Tokyo Electron Limited and its Subsidiaries

Consolidated Six-Year Summary

Years ended March 31, 1998, 1997, 1996, 1995, 1994 and 1993

Thousands of

U.S. dollars Millions of yen
1998 1998 1997 1996 1995 1994 1993
NEL SAIES ... $3,448,789 ¥455585 ¥432,785 ¥401,775 ¥251,683 ¥189,712 ¥153,914
Semiconductor production equipment® ..... 2,878,001 380,184 355,877 334,983 188,661 128,750 93,416
Computer SYStEMS.......ccvevvvereeieereesieanns 115,534 15,262 14,408 14,314 14,071 14,509 16,187
Electronic components...........ccocoevveerienns 455,254 60,139 62,500 52,478 48,951 46,453 44,311
Operating iINCOME ......cccceeveerieeieenee e 479,152 63,296 60,389 67,754 24,425 10,898 3,535
Income before income taxes.........cccocveveenee. 475,655 62,834 60,487 65,098 22,648 11,067 5,395
NEtINCOME ...oeveiieceie e 227,169 30,009 29,975 30,964 9,731 5,129 1,792
DOMESLIC SAIES ..o 1,745,269 230,550 256,808 264,660 187,305 147,992 129,529
OVErSEas SaleS .......ooveeruriiieeriienie e 1,703,520 225,035 175,977 137,115 64,378 41,720 24,385
Depreciation and amortization....................... 95,776 12,652 10,167 7,730 5,911 4,874 5,312
Capital expenditures .........ccccovevvenereieenieenne 252,097 33,302 18,456 25,606 14,884 6,583 2,849
RED EXPENSES ...t 202,975 26,813 20,988 17,277 12,068 9,202 6,083
TOtal @SSELS ...oevveieeeieeeecee e 3,736,563 493,600 387,077 400,050 318,275 269,189 238,406
Shareholders’ eqUIty .........ccevvereerieeiienieenns 1,975,844 261,009 207,476 180,842 153,267 146,148 144,310
Number of employees..........ccccccvevverieeceeennen. 7,287 6,277 5,616 4,751 3,467 3,381
U.S. dollars Yen
Net income per share of common stock:?
PIIMANY oot $ 132 ¥ 17468 ¥ 18197 ¥ 188.05 ¥ 59.11 ¥ 31.15 ¥ 10.89
Assuming full dilution®...........ccccceevvieiennne 1.28 168.43 172.74 178.25 59.11 31.15 10.89
Cash dividends per share of common stock:
ACTUAL ... 0.23 30.00 28.00 24.00 16.00 14.00 14.00
AdJUSTEA?.......eoiiece e 0.23 30.00 25.45 21.82 14.55 12.73 12.73
Number of shares outstanding (thousands).... 174,569 150,189 149,706 149,674 149,674 149,674
Number of shareholders ............ccccceriinenen. 9,562 11,097 12,676 12,231 12,458 13,793
Percent
ROE oo 12.8 154 18.5 6.5 35 1.2
Operating income margin 13.9 14.0 16.9 9.7 5.7 2.3
Shareholders’ equity ratio .........ccecvereerieeiiesie e 52.9 53.6 45.2 48.2 54.3 60.5
AsSet tUNOVET (LIMES) .....ocvviiiiiiieiiiiee e 0.92 1.12 1.00 0.79 0.70 0.65
U.S. dollars Thousands of yen
Net sales per employee .........cccccevvevvveieeennen. $ 473,280 ¥ 62,520 ¥ 68,948 ¥ 71,541 ¥ 52,975 ¥ 54,719 ¥ 45523

1 Results retroactively restated due to a structural reorganization in fiscal 1997. The LCD Department, formerly part of Computer systems, has been

included in Semiconductor production equipment.

