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Unless otherwise noted, all references and discussions of the financial position of Advantest Corporation (the Company ) and its consolidated
subsidiaries (collectively, Advantest ), results of operations and cash flow in this annual report are made with reference to Advantest s
consolidated financial statements prepared in accordance with accounting principles generally accepted in the United States, or U.S. GAAP. The
segment sales figures included in this annual report are presented before eliminating intercompany transactions.

See Information on the Company Business Overview Glossary for a description of certain technical terms used in this annual report.

Cautionary Statement with Respect to Forward-Looking Statements

This annual report contains forward-looking statements that are based on Advantest s current expectations, estimates and projections. These

statements include, among other things, the discussion of Advantest s business strategy, outlook and expectations as to market and business
developments, production and capacity plans. Generally, these forward-looking statements can be identified by the use of forward-looking

terminology such as anticipate, believe, estimate, expect, intend, project, should and similar expressions. Forward-looking statements -
to known and unknown risks, uncertainties and other factors that may cause Advantest s actual results, levels of activity, performance or

achievements to be materially different from those expressed or implied by such forward-looking statements, including:

changes in demand for the products and services produced and offered by Advantest s customers, including semiconductors,
communications services and electronic goods;

the environment in which Advantest purchases materials, components and supplies for the production of its products, including the
availability of necessary materials, components and supplies during a significant expansion in the market in which Advantest operates;

circumstances relating to Advantest s investment in technology, including its ability to timely develop products that meet the changing
needs of semiconductor manufacturers and communications network equipment and components makers and service providers; and

changes in economic conditions, competitive environment, currency exchange rates or political stability in the major markets where
Advantest produces, distributes or sells its products.

These risks, uncertainties and other factors also include those identified in Operating and Financial Review and Prospects, =~ Key Information Risk
Factors and Information on the Company set forth elsewhere in this annual report.

iii
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ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.

ITEM 3. KEY INFORMATION

3.A. SELECTED FINANCIAL DATA

You should read the U.S. GAAP selected consolidated financial information presented below together with Operating and Financial Review and
Prospects and Advantest s consolidated financial statements together with the notes included in this annual report.

U.S. GAAP Selected Consolidated Financial Data

The following selected financial data have been derived from Advantest s audited consolidated financial statements. These consolidated financial
statements were prepared under U.S. GAAP. Advantest s U.S. GAAP audited consolidated financial statements for fiscal 2009, fiscal 2010 and
fiscal 2011 were included in its Japanese Securities Reports filed with the Director General of the Kanto Local Finance Bureau.

Consolidated Statement of Income Data:

Net sales

Operating income (loss)

Income (loss) before income taxes and
equity in earnings (loss) of affiliated
company

Table of Contents

2008

¥182,767
22,716

23,533

Year ended March 31,
2010 2011

(in millions, except per share and share data)

¥53,225 ¥99,634
(11,639) 6,111
(9,926) 5,551

2012 2012
(thousands of $,

except

per share and
share data)

¥141,048 $1,716,121

837 10,184
(3,442) (41,879)
10
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Net income (loss) 16,550 (74,902) (11,454) 3,163 2,195) (26,706)
Net income (loss) per share

Basic 90.72 (419.09) (64.09) 18.03 (12.67) (0.15)
Diluted 90.57 (419.09) (64.09) 18.03 (12.67) (0.15)

Basic weighted average shares outstanding 182,418,821 178,724,884 178,722,505 175,481,854 173,271,717 173,271,717
Diluted weighted average shares
outstanding 182,723,982 178,724,884 178,722,505 175,495,458 173,271,717 173,271,717

Table of Contents 11
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Consolidated Balance Sheet Data:
Total assets

Short term debt

Common stock

Stockholders equity

Other Data:

Capital expenditures

Research and development expenses

Net cash provided by (used in) operating
activities

Net cash provided by (used in) investing
activities

Net cash provided by (used in) financing
activities
Operating margin(”

. e
Net income margm( )

As of March 31,
2008 2009 2010 2011
(in millions)

¥ 298,684 ¥202,059 ¥ 188,663 ¥ 180,312

32,363 32,363 32,363 32,363
254,184 163,616 150,242 138,132
As of March 31,
2008 2009 2010 2011

(in millions, except per share data)

¥ 14,083 ¥ 4,608 ¥ 3425 ¥ 3,793

30,507 23,713 17,896 21,197
24,166 2,357 (17,746) (693)
(16,322) (32,507) 10,824 (5,828)
(46,770) (8,930) (1,803) (12,028)
12.43% (64.52%) (21.87%) 6.13%
9.06% (97.72%) (21.52%) 3.17%

(1) Operating income as a percentage of net sales.
(2) Netincome as a percentage of net sales.

Dividends

2012

¥ 219,226
25,000
32,363

131,552

2012

¥ 6,984
30,303

12,302
(37,670)

9,887
0.59%
(1.56%)

2012
(in thousands)

$ 2,667,307
304,173
393,758

1,600,584

2012
(in
thousands)

$ 84,974
368,694

149,678
(458,328)

120,294

The Company normally pays cash dividends semi annually, at mid-year and at year-end. Pursuant to its articles of incorporation, the Company
can make dividend payments pursuant to a resolution of its Board of Directors, but the articles do not preclude the Company from making
dividend payments pursuant to a shareholders resolution. The year-end dividend is paid to shareholders of record as of March 31 pursuant to the
resolution of either the Board of Directors or the ordinary general shareholders meeting held usually in June every year. The interim dividend is
paid to shareholders of record as of September 30, pursuant to a resolution of the Board of Directors, usually in December.

Table of Contents
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The following table sets forth the dividends paid by the Company for each of the periods shown, which are the six months ended on that date.
The U.S. dollar equivalent for the dividends shown are based on the exchange rate in Japan on each record date shown.

Six months ended/Record date
September 30, 2007
March 31, 2008
September 30, 2008
March 31, 2009
September 30, 2009
March 31, 2010
September 30, 2010
March 31, 2011
September 30, 2011
March 31, 2012

Dividend per Share
Yen Dollars
25.0 0.25
25.0 0.25
25.0 0.24
5.0 0.05
5.0 0.06
5.0 0.05
5.0 0.06
5.0 0.06
5.0 0.07
10.0 0.12

The payment and the amount of any future dividends are subject to the level of Advantest s future earnings, its financial condition and other

factors, including statutory restrictions on the payment of dividends.

Exchange Rates

In parts of this annual report, certain Japanese yen amounts have been translated into U.S. dollars for the convenience of investors. Unless
otherwise noted, the rate used for the translation was $1.00 = ¥82.19. This was the approximate exchange rate in Japan on March 31, 2012.

The following table sets forth, for the periods and dates indicated, information concerning the noon buying rate for Japanese yen announced by
the Federal Reserve Bank of New York, expressed in Japanese yen per $1.00. The noon buying rate as of June 15, 2012 was $1.00 = 78.65. The
Company does not intend to imply that the Japanese yen or U.S. dollar amounts referred to in this annual report could have been or could be

converted into U.S. dollars or Japanese yen, as the case may be, at any particular rate, or at all.

Fiscal year ended/ending March 31,

2008
2009
2010
2011
2012

Month ended

December 31, 2011
January 31, 2012
February 29, 2012
March 31, 2012
April 30, 2012
May 31, 2012

Table of Contents

At end
of period

99.85
99.15
93.40
82.76
82.41

Average
(of month-end rates)

(¥ per $1.00)
113.61
100.85

92.49

85.00

78.86

High Low
124.09 96.88
110.48 87.80
100.71 86.12
94.68 78.74
85.26 75.72

High Low

(¥ per $1.00)

¥ 78.13 ¥ 76.98
78.13 76.28
81.10 76.11
83.78 80.86
82.62 79.81
80.36 78.29

13
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3.B. CAPITALIZATION AND INDEBTEDNESS

Not applicable.

3.C. REASONS FOR THE OFFER AND USE OF PROCEEDS

Not applicable.

3.D. RISK FACTORS

Risks Related to Advantest s Business

Advantest s business and results of operations are subject to significant demand volatility in the semiconductor industry

Advantest s business depends largely upon the capital expenditures of semiconductor manufacturers, foundries and test houses. These companies,
in turn, determine their capital expenditure and investment levels largely based on current and anticipated market demand for semiconductors
and products incorporating semiconductors. Such demand is influenced significantly by the overall condition of the global economy.
Historically, the percentage reduction in capital expenditures by semiconductor manufacturers during downturns in the semiconductor industry,
including investment in semiconductor test systems, has typically been much greater than the percentage reduction in worldwide sales of
semiconductors. The semiconductor industry has been highly cyclical with recurring periods of excess inventory, which often have had a severe
effect on the semiconductor industry s demand for semiconductor test systems, including those of Advantest. In particular, the market for
memory semiconductors shows higher demand volatility as compared to the market for non-memory semiconductors. In fiscal 2011, net sales of
test systems for memory semiconductors decreased by 18.8% from 43.3% in fiscal 2010; however, Advantest continues to derive significant
sales from test systems for memory semiconductors of 24.5% in the semiconductor and component test systems. Therefore, any downturn in the
memory semiconductor market may continue to adversely affect Advantest s business and results of operations.

The worldwide semiconductor market grew by 3.2% in 2007. In 2008 and 2009, the semiconductor market contracted by 2.8% and 9.0%,
respectively, compared to the previous year, reflecting the global economic downturn that stemmed from the financial crisis. After the negative
growth in 2008 and 2009, the market significantly recovered in 2010, growing by 31.8% compared to 2009, primarily due to a surge in demand
for electronic equipment in developing nations. In 2011, due to the global economic recession and natural disasters such as the Great East Japan
Earthquake and the floods in Thailand reducing production activities of electronic products, the semiconductor market only increased by 0.4%
compared to 2010. Worldwide sales of memory semiconductors declined by 1.1% and 19.9% in 2007 and 2008, respectively, mainly due to a
substantial reduction in capital expenditure by semiconductor manufacturers in response to a substantial decline in the price of DRAM
semiconductors and NAND-type flash memory semiconductors. Although the markets for personal computers and cellular phones including
smart phones remained steady in 2009, worldwide sales of memory semiconductors in 2009 declined by 3.3% compared to 2008, reflecting the
global economic downturn, resulting in negative growth for three consecutive years. In 2010, primarily due to a steady demand for mobile
DRAM test systems for mobile devices, worldwide sales of memory semiconductors increased by 55.4% compared to 2009. In 2011, worldwide
sales decreased by 12.7% compared to 2010 due to a drop in the price of DRAM triggered by a downturn in demand for PCs and similar devices.
Worldwide sales of non-memory semiconductors in 2007 increased by 4.5% from 2006, since demand in the consumer market and automobile
market stabilized and the data processing market was strong. Worldwide sales of non-memory semiconductors in 2008 increased by 2.3% from
2007, primarily due to steady demand for mobile PCs despite the deterioration in the overall condition of the global economy. In 2009,
worldwide sales of non-memory semiconductors decreased by 10.3% compared to 2008, primarily as a result of the impact of the global
economic downturn stemming from the financial crisis that started in 2008. In 2010, worldwide sales of non-memory semiconductors increased

Table of Contents 15



by 26.0% compared to 2009,

Table of Contents

Edgar Filing: ADVANTEST CORP - Form 20-F

16



Edgar Filing: ADVANTEST CORP - Form 20-F

Table of Conten

primarily due to robust demand for smartphones, tablet-type devices, and other consumer electronics. In 2011, worldwide sales of non-memory
semiconductors further increased by 4.4% compared to 2010, due to continuing robust demand for smartphones, tablet-type devices, and similar
devices.

The significant volatility in demand for semiconductors is affected by various factors such as:

the overall state of the global economy;

demand in personal computer and server industries;

demand in communication devices such as tablet-type devices and smartphones;

consumer demand for digital consumer products such as flat-panel TVs, DVD/Blu-ray disc recorders, portable audio players and
electronic books;

levels of investment in communications infrastructure and trends in the mobile device industry;

demand in the automobile industry; and

trends in the semiconductor industry.

In fiscal 2007, the price of semiconductors continued to decline and many semiconductor manufacturers froze or postponed their capital
expenditures. Primarily reflecting the foregoing, Advantest s net sales in fiscal 2007 decreased by 22.2%, as compared to fiscal 2006, to
¥182,767 million, and net income decreased by 53.5%, as compared to fiscal 2006, to ¥16,550 million. Furthermore, in fiscal 2008, the global
economic downturn that stemmed from the financial crisis led semiconductor manufacturers to maintain their prudent position, with many
implementing inventory adjustments and freezing or postponing their capital expenditures. Primarily reflecting the foregoing, Advantest s net
sales in fiscal 2008 decreased by 58.1% as compared with fiscal 2007 to ¥76,652 million. In fiscal 2009, the semiconductor manufacturers
gradually resumed capital expenditures as semiconductor prices rose and equipment utilization rates climbed. Despite the gradual recovery in
fiscal 2009, Advantest s net sales in fiscal 2009 decreased by 30.6%, as compared to fiscal 2008, to ¥53,225 million, primarily due to the drop in
orders seen in the second half of fiscal 2008. In fiscal 2010, despite a difficult business environment with factors such as continuing appreciation
of the Japanese yen and intensified price competition, Advantest seized the positive growth opportunity in the semiconductor market and strived
to expand orders and revenues. As a result of the above, Advantest s net sales in fiscal 2010 increased by 87.2% as compared to fiscal 2009, to
¥99,634 million, and Advantest recorded a net income of ¥3,163 million in fiscal 2010. In fiscal 2011, Advantest expanded sales to meet areas of
increasing demand growth such as test equipment for application processors, CMOS image sensors, and other non-memory semiconductor
sectors. In addition, after the completion of the acquisition of Verigy Ltd. ( Verigy ) in July 2011, Advantest has enhanced sales promotion to
customers in the U.S. and Europe and has provided products tailored to better meet increasing customer demand in the communications
semiconductor market. As a result of the above, Advantest s net sales in fiscal 2011 increased by 41.6%, as compared to fiscal 2010,

to ¥141,048 million. However, cumulative costs associated with the Verigy acquisition and impairment losses on investment securities led to a
year-on-year decline in earnings, and Advantest recorded a net loss in fiscal 2011 of ¥2,195 million.

Advantest believes that its results are significantly impacted by the significant volatility in demand in the semiconductor industry. While
Advantest is unable to predict future trends in the semiconductor industry, if there is a significant downturn in the semiconductor industry,
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Advantest s financial condition and results of operations will be adversely affected. Prices of semiconductors, which have continued to decrease
significantly in recent years, may not return to their original levels if, for example, the over-supply of semiconductors persists. Should
semiconductor prices remain at low levels, semiconductor manufacturers earnings could deteriorate, resulting in their further restraint towards
capital expenditures, and Advantest s results of operations could be adversely affected.
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Failure by Advantest to meet demand for its products upon a sudden expansion of the markets for semiconductor and component test
systems and mechatronics systems may adversely affect its future market share and financial results

Since the global economic downturn following the financial crisis, suppliers have typically adjusted their production capacity through the
reduction of production line and personnel. If the market for semiconductor and component test systems and mechatronics systems were to
suddenly expand, Advantest would require significant increases in production capabilities including personnel, as well as materials, components
and supplies from suppliers, in order to fully capitalize on such expansion. The failure of Advantest to adjust to such unanticipated increases in
demand for its products during the period of recovery in demand could result in Advantest losing one or more of its existing large-volume
customers or losing the opportunity to establish a strong relationship with potential large-volume customers with which it currently does little or
no business. Such failure may adversely affect Advantest s future market share and its financial results.

If Advantest does not introduce new products meeting its customers technical requirements in a timely manner and at competitive prices, its
products may become obsolete and its financial condition and results of operations may suffer

Advantest sells its products to several industries that are characterized by rapid technological changes, frequent introduction of new products and
services, varying and unpredictable product lifecycles and evolving industry standards. Advantest anticipates that future demand for its products
will be driven, in large part, by technological innovation in semiconductor technology, which creates new testing requirements that are not
adequately addressed by currently-installed semiconductor test systems. Customer needs in response to these technological innovations, and
their need for greater cost-effectiveness and efficiency to respond to the market environment, include:

test solutions of non-memory semiconductors that incorporate more advanced memory semiconductors, logic and analog circuits;

test solutions of power semiconductors that control small and large motor drives;

solutions for complexed IC incorporating RF, logic and memory chips in a single package in order to achieve IC with advanced 3D
integration as well as downsizing and technical advantages, with TSV technology;

mechatronics related products which transport devices faster, more accurately and more stably;

test solutions of testing technologies that employ self-test circuit designs incorporated into semiconductor chips;

test solutions of testing technologies that employ test circuit designs for Device Under Test (DUT);

introduction of mechatronics products that respond to reduced testing time resulting from advances in customers back-end testing;

prompt response and quick repair in the event of failure; and

total solutions that allow customers to reduce their testing costs.
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Advantest also believes demand for its products, including semiconductor and component test systems, is affected by the level of demand for
personal computers, high-speed wireless and wireline data services, digital consumer products and communication devices such as tablet-type
devices and smartphones. It is likely that advances in technologies used in those products and services will require new testing systems. Without
the timely introduction of semiconductor test systems capable of effectively testing and measuring equipment that use these new technologies,
Advantest s products and services may become technologically obsolete over time.

A failure by Advantest to meet its customers technical requirements at competitive prices or to deliver conforming equipment in a timely manner
may result in its products being replaced by those of a competitor or
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an alternative technology solution. Furthermore, Advantest s inability to provide a product that meets requested performance criteria at an
acceptable price when required by its customers would severely damage its reputation with such customers and may adversely affect future sales
efforts with respect to such customers.

