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PART I. FINANCIAL INFORMATION
ITEM 1. Financial Statements
LAM RESEARCH CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

Assets

March 31,
June 24,
2002
2001
----------- ----------(unaudited)
(1)

Cash and cash equivalents............................ $
130,085 $
221,659
Short-term investments...............................
700,372
642,900
Accounts receivable, net.............................
125,957
248,910
Inventories..........................................
176,892
284,757
Prepaid expenses and other current assets............
73,879
20,855
Deferred income taxes................................
197,263
157,525
----------- ----------Total current assets.......................
1,404,448
1,576,606
Property and equipment, net..........................
77,311
126,533
Restricted cash......................................
71,098
60,800
Deferred income taxes................................
19,767
19,767
Other assets.........................................
50,806
88,069
----------- ----------Total assets............................... $ 1,623,430 $ 1,871,775
=========== ===========
Liabilities and stockholders' equity
Trade accounts payable............................... $
32,001 $
56,568
Accrued expenses and other
current liabilities...............................
180,133
183,319
Deferred profit......................................
47,941
250,834
Current portion of long-term debt and
capital lease obligations.........................
312,120
8,963
----------- ----------Total current liabilities..................
572,195
499,684
Long-term debt,capital lease obligations,
and other liabilities.............................
354,605
659,718
----------- ----------Total liabilities..........................
926,800
1,159,402

Commitments and contingencies
Preferred stock, at par value of $0.001 per share;
authorized -- 5,000 shares, none outstanding......
Common stock, at par value of $0.001 per share;
authorized -- 400,000 shares; issued and
outstanding -- 127,240 shares at March 31,
2002 and 124,917 shares at June 24, 2001.........
Additional paid-in capital...........................
Treasury stock, at cost..............................
Accumulated other comprehensive loss.................
Retained earnings....................................

--

--

127
125
536,928
498,066
(14,070)
(21,904)
(15,442)
(18,195)
189,087
254,281
----------- ----------Total stockholders' equity.................
696,630
712,373
----------- ----------Total liabilities and stockholders' equity. $ 1,623,430 $ 1,871,775
=========== ===========

(1) Derived from June 24, 2001 audited financial statements.
See Notes to Condensed Consolidated Financial Statements.

LAM RESEARCH CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)
(unaudited)
Three Months Ended
Nine Months Ended
-------------------------- -------------------------March 31,
March 25,
March 31,
March 25,
2002
2001
2002
2001
------------ ------------ ------------ -----------(restated)
(restated)
Total revenue........................... $
164,105 $
465,125 $
762,858 $ 1,154,253
Cost of goods sold....................
Cost of goods sold restructuring charges................
Cost of goods sold - litigation
settlement ..........................
Gross margin
Research and development..............
Selling, general and administrative...
Restructuring charges.................
Purchased technology for
research and development............
Operating income (loss) ................
Other income, net.......................
Income (loss) before taxes.............
Income tax expense (benefit)............
Income (loss) before cumulative effect
of change in accounting principle......
Cumulative effect of the application
of SAB 101, "Revenue Recognition in
Financial Statements", net of $81,441
related tax benefit..................
Net income (loss)
Net income (loss) per share:
Basic:
Income (loss) before cumulative effect
of change in accounting principle....

109,118
--

262,102
--

516,732
7,600

648,531
--

------------54,987
40,552
36,849
--

------------203,023
58,791
55,615
--

38,780
-----------199,746
137,516
127,538
47,221

------------505,722
174,044
170,047
--

------------(22,414)
17,443
-----------(4,971)
(6,540)
------------

------------88,617
4,429
-----------93,046
27,924
------------

------------(112,529)
17,762
-----------(94,767)
(35,761)
------------

8,000
-----------153,631
11,995
-----------165,626
49,695
------------

1,569

65,122

(59,006)

115,931

---(122,105)
------------ ------------ ------------ -----------$
1,569 $
65,122 $
(59,006) $
(6,174)
============ ============ ============ ============

0.01

0.53

(0.47)

0.94

Cumulative effect of change
in accounting principle, SAB 101.....

---(0.99)
------------ ------------ ------------ -----------Basic net income (loss) per share.... $
0.01 $
0.53 $
(0.47) $
(0.05)
============ ============ ============ ============
Diluted:
Income (loss) before cumulative effect
of change in accounting principle....
0.01
0.48
(0.47)
0.88
Cumulative effect of change
in accounting principle, SAB 101.....

---(0.86)
------------ ------------ ------------ -----------Diluted net income (loss) per share.. $
0.01 $
0.48 $
(0.47) $
0.02
============ ============ ============ ============
Number of shares used in
per share calculations:
Basic................................
126,747
123,182
125,921
123,693
============ ============ ============ ============
Diluted..............................
134,420
141,901
125,921
142,400
============ ============ ============ ============

See Notes to Condensed Consolidated Financial Statements.

