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MANAGEMENT’SDISCUSSION AND ANALY SIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

Advantest’ s business segments are automated test equipment and measuring instruments.
Automated test equipment is used during the semiconductor production process to confirm that a
semiconductor functions properly. Automated test equipment manufactured by Advantest consists of
semiconductor test systems, test handlers, device interfaces and software. Advantest classifiesits
semiconductor test systems as equipment for either memory or non-memory semiconductors.

Measuring instruments are used primarily by manufacturers and network service providersto
design, manufacture, check and adjust communications equi pment and networks and other electronic
devices and equipment. Advantest’s measuring instruments primarily serve the fiber optic and wireless
communications industries and the electronics industry.

Automated test equipment is Advantest’s most significant segment, accounting for approximately
78% of net sales and 72% of operating losses (excluding corporate) in fiscal 2001.

Automated Test Equipment

Advantest’ s automated test equipment business depends largely upon the capital expenditures of
manufacturers of semiconductors and companies that specialize in testing of semiconductors. Capital
expenditure levels by these manufacturers and companies, in turn, depend upon the demand for
semiconductors, and thus the volume of semiconductors produced. The worldwide semiconductor
manufacturing industry has been highly cyclical with recurring periods of excess inventory. Memory
semiconductors have traditionally experienced greater cyclical variations in growth rates than non-
memory semiconductors. Cyclical changesin semiconductor demand have had a severe effect on the
semiconductor industry’ s demand for semiconductor test systems and other automated test equipment
components. Advantest believes that automated test equipment demand is generally more volatile than
semiconductor demand because during downturns in the semiconductor industry manufacturers of
semiconductors and companies that specialize in testing semiconductors typically decrease their capital
expenditures, including investment in automated test equipment, by a much greater percentage than the
percentage reduction in their sales of semiconductors. The downturn in demand for semiconductors that
began during the second half of 2000 continued and deepened through 2001 and has adversely affected
Advantest’ s sales of automated test equipment. In particular, Advantest’s net sales from automated test
equipment decreased by 53.5% in the second half of fiscal 2001 compared to the first half of fiscal 2001.

Introduction of new semiconductor test systemsis akey element in generating salesin both
memory and non-memory automated test equipment. The memory semiconductor market has
traditionally evolved through periodic breakthroughs in capacity and performance specifications of
memory semiconductors. The automated test equipment industry has followed suit with the development
of automated test equipment capable of testing each new semiconductor generation. The last major
innovation in the memory semiconductor market was the introduction of DDR-SDRAM and RDRAM
semiconductorsin 1999. Advantest believes that the next major innovation in the memory semiconductor
market will be the mass production of semiconductors that operate at data rates of 533 megabits per
second or higher. Memory semiconductors that are currently mass-produced operate at data rates
between 133 and 266 megabits per second. This and other advances in memory semiconductors are
expected to drive demand for new memory semiconductor test systems with upgraded functionality and
higher testing speeds. Advantest has commenced development of memory semiconductor test systems
capabl e of testing the next generation of high-end semiconductors.



In the non-memory semiconductor test system market, Advantest believes akey to its growth will
be the introduction of semiconductor test systems that efficiently test the multiple functions of SoC
semiconductors. Advantest also believesits ability to deliver SoC semiconductor test systems at low cost
will be an important factor that determines Advantest’s success in the SoC semiconductor test system
market. In recent years, the market for non-memory (including SoC) semiconductor test systems has
been approximately two to three times as large as the market for memory semiconductor test systems.

Advantest believes that existing market share isa significant competitive factor in the
semiconductor test system industry. Customerstypically purchase new automated test equipment from
current equipment suppliersfor system compatibility reasons. In addition, Advantest believes that
established manufacturers enjoy competitive advantages based on technology and know-how already
acquired. These trends benefit market leadersin their efforts to maintain and increase sales of
semiconductor test systems. Advantest began to focus on devel oping semiconductor test systems for the
current generation of SoC semiconductors that work with digital consumer e ectronics and
communications network equipment at alater time than some of its competitors and currently has a
market share of approximately 11% in SoC semiconductor test systems. Advantest therefore faces
challengesin increasing its market share in non-memory semiconductor test systems. On the other hand,
because Advantest is the leading manufacturer of memory semiconductor test systems, the tendency to
purchase from current equipment suppliers may help Advantest retain or increase its market sharein this
market.

Within both the memory and non-memory semiconductor test system markets, thereisa shift in
emphasis from back-end testing of semiconductors to front-end testing. This results from efforts by
semiconductor manufacturersto lower the overall cost of semiconductor production by identifying non-
functioning dies early in the production process. In June 2001, Advantest introduced the T5375, its latest
front-end semiconductor test system for DRAM semiconductors and the T5771, its latest front-end
semiconductor test system for flash memory semiconductors. Advantest released the T6673, a system
capable of performing front-end testing of SoC semiconductors, in July 2001. Advantest also expects the
increased use of self-test technology to drive future demand for front-end semiconductor test systems that
work smoothly with self-test technologies. Because of this shift in emphasis in testing processes,
Advantest currently believes that the proportion of front-end semiconductor test systems to back-end test
systems sold will increase in the future. A decrease in back-end semiconductor test systems sold will
adversely affect the sale of test handlers, which are only used in back-end testing. Advantest does not sell
probers, which are used in front-end testing.

Advantest believes that the construction by some semiconductor manufacturers of new facilities
to produce semiconductors using 300 millimeter wafers has resumed following a delay in investment
during 2001. The construction of these facilitiesis expected to contribute to demand for additional or
faster semiconductor test systems that enable manufacturersto derive the full manufacturing efficiencies
expected from using 300 millimeter wafers.

During fiscal 2001, Asia (excluding Japan) was the geographic areain which Advantest’s
operating results were most adversely affected by the downturn in the semiconductor market.
Advantest’ s salesin Asia (excluding Japan) as a percentage of total net sales decreased to 31.6% in fiscal
2001 from 50.6% in fiscal 2000 primarily asaresult of significantly lower sales of automated test
equipment in Taiwan. Net salesin Taiwan were particularly affected because many of the independent
providers of semiconductor test services and foundries are located in Taiwan. Companiesin Japan, the
United States and Europe that design semiconductors reduced or eliminated their orders to these test
services companies and foundries during fiscal 2001 before decreasing their own production. Advantest
has always included these semiconductor companies in Japan, the United States and Europein its
marketing efforts related to salesto test services companies and foundries because these subcontractors
often consult with their customers before investing in automated test equipment. Advantest expects sales
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to semiconductor test services companies and foundries as a proportion of total salesto increase from
current levels upon any recovery in the semiconductor market.

Advantest believes that pricing pressure with respect to automated test equipment tendsto
increase during periods when, despite a general lack of visibility regarding the timing of arecovery,
semiconductor manufacturers and testing companies believe that near-term demand for semiconductors
will improve. During these periods, semiconductor manufacturers and testing companies seek to increase
their production capacitiesin anticipation of increased demand for semiconductors, while minimizing
their capital expenditures at the same time. Advantest believesthat it is currently entering such a period.

Sales of test handlers are primarily generated by the sale of semiconductor test systems. Sales of
device interfaces are driven, in most part, by increases in new semiconductor product lines introduced to
market. Infiscal 2001, amost all test handlers and device interfaces were sold to customers of
Advantest’ s semiconductor test systems. Each semiconductor test system comes equipped with operating
and application software. Advantest’s other products and services in the automated test equipment
segment primarily include equipment leasing, used machine sales and fees generated from maintenance,
repairs and other support services.

Measuring I nstruments

Demand for Advantest’s measuring instrumentsis closely tied to growth rates in the fiber optic
and wireless communicationsindustries. In fiscal 2001, approximately 65% of net sales of Advantest’s
measuring instruments segment were derived from sales to communication network equipment and
components manufacturers and, to alesser extent, service providers.

Global investment levelsin fiber optic communications infrastructure began to decrease
substantially in early 2001. Excess capacity of fiber optic networks in the United States, Europe and
Japan caused a severe decrease in investment in the build-out of fiber optic networks in these countries
during 2001. Advantest’s net sales of fiber optic communications instruments decreased by 51.3% in
fiscal 2001 compared to fiscal 2000.

Investment levels in wireless communications networks during 2001 decreased significantly less
than investment levelsin fiber optic networks. Despite the globa economic downturn and the
deteriorating financial condition of many wireless communications service providers, particularly in the
United States and Europe, investment in third-generation wireless networks in Japan and Korea, the
expansion of existing wireless networks in the United States and in Europe and the build-out of wireless
communications infrastructure as an alternative to wireline networks in lesser-devel oped countries
continued through 2001, athough at alower rate than in 2000. In addition, products incorporating
Bluetooth, aglobal standard for short-range wireless communications, continued to be introduced to the
market in 2001. Advantest’s net sales of wireless communications instruments decreased by 8.5% in
fiscal 2001 compared to fiscal 2000.

Demand for general measuring instruments is affected by the impact on electronics manufacturers
of global consumer spending levels and economic growth. Demand for general measuring instrumentsin
fiscal 2001 was adversely affected by the continuing global economic downturn. Sales of genera
measuring instruments constituted 9.8% of net sales of Advantest’s measuring instruments segment in
fiscal 2000 and 10.6% in fiscal 2001

In addition to selling products it manufactures, Advantest sells in Japan products manufactured by
Rohde & Schwarz GmbH & Co., KG. These products are predominantly used in designing and testing
high frequency devices and audio/video electronics. Sales of Rohde & Schwarz products constituted
14.5% of net sales of Advantest’s measuring instruments segment in fiscal 2000 and 15.7% in fiscal 2001.
Advantest purchases products from Rohde & Schwarz at wholesale prices, and records the total sales



price as net sales from the sale of measuring instruments. Sales of Rohde & Schwarz products a so
decreased significantly in fiscal 2001 compared to fiscal 2000 due to the global economic downturn.

Advantest and Tektronix, Inc. mutually agreed to terminate as of June 28, 2002 the arrangement
under which Tektronix was the sole distributor of Advantest’s measuring instrumentsin North America
for nine years. Under the distribution arrangement, Advantest sold to Tektronix its measuring
instruments at wholesale prices, and Advantest recorded these wholesale prices as net salesfrom the sale
of measuring instruments. Advantest commenced direct sales of its measuring instruments in North
Americain July 2002. Advantest believesthat it will need to expend significant effortsto establish its
own distribution channels in North Americato reach its targeted customer base. In addition, Advantest
has commenced direct sales of its measuring instruments productsin North America during a period when
demand for al measuring instrumentsisweak. Asaresult, Advantest expectsits sales of measuring
instrumentsin North Americato declinein fiscal 2002. In fiscal 2001, Advantest recorded net sales of
¥2.9 billion from the sale to Tektronix of Advantest measuring instruments.

Research and Devel opment

Research and development expenses are a significant portion of Advantest’s annual operating
expenses. Advantest’s research and devel opment expenses were ¥23,481 million in fiscal 1999, ¥28,541
millionin fiscal 2000 and ¥26,674 million in fiscal 2001, which resulted in research and devel opment
expenses as a percentage of net sales of 14.8% in fiscal 1999, 10.3% in fiscal 2000 and 28.0% in fiscal
2001.

Advantest expects to continue to make substantial investments in research and devel opment, with
approximately ¥24 hillion currently budgeted for research and development in fiscal 2002. Advantest
believes that maintaining research and devel opment efforts, even in times of weak demand, is critical to
the success of Advantest’s business.