2 Per share amounts prior to the year ended March 1998 have been restated to reflect a 1.1-for-1 stock split.

3 Dilution not assumed for years ended March 1993 to March 1995.
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Tokyo Electron Limited and its Subsidiaries

Consolidated Balance Sheet

March 31, 1998 and 1997

ASSETS Thousands of
Millions of yen U.S. dollars
1998 1997 1998
Current assets:
Cash and time dePOSILS ........eeirueiiiee e ¥ 71,057 ¥ 31,016 $ 537,903
Marketable Securities (NOTE 4) .......oovueeiiieiiieeie e 835 978 6,321
Trade notes and accounts receivable:
CUSTOMETS ...eeieieeteeetee et e et ettt et e et e et e e te e e ae e ett e e eaee e eaeeeeaeeebeeenteeennas 191,107 179,580 1,446,684
Subsidiaries and affiliates .........oovvveveeiieeeee 898 1,068 6,798
192,005 180,648 1,453,482
Short-term loans to subsidiaries and affiliates 7,676 1,206 58,108
Allowance for doubtful accounts.............ccceeeveeiirennnn (1,822) (1,692) (13,792)
INVENTOIIES (NOLE 5) ..ot 100,372 76,335 759,818
Prepaid expenses and other current assets..........ocvvereeerererieesieeesieeeseeenee 2,960 3,695 22,407
TOtAl CUITENT @SSEES ....evvveeeie ettt e e e e e e e e e e e r e e e e e e eaes 373,083 292,186 2,824,247
Investments and other assets:
Investments in SeCUritieS (NOTE 4)........oeiuieiiieiiieee e 8,020 8,902 60,712
Investments in and advances to subsidiaries and affiliates.......................... 11,958 8,246 90,522
Intangible and Other @SSEtS..........uiiieiiiiriie e 13,640 11,617 103,255
Total investments and Other aSSets ........ovvvvvviieiiiieiieiieiiieeeieeeeeeeeeeeieeaiaens 33,618 28,765 254,489
Property, plant and equipment:
(1= o Lo [P S P TO PR RRPROPRN 13,678 10,306 103,543
21U 1o T Vo S 73,847 56,949 559,023
Machinery and eqUIPMENT........coiuiiiiriiie e 46,967 38,555 355,541
CONSLIUCTION 1N PrOGIESS. ..cuveiiuteeeuteeaitee sttt ettt esbeeatee st e bt e st e e sieeesaeeesneeanne 4,181 2,504 31,650
Total property, plant and equUIPMENt ........coociiiieniiere e 138,673 108,314 1,049,757
Less: Accumulated depreciation...........coveeceeiieeiiiesiresee e 51,774 42,188 391,930
Net property, plant and equipment 86,899 66,126 657,827
0] =1 I Y= £ OO ¥493,600 ¥387,077 $3,736,563

See accompanying Notes to Consolidated Financial Statements.
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LIABILITIES AND SHAREHOLDERS’ EQUITY

