories).

The semiconductor market experienced a demand reduction and inventory correction, which started in the second half
of 2011, which led to a decrease in 2012 of both the TAM and the SAM, while registering recovery towards the end of
the year.

Based on published industry data by WSTS, semiconductor industry revenues decreased in 2012 on a year-over-year
basis by approximately 3% for both the TAM and the SAM to reach approximately $292 billion and $169 billion,
respectively. In the fourth quarter, the TAM and the SAM increased on a year-over-year basis by approximately 4%
and 3%, respectively.

With reference to our business performance, in 2012 we continued to experience difficult market conditions, which
led to a decline in terms of revenues, mainly due to lower unit volumes, also driven by a significant drop in sales at

our former largest customer. As a result, our 2012 revenues decreased 12.8% to $8,493 million; this performance was
below the SAM.

Our effective average exchange rate for 2012 was $1.31 for € 1.00 compared to $1.37 for € 1.00 for 2011.

Our 2012 gross margin was 22.8% of revenues, decreasing by 810 basis points compared to the prior year, principally
due to the negative impact of selling prices, lower sales volume and higher unused capacity charges, originated by the
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actions taken to keep strong control on our inventory levels.

Combined 2012 SG&A and R&D expenses increased by approximately 11% compared to 2011, mainly due to an
increase in SG&A.

Impairment charges on intangible assets amounted to $1,813 million, which included a $1,802 million non-cash
impairment charge on our Wireless goodwill and other intangible assets.

Our operating results were therefore negatively impacted by the non-cash impairment charge on Wireless goodwill
and other intangible assets, lower revenues, higher restructuring charges and higher unused capacity charges, resulting
in a loss of $2,314 million, compared to a loss of $9 million in 2011.

Looking at 2012 overall, we improved our net financial position, compared to 2011 despite the significant cash used
by ST-Ericsson as well as the impact of weak business conditions. We were able to end the year with significant
financial flexibility and strong cash balances while providing shareholders with the same level of dividend compared
to 2011.

Important decisions were made in 2012 that are shaping a new, more focused, higher-performing ST. In December,
we announced our new strategic plan targeting leadership in two product segments effective January 1, 2013: Sense &
Power and Automotive Products and Embedded Processing Solutions. This new strategy includes a sharper focus on
five growth drivers: MEMS and Sensors, Smart Power, Automotive Products, Microcontrollers, and Application
Processors including Digital Consumer products. Importantly, from a financial model perspective, we are targeting an
operating margin of 10% or more. A key component to achieving this objective is to significantly reduce our net
operating expenses, defined as SG&A expenses and R&D expenses net of related grants, by the beginning of 2014.

10
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In connection with our new strategic plan, we decided to exit ST-Ericsson after a transition period and our actions,
including the impairment charge, are aligned with moving this decision forward. We will take on the existing
ST-Ericsson products, other than LTE multimode thin modems, and related business as well as certain assembly and
test facilities. The formal transfer of the relevant parts of ST-Ericsson is expected to be completed during the third
quarter of 2013, subject to regulatory approvals. We will assume approximately 950 employees, primarily in France
and in Italy, to support ongoing business and new products development within our Group.

3.2.2. 2012 Business overview

We are a global independent semiconductor company that designs, develops, manufactures and markets a broad range
of semiconductor products used in a wide variety of applications, including automotive products, computer
peripherals, telecommunications systems, consumer products, industrial automation and control systems.
Semiconductors are the basic building blocks used to create an increasing variety of electronic products and systems.
Since the invention of the transistor in 1948, continuous improvements in semiconductor process and design
technologies have led to smaller, more complex and more reliable devices at a lower cost per function. As
performance has increased and size and unitary cost have decreased, semiconductors have expanded beyond their
original primary applications (i.e. computer systems) to applications such as telecommunication systems, consumer
goods, automotive products and industrial automation and control systems. In addition, system users and designers
have demanded systems with more functionality, higher levels of performance, greater reliability and shorter design
cycle times, all in smaller packages at lower costs.