Personnel

During fiscal 2001, Advantest implemented cost-cutting measures to counter the significant
downturn in its business that commenced in early 2001. These measures included areduction in the
number of Advantest employees by approximately 600 through a voluntary early retirement program
offered to employees in Japan, lay-offs of employeesin foreign locations and the consolidation of severa
business operations. Advantest recorded severance costs of ¥1,590 million related to severance packages,
excluding standard retirement benefits, of the employees that accepted early retirement and layoffs and
recorded the charge in cost of sales and selling, general and administrative expenses. The classification
was dependent on whether the employee related to manufacturing activities or other activities. At March
31, 2002, Advantest had paid approximately ¥514 million of the severance cost liability. The remaining
amount was paid in April 2002. The effect of the consolidation of business operations was insignificant.

Through its cost-cutting measures, Advantest also reduced the compensation of employeesin
Japan classified as manager level and above in fiscal 2001. Furthermore, in April 2002, Advantest
abolished its policy, which was applicable mostly in Japan, of granting regularly scheduled raises for
management-level employees. Under the new policy, the salaries of management-level employees are
reviewed and adjusted annually primarily based on individual job performance and Advantest’ s results of
operation for the relevant year. Advantest aso implemented a one-time reduction in compensation in
fiscal 2002 for all non-management-level employees in Japan that generally had the effect of canceling
out the regularly scheduled raises for these employees.

Advantest’s mid- to long-term growth strategy contemplates the addition of a substantial humber
of technical personnel, including system engineers, over the next several years. Advantest expects a
majority of these new hires to support the growth of its non-memory automated test equipment business
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through its customer support and sales divisions. The other new hireswill join Advantest’s research and
development division. The addition of these new hires will increase Advantest’ s future selling, general
and administrative expenses and its research and development expenses. This increase in expenses
related to personnd is also expected to adversely affect Advantest’s mid- to long-term operating income.

Currency Fluctuations

Advantest is affected to some extent by fluctuations in foreign currency exchange rates.
Advantest is principally exposed to fluctuations in the value of the Japanese yen against the U.S. dollar
and, to amuch lesser extent, other currencies of countries where Advantest does business. Advantest’s
consolidated financia statements, which are presented in Japanese yen, are affected by foreign currency
exchange fluctuations through both translation risk and transaction risk.

Trandation risk isthe risk that Advantest’s consolidated financial statementsfor a particular
period or for a particular date will be affected by changes in the prevailing exchange rates of the
currencies in which subsidiaries of Advantest Corporation prepare their financial statements against the
Japanese yen. Even though the fluctuations of currencies against the Japanese yen can be substantial and,
therefore, significantly impact comparisons with prior periods and among various geographic markets, the
tranglation effect is a reporting consideration and does not reflect Advantest’ s underlying results of
operations. Advantest does not hedge against trandation risk.

Transaction risk isthe risk that the currency structure of Advantest’s costs and liabilities will
deviate from the currency structure of sales proceeds and assets. Advantest produces substantialy all of
its products, including all semiconductor test systems, in Japan. A small portion of the components and
parts used in Advantest’s semiconductor test systems is purchased in currencies other than the yen,
predominantly the U.S. dollar. Approximately 42% of Advantest’s net salesin fiscal 2001 were madein
currencies other than the yen, predominantly the U.S. dollar.

Advantest entersinto foreign exchange forward contracts to address a portion of itstransaction
risk. Thishas reduced, but not eliminated, the effects of foreign currency exchange rate fluctuations
against the Japanese yen, which in some years can be significant.

Generaly, aweakening of the Japanese yen against other currencies, particularly the U.S. dollar,
has a positive effect on Advantest’ s operating income and net income. A strengthening of the Japanese
yen against other currencies, particularly the U.S. dollar, has the opposite effect. The Japanese yen was
generally stronger during fiscal 1999 and thefirst half of fiscal 2000 than in the respective corresponding
periods in the previous year, but weakened during the second half of fiscal 2000 and in fiscal 2001.
Recently, in fiscal 2002, the Japanese yen has again strengthened.

Advantest’ s business is subject to risks associated with doing business internationally, and its
business could be impacted by certain governmental, economic, fiscal, monetary or politica policies or
factors, including trade protection measures and import or export licensing requirements, that may
materially affect, directly or indirectly, Advantest’s operations or its future results.

Outlook

Beginning in the second half of 2000, semiconductor demand decreased significantly. This
decrease in demand continued and deepened through fiscal 2001. Worldwide semiconductor sales
declined 32.0% in 2001 compared to 2000, with memory semiconductor sales contracting by 49.5% and
non-memory semiconductor sales by 26.5%. The decrease in semiconductor production volumes has had
asignificant adverse effect on the capital expenditure levels of Advantest’s customers and, therefore,



demand for Advantest’s products. Advantest’s net sales from automated test equipment declined by
69.3% in fiscal 2001 compared to fiscal 2000 to ¥74,206 million.

Advantest believes that the decline in semiconductor demand and capital expenditure levels of its
customers was more severe in the second half of fiscal 2001 than the first half of fiscal 2001. Advantest’s
net sales from automated test equipment decreased by 53.5% in the second half of fiscal 2001 compared
to thefirst half of fiscal 2001 from ¥50,667 million to ¥23,539 million. World Semiconductor Trade
Statistics estimates as of May 2002 that worldwide semiconductor salesin 2002 will grow by 2.3%
compared to 2001, with the market for memory semiconductors increasing by 10.2% and the market for
non-memory semiconductors increasing by 0.6%. World Semiconductor Trade Statistics also estimates
that semiconductor sales will increase by 21.7% in 2003 compared to 2002. Advantest believes there
exists a substantial lack of visibility regarding semiconductor demand that makes it very difficult to
estimate the timing and extent of improvements in, and the future growth of, worldwide semiconductor
sales. However, Advantest currently believes that an improvement in worldwide semiconductor salesis
expected to commence toward the end of 2002. Upon review of Advantest’s preliminary sales figures for
the first three months of fiscal 2002 and its backlog of customer orders as of the date of thisannual report,
Advantest currently estimates that its net sales of automated test equipment for the first half of fiscal 2002
will be higher than its net sales for the second half of fiscal 2001. Advantest also estimates that net sales
of automated test equipment in the second half of fiscal 2002 will be higher than net salesin the first half
of fiscal 2002, resulting in net sales for fiscal 2002 that exceed net salesfor fiscal 2001. However,
Advantest’ s estimates of its future net sales are based upon a number of estimates and assumptions which
are subject to significant business, economic and competitive uncertainties and contingencies, including
the assumption that the semiconductor industry growsin 2002 and 2003 at the rates estimated by World
Semiconductor Trade Statistics. Advantest believes that the substantial lack of visibility regarding
semiconductor demand also rendersiit very difficult to estimate the timing of any improvement in
Advantest’ s sales and profits.

Advantest generated approximately 65% of its net sales in its measuring instruments segment
from sales to the fiber optic and wireless communications industries in both fiscal 2000 and fiscal 2001.
The decreasein global investment by the communications sector, particularly in fiber optic networks,
adversdly affected Advantest’s financial results for fiscal 2001. During 2001, there was a severe decrease
in investment in fiber optic networksin the United States, Europe and Japan. Asaresult of thischangein
investment levels, net sales of Advantest’s fiber optic communications instruments in fiscal 2001
decreased by 51.3% compared to fiscal 2000. Investment levelsin wireless communications networks
declined significantly less than investment levelsin fiber optic communications networks during 2001.
Advantest’ s net sales of wireless communications instruments in fiscal 2001 decreased by 8.5% compared
to fiscal 2000.

Advantest expectsits sales and profits from its measuring instruments segment in fiscal 2002 to
be adversely affected by continuing low investment levels in communications infrastructure. Advantest
believes that excess capacity of fiber optic networks in the United States, Europe and Japan will continue
throughout 2002 and into 2003. Advantest also believes that investment in wireless communications
infrastructure in the United States and Europe will continue to decrease as investment in the build-out of
existing wireless networks slows down. Investment in third-generation wireless networks in Japan
peaked in fiscal 2000 and Advantest expects future investment to continue to decline. However,
Advantest expects investment in wireless communications networksin 2002 to continuein Asia
(excluding Japan) at similar levelsto 2001 asinvestment in third-generation wireless networks in Korea
and in wireless communications infrastructure in other Asian countries continue.
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U.S. GAAP Selected Consolidated Financial Data

The following selected financial data have been derived from Advantest’s audited consolidated
financial statements. These financia statements were prepared under U.S. GAAP.

Year ended March 31,

2000 2001 2002 2002
(in thousands, except
(in millions, except per share and sharedata) per share and sharedata)
Consolidated Statement of I ncome Data:
Automated Test Equipment:
NEE SAIES....ceiieeeeeer e ¥135,728 ¥241,499 ¥74,206 $556,893
Operating income (10SS) ......cceevrererereerenenienens 40,723 86,413 (20,204) (150,874)
Measuring Instruments:
NEL SAIES.....eriieceee e 22,850 35,013 21,038 157,884
Operating income (10ss) (68) 6,672 (7,826) (58,732)
Total Company:
NEL SAIES......ovirrr e 158,578 276,512 95,244 714,777
Operating inComMe (10SS) .......cveveeermreerererereeneenes 34,802 84,905 (37,105) (278,461)
Income (l0ss) before income taxes..........ccoveervenene 33,494 86,333 (38,480) (288,780)
Net income (10SS) ..o 20,905 53,121 (23,906) (179,407)
Net income (loss) per share:
BBSIC.ove s 210.63 534.44 (240.38) (1.80)
Diluted 209.99 533.24 (240.38) (1.80)
Basic weighted average shares............cccocvvvenne. 99,249,719 99,394,909 99,453,203 99,453,203
Diluted weighted average shares.............cooo..... 99,553,269 99,618,561 99,453,203 99,453,203

Asof March 31,

2000 2001 2002 2002
(in millions) (in thousands)

Consolidated Balance Sheet Data:
Total assets:

Automated test equipment...........ccocveeeeerienenne. ¥163,215 ¥230,389 ¥146,790 $1,101,614

Measuring iNSrUMENtS.........coeeveerenieerereeenee 21,730 34,528 20,000 150,094

COPOFELE ...t 135,947 142,514 140,772 1,056,450
Current installments of long-term debt...... 10,000 4,343 43 323
Long-term debt, less current installments.. 26,822 26,911 26,868 201,636
Stockholders’ eqUILY.......c.covvveveerreceenireeerseeaas 214,594 267,929 240,716 1,806,499

Year ended March 31,

2000 2001 2002 2002
(in millions, except per centages) (in thousands)

Other Data:

Capital expenditures...........cceeueeeeereeeereeeeenenenenenns ¥6,469 ¥12,280 ¥13,254 $99,467
Research and devel opment expenses.. 23,481 28,541 26,674 200,180
EBITDAD oottt 42,628 96,336 (27,295) (204,840)
Cash flows from operating activities.................... 21,707 29,597 9,009 67,610
Cash flows from investing activities..................... (9,080) (16,130) (18,573) (139,385)
Cash flows from financing activities.................... (1,775) (10,266) (9,463) (71,017)
EBITDA margin® 26.88% 34.84% (28.66)%

Operating margin® ..........ccocvveveeererreererseenns 21.95% 30.71% (38.96)%

Net income Margin® ...........ccceevverienieseensennns 13.18% 19.21% (25.10)%

Return on equity®.... 10.17% 22.02% (9.40)%

RetUrn 0N assets® ........ooveeeveveveeeere s n.a 14.59% (6.69)%




(0] EBITDA represents net income (loss) plus minority interests, interest expense (net), income taxes, depreciation and
amortization. EBITDA is provided because it is a measure commonly used by investors to analyze and compare
companies on the basis of operating performance. EBITDA is not a measurement of financial performance under U.S.
GAAP and should not be construed as a substitute for operating income (loss), net income (loss) or cash flows from
operating activities for purposes of analyzing Advantest’s operating performance, financial position and cash flows.
Advantest’s EBITDA is not necessarily comparable with similarly titled measures for other companies.

