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Five-Year
Financial Summary

Year ended December 31
(in thousands, except per share data)

Consoclidated Statements of Operations Data
Net sales

Cost of sales

Gross profit on sales

Research and development costs

Research and development credits

Selling, general and administrative expenses
Restructuring and merger and acquisition costs
Operating income (loss)

Gain on sale of marketable securities

Minority interest in net result from

subsidiaries (net of tax)

Interest income {expense), net

Income (loss) before income taxes

Provision (benefit) for income taxes

Cumulative effect of accounting changes net of tax
Net income (loss)

Basic net income (loss) per ordinary share’
Number of ordinary shares used in computing per
share amount (in thousands)

Consolidated Balance Sheets Data
Working capital

Total assets

Long-term liabilities, less current portion
Total shareholders’ equity

Consolidated Statements of Cash Flows Data
Capital expenditures

Depreciation and amortization

Net cash provided by (used in) operating activities
Net cash used in investing activities

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents

Ratios and Other Data

Increase (decrease) in net sales (in percent)

Gross profit as a percentage of net sales

Operating income (ioss) as a percentage of net sales
Net income (loss) as a percentage of net sales
Shareholders’ equity as a percentage of total assets
Backlog of systems (in units) at year-end

Sales of systems (in units)

Number of employees at year-end

1 All net income per ordinary share amounts have been retroactively adjusted to reflect the two-for-one stock split in May 1997 and May 1988 and the )
three-for-one stock split in April 2000, as well as the issuance of shares for the merger with Silicon Valley Group Inc.

ASML FINANCIAL REPORT 2001

Yy



Business Strategy

Significant Events

Management’s Discussion and
Analysis of Financial Condition and
Results of Operations

ASMU’s strategic objective is to realize profitable and sustainable growth by providing leading
edge manufacturing solutions to the worldwide semiconductor industry that continually improve

customers’ competitiveness by enhancing the value of their ownership of ASML equipment.

The principal elements of ASML’s “value of ownership” strategy include:

-~ Maintaining significant levels of research and development spending in order to offer
customers, at the earliest possible date, the most advanced technology suitable for high-
throughput, low-cost volume production

- Offering customers continuing improvements in productivity and value by introducing
advanced technology, based on the modular, upgradeable design of ASMU’s families of tools

- Pursuing continuing reductions in the cycle time between a customer’s order of a tool and the

use of that tool in volume production at the customer site

-~ Providing superior customer support services that ensure rapid and efficient installation, as

well as continuing on-site support and training to optimize the manufacturing process and
improve customers productivity
- Expanding operational flexibility in research and manufacturing by reinforcing strategic

alliances with world-class partners

On May 21, 2001, ASML completed its merger with Silicon Valley Group Inc. (“SVG"). As a result
of this merger, ASML has become a multiproduct semiconductor equipment company supplying
lithography, photoresist processing (track) and thermal systems to the world's leading semi-

conductor manufacturers.

On October 16, 2001, ASML announced accelerated integration with SVG as a consequence of
the continuing downturn in the semiconductor industry. This resulted in one-time charges
including restructuring costs of EUR 521 million. These charges include workforce reduction
related expenses, fixed assets write-off and building closure costs as well as inventory write-off
due to discontinued product lines. Furthermore, additional obsolescence costs of inventories
and merger and acquisition costs were included. Of these costs EUR 408 million is included in
cost of sales together with EUR 56 million additional cost for obsolete inventory, EUR 57 million

in merger and acquisition costs and other restructuring costs.

On June 20, 2001, ASML announced that it had reached agreement in principle to enter into a
strategic alliance with Micronic Laser Systems AB (“Micronic™) to enhance both companies’ positions
as leading suppliers of advanced lithography equipment to the display and semiconductor industry.
Furthermore, the Company invested in a non intrest-bearing EUR 34 million convertible loan to

Micronic. The loan has a term of three years.
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Euro

Results of Operations

On October 17, 2001, ASML. issued convertible subordinated notes with a principal amount of
USD 575 million. The net proceeds were EUR 638 million.

On January 15, 2002, ASML MaskTools, Inc., and Numerical Technologies, Inc., announced they
had entered into a licensing agreement to provide semiconductor manufacturers with easier
access to subwavelength manufacturing solutions that incorporate ASML MaskTools’ patented

scattering bar technology.

On December 19, 2001, ASML announced that it completed the divestment of Tinsley
Laboratories Inc. (*Tinsley”) to another U.S. company. ASML agreed with the committee on

Foreign Investments in the United States (“CFIUS") to make a good faith effort to sell Tinsley.

On January 1, 1999, the Netherlands and eight other member countries of the European Union
adopted the euro (“EUR”) as their new common currency. Effective January 1, 2002, the euro
became the legal tender of the Netherlands for both cash and non-cash electronic money trans-

fers between ASML and its business partners.

For external reporting purposes, effective January 1, 1999, ASML adopted the euro as its report-
ing currency. Balances for periods prior to January 1, 1999, are not comparable to the balances
of other companies that report in euros but have restated amounts from a different currency than

Dutch guiiders.

The following discussion and analysis of results of operations should be viewed in the context
of the risks affecting ASML’s business strategy, described in a separate section below.

" The merger with SVG is accounted for under the “pooling of interests” method. Therefore,

ASMU’s Consolidated Financial Statements for each of the three years ended December 31,
20C1 reflect the combination of financial statements for ASMLs historical operations with those
of SVG. The five-year summary presented on page 4 reflects the combined figures as well.
In conformity with U.S. generally accepted accounting principles (GAAP) reporting guidelines,
the comparative figures for the twelve months ended December 31, 2000 and December 31,
1999 reflect the combined annual results of the fiscal years of ASML and SVG. Because SVG’s
fiscal reporting period prior to the merger differed from ASML’s fiscal reporting period, compar-
ative figures contain the results of ASML's historica!l operations for the twelve months ended
December 31 and the results of SVG's historical operations for the twelve months ended

September 30.
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Results of Operations
2001 compared with 2000

Restructuring

Consolidated sales

Following is ASML’s consolidated statements of operations data for the three years ended

December 31, 2001, expressed as a percentage of total net sales:

Year ended December 31

Total net sales

Cost of sales

Gross profit on sales

Gross profit excluding restructuring charges
and additional obsolescence costs™
Research and development costs

Research and development credits

Selling, general and administrative expenses
Restructuring and merger and acquisition charges

Operating income (loss)

Operating income (loss) excluding
restructuring charges™

Interest (income) expense, net
Income (loss) before income taxes
Provision for income taxes

Net income (loss)

Sales of systems (in units)

Although not a measure of financial performance under U.S. GAAP, we also provided extra fines marked with * and **:
* Excluded are charges that are comprised of:

- restructuring EUR 408 million

- additional costs for obsolescence inventory EUR 56 million
** Excluded are charges as explained under the restructuring paragraph totalling EUR 521 million.

During 2001, the semiconductor industry faced its worst downturn in history. Despite some
positive signs in the industry, ASML sees no clear indication that an upturn will happen before
the second half of 2002. ASML will closely monitor developments of the semiconductor market

in general and development of its customers’ business in particular.

in October 2001, ASML implemented a restructuring plan including workforce reduction, fixed
asset write-off and building closure costs as well as inventory write-off due to discontinued
product lines. The restructuring costs amounted to EUR 411 million, of which EUR 408 million is
included in cost of sales. The number of employees actually terminated purs'uant to the restruc-
turing plan as per December 31, 2001, is approximately 1,100 (including temporary workforce).
Furthermore, ASML incurred additional merger related expenses and other one-time charges of:
- Merger and acquisition expenses EUR 54 million.

- Additional reserve for obsolete inventory EUR 56 million.

- Other EUR 3 miliion.

Consolidated net sales were EUR 1,844 million compared to EUR 3,063 million in 2000.

Currently more than 50 percent of the top 20 IC manufacturers are ASML customers.
In 2001, sales to one customer accounted for EUR 217 million, or 11.8 percent of net sales. In
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Lithography sales and

gross profit

2000, sales to three customers accounted for EUR 483 million, EUR 457 million and EUR 442
million or 15.8, 14.9 and 14.4 percent of net sales, respectively.

ASML recognizes the business segments, Lithography and Track & Thermal activities. The

following discussion reviews net sales and gross margin per business segment.

The following table shows a summary of sales and gross profit on a semi-annual basis:

Year ended December 31

Total units shipped

Net sales (EUR million)

Gross profit on sales of

new systems (% of sales)
Overall gross profit (% of sales)
Gross profit excluding
restructuring and additional
cost for obsolete

inventories (% of sales)

Average unit sales price for

new systems (EUR million)

Net sales in the Lithography segment consist of revenue from sales of wafer steppers and Step
& Scan systems, sales of equipment and options, which may occur in conjunction with the initial

sale of a system or after its installation, and revenue from service.

Total net sales for Lithography decreased from EUR 2,633 million in 2000 to EUR 1,554 million in 2001,
a decrease of EUR 1,079 million or 41.0 percent. The decrease in sales was caused by a decrease in
shipments from 455 units in 2000 to 197 units in 2001. This decrease was partly offset by an increase
{17.9 percent) in the average unit sales price for new systems, The 56.7 percent decrease in the num-
ber of systems shipped is a resuit of the worst year-on-year deciine in sales in the history of the semi-
conductor industry. The 17.9 percent increase in the average unit sales price of new systems reflects
the introduction and shipment of ASML's most advanced technology products in 2001. These prod-
ucts include the leading edge, high numerical aperture lens products for the 248 nanometer and 193

nanometer technology node, as well as those for 300 millimeter TWINSCAN™ systems.

The decrease in totai net sales in 2001 included an increase in net service sales of 28.8 percent
from EUR 170 million in 2000 to EUR 218 million in 2001, reflecting the continued increase in the
size of the installed base of ASML’s lithography tools at customer production facilities.

Total net sales for 2000 and 2001 include EUR 67 and EUR 19 million, respectively, relating to
the sale of 53 and 17 pre-owned systems. These systems were reacquired from existing cus-

tomers and then resold, primarily to other customers utilizing these systems in areas requiring
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Track and Thermal sales

and gross profit

the less critical resolution capabilities provided by these machines. ASML will engage in similar
repurchase and resale transactions in the future; however, it does not anticipate that the impact

of those transactions will be significant.

Gross profit as a percentage of net sales decreased from 41.1 percent in 2000 to 1.0 percent in
2001. Excluding the gross profit service sales, gross profit on system sales including field
upgrades decreased from 41.2 percent to (1.0) percent. The gross profit was negatively affected
by the costs associated with the restructuring plan, under-utilization of production facilities and
pressure on discount levels. Excluding the restructuring costs for inventory write-offs, costs for
factory closure and severance payments, the overall lithography gross profit in 2001 was 30.2
percent, compared to 41.1 percent in 2000.

The gross profit on service sales decreased to 13.0 percent in 2001 from 14.4 percent in 2000,

due to provisions for excess and obsolete spare parts.

The following table shows a summary of sales and gross profit on a semi-annual basis:

Year ended December 31

Total units shipped

Net sales (EUR million)

Gross profit (% of sales)
Gross profit excluding
restructuring charges

(% of sales)

Average unit sales price

for new systems (EUR million)

Net sales in the Track and Thermal segment consist of revenue from sales of photoresist pro-
cessing systems (track) and thermal systems and options which may be sold in conjunction with

the initial sale of a system or after its installation and revenue from service.

Total net sales for track and thermal systems decreased from EUR 430 million in 2000 to
EUR 290 million in 2001, a decrease of EUR 140 million or 32.6 percent. The decrease in sales
was caused by a decrease in shipments from 328 units in 2000 to 163 units in 2001. This
decrease was partly offset by an increase in the average unit sales price for new systems.

The 50.3 percent decrease in the number of systems shipped refiects the worst overall decline
in sales in the semiconductor industry. Sales in this segment primarily depend on systems for
adding manufacturing capacity. In view of the downturn, the demand for such capacity tools fell
sharply. The 35.4 percent increase in the average unit sales price of new systems reflects
increased demand in 2001 for new technology including 200 millimeter and 300 miilimeter ther-
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Research and

development costs

Selling, general and

administrative costs

mal bridge-tools. The service sales decreased from EUR 118 million in 2000 to EUR 87 million
in 2001, a decrease of EUR 31 million or 26.3 percent, largely due to lower demand for con-
sumables and other products relating to the utilization of track and thermal equipment installed

in customer production facilities.