Thousands of

Millions of yen U.S. dollars
1998 1997 1998
Current liabilities:
Short-term borrowings (NOTE 7).......ccoueeiiieiiieiie et ¥ 66,275 ¥ 12,066 $ 501,703
Current portion of long-term debt (NOte 7) ........ccoceiieiiniiiieiiic e - 17,919 -
Trade notes and accounts payable:
31U o] 0] 1=Y OSSPSR 45,215 42,065 342,279
Subsidiaries and affillates ...........ooovviiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeee e 3,519 3,984 26,639
48,734 46,049 368,918
ACCIUEH INCOME TAXES. ..vvvvvverrrrrrrrrressrseeseessasssaaseaeeeaaeaeeaeeaeeeeeeeaeaeeessnannan 18,818 15,514 142,453
Allowance for employees’ DONUSES...........ccovieriieriiienie e 6,507 5,410 49,258
Accrued expenses and other current liabilities ...........cococoeeriiiiiieeiienenn. 4,381 4,074 33,164
Total current liabilities 144,715 101,032 1,095,496
Long-term debt, less current portion (NOte 7) ......ccoceevieiiiiiiiniiieiieens 77,657 70,592 587,865
Allowance for retirement and severance benefits 8,362 7,028 63,301
Other non-current labilities.............ueiviiiiiiiiii e 141 105 1,067
Total IabIlItIES ...veeivveee e e 230,875 178,757 1,747,729
Foreign currency translation adjustment ............cccccveiieeneeicnecneeeee 1,716 844 12,990
Shareholders’ equity:
Common stock, par value ¥50 per share (NOte 9).........ccoevvreeivinecieennenn 45,445 30,755 344,020
Authorized: 300,000,000 shares
Issued and outstanding: 174,568,758 at March 31, 1998
150,189,192 at March 31, 1997
Additional paid-in capital (NOe 9) ........ccceiueiriieiiiieiie e 68,507 53,823 518,599
Legal reserve (NOLE 10) .....cccueeiiieiieeiieeeieeeiee ettt e et ees 4,228 3,739 32,006
Retained earnings (Note 10) 142,854 119,175 1,081,408
Treasury stock at CoSt ...........ccceeereenne (25) (16) (189)
Total shareholders’ equity 261,009 207,476 1,975,844
Total liabilities and shareholders’ equity.........ccccceveeiiieiiiciie e ¥493,600 ¥387,077 $3,736,563
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Tokyo Electron Limited and its Subsidiaries

Consolidated Statement of Income

Years ended March 31, 1998, 1997 and 1996

Thousands of

Millions of yen U.S. dollars
1998 1997 1996 1998
NET SAIES ... ¥455,585 ¥432,785 ¥401,775 $3,448,789
COSE OF SAIES.....cceiiicieccie et 304,825 297,546 270,125 2,307,532
GrOSS PrOfit..ccueciiiieieee e 150,760 135,239 131,650 1,141,257
Selling, general and administrative eXpenses...........cccveeveene.. 87,464 74,850 63,896 662,105
Operating INCOME ........cooiiiiiii ettt 63,296 60,389 67,754 479,152
Other income (expenses):
Interest and dividend INCOME ..........ccocvveeiiiieeeiiee e 1,664 909 1,053 12,597
Interest expenses (1,640) (1,870) (1,711) (12,415)
OTher, NET ...t st (486) 1,059 (1,998) (3,679)
Income before iINCOME taxes........cccvveeviieee i 62,834 60,487 65,098 475,655
Provision for income taxes (NOte 8) .........cocoereiereieriieeiee e 32,825 30,512 34,448 248,486
30,009 29,975 30,650 227,169
Equity in income of affiliates ..........ccocevieiiiiiiicie e - - 314 -
NETINCOME ...ttt ¥ 30,009 ¥ 29,975 ¥ 30,964 $ 227,169
Per share of common stock: Yen U.S. dollars
Net income — primary* (NOte 9)........cccceevierrieeiieeiie e ¥ 174.68 ¥ 181.97 ¥ 188.05 $ 1.32
Net income — assuming full dilution* (Note 9) ............ccceueee. 168.43 172.74 178.25 1.28
Cash dividends paid — actual (Note 10).........ccceeverrieeriennnn. 30.00 28.00 24.00 0.23
Cash dividends paid — adjusted® (Note 10).........ccccceerrervenenn 30.00 25.45 21.82 0.23

See accompanying Notes to Consolidated Financial Statements.

1 Per share amounts prior to the year ended March 1998 have been restated to reflect a 1.1-for-1 stock split.
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Tokyo Electron Limited and its Subsidiaries

Consolidated Statement of Shareholders’ Equity

Years ended March 31, 1998, 1997 and 1996

Thousands of

Millions of yen U.S. dollars
1998 1997 1996 1998

Common stock

Balance at beginning of year ...........ccccoooeiieiiieniienee e ¥ 30,755 ¥ 29,922 ¥ 29,867 $ 232,816

Conversion of convertible bonds (Note 9).........cccccveveviennenne. 5,476 3 2 41,454