) EBITDA as a percentage of net sales.

(©)] Operating income as a percentage of net saes.

4 Net income as a percentage of net sales.

(5) Net income as a percentage of average stockholders' equity.
(6) Net income as a percentage of average total assets.
Dividends

Advantest normally pays cash dividends twice per year. Advantest’sboard of directors
recommends dividends to be paid following the end of each fiscal year. Thisrecommended dividend
must then be approved by shareholders at the ordinary general meeting of shareholders usually heldin
June of each year. Immediately following approval of the dividend at the shareholders’ meeting,
Advantest pays the dividend to holders of record as of the preceding March 31. In addition to these year-
end dividends, Advantest may pay interim dividendsin the form of cash distributions from its retained
earnings to its shareholders of record as of September 30 in each year by resolution of its board of
directors and without shareholder approval. Advantest normally pays interim dividendsin December.

The following table sets forth the dividends paid by Advantest for each of the periods shown.
The periods shown are the six months ended on that date. The U.S. dollar equivalents for the dividends
shown are based on the exchange rate in Japan on the date of the dividend payment.

Dividend per Share

Six months ended/Record date Yen Dollars
September 30, 1997 ......eceeeece e e ¥17 $0.13
[ = et TN T L 17 0.12
September 30, 1998 .......cooverece e 17 0.14
March 31, 1999.......ccciiieiie ettt et et ere e bbb 17 0.14
September 30, 1999 ..o e 17 0.17
March 31, 2000........cceiiueiieiiecreeere ettt ste et rre e e e b e ebe e beenbean 20 0.19
September 30, 2000 .......cccovierieeieriee e 25 0.23
March 31, 2001.......ccceiieeiieieecie ettt ettt et ebeeebe e beenbean 25 0.20
September 30, 2001 .....c.ccveieriie e e 25 0.20
MaArch 31, 2002........ccueieeiieieeete ettt et e eb et 15 0.13

The payment and the amount of any future dividends are subject to the level of Advantest’s future
earnings, its financial condition and other factors, including statutory restrictions on the payment of
dividends.
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ADVANTEST CORPORATION
AND SUBSIDIARIES

Consolidated Balance Sheets

March 31, 2001 and 2002

Yen U.S. Dollars
(Millions) (Thousands)
Assets 2001 2002 2002
Current assets:
Cash and cash equivalents ¥ 123542 105,932 $ 794,987
Trade accounts receivable, less allowance for doubtful
accounts of ¥261 millionin 2001 and ¥533 million
(%$4,000 thousand) in 2002 105,167 33,196 249,126
Inventories 82,219 52,888 396,908
Deferred tax assets 12,662 16,507 123,880
Other current assets 5,304 3,100 23,264
Total current assets 328,894 211,623 1,588,165
Investment securities 6,448 8,244 61,869
Property, plant and equipment, net 55,334 58,488 438,934
Deferred tax assets 7,059 19,475 146,154
Intangible assets, at cost, less accumulated amortization 6,903 6,897 51,760
Other assets 2,793 2,835 21,276
Total assets ¥ 407,431 307562 $ 2,308,158

See accompanying notes to consolidated financial statements.



ADVANTEST CORPORATION

AND SUBSIDIARIES
Consolidated Balance Sheets

March 31, 2001 and 2002

Yen U.S. Dollars
(Millions) (Thousands)
Liabilitiesand Stockholders Equity 2001 2002 2002
Current liabilities:
Current installments of long-term debt ¥ 4,343 443 $ 323
Current installments of obligations under capital leases 439 259 1,944
Trade accounts payable 38,716 4,442 33,336
Income taxes payable 26,361 71 533
Deferred tax liabilities 47 84 630
Accrued bonus 4747 2,780 20,863
Accrued expenses 15,821 12,717 95,437
Accrued warranty expenses 5,964 2,836 21,283
Total current liabilities 96,438 23,232 174,349
Long-term debt, excluding current installments 26,911 26,868 201,636
Obligations under capital leases, excluding current installments 404 134 1,006
Deferred tax liabilities 312 594 4,458
Accrued pension and severance cost 13,307 13,540 101,614
Other liabilities 2,036 2,202 16,525
Total liabilities 139,408 66,570 499,588
Minority interests 94 276 2,071
Stockholders’ equity:
Common stock,
Authorized 220,000,000 shares; issued 99,735,569 shares in 2001
and 99,783,385 shares in 2002 32,207 32,363 242,874
Capital surplus 32,802 32,973 247,452
Retained earnings 207,876 178,998 1,343,325
Accumulated other comprehensive income (l0ss) (2,534) (1,184) (8,886)
Treasury stock, 324,095 sharesin 2001 and 325,654 shares
in 2002, at cost (2,422) (2,434) (18,266)
Total stockholders' equity 267,929 240,716 1,806,499
Commitments and contingencies
Total liabilities and stockholders' equity ¥ 407,431 307,562 $ 2,308,158

See accompanying notes to consolidated financial statements.
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ADVANTEST CORPORATION
AND SUBSIDIARIES

Consolidated Statements of Income

Y ears ended March 31, 2000, 2001 and 2002

Yen U.S. Dollars
(Millions) (Thousands)
2000 2001 2002 2002
Net sales ¥ 158,578 276,512 95,244 $ 714,777
Cost of sales 73,647 125,028 76,713 575,707
Gross profit 84,931 151,484 18,531 139,070
Research and development expenses 23,481 28,541 26,674 200,180
Selling, general and administrative expenses 26,648 38,038 28,962 217,351
Operating income (10ss) 34,802 84,905 (37,105) (278,461)
Other income (expense):
Interest income 564 858 720 5,403
Interest expense (764) (635) (533) (4,000)
Minority interests (29) (12 (83) (623)
Equity in losses of affiliates - - (794) (5,959)
Other (1,079) 1,217 (685) (5,140)
(1,308) 1,428 (1,375) (10,319)
Income (loss) before income taxes 33,494 86,333 (38,480) (288,780)
Income taxes 12,589 33,212 (14,574) (109,373)
Net income (loss) ¥ 20,905 53,121 (23,906) $  (179,407)
Yen U.S. Dallars
2000 2001 2002 2002
Net income (loss) per share:
Basic ¥ 210.63 534.44 (240.38) $ (1.80)
Diluted 209.99 533.24 (240.38) (1.80)

See accompanying notes to consolidated financial statements.



Yen U.S. Dallars
(Millions) (Thousands)
2000 2001 2002 2002
Common stock:
Balance at beginning of year ¥ 30,948 32,146 32,207 241,703
Warrants exercised 1,198 61 156 1,171
Balance at end of year 32,146 32,207 32,363 242,874
Capita surplus:
Balance at beginning of year 31,417 32,735 32,802 246,169
Warrants exercised 1,318 67 171 1,283
Balance at end of year 32,735 32,802 32,973 247,452
Retained earnings.
Balance at beginning of year 141,693 159,228 207,876 1,560,045
Net income (loss) 20,905 53,121 (23,906) (179,407)
Cash dividends, ¥37, ¥50 and ¥40 ($0.30)
in 2000, 2001 and 2002, respectively, per share (3,370) (4,473) (4,972) (37,313)
Balance at end of year 159,228 207,876 178,998 1,343,325
Accumulated other comprehensive income (l0ss):
Balance at beginning of year (4,562) (6,934) (2,534) (19,017)
Other comprehensive income (l0ss), net of tax (2,372) 4,400 1,350 10,131
Balance at end of year (6,934) (2,534) (1,184) (8,886)
Treasury stock:
Balance at beginning of year (3,107) (2,581) (2,422) (18,176)
Treasury stock purchased (607) (226) (43) (323)
Treasury stock sold 1,133 385 31 233
Balance at end of year (2,581) (2,422) (2,434) (18,266)
Total stockholders' equity ¥ 214,594 267,929 240,716 $_ 1,806,499
Disclosure of comprehensive income (10ss):
Net income (loss) ¥ 20,905 53,121 (23906) $  (179,407)
Other comprehensive income (loss), net of tax (2,372) 4,400 1,350 10,131
Total comprehensive income (10ss) ¥ 18,533 57,521 (22,556) $  (169,276)

ADVANTEST CORPORATION
AND SUBSIDIARIES

Consolidated Statements of Stockholders’ Equity

Y ears ended March 31, 2000, 2001 and 2002

See accompanying notes to consolidated financial statements.
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ADVANTEST CORPORATION

AND SUBSIDIARIES

Consolidated Statements of Cash Flows

Y ears ended March 31, 2000, 2001 and 2002

Cash flows from operating activities:
Net income (loss)

Adjustments to reconcile net income (10ss) to net cash provided by

operating activities:
Depreciation and amortization
Provision for doubtful accounts
Gain on sale of marketable securities, net
Loss (gain) on sale of non-marketable securities, net
Equity inlosses of affiliates
Foreign exchange loss (gain), net
Loss (gain) on sale of property, plant and equipment
Deferred income taxes
Changesin assets and lighilities:
Trade accounts receivable
Inventories
Trade accounts payable
Income taxes payable
Accrued expenses and bonus
Accrued warranty expenses
Other

Net cash provided by operating activities

Cash flows from investing activities:
Proceeds from sale of marketable securities
Proceeds from sale of non-marketable securities
Acquisition
Purchases of investmentsin affiliates
Purchases of marketable securities
Purchases of non-marketable securities
Proceeds from sale of property, plant and equipment
Purchases of software
Capital expenditures
Other

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from issuance of long-term debt

Principal payments on long-term debt

Principal payments on obligations under capital leases

Proceeds from sale of treasury stock

Payments to acquire treasury stock

Proceeds from issuance of shares

Dividends paid

Other

Net cash used in financing activities

Net effect of exchange rate changes on cash and cash equivaents
Net change in cash and cash equivaents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year
Supplemental data:
Cash paid during the year for:

Income taxes
Interest

See accompanying notes to consolidated financial statements.