Our major customers include Apple, BlackBerry, Bosch, Cisco, Continental, Delphi, Delta, Denso, Ericsson, Hewlett
Packard, Hitachi, HTC, Marelli, Motorola Mobility, Nokia, Philips, Samsung, Seagate, Sony and Western Digital. We
also sell our products through distributors and retailers, including Arrow Electronics, Avnet, Tomen and Yosun. The
semiconductor industry has historically been cyclical and we have responded by emphasizing balance in our product
portfolio, in the applications we serve and in the regional markets we address.

Although cyclical changes in production capacity in the semiconductor industry and demand for electronic systems
have resulted in pronounced cyclical changes in the level of semiconductor sales and fluctuations in prices and
margins for semiconductor products from time to time, the semiconductor industry has experienced substantial growth
over the long-term. Factors that contribute to long-term growth include the development of new semiconductor
applications, increased semiconductor content as a percentage of total system cost, emerging strategic partnerships
and growth in the electronic systems industry.

We offer a broad and diversified product portfolio and develop products for a wide range of market applications to
reduce our dependence on any single product, application or end market. Within our diversified portfolio, we have
focused on developing products that leverage our technological strengths in creating customized, system-level
solutions with high-growth digital and mixed-signal content. Our product families are comprised of differentiated
application-specific products (we define as being our dedicated analog, mixed-signal and digital application-specific
integrated circuits (““ASICs”) and application-specific standard products (“ASSP”) offerings and semi-custom devices) that
were organized under our Automotive (“APG”), Analog, MEMS and Microcontrollers (“AMM?”), Digital (“Digital”), Power
Discrete Products (“PDP”) and Wireless (“Wireless”) segments.

Our products are manufactured and designed using a broad range of manufacturing processes and proprietary design
methods. We use all of the prevalent function-oriented process technologies, including CMOS, bipolar and nonvolatile
memory technologies. In addition, by combining basic processes, we have developed advanced systems-oriented
technologies that enable us to produce differentiated and application-specific products, including bipolar CMOS
technologies (“BiCMOS”) for mixed-signal applications, and diffused metal-on silicon oxide semiconductor (“DMOS”)
technology and bipolar, CMOS and DMOS (“BCD technologies™) for intelligent power applications, MEMS and
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embedded memory technologies. This broad technology portfolio, a cornerstone of our strategy for many years,
enables us to meet the increasing demand for System-on-Chip (“SoC”) and System-in-Package (“SiP”) solutions.
Complementing this depth and diversity of process and design technology is our broad IP portfolio that we also use to
enter into broad patent cross-licensing agreements with other major semiconductor companies.

Our principal investment and resource allocation decisions in the semiconductor business area are for expenditures on
technology R&D as well as capital investments in front-end and back-end manufacturing facilities, which are planned
at the corporate level; therefore, our product segments share common R&D for process technology and manufacturing
capacity for most of their products.
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3.2.2.1. Strategy
We finalized our new strategic plan and announced it on December 10, 2012, setting forth our new vision and
strategy, focusing on five growth drivers where ST leads or intends to lead. See “2. Corporate
Overview — 2.2 Strategy & objectives”.

3.2.2.2. Employees

The tables below set forth the breakdown of employees, including the employees of the consolidated entities of
ST-Ericsson JVS, by main category of activity and geographic area for the past two years.