Overall gross profit as a percentage of total net sales decreased from 32.3 percent in 2000 to
12.7 percent in 2001. Excluding the gross profit on service sales, gross profit on system sales
decreased from 23.9 percent to a loss of 7.0 percent. Severe under-utilization of production
capacity, the costs associated with the introduction of new technology and the costs for restruc-
turing of production facilities have caused this major decrease in gross profit. Excluding the
restructuring costs, total gross profit as a percentage of total sales for the Track and Thermat

segment in 2001 was 16.9 percent compared to 32.3 percent in 2000.

The gross profit for service sales improved to 58.8 percent in 2001 from 54.5 percent in 2000,

mainly as a result of rationalization and cost control measures.

The nature of research and development costs and selling, general and administrative costs
does not differ significantly between business segments. These items will be discussed on a

consolidated basis.

Research and development costs

Research and development costs increased from EUR 392 million (12.8 percent of total net
sales) in 2000 to EUR 424 million (23.0 percent of total net sales) in 2001. The increase in
research and development costs reflects ASML's continuing effort to introduce several leadihg
edge lithography products for 248 nanometer and 193 nanometer applications and the newest
versions of the TWINSCAN™ platform, combined with continued investments in next generation
157 nanometer lithography solutions and Extreme UV (EUV). Furthermore, ASML increased its
research and development activities relating to 300 millimeter ProCell™ track systems and the
leading edge APNext™ and Xcelerate™ thermal systems.

ASML foresees further long-term growth in research and development, staffing and other costs.
However, for 2002, ASML expects a decrease of research and development expenditure due to

more cost efficient programs as a result of the restructuring.

Research and development credits
Research and development credits decreased from EUR 25 million in 2000 to EUR 16 million in
2001. The decrease in research and development credits in 2001 in comparison to 2000 is a

direct result of decreased résearch and development efforts qualifying for credits.

Management anticipates receiving research and development credits in 2002, approximately
equal to the amounts received in 2001, although the precise amount remains subject to further

negotiation with the relevant granting authorities.
Selling, general and administrative expenses decreased by 10.5 percent from EUR 313 million in

2000 to EUR 280 million in 2001 as a result of accelerated cost reduction measures in both-seg
ments, including workforce reduction activities. Because net sales decreased by 39.8 percent,
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income taxes

Results of operations
2000 compared with 1989

Lithography sales and

gross profit

selling, general and administrative expenses increased as a percentage of net sales from 10.2
percent in 2000 to 15.2 percent in 2001.

Income taxes represented 30.2 and 31.3 percent of income before taxes in 2000 and 2001
respectively. This increase resuits from a change in distribution of pre-tax income between

geographical areas.

Consolidated net sales were EUR 3,063 million in 2000 compared to EUR 1,636 million in 1999,
In 2000, sales to three customers accounted for EUR 483 million, EUR 457 million and EUR 442
million or 15.8, 14.9 and 14.4 percent of net sales, respectively. In 1999, sales to three cus-
tomers accounted for EU>R 244 million, EUR 242 million and EUR 165 million or 14.9, 14.8 and

10.1 percent of net sales respectively.

The following table shows a summary of sales and gross profit on a semi-annual basis:

Year ended December 31

Total units shipped

Net sales (EUR million)

Gross profit on sales

of new systems (% of sales)
Overall gross profit (% of sales)
Average unit sales price

for new systems (EUR million)

Total net sales increased from EUR 1,489 million in 1999 to EUR 2,633 million in 2000, an increase
of EUR 1,144 million or 76.8 percent. The increase in sales was caused by an increase in shipments
of both lithography divisions from 267 units in 1999 to 455 units in 2000, as well as an increase in
the average unit sales price for new systems. The 70 percent increase in the number of systems
shipped reflects the strong customer demand in 2000 in the semiconductor industry and the equip-
ment industry in particular, as well as ASML's strong position in the fastest growing markets. ASML
expanded its sales to the Asian market including its first ever shipment-to the important Japanese
market. ASML’s sales to fast growing markets like Taiwan, Singapore and Malaysia increased sig-
nificantly. The 5 percent increase in the average unit sales price of new systems was due to a fur-
ther shift in customer demand towards ASML's most advanced technology products. In 2000, ASML
successfully launched its first 300 millimeter TWINSCAN™ product. ASML's balanced product offer-
ing. in i-line. and DeepUV Step & Scan. systems as well as the introduction of the 300 millimeter

TWINSCAN™ in. 2000 also-accounted for important new customer wins.
The increase in total net sales in 2000 included an increase in net service sales of 54.5 percent

from EUR 110 million in- 1999 to EUR 170 million in 2000, reflecting the continued increase in the
installed base of ASML’s products at customer manufacturing facilities.
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Track and Thermal net
sales and
gross profit

Total net sales for 1399 and 2000 inciude EUR 42 million and EUR 67 million, respectively,
relating to the sale of 25 and 53 pre-owned systems. These systems were reacquired from

existing customers and then resold.

Gross profit as a percentage of total net sales increased from 32.1 percent in 1999 to 41.1
percent in 2000. Excluding the gross profit on service sales, gross profit on system sales
increased by 9.7 percent to 41.2 percent in 2000. Cost control measures, learning curve benefits
at ASML's production sites and in its supply chain, and the improved utilization rates that
accompanied ASML’s higher sales volumes, significantly improved gross profit throughout
the year. In 1999, especially the first half of the year, gross profit was negatively affected by
significantly higher costs for production and the introduction of newly developed products.
Furthermore, the under-utilization of ASML’s manufacturing capacity during the first half of 1999

affected gross profit adversely.

The following table shows a summary of sales and gross profit on a semi-annual basis:

Year ended December 31

Total units shipped

Net sales (EUR million)
Gross profit (% of sales)
Average unit sales price for

new systems (EUR million)

Net sales increased from EUR 147 million in 1999 to EUR 430 million in 2000, an increase of EUR
283 million or 192.5 percent. The increase in sales was caused by an increase in shipments from
101 units in 1999 to 328 units in 2000, as well as an increase in the average unit sales price.
The 225 percent increase in the number of systems shipped reflected the strong customer
demand in the year 2000 for track and thermal systems. Thermal systems in particular account-
ed for a strong increase in net sales including thermal products resulting from the July 1999
acquisition of the Semiconductor Equipment Group of Watkins-Johnson Company (“*SEG”).

The increase of net sales occurred across most geographies.

The average selling price of units shipped increased by 1.6 percent. This 1.6 percent consists of a
decrease in the average unit seiling price, due to a relatively stronger growth of the number of ther-
mal systems shipbed, more than fully offsetting the exchange rate of euro versus the U.S. dollar.

The increase in total net sales in 2000 included an increase in net service sales of 129.4 percent,
reflecting the continued increase in the installed base of ASML's products at customer manu-

facturing facilities as well as the increase in sales due to the July 1999 acquisition of SEG.

Gross profit as a percentage of total net sales increased from 28.1 percent in 1999 to 32.3
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Research and
development costs

Selling, general and

administrative expenses

Income taxes

_percent in 2000. Excluding gross profit on service sales, gross profit on system sales increased

from 18.8 percent in 1999 to 23.9 percent in 2000, due to increased sales volumes and there-

fore better utilization of manufacturing capacity.
Gross profit on service sales increased from 45.4 percent in- 1999 to 54.5 percent in 2000.

The portion of service revenues derived from the sale of higher margin yielding spare parts grew

relative to overall service sales.

The nature of research and development costs, and selling, general and administrative costs
does not differ significantly between business segments and will be discussed on a consolidat-

ed basis.

Research and development costs

Research and development costs increased from EUR 265 million (16.2 percent of total net
sales) in 1999 to EUR 392 million (12.8 perbent of total net sales) in 2000. The increase in
research and development costs resulted from an increase in staffing levels from 1,714 at the
end of 1999 to 2,214 at the end of 2000. The increase in research and development costs
reflects ASML’s continuing efforts to develop its 300 millimeter TWINSCAN™ platform and to
expand its PAS 5500 family of Step & Scan systems, its high throughput cross-performance
Micrascan platform and its 300 millimeter ProCell™ track system. The increase also relates to
its research into next-generation lithography, 157 nanometer and Extreme UV (EUV).
Furthermore, research and development expenses increased due to increased spending on the

leading edge APNext™ and Xcelerate™ thermal systems.

Research and development credits
Research and development credits decreased from EUR 39 miliion in 1999 to EUR 25 million in
2000, almost entirely attributable to a re-alignment of subsidy priorities within the European

technology subsidy agencies.

Selling, general and administrative expenses increased from EUR 210 million in 1999 to EUR 313
million in 2000. Both segments have contributed to this increase. However, as a percentage of
net sales, selling, general and administrative expenses decreased from 12.8 percent in 1999 to

10.2 percent in 2000. To cope with its growth, ASML increased its number of employees from

6,061 at year end 1998 to 8,123 at year end 2000. To support this strong growth, costs for infor-

mation technology, facilities, recruiting and general support functions, such as financial servic-
es, increased. Customer service costs increased primarily due to training and build up of sup-
port not directly related to service sales. This increase also refiects ASMLU’s efforts to support its
customers when introducing the more complex Step & Scan and 300 millimeter TWINSCAN™

and ProCell™ systems.

Income taxes represented 31.6 and 30.2 percent of income before taxes in 1999 and 2000,
respectively. In 1999 and 2000, ASML recorded tax rate benefits resuiting from a program
operated by the government of the Netherlands pursuant to which eligible companies may seek
a reduction in their effective tax rate. The implementatioh of this program reduced the effective
tax rate by approximately 2.0 percent’in 1999, and by approximately 0.7 percent in 2000
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Foreign Exchange

Management

Financial Condition,
Liquidity and Capital

Resources

ASML recorded additional non-recurring permanent differences in the calculation of income tax
for the year 2000, which accounted for an additional 1.2 percent reduction in the effective tax
rate. The decrease in 2000 results from a change in distribution of pre-tax income between geo-
graphical areas.

Foreign currency translations exposure regarding U.S. dollar denominated equity investments
are hedged by U.S. dollar denominated convertible subordinated notes. Certain transactions
and assets and liabilities are exposed to foreign currency risk. The Company monitors its foreign
currency exposures periodically to maximize the overall effectiveness of its foreign currency
hedge positions. Principal currencies hedged include the U.S. dollar and the British pound.
Forwards and options used to hedge a portion of forecasted international sales and purchases
for up to one year in the future are designated as cash flow hedging instruments. Forwards and
options used to hedge the impact of the variability in exchange rates on accounts receivable and
accounts payable denominated in certain foreign currencies are designated as fair value hedges.

ASML also uses forwards to hedge its loan to Micronic which is denominated in Swedish kroner.

On December 31, 2001, ASML was a party in open forward contracts to hedge sales
transactions in U.S. dollars up to an amount of USD 37 million. Furthermore, ASML was a party
in an open forward contract to hedge purchase transactions up to an amount of USD 15 million.
The Company estimates that on December 31, 2001, a 10 percent strengthening in the value of
the euro relative to the U.S. dollar would have increased the fair value of the existing forward
contracts by EUR 2 million as compared to EUR 5 million increase in the fair value of existing

forward contracts on December 31, 2000.

The Company estimates that on December 31, 2001, a 10 percent strengthening in the value of
the euro relative to the Swedish kroner would have increased the fair value of the existing for-

ward contracts by EUR 2 million.

On December 31, 2001, ASML was a party in option contracts to hedge purchase transactions

up to an amount of USD 36 million.

The following discussion and analysis of financial condition should also be viewed in the context

of the risks affecting ASML'’s business strategy, described in a seperate section below.

ASMLU's balance of cash and cash equivalents amounted to EUR 984 million and EUR 911 mil-
lion at December 31, 2000 and 2001, respectively. Net cash flows used by operating activities
were EUR 236 million in 2001. Net cash flows provided by operating activities were EUR 215 mil-
lion in 2000.

The cash management arrangement with Morgan Stanley & Company International, that was
consolidated during fiscal 2000, was dissolved during 2001. ASML’s share in the investments of

the fund were sold and transferred as cash to ASML.

Negative cash used in operating activities during 2001 was due to the company’s net operating

losses. ASML's results from operations were negatively affected by a restructuring charge and
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other one-time charges of EUR 521 million. The net operating loss included a cash charge due
to the restructuring of approximately EUR 57 million, (including merger and acquisition costs of
EUR 54 million). The expected cash impact in 2002 from the 2001 restructuring charge is

estimated to amount to EUR 74 millioh.