Yen U.S. Dollars
(Millions) (Thousands)
2000 2001 2002 2002

¥ 20,905 53,121 (23,906) (179,407)
8,905 10,214 11,289 84,720

- 243 272 2,041

(74) (102) - -
(128) 8 (22) (165)

- - 794 5,959
266 (706) (810) (6,079)
181 134 (147) (1,203)
(1,907) (3,218) (15,808) (118,634)
(2,082) (42,469) 72,155 541,501
(19,458) (24,103) 29,594 222,094
16,155 8,877 (34,314) (257,516)
4,781 15,616 (26,289) (197,291)
(3,666) 7,833 (3,485) (26,154)
326 2,259 (3,127) (23,467)
(2,497) 1,890 2,813 21,111
21,707 29,597 9,009 67,610
222 - - -

63 17 38 285

- (1,465) - -
- - (1,425) (10,694)

(375) - - -
(404) (426) (2,228) (16,720)
207 907 644 4,833
(2,324) (2,901) (2,304) (17,291)
(6,469) (12,280) (13,254) (99,467)
- 18 (44) (331
(9,080) (16,130) (18,573) (139,385)
2,200 4,500 - -
(3,066) (10,197) (4,342) (32,585)
(618) (591) (450) (3,377)
1,133 377 31 233
(607) (226) (43) (323)
2,556 346 308 2,311
(3,373 (4,471) (4,968) (37,283)

- (4 1 7
(1,775) (10,266) (9,463) (71,017)
(1,437) 1,888 1,417 10,634
9,415 5,089 (17,610) (132,158)
109,038 118,453 123,542 927,145
¥ 118,453 123,542 105,932 794,987
¥ 8,212 20,151 27,731 208,113
710 719 529 3,970
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Summary of Significant Accounting Policies and Practices

(@)

(b)

Description of Business

Advantest Corporation (the “Company”) and its subsidiaries (hereafter collectively
referred to as “Advantest”) are engaged in the design, manufacture, and sale of
automated test equipment for semiconductors. Advantest has a diverse product line
that meets the needs of semiconductor manufacturers, as well as assembly and test
services companies worldwide, for sophisticated systems that test the operation and
performance of different types of semiconductors. Advantest equips its automated
test equipment with sophisticated, yet easy-to-use, operating systems and testing
software. Advantest supports its products and customers through a worldwide
customer service network staffed by trained technical and maintenance personnel.

Advantest also designs, manufactures, and sells standard and customized measuring
instruments that are used by the communications, electric equipment and systems
industries. These instruments are used by Advantest’ s customers to improve time-to-
market, lower costs of manufacturing and improve the quality of their products.

The Company was incorporated on July 1, 1954 under the name of Takeda Riken
Industry Co., Ltd. as a limited liability, joint-stock company in Japan under the
Commercia Code of Japan. Takeda Riken Industry Co., Ltd. changed its legal name
to Advantest Corporation in 1985.

Principles of Consolidation

The Company and its domestic subsidiaries maintain their records and prepare their
financial statements in accordance with accounting principles generally accepted in
Japan, and its foreign subsidiaries in conformity with those of the country of their
domicile. Certain adjustments and reclassifications have been incorporated in the
accompanying consolidated financial statements to conform with accounting
principles generally accepted in the United States of America. These adjustments
were not recorded in the statutory books of account.

The consolidated financial statements include the financia statements of the
Company and its majority owned subsidiaries. All significant intercompany balances
and transactions have been eiminated in consolidation.
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ADVANTEST CORPORATION
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

Cash Equivalents

Cash equivalents consist of overnight deposits and certificates of deposit with an
initial term of less than three months. For purposes of the statements of cash flows,
Advantest considers all highly liquid debt instruments with origina maturities of
three months or less to be cash equivalents.

I nventories

Inventories are stated at the lower of cost or market. Cost is determined using the
average method.

I nvestmentsin Affiliated Companies

Investments in affiliated companies owned 20% to 50%, where Advantest exercises
significant influence, are accounted for on the equity method.

| nvestment Securities

Investment securities at March 31, 2001 and 2002 consist of equity securities.
Advantest classifies its equity securities in one of two categories. trading or
available-for-sale. Trading securities are bought and held principally for the purpose
of seling them in the near term. All equity securities not included in trading are
classified as available-for-sale.

Trading and available-for-sale securities are recorded at fair value. Unredized
holding gains and losses on trading securities are included in earnings. Unrealized
holding gains and losses, net of the related tax effect, on avail able-for-sale securities
are excluded from earnings and are reported as a separate component of other
comprehensive income (loss) until realized. Reaized gains and losses from sale of
available-for-sale securities are determined on a specific-identification basis.

A decline in the market value of any available-for-sale security below cost that is
deemed to be other than temporary results in a reduction in carrying amount to fair
value. The impairment is charged to earnings and a new cost basis for the security is
established. Dividend income is recognized when earned.

As of March 31, 2001 and 2002, all equity securities held by Advantest are classified
as available-for-sale.
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Derivative Financial | nstruments

Derivative financial instruments are accounted for under Statement of Financial
Accounting Standards (“SFAS’) No. 133, “Accounting for Derivative Instruments
and Hedging Activities’, and SFAS No. 138, “Accounting for Certain Derivative
Instruments and Certain Hedging Activities, an amendment of FASB Statement No.
133". SFAS No. 133, as amended, standardizes the accounting for derivative
instruments, including certain derivative instruments embedded in other contracts.
Under SFAS No. 133, as amended, entities are required to carry all derivative
instruments in the consolidated balance sheets at fair value. The accounting for
changes in the fair value (that is, gains or losses) of a derivative instrument depends
on whether it has been designated and qualifies as part of a hedging relationship and,
if s0, on the reason for holding it. If certain conditions are met, entities may elect to
designate a derivative instrument as a hedge of exposures to changes in fair values,
cash flows, or foreign currencies. If the hedged exposure is afair value exposure, the
gain or loss on the derivative instrument is recognized in earnings in the period of
change together with the offsetting loss or gain on the hedged item attributable to the
risk being hedged. If the hedged exposure is a cash flow exposure, the effective
portion of the gain or loss on the derivative instrument is reported initialy as a
component of other comprehensive income (loss) and subsequently reclassified into
earnings when the forecasted transaction affects earnings. Any amounts excluded
from the assessment of hedge effectiveness as well as the ineffective portion of the
gain or loss are reported in earnings immediately. If the derivative instrument is not
designated as a hedge, the gain or loss is recognized in earnings in the period of
change.

Foreign exchange forward contracts are used to manage currency exposure, resulting
from changes in foreign currency exchange rates, on trade accounts receivable.
Advantest regularly enters into these contracts in U.S. dollars to hedge its non-
Japanese currency net monetary exposures. However, these contracts do not qualify
for hedge accounting since they do not meet the hedging criteria contained in SFAS
No. 133. Advantest does not engage in currency speculation.

Foreign exchange forward contracts generally have maturities of less than two
months. These contracts are used to reduce Advantest’s risk associated with
exchange rate movements, as gains and losses on these contracts are intended to
offset exchange losses and gains on underlying exposures. Changes in fair value of
foreign exchange forward contracts are recognized in earnings under the caption of
other income (expense).
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Property, Plant and Equipment

Property, plant and equipment is stated at cost. Equipment under capital leases is
stated at the present value of minimum lease payments.

Depreciation is computed principaly using the declining-balance method except for
buildings and machinery and equipment under capital leases for the Company and its
domestic subsidiaries and the straight-line method over estimated useful lives of the
assets for foreign subsidiaries. Buildings are principally depreciated using the
straight-line method over their estimated useful lives. Depreciation for machinery
and equipment under capital leases is computed using the straight-line method over
the lease term. The depreciation period ranges from 3 yearsto 50 years for buildings,
2 years to 10 years for machinery and equipment, and 2 years to 20 years for
furniture and fixtures.

Depreciation expense was ¥7,537 million, ¥8,293 million and ¥8,938 million
($67,077 thousand) in the years ended March 31, 2000, 2001 and 2002, respectively.

I ntangible Assets and Other Assets

Intangible assets principally consist of licenses, goodwill and computer software for
internal-use, including computer software under capital leases. Other assets consist
of investments, security deposits and prepaid expenses, of which no one individual
item was material to the consolidated financial statements of Advantest.

Certain costs incurred to purchase or develop software for internal-use during the
application development stage are capitalized. With respect to internal-use software
costs, Advantest expenses costs incurred during the preliminary project stage which
includes costs for making strategic decisions about the project, determining
performance and system requirements, and vendor demonstration costs. Advantest
aso expenses costs incurred for internal-use software in the post-implementation
stage such as training and maintenance costs. Codts incurred to establish the
technological feasibility of software products to be sold as part of the automated test
equipment are recorded as research and development costs in the consolidated
statements of income. Costs incurred subsequent to establishing technological
feasibility with respect to such software have also been expensed by Advantest as
such costs have been insignificant.

Goodwill, which represents the excess of purchase price over fair value of net assets
acquired, is amortized on a dtraight-line basis over the expected periods to be
benefited, generally 5 years. Advantest assesses the recoverability of this intangible
asset by determining whether the amortization of the goodwill balance over its
remaining life can be recovered through undiscounted future operating cash flows of
the acquired operation. The amount of goodwill impairment, if any, is measured
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based on projected discounted future operating cash flows using a discount rate
reflecting Advantest’s average cost of funds. The assessment of the recoverability of
goodwill will be impacted if estimated future operating cash flows are not achieved.
Goodwill of ¥800 million and ¥645 million ($4,841 thousand), net of accumulated
amortization, as of March 31, 2001 and 2002 is included in intangible assets.

The cost of software is amortized straight-line over the estimated useful life, whichis
generally five years. The cost of computer software under capital leases is amortized
straight-line over the lease term. The remaining weighted average life of intangible
assets at March 31, 2002 is three years. Amortization expense for the years ended
March 31, 2000, 2001 and 2002 was ¥1,038 million, ¥1,884 million and ¥2,043
million ($15,332 thousand), respectively.

Revenue Recognition

Automated test equi pment

Revenue from sales of automated test equipment which require installation work is
recognized when the related installation work is completed and the equipment is
accepted by the customer. Revenue from sales of parts for automated test equipment
such as backup boards, which do not require installation work by Advantest, is
recognized upon shipment if the terms of the sale are free on board (*FOB”) shipping
point or upon delivery if the terms are FOB destination.

M easuring instruments

Revenue from sales of measuring instruments which do not require installation work
by Advantest is recognized upon shipment if the terms of the sale are FOB shipping
point and upon delivery if the terms are FOB destination. Revenue from sales of
measuring instruments which require installation work is recognized when the related
installation work is completed and the instrument is accepted by the customer.
Advantest utilizes distributors to market certain of its measuring instruments which
do not require installation work. Advantest recognizes revenues from sales of
measuring instruments to distributors upon shipment or delivery of instruments to the
distributors.

Servicefee

Revenue from fixed-price, long-term service contracts is recognized on the straight-
line basis over the contract term.

Operating lease
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Revenue from operating leases is recognized on the straight-line basis over the lease
term.

Shipping and Handling Costs

Shipping and handling costs totaled ¥1,468 million, ¥1,917 million and ¥927 million
($6,957 thousand) for the years ended March 31, 2000, 2001 and 2002, respectively,
and are included in sdlling, general and administrative expenses in the consolidated
statements of income.

Accrued Warranty Expenses

Advantest’s products are generally subject to warranty, and Advantest provides an
alowance for such estimated costs when product revenue is recognized. To prepare
for future repairs during warranty periods, estimated repair expenses over the
warranty period are accrued based on the historical ratio of actual repair expenses to
corresponding sales.

Research and Devel opment

Research and development costs are expensed as incurred.

I ncome Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax
assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases and operating loss and tax credit
carryforwards. Deferred tax assets and liabilities are measured using enacted tax
rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on deferred tax assets
and liabilities of a change in tax rates is recognized in income in the period that
includes the enactment date.