Advantest may not realize the full anticipated benefits of the business combination with Verigy

Advantest believes that the business combination with Verigy would enable it to better satisfy customer needs through the development and sale
of a wider variety of high quality products, and to better address customer needs through technological innovation that is supported by a stable
financial base, leading to continued growth amidst a rapidly changing and challenging semiconductor market.

However, the business integration of two companies will be time-consuming and complex, and the business combination may not realize the
anticipated benefits. The difficulties in integrating the two companies may arise during various stages of combining the operations, including the
following:

consolidation of the two companies differing research and development, manufacturing and sales processes;

the elimination of inefficiencies that may arise out of overlapping departments and processes between the two companies;

the retention of Verigy s valuable key management and employees; and

the integration of two companies with differing corporate cultures and languages.

If difficulties arise in connection with the business combination, including those mentioned above, Advantest s future financial results may be
adversely affected.

Advantest has also granted stock options to employees that Advantest took over from Verigy. If the employees exercise their stock options,
voting rights of Advantest s shareholders, total assets per share and share price may be diluted as a result.

Advantest s dependence on certain subcontractors and its dependence on a sole source or a limited number of suppliers for its components
and parts may prevent it from delivering products that meet specifications on a timely basis

Advantest relies on subcontractors to perform some of the assembly requirements for its products. In addition, many of the components used in
Advantest s semiconductor and component test systems and mechatronics systems are produced by suppliers based on Advantest s specifications.
Advantest s reliance on these subcontractors and suppliers gives it less control over the manufacturing process and exposes it to significant risks,
especially inadequate manufacturing capacity, late delivery, substandard quality, lack of labor availability and high costs. In addition, Advantest
depends on a sole source or a limited number of suppliers for a portion of its components and parts. Advantest does not maintain long-term

supply agreements with most of its suppliers, and it purchases most of its components and parts through individual purchase orders. If suppliers
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become unable to provide components or parts in the volumes needed and at acceptable prices, Advantest would have to identify and procure
acceptable replacements. Furthermore, the markets for semiconductors and other specialized components have, in the past, experienced periods
of inadequate supply to meet demand. Moreover, there may be a shortage of components if a large scale natural disaster or electricity shortage
occurs. The process of selecting subcontractors or suppliers and of identifying suitable replacement components and parts is lengthy and may
result in Advantest being unable to deliver products meeting customer requirements in a timely manner. Advantest has, in the past, been unable
to deliver its products according to production schedules primarily due to the inability of suppliers to supply components and parts based on
Advantest s specifications and by other shortages in components and parts. Moreover, a deterioration in the financial position of Advantest s

subcontractors or suppliers reflecting the decline in the economic environment may result in certain subcontractors and suppliers being unable to
meet Advantest s requirements.
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Adbvantest faces substantial competition in its businesses and, if Advantest does not maintain or expand its market share, its business may be
harmed

Advantest faces substantial competition throughout the world. Advantest s primary competitors in the semiconductor and component test system
market include, among others, Teradyne, Inc., LTX-Credence Corporation, Yokogawa Electronic Corporation, FROM30 CO., LTD., EXICON
Ltd. and UniTest Inc. In the mechatronics system related market, Advantest also competes with Delta Design, Inc., Seiko Epson Corporation,
Mirae Corporation and TechWing, Inc. in test handler devices, and with TSE Co., Ltd. and Secron Co., Ltd. in device interfaces. Some of
Advantest s competitors have greater financial and other resources than Advantest.

Advantest faces many challenges in its businesses, including increased pressure from customers to produce semiconductor and component test
systems and mechatronics systems that reduce testing costs. To compete effectively and maintain and expand its market share, Advantest must
continue to enhance its business processes to lower the cost of its products, as well as introduce enhancements that lower overall testing costs.
Advantest also expects its competitors to continue to introduce new products with improvements in price and performance, as well as increasing
their customer service and support offerings, and Advantest expects new market participants to launch low-price testers. Significant increases in
competition may erode Advantest s profit margin and weaken its earnings.

Advantest s largest customers currently account for a significant part of its net sales and, in addition to the risk of Advantest s business
being harmed by the loss of one or more of these customers or changes in their capital expenditures, Advantest may not be able to recover its
accounts receivables if its largest customers experience a deterioration in their financial position

Advantest s success depends on its continued ability to develop and manage relationships with its major customers. A small number of such
major customers currently account for a significant portion of its net sales. Sales to Advantest s largest customer as a percentage of its total sales
were approximately 20% in fiscal 2009, approximately 20% in fiscal 2010 and approximately 29% in fiscal 2011. Sales to Advantest s five
largest customers accounted for approximately 43% of its total sales in fiscal 2009, approximately 49% in fiscal 2010 and approximately 56% in
fiscal 2011. The loss of one or more of these major customers or changes in their capital expenditures could materially harm Advantest s
business. Furthermore, if Advantest s major customers experience deterioration in their financial position and are unable to fulfill their payment
obligations to Advantest in accordance with the applicable terms, Advantest s business, results of operations and financial position may be
adversely affected.

Advantest s product lines are facing significant price pressure

Price pressure on Advantest s businesses is adversely affecting Advantest s operating margins. Irrespective of the trend in the demand for
semiconductors, there is ongoing price pressure on semiconductors, which puts continuous pressure on the market price for products in the
Semiconductor and Component Test System Segment and Mechatronics System Segment. Especially with the ongoing slowdown in the
semiconductor industry, price pressure is salient. During these periods, semiconductor manufacturers and test houses, which are Advantest s
customers, seek to increase their production capacities while minimizing their capital expenditures. In addition, increased competition in the
market for digital consumer products and personal computers has driven down prices of these goods, subsequently creating significant price
pressure on Advantest s product lines. If prices of semiconductors continue to decline, customers may postpone capital expenditures on new
equipment by remodeling or adapting the usage of existing equipment. If price pressure further increases in the future, Advantest s financial
condition and results of operations may be adversely affected.

Advantest may not recoup costs incurred in the development of new products
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Enhancements to existing products and the development of new generations of products are, in most cases, costly processes. Furthermore,
because the decision to purchase semiconductor and component test systems
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products and mechatronics systems generally involves a significant commitment of capital, the sale of this equipment typically involves a
lengthy sales period and requires Advantest to expend substantial funds and sales efforts to secure the sale. Advantest s enhancements or new
generations of products may not generate net sales in excess of development and sales costs if, for example, these new enhancements or products
are quickly rendered obsolete by changing customer preferences, the introduction by Advantest s competitors of products embodying new
technologies or features, the introduction by Advantest s customers of new products that require different testing functions or the failure of the
market for Advantest s customer s products to grow at the rate, or to the levels, anticipated by Advantest. This risk is believed to be particularly
acute with respect to test systems for non-memory semiconductors because, in general, new non-memory semiconductor product lines are
introduced to market more frequently than new memory semiconductor product lines. In some cases, Advantest must anticipate industry trends
and develop products in advance of the commercialization of its customers products. This requires Advantest to make significant investments in
product development well before it determines the commercial viability of these innovations. If Advantest s customers fail to introduce their
devices in a timely manner or the market rejects their devices, Advantest may not recover its investments in product development through sales
in significant volume.

The market for Advantest s major products is highly concentrated, and Advantest may not be able to increase sales of its products because
of limited opportunities

The market for test systems for memory semiconductors in the Semiconductor and Component Test System Segment is highly concentrated,
with a small number of large semiconductor manufacturers, foundries and test houses accounting for a large portion of total sales in the
semiconductor and component test system industry. Advantest believes that this market concentration could become even more severe in the
future as larger semiconductor device manufacturers, foundries and test houses acquire smaller semiconductor market participants, and as
corporate restructuring, such as elimination and consolidation of businesses, progresses. Advantest s ability to increase sales will depend in large
part upon its ability to obtain or increase orders from large-volume customers. Furthermore, in the event there is an over-supply of
semiconductor and component test system products on the second-hand market reflecting, among others, restructuring within the industry,
Advantest faces an additional risk of losing its sales opportunities.

Fluctuations in exchange rates could reduce Advantest s profitability

The majority of Advantest s net sales derive from products sold to customers located outside of Japan. Of Advantest s fiscal 2011 net sales, 88.6%
were from products sold to overseas customers. Most of Advantest s products are manufactured in Japan, but approximately 42% of Advantest s
net sales in fiscal 2011 were derived from currencies other than the Japanese yen, predominantly the U.S. dollar. If the Japanese yen remains
strong, or further strengthens relative to foreign currencies (mostly U.S. dollar and, to a much lesser extent, other currencies), it would increase

the prices of Advantest products as stated in U.S. dollars and in those other currencies, which could hurt sales in those countries.

In addition, significant fluctuations in the exchange rate between the Japanese yen and foreign currencies, especially the U.S. dollar, could

require Advantest to lower its prices with respect to foreign sales of its products that are priced in Japanese yen, and reduce the Japanese yen
equivalent amounts of its foreign sales for products that are based in U.S. dollars or other foreign currencies, thereby reducing its profitability
overall. These fluctuations could also cause prospective customers to push out or delay orders because of the increased relative cost of

Advantest s products. In the past, there have been significant fluctuations in the exchange rate between the Japanese yen and the foreign countries
in which Advantest s sales are denominated.

If a natural disaster comparable to the Great East Japan Earthquake were to occur, Advantest s business may suffer
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If a natural disaster comparable to the Great East Japan Earthquake, which struck on March 11, 2011, were to occur, and as a result suppliers
facilities are destroyed, public utilities such as electricity, gas, and water at the
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facilities suspend their services, or there is a shortage of necessary energy supply for the domestic industry, Advantest may not be able to

procure necessary components or resources, and may be unable to meet market demand for the supply of its products. Furthermore, market

trends for the semiconductor industry, and finished products that are closely related to semiconductors such as household electric appliances,
various computer equipment and automobiles, may become uncertain. Advantest s business may be adversely affected as a result of these factors.

Similar to the accident that occurred at the Fukushima Daiichi Nuclear Power Station, if a large quantity of radioactive material is released as a
result of substantial damage to a nuclear power plant caused by an aftershock or a tsunami, and radiations on Advantest s products as a result
exceed the radiation standards set by importing countries, or the radiation levels in Gunma Prefecture where Advantest s major production
facilities are located exceed national radiation standards and it becomes a quarantine zone, or electricity supply becomes unstable for long
periods of time due to a shut-down of nuclear plants, Advantest may be unable to meet market demand for the supply of its products, or the
competitiveness of its products may be impaired and Advantest s business may be adversely affected.

If Advantest s main facilities for research and development, production or information technology systems for its businesses, or the facilities
of its subcontractors and suppliers, were to experience catastrophic loss, its results of operations would be seriously harmed

Advantest s main facilities for research and development for its Semiconductor and Component Test Systems and Mechatronics System
Segments production, as well as many of Advantest s service bases, are located in Japan and particularly concentrated in Gunma Prefecture and
Saitama Prefecture. In addition, the main system server and the network hub are maintained in system centers approved by the Information
System Management System, or ISMS, and local network servers are located in certain operations offices in Japan. As most recently evidenced
by the Great East Japan Earthquake in March, 2011, Japan is a region that is susceptible to frequent earthquakes.

If Advantest s facilities, particularly its semiconductor and component test system manufacturing factories, were to experience a catastrophic
loss, it would materially disrupt Advantest s operations, delay production, shipments and revenue, and result in large expenses to repair or replace
the facilities. Advantest has insurance to cover most potential losses at its manufacturing facilities, other than those that result from earthquakes.
However, this insurance may not be adequate to cover all possible losses. Similar disruptions to Advantest s business may occur if the facilities
of Advantest s subcontractors and suppliers or if the facilities of Advantest s information system network were to experience a catastrophic loss.

Advantest has prepared itself for crises such as large-scale natural disasters, and each department of Advantest has documented its own
disaster-response procedures and manuals. Furthermore, in order to prevent any disruption of its core businesses, or in case of suspension, to
re-start the suspended businesses, including the recovery of important facilities, in the shortest possible time, Advantest has formulated and is in
the process of implementing a Business Continuity Plan. However, if Advantest cannot implement such Business Continuity Plan, or if upon
implementation such Business Continuity Plan is not effective, Advantest s core businesses could be disrupted at a time of crisis, such as
large-scale natural disasters, and could take a substantial amount of time to recover.

Advantest s business is subject to economic, political and other risks associated with international operations and sales

Advantest s business is subject to risks associated with conducting business internationally because it sells its products, and purchases parts and
components from around the world. In fiscal 2011, 62.5% of Advantest s total net sales came from Asia (excluding Japan), a majority of which
consisted of sales in Taiwan, the People s Republic of China and Korea, 21.1% from the Americas and 5.0% from Europe. Advantest anticipates
that net
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sales from international operations will continue to represent a substantial portion of its total net sales. In addition, some of Advantest s
distribution and support subsidiaries are located in the Americas, Europe, and Asian countries, including Singapore, Taiwan, the People s
Republic of China and Korea, and some of Advantest s suppliers are also located overseas. Accordingly, Advantest s future results could be
harmed by a variety of factors, including:

political and economic instability, including further turmoil in connection with the European debt crisis, natural calamities, epidemics
or other risks related to countries where Advantest procures its components and parts or sells its products;

trade protection measures and import or export licensing requirements;

potentially negative consequences from changes in tax laws;

risks with respect to international taxation, including transfer pricing regulations;

difficulty in staffing and managing widespread operations;

differing protection of intellectual property;

difficulties in collecting accounts receivable because of distance and different legal rules; and

risks with respect to social and political crises resulting from terrorism and war, among others.

We have recorded a significant amount of goodwill and other long-lived assets which may become impaired in the future

Advantest may be required to record an impairment charge for the difference between the carrying amount of long-lived assets and the implied
fair value of long-lived assets if circumstances indicate that impairment may have occurred and the carrying amount of the assets may not be
recoverable. Advantest has recorded a significant amount of goodwill on its consolidated balance sheet in accordance with U.S. GAAP and
goodwill is tested for impairment at least annually. If the testing performed indicates that the carrying amount of reporting unit goodwill
exceeds, the implied fair value of that goodwill, Advantest recalculates the fair value of each reporting unit goodwill and an impairment loss
shall be recognized in an amount equal to that excess. Therefore, depending on the expected future cash flow of long-lived assets or business
operations to which goodwill relates, Advantest may be required to record a significant impairment charge, which could have a material adverse
effect on Advantest s financial condition and results of operations.

Advantest s business may be negatively affected by factors relating to its marketing and sales capabilities and its branding

Advantest s business may be negatively affected by factors relating to its marketing and sales capabilities and its branding, including:
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the long selling process involved in the sale of semiconductor and component test systems and mechatronics system;

the relatively small number of total units sold in the semiconductor and component test system and mechatronics system market;

order cancellations or postponement of capital expenditures by customers;

delays in collection of accounts receivable, increases in losses resulting from bad-debt or increases in provisions for doubtful
receivables, reflecting the financial condition of customers;

increases in required provisions for product warranty costs and write-downs of inventory; and

any real or perceived decrease in performance and reliability of Advantest products, which could lead to a decline in Advantest s
reputation.
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Chemicals used by Advantest may become subject to more stringent regulations, and Advantest may be required to incur significant costs in
adapting to new requirements

Advantest uses chemicals in the manufacturing of its products, the manufacture, processing and distribution of which are subject to
environmental related laws, regulations and rules of Japanese governmental agencies, as well as by various industry organizations and other
regulatory bodies in other countries. These regulatory bodies may strengthen existing regulations governing chemicals used by Advantest and
may also begin to regulate other chemicals used by Advantest. While Advantest is taking measures to eliminate toxic substances included in
parts used to manufacture its products, Advantest uses solder, which contains lead for mounting electronic parts and components for its products,
in order to ensure the reliability of its products as a matter of priority. Further, as a method to cool some of its semiconductor and component test
systems and mechatronics systems, Advantest uses fluorinated liquid which use is not currently regulated by laws. Advantest believes that it is in
compliance with regulations with respect to the use of chemicals by promoting environmental policies for its products with the focus on ensuring
the safety and the reliability of its products; however, Advantest must be prepared to adapt to regulatory requirements in all relevant countries as
requirements change. Advantest may be required to incur significant cost in adapting to new requirements. Any failure by Advantest to comply
with applicable government or industry regulations could result in restrictions on its ability to carry on or expand its operations, including being
unable to sell its products.

Adpvantest could suffer significant liabilities, litigation costs or licensing expenses or be prevented from selling its products if it is infringing
the intellectual property of third parties

Advantest may be unknowingly infringing the intellectual property rights of third parties and may be held responsible for that infringement. To
date, Advantest has not been the subject of a material intellectual property claim. However, any future litigation regarding patents or other
intellectual property infringement could be costly and time consuming and divert management and key personnel from Advantest s business
operations. If Advantest loses a claim, it may be forced to pay significant damages, pay license fees, modify its products or processes, stop
making products or stop using processes. A license could be very expensive to obtain or may not be available at all. Changing Advantest s
products or processes to avoid infringing the rights of third parties may be costly or impractical.

Advantest may be unable to protect its proprietary rights due to the difficulty of Advantest gaining access to, and investigating, the products
believed to infringe Advantest s intellectual property rights

Advantest relies on patents, utility model rights, design rights, trademarks and copyrights obtained in various countries to actively protect its
proprietary rights. For instance, with respect to the device interface market, Advantest has taken legal action based on its patent and utility model
rights against manufacturers that sell replicas of Advantest s products and, in some instances, has obtained injunctions against sales of such
replicas. However, in general, it is difficult for Advantest to gain access to, and investigate, the products believed to infringe its intellectual
property rights. Therefore, Advantest cannot ensure that its intellectual property rights will provide meaningful protection of its proprietary
rights. Nevertheless, Advantest is focused on protecting its intellectual property rights from third party infringement and will continue to monitor
and enforce its rights.