2012 2011
France 10,430 10,570
Italy 8,840 8,780
Rest of Europe 2,190 2,630
United States 1,280 1,310
Mediterranean (Malta, Morocco, Tunisia) 4,440 4,440
Asia 21,280 21,720
Total 48,460 49,450

2012 2011
Research and Development 11,490 11,940
Marketing and Sales 2,460 2,510
Manufacturing 29,450 29,810
Administration and General Services 2,520 2,580
Divisional Functions 2,540 2,610
Total 48,460 49,450

Our future success, particularly in a period of strong increased demand, will partly depend on our ability to continue to
attract, retain and motivate highly qualified technical, marketing, engineering and management personnel. Unions are
represented at several of our manufacturing facilities. We use temporary employees, if required, during production
spikes and, in Europe, during summer vacations. We have not experienced any significant strikes or work stoppages in
recent years. Management believes that our relations with employees are good.

3.2.23. Strategic Alliances with Customers and Industry Partnerships

We believe that strategic alliances with customers and industry partnerships are critical to success in the
semiconductor industry. Customer alliances provide us with valuable systems and application know-how and access to
markets for key products, while allowing our customers to share some of the risks of product development with us and
to gain access to our process technologies and manufacturing infrastructure. We are actively working to expand the
number of our customer alliances, targeting OEMs in the United States, in Europe and in Asia.

Partnerships with other semiconductor industry manufacturers permit costly R&D and manufacturing resources to be
shared to mutual advantage for joint technology development. For example, we belong to the International
Semiconductor Development Alliance to co-develop 32/28-nm and below process technologies. In addition, we have
joint development programs with leading suppliers such as Air Liquide, ASM Lithography, Hewlett-Packard,
PACKTEC, JSR, SOITEC, Statchip, Teradyne and with electronic design automation (“EDA”) tool producers, including
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Apache, Atrenta, Cadence, Mentor and Synopsys. We also participate in joint European research programs, such as
the ITEA, the Cluster for Application and Technology Research in Europe or/and Electronics (“CATRENE”) and the
European Nanoelectronics Initiative Advisory (“ENIAC”) programs.

3.2.24. Customers and Applications

We design, develop, manufacture and market thousands of products that we sell to thousands of customers. Our top 20
customers include Apple, BlackBerry, Bosch, Cisco, Continental, Delphi, Delta, Denso, Ericsson, Hewlett-Packard,
Hitachi, HTC, Marelli, Motorola Mobility, Nokia, Philips, Samsung, Seagate, Sony and Western Digital. To many of
our key customers we provide a wide range of products, including application-specific products, discrete devices,
memory products and programmable products. Our broad range portfolio helps foster close relationships with
customers, which provides opportunities to supply such customers’ requirements for multiple products, including
discrete devices, programmable products and memory products. We also sell our products through distributors and
retailers, including Arrow Electronics, Avnet, Tomen, Wintech and Yosun.

As of December 31, 2012, no single customer accounted for 10% or more of our 2012 net revenues. The Nokia group

of companies accounted for 10.4% of net revenues in 2011. There can be no assurance that our customers or
distributors will continue to place orders with us in the future at the same levels as in prior periods.
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3.2.2.5. Sales, Marketing and Distribution

In 2012, we reorganized our Sales & Marketing organization with the primary objectives of accelerating sales growth
and gaining market share. The changes were designed along three key drivers: strengthening the effectiveness of the
development of our global accounts; boosting demand creation through an enhanced focus on geographical coverage;
and establishing marketing organizations in our regional sales organizations that are fully aligned with the Product
Groups.

Following this reorganization, the previous sales organization structured by market segment was replaced by a new
sales organization organized by a combination of country/area coverage and key accounts coverage. Our Sales &
Marketing organization is now structured into six units: four regional sales organizations and two major accounts
units.