LAM RESEARCH CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(unaudited)
Nine Months Ended
-------------------------March 31,
March 25,
2002
2001
------------ -----------(restated)

Cash flows from operating activities:
Net loss.......................................... $
Adjustments to reconcile net loss to net cash
provided by (used for) operating activities:
Gain on equity derivative contracts...............
Cumulative effect of change in accounting
principle, SAB 101...............................
Depreciation and amortization.....................
Deferred income taxes.............................
Restructuring charges.............................
Litigation settlement.............................
Loss on sale or disposal of fixed assets .........
Impairment charge.................................
Purchased technology for research and
development.....................................
Change in working capital accounts................
Net cash provided by/(used for) operating activities

(59,006) $
(17,718)

(6,174)
--

-46,332
(39,736)
54,821
33,780
1,730
11,500

122,105
41,802
(29,072)
-----

-(55,907)
-----------(24,204)
------------

8,000
36,361
-----------173,022
------------

(8,518)
(2,097,734)
2,040,262
-(10,035)
-----------(76,025)
------------

(54,565)
(5,724,308)
5,771,864
(6,000)
(15,902)
-----------(28,911)
------------

Cash flows from investing activities:
Capital expenditures, net.........................
Purchases of available-for-sale securities........
Sales of available-for-sale securities............
Strategic investments.............................
Other, net........................................
Net cash used for investing activities..............
Cash flows from financing activities:
Net proceeds from issuance of short and
long term debt..................................
Principal payments on long-term debt
and capital lease obligations...................
Treasury stock purchases..........................
Reissuances of treasury stock.....................
Proceeds from issuance of common stock............
Net cash provised by/(used for) financing activities
Effect of exchange rate changes on cash...........
Net increase (decrease) in cash and
cash equivalents..................................
Cash and cash equivalents at beginning of period....

-(6,909)
(10,678)
12,324
14,270
-----------9,007
-----------(352)

13,483
(6,091)
(45,070)
18,285
(271)
-----------(19,664)
-----------(3,745)

(91,574)
120,702
221,659
70,056
------------ -----------Cash and cash equivalents at end of period.......... $
130,085 $
190,758
============ ============

See Notes to Condensed Consolidated Financial Statements.

LAM RESEARCH CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31, 2002
(Unaudited)
NOTE A -- BASIS OF PRESENTATION
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with generally accepted accounting principles for
interim financial information and with the instructions to Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes
required by generally accepted accounting principles for complete financial statements. In the opinion of management, all adjustments (consisting only of normal
recurring adjustments) considered necessary for a fair presentation have been included. The accompanying unaudited condensed consolidated financial statements
should be read in conjunction with the audited consolidated financial statements of Lam Research Corporation (the "Company" or "Lam") for the fiscal year
ended June 24, 2001, which are included in the Annual Report on Form 10-K, File Number 0-12933. Lam's Form 10-K is available online at the Securities and
Exchange Commission website on the Internet. The address of that site is http://www.sec.gov. Lam also posts the Form 10-K on the corporate website at
http://www.lamrc.com.
The Company's reporting period is a 52/53-week fiscal year. The Company's current fiscal year will end June 30, 2002 and includes 53 weeks. The extra week
was included in the quarter ended December 30, 2001, and did not have a material impact on the Company's consolidated financial statements.
Certain amounts presented in the comparative financial statements for prior years have been reclassified to conform to the 2002 presentation.

