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Disclaimer Regarding Forward-looking Statements

Matters discussed in this annual report, including forecasts of

future business performance of Tokyo Electron, management

strategies, beliefs and other statements are based on Tokyo

Electron’s assumptions in light of information that is currently

available. These forward-looking statements involve known or

unknown risks, uncertainties and other factors that could cause

actual results to differ materially from those referred to in the

forward-looking statements.

Factors that have a direct or indirect impact on Tokyo Electron’s

future performance include, but are not limited to:

* Economic circumstances in Japan and overseas, consumption
trends, and large fluctuations in foreign exchange rates

* Changes in semiconductor and FPD markets

¢ Changes in the demand for products and services manufactured
or offered by Tokyo Electron’s customers, such as semiconduc-
tor manufacturers, FPD manufacturers and electronics makers

* Tokyo Electron’s capabilities to continue to develop and provide
products and services that respond to rapid technology innova-
tion and changing customer needs in a timely manner

For details, please refer to Business-related and Other Risks on

page 27.
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Profile
Tokyo Electron Limited (TEL) is a world-leading

supplier of semiconductor production equipment
(SPE) and flat panel display (FPD) production
equipment. We provide a broad lineup of products
that offer superior process performance and high
productivity and related services to semiconductor
and LCD panel manufacturers around the world.

An unwavering commitment to customer satisfaction
that dates back to our founding in 1963 has cemented
our position as the market leader. Our competitive
strength lies in our capability to proactively and precisely
identify real customer needs and respond to them with
cutting-edge technology and products.

With a global network that spans Japan, the U.S.,
Europe and Asia, we are opening up new frontiers for
digital networks by contributing to enhancing our cus-
tomers’ production lines through untiring dedication to

technology innovation.
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We take pride in providing high-value products and services.

* We offer our customers cutting-edge technological products, along
with the highest level of quality and technical service, in the pursuit

of total customer satisfaction.
e \We consider profit to be an important measure of value in our
products and services.

TEL Values

We have defined and built TEL's values over the years,
and we will continue to refine and build on them in the future.

Challenge

We accept the challenge of going beyond what others are doing
in pursuing our goal of becoming number one globally.

e \We view changes as opportunities, and respond to them flexibly
and positively.

e \We are tolerant of failure, and consider it important to learn from the
process and results.

We will keep ownership in mind as we think things through,
and engage in thorough implementation in order to achieve
our goals.

¢ \We always have an awareness of problems, and tackle challenges
with enthusiasm and a sense of responsibility.

¢ \We make decisions quickly, and do what we consider to be the
best course of action.

We respect each other’s individuality and we place a high

priority on teamwork.

* \We create a workplace with an open atmosphere and positive
communication.

* We establish relationships of trust with our business partners in
order to facilitate mutual growth.

Awareness

We must have awareness and accept responsibility for our
behavior as respectful members of society.

e We strictly comply with laws and regulations and the rules of society.

¢ We give top priority to safety, health, and the global environment.

¢ \We strive to become a company that local communities hold in
high esteem.
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CONSOLIDATED FINANCIAL HIGHLIGHTS

FY1 997 I:lr;licognd?cgr manufacturers slash

capital investment in response to the
Asian economic crisis and another DRAM
supply glut.

M Introduced corporate governance
reforms that included reduction in the
FY‘I 998 number of directors, establishment of a

Compensation Committee, and
B Commenced preparation separation of duties of directors and
for the 300mm era, executive officers.
completing the Process
Technology Center (now

Daecloment Conon 1 FY2000

M Decline in semiconductor capital investment
due to an oversupply of DRAM.

Yamanashi Prefecture, B Semiconductor supply-demand
Japan, to support equip- balance improves as Asian
ment development for economies recover. Capital
300mm wafers. investment in semiconductors

B Asian economic crisis picks up steam.
begins in second half of
fiscal year.

1997 1998 1999 2000

Years ended March 31

Notes: 1. U.S. dollar amounts are translated from yen, solely
for convenience, at the prevailing exchange rate
on 31st March, 2006, of ¥117.47=U.S.$1.

2. Per share amounts for fiscal 1997 were restated
to reflect a 1.1-for-1 stock split.
3. Effective from fiscal 2005, the Company made cer-

tain changes in accounting policies as discussed
in the notes to consolidated financial statements. Net Sales
(Millions of Yen)
1,000,000
750,000 | 635,710 bi8c8e
529,654
500,000 | 417.825 i
- I I I
0
2002 2003 2004 2005 2006
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FY2001

M Tokyo Electron selected for inclusion in the
Nikkei 225 index.