The technology labor market is very competitive, and Advantest s business may suffer if Advantest is unable to hire and retain engineers
and other key personnel

Advantest s future success depends partly on its ability to attract and retain highly qualified engineers for its research and development and
customer service and support divisions. If Advantest fails to hire and retain a sufficient number of these personnel, it may not be able to maintain
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and expand its business. Advantest may need to revise its compensation and other personnel related policies to retain its existing officers and
employees and attract and retain the additional personnel that it expects to require.
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Damage, interference or interruption to Advantest s information technology networks and systems could hinder business continuity and
lead to substantial costs or harm Advantest s reputation

Advantest relies on various information technology networks and systems, some of which are managed by third parties, to process, transmit and
store electronic information, including confidential data, and to carry out and support a variety of business activities, including manufacturing,
research and development, supply chain management, sales and accounting. Advantest has established the Information Security Committee and
Legal/Security Control Department to address information security measures. However, attacks by hackers or computer viruses, wrongful use of
the information security system, careless use, accidents or disasters could undermine the defenses established by the Information Security
Committee and Legal/Security Control Department and disrupt business continuity, which could not only risk leakage or tampering of
information but could also result in a legal claim, litigation, damages liability or an obligation to pay fines. If this were to occur, Advantest s
reputation could be harmed, Advantest could incur substantial costs, and it may have a material adverse effect upon Advantest s financial
condition and results of operation.

Product defects and any damages stemming from Advantest s product liability could harm Advantest s reputation among existing and
potential customers and could have a material adverse effect upon Advantest s business results and financial condition

Advantest manufactures its products in accordance with internationally accepted quality control standards such as ISO 9000. However,
Advantest cannot guarantee that there are no defects in its products. Advantest maintains product liability insurance, but cannot guarantee that
such insurance will sufficiently cover the ultimate amount of damages with respect to Advantest s liabilities. Large scale accidents or any
discovery of defects in its products could harm Advantest s reputation for not adequately addressing defects, could cause Advantest to incur
higher costs, could result in claims for damages and could have a material adverse effect upon Advantest s business results and financial
condition.

Risks Related to Ownership of American Depositary Shares ( ADSs ) or Common Stock

Japanese yen-dollar fluctuations could cause the market price of the ADSs to decline and reduce dividend amounts payable to ADS holders
as expressed in U.S. dollars

Fluctuations in the exchange rate between the Japanese yen and the U.S. dollar may affect the U.S. dollar equivalent of the Japanese yen price of
the shares on the Tokyo Stock Exchange and, primarily reflecting the foregoing, are likely to affect the market price of the ADSs. The Company
has historically paid dividends on its shares twice a year. If the Company declares cash dividends, dividends on the shares represented by the
ADSs will be paid to the depositary in Japanese yen and then converted by the depositary into U.S. dollars. Therefore, exchange rate fluctuations
could also affect the dividend amounts payable to ADS holders following conversion into U.S. dollars of dividends paid in Japanese yen on the
shares represented by the ADSs.

A holder of ADSs has fewer rights than a shareholder has, and must act through the depositary to exercise those rights

The rights of shareholders under Japanese law to take actions, including voting their shares, receiving dividends and distributions, bringing
derivative actions, examining Advantest s accounting books and records and exercising appraisal rights, are available only to holders of record on
the Company s register of shareholders. Because the depositary, through its custodian agents, is the registered holder of the shares underlying the
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ADSs, only the depositary can exercise those rights in connection with the deposited shares. The depositary will make efforts to vote the shares
underlying a holder s ADSs as instructed by the holder and will pay to the holder the dividends and distributions collected from Advantest.
However, in the holder s capacity as an ADS holder, that holder will not be able to bring a derivative action, examine Advantest s accounting
books and records or exercise appraisal rights through the depositary.
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There are restrictions on the withdrawal of shares from the Company s depositary receipt facility

Under the Company s ADS program, each ADS represents the right to receive one share. To withdraw any shares, a holder of ADSs has to
surrender for cancellation American Depositary Receipts, or ADRs, evidencing 100 ADSs or any integral multiple thereof. Each ADR bears a
legend to that effect. As a result, holders of ADSs are unable to withdraw fractions of shares or units or receive any cash settlement from the
depositary in lieu of withdrawal of fractions of shares or units. Holders of shares representing less than one unit, or 100 shares, may require the
Company to repurchase those shares, whereas holders of ADSs representing less than one unit of shares are unable to exercise this right because
the holders of these ADSs are unable to withdraw the underlying shares. Under the Company s ADS program, an ADS holder cannot cause the
depositary to require the Company to repurchase fractions of shares or units on its behalf. For a further discussion of the ADSs and the ADS
program, see Description of American Depositary Receipts set forth in the Company s registration statement on Form F-1 filed with the
Securities and Exchange Commission on July 22, 2002. For a further discussion of the Japanese unit share system, see Additional

Information Memorandum and Articles of Association The Unit Share System.

Enforcement of Civil Liabilities

The Company is a limited liability, joint-stock corporation incorporated under the laws of Japan. Almost all of the Company s directors,
executive officers and corporate auditors reside in Japan. Substantially all of the Company s assets and the assets of these persons are located in
Japan. It may not be possible, therefore, for investors to effect service of process within the U.S. upon the Company or these persons or to
enforce against the Company or these persons judgments obtained in U.S. courts predicated upon the civil liability provisions of the federal
securities laws of the U.S. The Company s Japanese counsel, Nagashima Ohno & Tsunematsu, has advised the Company that there is doubt as to
the enforceability in Japan, in original actions or in actions for enforcement of judgments of U.S. courts, of liabilities predicated solely upon the
federal securities laws of the U.S.

ITEM 4. INFORMATION ON THE COMPANY

4.A. HISTORY AND DEVELOPMENT OF THE COMPANY

The Company commenced operations in July 1954, and was incorporated in December 1954 under the name Takeda Riken Industry Co., Ltd. as
a limited liability, joint-stock company in Japan under the Commercial Code of Japan. At the time of incorporation, Takeda Riken s primary
business was the design, manufacture and sale of measuring instruments for Japanese electronics manufacturers. Takeda Riken started focusing
on semiconductor test equipment for the semiconductor industry in 1968 and was the first to domestically produce semiconductor test equipment
in 1972. In 1971, Takeda Riken entered into its first distribution agreement with a foreign distributor and, in 1973, established its first
representative office in the U.S. to gather information on technology and distribution and to establish dealer relationships. These two milestones
launched the Company s long-term goal of becoming a global manufacturer of testing and measuring products. Takeda Riken has been listed on
the Tokyo Stock Exchange since February 1983. Takeda Riken changed its registered name to Kabushiki Kaisha Advantest in October 1985.

Advantest applies its capital expenditures chiefly to the streamlining of development, production of new products, the expansion of production
capacity and capital leases to its customers. Advantest s capital expenditures were ¥3.4 billion, ¥3.8 billion and ¥7.0 billion in fiscal 2009, 2010
and 2011, respectively.
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On July 4, 2011, Advantest acquired all of the outstanding shares of common stock of Verigy at US$ 15.00 per share, pursuant to which Verigy
became a wholly-owned subsidiary of Advantest. The total purchase price is ¥78.7 billion. On April, 2012, Advantest reorganized its
subsidiaries and integrates with Verigy.
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The Company s principal executive offices are located at Shin-Marunouchi Center Building, 1-6-2, Marunouchi, Chiyoda-ku, Tokyo 100-0005
Japan. The Company s telephone number in Japan is (81-3) 3214-7500.

The Company s agent in the United States is Advantest America Inc., located at 3201 Scott Boulevard, Santa Clara, California 95054, U.S.A.

4.B. BUSINESS OVERVIEW

Overview

As of June 27, 2012, Advantest is comprised of the Company and its 29 consolidated subsidiaries and one investee which is accounted for by the
equity method. Advantest conducts its business in the following segments:

Semiconductor and Component Test System Segment;

Mechatronics System Segment, focusing on peripheral devices including test handlers and device interfaces; and

Services, Support and Others Segment.

Semiconductor and Component Test System Segment

The Semiconductor and Component Test System Segment provides customers with test system products for the semiconductor industry and the
electronic component industry. The products in this segment include test systems for memory semiconductors and test systems for non memory
semiconductors. The test systems for non memory semiconductors are divided into test systems for SoC semiconductors, LCD driver integrated
circuits and semiconductors used in car electronics.

Mechatronics System Segment

The Mechatronics System Segment focuses on peripheral devices to the semiconductor and component test systems. This business includes test
handlers applying mechatronics technologies, which handle semiconductor devices and automate testing, device interfaces with measured
devices, and operations related to nano-technology.

Services, Support and Others Segment
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The Services, Support and Others Segment consists of comprehensive customer solutions provided in connection with the Semiconductor and
Component Test System and Mechatronics System Segments, support services and an equipment lease business.

Sales by Segment

The following table illustrates net sales by each segment for the last three fiscal years.

Fiscal 2009 Fiscal 2010 Fiscal 2011
Sales Sales Sales
Segment (in millions) % (in millions) % (in millions) %
Semiconductor and Component Test System Segment ¥ 32,572 61.2 ¥ 69,333 69.6 ¥ 105,608 74.9
Mechatronics System Segment 11,237 21.1 18,515 18.6 20,616 14.6
Services, Support and Others Segment 11,838 222 14,166 14.2 18,807 13.3
Intercompany transactions elimination (2,422) 4.5) (2,380) 2.4) (3,983) (2.8)
Total Net Sales ¥ 53,225 100.0% ¥ 99,634 100.0% ¥ 141,048 100.0%
15
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Industry Overview

Advantest offers products in semiconductor and component test systems, mechatronics systems, and services, support and others. Advantest s
main customers are semiconductor manufacturers, foundries and test houses. Advantest believes that the following factors promote growth of the
business carried out by its main customers:

the move to lower-cost, smaller, faster and more powerful and energy efficient semiconductors and electronic components;

the increase in demand for higher performance servers and personal computers;

the increase in demand for communication devices such as tablet-type devices and smartphones;

the increase in demand for digital consumer products such as flat-panel TVs, DVD/Blu-ray disc recorders, portable audio players and
electronic books;

the increasing levels of wireless high-speed data transmission worldwide reflecting the expansion of the mobile device industry;

the increasing demand for electronic devices that incorporate semiconductor and communications technologies in developing
countries;

the development of higher speed and high capacity communications infrastructure; and

the increase in demand for electronic components including semiconductors and sensors, in response to technological advancement of
automobiles such as electric vehicles (EV) and hybrid electric vehicles (HEV).

Advantest believes that these factors will continue to provide long-term growth opportunities for Advantest because they lead to additional
capital expenditures by its customers, resulting in an expansion of businesses for Advantest. However, the capital expenditures of Advantest s
customers may be adversely affected by the following factors:

the level of demand for semiconductors and electronic components;

advancements in semiconductor and electronic component technology; and

changes in semiconductor and electronic component manufacturing processes.

Demand for Semiconductors and Electronic Components
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Demand for semiconductor and component test systems and mechatronics systems is closely related to the volume of semiconductors and
electronic components produced and the resulting capital expenditure of semiconductor manufacturers and others.

Semiconductors are generally classified as either memory semiconductors or non memory semiconductors. Memory semiconductors are used in
electronic systems to store data and programs. Non memory semiconductors include various semiconductors that incorporate non memory
circuits, which include logic and analog circuits. Logic circuits process digital data to control the operations of electronic systems. Analog
circuits process analog signals translated from real world phenomena such as sound, light, heat and motion. SoC semiconductors are a subset of
non memory semiconductors that combine digital circuits with analog, memory and RF circuits, among others, on a single semiconductor chip.
SoC semiconductors are used in a variety of sophisticated products, including wireless communications, fiber optic equipments and digital
consumer products.

Semiconductor sales have increased significantly over the long-term. However, semiconductors, particularly memory semiconductors, have
experienced significant cyclical variations in growth rates. According to World Semiconductor Trade Statistics (WSTS), worldwide
semiconductor sales in 2007 increased by approximately
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$7.9 billion or 3.2% to approximately $255.6 billion. However, sales in 2008 decreased by approximately $7.0 billion or 2.8% compared to the
previous year to approximately $248.6 billion, mainly due to the substantial decline in the price of memory semiconductors. Sales in 2009 also
decreased compared to the previous year, by approximately $22.3 billion or 9.0% to approximately $226.3 billion, mainly due to the slow
economy persisting since the previous year. Sales in 2010 increased compared to the previous year, by approximately $72.0 billion or 31.8% to
approximately $298.3 billion, mainly due to increased demand for electronic components in developing nations. Sales in 2011 increased
compared to the previous year, by approximately $1.2 billion or 0.4% to approximately $299.5 billion, mainly due to the global economic
recession and natural disasters such as the Great East Japan Earthquake and the floods in Thailand reducing production activities of electronic
products. The following table sets forth the size of the market for memory semiconductors, non memory semiconductors and all semiconductors
between 2007 and 2011 and the projected market size between 2012 and 2014 as compiled and estimated by WSTS as of June 2012.

Actual Year ended December 31, Projections for Years ending December 31,
2007 2008 2009 2010 2011 2012 2013 2014
(in millions)
Memory $ 57,854 $ 46,348 $ 44,797 $ 69,614 $ 60,749 $ 583861 $ 61,714 $ 62,470
Non memory 197,791 202,255 181,516 228,701 238,772 241,998 260,710 274,035
Total $ 255,645 $ 248,603 $226,313 $ 298,315 $299,521 $ 300,859 $ 322424 $ 336,505

The non memory semiconductor market is not as volatile as the memory semiconductor market because non memory semiconductors are used in
a larger variety of consumer products and equipment. In periods of rapid decline in the semiconductor market, the capital expenditures of
semiconductor manufacturers, including their purchases of semiconductor test systems, generally decline at a faster pace than the decline in
semiconductor sales. In addition, following a downturn in the semiconductor market or a decline in the price of semiconductors, investment is
generally restrained until semiconductor manufacturers determine that the market for semiconductors is experiencing a substantive recovery and
accordingly, sales of semiconductor test systems generally do not experience significant increase. Advantest believes these trends will continue
in the future.

The semiconductor market remained steady in 2007. However, the semiconductor market experienced negative growth in 2008 for the first time
in seven years primarily due to the global economic crisis and further declined in 2009 reflecting the conditions continuing from the previous
year. The market significantly recovered in 2010 compared to the previous year, due to a surge in demand for electronic equipment in
developing nations. In 2011 the market only increased slightly compared to the previous year due to the global economic recession and natural
disasters such as the Great East Japan Earthquake and the floods in Thailand reducing production activities of electronic products. According to
data published by WSTS, the market for memory semiconductors is expected to decrease slightly by 3.1% in 2012 as compared with 2011, after
which it is expected to grow by approximately 5% in 2013 and by approximately 1% in 2014. WSTS expects that the market for memory
semiconductors will grow to approximately $62.5 billion in 2014. Advantest believes that demand for memory semiconductors will be generated
in the foreseeable future by the prevalence of DDR3-SDRAM, the next generation DDR4-SDRAM, flash memory and other high-end
semiconductors. WSTS estimates that the non memory semiconductor market will grow by approximately 1% in 2012, by approximately 8% in
2013, and by approximately 5% in 2014. WSTS expects that the market for non memory semiconductors will grow to approximately $274.0
billion in 2014. Advantest believes that the demand for non memory semiconductors will generally grow in the foreseeable future, led by the
further prevalence of, and new developments in, digital consumer products and personal computers.

Advancements in Semiconductor and Electronic Component Technology

Advantest believes that demand for semiconductor and component test systems and mechatronics systems is also affected by the rate of change
and development in semiconductor and electronic component technology. Current changes in the semiconductor and electronic component
industry relate to the innovation of digital consumer products and communications technologies.
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Furthermore, Advantest believes that technical innovation and a growth in demand for semiconductors used in vehicles, such as electronic
control units and on-board LANSs, in connection with the increasing use of electronics in the automobile industry may have a big impact on the
semiconductor industry and electronic components industry.

Demand for faster semiconductors and electronic components that are smaller in size, incorporate more functions and require less power to
operate is being driven by:

growing demand for, and continuous improvements in, personal computers and digital consumer products, such as flat-panel TVs,
DVD/Blu-ray disc recorders, digital cameras, electronic books and mobile phone handsets;

increase in demand for, and improvements in technology for, communication devices such as tablet-type devices and smartphones;

requirements of communications network equipment, such as network routers, switches and base stations, as well as wireless handsets
and other Internet access devices, to enable advances in Internet hardware and software applications, increases in infrastructure
performance and simplification and miniaturization of Internet access devices; and

the move from vehicles with internal combustion engines to hybrid or electric vehicles partially or wholly driven by
electric motors in response to society s increasing call for environmental measures and greater energy efficiency

Demand for personal computers, servers, smartphones and tablet-type devices with higher performance and capabilities are also driving changes
in the memory semiconductor sector. This demand is causing manufacturers to shift to the production of the DDR4-SDRAM high-speed data
transfer memory semiconductor, and to further expand production of lower power LPDDR?2 for mobile devices and large capacity and
nonvolatile and high-speed read or writable flash memory semiconductors. Advantest believes that this shift is creating demand for test systems
for memory semiconductors capable of handling these new types of memory semiconductors, as well as contributing to a reduction in testing
costs. In addition, Advantest believes that additional demand for mechatronics systems, including test handlers and device interfaces connecting
semiconductor devices and semiconductor test systems, will be created and will grow in line with advances in semiconductor technologies.