Regional Sales Organizations

Our four regional sales organizations, a description of which follows below, have a similar structure to enhance
coordination in the go-to-market activities. They are also strongly focused on accelerated growth.

i. EMEA — The EMEA region is divided into four business units: automotive, convergence EMS, industrial and
multimarket and also integrates the global business unit covering Nokia and the wireless platform accounts. Each
business unit is dedicated to customers operating mainly in its market segment, actively promoting a broad range of
products, including commodities and dedicated ICs, as well as proposing solutions through its sales force, field
application engineers, supply-chain management, customer service and technical competence center for system
solutions, with support functions provided locally or centrally (through central labs).

ii. Americas — In the Americas region, the sales and marketing team is organized into seven major accounts: Global
Key Accounts, Four New Major Accounts, Sales by Geography consisting of the West Coast, Central South, North
Central and East Coast Sales. We also have a sales team supporting Latin America based in Mexico and Brazil. Our
Marketing teams that support and promote specific products are organized in line with our product segments for which
there are six: APG, AMS, DCG, IBP, Industrial and Power Discrete (“IPD”), MMS. We also have an organization that
manages our distribution network and supports EMS customers mostly for manufacturing on behalf of our OEM
customers.

iii. Greater China-South Asia — Since January 2012, the Greater China-South Asia region now comprises six
geographical sales units with offices covering North China (Beijing), Central China (Shanghai), South China (Hong
Kong), Taiwan (Taipei), India (New Delhi) and ASEAN/Australia & New Zealand (Singapore). It is further supported
by a centralized Channel coordination function, as well as four key Marketing and Application functions, namely,
DCG/IBP, APG, IPD/AMS and MMS, and four new major accounts.

iv. Japan-Korea — The Japan-Korea region sales and marketing team is divided into four business units (automotive,
consumer, industrial, communications) in each country, plus a comprehensive distribution business unit that provides
products and sales support for the regional distribution network. Each business unit sells each product from our
portfolio that fits the applications covered by the unit. A central product-marketing organization provides product
support and training for standard products for the region. In addition, five central support functions (business
management, field quality, human resources, finance and corporate communications) allow the region to run all of the
necessary tasks smoothly. Our sales and marketing activities are performed through sales offices in Tokyo, Osaka,
Nagoya and Seoul.
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The sales and marketing activities performed by our regional sales organizations are supported by product marketing
that is carried out by each product division, which also includes product development functions. This matrix system
reinforces our sales and marketing activities and our broader strategic objectives. An important component of our
regional sales and marketing efforts is to expand our customer base, which we seek to do by adding sales
representatives, regional competence centers and new generations of electronic tools for customer support.

Most of our regional sales organizations operate dedicated distribution organizations. To support the distribution
network, we operate logistic centers in Saint Genis, France and Singapore. We also engage distributors and
representatives to distribute our products around the world. Typically, distributors handle a wide variety of products,
including products that compete with our products, and fill orders for many customers. Most of our sales to
distributors are made under agreements allowing for price protection and/or the right of return on unsold merchandise.
We generally recognize revenues upon the transfer of ownership of the goods at the contractual point of delivery.
Sales representatives generally do not offer products that compete directly with our products, but may carry
complementary items manufactured by others. Representatives do not maintain a product inventory. Their customers
place large quantity orders directly with us and are referred to distributors for smaller orders.

At the request of certain of our customers, we also sell and deliver our products to EMS, which, on a contractual basis
with our customers, incorporate our products into the application specific products they manufacture for our
customers. Certain customers require us to hold inventory on consignment in their hubs and only purchase inventory
when they require it for their own production. This may lead to delays in recognizing revenues, as revenue recognition
will occur, within a specific period of time, at the actual withdrawal of the products from the consignment inventory,
at the customer’s option.
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Major Accounts Units

Our Sales & Marketing organization includes two major accounts units, Europe Major Accounts and Americas Major
Accounts, for our established global customers, aimed at enhancing the development of our business relationships
with such clients. In addition to the aforementioned major accounts, approximately forty accounts are managed
globally by key account managers who are responsible for total sales generated worldwide, irrespective of the channel
and the geography. The main criteria for the selection of these accounts are their growth potential, the size of their
transnational business and the geographical dispersion of their R&D activities.