Exercise of warrants (NOt€ 9) .........cccvviveeiiiieiiie e 9,214 830 53 69,750

Balance at end of year..........ccoveiieii i 45,445 30,755 29,922 344,020
Additional paid-in capital

Balance at beginning of year ..........ccccoveiiieiiienienec e 53,823 52,991 52,937 407,441

Conversion of convertible bonds (Note 9).........cccccvevevieneenne. 5,476 3 1 41,453

Exercise of warrants (NOt€ 9) .......ccccvvvivieiiieiiie e 9,208 829 53 69,705

Balance at end of year..........ccoveiiieiiiie e 68,507 53,823 52,991 518,599
Legal reserve

Balance at beginning of year ...........cccccooveevieiiie i 3,739 3,300 3,000 28,304

Transfer from retained earnings (Note 10).........cccccceeveerienne 489 439 300 3,702

Balance at end Of Year..........cccvvvviiiiiiienic e 4,228 3,739 3,300 32,006
Retained earnings

Balance at beginning of Year .........ccccccoevieneniiiecnee e 119,175 94,640 67,468 902,157

Net iNCOME TOr YEAr......c..ccvieiiiecie e 30,009 29,975 30,964 227,169

Cash dividends (NOte 10).........cccvrirrririeieieieieesresesnenens (4,689) (4,192) (2,844) (35,496)

Transfer to legal reserve (NOte 10).......ccccevverveieiiienieiieiene (489) (440) (300) (3,702)

BONUSES 10 AIrECTOrS ... (336) (354) (181) (2,543)

Increase (decrease) resulting from consolidation/termination

of subsidiaries/equity method applying companies, net...... (816) (454) (467) (6,177)

Balance at end of year..........ccccoeviiiiiiie e 142,854 119,175 94,640 1,081,408
Treasury Stock, @t COSE ........ooiiiiiiiieeie e (25) (16) (11) (189)
Total shareholders’ equUIty ........ccccovveiiiiiiic i ¥261,009 ¥207,476 ¥180,842 $1,975,844

See accompanying Notes to Consolidated Financial Statements.
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Tokyo Electron Limited and its Subsidiaries

Consolidated Statement of Cash Flows

Years ended March 31, 1998, 1997 and 1996

Thousands of

Millions of yen U.S. dollars
1998 1997 1996 1998
Cash flows from operating activities:
NELINCOME ...ttt ¥30,009 ¥29,975 ¥30,964 $227,169
Adjustments to reconcile net income to net cash
generated by operating activities
Depreciation and amortization.............cccocceeieriieriieeiieene 12,652 10,167 7,730 95,776
Loss (gain) on disposal of property, plant and
EQUIPMENT, NET.....ooiiiiiiiiieiie e 622 362 1,051 4,708
Increase (decrease) in alloWanCes...........coceeverrieeiieeneeenns 2,553 459 2,273 19,326
Equity in earnings of affiliates ..........cccooeeiiniiiieeee - - (314) -
Foreign currency translation adjustment ............c.ccoceveenen. 873 479 465 6,609
Decrease (increase) in trade notes and
accoUNts receivable. ........cooviiii e (11,356) 10,594 (72,808) (85,965)
Decrease (increase) in iNVENTOTIES .........ccvvvereeririeeieennens (24,037) (1,748) (27,339) (181,961)
Increase (decrease) in trade notes and
accounts payable ...........ccooeiiieiiiee e 2,685 (12,138) 21,223 20,326
Increase (decrease) in accrued iNCOME taxes ...........cceevueene 3,304 (12,040) 16,544 25,011
Other, NEL.....oiiiiie e 1,041 (1,468) 828 7,880
Net cash generated by (used in) operating activities...... 18,346 24,642 (19,383) 138,879
Cash flows from investing activities:
Payment for purchase of property, plant and equipment......... (33,302) (18,456) (25,606) (252,097)
Proceeds from disposition of property, plant and
L<To U1 o] 4 =T o | PSP PPOPRO 101 433 4,274 765
Decrease (increase) in investments in securities....................... 882 (217) 406 6,677
Decrease (increase) in investments in and advances
to subsidiaries and affiliates ............ccoeeveeerieenieeie e (3,712) (2,518) (1,786) (28,100)
Decrease (increase) in short-term loans to subsidiaries
and affiliates (6,470) 305 356 (48,978)
Other, net.........cccoveuee. (2,825) (3,524) (1,326) (21,385)
Net cash used in investing activities ............c.cccovecineennen. (45,326) (23,977) (23,682) (343,118)
Cash flows from financing activities:
Increase (decrease) in short-term borrowings ............ccccceeunee. 54,208 (7,327) 15,527 410,356
Increase (decrease) in current portion of long-term debt.......... (17,919) 8,919 (30,685) (135,647)
Increase (decrease) in long-term debt,
less current portion (NOtE 7) .....ceeevvveeiieeiie e e 7,066 (17,242) 29,238 53,490
Cash dividends paid (Note 10)........cccceevveeiieeiieeiieecee e (4,689) (4,192) (2,844) (35,496)
OtNEE, NEL....iiiiieeee e 28,212 850 (546) 213,565
Net cash generated by (used in) financing activities....... 66,878 (18,992) 10,690 506,268
Net increase (decrease) in cash and cash equivalents......... 39,898 (18,327) (32,375) 302,029
Cash and cash equivalents at beginning of year.............c...c...... 31,994 50,321 82,696 242,195
Cash and cash equivalents at end of year ..........c.ccocceeeeene ¥71,892 ¥31,994 ¥50,321 $544,224