The development of SoC semiconductors with smaller size, higher performance and lower power consumption has created demand for
sophisticated semiconductor and component test systems that can simultaneously test SoC semiconductors logic, analog and memory circuits.
Further innovations in non memory semiconductor technologies including SoC semiconductor technology are expected, and Advantest believes
these innovations will create demand for new, high-performance semiconductor and component test systems optimized for use with these
advanced semiconductors.

Advantest believes that the integration of non memory semiconductors into a range of digital consumer products will drive demand for test
systems for non memory semiconductors which contribute to the reduction of testing costs. Non memory semiconductors are often customized
for applications in specific products, which results in a large variety of non memory semiconductors that are often produced in relatively smaller
volumes.

Changes in Semiconductor and Electronic Component Manufacturing Processes

Table of Contents 43



Edgar Filing: ADVANTEST CORP - Form 20-F

Semiconductor and electronic component manufacturers are promoting production outsourcing, technological innovation in manufacturing
processes and testing technology to improve productivity.

Production Outsourcing

In recent years, semiconductor manufacturing and testing processes have become more complex and capital intensive. Primarily reflecting the
foregoing, an increasing portion of the manufacturing and testing functions are
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being subcontracted out, not only by fabless companies, but also by industrial, design and manufacturing companies which had previously
designed and manufactured semiconductors, in order to reduce capital expenditures. This trend has resulted in an increase in the number of test
houses that accept test process outsourcing and foundries that accept manufacturing process outsourcing. Foundries either perform testing
in-house or outsource their testing needs to test houses. This trend towards production outsourcing, particularly to test houses, has increased the
number of potential customers for semiconductor test system manufacturers, although it has not significantly affected the total demand for
Advantest s products. In addition, Advantest believes that it is most appropriate to use semiconductor and component test systems which have
been designed using module structure, which enables the formation of semiconductor test systems that can meet the multiple needs of the
customers of test houses and foundries. Outsourcing has also been utilized for electronic component manufacturing.

Technological Innovation in Manufacturing Processes

One of the innovations in semiconductor manufacturing processes is the use of 300 millimeter wafers. Wafers are circular flat pieces of silicon
from which multiple semiconductor chips are made using photo-etching and other manufacturing processes. The use of 300 millimeter wafers
allows manufacturers to increase semiconductor production per wafer twofold or more when compared to production using the conventional 200
millimeter wafers. From 2007, investment has remained at low levels mainly due to factors such as excess supply and increased price
competition. However from the latter half of 2010, as a result of a rapid expansion of the mobile device market which resulted in an increase in
the manufacture of low power memory, capital expenditures related to 300mm wafers have increased, and demand for new semiconductor and
component test systems and test handlers has been increasing.

New Testing Technologies

Semiconductor designers and manufacturers are striving to further reduce costs in connection with manufacturing semiconductors, especially the
cost of testing semiconductors. Thus, there is a stronger demand for semiconductor test systems that can simultaneously test more
semiconductors and accommodate a larger number of pins at higher speeds and with high throughput capabilities. On the other hand, there is an
increasing pressure on semiconductor test systems to be energy efficient, smaller in size and less expensive. In order to respond to this demand,
semiconductor test system manufacturers are taking measures to reduce semiconductor test system costs by making the development and
manufacturing process of semiconductor test systems more efficient, strengthening peripheral devices such as test handlers and device interfaces
and improving service and support systems. Furthermore, although certain semiconductors are now tested in a simplified manner in which
self-test technologies are designed into circuits, or are tested in a manner that is close to actual operation by using firmware used to operate final
products or even sold without being tested, Advantest believes that it has become increasingly important for semiconductor test systems to
ensure the reliability of semiconductors since semiconductors are expected to become more complex and advanced going forward.

Advantest believes that semiconductor and electronic component manufacturing processes will continue to evolve. The introduction of new
manufacturing processes will likely result in test costs constituting a higher percentage of the total cost of manufacturing and, therefore; increase
price pressure on the semiconductor test system industry. Furthermore, advances in the semiconductor and electronic component industry will
require semiconductor test systems with new and more sophisticated testing functions. Advantest believes that these trends provide it with an
opportunity to distinguish itself from its competitors through the delivery of new products that are priced and designed to meet the specific needs
of its customers.

Business Strategy
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Advantest is currently facing a challenging business environment primarily due to the recent downturn in the global economy and weakened
demand for semiconductors. In order to create a stable foundation amidst the
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fast-changing and challenging semiconductor market, on July 4, 2011, Advantest acquired Verigy, pursuant to which Verigy became a
wholly-owned subsidiary of Advantest. On April, 2012, Advantest reorganized its subsidiaries and integrates with Verigy. Furthermore
Advantest has established the following core business goals to achieve mid- to long-term growth:

focusing on the development of semiconductor test systems which can respond to changes in capabilities of memory and non memory
semiconductors;

increasing its market share for test systems for non memory semiconductors and maintaining its large market share for test systems for
memory semiconductors;

increasing its market share for test handlers for memory and non memory semiconductors;

developing, designing and supplying high quality device interfaces in a shorter period of time;

reducing product cost of goods to withstand price pressures on products

enhancing its operating efficiency to improve profitability, through promotion of production innovations;

strengthening its ability to provide comprehensive solutions to satisfy customer needs; and

promoting the development and establishment of new businesses in the measuring instruments field outside of its
semiconductor-related business.

To achieve these goals, Advantest plans to:

Continue to address industry trends, identify customer needs and deliver new products ahead of its competitors

Advantest will continue to work closely with major semiconductor manufacturers beginning in the product design stage of semiconductor and
component test systems to understand customer needs relating to emerging technologies and applications. Based on this knowledge and its
technological expertise, Advantest seeks to develop more advanced semiconductor and component test systems, test handlers, device interfaces
and comprehensive solutions ahead of its competitors. For example, Advantest is pursuing the following strategies:

developing semiconductor and component test systems with increased test speeds and throughput capabilities and test handlers in line
with the technological development of memory semiconductors and non memory semiconductors;

proactively developing products to address the recent shift in emphasis in the semiconductor industry toward front-end testing of dies;
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test systems for non memory semiconductors including test systems for SoC semiconductors;

in addition to Advantest s existing technologies, actively utilizing Verigy s technologies, including the high-frequency test technology
or the per-site processor architecture, and promoting product development that utilizes the strengths of both companies;

developing testing solutions for complexed IC incorporating RF, logic and memory chips in a single package in order to achieve IC
with advanced 3D integration as well as downsizing and technical advantages with TSV technology;

offering semiconductor and component test systems and device interfaces with high throughput in order to test recent devices
incorporating interfaces with data rates of several gigabits per second; and

developing device interfaces that can optimize the performance of semiconductor and component test systems and test handlers in
responding to semiconductors with higher speed and large pin counts.

20

Table of Contents 48



Edgar Filing: ADVANTEST CORP - Form 20-F

Table of Conten

Strengthen the test system business for non memory semiconductors

Advantest believes that in 2011 the market for test systems for non memory semiconductors was approximately four times the size of the market
for test systems for memory semiconductors. Advantest has therefore devoted its resources to develop test systems and modules for non memory
semiconductors to meet the demands of a large number of manufacturers for the testing of a wide variety of non memory semiconductors.

Advantest is utilizing the test module structure in test systems for non memory semiconductors. Advantest believes the primary benefits of these
test module structures are reduced testing costs. In addition, Advantest hopes that the reduction in testing costs, and thus the lowering of overall
manufacturing costs of non memory semiconductors, will help foster further demand for non memory semiconductors to be used in digital
consumer products and other products.

Furthermore, through its integration with Verigy, Advantest aims to utilize the strengths of both companies to rapidly develop efficient, low cost
products to break into the low-end non memory device market and high-speed telecommunications market that were previously difficult to enter
into.

Focus sales and support efforts on key customer accounts

Advantest believes that a small number of large semiconductor manufacturers, foundries and test houses account for a large portion of total sales
in the semiconductor and component test system industry. Advantest sells semiconductor and component test systems and mechatronics systems
to many of these customers and supports them on a regular basis. Advantest is seeking to continue to expand its business with these key
customers and develop new relationships with the remaining potential major customers. Many of Advantest s sales and support offices are
located near the corporate headquarters or main research and development and manufacturing facilities of these key customers. In addition, in
Europe, the U.S. and Asia, Advantest is further expanding its customer base and strengthening technical support and services by utilizing offices
near the customer base of Verigy (now acquired by Advantest). These offices also facilitate Advantest s efforts to continue conducting
collaborative development activities with leading semiconductor manufacturers.

Advantest acquired Verigy, then Advantest reorganized its subsidiaries and integrates with Verigy

On July 4, 2011, Advantest acquired all of the outstanding shares of common stock of Verigy, a leading manufacturer of semiconductor test
systems, which became a wholly-owned subsidiary of Advantest. In April, 2012, Advantest reorganized its subsidiaries and integrates with
Verigy, and currently sells Verigy s products under the Advantest brand. The purpose of this acquisition and business combination is mainly
threefold as set out below.

(1) Highly Complementary Technology and Products

Building on Advantest s strength in memory semiconductor test systems and mass production lines and Verigy s strength in non memory
semiconductor test systems and research and development, Advantest expects to drive technological innovation in the more comprehensive field
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of automatic semiconductor test equipment. Advantest will also work to enhance growth and profitability by reallocating resources currently
devoted to areas of duplicative research and development, with a goal of accelerating Advantest s combined technical capabilities and developing
new business.

(2) Customer Relationships

Advantest will have a wide and comprehensive range of products, which will enable it to provide customers with the most advanced collection
of test solutions, such as improved test efficiency and reduced cost. Expanding Advantest s scale of operations is also expected to enhance
Advantest s ability to provide long-term and consistent service to Advantest s customers.
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(3) Global Business Development

Through the combination of Advantest, which has developed its business primarily in Japan and Asia, and Verigy, which has a significant
presence in the United States and Europe, Advantest intends to expand its global customer base. Advantest expects to accelerate its globalization
efforts at the operation level by acquiring excellent human resources on a global scale.

Products

As of fiscal 2011, Advantest s main products are products developed, manufactured and sold in the Semiconductor and Component Test System
Segment and Mechatronics System Segment. They are as follows:

Semiconductor and Component Test Systems Segment

Semiconductor and component test systems are used during the semiconductor and electronic component manufacturing process to confirm that
a semiconductor functions properly. Semiconductor and component test systems consist of test systems for memory semiconductors and test
systems for non memory semiconductors.

The following table sets forth the amount of net sales of Advantest s semiconductor and component test systems, for memory and non memory
semiconductors for the periods presented.

Category Fiscal 2009 Fiscal 2010 Fiscal 2011
(in millions)

Test systems for memory semiconductors ¥ 12,444 ¥ 30,016 ¥ 25913

Test systems for non memory semiconductors 20,128 39,317 79,695

Total ¥ 32,572 ¥ 69,333 ¥ 105,608

Test Systems for Memory Semiconductors

Advantest s test systems for memory semiconductors are test systems designed to test high-speed/high performance and low power consumption
DRAM semiconductors used in personal computers, servers, smartphones and tablet-type devices as well as flash memory semiconductors used
in digital consumer products and communication devices such as smartphones.

Test systems for memory semiconductors consist of a mainframe and one or more test heads. During testing, a device interface is attached to the
test head. During the front-end testing process, wafers are loaded by a prober and are connected to the test system for memory semiconductors
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through the device interface. Electric signals between the die and the test systems for memory semiconductors are transmitted through probe
pins located in the device interface and tested. After front-end testing is completed, the wafer is diced into separate dies and properly functioning
dies are packaged. During back-end testing, test handlers are used to load these packaged devices onto the test heads, and electric signals are
transmitted between the devices and the test heads via the device interface and tested. The test results are analyzed by the test systems for
memory semiconductors hardware circuits and software programs. Customized software programs for each semiconductor are required to
analyze the semiconductor tests and test data.

Characteristics of the performance and other characteristics of test systems for memory semiconductors that are important to customers include:

Throughput. Throughput is measured by the number of semiconductors that can be tested by test systems for memory semiconductors during a
specified time.
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Test Speed. Test speed is the speed at which the test systems for memory semiconductors test semiconductors during testing. Test speed is
measured in terms of hertz (Hz), or Bits Per Second (bps).

Timing Accuracy. Timing accuracy is the test system for memory semiconductors accuracy of control over the timing of testing signals
generated.

Maximum Pin Count. Maximum pin count is the number of channels for test signals (at the maximum) used by test systems for memory
semiconductors.

Size. Smaller machines reduce the amount of floor space occupied and electricity consumed by the test systems for memory semiconductors.

Temperature. Semiconductor manufacturers perform tests on semiconductors at varying temperatures to ensure proper operation under extreme
conditions.

Compatibility. Test systems for memory semiconductors that are compatible with predecessor systems cut down on the time required to develop
new test programs and otherwise allow for effective utilization by customers of existing resources.

Quality. Quality is determined by the reliability of test results produced and whether the equipment can maintain stable operation under different
testing environments.

Advantest estimates that its market share in test systems for memory semiconductors was approximately 37% in fiscal 2009, but recovered to
approximately 62% and 57% (which includes Verigy for 2011) in 2010 and 2011, respectively, as a result of increasing capital expenditure in
test system for DRAM semiconductors. Advantest has a substantially larger market share in test systems for DRAM memory semiconductors
than in test systems for flash memory semiconductors. Advantest is currently seeking to increase its market share in test systems for flash
memory semiconductors.

Advantest s main product lines of test systems for memory semiconductors are the T5500 series, the T5300 series, the T5700 series, HSM series
and V6000 series.

T5500 Series. The T5588 is a test system for mass production suitable for testing speeds of up to 800 Mbps for DDR3-SDRAM cell testing and
LPDDR. The T5503 and T5503A are memory semiconductor test systems suitable for the mass production of DDR3-SDRAM, LPDDR?2 and
LPDDR3 (1 Gbps-2 Gbps class high-speed memory semiconductors). The T5511, which is the top of the range model in the T5500 series, is a
memory semiconductor test system which can handle testing speeds of up to 8 Gbps and is suitable for the evaluation and production of ultra
high-speed memory semiconductors such as DDR4-SDRAM and GDDR. The T5500 series are Advantest s best selling line of test systems used
for the back end testing of DRAM semiconductors.
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T5300 Series. The T5383 is a test system for the front-end testing of DRAM semiconductors and for the back-end testing of flash memory
semiconductors. The T5383, which is capable of simultaneously testing up to 384 devices, is a test system with a maximum testing rate of 286
MHz/572 Mbps, which is twice the testing rate of Advantest s previous model. This allows for DRAM wafer testing at speed testing, or testing
for KGD, and back-end testing for flash memory semiconductors, at high-speed and with high-throughputs capabilities. The T5385, which is
capable of simultaneously testing up to 768 devices with a maximum testing rate of 266 MHz/533 Mbps, succeeds the T5383. The T5300 series

is Advantest s best selling test systems for memory semiconductors product line for front-end testing of DRAM semiconductors and for back-end
testing of flash memory semiconductors.

T5700 Series. Because variations in memory cell characteristics must be kept within a defined range, front-end testing for flash memory
semiconductors require more types of testing than is required in front-end
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testing for DRAM semiconductors. Accordingly, front-end testing for flash memory semiconductors contributes to higher testing costs.
Furthermore, although the volume of production with respect to NAND-type flash memory semiconductors is rapidly growing, prices have
fallen substantially and there is a demand for higher efficiency for test systems. As a result, by specializing in NAND-type flash memories
Advantest introduced the T5773 memory test system, which enabled a significant reduction in testing costs compared to existing products. The
T5700 series will provide effective solutions that will enable everything from design to mass production of flash memories.

HSM Series. The HSM series are test systems developed by Verigy for the research and development and mass production of high-speed
DRAM. The products in this series are capable of test speeds from 2 Gps to 8Gps. Products can be upgraded by exchanging certain parts or
modules, allowing users to set up an optimal system in a timely manner for minimal cost as memory device speeds increase.

V6000 Series. The V6000 series are test systems developed by Verigy for the research and development and mass production of flash memory.
The V6000 series as a test system for flash memories is capable of industry class-leading test speeds of 880 Mbps. The test systems are made so
that they can be attached to both wafer probers and handlers, and can be switched to back end or front end lines depending on the user s needs.
As the test systems have multiple test controllers, they can realize high productivity in MCP-type memory device testing as well as flash
memory.

Test Systems for Non Memory Semiconductors

Advantest s main line of test systems for non memory semiconductors relates to test systems for SoC semiconductors, test systems for LCD
driver integrated circuits, test systems for image sensor and test systems for semiconductors used in car electronics. Test systems for SoC
semiconductors test SOC semiconductors that combine circuits such as digital, analog, memory and RF circuits on a single semiconductor chip.
Test systems for LCD driver integrated circuits test semiconductors with specific functions, such as LCD driver integrated circuits that display
images on LCD panels. The factors that are important to customers in the performance and other characteristics of test systems for memory
semiconductors described above also apply to test systems for non memory semiconductors. Advantest s market share in test systems for non
memory semiconductors was approximately 47% (which includes Verigy for 2011) as a result of the integration with Verigy in fiscal 2011,
compared with approximately 18% in fiscal 2010.