Stock-Based Compensation

Advantest applies the intrinsic value-based method of accounting prescribed by APB
Opinion No. 25, “Accounting for Stock Issued to Employees’, and related
interpretations, in accounting for its stock-based compensation plans. As such,
compensation expense would be recorded on the date of grant only if the current
market price of the underlying stock exceeded the exercise price. SFAS No. 123,
“Accounting for Stock-Based Compensation”, established accounting and disclosure
requirements using a fair value-based method of accounting for stock-based
employee compensation plans. Asalowed by SFAS No. 123, Advantest has e ected
to continue to apply the intrinsic value-based method of accounting described above,
and has adopted the disclosure requirements of SFAS No. 123.
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Accrued Pension and Severance Cost

The Company and certain of its subsidiaries have retirement and severance defined
benefit plans covering substantially all of their employees. The benefits are based on
years of service and the employee’ s compensation and vest after one year of service.
Prior service cost that results from amendments to the plan is amortized over the
average remaining service period of the employees expected to receive benefits.
Unrecognized net gain and loss is amortized over the average remaining service life
of employees expected to receive benefits. See note 15 to the consolidated financial
statements for further discussion.

Use of Estimates

Management of Advantest has made a number of estimates and assumptions relating
to the reporting of assets and liabilities and the disclosure of contingent assets and
liabilities to prepare these consolidated financial statements in conformity with
accounting principles generally accepted in the United States of America. Actual
results could differ from those estimates.

Impairment of Long-Lived Assets and Long-Lived Assets to Be Disposed Of

Advantest accounts for long-lived assets in accordance with the provisions of SFAS
No. 121. SFAS No. 121 requires that long-lived assets and certain identifiable
intangibles be reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. Recoverability
of assets to be held and used is measured by a comparison of the carrying amount of
an asset to future net cash flows expected to be generated by the asset. If such assets
are considered to be impaired, the impairment to be recognized is measured by the
amount by which the carrying amount of the assets exceeds the fair value of the
assets. Assets to be disposed of are reported at the lower of the carrying amount or
fair value less costs to sell.

Net Income (Loss) per Share

Basic net income (loss) per share is caculated by dividing net income (loss) by the
weighted average number of shares outstanding during the year. Diluted net income
per share is calculated by dividing net income by the sum of the weighted average
number of shares plus additional shares that would have been outstanding if potential
dilutive shares had been issued for granted stock options and warrants.

Segment I nformation

Advantest discloses information regarding segments in accordance with SFAS No.
131, “Disclosures about Segments of an Enterprise and Related Information”. SFAS
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No. 131 establishes standards for reporting of financial information about operating
segments in annual financial statements.

Trandation of Foreign Financial Statements

Foreign currency financia statements have been trandated in accordance with SFAS
No. 52, “Foreign Currency Trandation”. Under SFAS No. 52, the balance sheet
accounts of non-Japanese subsidiaries, which are denominated in currencies other
than the Japanese yen, are trandated at rates of exchange prevailing at end of year.
Revenue and expense accounts are trandated at average rates of exchange in effect
during the year. Resulting trandlation adjustments are included as a separate
component of other comprehensive income (l0ss).

Foreign Currency Transactions

Assets and liabilities denominated in foreign currencies are trandated at the
applicable current rates on the balance sheet date. All revenue and expenses
associated with foreign currencies are converted at the rates of exchange prevailing
when such transactions occur. The resulting exchange gains or losses are reflected in
other income (expense) in the accompanying consolidated statements of income.

New Accounting Standards

In June 2001, the Financial Accounting Standards Board (“the FASB”) issued SFAS
No. 141, “Business Combinations’, and SFAS No. 142, “Goodwill and Other
Intangible Assets”. SFAS No. 141 requires that the purchase method of accounting
be used for all business combinations completed after June 30, 2001. SFAS No. 141
aso specifies the types of acquired intangible assets that are required to be
recognized and reported separately from goodwill and those acquired intangible
assets that are required to be included in goodwill. SFAS No. 142 will require that
goodwill no longer be amortized, but instead tested for impairment at least annually.
SFAS No. 142 will aso require recognized intangible assets be amortized over their
respective estimated useful lives and reviewed for impairment in accordance with
SFAS No. 144, “ Accounting for the Impairment or Disposal of Long-Lived Assets’.
Any recognized intangible asset determined to have an indefinite useful life will not
be amortized, but instead tested for impairment until its life is determined to no
longer be indefinite.

Advantest adopted the provisions of SFAS No. 141 and SFAS No. 142 on April 1,
2002, with the exception of the immediate requirement to use the purchase method of
accounting for al future business combinations completed after June 30, 2001.
However, any goodwill and any intangible asset determined to have an indefinite
useful life that is acquired in a business combination completed after June 30, 2001
will not be amortized. Goodwill and intangible assets acquired in business
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combinations completed before July 1, 2001 continued to be amortized through
March 31, 2002.

SFAS No. 141 requires Advantest to evaluate its existing intangible assets and
goodwill and to make any necessary reclassifications in order to conform to the new
separation requirements at the date of adoption. Upon adoption of SFAS No. 142,
Advantest is required to reassess the useful lives and residual values of all intangible
assets and make any necessary amortization period adjustments by June 30, 2002.

In connection with the transitional impairment evaluation, SFAS No. 142 will require
Advantest to perform an assessment of whether there is an indication that goodwill is
impaired as of April 1, 2002. To accomplish this, Advantest must (1) identify its
reporting units, (2) determine the carrying amount of each reporting unit by assigning
the assets and liabilities, including the existing goodwill and intangible assets to
those reporting units, and (3) determine the fair value of each reporting unit. This
first step of the transitional assessment is required to be completed by September 30,
2002. If the carrying amount of any reporting unit exceeds its fair value, then
detailed fair values for each of the assigned assets (excluding goodwill) and liabilities
will be determined to calculate the amount of goodwill impairment, if any. This
second step is required to be completed as soon as possible, but no later than March
31, 2003. Any transitional impairment loss resulting from the adoption will be
recognized as the effect of a change in accounting principle in Advantest’s
consolidated statement of income. The adoption of SFAS No. 141 did not have a
material effect on Advantest's consolidated financia position and results of
operations. Management does not anticipate that the adoption of SFAS No. 142 will
have a materia effect on Advantest’s consolidated financial position and results of
operations.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement
Obligations’. SFAS No. 143 applies to legal obligations associated with the
retirement of long-lived assets that result from the acquisition, construction,
development and (or) the normal operation of a long-lived asset, except for certain
obligations of lessees. SFAS No. 143 requires that the fair value of aliability for an
asset retirement obligation be recognized in the period in which it is incurred if a
reasonable estimate of fair value can be made. The associated asset retirement costs
are capitalized as part of the carrying amount of the long-lived asset and
subsequently allocated to expense over the asset’s useful life. Advantest is required
to adopt the provisions of SFAS No. 143 on April 1, 2003. Currently, the effect on
Advantest’s consolidated financial statements of adopting SFAS No. 143 has not
been determined.

In August 2001, the FASB issued SFAS No. 144 which supersedes both SFAS No.
121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived
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Assets to Be Disposed Of” and the accounting and reporting provisions of APB
Opinion No. 30, “Reporting the Results of Operations - Reporting the Effects of
Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions’, for the disposal of a segment of a business (as
previoudy defined in APB Opinion No. 30). SFAS No. 144 retains the fundamental
provisions in SFAS No. 121 for recognizing and measuring impairment losses on
long-lived assets held for use and long-lived assets to be disposed of by sale, while
also resolving significant implementation issues associated with SFAS No. 121. For
example, SFAS No. 144 provides guidance on how a long-lived asset that is used as
part of a group should be evaluated for impairment, establishes criteria for when a
long-lived asset is held for sale, and prescribes the accounting for a long-lived asset
that will be disposed of other than by sale. SFAS No. 144 retains the basic
provisions of APB Opinion No. 30 on how to present discontinued operations in the
income statement but broadens that presentation to include a component of an entity
(rather than a segment of a business). Unlike SFAS No. 121, an impairment
assessment under SFAS No. 144 will never result in a write-down of goodwill.
Rather, goodwill is evaluated for impairment under SFAS No. 142. Advantest
adopted the provision of SFAS No. 144 on April 1, 2002. The adoption of SFAS No.
144 did not have a materia effect on Advantest’s consolidated financial position and
results of operations.

Reclassifications

Certain reclassifications have been made to the prior years consolidated financial
statements to conform presentation used for the year ended March 31, 2002.

U.S. Dollar Amounts

U.S. dollar amounts presented in the consolidated financial statements and related notes are
included solely for the convenience of the reader. These trandations should not be
construed as representations that the yen amounts actually represent, or have been or could
be converted into, U.S. dollars. For this purpose, the rate of ¥133.25 per U.S.$1, the
approximate current exchange rate at March 31, 2002, was used for the trangation of the
accompanying financial results of Advantest as of and for the year ended March 31, 2002.
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(3) Allowancefor Doubtful Accounts
Changes in the allowance for doubtful accounts are as follows:

Yen U.S. Dallars
(Millions) (Thousands)
2000 2001 2002 2002
Balance at beginning of year ¥ 159 159 261 % 1,959
Amount utilized - (141) 9 (68)
Provision for doubtful accounts _ - 243 281 2,109
Balance at end of year ¥ 159 261 533 % 4,000
(4) Inventories
Inventories are composed of the following:
Yen U.S. Dadllars
(Millions) (Thousands)
2001 2002 2002
Finished goods ¥ 18,981 12,018 $ 90,191
Work in process 39,748 28,267 212,135
Raw materias 23,490 12,603 94,582

¥ 82,219 52888 $ 396,908

Advantest recognized inventory write-downs in cost of sales of ¥7,535 million and ¥20,150
million ($151,220 thousand) for the years ended March 31, 2001 and 2002, respectively.
The write-downs of ¥20,150 million ($151,220 thousand) for the year ended March 31,
2002 consist of ¥19,841 million ($148,901 thousand) derived from discontinuation of
products lines, including those lines that are being replaced by new product lines, and ¥309
million ($2,319 thousand) due to declines in net realizable value of Advantest’s inventory
located at customer sites.
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Property, Plant and Equipment

Property, plant and equipment is composed of the following:

Yen U.S. Dollars
(Millions) (Thousands)
2001 2002 2002

Land ¥ 17,977 18,501 $ 138,844
Buildings 44,161 49,969 375,002
Machinery and equipment 23,550 24,145 181,201
Furniture and fixtures 25,164 27,609 207,197
Construction in progress 3,792 1,491 11,189
114,644 121,715 913,433
L ess accumulated depreciation (59,310) (63,227) (474,499)
¥ 55,334 58,488 $ 438934

I nvestment Securities

Marketable securities consist of equity securities with an aggregate fair value of ¥3,365
million and ¥2,131 million ($15,992 thousand), gross unrealized gains, which are
determined based on the specific-identification method, of ¥897 million and ¥531 million
($3,985 thousand), gross unrealized losses of ¥723 million and ¥454 million ($3,407
thousand), and acquisition cost of ¥3,191 million and ¥2,054 million ($15,414 thousand) as
of March 31, 2001 and 2002, respectively.

Proceeds from sale of available-for-sale securities were ¥222 million for the year ended
March 31, 2000. Gross redized gains were ¥74 million, ¥102 million and ¥71 million
($533 thousand) for the years ended March 31, 2000, 2001 and 2002, respectively. Gross
realized losses were ¥1,265 million ($9,493 thousand) for the year ended March 31, 2002.

Advantest maintains long-term investment securities, included in marketable securities and
other investments, issued by nonpublic companies, which are recorded at cost. In addition,
the fair values of such securities were not readily determinable.

Derivative Financial | nstruments

Derivative financial instruments are utilized by Advantest primarily to reduce foreign
currency exchange risk. Advantest does not hold or issue financial instruments for trading
purposes. Advantest generally does not require or place collateral for these financial
instruments.
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Derivative financia instruments contain an element of risk in the event the counterparties
are unable to meet the terms of the agreements. However, Advantest minimizes risk
exposure by limiting the counterparties to major international banks and financia
ingtitutions meeting established credit guidelines. Management of Advantest does not
expect any counterparty to default on its obligations and, therefore, does not expect to incur
any losses due to counterparty default on its obligations.