3.2.2.6. Research and Development in the area of new products

We believe that market driven R&D founded on leading edge products and technologies is critical to our success. The
main R&D challenge we face is continually increasing the functionality, speed and cost-effectiveness of our
semiconductor devices, while ensuring that technological developments translate into profitable commercial products
as quickly as possible.

We combine front-end manufacturing and technology R&D under the same organization to ensure a smooth flow of
information between the R&D and manufacturing organizations. We manage our R&D projects by technology and by
product segment. The relevant technology R&D expenses are allocated to the product segments on the basis of the
estimated efforts. The total amount of R&D expenses in the past two fiscal years was $1,960 million and $1,890
million in 2012 and 2011, respectively.

We devote significant effort to R&D because we believe such investment can be leveraged into competitive
advantages. New developments in semiconductor technology can make end products significantly cheaper, smaller,
faster, more reliable and embedded with more functionalities than their predecessors. They also enable, through their
timely appearance on the market, significant value creation opportunities.

With the core CMOS and analog technologies in our portfolio, we are aggressively proceeding to miniaturization in
line with industry requirements. To differentiate our offering for higher value systems, we also seek to combine our
core technologies with our specific knowhow and expertise, in particular in the area of System-in-Package.

Our R&D design centers offer a significant advantage for us in quickly and cost effectively introducing products. In
addition, we have advanced R&D centers strategically located around the world, including in France, Italy, Belgium,
Canada, China, India, Singapore, Sweden, the United Kingdom and the United States. We have a technology council
comprised of fifteen leading experts to review, evaluate and advise us on the competitive landscape. Our R&D center
in Greater Noida, India provides necessary support to the Group’s design activities worldwide and hosts R&D
activities focused on software development and core libraries development, with a strong emphasis on system
solutions.

In 2008, we entered into an R&D alliance with the International Semiconductor Development Alliance (“ISDA”) led by
IBM, whose other core members are Samsung and Global Foundries, to develop leading edge core CMOS
technologies at 32/28nm and 22/20nm nodes. In 2013, we extended our participation in ISDA to cover the next nodes.
We are also working with the CEA Leti and IBM to develop in Crolles our FD-SOI derivative technology, which is
now ready for production.

In 2009, we also entered into a framework agreement with the French Ministry of Economy, Industry and
Employment for the “Nano-2012” Research and Development program. This alliance expired at the end of 2012 and we
are currently in discussions concerning a new program, “Nano-2017”, for an additional five-year period, with the goal of
reaching an agreement on content and budget before the end of 2013.
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Furthermore, our manufacturing facility in Crolles, France houses a R&D center, “Centre Commun de
Microelectronique de Crolles”. Laboratoire d’Electronique de Technologie d’Instrumentation, a research laboratory of
CEA (one of our indirect shareholders), is our partner in this center. In 2012, a new structure, Institut de Recherche
Technologique (“IRT”), was set up by CEA in the frame of the French initiative “Investissements d’Avenir”. We
participate in this program, which takes place on CEA’s premises, through investment and by contributing the
expertise of some of our researchers.

There can be no assurance that we will be able to generate the necessary funding to support the ongoing costs of our
R&D programs, or that we will be able to develop future technologies and commercially implement them on
satisfactory terms, or that our alliances will allow the successful development of state-of-the-art core CMOS or
FD-SOI technologies on satisfactory terms and in line with market requirements.

In Italy, our technology R&D development activities occur principally in Agrate and Catania. In Agrate, such
activities encompass prototyping, pilot and volume production of newly developed technologies with the objective of
accelerating process industrialization and time to market for Smart Power affiliation (BCD), including on SOI, High
Voltage CMOS and MEMS. We also run a joint operation under a consortium agreement with Micron Technologies
(“Micron”) in which we and Micron each manage our respective technology R&D programs. In Catania, we develop
new technologies for power discretes, utilizing silicon carbide (SIC) and gallium nitride (GaN).