Advantest s main product lines of test systems for non memory semiconductors are the T2000, the V93000 series, the T6500 series, the T6300
series and the T7720 series.

T2000. In 2003, Advantest introduced to the market the T2000 test systems for non memory semiconductors which used the test module
structure. Advantest believes that the development of modules for the T2000 compatible semiconductor test systems for non memory
semiconductors and the increase in product lineup will increase Advantest s market share in test systems for non memory semiconductors. Main
compatible component modules for the T2000 include modules designed for digital testing, power supply testing, analog testing, power device
testing, image sensor testing and RF testing. Mainframes for the T2000 may be chosen to meet customers needs. Furthermore, Advantest
developed the EPP (Enhanced Performance Package) which is a new system option. Advantest believes that introducing EPP compatible
modules into the market will help customers reduce testing costs and testing development time.

V93000 series. The V93000 series are non memory semiconductor test systems developed by Verigy, using a test module structure. These
products feature test processor per pin architecture and scalable platform and as a result of higher performance and lower test costs, Advantest
believes that these products are capable of expanding their share of the non memory semiconductor test system market. The main modules in the
line up are the top of the line 12.8 Gbps digital module, 6 GHz BW analog module, 8 GHz RF module and DC module.
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T6500 Series. The T6577 test systems for SoC semiconductors in the T6500 series were primarily developed to test MCU and SoC
semiconductors that control digital consumer products at the production lines. The T6500 series is approximately one-third in size and uses
approximately 50% less power than Advantest s predecessor product line.

T6300 Series. The T6300 series are test systems for LCD driver integrated circuits used with high-definition LCD displays. A maximum of
1,536 LCD testing pins may be used with the T6362 and T6372 systems and a maximum of 3,072 LCD testing pins may be used with the T6373
system. Each of these systems can simultaneously test multiple LCD driver integrated circuits.

T7720 Series. The T7721, T7722 and T7723 are test systems for non memory semiconductors for mixed signal integrated circuits. The T7723
targets highly complex semiconductors used in car electronics and is the result of the development of Advantest s constituent technology that
measures analog signals. Also, the T7723 uses a direct current signal generator with a range of 150V to 64V and floating power supply of
60V/10A or 30V/30A (pulse), utilizes up to a maximum of 256 pins, and has the capacity to simultaneously measure multiple devices.

Mechatronics System Segment

The main products in the Mechatronics System Segment are test handlers which handle semiconductor devices and automate the testing, and
device interfaces which are the interfaces with devices being tested.

Test Handlers

Test handlers are used with semiconductor and component test systems to handle, condition temperature, contact and sort semiconductors and
other electronic components during the back-end testing of the semiconductor manufacturing process.

Advantest s test handlers are sold primarily in conjunction with the sale of its semiconductor and component test systems. A majority of
Advantest s test handlers for memory semiconductors, measured in units, are sold to customers of Advantest s semiconductor and component test
systems. Advantest s test handlers are compatible with the semiconductor and component test systems of its competitors.

Test handlers are designed with different characteristics for memory and non memory semiconductors. Memory semiconductors require
relatively long test times. Advantest s test handlers for memory semiconductors handle up to 512 semiconductors per test head at a time. Non
memory semiconductors, including SoC semiconductors, require relatively short test times. Advantest s test handlers for non memory
semiconductors require short time and handle up to 16 semiconductors at a time.

Test Handlers for Memory Semiconductors. The M6242 test handler for test systems for memory semiconductors, including DDR-3SDRAM,
can handle up to 512 semiconductors at a time. The M6242 s maximum throughput is 42,200 semiconductors per hour through the use of a new
high-speed handling technology that shortens the time between tests to approximately half of the time associated with Advantest s ordinary
model. In addition, the M6242 has a built-in temperature control device which can minimize the temperature fluctuation within a 1.5°C range for
temperatures between -10°C and 100°C. Advantest also has other test handler product line for test systems for memory semiconductors that meet
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varying cost and functional needs of its customers.

Test Handlers for Non Memory Semiconductors. Advantest s test handlers for non memory semiconductors, including SoC semiconductors, are
the M4841, the M4741A and the M4742A, among others. With a rate of 16 semiconductors at a time, the M4841 can handle approximately

twice as many semiconductors at a time as Advantest s previous model. The M4841 s maximum throughput of up to 18,500 semiconductors per
hour is triple the maximum throughput of the previous model. Furthermore, the M4841 is also capable of testing in a wide range of temperatures,
from as low as -55°C or as high as 125°C.
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The M4741A employs the vision alignment system which enables high-accuracy positioning of contact sockets for smallsized/narrow-pitched
integrated circuits used in cellular phones and other products. Through the adoption of the vision alignment system, various types of
measurement device can be operated under certain conditions without switching the change kit. M4742A realizes a reduction in contact pitch
exchange time in handling of various products, visualization of operation screen, visibility check of internal devices, and improvement of
operability, hence contributing to the reduction of test costs.

In addition, as a common feature in Advantest s test handlers for memory/non memory semiconductors, numerous functions to improve operating
rate are installed.

Device Interfaces

Device interfaces are components which transmit test signals between the device being tested and the semiconductor and component test system.
These components are divided into motherboards, socket boards, performance boards and sockets all of which transmit signals to compatible
components of a device under test; components compatible with a test handler device; and device interfaces and change kits with a device
handling mechanisms and contact mechanisms, and probe card for front-end testing.

Advantest develops and manufactures device interfaces for semiconductor and component test systems and supplies device interfaces such as
high performance and high density connectors, socket boards and sockets to meet the demands of next- generation semiconductors that are
becoming more high-speed and more diversified. Advantest believes that the rate at which new semiconductor designs are introduced to market
will continue to increase in the long term, and customers requests to accelerate development of main parts of device interfaces that are
compatible with such new semiconductor designs will increase accordingly.

Motherboards: For test systems for memory semiconductors, Advantest provides motherboards capable of handling a maximum of 512
semiconductors at a time. For test systems for non memory semiconductors, Advantest provides motherboards that are compatible with a
maximum of 3,072 signals. Advantest also provides motherboards designed for use in front-end testing.

Socket Boards and Performance Boards: Advantest provides custom manufacturing of socket boards and performance boards for each device
under test in accordance with customers specifications.

Sockets: Advantest provides sockets for test systems for memory semiconductors. Advantest provides low-inductance (0.4nH) sockets and fine
pitch (0.4mm) sockets for semiconductors that are becoming more high-speed and more compact in size.

Change Kits: Advantest provides carrying and contacting mechanism components compatible with each device under test for test handlers for
memory semiconductors and test handlers for non memory semiconductors.

Probe Card: Advantest provides probe card used for the front-end testing for memory semiconductors.
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Advantest competes with numerous small and independent electronics manufacturers in providing device interfaces for its semiconductor and
component test systems. However, Advantest believes that as the complexity of the testing requirements of next-generation semiconductors
increases, Advantest will enjoy competitive advantages by applying its technical knowledge, such as high speed signal transmission, derived
from designing and manufacturing semiconductor and component test systems to device interfaces.

Customers

Advantest s semiconductor and component test systems and mechatronics systems are shipped and delivered to world s leading semiconductor

manufacturers, as well as some foundries and test houses. Sales to
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INTEL Corporation in fiscal 2009, INTEL Corporation and Hynix Semiconductor Inc. in fiscal 2010 and INTEL Corporation and Samsung
Electronics Co., Ltd. in fiscal 2011 each accounted for 10% or more of Advantest s net sales in each of those respective years. Advantest s five
largest customers, all of which are semiconductor and component test system customers, accounted for approximately 43% of net sales in fiscal
2009, approximately 49% in fiscal 2010 and approximately 56% in fiscal 2011.

Geographic Sales

Of Advantest s fiscal 2011 net sales, 88.6% were derived from products sold to customers located outside Japan. The following table sets forth
Advantest s net sales by geographic area, as well as net sales by geographic area as a percentage of total net sales, for Advantest s last three fiscal
years. Net sales are classified into geographic areas based on the location to which the products are shipped.

Fiscal 2009 Fiscal 2010 Fiscal 2011
Net Net
Sales Sales Net Sales

Market (in millions) % (in millions) % (in millions) %
Japan ¥11,976 22.5 ¥22,398 22.5 ¥ 16,095 114
Asia (excluding Japan) 34,182 64.2 65,706 65.9 88,196 62.5
Americas 4,930 9.3 9,278 9.3 29,742 21.1
Europe 2,137 4.0 2,252 2.3 7,015 5.0
Total ¥ 53,225 100.0% ¥99,634 100.0% ¥141,048 100.0%

Japan. Advantest enjoys a significant market position in Japanese markets for test systems for memory semiconductors, with a market share of
approximately 73% in 2011. In addition, Advantest had a market share of approximately 48% in the Japanese test systems for non memory
semiconductors market in 2011. Sales of SoC semiconductors in the Japanese non memory semiconductor market were led by peripheral devices
predominantly consisting of Blu-ray disc recorders and flat-panel TVs in 2010, but 2011 was a significant change and sales were led by
analog/power devices and CMOS image sensor devices. Advantest is working to maintain and expand its large market share in Japan by
continuing to work closely with its major customers to identify their needs during the early stages of their product development cycles. Since
2011 Japan s semiconductor manufacturers have been increasingly outsourcing its manufacturing to Taiwan, Korea and China rather than
investing in-house, and Advantest has also been actively pursuing outsourcing its manufacturing support overseas.

Asia (excluding Japan). Asia is the largest market for semiconductor and component test systems and mechatronics systems, with
semiconductor manufacturers, assembly makers and test houses located in Taiwan, Korea, the People s Republic of China and Singapore
accounting for a majority of semiconductor production in Asia. Advantest views its relationships with these companies as critical to its
semiconductor and component test system and mechatronics system business. Many Japanese, U.S. and European semiconductor manufacturers
have shifted production to Asia, either to subsidiaries or foundries and test houses. Capital expenditure decisions for subsidiaries are usually
made at the Company s headquarters. Foundries and test houses, a majority of which are located in Taiwan, often consult with their customers
before investing in semiconductor and component test systems. Therefore, Advantest s performance in Asia will also depend on its ability to
maintain strong relationships with customers in Japan, the U.S. and Europe. In addition, some of Advantest s customers have partnered with
semiconductor manufacturers in Asia and outsourced manufacturing processes, thus further increasing the reliance on net sales to the Asia
geographic market.

Americas. Advantest s marketing efforts in this region are centered in the United States, which accounted for approximately 21% of its total sales
in fiscal 2011. Advantest s market share of semiconductor and component test systems sold in the U.S. increased by approximately 63% (which
includes Verigy for 2011) as a result of the integration with Verigy compared to a 16% increase in 2010. Semiconductor and component test
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systems are marketed and sold in the Americas primarily through Advantest s subsidiary, Advantest America, Inc.
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Europe. Sales in Europe constituted approximately 5% of Advantest s sales in fiscal 2011. Advantest s market share of semiconductor and
component test systems sold in Europe increased by approximately 40% (which includes Verigy for 2011) as a result of the integration with
Verigy from approximately 8% in 2010. Advantest s principal European markets are Germany, Italy and France.

Sales and Marketing

Advantest has further expanded its sales channels as a result of its integration with Verigy, and sells its semiconductor and component test
systems and mechatronics systems globally. Advantest s direct sales department includes engineers who have in-depth knowledge of the
customer s business and technology needs. Currently, Advantest has sales offices in Japan, Taiwan, Singapore and other parts of Asia, the
Americas and Europe. Advantest maintains its sales and support centers in close physical proximity to key customer sites to identify its
customers needs in the early stage of product development and to provide required support in a timely fashion. Advantest is also strengthening
its relationships with test houses through limited minority investments as a part of its sales and marketing strategy. In addition, Advantest offers
operating lease contracts for semiconductor and component test systems through its subsidiary, Advantest Finance Inc.

Advantest believes that the best marketing strategy is to demonstrate the ability to develop products that meet the customer s specific needs,
produce and deliver them in the required time and quantity, and support the customer and the product with sufficient technical and maintenance
support. Advantest holds exhibitions from time to time to demonstrate and market its products to target customers. Advantest also markets its
products by participating in industry trade shows and advertising in trade magazines.

Support and Customer Service

Advantest s support and customer service programs are designed to respond to all of the semiconductor testing-related needs of its customers.
Advantest provides its services through its worldwide network of sales and customer support offices. These services consist of the following
elements:

Testing Technology Support. Advantest engineers work with customers from the design phase of new products to the development of
testing methods and device interfaces. Advantest also supports customers initiatives to reduce costs at the large-scale production phase
by proposing procedures to improve production yield and throughput, and offering advice in connection with the operation of
semiconductors and component test systems and other test products.

Application Software Support. Each different semiconductor design requires customized software programs for analysis
of test data. As a part of its solution services, Advantest engineers assist customers in designing device interface,
application software and test programs that optimize production throughput, reliability and capacity.

Procurement Support. The procurement process for semiconductor and component test systems and mechatronics systems is time
consuming and complicated. Semiconductor and component test systems consist of a combination of multiple components, including
test handlers or probers, device interfaces and software. Advantest sales personnel and engineers work with customers to identify the
semiconductor and component test systems and mechatronics systems and related optional functions that best address their needs.

Installation and Warranty Support. The introduction of a new line of semiconductors by a manufacturer typically requires either the
purchase of new semiconductor and component test systems and mechatronics systems or warranty support for the customer s existing
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system. Upon the sale of a new system, Advantest s engineers provide installation services and work with the customer to integrate the
purchased system with the customer s existing manufacturing infrastructure.

Training Support. Advantest engineers prepare customer training materials related to the operation and maintenance of Advantest s
semiconductor and component test systems and mechatronics systems, and offer their customers suitable training on-site and at
Advantest s facilities in a timely manner.
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Maintenance Support. Advantest s maintenance support services consist of:

Call Center Support. Advantest previously offered call center support services for hardware and software in Japan. However, as
a result of the integration with Verigy, Advantest now offers call center support services to customers in Japan, Singapore, U.S.
and Germany.

Internet Support. The Advantest customer support website offers maintenance tips and access to a database with possible
solutions to semiconductor and component test system problems. Advantest customers can also make on-line requests for
maintenance work and check the status of equipment sent in for repair through Advantest s web page.

Repairs and Parts. Requests for repairs or parts can be made through the Advantest website or by phone. Advantest has
established a system under which it endeavors to deliver requested parts to customers in Japan within 24 hours of request, and
for customers in Asia (excluding Japan), the Americas and Europe within 48 hours. Equipment for maintenance is located in
Germany, Singapore and Japan to supplement each other in the event of a major natural disaster. To provide for quick and
efficient repairs, Advantest s repair factories in Japan serve as the hub, and those in Germany, Singapore, U.S., Korea, Taiwan
and China also undertake repairs of test boards.

Remote Surveillance. Advantest can equip its semiconductor and component test systems with a remote surveillance function.
This function allows Advantest engineers to remotely monitor the performance of its customers semiconductor and component
test systems for more timely and effective maintenance.

Worldwide Presence. Advantest provides maintenance support through customer support centers in Japan; other parts of Asia,
including Korea, China, Taiwan and Singapore; the Americas and Europe.

Manufacturing and Supplies

Advantest s principal factories at which semiconductor and component test systems and mechatronics systems are manufactured are its Gunma
Factory and Gunma Factory 2 located in Gunma Prefecture, Japan and Jabil Circuit Sdn Bhd s Penang Factory in Malaysia to which
manufacturing is outsourced. Printed circuit boards, on which electronic parts and other components are mounted, for use in these products are
manufactured at the Gunma Factory 2. The Gunma Factory assembles final products and conducts tests. Jabil Circuit Sdn Bhd s Penang Factory
produces Verigy semiconductor and component test system printed circuit boards and assembles the final products and conducts tests. The
Gunma Factory is highly automated, and testing and production systems within the factory are interconnected by a sophisticated local area
network using advanced data management software. This network allows Advantest factory managers to check on the status of systems under
production at any given time.

Advantest uses a sophisticated enterprise resource planning (ERP) system that processes new information on a real time basis and converts sales
order information into production specifications and manufacturing plans. This system also interconnects Advantest s multiple production and
warehousing facilities to its information network.

Advantest has integrated many production processes in an effort to introduce a new production system based on the just-in-time production
system and to improve upon the existing production system with a view to attaining a shorter production cycle, cost reduction and reduction of

inventories.
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Advantest is reducing its electricity consumption and setting up its own electricity generator in order to avoid manufacturing disruptions as a
result of possible future scheduled blackouts as a result of the Great East Japan Earthquake and the nuclear power plant accident.

Advantest purchases substantially all of its components and parts from outside suppliers.
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The average costs of components and parts used by Advantest during the last three fiscal years have remained relatively stable. Advantest
believes this relative price stability results from the fact that Advantest negotiates the terms of the purchase orders directly with its suppliers and
the fact that the prices of the made-to-order components set forth in the purchase orders are primarily influenced by the technical specifications
of the relevant components and parts.

Device interfaces, one of Advantest s products in its Mechatronics System Segment, are manufactured in Japan as well as overseas, including in
Korea, Taiwan and Malaysia, in order to reduce lead time and reduce manufacturing costs.

Seasonality

As Advantest s sales levels of semiconductor and component test systems and mechatronics systems are not dependent on any particular season
and are subject, in large part, to sales levels of the semiconductors in the market that can fluctuate significantly from year to year, Advantest
does not traditionally experience seasonality in the sense of higher sales during any certain period of the year as compared to other periods of the
year.