At March 31, 2001 and 2002, Advantest had foreign exchange forward contracts to receive
Japanese yen for U.S. dollars. The notional amounts of these contracts were ¥5,105 million
and ¥1,845 million ($13,846 thousand) at March 31, 2001 and 2002, respectively. The fair
values of these contracts at March 31, 2001 and 2002 are shown in note 8 to the
consolidated financia statements. These contracts do not qualify for hedge accounting
since they do not meet the hedging criteria contained in SFAS No. 133. Changesin the fair
values are recognized in earnings under the caption of other income (expense).

Fair Value of Financial | nstruments

The following table presents the carrying amounts and estimated fair values of Advantest’s
financial instruments at March 31, 2001 and 2002. The fair value of afinancial instrument
is the amount at which the instrument could be exchanged in a current transaction between
willing parties.

Yen (Millions)
2001 2002
Carrying Fair Carrying Fair
Amount Vaue Amount Vaue
Financial assets:
Investment securities for which it is:
Practicable to estimate fair value ¥ 3,365 3,365 2,131 2,131
Not practicable to estimate
fair value 3,083 3,083 5,515 5,515
Financial liabilities:
Foreign exchange forward contracts 66 66 15 15

Long-term debt including current
installments 31,254 32,258 26,911 27,645
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U.S. Dallars (Thousands)

2002
Carrying Fair
Amount Value
Financia assets:
Investment securities for which it is:
Practicable to estimate fair value  $ 15,992 15,992
Not practicable to estimate
fair value 41,388 41,388
Financial liabilities:
Foreign exchange forward contracts 113 113
Long-term debt including current
installments 201,959 207,467

The carrying amounts shown in the table are included in the consolidated balance sheets
under the indicated captions.

The following methods and assumptions were used to estimate the fair value of each class
of financial instruments:

Cash and cash equivalents, trade accounts receivable, other current assets, trade accounts
payable, and accrued expenses (nonderivatives): The carrying amounts approximate fair
value because of the short maturity of these instruments.

Investment securities: The fair values of equity investments are based on quoted market
prices a the reporting date for those investments. It was not practicable to estimate the fair
value of nonpublic companies; those investments are carried at their original cost.

Long-term debt: The fair value of Advantest’s long-term debt is estimated by discounting
the future cash flows of each instrument at rates currently offered to Advantest for similar
debt instruments of comparable maturities by financia institutions.

L eases - L essor

Advantest provides leases that enable its customers to acquire automated test equipment.
All leases are classified as operating leases. Lease terms range from 1 year to 5 years, and
certain of the lease agreements are cancelable. The gross amount of machinery and
equipment and the related accumulated depreciation on operating leases as of March 31,
2001 and 2002 were as follows:
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Yen U.S. Dadllars
(Millions) (Thousands)
2001 2002 2002

Machinery and equipment ¥ 2905 4525 % 33,959
L ess accumulated depreciation (739) (1.582) (11.873)

¥ 2166 2943 $ 22,086

Future minimum rental income from equipment on noncancelable operating leases as of
March 31, 2002 is as follows:

Yen U.S. Dollars
Year ending March 31 (Millions) (Thousands)
2003 ¥ 1,033 $ 7,752
2004 399 2,995
2005 85 638
Total minimum leaseincome ¥ 1,517 $ 11,385

(10) Leases- Lessee

Advantest is obligated under various capital leases for certain machinery and equipment
and software that expire at various dates during the next four years. At March 31, 2001 and
2002, the gross amount of machinery and equipment and software, and the related
accumulated depreciation and amortization recorded under capital leases were asfollows:

Yen U.S. Dollars
(Millions) (Thousands)
2001 2002 2002
Machinery and equipment ¥ 1,689 1,094 $ 8,210
Software 500 365 2,739
2,189 1,459 10,949
L ess accumulated depreciation and
amortization (L.373) (1.082) (8.120)
¥ 16 377 $ 2,829

Depreciation and amortization of assets held under capital leases are included with
depreciation and amortization expense.
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Future minimum capita lease payments as of March 31, 2002 are as follows:

Yen U.S. Doallars
Year ending March 31 (Millions) (Thousands)
2003 ¥ 267 $ 2,004
2004 117 878
2005 17 128
2006 _3 _ 23
Total minimum lease payments 404 3,033
L ess amount representing interest (at rates
ranging from 1.64% to 5.82%) (11) _ (83
Present value of net minimum
capital |ease payments 393 2,950
Less current installments (259) (1.944)
Obligations under capital |eases,
excluding current installments ¥ 134 $ 1.006

Advantest also has several noncancelable operating leases, primarily for computer and
office equipment that expire over the next 7 years. Rent expense, including rental
payments for cancelable leases, for the years ended March 31, 2000, 2001 and 2002 was
¥2 067 million, ¥2,339 million and ¥2,838 million ($21,298 thousand), respectively.

Future minimum lease payments under noncancelable operating leases (with initial or
remaining lease terms in excess of one year) as of March 31, 2002 are as follows:

Yen U.S. Dollars
Year ending March 31 (Millions) (Thousands)
2003 ¥ 431 $ 3,235
2004 386 2,897
2005 280 2,101
2006 255 1,914
2007 224 1,681
Later years _62 465

Total minimum lease payments ¥ 1638 $ 12,293
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(11) Long-Term Debt

Long-term debt at March 31, 2001 and 2002 consists of the following:

u.S.
Yen Dollars
(Millions) (Thousands)
2001 2002 2002
Secured notes payable, due 2002 to 2008 with
annual interest rates ranging from 1.05% to
4.125% in 2001 and 2002 ¥ 254 211 $ 1584
Unsecured 0.95% bonds, due May 30, 2001 4,300 - -
Unsecured 1.05% bonds, due January 27, 2004 2,200 2,200 16,510
Unsecured 0.88% bonds, due February 5, 2005 4,500 4,500 33,771
Unsecured 1.88% bonds, due December 14, 2005 20,000 20,000 150,094
Total long-term debt 31,254 26,911 201,959
L ess current installments (4,343) (43) (323)
Long-term debt, excluding current
installments ¥ 26911 26,868 $ 201,636

The Company’s unsecured 1.05% bonds and 0.88% bonds were issued with detachable
warrants in connection with one of Advantest’s stock-based compensation plans. As
described in note 14 to the consolidated financia statements, upon issuance of each bond,
the Company purchased al detachable warrants from the underwriter and distributed such
warrants to the directors and selected employees of the Company and its subsidiaries. No
gain or loss was recognized on the sale and purchase of the warrants. For financia
reporting purpose, these transactions were accounted for as the issuance of debt to third
parties and separately as the issuance of warrants to directors and employees.

At March 31, 2002, property, plant and equipment with a carrying amount of ¥428 million
($3,212 thousand) was pledged as collateral for certain debt obligations in the amount of
¥67 million ($502 thousand).
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The aggregate maturities of long-term debt for each of the five years subsequent to March

31, 2002 are asfollows:

Yen
Year ending March 31 (Millions)

2003 43
2004 2,243
2005 4,543
2006 20,042
Later years, through 2008 40

Total long-term debt 26911

(12) Income Taxes

U.S. Dallars
(Thousands)

323
16,833
34,094

150,409

300

201,959

The components of income (loss) before income taxes and provision for income taxes as
shown in the consolidated statements of income are as follows:

Income (loss) before income taxes:
The Company and domestic subsidiaries
Foreign subsidiaries

Provision for income taxes:

Current:
The Company and domestic subsidiaries
Foreign subsidiaries

Deferred:
The Company and domestic subsidiaries
Foreign subsidiaries

Yen U.S. Dollars
(Millions) (Thousands)
2000 2001 2002 2002
¥ 22495 63910 (41,956) $ (314,866)
10,999 22,423 3476 26.086
¥ 33494 86,333 (38.480) $ (288.780)
Yen U.S. Dollars
(Millions) (Thousands)
2000 2001 2002 2002
¥ 10,473 29,715 97 $ 728
4,023 6,715 1,137 8,533
(1,456) (3,312) (15,905) (119,362)
_(451) 94 97 728
¥ 12589 33212 (14.574) $ (109.373)
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The Company and its domestic consolidated subsidiaries are subject to a number of taxes
based on income, which in the aggregate, resulted in a normal tax rate of approximately
41.6% for the years ended March 31, 2000, 2001 and 2002.

2000 2001 2002
Normal tax rate 41.6% 41.6% (41.6)%
Increase (reduction) in income taxes resulting
from:
Earnings of foreign subsidiaries taxed
at different rate from the normal rate in Japan (2.2) (2.9 (1.1
Tax credits utilized (1.1 (0.7) (0.1
Expenses not deductible for tax purposes 0.5 0.2 0.2
Change in valuation allowance - - 0.7
Excessive reporting of taxable income due to
elimination of intercompany profit - - 2.6
Other, net (1.2 (0.2) 14
37.6% 38.5% (32.9)%

The tax effects of temporary differences that give rise to significant portions of the deferred
tax assets and deferred tax liabilities at March 31, 2001 and 2002 are presented below.
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uU.S.
Yen Dollars
(Millions) (Thousands)
2001 2002 2002
Deferred tax assets:
Inventory adjustments principally due to:
Valuation ¥ 3,073 9,447 $ 70,897
Intercompany profit 1,613 95 713
Investmentsin affiliates - 269 2,019
Accrued warranty expenses 1,765 775 5,816
Accrued business taxes 2,190 6 45
Accrued pension and severance cost 4,864 5,147 38,627
Other accrued expenses 1,638 1,316 9,876
Property, plant and equipment —
Intercompany profit 1,125 827 6,206
Research and devel opment expenses
capitalized for tax purposes 2,914 4,818 36,158
Operating loss carryforward - 11,511 86,386
Other 1,000 2,040 15,310
Total gross deferred tax assets 20,182 36,251 272,053
Less valuation alowance - 269 12,019
Net deferred tax assets 20,182 35,982 270,034
Deferred tax liabilities:
Net unrealized gains on marketable securities 73 32 240
Depreciation 310 512 3,842
Other 437 134 1,006
Total gross deferred tax liabilities 820 678 5,088
Net deferred tax assets ¥ 19,362 35304 $ 264946

Management of Advantest intends to reinvest certain undistributed earnings of the
Company’s foreign subsidiaries for an indefinite period of time. As a result, no provision
for income taxes has been made on undistributed earnings of these subsidiaries not
expected to be remitted in the foreseeable future, aggregating ¥5,850 million ($43,902
thousand) as of March 31, 2002.

In assessing the realizability of deferred tax assets, management considers whether it is
more likely than not that some portion or all of the deferred tax assets will not be realized.
The ultimate redlization of deferred tax assets is dependent upon the generation of future
taxable income during the periods in which those temporary differences become deductible.
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Management considers the scheduled reversal of deferred tax liabilities, projected future
taxable income, and tax planning strategies in making this assessment. Based upon the
level of historical taxable income and projections for future taxable income over the periods
in which the deferred tax assets are deductible, management believes it is more likely than
not that Advantest will realize the benefits of these deductible differences, net of the
exigting valuation allowance, at March 31, 2002. The amount of the deferred tax asset
considered realizable, however, could be reduced in the near term if estimates of future
taxable income are reduced.