The decrease in accounts receivable of EUR 356 million reflects the decline in the number of
shipments during 2001 as well as more effective collection procedures. However ASML'’s ratio
of average accounts receivable to total net sales was 24.9 and 40.6 percent in 2000 and 2001,
respectively due to the sharp decline in sales and a significant amount of new technology ship~

ments in the fourth quarter of 2001.

ASML generally ships its systems on payment terms requiring 90 to 100 percent of the sales
price to be paid within 30 days after shipment. The remainder of the purchase price for ASML's
systems is due within 90 days after shipment or within 30 days after completion of the

installation process and subsequent customer testing.

The gross inventory level increased by 42.3 percent as a consequence of the sudden downturn.
The Company has increased the provision for obsolete inventory from EUR 177 million in 2000
to EUR 561 million in 2001, mainly due to discontinued product lines and far lower than
expected demand. The ratio of average inventory to total net sales increased from 22.7 percent
in 2000 to 46.7 percent in 2001.

In 2000 and 2001 ASML paid EUR 147 million and EUR 74 million in taxes, respectively. As of
December 31, 2001, ASML had current tax assets of EUR 50 million. This primarily consists of

U.S. tax assets.

Net cash used in investing activities was EUR 161 million and EUR 360 million in 2000 and 2001,

respectively.

The 2000 and 2001 amounts primarily reflect the further expansion of production facilities as
well as significant investments in ASML’s own equipment (including prototypes, training and
demonstration systems), largely to support sales, production, training and demonstration
capabilities that relate to new 300 millimeter product lines. Furthermore, in June 2001, the
Company invested in a convertible loan to Micronic. ASML expects capital expenditure in 2002

will decrease significantly.

Net cash provided by financing activities amounted to EUR 34 million and EUR 664 million in
2000 and 2001, respectively. The 2001 amount primarily reflects the net proceeds from the
offering of convertible subordinated Notes in October 2001 of EUR 638 million. Furthermore, the
Company received EUR 26 million proceeds from the exercise of stock options and conversion
of convertible notes.

On December 31, 2001, the Company had available credit lines of EUR 288 million, all of which
expire in 2005. No amounts were outstanding under these facilities at the end of 2001.

Management believes that its operating cash flows and working capital, together with existing
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Risks affecting
ASML’S Business
Strategy

cash balances and the availability of existing credit facilities, will be sufficient to finance its
scheduled capital expenditures for 2002 and to fund its working capital for next year. Also see

Risks affecting ASML's business strategy.

In conducting its business, ASML faces many risks that may interfere with its business. Some of
those are risks that relate to the gperational processes of ASML; others are inherent in ASML’s
business environment. It is important to understand the nature of these risks and the impact they
may have on ASML’s business and results of operations. Some of the most significant risks are
described below. A complete discussion of the risks ASML faces can be derived from ASML’s

annual reports filed with the U.S. Securities and Exchange Commission.

Cyclical Nature of the Semiconductor Industry

Historically, the semiconductor industry has been highly cyclical and has experienced recurring
periods of oversupply, resulting in significantly reduced demand for capital equipment, including
ASML’s products. ASML believes that demand for any particular future period is therefore

difficult to predict.

Downturns in the semiconductor industry, and related fiuctuations in the demand for capital
equipment, could materially adversely affect ASML's business and operating results. Despite
this cyclicality, ASML must maintain a significant level of research and development spending in
order to maintain its competitive position. Management does not intend to reduce this level of

spending in response to the short to medium term cyciical nature of the semiconductor industry:

ASML expects that the semiconductor industry will experience future downturns. ASML cannot
predict the timing, duration or severity of any future downturn or the corresponding adverse

effect on its business, financial condition or results from operations.

Sole or Limited Sources of Supply

ASML relies on outside vendors to manufacture the components and subassemblies used in its
systems. Generally, these components and subassemblies are obtained from a single supplier
or a limited number of suppliers. In particular, the number of systems ASML has been able to
produce occasionally has been limited by the production capacity of Carl Zeiss SMT AG
(“Zeiss”). Zeiss is ASML's sole supplier of lenses and other critical components and is capable
of producing these lenses only in limited numbers. ASML believes there are no alternative
suppliers for these components in the short to medium term. If Zeiss were to terminate its
relationship with ASML or if Zeiss were unable to maintain production of lenses over a prolonged

period, ASMU’s sales and related operating results would be negatively affected.

Technological Change; Importance of Timely New Product Introduction

The semiconductor manufacturing industry is subject to rapid technological change, frequent
new product introductions and enhancements. The success of ASML in developing new and
enhanced systems and in enhancing its existing products depends upon a variety of factors,
including the successful integration of SVG, the successful management of the combined
companies’ research and development programs and timely completion of product development

and design relative to its competitors. ASML’s ability to remain competitive will depend in part
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upon its ability to develop this new and enhanced equipment and to introduce these systems at
competitive prices on a timely basis that will enable customers to integrate these systems into

the planning and design of their new fabrication facilities.

ASML’s development and initial production and installation of its systems and enhancements
thereof generally are accompanied by design and production delays and related costs of a
nature typically associated with the introduction and full-scale production of very complex
capital equipment. While ASML expects and pians for a corresponding learning curve effect in
its product development cycle, the time and expense required to overcome these initial

problems cannot be predicted with precision.

Competition

The semiconductor equipment industry is intensively competitive. The principal elements of
competition in ASML’s markets are the technical performance characteristics of a semiconduc-
tor system and the value of ownership of that system based on its purchase price, maintenance
costs, productivity and customer service and support. ASMLU’s competitiveness will depend
upon its ability to develop new and enhanced semiconductor equipment that is competitively

priced and introduced on a timely basis.

The cost to develop new systems, in particular photolithography systems, is extremely high. The
photolithography equipment industry is characterized by the dominance of a few suppliers.
ASMU’s primary competitors are Nikon Corporation (*Nikon”) and Canon Kabushika Kaisha
(“Canon”). Nikon and Canon are the dominant suppliers in the Japanese market, which accounts
for a significant proportion of worldwide semiconductor production and historically has been dif-
ficult for non-Japanese companies to penetrate. ASML recently succeeded in entering this
important market. Nikon and Canon each have substantial financial resources and have stated
that they will introduce new products with improved price and performance characteristics that
will compete directly with ASML's products, which could cause a decline in ASML’s sales or loss
of market acceptance for its photolithography systems. In addition, adverse market conditions,
industry overcapacity or a decrease in the value of the Japanese yen in relation to the euro or
the U.S. dollar could lead to intensified price-based competition in those markets that account
for the majority of ASMU’s sales, resulting in lower prices and margins and a negative impact on

its business, financial condition and results of operations.

Intellectual Property Matters

ASML relies on patents, copyrights, trade secrets and other measures to protect its proprietary
technology. However, there is no assurance that such measures will be adequate. Compestitors
may be able to develop similar technology independently. ASML's pending patent applications
may -not be issued, and intellectual property laws may not sufficiently support ASML's
proprietary rights. In addition, litigation may be necessary in order to enforce ASML’s intellectual
property rights, to determine the validity and scope of the proprietary rights of others or to
defend against claims of infringement. Any such litigation may result in substantial costs and
diversion of resources, and, if decided unfavorably to ASML, could have a material adverse
effect on ASML’s business or results of operations. ASML also may incur substantial acquisition

or settlement costs where doing so would strengthen or expand its intellectual property rights
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or limit its exposure to intellectual property claims of third parties. The SVG merger strengthened
ASML’s rights.

ASML also continues to rely on a number of patents owned by Royal Philips Electronics N.V.
(“Philips”). While Philips has granted the Company, without charge, a worldwide, irrevocable,
non-exclusive license under those patents, they remain subject to the various factors regarding
validity, scope and enforceability relating to ASMU’s other proprietary rights. in addition, Philips
has no obligation to defend or enforce those patents against third parties, and ASML does not
have an independent right to enforce those patents against third parties. Thus, there can be no
assurance that the Company will be able to remedy any infringement or fully take advantage of

the benefit of exclusivity in these areas.

On occasion, certain ASML customers have received notices of infringement from third parties,
alleging the ASML equipment used by such customers in the manufacture of semiconductor
products and/or the methods relating to use of the ASML equipment infringes one or more
patents issued to such parties. ASML has been advised that, if claims were successful, ASML
could be required to indemnify such customers for some or all of any losses incurred or

damages assessed against them as a result of that infringement.

On December 21, 2001, Nikon Corporation filed a complaint with the United States international
Trade Commission (“ITC”) under Section 337 of the United States trade laws against ASML. On
the same day, Nikon also filed a separate patent infringement action in the United States District
Court for the Northern District of California. On January 23, 2002, the ITC instituted an
investigation under Section 337 based on Nikon’s complaint. The Complaint in the ITC
investigation allegeé that ASML's photolithography machines imported into the United States
infringe seven United States patents held by Nikon. The complaint of the action in the California
action alleges infringement of four other Nikon patents. Nikon’s patents relate to several differ-
ent aspects of photolithography equipment. In the ITC proceeding, Nikon seeks to exclude the
importation of infringing products. The California complaint seeks injunctive relief and damages.
ASML is reviewing these cases. It is very early in the process and therefore the outcome can not

be estimated in this stage.

Dependence on a limited number of Manufacturing Facilities

Prior to the merger with SVG, the manufacturing activities performed by ASML took place in
three separate clean room facilities located in Veldhoven, the Netherlands. Although the merger
with SVG has added additional manufactering facilites, a major catastrophe such as a natural
disaster could result in significant interruption of ASML’s business operations and affect the

Company’s result of operations and financial position.

Exchange Rates

ASML adopted the euro as its functional currency for reporting in its consolidated financial state-
ments effective beginning in fiscal 1999. Since the merger with SVG, a substantial portion of the
Company’s assets, liabilities and operating results are denominated in dollars, ASML is exposed
to fluctations in the value of the dollar against the euro. The foreign currency translation expo-
sure of the net investment in SVG is hedged by the U.S. dollar denominated convertible loan.

Our financial and risk management policy is to match the currency distribution of our borrowings
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Critical accounting

policies

New Accounting

Pronouncements

to the denomination of our assets. As a result, fluctuations in our balance sheet ratios resulting
from changes in exchange rates are generally limited. Forecasted transactions that are exposed
to foreign currency risk are monitored periodically and hedged where necessary (see also

Foreign Exchange Management).

Our management’s discussion and analysis of financial condition and results of operations are
based on our consolidated financial statements, which have been prepared in accordance with
U.S. GAAP. We have identified the policies below as critical to our business operations and the

understanding of our results of operations.

Accounting for pooling of interests

As reported, ASML merged with SVG. The merger with SVG is accounted for under the “pooling

of interests” method. In conformity with U.S. GAAP reporting guidelines, the comparitive figures .

for the twelve months ended December 31, 2000 and December 31, 1999 reflect the combined
annual results of the fiscal years of both. Because SVG's fiscal reporting period prior to the
merger differed from that of ASML, the comparitive figures for 2000 and prior years incorporate
the results of heritage ASML for the twelve months ended December 31, and the results of

heritage SVG for the twelve months. period ended September 30.

Recognition of revenues, income and expenses
Under the guidance set forth in SAB 101, ASML’s practice is to recognize revenues based upon

shipment. —

ASML defers the fair value of the installation service yet to be performed on delivered
equipment. Furthermore, revenues of initial shipments of new technology systems are deferred

until customer acceptance.

Revenues from services are recognized when performed. Revenue from prepaid service
contracts is recognized over the life of the contract. Advance payments received from

customers are deferred and recognized upon product shipment.

Income tax

The asset and liability method is used in accounting for income taxes. Under this method,
deferred tax assets and liabilities are recognized for operating loss and tax credit carryforwards
and for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases. 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 the results
of operations in the period that includes the enactment date. If it is more likely than not that car-
rying amounts of deferred tax assets will not be realized, a valuation allowance will be recorded

to reduce the carrying amounts of such assets.
Effective January 1, 2001, the Company adopted Statement of Financial Accounting Standards

no. 133 (as amended by SFAS 137 and SFAS 138), Aceounting for Derivative Instruments and

Hedging Activities, which establishes accounting and reporting standards for derivative
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instruments, including certain derivative instruments embedded in other contracts and for
hedging activities. All derivatives, whether designated in hedging relationships or not, are
required fo be recorded on the balance sheet at fair value. If the derivative is designated as a
fair value hedge, the changes in the fair value of the derivative and the hedged item are
recognized in earnings. If the derivative is designated as a cash flow hedge, changes in the fair
value of the derivative are recorded in other comprehensive income and are recognized in the
income statement when the hedged item affects earnings. Ineffective parts of changes in the fair
value of cash flow hedges are recognized in earnings.