Competition

Advantest faces substantial competition throughout the world in all of their business segments. In particular, competition in the semiconductor
and component test system market is currently intensifying, which may lead to restructuring within the industry and certain companies may be
eliminated or consolidated. Advantest believes that the principal factors of competition are:

Performance. The performance of products is determined by its accuracy, test speed, throughput and ability to test semiconductors
with large pin counts. High performance products reduce the customer s cost of testing.

Reliability. Products that operate with minimal downtime allow semiconductor production and engineering work to proceed without
frequent intervention and provides more cost-effective operation.

Delivery Time. Semiconductor manufacturers require timely delivery of products, especially in periods of high demand.

Price. The need for more sophisticated products often translates into higher testing costs for semiconductor manufacturers. In addition,
primarily as a result of increased efficiency in the fabrication process and lower market prices for semiconductors, test costs have
come to represent a higher proportion of the total cost of manufacturing. Advantest currently faces significant price pressure on its
Semiconductor and Component Test System Segment.

System Architecture. Product architecture that is modular expands the product life because the system can be adapted to meet the
customer s new requirements, while largely retaining compatibility with existing test programs.

Software. Products that use software that is easier to use and more powerful reduce the amount of engineering resources needed to
develop and operate test programs.
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Customer Support. Customer specific applications programs, worldwide service and customer training contribute to the efficient use
of products and minimize the customer s cost of testing.

Qualified Technical Personnel. Having in place a team of highly qualified engineers and other customer service and support personnel
is essential for securing sales and maintaining and developing strong relationships with key customers.

According to a report issued by a research company, Advantest maintained the highest market share in the semiconductor test system market for

five consecutive years until 2007. However, from 2008 to 2010, Teradyne,
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Inc. achieved the highest share. In 2011 Advantest achieved the highest share (which includes Verigy for 2011). Other companies following
Advantest include Teradyne, Inc., LTX-Credence Corporation and Yokogawa Electronic Corporation. Some of Advantest s other competitors
include FROM30 CO., LTD., EXICON Ltd., and UniTest Inc. In addition, Advantest also competes in the mechatronics system market with,
among others, Delta Design, Inc., Seiko Epson Corporation, Mirae Corporation and TechWing Inc. for test handlers, and TSE Co., Ltd. and
Secron Co., Ltd. for device interfaces. In addition, in the Services, Support and Others Segment, Advantest has been competing with companies
providing similar services. It also has been suggested by customers that Advantest competes with start-up companies with newer technologies or
products in the market for both the test systems for memory semiconductors and test systems for non memory semiconductors.

Licenses and Intellectual Property Rights

Advantest has a policy of seeking licenses and intellectual property rights worldwide on technology considered of particular strategic
importance. While Advantest does not consider any one or group of licenses and intellectual property rights to be so important that their
expiration or termination would materially affect Advantest s business, Advantest considers all of its licenses and intellectual property rights to
be important.

Legal Proceedings

Based on information currently available to Advantest, Advantest believes that its losses from any pending legal proceedings would not have a
material adverse effect on Advantest s financial position, operating results or cash flows.

Environmental

Advantest established and implemented the Advantest Group Environmental Management Plan . Under this management plan, in addition to
improving its environmental management systems, Advantest is supporting its customers environmental management by developing new
products with lower power consumption and dealing with top priority environmental issues, for example by taking measures to prevent global
warming.

Advantest s primary environmental activities during fiscal 2011 are as follows:

1SO 14001 Certification. Advantest has received ISO 14001 Uniform Certification for all eight of its domestic manufacturing and
research and development facilities. With respect to its overseas manufacturing and research and development activities, seven
principal facilities in Asia, Europe and North America regions are receiving ISO 14001 Uniform Certification.

Environmental Measures for Products. Advantest is actively involved in the development of environmentally friendly product lines.
Advantest conducts environmental assessments of all its new products from their development stages. In fiscal 2011, twelve models
complied with Advantest s internal environment-oriented design standards, and have qualified as environmentally friendly Green
products.
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Reduce Waste. Advantest has implemented a recycling program and introduced liquid waste disposal capabilities at its facilities.
Through such initiatives, Advantest s waste volume was a total of 296 tons in fiscal 2011.

Use of Safe Components. Advantest has established an internal procurement standard for parts and components and has procured parts
and components for its new products that do not contain specified toxic substances. Primarily reflecting the foregoing, Advantest has
eliminated most regulated toxic substances from approximately 97% of the surface-mounted components on its new products after
2008, except lead solder, which is used for mounting parts and components for its products.
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Prevention of Global Warming. Through the use of energy efficient equipment and the re-evaluation of manufacturing processes,
Advantest strives to reduce levels of carbon dioxide emissions resulting from energy consumption relating to its business activities.
Advantest s carbon dioxide emissions was 27,373-COtons in fiscal 2011.

As one of its activities designed to contribute to society and to the environment, Advantest implements reforestation of seedlings, both in Japan

and overseas.

Advantest spent approximately ¥572 million during fiscal 2011 to further implement its environmental protection activities.

Advantest has been addressing issues of corporate management, social activities and environmental issues from a global perspective. With
increased attention in recent years on corporate ethics, Advantest believes that it should focus more on the issue of CSR (Corporate Social
Responsibility). Accordingly, Advantest has established a CSR & Environmental Affairs Promotion Office and nine committees (Disclosure
Committee, Personnel Mediation Committee, Human Rights Protection Committee, Information Security Committee, Committee on
Environmental Conservation, Internal Control Committee, Corporate Ethics Committee, Product Liability Committee and Safety and Health
Committee), and engages in corporate social responsibility efforts.
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DDR2-SDRAM

DDR3-SDRAM

DDR4-SDRAM

Digital circuits

DRAM

Foundries

Fabless

Flash memory

GDDR

Integrated circuit

LCD driver integrated circuits
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Circuits on a semiconductor that monitor, condition, amplify or transform analog signals,
which are signals that vary continuously over a wide range of values. Analog circuits
process analog signals translated from real world phenomena such as sound, light, heat
and motion.

Double Data Rate Synchronous Dynamic Random Access Memory. Memory
semiconductor that can be read from, or written to, at double the rate of traditional
SDRAM semiconductors.

Advanced DDR-SDRAM semiconductors that can be read from, or written to, at a
significantly higher rate than DDR-SDRAM semiconductors.

DDR-SDRAM semiconductors that be read from, or written to, at a significantly higher
rate than DDR2-SDRAM semiconductors.

The next generation advanced DDR-SDRAM semiconductors that can be read from, or
written to, at a significantly higher rate than DDR3-SDRAM semiconductors.

Circuits that perform binary arithmetic functions on data represented by a series of on/off
states.

Dynamic Random Access Memory. Devices that store a large volume of data and can
read and write data freely. Because of their volatile characteristics, periodic re-writing of
data is required to maintain memory information.

Semiconductor manufacturing service providers that manufacture semiconductors based
on their customers semiconductor designs.

Manufacturers that outsource their entire production to external entities, instead of having
their own manufacturing facilities.

Memory devices that electrically erase or write data freely. Devices with nonvolatile
memory which is maintained even when the power is turned off.

Graphics DDR. DDR memory standard specifically designed for use in RAM video
cards.

An electric part made of a combination of many transistors on a silicon wafer.

Integrated circuits that operate LCD (Liquid Crystal Display).
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LPDDR
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Circuits that perform binary arithmetic functions.

Low Power DDR memory.
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LPDDR 2

LPDDR 3

Memory circuits

MCP

MCU

MPU

NAND

Per site processor architecture

SDRAM

SoC

Scalable platform

Test houses

Test processor per pin architecture

Testing for KGD

TSV
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DDR2 memory that has higher speed and lower power consumption than LPDDR.
DDR3 memory that has higher speed and lower power consumption than LPDDR?2.
Circuits that store data and programs.

Multi Chip Package. A package which combines multiple chips with different functions.

Micro Controller Unit. An integrated circuit that contains all necessary functions required
for a small-scale computer system.

Microprocessor unit. A microprocessor that incorporates most or all of the functions of a
computer s central processing unit on a single integrated circuit.

A type of flash memory that is primarily used for data storage due to its large storage
capability.

Computing architecture that can control test functions, at each target device for testers
that simultaneously measure multiple devices.

Synchronous Dynamic Random Access Memory DRAM that is synchronized with the
system bus.

System on a Chip. A chip that integrates functions, including logic, memory and
signaling, that are conventionally executed with multiple chips and requires smaller space
and significantly less electricity.

Platform that can be optimally structured for small systems through to large systems,
depending on the size/type of the target devices and the number of devices being
measured simultaneously.

Providers of semiconductor test services.

Architecture which is able to perform test functions using sequencers mounted on a single
pin.

Known Good Die. Testing for KGD is conducted to guarantee that semiconductor bare
chips are in good quality.

(Through-Silicon Via) A technique for mounting semiconductors which are electronic
components. Involves a vertical electrode passing through a silicon semiconductor chip.
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4.C. ORGANIZATIONAL STRUCTURE

As of June 1, 2012, Advantest had 11 Japanese subsidiaries, 18 overseas subsidiaries and one investee which is accounted for by the equity
method. The following table sets forth for each of Advantest s principal subsidiaries, the country of incorporation and the principal activities of
the subsidiary.

Country of

Name of Subsidiary Incorporation Principal Activities

Advantest Laboratories Ltd. Japan Research and development of measuring and testing
technologies

Japan Engineering Co., Ltd. Japan Development, manufacture and sales of Advantest s
products

Advantest Finance Inc. Japan Leasing Advantest s products and sales of second-hand
products

Advantest America, Inc. U.S. Development and sales of Advantest s products

Advantest Europe GmbH Germany Development and sales of Advantest s products

Advantest Taiwan Inc. Taiwan Sales of Advantest s products

Advantest (Singapore) Pte. Ltd. Singapore Sales of Advantest s products

Advantest Korea Co., Ltd. Korea Sales support of Advantest s products

Advantest (Suzhou) Co., Ltd. China Sales support of Advantest s products

* Each of the subsidiaries listed above is a direct or indirect wholly-owned subsidiary of the Company.

4.D. PROPERTY, PLANTS AND EQUIPMENT

Set forth below is a list of each of Advantest s material properties, the use and location of the property and the approximate size of the property
on which the facility is located.

Approximate

Name Location Size (m?2) Use

Gunma R&D Center Gunma, Japan 250,887 Research and development of semiconductor
and component test systems and mechatronics
systems

Saitama R&D Center Saitama, Japan 56,978 Research and development for and
manufacturing of mechatronics systems

Kitakyushu R&D Center Fukuoka, Japan 5,461 Research and development of semiconductor
and component test systems

Advantest Laboratory and Sendai Factory Miyagi, Japan 66,904 Basic technology research, and research for and

manufacturing of key devices installed in
semiconductor and component test systems

Gunma Factory Gunma, Japan 88,512 Manufacture of semiconductors and component
test systems and test handlers

Gunma Factory 2 Gunma, Japan 93,112 Manufacture of semiconductor and component
test systems and device interfaces
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In addition to the above-mentioned manufacturing facilities, Advantest has manufacturing facilities in Korea and Malaysia, sales offices and
customer support centers in various regions of the world, and owned or leased research facilities in Japan, the U.S. and Germany. Advantest
owns each of its significant properties.
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Advantest considers all of its principal manufacturing facilities and other significant properties to be in good condition and adequate to meet the
needs of its operations. Advantest does not maintain internal records of the exact productive capacity and extent of utilization of its
manufacturing facilities. It would require unreasonable effort and expense to determine this information because Advantest alters the volume,
quantity and nature of its manufactured products as necessary in response to changes in demand and other market conditions, and revamps its
manufacturing processes to take advantage of technological innovations. However, Advantest believes that its manufacturing facilities are
currently operating at utilization levels that are substantially in line with prevailing market demand for its products.

Advantest believes that there are no material environmental issues that may affect utilization of its assets.

Advantest has prepared itself for crises such as large-scale natural disasters, and each department of Advantest has drafted its own disaster
procedures and manuals. Furthermore, in order to prevent any disruption of its core businesses, or in case of suspension, to re-start the suspended
businesses, including the recovery of important facilities, in the shortest possible time, Advantest has developed its Business Continuity Plan and
is promoting its implementation. However, if Advantest is not successful in implementing such Business Continuity Plan, or if upon
implementation, such Business Continuity Plan is not effective, Advantest s core businesses could be disrupted at a time of crisis, such as
large-scale natural disasters, and could take a substantial amount of time to recover.

ITEM 4A. UNRESOLVED STAFF COMMENTS

None.

ITEM S. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

5.A. OPERATING RESULTS

The following discussion and analysis of Advantest s financial condition and results of operations should be read with Key Information Selected
Financial Data and the audited consolidated financial statements for fiscal 2009, 2010 and 2011 as well as the notes to such consolidated

financial statements appearing elsewhere in this annual report. These consolidated financial statements have been prepared in accordance with

U.S. GAAP.

Overview

Advantest manufactures and sells semiconductor and component test systems and mechatronics-related products such as test handlers and device
interfaces. Advantest also engages in research and development activities and provides maintenance and support services associated with these
products.
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The Semiconductor and Component Test System Segment provides customers with test system products for the semiconductor industry and the
electronic parts industry. Product lines in the Semiconductor and Component Test System Segment include test systems for memory
semiconductors and non memory semiconductors. Test systems for non memory semiconductors include test systems for SoC semiconductors,
test systems for LCD driver ICs and test systems for semiconductors used in car electronics. This business segment is the most important
segment, accounting for 74.9% of Advantest s net sales in fiscal 2011.

The Mechatronics System Segment provides product lines such as test handlers, mechatronic-applied products for handling semiconductor
devices, device interfaces that serve as interfaces with the devices that are measured and operations related to nano-technology products. This
business segment accounted for 14.6% of Advantest s net sales in fiscal 2011.
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The Services, Support and Others Segment consists of comprehensive customer solutions provided in connection with the Semiconductor and
Component Test Systems and Mechatronics System Segments, support services, equipment lease business and others. This business segment
accounted for 13.3% of Advantest s net sales in fiscal 2011.

Semiconductor and Component Test System Segment

The market for semiconductor and component test systems is subject to high demand volatility, is competitive, and depends on capital
expenditures of customers. Their capital expenditures depend, to a large extent, on:

demand for semiconductors and electronic components;

innovation in semiconductor and electronic component technology; and

changes in semiconductor and electronic component manufacturing processes.

The business environment in which the Semiconductor and Component Test System Segment operates grew less than expected in fiscal 2011,
and many semiconductor manufacturers adjusted supply levels downwards following the summer of 2011 as demand for products such as PCs
and LCD televisions suffered a sharp downturn.

As a result, despite strong sales inquiries from customers for non memory semiconductors used in smartphones and tablet-type devices, the
overall semiconductor test equipment market contracted in fiscal 2011. The drop in prices for DRAM semiconductors for computers was
particularly significant, and most capital expenditure in memory semiconductor test systems was frozen.

Amidst these market conditions, Advantest has focused on expanding sales of non memory semiconductors such as application processors and
CMOS image sensors. Advantest has also focused on maximizing the benefits of its acquisition of Verigy in July 2011, including enhancing
Advantest s product marketing to customers in the U.S. and Europe and tailoring products to meet the needs of customers in the communications
semiconductor market.

As a result of the above, net sales of the Semiconductor and Component Test Systems Segment totaled ¥105,608 million in fiscal 2011, a 52.3%
increase compared to that of fiscal 2010. For a detailed discussion of these factors, see Information on the Company Business Overview Industry
Overview.

Performance of the test systems for the non memory semiconductor business in the Semiconductor and Component Test Systems Segment
improved significantly, due to a number of large orders for microprocessor (MPU) test equipment. Against a backdrop of growth in the
smartphone and tablet-type device, and with the added contribution of sales of Verigy products, which are strong in this area, sales of test
systems for semiconductors such as application processors to be used for these devices grew solidly.
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Performance of the test systems for the non memory semiconductor business in the Semiconductor and Component Test Systems Segment,
however, continued to suffer, despite active capital investment in DRAM semiconductors for PCs from spring to early summer, as weaker
demand later in the year in the PC market, which is a major source of revenue for DRAM semiconductors, forced manufacturers to cut back their
DRAM capital investment programs.

Advantest believes that price pressure with respect to semiconductor and component test systems tends to be the strongest during periods when
semiconductor manufactures are subject to price pressure despite an increase in demand for their products. Advantest continues to face
significant price pressure. Even when the
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semiconductor industry experienced a recovery, increased competition in the market for digital consumer products and personal computers drove
down prices of these goods, subsequently creating significant price pressure on its products and restriction on capital expenditure.

Mechatronics System Segment

In the Mechatronics System Segment sales of scanning electron microscopes used for inspection of photo masks increased significantly against a
backdrop of progress in semiconductor miniaturization.

Mainly as a result of the above, net sales of the Mechatronics System Segment totaled ¥20,616 million in fiscal 2011, an 11.3% increase
compared to that of fiscal 2010.

Services, Support and Others Segment

In the Services, Support and Others Segment, Advantest has focused on maintenance services such as installation and repair of Advantest s
products and lease and rental services of its products as a part of Advantest s effort to provide customers with comprehensive solutions. In fiscal
2011, net sales of the Services, Support and Others Segment expanded as a result of overall increased sales of test systems, as well as benefits
from the integration with Verigy.

As a result of the above, net sales of the Services, Support and Others Segment totaled ¥18,807 million in fiscal 2011, a 32.8% increase
compared to that of fiscal 2010.