Other Comprehensive Income (L 0ss)

The accumulated balances for each classification of other comprehensive income (loss) are
asfollows:

Yen (Millions)
Foreign Accumulated
currency Net unrealized other
trandation gainson comprehensive

adjustments securities income (loss)

Balance at April 1, 1999 ¥ (4,811) 249 (4,562)
Change during the year (3,037) 689 (2,348)
Reclassification adjustments for
realized portion - (24 —(24)
(3.037) 665 (2372
Balance at March 31, 2000 (7,848) 914 (6,934)
Change during the year 5,212 (713) 4,499
Reclassification adjustments for
realized portion - (99) —(9)
5.212 (812) 4,400
Balance at March 31, 2001 (2.636) 102 (2.534)
Change during the year 1,440 (453) 987
Reclassification adjustments for
realized portion - 363 363
1.440 (90) 1,350
Balance at March 31, 2002 ¥ (1.196) _12 1,184)
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U.S. Dallars (Thousands)

Foreign Accumulated
currency Net unrealized other
tranglation gainson comprehensive

adjustments securities income (l0ss)

Balance at March 31, 2001 $ (19,782) 765 (19,017)
Change during the year 10,807 (3,400) 7,407
Reclassification adjustments for
realized portion - 2,724 2,724
10,807 (676) 10,131

Balance at March 31, 2002 $ (8.975) 89 (8.886)
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The related tax effects alocated to each component of other comprehensive income (10ss)
are asfollows:

Yen (Millions)
Before- Tax
tax (expense) Net-of -tax
amount or benefit amount
Year ended March 31, 2000:
Foreign currency trangdlation adjustments ¥ (3,037) - (3,037)
Net unrealized gains on securities:
Net unrealized gains arising during the year 1,180 (491) 689
L ess reclassification adjustments for net
gainsrealized in earnings (41) 17 (24)
Net unrealized gains 1,139 (474) 665
Other comprehensive income (10ss) ¥ (1.898) (474) (2.372)
Year ended March 31, 2001:
Foreign currency trandlation adjustments ¥ 5212 - 5,212
Net unrealized gains on securities:
Net unrealized gains arising during the year (1,221) 508 (713)
L ess reclassification adjustments for net
gains realized in earnings (170) 71 (99)
Net unrealized gains (1,391) 579 (812)
Other comprehensive income (10ss) ¥ 3821 579 4,400
Year ended March 31, 2002:
Foreign currency trandlation adjustments ¥ 1,440 - 1,440
Net unrealized gains on securities:
Net unrealized gains arising during the year (753) 300 (453)
L ess reclassification adjustments for net
gainsrealized in earnings 622 (259) 63
Net unrealized gains (131) 41 (90)
Other comprehensive income (10ss) ¥ 1,309 41 1,350
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U.S. Dollars (Thousands)
Before- Tax
tax (expense)  Net-of -tax
anount  or benefit  amount

Year ended March 31, 2002:

Foreign currency trangdlation adjustments $ 10,807 - 10,807
Net unrealized gains on securities:
Net unrealized gains arising during the year (5,651) 2,251 (3,400)
L ess reclassification adjustments for net
gainsrealized in earnings 4,668 (1.944) 2,724
Net unrealized gains (983) 07 (676)
Other comprehensive income (l0ss) $ 9,824 307 10,131

(14) Stock-Based Compensation

Advantest has two types of stock-based compensation plans as incentive plans for directors
and selected employees. One plan uses stock options and the other plan uses bonds with
detachable warrants.

In June 1998, the Company’s shareholders approved a stock option plan for directors and
certain employees. Under the stock option plan, the total number of shares authorized for
grant totaled 415,000. Options are granted with an exercise price equal to the higher of (1)
1.05 times the average price of the preceding month on the date of each grant, (2) 1.05
times the closing price of the Company’s shares traded on the Tokyo Stock Exchange on
the date of each grant, and (3) the average price of the treasury stock acquired in the
markets, and have an exercise period of 4 years. The options vest immediately.

In May 1997, January 2000 and February 2001, the Company issued unsecured bonds with
detachable warrants. Simultaneously with the issuance of the unsecured bonds, the
Company purchased all of the detachable warrants from the underwriter and distributed
such warrants to the directors and selected employees of the Company and its subsidiaries.
By exercising a warrant, directors and selected employees can purchase the shares of the
Company, the number of which is 654,014 shares, 99,000 shares and 319,500 shares at the
strike price of ¥6,533, ¥21,840 and ¥14,018 for warrantsissued in May 1997, January 2000
and February 2001, respectively. Warrants are granted with an exercise price equal to 1.05
times the closing price of the Company’s shares traded on the Tokyo Stock Exchange on
the date of each grant. Under each plan, 5,934 warrants, 990 warrants and 3,195 warrants
in May 1997, January 2000, and February 2001, respectively, were issued. The warrants
vest immediately, and are exercisable up to 4 years from the date of grant. For financia
reporting purposes, these transactions were accounted for as the issuance of debt to third
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parties and separately as the issuance of warrants to directors and employees. The issuance
of the warrants to directors and employees was accounted for under APB Opinion No. 25.

The per share weighted average fair value of stock options and warrants granted during the
years ended March 31, 2000 and 2001 was ¥8,216 and ¥5,624 on the date of grant using the
Black Scholes option-pricing model with the following weighted-average assumptions: the
year ended March 31, 2000 - expected dividend yield of 0.18%, risk-free interest rate of
0.6%, volatility of 53.5%, and an expected life of 4 years; the year ended March 31, 2001 -
expected dividend yield of 0.37%, risk-free interest rate of 0.6%, volatility of 58.1%, and
an expected life of 4 years.

Advantest applies APB Opinion No. 25 in accounting for its stock option plan and warrants
plan and, accordingly, no compensation cost has been recognized for its stock options and
warrants in the consolidated financial statements. Had Advantest determined compensation
cost based on the fair value at the grant date for its stock options and warrants under SFAS
No. 123, Advantest’s net income (loss) and net income (loss) per share would have been
reduced to the pro forma amounts indicated below:

U.S. Dadllars
Yen (Thousands)
(Millions) except for per except for per
sharedata sharedata
2000 2001 2002 2002
Net income (10ss):
Asreported ¥ 20,905 53121 (23,906) $  (179,407)
Pro forma 20,092 51,324  (23,906) (179,407)
Basic net income (loss) per share:
Asreported 210.63  534.44  (240.38) (2.80)
Pro forma 202.44  516.36  (240.38) (1.80)
Diluted net income (loss) per share:
Asreported 209.99  533.24 (240.38) (2.80)
Pro forma 201.82 51521 (240.38) (1.80)

Stock option and warrant activity during the years ended March 31, 2000, 2001 and 2002 is
asfollows:
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Yen U.S. Dallars
Number of Weighted average =~ Weighted average
shares exercise price exercise price
Balance at April 1, 1999 845,277 ¥ 6,933
Granted 99,000 21,840
Exercised (436,586) (6,683)
Expired (110) (6,533)
Balance at March 31, 2000 507,581 10,156
Granted 319,500 14,018
Exercised (39,603) (7,030)
Expired (441) (6,533)
Balance at March 31, 2001 787,037 11,883 $ 96
Exercised (44,537) (6,533) (49)
Expired (3.300) (15,914) (119)
Baance at March 31, 2002 739,200 12,187 91

At March 31, 2002, the range of exercise prices and weighted-average remaining
contractual life of outstanding options and warrants, all of which are exercisable, was as
follows:

Yen
Number Weighted average
Exercise price outstanding remaining contractual life
¥ 7.471 324,000 1.0years
14,018 317,000 2.8 years
21,840 98.200 1.8 years
739,200

Accrued Pension and Sever ance Cost

The Company and certain of its subsidiaries have unfunded retirement and severance plans.
On terminating employment, substantially al employees of the Company and the
subsidiaries are entitled to lump-sum payments based on the employees’ compensation and
years of service.
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The Company and its domestic subsidiaries also have contributory funded defined benefit
pension plans which, pursuant to the Welfare Pension Insurance Law of Japan, are
administered on behalf of the Japanese government and cover substantially all employees.
The Company and its domestic subsidiaries and their employees contribute to the
governmental welfare pension program. Additional contributions are made to the program
by the participating employers into the program. Benefits under these plans are based on
the employees years of service and compensation. The Company and its domestic
subsidiaries’ funding policy is to make contributions to the plans in accordance with loca
laws and to the extent that such contributions are tax deductible. The assets of these plans
consist primarily of equity securities and fixed income securities.

Information about the retirement and severance plans of Advantest are as follows:

Yen U.S. Dollars
(Millions) (Thousands)
2000 2001 2002 2002
Components of net periodic benefit cost:
Service cost ¥ 2175 2,183 2364 $ 17,741
Interest cost 885 896 1,003 7,527
Expected return on plan assets (964) (660) (619) (4,645)
Amortization of unrecognized:
Net transition obligation 214 214 214 1,606
Net actuarial gain - (279) (52) (390)
Prior service cost - - (27) (203)
Net periodic benefit cost ¥ 2,310 2354 2883 $ 21,636
2000 2001 2002
Weighted average assumptions as of
March 31:
Discount rate 3.0% 3.0% 2.5%
Expected return on plan assets 5.5% 3.0% 3.0%
Rate of compensation increase 3.3% 3.3% 3.3%

The following table sets forth the plan’ s benefit obligation, fair value of plan assets, funded
status at March 31, 2001 and 2002.
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Change in benefit obligation:
Balance at beginning of year ¥
Service cost
Interest cost
Employee contributions
Actuarial gain or loss
Benefits paid
Acquisition
Plan amendment

Balance at end of year

Changein plan assets:
Balance at beginning of year
Employer contributions
Employee contributions
Actual return on plan assets
Benefits paid

Balance at end of year

Funded status

Unrecognized prior service cost
Unrecognized net transition obligation
Unrecognized net actuarial gain or loss

Accrued pension and severance cost recognized
in the consolidated balance sheets ¥

Yen (Millions)
2001 2002
29,879 33,428
2,183 2,364

896 1,003
341 349
287 4373
(265) (1,526)
567 -
(460) (1,528)
33,428 38,463
22,016 20,620
1,290 1,377
341 349
(2,894) (1,291)
(133) (328)
20,620 20,727
12,808 17,736
460 1,960
(641) (427)
__606 5,729)
13,233 13,540

U.S. Dadllars

(Thousands)
2002

$ 250,867
17,741
7,527
2,619
32,818
(11,452)

(11.467)

288,653

154,747
10,334
2,619
(9,689)
(2.462)

155,549

133,104
14,709
(3,205)

(42,994)

$ 101,614

The accumulated benefit obligation of ¥29,077 million and ¥30,756 million ($230,814
thousand) at March 31, 2001 and 2002, respectively, did not exceed the sum of the fair
value of plan assets and accrued pension and severance cost recognized in the consolidated

balance shests.

During the year ended March 31, 2002, Advantest reduced its number of employees by
approximately 600 through a voluntary early retirement program offered to employees in
Japan, lay-offs of employeesin foreign locations and the consolidation of several business
operations. Advantest recorded additional severance costs of ¥1,590 million ($11,932
thousand) related to severance packages of the employees that accepted early retirement
and lay-offs and classified such charge in cost of sdes and selling, genera and
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administrative expenses. The classification was dependent on whether employees related
to manufacturing activities or other activities. At March 31, 2002, Advantest had paid
approximately ¥514 million ($3,857 thousand) of the liability. The remaining amount was
paid in April 2002. The effect of the consolidation of several business operations was
insignificant.