W Market entered a period of brisk [T investment.

W Expanded manufacturing capacity for

300mm equipment.
B Acquired Timbre Technologies, Inc., a U.S.-

based firm with cutting-edge metrology

software technology.

M Posted record net sales and net income.

FY2002

M T bubble bursts triggering
rapid market deterioration.

B Closures and consolidations
of manufacturing facilities.

Millions of yen

FY2005

FY2003

W Booked ¥20.6 billion in
restructuring-related expenses.

M Established Tokyo Electron
(Shanghai) Limited to start
direct operations in China.

FY2004

M Established TEL Technology Center, America, LLC

(TTCA) in the U.S. to conduct research and develop-
ment of advanced semiconductor materials and
processes (to participate in the Albany NanoTech
project, the R&D support program promoted by the
New York State Government).

B Cash flow improves significantly as restructur-
ing initiatives start to yield benefits.

W Changed accounting policies as discussed in
the notes to consolidated financial statements.

FY2006

W Business expanded, lifted by active
investment in semiconductor memory
production facilities.

M Revised dividend policy and reviewed
the directors’ remuneration system.

M Established Tokyo Electron Korea
Solution Limited to strengthen post-
sales business in South Korea.

Thousands of
U.S. dollars

2001

2002

2003 2004 2005

2006 2006

Net Income (Loss) per Share Total Shareholders’ Equity and ROE
(Yen) (Millions of Yen) (%)
400 343.63 500,000 20.3 25
L - 376,900 —|
e 267.61 400,000 | ;7 2 e 20
L 300,000 | 252,904 : BRE
200 L |
200,000 10
100 46.37 - |
100,000 5
[ |
o N | ] 0 0
T -113.85 I 6.2 2148 i
300 238.57 T
2002 2003 2004 2005 2006 2002 2003 2004 2005 2006

M Total shareholders' equity

-8-ROE
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TOKYO ELECTRON AT A GLANCE

Summary of Business

Tokyo Electron supplies a wide range of semiconductor production equipment (SPE)

and provides outstanding service support to the world’s manufacturers of semicon-

ductor devices. Tokyo Electron’s products and technologies support high productiv-

Net sales ity and diverse customer needs and are thus indispensable in the manufacture of
increasingly sophisticated semiconductors.

Effective from fiscal 2005, the Company Fiscal 2006 Overview

made certain changes in accounting policies 2 3 Division net sales were ¥486.9 billion, a 6.5% year-on-year increase.

as discussed in the notes to consolidated L The past fiscal year saw strong demand particularly for semiconductor memories

financial statements. on the back of surging demand for portable music players and other digital con-

sumer electronics, in addition to PCs and mobile phones. Reflecting this demand,

semiconductor manufacturers invested heavily in increasing production capacity. In

700,000 - turn, this generated brisk inquiries for the Company’s products.

673,686

(Millions of yen)

635,710 FPD Production Equipment

Tokyo Electron supplies flat panel display (FPD) production equipment that is used to
600,000 - manufacture displays for PCs, LCD TVs and other electronic devices. This equip-
ment is supplied to LCD panel manufacturers concentrated in Japan and elsewhere
in Asia. With its outstanding products and service support, Tokyo Electron is able to
respond to customers’ pursuit of high quality and lower costs.

Fiscal 2006 Overview
n % Sales in this division were ¥81.2 billion, an 8.2% year-on-year increase.

Due to the rapid uptake of large-screen LCD TVs by ordinary households, LCD
panel manufacturers ramped up capital investment to boost production capacity.
Sales to Taiwan were particularly strong in this environment. By generation, sixth-
generation equipment contributed significantly to sales, while sales of models for
seventh-generation glass substrates rose sharply.

500,000

400,000 |- Computer Network

Tokyo Electron delivers business solutions for the broadband era with a wide
assortment of superior network-related and other products that cater to the needs of
the time. Backed by a worldwide marketing organization that enables the Company
to stay abreast of the latest technological developments around the globe, Tokyo
Electron provides integrated solutions from product introduction to support.

Fiscal 2006 Overview
2 6(y Division sales were ¥17.5 billion, an increase of 9.6% compared to the previous
U 0 fiscal year.

Among SAN (Storage Area Network)-related products, sales were strong of fibre
channel fabric switches and other products that form the platform technologies for
network construction. With respect to network-related products, business was

200,000 - strong for products that create highly secure websites.