Research and Development

Research and development expenses represent a significant portion of Advantest s annual operating expenses. Advantest s research and
development expenses were ¥17,896 million and ¥21,197 million in fiscal 2009 and 2010, respectively. In fiscal 2011, as a result of the
combination with Verigy, research and development expenses were ¥30,303 million. Consequently research and development expenses were
33.6%, 21.3% and 21.5% of net sales, in fiscal 2009, 2010 and 2011, respectively.

Personnel

As of March 31, 2012, Advantest had a total of 4,464 full-time employees, an increase of 1,301 persons, or 41.1%, compared to that of
March 31, 2011. The result of this increase is primarily due to the acquisition of Verigy as a wholly-owned subsidiary of Advantest.
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Advantest plans to continue its periodic recruitment of new graduates as part of its mid-to long-term growth strategy. Advantest expects that a
majority of these new hires will join the Semiconductor and Component Test System Segment and Mechatronics System Segment to support the
growth of Advantest s businesses. Other new hires are expected to join Advantest s maintenance support division or administrative divisions. The
addition of these new hires may increase Advantest s future selling, general and administrative expenses and its research and development
expenses.

Currency Fluctuations

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

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

Transaction risk is the risk that the currency structure of Advantest s costs and liabilities will deviate from the currency structure of sales
proceeds and assets. Advantest produces many of its products, including all semiconductor and component test systems, in Japan. A portion of
the components and parts used in Advantest s semiconductor and component test systems is purchased in currencies other than the Japanese yen,
predominantly the U.S. dollar.

Advantest enters into foreign exchange forward contracts to reduce its transaction risk. This has reduced, but not eliminated, the effects of
foreign currency exchange rate fluctuations against the Japanese yen, which in some years can be significant.

Generally, the weakening of the Japanese yen against other foreign currencies, particularly the U.S. dollar, has a positive effect on Advantest s
operating income and net income. The strengthening of the Japanese yen against other foreign currencies, particularly the U.S. dollar, has the
opposite effect. In fiscal 2009, the Japanese yen started from the high ¥90s to the dollar and strengthened gradually to the ¥80s to the dollar
during the third quarter of the fiscal year, yet the Japanese yen depreciated to the low ¥90s to the dollar to the dollar toward the end of the fiscal
year. In the first quarter of fiscal 2010, the Japanese yen started from the low ¥90s to the dollar and strengthened to the high ¥80s to the dollar
and appreciated to the low ¥80s to the dollar during the second half of the fiscal year. Immediately after the Great East Japan Earthquake on
March 11, 2011, the Japanese yen appreciated to the ¥70s to the dollar, but then depreciated to the low ¥80s to the dollar by the end of fiscal
2010. In fiscal 2011, the appreciation of the yen continued, going from the low ¥80s to the dollar to the high ¥70s to the dollar after the second
quarter and at one point reaching the ¥76 mark in the third quarter, the highest level since World War II. However, by the end of the fiscal year,
the Japanese yen had returned to the low ¥80s to the dollar.

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

Critical Accounting Policies and Estimates

Advantest has made a number of estimates and assumptions relating to the reporting of assets and liabilities and the disclosure of contingent

assets and liabilities in preparing its consolidated financial statements in conformity with U.S. GAAP. Critical accounting policies are

accounting policies that require the application of management s most difficult, subjective or complex judgments and often require management
to make estimates about the effect of matters that are inherently uncertain and may change in subsequent periods. The following is not intended

to be a comprehensive list of all of Advantest s accounting policies. Advantest s significant accounting policies are more fully described in note 1
to Advantest s consolidated financial statements included elsewhere in this annual report. In many cases, U.S. GAAP specifically dictates the
accounting treatment of a particular transaction, with no need for judgment in its application. There are also areas in which management s
judgment in selecting an available alternative could produce materially different results. Set forth below is a description of accounting policies
under U.S. GAAP that Advantest has identified as critical to understanding its business and the reported financial results and condition of the
Company.

Revenue Recognition
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In October 2009, the Financial Accounting Standards Board ( FASB ) amended the accounting guidance for revenue recognition under
multiple-deliverable arrangements. The guidance modifies the criteria for
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separating deliverables and allocating consideration in multiple-deliverable arrangements. The allocation of revenue is based on estimated
selling price if neither vendor-specific objective evidence nor third-party evidence of selling price is available. The guidance was adopted by the
Company and its subsidiaries in the first quarter 2011. The adoption of the guidance did not have a significant impact on its consolidated results
of operations and financial condition.

In October 2009, the FASB amended accounting guidance for software revenue recognition. This guidance changes the accounting model for
revenue arrangements that include both tangible products and software elements. It provides guidance on how to determine which software, if
any, relating to the tangible product would be excluded from the scope of the software revenue guidance. The guidance was adopted by
Advantest in the first quarter 2011. The adoption of the guidance did not have a significant impact on its consolidated results of operations and
financial condition.

General

Advantest recognizes revenue when there is persuasive evidence of an arrangement, delivery has occurred or the services have been rendered,
the sales price is fixed or determinable and collection of the related receivable is reasonably assured.

Sales of Products

Sales of products which require installation are recognized when the related installation is completed and other sales recognition criteria are met
since the installation is essential to the functionality of the equipment. When customer acceptance is uncertain, revenue is deferred until
customer acceptance has been received. When the final payment is subject to customer acceptance, a portion of revenue for the final payment is
deferred until an enforceable claim has become effective.

Sales of products and component which do not require installation service by Advantest is recognized upon shipment if the terms of the sale are
free on board (FOB) shipping point or upon delivery if the terms are FOB destination which coincide with the passage of title and risk of loss.

Long-term Service contracts

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

Leasing Income

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

Advantest s revenue recognition policies provide that, when a sales arrangement contains multiple elements such as hardware and software
products and services, Advantest allocates revenue to each element based on a selling price hierarchy and recognizes revenue when the criteria
for revenue recognition have been met for each element. The selling price for a deliverable is based on its vendor-specific objective evidence

( VSOE ), if available, third-party evidence ( TPE ) if VSOE is not available, or estimated selling price, if neither VSOE nor TPE is available.

Inventories

Advantest s inventories consist of on-hand inventory, including inventory located at customer sites, and inventory that is on-order and subject to
a contract that is non-cancelable. Advantest states its inventories at the
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lower of cost or market. Cost is determined using the average cost method. Advantest determines the market for finished goods by determining

net realizable value and for raw materials by identifying replacement cost. Advantest reviews its inventories and determines the appropriate

amount of any inventory write-downs periodically based on these reviews. Write-downs occur from the discontinuation of product lines,

inventory in excess of estimated usage, the release of new products which renders inventory obsolete and declines in net realizable value of
Advantest s inventory leased to customers. Advantest recognizes inventory write-downs in cost of sales. Advantest may be required to take
additional charges for excess and obsolete inventory in fiscal 2012 or other future periods if future weakness in its businesses causes further
reductions to Advantest s inventory valuations. In addition, unexpected changes in testing technology can render Advantest s inventories obsolete.
Advantest evaluates its inventory levels based on its estimates and forecasts of demand for its products.

Advantest s inventories increased by ¥6,343 million, or 27.0%, during fiscal 2011 to ¥29,836 million as of March 31, 2012 due to improvements
in backlogs of orders and expansion of the business scale by integration with Verigy.

Property, Plant and Equipment

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

On April 1, 2011, the Company and its domestic subsidiaries elected to change the method of depreciating fixed assets from the
fixed-percentage-on-declining base application to the straight line method.

The Company analyzed the sales mixture of memory and non-memory business to evaluate the future production requirements and pattern of
benefit from utilizing its fixed assets. Based on this analysis, Advantest s management believes that the straight line method of depreciation is
preferable as it better reflects the pattern of consumption of the future benefits to be derived from those assets being depreciated and provides a
better matching of costs and revenues over the assets estimated useful lives, in light of product life cycles and current change in product mix to
expand non-memory business. In accordance with Accounting Standards Codification ( ASC ) 250, Accounting Changes and Error corrections ,
this change in depreciation method represents a change in accounting estimate effected by a change in accounting principle.

Accordingly, the effects of the change are accounted for prospectively beginning with the period of change and prior period results have not
been restated. The change in depreciation method reduced depreciation expense and resulted in decreases in loss before income taxes and equity
in earnings of affiliated company and net loss by ¥560 million, respectively, for year ended March 31, 2012. Also basic net income per share and
diluted net income per share decreased by ¥3.23, respectively, for year ended March 31, 2012.

The depreciation period for significant assets ranges from 15 years to 50 years for buildings, 4 years to 10 years for machinery and equipment,
and 2 years to 5 years for tools, furniture and fixtures.

Depreciation expense was ¥4,101 million, ¥3,977 million and ¥4,326 million for the fiscal years 2009, 2010 and 2011, respectively.

Impairment of Long-Lived Assets
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Advantest evaluates the impairment of long-lived assets including certain identifiable intangibles with definite useful lives by reviewing for
impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of
assets to be held and used is measured by a comparison of the carrying amount of an asset to future undiscounted net cash flows expected to be
generated by the asset. If such assets are considered to be impaired, the impairment to be recognized is measured by the amount by which the
carrying amount of the assets exceeds the fair value of the assets.
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In fiscal 2009 and 2010, Advantest did not incur impairment of long-lived assets. In fiscal 2011, Advantest recognized an impairment loss of
¥920 million on certain building and land asset that was reclassified as assets held for sale.

Business Combinations

Advantest allocates the fair value of purchase consideration to the tangible assets acquired, liabilities assumed and intangible assets acquired,
including in-process research and development ( IPR&D ), based on their estimated fair values. The excess of the fair value of purchase
consideration over the fair values of these identifiable assets and liabilities is recorded as goodwill. Advantest engages independent third-party
appraisal firms to assist us in determining the fair values of assets acquired and liabilities assumed. Such valuations require management to make
significant estimates and assumptions, especially with respect to intangible assets.

Critical estimates in valuing certain intangible assets include but are not limited to future expected cash flows and discount rates. Management s
estimates of fair value are based upon assumptions believed to be reasonable, but which are inherently uncertain and unpredictable and, as a
result, actual results may differ from estimates.

Goodwill and Intangible Assets

Advantest reviews goodwill and intangible assets with indefinite lives for impairment annually and whenever events or changes in circumstances
indicate the carrying value of an asset may not be recoverable. The provisions of the accounting standard for goodwill and other intangibles
require that Advantest performs a two-step impairment test on goodwill. In the first step, Advantest compares the fair value of each reporting
unit to its carrying value. Advantest s reporting units are consistent with the reportable segments identified in Note 20 to the Consolidated
Financial Statements. Advantest determines the fair value of its reporting units based on an income approach. Under the income approach,
Advantest calculates the fair value of a reporting unit based on the present value of estimated future cash flows. If the fair value of the reporting
unit exceeds the carrying value of the net assets assigned to that unit, goodwill is not impaired and Advantest is not required to perform further
testing. If the carrying value of the net assets assigned to the reporting unit exceeds the fair value of the reporting unit, then Advantest must
perform the second step of the impairment test in order to determine the implied fair value of the reporting unit s goodwill. If the carrying value
of a reporting unit s goodwill exceeds its implied fair value, then Advantest records an impairment loss equal to the difference.

Determining the fair value of a reporting unit is judgmental in nature and involves the use of significant estimates and assumptions. These
estimates and assumptions include revenue growth rates and operating margins used to calculate projected future cash flows and risk-adjusted
discount rates. Advantest bases its fair value estimates on assumptions we believe to be reasonable but that are unpredictable and inherently
uncertain. Actual future results may differ from those estimates. In addition, Advantest makes certain judgments and assumptions in allocating
corporate assets and liabilities to determine the carrying values for each of its reporting units.

Advantest s annual goodwill impairment analysis indicated no impairments of goodwill. In order to evaluate the sensitivity of the fair value
calculations on the goodwill impairment analysis, Advantest applied a hypothetical and approximate 10% decrease to the fair value of each
reporting unit. As a result of the sensitivity analysis, as of March 31, 2012, Advantest does not have any reporting units that are at risk that the
carrying amount of the reporting unit would reasonably likely exceed its fair value.
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Intangible assets primarily consist of customer relationships, patented technologies, developed technologies and other intangible assets.
Advantest has estimated the weighted average amortization period for the customer relationship, patented technologies and developed
technologies to be 8 years, 9 years and 8 years, respectively. The weighted average amortization period for all intangible assets is approximately
8 years.

4

Table of Contents 91



Edgar Filing: ADVANTEST CORP - Form 20-F

Table of Conten

Trade Receivables

Advantest s trade receivables, less allowance for doubtful accounts was ¥24,119 million as of March 31, 2012, as compared with ¥22,707 million
as of March 31, 2011. Advantest maintains allowances for doubtful accounts for estimated losses resulting from the inability of its customers to
make required payments. Advantest provides an allowance for doubtful accounts for all specific accounts receivable that it judges are probable

of not being collected.

Advantest periodically reviews its estimated allowances for doubtful accounts taking into account the customer s payment history, assessing the
customer s current financial position and considering other information that is publicly available and the customer s credit worthiness. Additional
reviews are undertaken upon significant changes in the financial condition of Advantest s customers and the semiconductor industry. Increases in
allowance for doubtful accounts are charged to selling, general and administrative expenses.

At the end of fiscal 2011, Advantest increased its allowance for doubtful accounts to ¥483 million, an increase of ¥331 million from fiscal 2010.
A reversal of allowances made for accounts receivable that are later collected, depending upon the recovered financial status of its customers and
Advantest s collection efforts, will decrease the selling, general and administrative expenses for the accounting period during which such
collection takes place. Conversely, additional allowances may be necessary in the future if conditions in the industries of some of Advantest s
customers do not improve in the near-term.

Accrued Warranty Expenses

Advantest s products are generally subject to a product warranty. In addition, under certain circumstances, Advantest is responsible for the repair
of defective components and parts. Advantest provides an allowance for estimated product warranty expenses when product revenue is
recognized as part of its selling, general and administrative expenses. The allowance for estimated product warranty expenses represents
management s best estimate at the time of sale of the total costs that Advantest will incur to repair or replace components or parts that fail while
still under warranty. Advantest records its allowance for estimated product warranty expenses based on the historical ratio of actual repair
expenses to corresponding sales, and any facts and circumstances that occurred. The foregoing evaluations are inherently uncertain as they
require estimates as to maintenance costs and failure rates related to different product lines. Consequently, actual warranty costs may differ from
the estimated amounts and could result in additional product warranty expenses. If actual warranty costs significantly exceed the amount of
Advantest s allowance for product warranty expenses, it would negatively affect the future results of operations of Advantest.

Accrued warranty expenses were ¥2,129 million at March 31, 2012, an increase of ¥375 million from ¥1,754 million at March 31, 2011.

Stock-Based Compensation

Advantest applies the fair-valued-based method of accounting for stock-based compensation and recognizes stock-based compensation expense
in the consolidated statements of operations. The cost of employee services received in exchange for an award of equity instrument is measured
based on the grant-date fair value of the stock options granted to employees. The cost is recognized on a straight line basis over the period during
which an employee is required to provide service in exchange for the award. The Black Scholes pricing model is used to estimate the value of
the stock options.
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Expected dividend yield is determined by the Company s dividend ratio of the past and other associated factors. Risk free interest rate is
determined by Japanese government bond yield for the period corresponding to expected life. Expected volatility is determined by historical
volatility and trend of the Company s share prices, and other associated factors. Expected life is determined by the Company s option exercise
history, post vesting employment termination behavior for similar grants, and other pertinent factors.
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Advantest has recorded ¥143 million, ¥165 million and ¥583 million as stock-based compensation expense in fiscal 2009, 2010 and 2011,
respectively.

Accrued Pension and Severance Cost

The Company and certain of its Japanese subsidiaries have unfunded retirement and severance plans (point-based benefits system). Under a
point-based benefits system, the benefits are calculated based on accumulated points allocated to employees each year according to their job
classification and their performance. The Company and certain of its Japanese subsidiaries also have a defined benefit corporate pension plan
covering substantially all employees. Under the cash balance pension plan, the benefits are calculated based on accumulated points allocated to
employees each year according to their job classification and their performance with a certain interest rate calculated based on the upper and
lower limit of a market interest rate.

Certain overseas subsidiaries also have defined benefit pension plans covering substantially all of their employees. Benefits payable under the
plans are based on employee compensation levels and years of service.

The retirement benefit costs are estimated from actuarial valuations. Inherent in these valuations are key assumptions in estimating pension costs
including mortality, withdrawal, retirement, changes in compensation, discount rate and expected return on plan assets. Advantest is required to
estimate the key assumptions by taking into account various factors including personnel demographics, current market conditions and expected
trends in interest rates. Advantest determines the discount rate by looking to available information about rates implicit in return on high-quality
fixed-income governmental and corporate bonds. Accordingly, the discount rate is likely to change from period to period based on these ratings.
A decrease in the discount rate results in an increase in actuarial pension benefit obligations. Increases and decreases in the pension benefit
obligation affect the amount of the actuarial gain or loss which is amortized into income over the service lives of employees. Changes in the key
assumptions may have a material effect on Advantest s financial position and results of operations. Management believes that estimation of the
key assumptions is reasonable under the various underlying factors.

Pension related adjustments (net of tax) recognized in other comprehensive income (loss) for the year ended March 31, 2010, 2011 and 2012
were ¥1,566 million, (¥121 million), and (¥6,328 million), respectively. Pension related adjustments of (¥6,328 million) for the year ended
March 31, 2012 were recognized due to the reduction of discount rate used to determine benefit obligations for Japanese plans and losses on plan
assets.

Advantest has recorded ¥2,158 million, ¥1,911 million and ¥2,251 million as benefit cost in fiscal 2009, 2010 and 2011, respectively.