Our Advanced Systems Technology (“AST”) organization, primarily located in Agrate, creates system knowledge that
supports our SoC development. AST’s objective is to develop the advanced architectures that will drive key strategic
applications, including health care, wireless and data security. AST’s challenge is to combine the expertise and
expectations of our customers, industrial and academic partners, our central R&D teams and product segments to
create a cohesive, practical vision that defines the hardware, software and system integration knowledge that we will
need in the next three to five years and the strategies required to master them.
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We play leadership roles in numerous projects running under the European Union’s IST (Information Society
Technologies) programs. We also participate in joint European research programs, such as the ITEA, the Cluster for
Application and Technology Research in Europe on NanoElectronics (“CATRENE”), ARTEMIS and the European
Nanoelectronics Initiative Advisory (“ENIAC”) programs.

3.2.2.7. Property, Plants and Equipment

We currently operate 14 main manufacturing sites around the world. At the end of 2012, our front-end facilities had a
total maximum capacity of approximately 135,000 200mm equivalent wafer starts per week. The number of wafer
starts per week varies from facility to facility and from period to period as a result of changes in product mix. Our
advanced 300mm wafer pilot-line fabrication facility in Crolles, France had an installed capacity of 3,600 wafers per
week at the end of 2012, and we plan to increase production to up to approximately 6,000 wafers per week as required
by market conditions and within the framework of our R&D Nano-2017 program.

We own all of our manufacturing facilities, except Shenzhen and Longgang in China, which are the subject of
long-term leases that represent overall a small percentage of total assets.

Our manufacturing processes are highly complex, require technologically advanced and costly equipment and are
continuously being modified in an effort to improve yields and product performance. Impurities or other difficulties in
the manufacturing process can lower yields, interrupt production or result in losses of products in process. As system
complexity has increased and sub-micron technology has become more advanced, manufacturing tolerances have been
reduced and requirements for precision and excellence have become even more demanding. Although our increased
manufacturing efficiency has been an important factor in our improved results of operations, we have from time to
time experienced production difficulties that have caused delivery delays and quality control problems, as is common
in the semiconductor industry.

In the second part of 2012, we experienced a slowing down of demand driven by inventory correction dynamics
common to all market segments. As a consequence, our fabs and plants underwent an important reduction of their
loading with respect to the capacity, and capital expenditures were reduced to match the new profile of the business in
the second half of 2012. No assurance can be given that we will be able to increase manufacturing efficiencies in the
future to the same extent as in the past, or that we will not experience production difficulties and/or unsaturation in the
future.

In addition, as is common in the semiconductor industry, we have from time to time experienced difficulty in ramping
up production at new facilities or effecting transitions to new manufacturing processes and, consequently, have
suffered delays in product deliveries or reduced yields. There can be no assurance that we will not experience
manufacturing problems in achieving acceptable yields, product delivery delays or interruptions in production in the
future as a result of, among other things, capacity constraints, production bottlenecks, construction delays, equipment
failure or maintenance, ramping up production at new facilities, upgrading or expanding existing facilities, changing
our process technologies, or contamination or fires, storms, earthquakes or other acts of nature, any of which could
result in a loss of future revenues. In addition, the development of larger fabrication facilities that require
state-of-the-art sub-micron technology and larger-sized wafers has increased the potential for losses associated with
production difficulties, imperfections or other causes of defects. In the event of an incident leading to an interruption
of production at a fab, we may not be able to shift production to other facilities on a timely basis, or our customers
may decide to purchase products from other suppliers, and, in either case, the loss of revenues and the impact on our
relationship with our customers could be significant. Our operating results could also be adversely affected by the
increase in our fixed costs and operating expenses related to increases in production capacity if revenues do not
increase commensurately. Finally, in periods of high demand, we increase our reliance on external contractors for
foundry and back-end service. Any failure to perform by such subcontractors could impact our relationship with our
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customers and could materially affect our results of operations.
3.2.2.8. Intellectual property

IP rights that apply to our various products include patents, copyrights, trade secrets, trademarks and mask work
rights. A mask work is the two- or three-dimensional layout of an integrated circuit. We currently own approximately
16,000 patents and pending patent applications, corresponding to approximately 9,000 patent families (each patent
family containing all patents originating from the same invention), including 515 original new patent applications
filed in 2012.