NOTE B -- CHANGES IN ACCOUNTING PRINCIPLES AND POLICIES
Revenue Recognition: The Company changed its revenue recognition policy in the fourth quarter of fiscal 2001, effective June 26, 2000, based on guidance
provided in Securities and Exchange Commission ("SEC"), Staff Accounting Bulletin No. 101 ("SAB 101"), "Revenue Recognition in Financial Statements." The
Company recognizes revenue when persuasive evidence of an arrangement exists, delivery has occurred or services have been rendered, the price is fixed or
determinable, collectibility is reasonably assured, and the Company has completed its system installation obligations and received customer acceptance, or is
otherwise released from its installation or customer acceptance obligations. In the event terms of the sale provide for a lapsing customer acceptance period, the
Company recognizes revenue upon the expiration of the lapsing acceptance period or customer acceptance whichever occurs first. Revenue related to spare parts
sales, system upgrades and remanufactured systems is generally recognized upon shipment. Revenue related to services is generally recognized upon performance
of the services requested by a customer order. Revenue for extended maintenance service contracts with a term more than one month is recognized on a straightline basis over the term of the contract.
In accordance with guidance provided in SAB 101, the Company recorded a non-cash charge of $122.1 million (after a reduction for income taxes of $81.4
million), or ($0.92) per diluted share, to reflect the cumulative effect of the accounting change as of the beginning of the fiscal year ended June 24, 2001.
The deferred revenue balance as of June 26, 2000, was $433.0 million. This amount consists of equipment that was shipped but had not yet been accepted as of
June 25, 2000, and was included in the cumulative effect adjustment as of June 26, 2000. Of this amount the Company recognized revenue of $87.0 million and
$388.0 million, respectively, during the three and nine months ended March 25, 2001. During the three and nine months ended March 31, 2002, the Company
recognized revenue of $1.7 and $26.1 million, respectively, that was included in the cumulative effect adjustment as of June 26, 2000. At March 31, 2002, the
deferred revenue balance, including $6.1 million attributable to the cumulative effect adjustment, was approximately $106.5 million.
The unaudited Statements of Operations for the three and nine months ended March 25, 2001, have been restated to reflect the application of SAB 101.
Prior to fiscal year 2001, the Company's revenue recognition policy was generally to recognize revenue for sales of equipment at the time of shipment.
Investments in Derivative Financial Instruments Indexed to Lam Research Corporation Stock: In November 2000, the Financial Accounting Standards Board
("FASB") Emerging Issues Task Force ("EITF") reached final consensus on EITF Issue No. 00-19, "Determination of Whether Share Settlement is Within the
Control of the Issuer" for purposes of applying EITF Issue No. 96-13, "Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled in, a
Company's Own Stock" ("EITF 00-19"). EITF 96-13 addresses accounting for equity derivative contracts indexed to, and potentially settled in, a company's own
stock ("equity derivatives") by providing guidance for distinguishing between permanent equity, temporary equity and assets and liabilities. EITF 00-19 addresses
and clarifies whether specific contract provisions or other circumstances cause a net-share or physical settlement alternative to be within or outside the control of
the issuer. Under EITF 00-19, equity derivatives that were issued prior to September 20, 2000, and classified as permanent equity must meet certain criteria or be
re-classified as assets or liabilities. To qualify as permanent equity all the following criteria must be met: the equity derivative contract must permit the company
to settle in unregistered shares, the company must have sufficient authorized but unissued shares available to settle the contract, the contract must contain an
explicit limit on the number of shares to be delivered in a share settlement, there can be no requirement in the contract to post collateral, there can be no "make
whole" provisions in the contract and there can be no provisions in the contract that indicate the counterparty has rights that rank higher than those of a common
shareholder. Equity derivative contracts accounted for as permanent equity are recorded at their initial fair value, and subsequent changes in fair value are not
recognized unless a change in the contract's classification occurs. Equity derivative contracts not qualifying for permanent equity accounting are recorded at fair
value as an asset or liability with subsequent changes in fair value recognized through the statement of operations.
In accordance with EITF 00-19, as of June 24, 2001, the Company recorded a cumulative effect adjustment for the change in accounting principle to recognize
the fair value of certain put and call options indexed to its own stock as an asset. The cumulative effect adjustment, a gain of $33.1 million ($0.25 per diluted
share), was based on a June 24, 2001 stock price of $28.50, and was recognized in the fourth quarter of fiscal 2001. The cumulative change was not recorded net
of tax because the Company believes the option settlement will be non-taxable. The fair value of these equity derivatives, $33.1 million, was recorded in Other
Long Term Assets. In accordance with EITF 00-19, the Company adjusts the carrying value of these derivative instruments to their fair value at the end of each
reporting period, with the change in fair value being recorded as a gain or loss on the Company's statement of operations.
Based on a March 31, 2002 stock price of $29.32, the fair value of the equity derivatives was $50.8 million which resulted in a non-taxable gain of $16.8 million
for the three months ended March 31, 2002 and a non-taxable gain of $17.7 million for the nine months ended March 31, 2002. The gains are recorded in Other
Income (Expense), Net in the March 2002 Condensed Consolidated Statement of Operations. The fair value of the options is recorded in Other Current Assets, as
the instruments mature within the next twelve months.
Refer to Item 3, "Qualitative and Quantitative Disclosures about Market Risk" for additional information about the Company's investments in equity derivative
financial instruments.
NOTE C -- RECENT ACCOUNTING PRONOUNCEMENTS
In September 2000, the FASB issued Statement of Financial Accounting Standards No. 140 ("FAS 140"), "Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities -- a replacement of FASB Statement No. 125". FAS 140 revised the criteria for accounting for securitizations and other
transfers of financial assets and collateral. In addition, FAS 140 expands related financial statement disclosures. FAS 140 is effective for transfers of financial
assets occurring after March 31, 2001. The adoption of FAS 140 did not have a material impact on the Company's consolidated financial position or operating
results.
In July 2001, the FASB issued Statement of Financial Accounting Standards No. 141 ("FAS 141"), "Business Combinations" and Statement of Financial
Accounting Standards No. 142 ("FAS 142"), "Goodwill and Other Intangible Assets". FAS 141 requires all business combinations initiated after June 30, 2001 to
be accounted for using the purchase method. Under FAS 142, goodwill and intangible assets with indefinite lives are no longer amortized but are reviewed
annually for impairment or more frequently if impairment indicators arise. Separable intangible assets that have finite lives will continue to be amortized over
their useful lives. The amortization provisions of FAS 142 apply to goodwill and intangible assets acquired prior to July 1, 2001. The Company is required to
adopt FAS 142 effective July 1, 2002. As of this date, the adoption of FAS 141 and FAS 142 is not expected to materially impact the Company's consolidated
financial position or operating results.
In October 2001, the FASB issued Statement of Financial Accounting Standards No. 144 ("FAS 144"), "Accounting for the Impairment or Disposal of LongLived Assets". FAS 144 supersedes FAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of", and
applies to all long- lived assets (including discontinued operations). The Company is required to adopt FAS 144 effective July 1, 2002. As of this date, the
adoption of FAS 144 is not expected to materially impact the Company's consolidated financial position or operating results.