Deferred Tax Assets

In assessing the realizability of deferred tax assets, management considers whether it is more likely than not that some portion or all of the
deferred tax assets will not be realized. The ultimate realization of deferred tax assets is dependent upon the generation of future taxable income
during the periods in which those temporary differences become deductible. Management considers the scheduled reversal of deferred tax
liabilities, projected future taxable income, and tax planning strategies in making this assessment. Based upon projections for future taxable
income over the periods in which the deferred tax assets are deductible including management s expectations of future semiconductor market and
semiconductor and component test systems market prospects and other factors, management believes it is more likely than not that Advantest
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will realize the benefits of these deductible differences, net of valuation allowance. The valuation allowance in fiscal 2011 was decreased by
1,894 million primarily due to the reduction of the effective tax rate resulting from the tax reform in Japan. The net (decreases) increases in
valuation allowance increased ¥3,274 million and ¥793 million for fiscal years 2009 and 2010, respectively.

44

Table of Contents

95



Edgar Filing: ADVANTEST CORP - Form 20-F

Table of Conten

As a result of acquisition Verigy on July 4, 2011, at March 31, 2011, Advantest has recorded on its consolidated balance sheet, deferred tax
assets of ¥53,480 million of which ¥30,352 million represents net operating loss ( NOL ). Advantest has also recorded a valuation allowance of
¥52,082 million, and as a result, net deferred tax assets were ¥1,398 million. At March 31, 2012, Advantest has recorded on its consolidated
balance sheet, deferred tax assets of ¥59,694 million of which ¥31,800 million represents NOL. Advantest has also recorded a valuation
allowance of ¥50,188 million, and as a result, net deferred tax assets were ¥9,506 million. NOL carry forwards utilized were ¥2,421 million,
¥554 million and ¥25 million in fiscal years 2009, 2010 and 2011 respectively.

Although Advantest s management believes that the amount of net deferred tax assets may be realized, this could change in the near term if
estimates of future taxable income are revised and effect on the Company s consolidated financial position and results of operations could be
significant.

Income Taxes

Advantest recognizes the financial statement effects of tax positions when they are more likely than not, based on technical merits, that the tax
positions will be sustained upon examination by the tax authorities. Benefits from tax positions that meet the more-likely-than-not recognition
threshold are measured at the largest amount of benefit that is greater than 50 percent likelihood of being realized upon settlement. Advantest
recognizes interest and penalty accruals related to unrecognized tax benefits in income taxes in the consolidated statements of operations.

Fair Value

Investment securities

The fair value of available-for-sale equity securities is based on quoted market prices at the reporting date for those investments. The fair value
of available-for-sale debt securities is based on unobservable inputs as the market for the assets was not active at the measurement date.

Plan assets

Plan assets are comprised principally of listed equity securities, pooled funds, hedge funds and investments in life insurance company s general
accounts. Listed equity securities are based on quoted market prices on the reporting date for those investments. Pooled funds and hedge funds
are valued at their net asset values which are calculated by the sponsors of the funds. Investments in life insurance company s general accounts
are valued at conversion value.

Results of Operations Fiscal 2011 Compared with Fiscal 2010

Net Sales
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Advantest s net sales increased by ¥41,414 million, or 41.6%, compared with fiscal 2010, to ¥141,048 million in fiscal 2011. This was primarily
due to robust sales for test systems for non memory semiconductors and the integration with Verigy. It is estimated that the fluctuations in
exchange rates during fiscal 2011 brought down Advantest s net sales by ¥4,433 million in fiscal 2011.

The following is a discussion of net sales for Advantest s Semiconductor and Component Test System, Mechatronics System and Services,
Support and Others Segments. Net sales amounts discussed include intercompany sales between segments.
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Semiconductor and Component Test System Segment

In fiscal 2011, net sales of Advantest s Semiconductor and Component Test System Segment accounted for 74.9% of total net sales. Net sales of
Advantest s Semiconductor and Component Test System Segment for fiscal 2011 increased by ¥36,275 million, or 52.3%, compared with fiscal
2010, to ¥105,608 million. It is estimated that fluctuations in exchange rates during fiscal 2011 brought down Advantest s net sales in its
Semiconductor and Component Test System Segment by ¥3,226 million.

Net sales of test systems for non memory semiconductors in fiscal 2011 increased by ¥40,378 million, or 102.7%, compared with fiscal 2010 to
¥79,695 million. This increase was mainly due to a steady growth in the sales of T2000 series test systems for SoC semiconductors and the
addition of sales of Verigy s V93000.

Net sales of test systems for memory semiconductors in fiscal 2011 decreased by ¥4,103 million, or 13.7%, compared with fiscal 2010 to
¥25,913 million. This decrease was mainly due to reduced inquiries for T5300 series front-end test systems which resulted from weaker demand
for PCs which constrained new capital expenditures.

Mechatronics System Segment

Net sales of the Mechatronics System Segment including test handlers and device interfaces increased by ¥2,101 million, or 11.3%, compared to
fiscal 2010 to ¥20,616 million in fiscal 2011. This increase was mainly due to a significant increase in the number of units sold for Multi Vision
Metrology Scanning Electron Microscope testing system for photomasks, which benefited from the developments of semiconductor
miniaturization.

Services, Support and Other Segment

Net sales of the Services, Support and Other Segment increased by ¥4,641 million, or 32.8%, compared with fiscal 2010 to ¥18,807 million in
fiscal 2011, mainly due to a steady growth in sales of test systems, and the integration with Verigy. The main businesses in the Services, Support
and Others Segment for fiscal 2011 were maintenance services and leasing and rentals.

Geographic Markets

Advantest experienced an increase of 41.6% in net sales in fiscal 2011, which was primarily due to the growth in sales in the Americas, Korea
and Taiwan.

Net sales in Japan decreased by ¥6,303 million, or 28.1%, compared with fiscal 2010 to ¥16,095 million in fiscal 2011. This decrease was
mainly due to demand for the T5300 series front-end test systems for mobile DRAM test systems, which had shown strong demand in fiscal
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2010.

Net sales in the Americas increased by ¥20,464 million compared with fiscal 2010 to ¥29,742 million in fiscal 2011. This increase was mainly
due to a steady growth in sales of the T2000 for MPU testers for major semiconductor manufacturers and the accounting for sales of Verigy s
V93000. It is estimated that fluctuations in exchange rates during fiscal 2011 brought down Advantest s net sales in the Americas by
approximately ¥1,232 million, primarily due to a continued Japanese yen appreciation against the U.S. dollar.

Net sales in Europe increased by ¥4,763 million compared to fiscal 2010 to ¥7,015 million in fiscal 2011. This increase was mainly due to
increased sales of the T2000 for MPU testers. It is estimated that fluctuations in effect of changes in exchange rates during fiscal 2011 brought
down Advantest s net sales in Europe by approximately ¥285 million.

Net sales in Asia (excluding Japan) increased by ¥22,490 million, or 34.2%, compared with fiscal 2010 to ¥88,196 million in fiscal 2011. Net
sales in Korea increased by ¥8,935 million, or 43.1%, compared with fiscal
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2010. This increase was mainly due to increased capital expenditures in a variety of semiconductors for communication devices such as
smartphones. Net sales in Taiwan increased by ¥5,756 million, or 26.4%, compared with fiscal 2010. This increase was mainly due to the
accounting for sales of Verigy s V93000. Net sales in China and the rest of Asia (excluding Japan, Taiwan and Korea) increased by

¥7,799 million, or 33.7%, compared with fiscal 2010. This increase resulted from increased sales of the T2000 for MPU testers. It is estimated
that fluctuations in exchange rates during fiscal 2011 brought down Advantest s net sales in Asia by approximately ¥2,769 million.

Advantest s overseas sales as a percentage of total sales was 88.6% and 77.5% for fiscal 2011 and 2010, respectively.

Operating Expenses

In fiscal 2011, Advantest s operating expenses increased by ¥46,688 million, or 49.9%, compared with fiscal 2010 to ¥140,211 million.

In fiscal 2011, cost of sales increased by ¥21,136 million, or 41.3%, compared to fiscal 2010 to ¥72,300 million. This increase was mainly due
to a ¥41,414 million increase in net sales and the accounting for ¥3,532 million in one time costs associated with acquisition accounting for
Verigy.

In fiscal 2011, research and development expenses increased by ¥9,106 million, or 43.0%, compared to fiscal 2010 to ¥30,303 million. This
increase in research and development expenses was mainly due to increased costs for materials for future product development, increased
payments for outsourced research, as well as increased personnel expenses and the accounting for ¥986 million in costs associated with the
integration with Verigy.

In fiscal 2011, selling, general and administrative expenses increased by ¥16,446 million, or 77.7%, compared to fiscal 2010 to ¥37,608 million.
This increase was mainly due to an increase in sales expenses resulting from increased net sales, an increase in personnel expenses and
costs of ¥3,819 million applicable to the acquisition of Verigy.

Operating Income

In fiscal 2011, operating income decreased by ¥5,274 million, compared to fiscal 2010, to a profit of ¥837 million.

Other Income and Expenses

In fiscal 2011, interest and dividend income decreased by ¥3 million, or 0.9%, compared with fiscal 2010 to ¥323 million.
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In fiscal 2011, interest expenses increased by ¥150 million compared with fiscal 2010 to ¥153 million. This increase was mainly due to
financing from banks for the Verigy acquisition.

In fiscal 2011, impairment loss on investment securities increased by ¥1,742 million, compared with fiscal 2010 to ¥2,254 million.

In fiscal 2011, total other expense increased by ¥3,719 million, compared with fiscal 2010, to ¥4,279 million. This increase was mainly due to an
increase in foreign currency exchange loss of ¥1,811 million compared with fiscal 2010 resulting in a loss of ¥2,319 million in fiscal 2011 which
was caused by the continued appreciation of the Japanese yen against the U.S. dollar other than impairment losses on investment securities.
Currency exchange profits/losses represent the difference between the value of foreign currency-denominated
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sales, translated at prevailing exchange rates, and either (i) the value of sales settled during the same fiscal year, including those settled using
foreign exchange forward contracts, or (ii) the value of cash and cash equivalents, accounts receivable and payables outstanding remeasured at
the exchange rate in effect as of March 31, 2012.

Income Taxes

In fiscal 2011, Advantest s effective tax rate was 36.0%, while the tax rate for fiscal 2010 was 42.4%. The statutory tax rate of the Company and
its domestic consolidated subsidiaries was 40.4% for fiscal 2011. For a more detailed discussion on income taxes of Advantest in fiscal 2011 and
fiscal 2010, see Note 14 to Advantest s consolidated financial statements.

Net Income

In fiscal 2011, Advantest s net income decreased by ¥5,358 million, compared to fiscal 2010, to a loss of ¥2,195 million.

Other Comprehensive Income (Loss)

In fiscal 2011, Advantest s other comprehensive income (loss), net of tax, declined by ¥893 million compared to fiscal 2010, to a loss of
¥4,304 million. This decline was mainly due to an increase of ¥6,207 million in pension liability adjustments from a loss of ¥121 million in
fiscal 2010 to a loss of ¥6,328 million in fiscal 2011.

Results of Operations Fiscal 2010 Compared with Fiscal 2009

Net Sales

Advantest s net sales increased by ¥46,409 million, or 87.2%, compared with fiscal 2009, to ¥99,634 million in fiscal 2010. This was primarily
due to increases in capital expenditures by semiconductor manufacturers. The estimated effect of changes in exchange rates during fiscal 2010
was to decrease Advantest s net sales by ¥2,808 million.

The following is a discussion of net sales for Advantest s Semiconductor and Component Test System, Mechatronics System and Services,
Support and Others Segments. Net sales amounts discussed include intercompany sales between segments.

Semiconductor and Component Test System Segment
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In fiscal 2010, net sales of Advantest s Semiconductor and Component Test System Segment accounted for 69.6% of total net sales. Net sales of
Advantest s Semiconductor and Component Test System Segment increased by ¥36,761 million, or 112.9%, compared with fiscal 2009, to
¥69,333 million in fiscal 2010. The estimated effect of changes in exchange rates during fiscal 2010 was to decrease Advantest s net sales in its
Semiconductor and Component Test System Segment by ¥2,004 million.

Net sales of test systems for memory semiconductors in fiscal 2010 increased by ¥17,572 million, or 141.2%, compared with fiscal 2009 to
¥30,016 million. This increase was mainly due to stronger than expected demand for Advantest s DRAM semiconductor test systems especially
for the T5300 series front-end test systems and the T5500 series back-end test systems, reflecting increased capital expenditures by
semiconductor manufacturers for PC DRAM and mobile DRAM.
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Net sales of test systems for non memory semiconductors in fiscal 2010 increased by ¥19,189 million, or 95.3%, compared with fiscal 2009 to
¥39,317 million. This increase was mainly due to a steady growth in the sales of T2000 series test systems for SoC semiconductors.

Mechatronics System Segment

Net sales of the Mechatronics System Segment including test handlers and device interfaces increased by ¥7,278 million, or 64.8%, compared to
fiscal 2009 to ¥18,515 million in fiscal 2010.

This steady growth of test systems for memory and non memory semiconductors, led to an increase in demand for test handlers device interface
products, which are used together with semiconductor and component test systems.

Services, Support and Other Segment

Net sales of the Services, Support and Other Segment increased by ¥2,328 million, or 19.7%, compared with fiscal 2009 to ¥14,166 million in
fiscal 2010, mainly due to an increase in demand for maintenance services reflecting the strong performance of the semiconductor market. The
main businesses in the Services, Support and Others Segment for fiscal 2010 were maintenance services and leasing and rentals.

Geographic Markets

Advantest experienced an increase of 87.2% in its net sales in fiscal 2010, which was primarily due to the growth in sales in Japan, Korea,
Taiwan and China.

Net sales in Japan significant increased by ¥10,422 million, or 87.0%, compared with fiscal 2009 to ¥22,398 million in fiscal 2010. This increase
was mainly due to a growth in demand for the T5300 series front-end test systems for mobile DRAM test systems.

Net sales in the Americas increased by ¥4,348 million, or 88.2%, compared with fiscal 2009 to ¥9,278 million in fiscal 2010. This increase was
primarily due to steady sales of the T2000 for MPU testers for major semiconductor manufacturers. The estimated effect of changes in exchange
rates during fiscal 2010 was to decrease Advantest s net sales in the Americas by approximately ¥754 million, primarily due to a continued
Japanese yen appreciation against the U.S. dollar.

Net sales in Europe increased by ¥115 million, or 5.4%, compared to fiscal 2009 to ¥2,252 million in fiscal 2010. The estimated effect of
changes in exchange rates during fiscal 2010 was to decrease Advantest s net sales in Europe by approximately ¥194 million.
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Net sales in Asia (excluding Japan) increased by ¥31,524 million, or 92.2%, compared with fiscal 2009 to ¥65,706 million in fiscal 2010. Net
sales in Korea and Taiwan increased by ¥10,418 million and ¥9,030 million, or 100.8% and 70.5%, respectively, compared with fiscal 2009.
This increase was primarily due to increased capital expenditures for PC DRAM. Net sales in China and the rest of Asia (excluding Japan,
Taiwan and Korea) increased by ¥12,076 million, or 109.4%, compared with fiscal 2009. This increase resulted from increased sales of the
T2000 for MPU testers in China. The estimated effect of changes in exchange rates during fiscal 2010 was to decrease Advantest s net sales in
Asia by approximately ¥1,844 million.

Advantest s overseas sales as a percentage of total sales was 77.5% for both fiscal 2010 and 2009.
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Operating Expenses

In fiscal 2010, Advantest s operating expenses increased by ¥28,659 million, or 44.2%, compared with fiscal 2009 to ¥93,523 million.

In fiscal 2010, cost of sales increased by ¥23,867 million, or 87.4%, compared to fiscal 2009 to ¥51,164 million. This increase was attributed to
a ¥46,409 million increase in net sales.

In fiscal 2010, research and development expenses increased by ¥3,301 million, or 18.4%, compared to fiscal 2009 to ¥21,197 million. This
increase in research and development expenses was mainly due to increased costs for materials for future product development, increased
payments for outsourced research as well as increased bonuses and personnel expenses for fiscal 2010.

In fiscal 2010, selling, general and administrative expenses increased by ¥1,491 million, or 7.6%, compared to fiscal 2009 to ¥21,162 million.
This increase was mainly due to an increase in sales expenses resulting from increased net sales and an increase in bonuses and personnel
expenses.

Operating Income

In fiscal 2010, operating income improved by ¥17,750 million, compared to fiscal 2009, to a profit of ¥6,111 million.

Other Income and Expenses

In fiscal 2010, interest and dividend income decreased by ¥253 million, or 43.7%, compared with fiscal 2009 to ¥326 million. This decrease
reflects the decrease in interest income caused primarily by a decrease of cash and cash equivalents and a decline of interest rates.

In fiscal 2010, interest expenses decreased by ¥1 million, or 25.0%, compared with fiscal 2009 to ¥3 million.

In fiscal 2010, impairment loss on investment securities increased by ¥196 million compared with fiscal 2009 to ¥512 million.

In fiscal 2010, other non-operating income decreased by ¥1,825 million, compared with fiscal 2009, to a loss of ¥371 million. This decrease was
primarily due to an increase in foreign currency exchange loss of ¥1,580 million compared with fiscal 2009 resulting in a loss of ¥508 million in
fiscal 2010, which was caused by the continued appreciation of the Japanese yen against the U.S. dollar. Currency exchange profits/losses
represent the difference