300,000 [~

Electronic Components
75,038 81,176
In this segment, Tokyo Electron Device Limited (TED) is developing a new business
100,000 |- 15.966 17.497 paradigm consisting of two functions. One is as a distributor of a wide array of
’ ’ sophisticated electronic components from around the world. The other is a “devel-
opment business,” whereby TED designs and develops components on contract
according to customer needs as well as develops its own products.

86,249 86,881 1 2 90 Fiscal 2006 Overview
n A) Sales in this division were ¥86.9 billion, a 0.7% year-on-year increase.
In semiconductor products, which account for approximately 90% of sales in this
0 segment, sales of products for factory automation and for cell phone base stations were
2005 2006 firm on the back of higher capital investments. Furthermore, sales of products used

in flat panel TVs and car navigation systems were solid as consumer spending grew.
Besides the aforementioned businesses, the
Company recorded sales in the Others
business of ¥1,249 million in fiscal 2006,
compared with ¥1,266 million in fiscal 2005.
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Main Products Sales by Region wiions of yen)

e Coater/Developer
e Spin-on Dielectric Coater
¢ Plasma Etch System
Dielectric Etch System, Silicon Etch System
e Thermal Processing System
¢ Single Wafer Deposition System
CVD System, Plasma Processing System

osst
108,314

66,948
45,045

110646

71,052

! - i China & Others
e Surface Preparation System A IR T
Auto Wet Station, Single Wafer Cleaning UEE ! Korea
. Europe
System, Pre-clean System, Scrubber System 112,455 B North America
* Wafer Prober Coater/Developer = M Japan
¢ Imported Products CLEAN TRACK™ LITHIUS™ 2005 2006
e FPD Coater/Developer
* FPD Plasma Etch/Ash System 28
8977 -
40,367
30,845
14,152 fo5is
China & Others
Taiwan
21,064 22,029 SR
FPD Plasma Etch/Ash System M Japan
Impressio™ 2005 2006
¢ Business Network & Security Solutions
¢ Storage Area Network (SAN) Solutions
¢ Middleware Solutions
e Aerospace Products
15,966 Ry
F5 Networks, Inc. e
BIG-IP Local Traffic Manager o R R
G ocal Traffic Manager 2005 2006
e Semiconductor Products
e Board Computer Products 4311 S, | 7,298
¢ Software
e Other Electronic Components
81,938 79,583
Xilinx, Inc. W Overseas
e e M Japan
2005 2006



TOKYO ELECTRON LIMITED ANNUAL REPORT 06

TO OUR STAKEHOLDERS

Advancing
to a New Stage

of Growth

-
- y Fiscal 2006, the year ended March 31, 2006,
saw Tokyo Electron enter a phase of renewed
sales and earnings growth. The year was
also marked by the introduction of a range
of new next-generation products.

Review of fiscal 2006 operating results: strengths
in semiconductor memory field drive sales and
earnings growth

Consolidated operating income for fiscal 2006 rose 18.3% year
on year to ¥75.7 billion, on a net sales gain of 6.0% to ¥673.7

billion. Net income*, however, declined 22.1% to ¥48.0 billion.

* Net income for fiscal 2005 was ¥61.6 billion, mainly because of
a one-time ¥27.9 billion reversal of valuation allowance on
deferred tax assets that lifted net income.




TOKYO ELECTRON LIMITED ANNUAL REPORT 06

As a company committed to boosting profits through
meaningful contributions to our customers’ businesses, we are
also pleased to report a definite return to a phase of renewed
sales and earnings growth. We are on the right track toward
achieving the goals we set in our medium- to long-term growth
plans. We are convinced that Tokyo Electron now stands at the
turning point of a new stage of growth.

Capital investment in semiconductor and LCD production
facilities remains high worldwide, as a true era of digital net-
works and mobile communications appears on the horizon.
More particularly, accelerated capital investment in Japan,
Taiwan and Korea provided Tokyo Electron with a tailwind, due
to our strong customer base in the region, supporting our
impressive financial results. Semiconductor applications are
also experiencing change. The NAND flash memory, a trigger
for the revolution in memory media, drove the market. We enjoy
a competitive edge in semiconductor production equipment for
such state-of-the-art semiconductors that require advanced
process technologies. We have won a high level of customer
confidence by supplying outstanding products with top caliber
service. This, too, underpinned our strong performance in the
past fiscal year.