Stockholders Equity

Changes in the number of sharesissued and treasury stock during the years ended March 31,
2000, 2001 and 2002 are as follows:

Total shares of Shares of

common stock treasury stock
Number of sharesas of April 1, 1999 99,350,380 415,718
Exercise of warrants 366,586 -
Exercise of stock options - (70,000)
Purchase of shares - 39,267
Sale of shares - (39.800)
Number of shares as of March 31, 2000 99,716,966 345,185
Exercise of warrants 18,603 -
Exercise of stock options - (21,000)
Purchase of shares - 11,410
Sale of shares - (11,500)
Number of shares as of March 31, 2001 99,735,569 324,095
Exercise of warrants 47,816 -
Purchase of shares - 3,859
Sale of shares - (2,300)
Number of shares as of March 31, 2002 99,783,385 325,654

The Commercial Code of Japan provided that an amount equal to at least 10% of
appropriations paid in cash be appropriated as a legal reserve until such reserve equals
25% of common stock. The Commercial Code of Japan, amended effective on October 1,
2001, provides that an amount equal to at least 10% of appropriations paid in cash be
appropriated as alegal reserve until an aggregated amount of additional paid-in capital and
the legal reserve equals 25% of common stock. Certain foreign subsidiaries are also
required to appropriate their earnings to legal reserves under the laws of the respective
countries.
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Cash dividends for the years ended March 31, 2000, 2001 and 2002 represent dividends
paid out during those years. The accompanying consolidated financial statements do not
include any provision for the dividend for the second half-year of ¥15 ($0.11) per share,
aggregating ¥1,492 million ($11,197 thousand), subsequently proposed by the Board of
Directorsin respect of the year ended March 31, 2002.

Cash dividends per share are computed based on dividends declared with respect to
earnings for the periods.

The amount available for dividends under the Commercia Code of Japan is based on the
amount recorded in the Company’s books of account and amounted to ¥135,595 million
($1,017,598 thousand) at March 31, 2002.

Noncash Financing and I nvesting Activities

Obligations under capital leases of ¥393 million, ¥151 million and ¥11 million ($83
thousand) were incurred in the years ended March 31, 2000, 2001 and 2002, respectively,
when Advantest entered into leases for new machinery and equipment and software.

Operating Segment and Geogr aphic | nformation

In accordance with SFAS No. 131, Advantest has two operating and reportable segments,
which are the design, manufacturing, and marketing of automated test equipment and
measuring instruments. These operating segments are determined based on the nature of
the products and the markets. Automated test equipment is used to confirm that a
semiconductor functions properly during the semiconductor manufacturing process at sites
of manufactures of semiconductor or test houses. Automated test equipment consists of
semiconductor test systems, test handlers or probers, semiconductor device interfaces and
software. Test handlers or probers, semiconductor device interfaces and software are
always with or incorporated in automated test equipment. Measuring instruments are used
primarily by manufacturers of equipment and components and service providers of the fiber
optic communications industry, the wireless communications industry and the electronics
industry. Fundamental research and development activities and headquarters functions are
represented by Corporate.
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Asof and for the year ended
Mar ch 31, 2000:

Net salesto unaffiliated customers

Depreciation and amortization

Operating income (10ss)

Expenditures for additions to long-
lived assets

Total assets

Asof and for the year ended
March 31, 2001:

Net sales to unaffiliated customers

Depreciation and amortization

Operating income (10ss)

Expenditures for additions to long-
lived assets

Total assets

Asof and for the year ended
March 31, 2002:

Net salesto unaffiliated customers

Depreciation and amortization

Operating income (10ss)

Expenditures for additions to long-
lived assets

Equity in losses of affiliates

Total assets

Equity investments

Yen (Millions)
Automated Measuring
test equipment  instruments Corporate Total
¥ 135,728 22,850 - 158,578
6,322 839 1,694 8,905
40,723 (68) (5,853) 34,802
4,486 739 4,401 9,626
163,215 21,730 135,947 320,892
241,499 35,013 - 276,512
7,438 785 1,991 10,214
86,413 6,672 (8,180) 84,905
9,562 1,657 5114 16,333
230,389 34,528 142,514 407,431
74,206 21,038 - 95,244
7,562 1,105 2,622 11,289
(20,104) (7,826) (9,175) (37,105)
7,718 1,936 4,804 14,458
(794) - - (794)
146,790 20,000 140,772 307,562
1,425 - - 1,425
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Notes to Consolidated Financial Statements

U.S. Dollars (Thousands)

Automated Measuring
test equipment  instruments Corporate
Asof and for the year ended
March 31, 2002:
Net salesto unaffiliated customers $ 556,893 157,884 -

Depreciation and amortization 56,750 8,293 19,677
Operating income (10ss) (150,874) (58,732 (68,855)
Expenditures for additions to long-

lived assets 57,921 14,529 36,053
Equity in losses of affiliates (5,959) - -
Total assets 1,101,614 150,094 1,056,450
Investmentsin affiliates 10,694 - -

Adjustments to operating income (loss) in Corporate principally represent corporate general
and administrative expenses and research and devel opment expenses related to fundamental
research activities that are not allocated to operating segments.

Additions to long-lived assets included in Corporate consist of purchases of software and
fixed assets for general corporate use of ¥2,005 million, ¥4,703 million and ¥1,940 million
(%24,559 thousand) for the years ended March 31, 2000, 2001 and 2002, respectively.

Total assets included in Corporate consist of cash and cash equivalents, assets for genera
corporate use and assets used for fundamental research activities, which are not allocated to
reportable segments. Tota assets in Corporate include cash and cash equivalents of
¥101,411 million, ¥98,689 million and of ¥83,052 million ($623,280 thousand) as of March
31, 2000, 2001 and 2002, respectively. Assetsfor general corporate use of ¥28,244 million,
¥19,590 million and of ¥19,008 million ($142,649 thousand) as of March 31, 2000, 2001
and 2002, respectively.

One customer and its related entities in the automated test equipment segment accounted
for approximately 17% of total consolidated net sales for the year ended March 31, 2000.
One customer and its related entities and another customer and its related entities in the
automated test equipment segment accounted for approximately 18% and 11% of total
consolidated net sales for the year ended March 31, 2001, respectively. One customer and
its related entities in the automated test equipment segment accounted for approximately
16% of total consolidated net sales for the year ended March 31, 2002.

Information as to Advantest’s net sales and long-lived assets in various geographical areas
isasfollows:

Net sales to unaffiliated customers for the years ended March 31, 2000, 2001 and 2002 are
asfollows:

Total

714,777
84,720
(278,461)

108,503
(5,959)
2,308,158
10,694



Japan

North America
Europe

Asia

Total

ADVANTEST CORPORATION

AND SUBSIDIARIES

Notes to Consolidated Financial Statements

Yen
(Millions)
2000 2001
¥ 66,128 78,649
22,817 40,700
8,373 17,227
61.260 139,936
¥ 158,578 276,512

U.S. Dollars

(Thousands)
2002

$ 283,287

143,662
62,169
225,659

$ 714777

Net sales from unaffiliated customers are based on the customer’s location. Long-lived
assets are those assets located in each geographic area. Net sales indicated as Asia are
generated in Korea, Singapore and Taiwan in the amount of ¥7,687 million, ¥32,792
million and ¥20,781 million, and ¥34,579 million, ¥56,466 million and ¥48,891 million,
and ¥9,734 million ($73,051 thousand), ¥15,020 million ($112,713 thousand) and ¥5,315
million ($39,887 thousand) for the years ended March 31, 2000, 2001 and 2002,
respectively. Substantially all net sales indicated as North America are generated in the
United States of America.

Long-lived assets as of March 31, 2000, 2001 and 2002 are as follows:

Japan

North America
Europe

Asia

Totd

Yen
(Millions)
2000 2001
¥ 52,362 57,943
1,136 1,506
817 788
1.309 2,000
¥ 55624 62,237

2002
56,191
2,440
1,124
5,630

65,385

U.S. Dallars

(Thousands)
2002

$ 421,697
18,311
8,435
42,251

$ 490,694

There is no individually material country with respect to long-lived assets outside Japan.
Substantialy all long-lived assets indicated as North America are located in the United

States of America
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(19) Related Party Transactions

Advantest sells products and purchases raw materials from its 21% owner and its group
companies. The terms of sales are the same as those with third parties. Advantest
purchases raw materials after receiving competitive bids from several suppliers. Advantest
also purchases various pieces of software and information system related services from
related parties. Advantest had the following transactions with these related parties as of

and for the years ended March 31.:
Yen U.S. Dollars
(Millions) (Thousands)
2000 2001 2002 2002
Sales of products ¥ 11,334 9,816 1296 $ 9,724
Purchases of raw materials 9,282 16,366 4,726 35,466
Accounts recelvable 9,404 6,714 467 3,505
Accounts payable 4,184 5,806 507 3,805
Purchases of software and
hardware 2,062 1,961 1,306 9,804
Computer rentals,
maintenance and other 278 399 802 6,018

Advantest also has various capital lease contracts with a related company. Obligations
under capital leases with this related company as of March 31, 2002 were ¥199 million
($1,493 thousand).
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(20) Basic and Diluted Net Income (Loss) per Share

The following table sets forth the computation of basic and diluted net income (loss) per
share as of March 31:

U.S. Dallars
Yen (Thousands)
(Millions) except except for per
for per sharedata share data
2000 2001 2002 2002
Numerator:
Net income (10ss) ¥ 20,905 53,121 (23,906) $ (179.407)
Denominator:
Basic weighted average shares 99,249,719 99,394,909 99,453,203
Dilutive effect of exercise of
stock options and warrants 303,500 223,652 -
Diluted weighted average shares 99,553,269 99,618,561 99,453,203

Basic net income (loss) per share ¥ 210.63 534.44 (240.38) $ (1.80)
Diluted net income (loss) per share 209.99 533.24 (240.38) (1.80)

(21) Concentration
As of and for the years ended March 31, 2000, 2001 and 2002, five customers accounted
for approximately 22%, 31% and 20%, respectively, of accounts receivable and
approximately 37%, 41% and 37%, respectively, of net sales.
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Hibiya Kokusai Building 22F Tel +81(3)3509-7800
2-3. Uchisaiwai-cho 2-chome Fax +81(3)3509-7811
Chiyoda-ku, Tokyo 100-0011

Japan

Independent Auditors’ Report

The Board of Directors and Stockholders
Advantest Corporation:

‘We have audited the accompanying consolidated balance sheets of Advantest Corporation and
subsidiaries as of March 31, 2001 and 2002, and the related consolidated statements of income,
stockholders’ equity and cash flows for each of the years in the three-year period ended March
31,2002 These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. 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 consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Advantest Corporation and subsidiaries as of March
31, 2001 and 2002, and the results of their operations and their cash flows for each of the years
in the three-year period ended March 31, 2002 in conformity with accounting principles
generally accepted in the United States of America.

The accompanying consolidated financial statements as of and for the year ended March 31,
2002 have been translated into United States dollars solely for the convenience of the reader.
We have recomputed the translation and, in our opinion, the consolidated financial statements
expressed in yen have been translated into United States dollars on the basis set forth in note 2
of the notes to consolidated financial statements.

KPM &

Tokyo, Japan
June 12, 2002

Shin Nihon & Co.

Shin Nihon & Co., an audit corporation incorporated under
the Japanese Certified Public Accountants Law, is 3 member
firm of KPMG i a Swiss t