Implementation of this standard as of January 1, 2001, has increased net assets and other

comprehensive income by EUR 0.5 million.

In July 2001, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 141, “Business Combinations” (“SFAS 1417), which is effective for all
business combinations vcompleted after June 30, 2001. SFAS 141 eliminates the pooling-of-
interests method of accounting for business combinations except for qualifying business
combinations initiated prior to July 1, 2001. In addition, SFAS 141 further clarifies the criteria to
recognize intangible assets separately from goodwill. ASML does not expect a material impact
on its consolidated financial position, results of operations or cash fiows as a result of adopting
SFAS 141. The merger with SVG was completed in May, 2001.

In July 2001, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 142, “Goodwill and Other Intangible Assets” (“SFAS 142”), which
establishes new rules on the accounting for goodwill and other intangible assets. Under SFAS
142, goodwill and intangible assets with indefinite lives will no longer be amortized; however,
they will be subject to annual impairment tests as prescribed by the Statement. Intangible assets
with definite lives will continue to be amortized over their estimated useful lives. The
amortization provisions of SFAS 142 apply immediately to goodwill and intangible assets
acquired after June 30, 2001. With respect to goodwill and intangible assets acquired prior to
July 1, 2001, companies are required to adopt SFAS 142 in their fiscal year beginning after
December 15, 2001. SFAS 142 will be effective for ASML beginning in its fiscal year 2002. At
that time, ASML will perform the required impairment tests on those intangibles deemed to have
indefinite lives. ASML estimates that the impact of these impairment tests will be minor to its
consolidated financial position or result of operations. The goodwill as of December 31, 2001
amounted to EUR 2.1 million compared to EUR 2.3 million at December 31, 2000.

In June 2001, the Financial Accounting Standards Board issued Statement of _Financial
Accounting Standards No. 143, “Accounting for Asset Rétirement Obligations” (“*SFAS 143"),
which is effective for years beginning after June 15, 2002, which will be the Company's fiscal
year 2003. SFAS 143 addresses legal obligations associated with the retirement of tangible long-
lived assets that result from the acquisition, construction, development or normal operation of a
long-lived asset. The standard requires the fair value of a liability for an asset retirement
obligation to be recognized in the period in which-it is incurred if a reasonabie estimate of fair
value can be made. Any associated asset retirement costs are to be capitalized as part of the
carrying amount of the long-lived asset and expensed over the life of the asset. The Company
has not yet determined the effect of SFAS 143 on its eafnings and financial position.
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In August 2001, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 144, "Accounting for the Impairment or Disposal of Long-Lived
Assets” (“SFAS 1447), which addresses financial accounting and reporting for the impairment or
disposal of long-lived assets and supersedes SFAS No. 121, “Accounting for the lmbairment of
-Long-Lived Assets and for Long-Lived Assets to be Disposed Of,” and the accounting and
reporting provisions of APB Opinion No. 30, “Reporting the Results of Operations,” for a dis-
posal of a segment of a business. SFAS 144 is effective for fiscal years beginning after
December 15, 2001, with earlier application encouraged. ASML will adopt SFAS 144 as of
January 1, 2002 and does not expect the adoption of the Statement will have a significant

impact on its financial position and results of operations.
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CONSOLIDATED STATEMENTS OF OPERATIONS!

For the year ended December 31
(Amounts in thousands, except per share data)

Net product sales
Net service sales
Total net sales

Cost of product sales
Cost of service sales
2,17 Total cost of sales

Gross profit on sales

Research and development costs

18 Research and development credits

Selling, general and administrative expenses
3 Merger and acquisition costs
2 Restructuring charges

Operating income (loss)

Interest income

Interest expense

Minority interest in net results from subsidiaries, net of tax
Income (loss) before income taxes

19 Provision (benefits) for income taxes
Net income (loss) before effect of accounting changes

Cumulative effect of change in accounting principle net of tax®
Net income (loss)

Basic net income per ordinary share

Diluted net income per ordinary share

Number of ordinary shares used in computing

per share amounts (in thousands)

Basic*
Diluted*

See footnote 2 to the consolidated financial statements and notes to the consolidated financial statements.

2 Solely for the convenience of the reader, certain euro amounts presented as of and for the year ended December 31, 2001, have been translated into
U.8. doltars using the exchange rate on December 31, 2001, of USD 1.00 = Eur 1.1347 '
The cumulative effect for change in accounting principles reflects the adjustment for SAB 101 revenue recognition.

4 All net income per Ordinary Share amounts have been retroactively adjusted to reflect the three-for-one stock split in Aprit 2000 as well as the issuance
of shares to merge with SVG.

-

«
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INGOME'

For the year ended December 31
{Amounts in thousands)

Net income (loss)
Foreign currency transiation
Comprehensive income {loss)

1 See Notes to the Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS'

As of December 31
(Amounts in thousands, except share and per share data)

Assets

Cash and cash equivalents

5 Restricted cash
6 Accounts receivable, net
7 Inventories, net
19 Current tax assets
18 Deferred tax assets
8 Other current assets

Total current assets

19 Deferred tax assets

Other assets
9 Intangible assets
10 Property, plant and equipment, net

Total assets

Liabilities and Shareholders’ Equity
Accounts payable

11 Accrued liabilities and other
19 Current tax liability
19 Deferred tax liability

Total current liabilities

Deferred tax liability

Other deferred liabilities

12 Convertible subordinated debt
12 Other long term debt
Total liabilities

Minority interest

Cumulative Preference Shares, EUR 0.02 nominal value;
900,000,000 shares authorized;

none outstanding as of December 31, 2001

Priority Shares, EUR 0.02 nominal value;

23,100 shares authorized,

December 31, 2000 and 2001 issued and outstanding at
Ordinary Shares, EUR 0.02 nominal value; 900,000,000 shares
authorized; 463,395,369 shares issued and outstanding as of
December 31, 2000 and 466,978,391 as of December 31, 2001
Share premium

Retained earnings

Accumulated other comprehensive income

23 Total shareholders’ equity
Total liabilities and shareholders’ equity

1 See Notes to the Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY!

As of December 31
(Amounts in thousands, except share data)

Priority Shares
Balance, end of year

Ordinary Shares

Balance, beginning of year

Adjustment for pooling of interests fourth quarter 2000 SVG
Balance, beginning of year, as restated

Issuance of ordinary shares

Balance, end of year

Share Premium

Balance, beginning of year

Adjustment for pooling of interests fourth quarter 2000 SVG
Balance, beginning of year, as restated

Issuance of ordinary shares

Balance, end of year

Retained Earnings

Balance, beginning of year

Adjustment for pooling of interests fourth quarter 2000 SVG
Balance, beginning of year, as restated

Net income

Balance, end of year

Comprehensive Income

Cumulative Translation Adjustments

Balance, beginning of year

Adjustment for pooling of interests fourth quarter 2000 SVG
Balance, beginning of year, as restated

Exchange rate adjustments for pooling of interests
Exchange rate changes for the year

Balance, end of year

Number of Ordinary Shares outstanding (in thousands)
Number of ordinary shares beginning of year

Adjustment for pooling of interests fourth quarter 2000 SVG
lssuance of ordinary shares

Number of ordinary shares outstanding, end of year

1 See Notes to the Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS'

For the year ended December 31
(Amounts in thousands)

Cash Flows from Operating Activities

Net income (loss)

Adjustments to reconcile net income to net cash flows
from operating activities:

Depreciation and amortization

Aliowance for doubtful debts

Allowance for obsolete inventory

Changes in assets and liabilities that provided (used) cash:
Accounts receivable

Deferred income taxes

Inventories, gross

Other assets

Accrued liabilities

Accounts payable

Income tax payable

Net cash provided by (used in) operating activities

Cash Flows from Investing Activities

Purchases of property, plant and equipment

Proceeds from sale of property, plant and equipment
Investments in financial fixed assets

Purchases of short-term investments, available for sales
Maturities of short-term investments, available for sales
Purchase of intangible assets

Other investing activities

Net cash used in investing activities

Cash Flows from Financing Activities

Proceeds from issuance of convertible subordinated Notes
Payment of underwriting commission

Net proceeds from issuance of shares,

stock options and conversion

Other financing activities

Net cash provided by financing activities

Net cash flows

Minority interest

Effect of changes in exchange rates on cash

Net cash used by SVG for the quarter

ended December 31, 20007

Net increase {decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of the year
Cash and cash equivalents at end of the year

Supplemental Disclosures of Cash Flow Information:
Cash paid for:

interest

Taxes

1 See Notes to the Consolidated Financial Statements.
2 The decrease in net cash cash used by SVG for the quarter ended December 31, 2000 consists of EUR (24,975) used for operating activities, EUR (18,132)
used for investing activities and EUR 4,335 provided by financing activities. ’

ASML FINANCIAL REPORT 2001



Basis of

presentation

Notes to the Consolidated
Financial Statements

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying consolidated Financial Statements include the Financial Statements of
ASML Holding N.V. Veidhoven, the Netherlands (the “Company”), and its consolidated
subsidiaries. ASML, operating under a single management, is a worldwide business engaged in
the development, production, marketing, sale and servicing of advanced semiconductor equip-
ment systems, consisting of lithography systems and track and thermal systems. ASML’s prin-
cipal operations are in the Netherlands, the United States of America and Asia. On December
31, 2001 and 2000, Royal Philips Electronics ("Philips”) owned less than 10 percent of the
Company’s shares. In addition, one of the five members of the Company’s Supervisory Board is

a Philips employee.

ASML follows accounting principles generally accepted in the United States of America (“U.S.
GAAP”). Effective as of the beginning of fiscal year 1999, ASML changed its reporting currency
from Dutch guilders to euros. The accompanying Consolidated Financial Statements are stated
in thousands of euros (“EUR") except that, solely for the convenience of the reader, certain eurc
amounts presented as of and for the Year ended December 31, 2001 have been translated into
United States dollars (“USD”) using the exchange rate in effect on December 31, 2001 of
USD 1.00 = EUR 1.1347. These translations should not be construed as representations that tHe

euro amounts could be converted into U.S. doliars at that rate.

On May 21, 2001, ASML merged with SVG. The merger with SVG is accounted for under the
“pooling of interests” method. For accounting and financial reporting purposeé, the companies
will be treated as if they had always been combined. Therefore the Consolidated Financial
Statements for each of the three years ended December 31, 2001 and the five year financial
summary on page 4 reflect the combination of financial statements for ASML’s historical opera-
tions with those of SVG for all periods presented. In conformity with U.S. GAAP reporting guide-
lines, the comparative figures for the twelve months ended December 31, 2000 and December
31, 1999 reflect the combined annual results of the fiscal years of both. Because SVG's fiscal
reporting. period prior to the merger differed from ASML'’s fiscal reporting period, comparative
figures contain the results of ASML's historical operations for the twelve months ended
December 31, and the results of SVG’s historical operations for the twelve months ended

September 30.

As a consequence, net sales and net income for the quarter ended December 31, 2000, of USD

247 million and USD 17 million respectively, were excluded.
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Principles of

consolidation

Foreign currency

Cash and cash

equivalents

Inventories

" Intangible assets

Goodwill

The consolidated Financial Statements include the accounts of ASML Holding N.V. and all of its
majority-owned subsidiaries. All intercompany profits, transactions and balances have been

eliminated in consolidation.

Foreign currency translation

The financial information for subsidiaries outside the Netherlands is measured using local
currencies as the functional currency. Assets and liabilities are translated into euros at the
exchange rate in effect on the respective balance sheet dates. Income and expenses are trans-
lated into euros based on the average rate of exchange for the corresponding period. Exchange
rate differences resulting from the translation of the net investment in subsidiaries outside the
Netherlands into euros are accounted for directly into shareholders’ equity. Exchange rate
differences on translations of other transactions in foreign currencies are accounted for in

compliance with the rules of Statement of Financial Accounting Standards (“*SFAS”) 133.