See accompanying Notes to Consolidated Financial Statements.

22



Tokyo Electron Limited and its Subsidiaries

Notes to Consolidated Financial Statements

1. Basis of Presentation of Consolidated Financial
Statements

The accompanying consolidated financial statements of
Tokyo Electron Limited and its subsidiaries (hereinafter “the
Company”) have been prepared from those that have been
filed with the Minister of Finance of Japan as required by the
Securities and Exchange Law and that conform with
accounting principles generally accepted in Japan.

For the convenience of readers outside Japan, however, the
presentation of the consolidated financial statements and the
information contained therein have been modified in some
respects. The basis of modification has been reorganized
slightly this year for the purpose of making the presentation

more meaningful and informative.

2. Summary of Significant Accounting Policies
(a) Principles of consolidation

The consolidated financial statements include the accounts
of the Parent Company and its 14 subsidiaries: Tokyo Electron
Tohoku Limited, Tokyo Electron Yamanashi Limited, Tokyo
Electron Kyushu Limited, Tokyo Electron FE Limited, Tokyo
Electron Device Limited, Tokyo Electron Oregon, Inc., Tokyo
Electron America, Inc., Tokyo Electron Korea Limited, Tokyo
Electron Europe Limited, Tokyo Electron Italia S.p.A., Tokyo
Electron Deutschland GmbH, Tokyo Electron Switzerland
Limited, Tokyo Electron Espafia S.L. and Tokyo Electron
Nederland B.V.

Tokyo Electron Oregon, Inc., Tokyo Electron Espafia S.L. and
Tokyo Electron Nederland B.V. were consolidated in 1998 due
to the increasing significance of their aggregated impact to the
consolidated financial statements. The cumulative effect of
prior years of this change has been shown as decreasing
retained earnings by ¥816 million at the beginning of the year
ended March 31, 1998. The accounts of the other subsidiaries
were not included in the consolidation since their total assets,
revenue, net income and retained earnings were insignificant.

All significant intercompany accounts, transactions and

unrealized profits or losses have been eliminated in
consolidation. The fiscal years of all consolidated subsidiaries

end on March 31, the fiscal year-end of the Parent Company.

(b) Foreign currency translation

Foreign currency deposits and short-term foreign currency
receivables and payables are translated into Japanese yen at
the rates prevailing at the balance sheet date, except for
those subject to forward contracts, which are translated at
the contracted rates. Non-current assets and liabilities
denominated in foreign currencies are translated at
historical rates. Foreign currency financial statements have
been translated in accordance with Japanese current

accounting standards.