Building a strong company with cash flow immune to
market cycles has been an important ongoing management

priority. Initiatives to improve the asset turnover ratio and curb

growth in working capital requirements have started to yield
positive results, as evidenced by the significant increase in free
cash flows for a second consecutive year. Some of this ample
cash was used to retire interest-bearing debt, bringing down
the debt-to-equity ratio (interest-bearing debt/shareholders’
equity) to 17.3%. We also raised the balance of cash and cash
equivalents to an appropriate level, putting our balance sheet
on an even stronger footing, in view of the unique nature of

business characterized by the silicon cycle.

Foremost achievement in fiscal 2006: the launch of
several strategic products that will drive earnings
Growth at Tokyo Electron is underpinned by our ability to
develop new products. But the true growth driver is our ability
to precisely identify new technologies that our customers require,
and to quickly develop and bring to market products that provide
powerful support for technological advances at our customers.
In the past fiscal year, we launched a range of new prod-
ucts for 65/45nm nodes, as we responded to the change to
even finer design rules and the use of new materials in semi-
conductor manufacturing processes. Another significant devel-
opment was the launch of the world’s first eighth-generation
FPD production equipment for the manufacture of large-sized
LCD panels as growth in demand for large-screen LCD TVs is

fast surpassing forecasts. Our efforts to develop new products

Net Sales and Operating Income (Loss)

Interest-bearing Debt and Debt-to-Equity Ratio

(Billions of Yen) (%) (Billions of Yen) (%)
800 20 250 100
635.7 673.7 B i
600 |~ 200 80
200~ 150 [ 60
200 [~ 100 [ 40
0 50 20
200 [ 0| 2002 2003 2004 2005 2006 |o0
2002 2003 2004 2005 2006
M Net sales Effective from fiscal 2005, the Company made M Interest-bearing debt

Operating income (loss)
-®- Operating margin

certain changes in accounting policies as discussed
in the notes to consolidated financial statements.

-®-Debt-to-equity ratio
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have started to bear fruit. We feel that this was the foremost
achievement of the past year. We expect to see a large

increase in shipments of new products based on our unique
technologies from fiscal 2007 on, contributing significantly to

sales and earnings growth.

Business strategy

Tokyo Electron is determined to continue its evolution to
become an even more profitable enterprise by responding to
the true needs of customers. The main thrusts of our growth
strategy are to accelerate the launch of new, value-added
products, strengthen cost competitiveness through the pursuit
of higher productivity in our manufacturing, and offer the
world’s highest level of quality in both technology and services.
We plan to develop a framework that smoothly integrates
development, manufacturing and customer service, and to
increase earnings and boost profit margins. We will use the
cash this generates to invest in our next growth strategies.
This will sustain a virtuous cycle of further growth.

While getting the most out of our original core technologies,
we will focus on marketing and research and development with
the view to entering new fields that harbor prospects for growth.

Tokyo Electron is committed to implementing business
strategies that assure continuing medium- to long-term growth,

and to becoming a company with a superior financial position.

Provide infrastructure for the digital age through
untiring dedication to technological innovation
Tokyo Electron manufactures a broad range of production
equipment used in the manufacture of semiconductors, LCDs
and other cutting-edge products. These products help custom-
ers to manufacture key components that will be at the very core of
the mobile communication and digital network era. The progress
of a digital society is dependent on outstanding key compo-
nents and the advanced production equipment required for

their manufacture. Tokyo Electron is managed on the basis of

the firm conviction that the primary mission of the Company
and its business is to provide the backbone for comfortable
lifestyles. By identifying and nurturing new technologies with an
eye on the future, Tokyo Electron will continue to contribute
profoundly to society through the supply of advanced manufac-
turing infrastructure to customers worldwide.

As a company operating on a global basis, Tokyo Electron
recognizes that thoughtful consideration for environmental
protection is one of today’s most important management issues.
As a leading supplier of semiconductor and FPD production
equipment, Tokyo Electron is committed to fulfilling its responsi-
bilities by aggressively working to lower the environmental loads
of its equipment, while actively promoting other environment-
related programs.

In corporate governance, Tokyo Electron was quick to
adopt concepts and systems that promote compliance, and
realize fair, transparent management that allows the Company
to live up to the trust that society has placed in us.

Tokyo Electron is dedicated to providing its customers and
society with high-value products developed through the unwa-
vering pursuit of technological innovation. We will achieve this
while continuing reforms that build a foundation for sustained
growth, strong earnings and increased corporate value. Having
entered a renewed growth stage, Tokyo Electron is a company

to watch. We look forward to your continued support.

June 2006

i

Tetsuro Higashi, Chairman & CEO

Kiyoshi Sato, President & COO