Foreign currency management

Certain forecasted transactions and assets and liabilities are exposed to foreign currency risk.
The Company monitors its foreign currency exposures periodically to maximize the overall
effectiveness of its foreign currency hedge positions. Principal currencies hedged include the
U.S. dollar and British pound. Forwards and options used to hedge a portion of forecasted inter-
national sales and purchases for up to one year in the future are designated as cash flow
hedging instruments. Forwards and options used to hedge the impact of the variability in
exchange rates on accounts receivable and accounts payable denominated in certain foreign
currencies are designated as fair value hedges. Furthermore, the Company uses forwards to
hedge the loan to Micronic, denominated in Swedish Kroner. The currency exposure relating to
the U.S. doliar denominated 520 million 4.25 percent convertible notes is naturally hedged by
U.S. dollar denominated non-current assets. The U.S. dollar denominated current assets are

partly naturally hedged by the USD 575 miltion 5.75 percent convertible notes.

Cash and cash equivalents consist primarily of highly liquid investments, such as bank deposits
and commercial paper and with insignificant interest rate risk and original maturities of three

months or less at the date of acquisition.

Inventories are stated at the lower of cost (first-in, first-out method) or market value. Cost
includes net prices paid for materials purchased, charges for freight and customs duties,
production {abor cost and factory overhead. Allowances are made for slow moving, obsolete or

unsaleable stock.

Intangible assets include intellectual property rights that are valued at cost and are amortized

straighi;line over the estimated useful life of 10 years.

The Company amortizes goodwill on a straight-line basis over the estimated life of twenty-five
years. If an evaluation is required, the estimated future undiscounted cash flow associated with
the underlying business operation are compared to the carrying amounts of goodwill to
determine if a write down is required. If such an assessment indicates that the undiscounted

cash flows will not be recovered, the carrying amount is reduced to the estimated fair value.
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Property, plant and

equipment

Evaluation of
Long-Lived Assets

for impairment

Recognition of
revenues, income

and expenses

Property, plant and equipment are stated at cost less accumulated depreciation and

amortization. Depreciation is calculated using the straight-line method based on the estimated

useful kives of the related assets. In the case of leasehold improvements, the estimated useful

lives of the related assets do not exceed the remaining term of the corresponding lease. The

following table presents the assigned economic lives of ASML's property, plant and equipment:

Category

Buildings and constructions
Machinery and equipment
Office furniture/equipment

Leasehold improvements

ASML also leases certain buildings, machinery and equipment under arrangements accounted

for as operational leases.

Certain internal and external costs associated with the purchase and/or development of
internally used software are capitalized in accordance with Statement of Position No. 98-1,
“Accounting for the Costs of Computer Software Developed or Obtained for Internal Use.” These
costs are amortized straight-line over periods of related benefit ranging primarily from two to five

years and are included in machinery and equipment.

The Company evaluates its long-lived assets, including inteliectual property, for impairme'nt
whenever events or changes in circumstances indicate that the carrying amount of those assets
may not be recoverable. Recoverability of assets to be held and used is measured by a
comparison of the carrying amount of any asset to future net cash flows expected to be
generated by the asset. If those 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 vaiue of the asset. Assets to-be disposed of are reported at the lower of the carrying amount
or fair value less the cost to sell. Impairment charges recognized in 2001 totaled approximately
44 million, 32 million of which is included in the restructuring provision (see Note 2 to the
Consolidated Financial Statements) and 12 million resulting from the impairment of buildings not

used and designated for sale. There were no impairment charges in 2000 or 1999.

Under the guidance set forth in SAB 101, ASML's practice is to recognize revenues based upon

shipment.

ASML defers the fair value of the installation service yet to be performed on delivered
equipment. Furthermore, revenues of initial shipments of new technology systems are deferred

until customer acceptance.

Revenues from services are recognized when performed. Revenue from prepaid service
contracts is recognized over the life of the contract. Advance payments received from
customers are deferred and recognized upon product shipment. Operating expenses and other
income and expense items are recognized in the income statement as incurred or earned. No

significant returns have occurred during the past three years.

ASML FINANCIAL REPORT 2001




Cost of sales

Research and

development costs

Research and

development credits

Stock options

Net income {loss) per

ordinary share

Cost of sales consists of direct product costs such as materials, labor, cost of warranty,
depreciation and related overhead costs. Repayments of certain technical development credits
are also charged to cost of sales (see “research and development credits”, below). ASML
accrues installation and warranty expenses for every system shipped. The amount accrued is
based on actual historical expenses incurred and on estimated probable future expenses
related to current sales. Warranty costs are charged against this reserve. Costs associated with

service revenue are expensed as incurred.

Costs relating to research and development are charged to operating income as incurred.

Subsidies and other governmental credits for research and development costs relating to
approved projects are recorded as research and development credits in the period when the
research and development cost to which such subsidy or credit relates occurs. Technical

development credits (Technische Ontwikkelingskredieten or “TOKs") received from the Dutch

' government to offset the cost of certain research and development projects are contingently

repayable as a percentage of the sales price to the extent future sales of equipment developed

in such projects. Such repayments are charged to cost of sales at the time such sales are.

recorded (see Note 17 to the Consolidated Financial Statements). No such repayments are
required if such sales do not occur. TOKs claimed for the production of prototypes are used to
reduce the capitalized cost of such prototypes. The remaining c‘apital cost of such prototypes is
then depreciated on a straight-line basis. Prototypes are not intended for sale or for use in
ASML’s manufacturing process. If such a sale or use occurs, however, ASML is obligated to
repay the related TOKs, and such repayment amount is accrued in an amount based on the nét

book value of the prototype sold or used.

ASML applies Accounting Principles Board Opinion (“APB”) No. 25, “Accounting for Stock
Issued to Employees,” and related interpretations in accounting for its stock option plans.
Statement of Financial Accounting Standards (“SFAS”) No. 123, “Accounting for Stock-Based
Compensations” (“SFAS 123") allows companies to elect to account for stock options under the
new accounting standard, or continue to account for stock option plans using the intrinsic
method under APB 25, and provide pro forma disclosure of net income and earnings per share
as if SFAS 123 were applied. ASML has chosen to continue to account for its stock options
under the provisions of APB 25 and disciose the pro forma effects of SFAS 123 in the Notes to
the Consolidated Financial Statements.

Basic net income (loss) per share is computed by dividing net income (loss) by the weighted
average ordinary shares outstanding. Diluted net income per share reflects the potential dilution
that could occur if options issued under ASML'’s stock compensation plan were exercised, and
if ASMU’s convertible loans were converted. There is no difference between diluted earnings and
the basic computation for the year 2001 because such conversions and stock compensation

plan would have an antidilutive effect.
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Use of estimates

Comprehensive

income

Segment disclosure

Income taxes

Recent accounting

pronouncements

A summary of the weighted average number of shares and ordinary equivalent shares is as

foliows:

Year ended December 31

(Amounts in thousands)

Basic weighted average shares outstanding

Weighted average ordinary equivalent shares

Diluted weighted average shares outstanding

Excluded from the diluted weighted average share outstanding calculation are cumulative
preference shares contingently issuable to the preference share foundation as they represent a
different class of stock than the ordinary shares. See further discussion in Note 13 to the

Consolidated Financial Statements.

The preparation of ASML's Consolidated Financial Statements in conformity with U.S. GAAP
necessarily requires Management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities on the
balance sheet dates and the reported amounts of revenue and expense during the reported

periods. Actual results could differ from those estimates.

ASML has appiied the requirements of SFAS No. 130, “Reporting Comprehensive income,” in its
Consolidated Statements of Comprehensive Income and Consolidated Statements of

Shareholders’ Equity.

As ASML operates in two major segments, and in three general geographic locations, ASML
defines its operational segment by geographical location and segments and has combined the

two smaller segments Track and Thermal (see Note 20 to the Consolidated Financial Statements).

The asset and liability method is used in accounting for income taxes. Under this method,
deferred tax assets and fiabilities are recognized for operating loss and tax credit carryforwards
and for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases. 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 the results
of operations in the period that includes the enactment date. If it is more likely than not that the
carrying amount of deferred tax assets will not be realized, a valuation allowance will be

recorded.

Effective January 1, 2001, the Company adopted Statement of Financial Accounting Standards
No. 133 (as amended by SFAS 137 and SFAS 138), “Accounting for Derivative Instruments and
Hedging Activities” (“SFAS 133"), which establishes accounting and reporting standards for
derivative instruments, including certain derivative instruments embedded in other contracts and
for hedging activities. All derivatives, whether designated in hedging relationships or not, are

required to be recorded on the balance sheet at fair value. If the derivative is designated as a
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fair value hedge, the changes in the fair value of the derivative and the hedged item are
recognized in-earnings. If the derivative is designated as a cash flow hedge, changes in the fair
value of the derivative are recorded in other comprehensive income and are recognized in the
income statement when the hedged item affects earnings. Ineffective portions of changes in the

fair value of cash flow hedges are recognized in earnings.

Implementation of SFAS 133 as of January 1, 2001, has increased net assets and other

comprehensive income by an amount of approximately EUR 0.5 million.

in July 2001, the Financial Accounting Standards Board ‘issued Statement of Financial
Accounting Standards No. 141, “Business Combinations” (*SFAS 141”), which is effective for all
business combinations compieted after June 30, 2001. SFAS 141 eliminates the pooling of
interests method of accounting for business combinations except for qualifying business
combinations initiated prior to July 1, 2001. In addition, SFAS 141 further clarifies the criteria to
recognize intangible assets separately from goodwill. ASML does not expect a material impact
on its consolidated financial position, results of operations or cash flows as a resuit of adopting
SFAS 141. Prior poolings, as the pooling transaction with SVG, are not affected by Statement 141.

In July 2001, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 142, “Goodwill and Other Intangible Assets™ (“SFAS 142”), which
establishes new rules on the accounting for goodwill and other intangible assets. Under SFAS
142, goodwill and intangible assets with indefinite lives will no longer be amortized; however,
they will be subject to annual impairment tests as prescribed by SFAS 142. intangible assets
with definite lives will continue to be amortized over their estimated useful lives. The
amortization provisions of SFAS 142 apply immediately to goodwill and intangible assets
acquired after June 30, 2001. With respect to goodwill and intangible assets acquired prior to
July 1, 2001, companies are required to adopt SFAS 142 in their fiscal year beginning after
December 15, 2001. SFAS 142 will be effective for ASML beginning in its fiscal year 2002. At
that time, ASML will perform the required impairment tests on those intangibles deemed to have
indefinite lives. Given the current valuation of the related assets, ASML expects that the impact
of these impairment tests on its consolidated financial position or result of operations will be
minor. The goodwill as of December 31, 2001, amounted to EUR 2.1 miliion compared to EUR
2.3 million at December 31, 2000.

In June 2001, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 143, “Accounting for Asset Retirement Obligations™ (“*SFAS 143"),
which is effective for fiscal years beginning after June 15, 2002, which will be the Company's
fiscal year 2003. SFAS 143 addresses legal obligations associated with the retirement of
tangible long-lived assets that result from the acquisition, construction, development or normal
operation of a long-lived asset. The standard requires that the fair value of a liability 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. Any associated asset retirement costs are to be capitalized as part of
the carrying amount of the long-lived asset and expensed over the life of the asset. The
Company has not yet determined what the effect of SFAS 143 will be on the earnings and

financial position.
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In- August 2001, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets” (“SFAS 144"}, which addresses financial accounting and reporting for the Impairment or
Disposal of Long-Lived Assets and supersedes SFAS No. 121, “Accounting for the Impairment
of Long-Lived Assets and for Long-Lived Assets to be Disposed Of,” and the accounting and
reporting provisions of APB Opinion No. 30, “Reporting the Results of Operations, for a
disposal of a segment of a business.” SFAS 144 is effective for fiscal years beginning after
December 15, 2001, with earlier application encouraged. ASML will adopt SFAS 144 as of
January 1, 2002, and does not expect the adoption of the Statement will have a significant

impact on its financial position and results of operations.
2. SIGNIFICANT EVENTS

On May 21, 2001, ASML completed its merger with SVG. As a result of this merger, ASML has
become a multi-product semiconductor equipment company supplying lithography, photoresist

processing (track) and thermal systems to the worid’s leading semiconductor manufacturers.