(c) Cash and cash equivalents
Cash and cash equivalents presented in the statement of
cash flows include cash on hand, cash in banks, time deposits

and marketable securities presented in current assets.

(d) Marketable securities and investments in securities
Marketable securities and investments in securities are
stated principally at cost, cost being determined principally by

the weighted average method.

(e) Inventories

Inventories other than raw materials are stated principally at
cost, cost being determined principally by the individual
method.

Raw materials are stated principally at cost, cost being

determined principally by the moving average method.

(f) Property, plant and equipment

Property, plant and equipment are stated at cost.
Depreciation of property, plant and equipment is computed
on the declining balance method for the Parent Company and

its consolidated domestic subsidiaries at rates based on the
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useful lives of assets as prescribed by Japanese tax laws, and
the straight-line method for consolidated overseas subsidiaries
other than Tokyo Electron Korea Limited, over the useful lives
of the assets. Tokyo Electron Korea Limited applies the
declining balance method for its depreciation at rates based

on the useful lives of assets as prescribed by Korean tax laws.

(g) Retirement and severance benefits

The Parent Company and certain of its consolidated
subsidiaries have funded pension plans to provide retirement
and severance benefits to substantially all directors, statutory
auditors, and employees to the extent of the amount required
according to internal regulations for directors and statutory
auditors, and the maximum amount allowable according to
each country’s tax laws or internal regulations for employees.
Under the plans, employees are entitled to lump-sum
payments based on the current rate of pay and the length of
service upon retirement or termination of employment for

reasons other than cause for dismissal.

(h) Leases
Finance lease transactions, unless the lessee practically
acquires legal title to the leased asset, are treated as operating

lease transactions.

(i) Research and development costs
Expenditures for research and development activities are

charged to income as incurred.

(i) Amounts per share

Net income per share is computed based on the weighted
average number of shares of common stock outstanding
during each year.

Dividends per share have been presented on an accrual
basis and include, in each fiscal year ended March 31,
dividends approved or to be approved after such March 31,

but applicable to the year then ended.
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3. Financial Statements Translation

Japanese yen amounts are presented in millions of yen and
are rounded to the nearest million yen. U.S. dollar amounts
included herein are solely for the convenience of readers and
are translated at the rate of ¥132.10 to $1.00, the exchange
rate prevailing at March 31, 1998. The translation should not
be construed as a representation that all amounts shown

could be converted into U.S. dollars.

4. Marketable Securities and Investments in
Securities
Marketable securities at March 31, 1998 and 1997 were as

follows:

Thousands of
Millions of yen U.S. dollars

1998 1997 1998

¥825 ¥966 $6,245
10 12 76

¥835 ¥978 $6,321

Investments in securities at March 31, 1998 and 1997

were as follows:

Thousands of

Millions of yen U.S. dollars

1998 1997 1998
Listed StOCK ......ccccveiriciiiicne ¥7,258  ¥7,620  $54,944
Mutual funds ........cccevviiiiinns 702 1,223 5,314
60 59 454
Total..coeeeeecee ¥8,020  ¥8,902 $60,712

5. Inventories

Inventories at March 31, 1998 and 1997 were as follows:

Thousands of

Millions of yen U.S. dollars
1998 1997 1998
Finished products.................... ¥ 39,571 ¥30,119 $299,553
Work in process,
raw materials and supplies...... 60,801 46,216 460,265
Total ..o ¥100,372 ¥76,335 $759,818




6. Pledged Assets
The Company did not hold any assets pledged as collateral
at March 31, 1998 and 1997.

7. Short-Term Borrowings and Long-Term Debt

Short-term bank loans are represented by 365-day notes
issued by the Company to banks and bore interest at the
average annual rate of 2.61% at March 31, 1998. Long-term
debt at March 31, 1998 and 1997 was as follows:

Thousands of

Millions of yen U.S. dollars
1998 1997 1998
1.25% unsecured bonds
with detachable warrants
due 1998 ........cccoeeiiiiiees ¥ - ¥17919 $ -
0.90% unsecured convertible
bonds due 2003.............c........ 19,038 29,990 144,118
2.45% unsecured bonds
due 2000 ......ccoeveeiieiiieiiens 30,000 30,000 227,101
2.00% unsecured bonds
due 2002 ......ccoeeveeeeeeiieiens 20,000 - 151,400
8,619 10,602 65,246
- (17,919) -

¥77,657 ¥70,592 $587,865

The 0.90% yen unsecured convertible bonds due 2003 are
convertible into common stock at a conversion price of
¥3,465.00 per share originally, but adjusted to ¥3,150.00 on
April 1, 1997, due to the stock split.

8. Income Taxes

The Parent Company and its consolidated domestic
subsidiaries are subject to a number of different taxes based
on income which, in the aggregate, result in a normal
effective tax rate of approximately 52% in 1998, 1997 and
1996. The actual effective tax rates in the consolidated
statements of income differ from the normal tax rate due not
only to permanently non-deductible expenses and temporary
differences in recognizing certain expense items for financial
and tax reporting purposes, but also to applicable tax rate

differences between Japan and foreign countries.

9. Common Stock and Per Share Data

On May 20, 1997, the Company conducted a 1.1-for-1
stock split to shareholders of record on March 31, 1997. As a
result, shares increased by 15,018,919.

During 1998 and 1997, the Company issued 3,476,785
shares and 1,731 shares of common stock, respectively, in
connection with conversion of convertible bonds. Also, during
1998 and 1997, the Company issued 5,883,862 shares and
481,284 shares of common stock, respectively, in connection
with exercise of warrants.

Conversion of convertible bonds into common stock and
exercise of warrants have been accounted for in accordance
with the provisions of the Japanese Commercial Code by
crediting one-half of the conversion price and exercise price to
each of the common stock account and the additional paid-in

capital account.

10. Shareholders’ Equity

The Japanese Commercial Code provides that an amount
equivalent to at least 10% of cash dividends and bonuses to
directors paid with respect to each financial period be
appropriated to the “legal reserve” until such reserve equals
25% of common stock. The Code also provides that neither
additional paid-in capital nor the legal reserve is available for
cash dividends, but that both may be used to reduce a deficit
by resolution of the shareholders or may be capitalized by
resolution of the Board of Directors. Certain foreign
subsidiaries are also required to appropriate their earnings to

legal reserves under the laws of their respective countries.

11. Segment Information
The Company does not disclose segment information as it

operates in a single segment.
12. Contingent Liabilities

The Company did not hold any contingent liabilities at March
31, 1998 and 1997.
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Independent Auditors’ Report

To the Board of Directors, Tokyo Electron Limited

We have examined the consolidated balance sheets of Tokyo Electron Limited and its consolidated subsidiaries
as of March 31, 1998 and 1997, and the related statements of income, shareholders’ equity and cash flows for
each of the three years in the period ended March 31, 1998, all expressed in yen. Our examinations were made in
accordance with auditing standards generally accepted in Japan and, accordingly, included such tests of the
accounting records and such other auditing procedures as we considered necessary in the circumstances.

In our opinion, the consolidated financial statements present fairly the financial position of Tokyo Electron
Limited and its consolidated subsidiaries at March 31, 1998 and 1997, and the results of their operations and their
cash flows for each of the three years in the period ended March 31, 1998, in conformity with accounting
principles generally accepted in Japan applied on a consistent basis.

The amounts expressed in U.S. dollars have been translated on the basis described in Note 3.

Tokyo, Japan
June 26, 1998

A @ B ST Y ¥k A
-ﬂ»ﬁlf %’{f S L A )7 =N Y,
Masatoshi Yoshino Eiji Miyashita Fumihiko Sugiura

Certified Public Accountant Certified Public Accountant Certified Public Accountant
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