Our success depends in part on our ability to obtain patents, licenses and other IP rights covering our products and
their design and manufacturing processes. To that end, we intend to continue to seek patents on our innovations in our
circuit designs, manufacturing processes, packaging technology and system applications as well as on industry
standards and other inventions. The process of seeking patent protection can be long and expensive, and there can be
no assurance that patents will issue from currently pending or future applications or that, if patents are issued, they
will be of sufficient scope or strength to provide meaningful protection or any commercial advantage to us. In
addition, effective copyright and trade secret protection may be unavailable or limited in certain countries.
Competitors may also develop technologies that are protected by patents and other IP rights and therefore such
technologies may be unavailable to us or available to us subject to adverse terms and conditions. Management
believes that our IP represents valuable assets and intends to protect our investment in technology by enforcing all of
our IP rights. We have also set up a dedicated team actively seeking to optimize the value from our IP portfolio by the
licensing of our design technology and other IP, including patents. We have used our patent portfolio to enter into
several broad patent cross-licenses with several major semiconductor companies enabling us to design, manufacture
and sell semiconductor products without fear of infringing patents held by such companies, and intend to continue to
use our patent portfolio to enter into such patent cross-licensing agreements with industry participants on favorable
terms and conditions. As our sales increase compared to those of our competitors, the strength of our patent portfolio
may not be sufficient to guarantee the conclusion or renewal of broad patent cross-licenses on terms that do not affect
our results of operations. Furthermore, as a result of litigation, or to address our business needs, we may be required to
take a license to third party IP rights upon economically unfavorable terms and conditions, and possibly pay damages
for prior use, and/or face an injunction or exclusion order, all of which could have a material adverse effect on our
results of operations and ability to compete.
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From time to time, we are involved in IP litigation and infringement claims. In the event a third party IP claim were to
prevail, our operations may be interrupted and we may incur costs and damages, which could have a material adverse
effect on our results of operations, cash flow and financial condition.

Finally, we have received from time to time, and may in the future receive communications from competitors or other
third parties alleging infringement of certain patents and other IP rights of others, which have been and may in the
future be followed by litigation. Regardless of the validity or the successful assertion of such claims, we may incur
significant costs with respect to the defense thereof, which could have a material adverse effect on our results of
operations, cash flow or financial condition.

3.2.2.9. Backlog

Our sales are made primarily pursuant to standard purchase orders that are generally booked from one to twelve
months in advance of delivery. Quantities actually purchased by customers, as well as prices, are subject to variations
between booking and delivery and, in some cases, to cancellation due to changes in customer needs or industry
conditions. During periods of economic slowdown and/or industry overcapacity and/or declining selling prices,
customer orders are not generally made far in advance of the scheduled shipment date. Such reduced lead time can
reduce management’s ability to forecast production levels and revenues. When the economy rebounds, our customers
may strongly increase their demands, which can result in capacity constraints due to our inability to match
manufacturing capacity with such demand.

In addition, our sales are affected by seasonality, with the first quarter generally showing lowest revenue levels in the
year, and the third or fourth quarter historically generating higher amounts of revenues.

We also sell certain products to key customers pursuant to frame contracts. Frame contracts are annual contracts with
customers setting forth quantities and prices on specific products that may be ordered in the future. These contracts
allow us to schedule production capacity in advance and allow customers to manage their inventory levels consistent
with just-in-time principles while shortening the cycle times required to produce ordered products. Orders under frame
contracts are also subject to a high degree of volatility, because they reflect expected market conditions which may or
may not materialize. Thus, they are subject to risks of