On October 16, 2001, as a consequence of the ongoing downturn in the semiconductor
industry, ASML announced cost reductions and a restructuring plan which will result in the
consolidation of manufacturing facilities and discontinuance of product lines related to SVG. The
restructuring costs totaled approximately EUR 411 million, of which approximately EUR 408 mil-

lion are classified in the income statement as cost of sales.

EITF 94-3 “Liability recognition for certain employee termination benefits and other costs to exit
an activity (including certain costs incurred in a restructuring)” addresses when a liability for
costs associated with an exit plan 6r restructuring activity should be recognized. Expenses
totaling approximately 78 million, consisting of building closure costs, severance payments and
non-cancelable purchase commitments were recognized in accordance with EITF 94-3. As per
October 16, 2001, the company announced a global work force reduction by approximately
1,400 positions {17 percent) which will result in a total work force of 6,600 by the end of the first
half of 2002. The reduction will mainly affect employees involved in manufacturing facilities. The
actual amount of involuntary termination benefits paid and charged against the liability as of
December 31, 2001, is approximately EUR 3 million and the number of empioyees actually

terminated pursuant to the exit plan as of December 31, 2001 amounts to approximately 1,100.

ARB 43 "Restatement and Revision of Accounting Research Bulletins” chapter 4 addresses the
valuation of inventory when the market value has decreased. Resulting from the plan of
restructuring, the Company has stopped developing and/or selling Micrascan product line
excluding Micrascan VII. The related inventory has no estimated residual value and therefore has
been written off. The expense recognized in accordance with ARB 43 totaled approximately
EUR 300 million.
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SFAS no. 121 “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of” addresses the
valuation of property when evidence of impairment is present. Resulting from the plan of restructuring, the Company has evaluat-

ed certain fixed assets for impairment, and the resulting impairment expense under SFAS 121 totaled approximately EUR 33 million.

inventory write-off

Purchase Commitments

Fixed assets write-off

Building closure costs

Severance payments

Total restructuring charges

Restructure provision
Incurred to date
Balance at December 31, 2001

The Company expects to pay the full accrual balance in fiscal 2002. Substantially all employee terminations wiil be effective before
or at June 30, 2002.

On October 17, 2001, ASML launched an offering of convertible subordinated notes with an aggregate principal amount of
USD 575 million.

On December 19, 2001, ASML announced that it completed the divestment of Tinsley Laboratories inc. (“Tinsley”) to another U.S.
company. ASML agreed with the Committee on Foreign Investments in the United States (*CFIUS”) to make a good faith effort to
sell Tinsley.

On June 20, 2001, ASML announced that it had reached agreement in principle to enter into a strategic alliance with Micronic to
enhance the companies’ positions as leading suppliers of advanced lithography equipment to the display and semiconductor
industry. Furthermore, the Company invested in a noninterest-bearing EUR 34 million convertible loan to Micronic. The loan has a
three year term.

3. MERGER AND ACQUISITION COSTS

The merger and acquisition (M&A) costs include the M&A costs of the regions USA and Europe {total amount EUR 54 million),
relating to the merger of ASML with SVG.
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4. DERIVATIVES

Hedges of Forecasted Transactions Denominated in Foreign Currencies

The Company uses forward and option foreign exchange contracts to hedge certain operational
cash flow exposures resulting from changes in foreign currency exchange rates. These have a
duration of up to twelve months. Such exposures result from portions of the Company's
forecasted revenues and purchases denominated in currencies other than the euro, primarily the
U.S. dollar and British pound. The Company enters into these foreign exchange contracts to
hedge forecasted sales and purchases in the normal courée of business, and accordingly, they

are not speculative in nature.

The Company records changes in the fair value of the derivative instruments designated as cash
flow hedges of forecasted non-euro revenue and purchases in accumulated other comprehen-
sive income (loss), until the forecasted transaction occurs. When the forecasted transaction
occurs, the related gain or loss on the cash flow hedge will be reclassified to cost of sales. In
the event the underlying forecasted transaction does not occur, or it becomes probable that it
will not occur, the gain or loss on the related cash flow hedge will be reclassified from
accumulated other comprehensive income (loss) to cost of sales on the consolidated statement
of income as incurred. During the twelve months ended December 31, 2001, EUR 3 million of
net gain was recognized in cost of sales relating to hedges of forecasted transactions that did

not occur.

The critical terms of the hedging instruments are the same as the underlying forecasted
transactions. Accordingly, all changes in fair value of these derivative instruments (including tﬁe
time value portion of purchased options} are recorded through other comprehensive income. The
changes in fair value of the derivatives are intended to offset changes in the expected cash flows
from the forecasted transactions. The Company records any ineffective portion of the hedging
instruments in cost of sales on the consolidated statement of income. Ineffectiveness of hedging

instruments had no impact on earnings in 2001.

As of December 31, 2001, EUR 0.7 million of other comprehensive income represents the total
anticipated loss to be reclassified to cost of sales, and EUR 0.6 million is the total anticipated
gain to be reclassified to cost of sales over the next twelve months as the forecasted revenue

and purchase transactions occur.

Hedges of Foreign Currency Assets and Liabilities

Furthermore, the Company continues to hedge its net recognized foreign currency assets and
liabilities with forward and option foreign exchange contracts to reduce the risk that earnings
and cash flows will be adversely affected by changes in foreign currency exchange rates. These
derivative instruments hedge assets and liabilities that are denominated in foreign currencies
and are market-to-market through other income. These derivative instruments do not subject the
Company to material balance sheet risk due to exchange rate movements because gains and
losses on these derivatives offset gains and losses on the assets and liabilities being hedged.
On December 31, 2001, forward foreign exchange contracts outstanding had maturities of six

months or less.
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For instruments designated as fair value hedges, hedge ineffectiveness, determined in
accordance with SFAS 133, had no impact on earnings for the twelve months ended December
31, 2001, '

5. RESTRICTED CASH

During 2000, ASML entered into a cash management arrangement with Morgan Stanley &
Company International Ltd. This arrangement has been terminated in 2001. As a consequence,
there was no outstanding balance at year-end.

6. ACCOUNTS RECEIVABLE

For the year ended December 31

Gross accounts receivable

Allowance for doubtful debts

Net accounts receivable

A summary of activity in the allowance for doubtful debt:

i

For the year ended December 31

Balance at beginning of year
Addition

Balance at end of year

7. INVENTORIES

Inventories consist of the following:

For the year ended December 31

Raw materials
Work-in-process
Finished products

Allowance for obsolescence

Total inventories, net

For the year ended December 31

Balance at beginning of year
Adjustment for pooling of interests
Balance at beginning of year as restated
Addition

Inventory written off
Balance at end of year
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8 OTHER ASSETS

Other assets consist of the following:

For the year ended December 31

Loan to Zeiss
Other

Total other assets

The noninterest-bearing loan to Zeiss is repaid by future shipments of lenses.

9. INTANGIBLE ASSETS

In July 1999, ASML obtained, through its purchase of the business of MaskTools, the intellectu-
al property-rights relating to Optical Proximity Correction technology. This technology enhances
leading edge lithography systems to accurately and reliably print line widths below 0.2 micron.
These rights have been valued at cost and are amortized straight-iine over the estimated useful
life of 10 years. The following table shows intellectual property and other minor intangibles

including goodwill of EUR 2 million.

Cost

Balance, January 1
Effect of exchange rates
Additions

Balance, December 31

Accumulated Depreciation

Balance, January 1

Adjustment for pooling of interests
Balance, January 1 as restated

Amortization
Balance, December 31

Net Book Value

December 31
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10. PROPERTY, PLANT AND EQUIPMENT

Property, plant, and equipment consist of the following:

Cost

Batance, January 1

Adjustment for pooling of interests
Balance, January 1, as restated
Additions

Reclassifications

Disposals

Effect of exchange rates

Balance, December 31, 2001

Accumulated Depreciation
Balance, January 1

Adjustment for pooling of interests
Balance, January 1 as restated
Depreciation

Reclassifications

Impairment

Disposals

Effect of exchange rates

Balance, December 31, 2001

Net Book Vélue
December 31, 2000
December 31, 2001
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11. ACCRUED LIABILITIES AND OTHER

Accrued liabilities and other consist of the following:

For the year ended December 31

Deferred revenue

Warranty and installation
Materials and costs to be paid
Advances from customers
Personnel related items
Restructuring charges

Other
Total accrued liabilities and other

12. LONG-TERM DEBT AND BORROWING ARRANGEMENTS

ASML currently holds three convertible debts amounting to:

For the year ended December 31

2.5 percent convertible
4.25 percent convertible

5.75 percent convertible

Total convertible debts

In April 1998, ASML completed an offering of EUR 272 million principal amount of its 2.5 percent
Convertible Subordinated Bonds due 2005, with interest payable annually commencing April 9,
1999. Unless previously redeemed or repurchased by ASML, the bonds are convertible into
13,987,080 ordinary shares at EUR 19.47 per share at any time prior to maturity. At any time on
or after April 8, 2001, the bonds are redeemable at the option of ASML, in whole or in part, at
100 percent of the principal amount, together with accrued interest. During 2001, bonds were
converted into 14,266 ordinary shares. The bonds will mature on April 9, 2005, and be payable

at a price of 100 percent of the principal amount thereof.

In November 1993, ASML completed an offering of USD 520 million principal amount of its 4.25
percent Convertible Subordinated Notes due November 30, 2004, with interest payable semi-~
annually on November 30 and May 30 of each year, commencing on May 30, 2000. The Notes
are convertible into 13,959,660 ordinary shares at USD 37.25 (EUR 42.27) per share at any time
prior to maturity. At any time on or after December 5, 2002, the notes are redeemable at the
option of ASML, in whole or in part, at the prices specified below, together with accrued interest.
During the year 2001, none of the notes were converted into ordinary shares. The redemption
prices, expressed as a percentage of the outstandingA principal amount of the Notes being

redeemed are:
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Lines of credit

Deferred

compensation plan

ro

December 5, 2002, through December 4, 2003
December 5, 2003, through November 29, 2004
November 30, 2004, and thereafter

In October 2001, ASML completed an offering of USD 575 million principal amount of its 5.75
percent Convertible Subordinated Notes due October 15, 2006, with interest payable
semi-annually April 15 and October 16 of each year, commencing on April 15, 2002. The Notes
are convertible into 30,814,576 ordinary shares at USD 18.65 (EUR 21.17) per share at any time
prior to maturity. At any time on or after October 22, 2004 the Notes are redeemable at the
option of ASML, in whole or in part at the redemption price of 100 percent of their principal

amount together with accrued interest.

Other long term debt
In February 1997, the Company received a EUR 7 million loan from the Connecticut
Development Authority. The loan has a ten year term, bears interest at 8.25 percent, and is

secured by the Company's Wilton, Connecticut facility.

In 1999, the Company aséumed three Yen-denominated loans in connection with the acquisition
of SEG. Approximately EUR 8 million (JPY 734 million}, which is secured by land and buildings
in Japan, is payable in monthly instaliments through the year 2011, bearing interest at 2.5 pér-
cent. Approximately EUR 14 million (JPY 1,350 million) and EUR 2 million (JPY 200 million) are
unsecured and are repayable in 2006 and 2007, respectively, bearing interest at 3.1 percent and

2.2 percent, respectively, payable semiannuaily.

At December 31, 2001, the Company had available credit facilities for a total of EUR 288 million
(2000, EUR 227 million), all of which expire in 2005. These credit lines bear interest at the
European Interbank Offered Rate (EURIBOR) plus a margin. No amounts were outstanding under

these credit facilities at the end of the year.
13. EMPLOYEE BENEFITS

In February 1997, SVG adopted a non-qualified deferred compensation plan that allowed a
select group of management or highly compensated employees and directors to defer a portion
of their salary, bonus and other benefits. The plans allowed SVG to credit additional amounts to
participants' account balances, depending on the amount of the employee's contribution, up to
a maximum of 5 percent of an employee's annual salary and bonus. in addition, interest is
credited to the participants' account balances at 120 percent of the average Moody's corporate
bond rate. For calendar years 2000 and 2001, participants' accounts are credited at 9.52 percent
and 9.54 percent respectively. SVG’s contributions and related interest became 100 percent
vested five years after the year in which the contribution was made or in the event of a change
in control of SVG or retirement, death or disability of the participant. The plan became fully
vested in May 2001 with the merger of SVG and ASML. During fisca! years 1999, 2000 and 2001,
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Pension plans

Profit-sharing plan

the expense incurred under this plan was EUR 1 million, EUR 2 million and EUR 2 miilion,
respectively, and at December 31, 2001, the Company's liability under the deferred

compensation plan was EUR 17 million.

In connection with the merger with SVG, ASML assumed unfunded salary continuation
agreements with certain key executives and employees of ASML Optics LLC, formerly Tinsley
Laboratories Inc. Under the terms of the agreements, the Company has agreed to pay certain
fixed amounts over a ten year period after the employees reach the age of 65. Payments began
vesting December 1990 and become fully vested only if the participants remain employed by the
Company through the age of 65. The present value of these payments, calculated using a
discount rate of 6 percent is being charged ratably to expense over the vesting period. During
1999, 2000 and 2001, the Company had minor related expenses. At December 31, 2001, the
Company’s liability under these agreements was EUR 1 miltion.

ASML and its consolidated subsidiaries maintain various retirement plans covering substantially
all of its employees. Employees in the Netherlands are participating in a multi-employer union
plan, that consists of defined benefits determined in accordance with the respective collective
bargaining agreements. This plan is subject to a salary cap. Employees with a salary exceeding
the aforementioned salary cap are also participating in the ASML defined contribution based
pension plan. The employer pension costs for the aforementioned pension plans were EUR 8
million, EUR 12 million and EUR 19 million during 1999, 2000 and 2001, respectively.

For employees working outside the Netheriands, ASML maintains a defined contribution based
pension plan. The employer contribution is based on a percentage of the salaries. For
employees participating in the United States pension plan, the Company may make, at its sole
discretion, an additional contribution to this U.S. plan if the Company meets certain financial
performance criteria. No such contributions were made in 1999, 2000 and 2001. The employer
pension costs for the aforementioned pension plans amounted to EUR 1 million, EUR 4 million,
and EUR 10 million during 1999, 2000 and 2001, respectively and are accounted for under cost

of sales and selling, general and administrative expense.

In connection with the merger with SVG, ASML has assumed the defined benefit pension plan
for ASML Optics LLC, formerly Tinsley Laboratories Inc. As previously mentioned, Tinsley has

been divested. The company no longer has a commitment under this plan for these employees.

As of December 31, 1999, 2000, and 2001, the Company had recorded minor pension liabilities,
within stockholders’ equity. These liabilities are based upon the excess of the estimated
accumulated benefit obligation of EUR 2 million each for the three years ended December 31,

2001, over the fair market value of plan assets {primarily corporate bond mutual funds).

During 1995, heritage ASML established a profit-sharing plan (the “Plan”) covering all
employees. Under the Plan, which was revised in 1999 and is effective as of January 1999,
employees who are eligible will receive an annual profit-sharing bonus, based on a percentage

of net income to sales ranging from 0 to 20 percent of annual salary.

Heritage SVG provided a profit-sharing plan with quarterly distributions to eligible employees as
determined by the Board of Directors. Profit-sharing expense was EUR 8 million in 2000, and
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Stock option plans

EUR 3 million in the quarter ended December 31, 2000. No profit-sharing distributions were
made in fiscal years 1999 and 2001. Under the Company's Cash or Deferred Profit Sharing Plan
(401k Plan), the Company may make contributions, depending on the amount of the employee's
contribution, up to a maximum of 3 percent of compensation. The Company's contributions
were EUR 4 million in 1899, and EUR 5 million in 2000 and 2001.

In 1997, the Company issued stock option plans, in which 2,580,722 stock options were
authorized to purchase 2,590,722 ordinary shares. The stock option plans provide for the
issuance of up to 2,137,722 options to purchase ordinary shares for eligible employees of ASML
and up to 453,000 options to purchase ordinary shares for certain key personne! and
management. In 1998, the company issued stock option plans, in which 3,348,576 options were
authorized to purchase ordinary shares. The stock option plans provide for the issuance of up
to 2,097,831 options to purchase ordinary shares for eligible employees. of ASML and up to
1,250,745 options to purchase ordinary shares for key personnel and management. These plans,
set up for eligible employees, inciude a feature whereby eligible employees will have the right to
elect to receive options to purchase ordinary shares in lieu of distribution under the profit
sharing plan. Options granted under these plans have fixed exercise prices equal to the closing
price of the Company’s ordinary shares on Euronext Amsterdam N.V. on the applicable grant
dates. Stock options granted to eligible employees in 1997 vest over a period of two years, and
any unexercised options outstanding expire five years after the grant date. In 1998, stock
options granted vest over a three year period with any unexercised stock options expiring six
years after the grant date. Stock options granted to key personnel in 1998 vest over a three and
four year period with any unexercised stock options expiring six years after the grant date. For

the year 1999, a number of 3,000,000 stock options was authorized to purchase ordinary shares.

In 1999, a stock option pian was issued by the Board of Management, with the approval of the
Supervisory Board and the holders of priority shares. The plan is effective as of the year 2000
and will remain in place until revoked by the Board of Management. The Board of Management
determined, by category of ASML personnel, the total available number of options that can be
granted in a certain year on an annual basis. The determination is subject to approval of the

Supervisory Board and the holders of priority shares of the Company.

For the year 2000, a total number of 4,500,000 stock options was authorized to purchase
ordinary shares, and for the year 2001 and 2002, a total number of 6,000,000 has been authorized.
The vesting and exercise periods for the plans of 1999, 2000 and 2001 are similar to the plan of
1998, with. the exception of a designated part of grants performed in July 2001 which have a
graded vest of 1/3 (one third) after the first year, 1/3 (one third) after the second year and 1/3
(one third) in the third year.

During 2001, 232,520 options to purchase ordinary shares were granted to the Board of

Management. No options were exercised during 2001 by Members of the Board of Management.
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For the 2002 plan, the employees will have the right to receive options to purchase ordinary
shares in lieu of a percentage of their salary. For the stock options granted in 2000, the exercise

period was extended from 2006 to 2012.

Stock option transactions are summarized as follows:

Outstanding December 31, 1998
Granted

Exercised

Cancelled

Outstanding, December 31, 1999
Granted

Exercised

Cancelled

Outstanding, December 31, 2000
Granted

Exercised

Cancelled

Outstanding, December 31, 2001

Exercisable, December 31, 2001
Exercisable, December 31, 2000
Exercisable, December 31, 1999

Options outstanding
Range of exercise prices (EUR)

2.36-8.98
9.37-12.36
12.87-31.75
35.45-47.15
Total

Under the provisions of APB 25, no compensation expense was recorded for ASML's
stock-based compensation plans. Had compensation cost been determined based upon the fair

value at the grant date for awards under the plan consistent with the methodology prescribed
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under SFAS 123, ASMU's net income and calculation. for net income per ordinary share would

have been as follows:

Net income (loss)

As reported

Pro forma

Basic Net Income {loss)
per Ordinary Share

As reported

Pro forma

Diluted Net Income {loss)

per Ordinary Share
As reported

Pro forma

The estimated weighted average fair value of options granted during 1999, 2000 and 2001 was
EUR 6.86, EUR 20.91 and EUR 20.68 respectively, on the date of grant using the Black-Scholes
option-pricing model with the following assumptions in 1999, 2000 and 2001, respectively: no
dividend yield, volatility of 50.0, 73.0 and 74.0 percent, risk-free interest rate of 5.75, 7.2 and 7.0

percent, no assumed forfeiture rate and an expected life of 2 years after the vesting period.

14. RELATED PARTIES (SEE ALSO NOTES 2 AND 20)

Transactions between ASML and Philips are effected at market value prices.

ASML has several agreements with Philips that set forth the parties’ respective responsibility for
certain matters arising out of the historical operations of ASML and the formation of the
Company as a holding company for ASML's operations: establish certain rights and obligations
of the Company, Philips and their respective subsidiaries on a prospective basis; afford the
Company continued access to Philips’ research and development resources in return for fees

and provide for the parties’ respective rights to certain items of intellectual property.

In its ordinary course of business, ASML engages in sales and purchase transactions with

various companies within Philips.

As mentioned in Note 1 to the Consolidated Financial Statements, the ownership of the
company’s shares owned by Philips decreased to less than 10 percent in 2000. Therefore,
Philips is no longer regarded as a related party for 2000 and 2001, and no additional disclosures

for the year 2000 and 2001 have been presented.
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Liabilities

The following table summarizes transactions between ASML and Philips:

Year ended December 31

Activities
Purchases of goods and services

Research and development expenses

Total purchases from Philips

Sales to Philips

* NA = Not applicable
15. FINANCIAL INSTRUMENTS

Financial instruments recorded on the balance sheet include cash and cash equivalents,
accounts receivable, accounts payable and convertible subordinated loans. The carrying
amounts of all financial instruments approximates fair value due to the short-term nature of
these instruments. The fair value of ASML’s long-term debt, based on current rates for similar
instruments with the same maturities, approximates the carrying amount. As of December 31,
2001 ASML was a party in open forward contracts to hedge sales transactions in U.S. dollars up
to an amount of USD 37.0 million. Furthermore, ASML was a party in an open forward contract
to hedge purchase transactions up to an amount of USD 15.0 million and in option contracts to
hedge purchase transactions up to an amount of USD 35.5 million. Also, ASML was a party'in

open forward contracts to hedge the loan to Micronic up to an amount of SEK 320 million.
16. COMMITMENTS AND CONTINGENCIES

ASML leases facilities and certain equipment under operational leases. As of December 31,

2001, the minimum annual rental commitments are as follows:

2002
2003
2004
2005
2006
Thereafter
Total

Rental expense was EUR 53 million, EUR 59 million and EUR 80 million for the years ended
December 31, 1999, 2000 and 2001, respectively.

ASML terminated sale and leaseback transactions to iease, for testing and training purposes,

systems manufactured by ASML.
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The Company is party to various legal proceedings generally incidental to its business. As is the
case with other companies in similar industries, ASML faces exposure from actual or potential
claims and legal proceedings. Although the ultimate disposition of legal proceedings cannot be
predicted with certainty, it is the opinion of the Company’s management that the outcome of any
claim which is pending or threatened, either individually or on a combined basis, will not have a
materially adverse effect on the consolidated financial condition but could materially affect

consolidated results of operations in a given year.

On occasion, certain of ASML’s customers have received notices of infringement from third
parties, alleging the ASML equipment used by such customers in the manufacture of
semiconductor products and/or the methods relating to use of the ASML equipment infringes
one or more patents issued to such parties. ASML has been advised that, if claims were
successful, ASML could be required to indemnify such customers for some or all of any losses

incurred or damages assessed against them as a result of that infringement.

In 1998, Fullman International Inc., and Fullman Company LLC (“Fullman”) initiated a lawsuit in
the United States District Court for the District of Oregon alleging claims for fraudulent
conveyance, constructive trust and declaratory relief in connection with a settlement the
Company had previously entered into resolving our claims against a Thailand purchaser of the
Company's equipment. In its complaint against the Company, Fullman, allegedly another
creditor of the Thailand purchaser, alleges damages of approximately EUR 13 million plus
interest. The Company has successfully moved to transfer the case to the United States District
Court for the Northern District of California. The district court has dismissed the case. However,
subsequently Fullman appealed the judgement to the 9th Circuit Court of Appeals in San
Francisco. The appeal is still pending. While the outcome of such litigation is uncertain, the
Company believes it has meritorious defenses to the claims and intends to conduct a vigorous

defense.

On May 23, 2000, Ultratech Stepper, Inc. (“Ultratech™), filed a lawsuit in the United States District
Court for the Eastern District of Virginia (which has subsequently been transferred to the United
States District Court for the Northern District of California) against ASML. Ultratech alieges in
the complaint of the lawsuit that the defendants are infringing Ultratech’s rights under a United
States patent, through the manufacture and commercialization in the United States of advanced
photolithography equipment embodying technology that, in particular, is used in Step & Scan
equipment. Ultratech’s complaint seeks injunctive relief and damages. Management believes,
based on current information and, in particular, recent favorable interpretation by the Court as
to the scope and meaning of the asserted patent, that meritorious defenses are available, which
ASML intends to vigorously assert. On October 12, 2001, ASML filed a lawsuit in the United
States District Court for the District of Massachusetts against Ultratech. ASML's complaint
alleges that Ultratech’s manufacture, use, offer for sale and sale of certain of its photolithogra-
phy stepper devices in the United States infringe six United States patents held by ASML.
ASML’s complaint seeks injunctive relief and damages. ASML intends to vigorously pursue these

claims.

On December 21, 2001, Nikon and two of its United States subsidiaries filed a complaint with
the United States International Trade Commission (“ITC”) under Section 337 of the United States
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trade laws against ASML. On the same day, Nikon also filed a separate patent infringement
action in the United States District Court for the Northern District of California. On January 23,
2002, the ITC instituted an investigation under Section 337 based on Nikon's
complaint. The complaint in the ITC investigation alleges that ASML's photolithography
machines imported into the United States infringe seven United States patents held by Nikon.
The compilaint in the California action alleges infringement of four other Nikon patents. Nikon's
patents relate to several different aspects of photolithography equipment. In the ITC proceed-
ing, Nikon seeks to exclude the importation of infringing products. The California complaint
seeks injunctive relief and damages. ASML is reviewing these cases. It is very early in the

process and therefore the outcome cannot be estimated at this stage.

17. COST OF SALES

ASML has research and development agreements with the Government of the Netherlands,
Ministry of Economic Affairs. in 1999, 2000 and 2001, credits were received for research and
development projects relating to a new generation of semiconductor lithography systems. The
agreements require that the majority of the amounts received are to be repaid, with interest, to
the extent product sales occur which relate to the research. The amount of the repayment due
is based on a percentage of the selling price of the product and is charged to cost of sales when
such a sale is recorded. In 1999, 2000 and 2001, no repayment obligations were outstanding. In
2001, the first repayment of these credits was recorded.

As of December 31, 2000 and 2001, ASML has contingent obligations totaling EUR 46 million and
EUR 49 million to repay TOK credits received in 2000. The increase in this liability was caused by
added interest. Restructuring costs included in cost of sales are disclosed in footnote 2.

18. RESEARCH AND DEVELOPMENT CREDITS

ASML receives subsidies and credits. for research and development from various sources as

follows:

Year ended December 31

European Community/Dutch technology
(EUREKA) subsidy

Netherlands Ministry of
Economic Affairs (TOKs) credits”

Netherlands Ministry of

Economic Affairs subsidy

(WBSOQ / BTS / Stimulus)

European Community technology
(ESPRIT-EUCLIDES / ELLIPSE) subsidy
& other subsidies

Total subsidies and credits received

*  See Note 17 of the Notes to the Consolidated Financial Statements.
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19. INCOME TAXES

The components of income before income taxes are as follows:

Year ended December 31

Domestic
Foreign
Total

. The foreign component relates almost entirely to the U.S.A.

The Dutch domestic statutory tax rate is 35 percent. The reconciliation between the provision for
income taxes shown in the consolidated statement of operations, based on the effective tax

rate, and expense based on the domestic tax rate, is as follows:

Year ended December 31

Income tax expense based on
domestic rate

Different foreign tax rates

Other credits and non-taxable items

Provision for income taxes shown in

the income statement

Year ended December 31 .

Current

Domestic
Foreign
Deferred
Domestic
Foreign
Total
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Deferred tax assets (liabilities) consist of the following:

December 31

Tax effect carry forward losses
Inventories
Other

Total

December 31

Deferred tax assets - current
Deferred tax assets - non-current
Deferred tax liabilities ~ current

Deferred tax liabilities — non-current

Total

As it is more likely than not that the defined tax asset will be realized, a valuation allowance is
not recorded. The net operating losses carry forwards have an expiration date between 5-20

years.
20. SEGMENT DISCLOSURE

Segment information has been prepared in accordance with Financial Accounting Standards
Board, Statement of Financial Accounting Standards No. 131, “Disclosures about Segments of
an Enterprise and Related Information.” Management has identified two business segments
based on products and services provided by each segment which are Lithography and Track
and Thermal. Track and Thermal are aggregated when evaluated by management, as the seg-
ments have similar economic characteristics, the nature of products are similar and the cus-
tomers serviced are similar. The accounting policies of the segments are the same as those
described in the summary of significant accounting policies. Performance of the segments is
evaluated on operating income {loss). All interest income (expense) and minority interest in net
income (loss) from subsidiaries are evaluated on a consolidated basis. The Company does not

have sales between segments, and transactions between segments have been eliminated.
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For the year ended December 31,

Net product sales
Net service sales

Total net sales

Cost of product sales
Cost of service sales

Total costs of sales

Gross profit on sales

Research and development costs
Research and development credits
Selling, general and

administrative expenses

Merger and acquisition costs

Operating income (loss)
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ASML markets and sells its products in the United States and Europe principally through its.
direct sales organization and in Asia by means of independent sales agents. ASML makes all its
sales into the United States through its U.S. operation and as from January 1st, 1999, its sales
into Asia through its Hong Kong operation. Intra-area sales are accounted for at prices that
provide a profit and take into consideration the rules and regulations of the respective govern-

ing authorities.

The following table summarizes net sales, operating income and identifiable assets of ASML’s
operations in the Netherlands, the United States and Asia, the significant geographic areas in
which ASML operates.

1999

Net sales to
unaffiliated customers
Net sales to Philips

Intra-area sales

Total net sales

Operating income

Identifiable assets

2000
Net sales to
unaffiliated customers

Intra-area sales

Total net sales |

Operating income
Identifiable assets

2001
Net sales to
unaffiliated customers

Intra-area sales

Total net sales

Operating income

Identifiable assets

Assets, liabilities and capital expenditures by segment are not evaluated by the chief operating
decision maker and are not used for the purpose of making decisions about allocating

resources to the segment or assessing its performance.
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21. SELECTED OPERATING EXPENSES AND ADDITIONAL INFORMATION

Aggregate cash compensation paid or accrued, including amounts accrued. to provide pension,
retirement or similar benefits by ASML for its management inciuding members of the Board of
Management of the Company, was EUR 2 million in 1999, EUR 3 million in 2000 and EUR 3 mii-
lion in 2001. Aggregate compensation for the members of the Supervisory Board amounted to

EUR 0.1 million in 1999, 2000 and 2001. Personnel expenses for all employees were:

For year ended December 31

Wages and salaries
Social security expenses

Pension and retirement expenses

Total

The average number of employees during 1899, 2000 and 2001 was 5,736, 7,513 and 7,673

respectively.

The total number of personnel employed per sector was:

For year ended December 31

Marketing & Technology
Goodsflow

Customer Support
General

Sales

Total

In 1999, 2000 and 2001, a total of 2,393, 3,329 and 2,972 personnel, respectively, were
employed in the Netherlands.

22. VULNERABILITY DUE TO CERTAIN CONCENTRATIONS

ASML relies on outside vendors to manufacture the components and subassemblies used in its
systems, each of which is obtained from a sole supplier or a limited number of suppliers. ASML's
reliance on a limited group of suppliers involves several risks, including a potential inability to
obtain an adequate supply of required components and reduced control over pricing and timely
delivery of these subassemblies and components: In particular, the number of systems ASML
has been able to produce has occasionally been limited by the production capacity of Zeiss.
Zeiss currently is ASML's sole supplier of lenses and other critical optical components and is
capable of producing these lenses only in limited numbers and only through the use of its
manufacturing and testing facility in Oberkochen, Germany. In addition to Zeiss’ position as
ASMLU’s sole supplier of lenses, the Excimer laser illumination systems for Deep UV systems are:

available from a very limited number of suppliers. Additionally, certain raw materials and
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Cumulative

Preference Shares

Priority Shares

minerals necessary for the manufacture of certain components supplied by outside vendors may
occasionally be limited. Any prolonged inability to obtain adequate deliveries from its suppliers,
orany other circumstance that would require ASML to seek alternative sources of supply, could

adversely impact ASML’s future operating results.
23. CAPITAL STOCK

In April 1998, the Company has granted to the preference share foundation Stichting Preferente
Aandelen ASML (“the Foundation”) an option to acquire cumulative preference shares in the
capital of the Company (the “Preference Share Option”). The object of the Foundation is to
protect the interests of the Company and the enterprises maintained by it. The cumulative
preference shares have a higher liquidity preference for dividends payable and the same voting
rights as ordinary shares. Additionally, cumulative preference shares are entitled to dividends at

a percentage based on the average official interest rate determined by Euribor plus 2 percent.

The Preference Share Option gives the Foundation the right to acquire a number of Cumulative
Preference Shares equal to the number of ordinary shares outstanding held by the Foundation
at the time of exercise of the Cumulative Preference Share Option for a subscription price equal
to their EUR 0.02 nominal value. Only one-fourth of this subscription price is payable at the time
of initial issuance of the cumulative preference shares. The cumulative preference shares may
be cancelled and repaid by the Company upon the authorization by the General Meeting of the
Shareholders of a proposal to do so by the Board of Management that receives the prior
approval of the Supervisory Board and of the Meeting of Priority Shareholders.

Exercise of the Preference Share Option would effectively dilute the voting power of the ordinary
shares then outstanding by one-half. The practical effect of any such exercise could be to

prevent attempts by third parties to acquire control of the Company.

Declaration of Independence as defined in “Bijlage X van het Fondsenreglement”

The Board of Directors of the Foundation and the Board of Management of the Company
together declare that the Foundation is not a “committed person” with the Company as defined
in article A 2 B Il of “Bijlage X van het Fondsenreglement van Euronext Amsterdam N.V.”. The
Board of the Foundation comprises three voting members from the Dutch business and
academic communities, Mr. R. Selman, Mr. F. Grapperhaus and Mr. M den Boogert, and two
non-voting members the Chairman of the Company’s Supervisory Board and the Chairman of
the Company’s Board of Management, Mr. H. Bodt and Mr. D. Dunn respectively.

The priority shares are held by a foundation, having an elected board that consists solely of

members of the Company’s Supervisory Board and Board of Management.

As of December 31, 2001, the board members were:
- Doug J. Dunn’

- Henk Bodt

— Arie Westerlaken

~ Syb Bergsma

~ Jan A. Dekker

- Peter T.F.M. Wennink

ASML FINANCIAL REPORT 2001



An overview of the other functions held by above persons can be obtained at the Company’s
office. _

Furthermore, the Company, as well as the members of the board, declare in accordance with
Article 11 under C of the “Bijlage X van het Fondsenreglement van Euronext Amsterdam N.V.”
that in their opinion the composition of the board conforms with Article 10 under C of the above

mentioned “Bijlage.™’

With respect to the priority shares, they are not entitled to dividends but have a preferred right
over all other outstanding preferred and ordinary shares on the return of their nominal value in
the case of winding up the Company. Holders of the priority shares of the Company have the
effective power to control significant corporate decisions and transactions of the Company.
These decisions and transactions encompass, but are not limited to, amendment of the Articles
of Association, winding up of the Company, issuance of shares, limitation of pre-emptive rights

and repurchase and cancellation of shares.

1 Article 10 states that the issuing entity takes care that not more than half of the priority shares are being held by
Board members of the issuing entity or, in case the priority shares are bseing held by a legal entity, that not more
than half of the amount of votes to be exercised in meetings of the foundation in which decisions are made about
the exercise of the voting rights of the priority shares, can be exercised, directly or indirectly, by persons who are
also Board members of the issuing entity,
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independent Auditors’
Report

To the Supervisory Board, Board of Management and Shareholders of ASML Holding N.V.
Veldhoven, the Netherlands

We have audited the accompanying consolidated balance sheets of ASML Holding N.V. and its
subsidiaries (collectively, the “Company”) as of December 31, 2000 and 2001, and the related
consolidated statements of operations, comprehensive income, shareholders’ equity and cash
flows for each of the three years in the period ended December 31, 2001. These Financial
Statements are the responsibility of the Company’s management. Our responsibility is to

express an opinion on these 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, such consolidated Financial Statements present fairly, in all material respects, the
financial position of the Company as of December 31, 2000 and 2001, and the results of its
operations, comprehensive income and its cash flows for each of the three years in the period
ended December 31, 2001, in conformity with accounting principles generally accepted in the

United States of America.

Our audits also comprehended the translation of euro amounts into U.S. dollar amounts, and, in
our opinion, such translation has been made in conformity with the basis stated in Note 1 of the
Notes to the Consolidated Financial Statements. Such U.S. doilar amounts are presented mainly

for the convenience of readers outside the Economic and Monetary Union (EMU).

Eindhoven, the Netherlands
January 17, 2002

Dhloitde £ Touchs
/Accooméahgg
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