NOTE D -- INVENTORIES

Inventories are stated at the lower of cost (first-in, first-out method) or market. Inventories consist of the following:
March 31,
June 24,
2002
2001
------------ -----------(in thousands)
Raw materials....................... $
100,227 $
158,508
Work-in-process.....................
45,382
74,170
Finished goods......................
31,283
52,079
------------ -----------$
176,892 $
284,757
============ ============

NOTE E -- PROPERTY AND EQUIPMENT
Property and equipment consists of the following:

Manufacturing and other equipment ..
Leasehold improvements..............
Furniture and fixtures..............
Computer equipment and software.....
Less accumulated depreciation
and amortization..................

March 31,
June 24,
2002
2001
------------ -----------(in thousands)
$
129,554 $
147,203
85,777
89,587
5,993
6,363
74,846
76,211
------------ -----------296,170
319,364
(218,859)
(192,831)
------------ -----------$
77,311 $
126,533
============ ============

NOTE F -- OTHER INCOME (EXPENSE), NET
The significant components of other income (expense), net are as follows:
Three Months Ended
Nine Months Ended
-------------------------- -------------------------March 31,
March 25,
March 31,
March 25,
2002
2001
2002
2001
------------ ------------ ------------ -----------(in thousands)
Gain on equity derivative contracts $
16,828 $
-$
17,718 $
-Interest expense....................
(5,841)
(4,958)
(20,559)
(15,190)
Interest income.....................
7,592
7,164
24,870
23,940
Other, net .........................
(1,136)
2,223
(4,267)
3,245
------------ ------------ ------------ -----------$
17,443 $
4,429 $
17,762 $
11,995
============ ============ ============ ============

See the discussion "Investments in Derivative Financial Instruments Indexed to Lam Research Corporation Stock" discussed in Note B of this form 10-Q for
additional information regarding the gains on equity derivative contracts.

NOTE G -- NET INCOME (LOSS) PER SHARE
Basic net income (loss) per share is computed by dividing net income by the weighted average number of common shares outstanding during the period. The
computation of basic net income (loss) per share for all periods presented is derived from the information on the face of the income statement, and there are no
reconciling items in either the numerator or denominator.
Diluted net income per share is computed as though all potential dilutive common shares were outstanding during the period. The following table provides a
reconciliation of the numerators and the denominators of the basic and diluted per-share computations for income (loss) before the cumulative effect of change in
accounting principle.
Three Months Ended
Nine Months Ended
-------------------------- -------------------------March 31,
March 25,
March 31,
March 25,
2002
2001
2002
2001
------------ ------------ ------------ -----------(in thousands, except per share data)
Numerator:
Basic income (loss) before cumulative
effect of change in accounting principle.............. $
Add: Interest expense on convertible subordinated
notes, net of taxes ..................................

1,569
--

$

65,122
3,025

$

(59,006) $
--

115,931
9,075

Diluted income (loss) before cumulative
------------ ------------ ------------ -----------effect of change in accounting principle.............. $
1,569 $
68,147 $
(59,006) $
125,006
============ ============ ============ ============
Denominator:
Basic shares outstanding
Effect of potential dilutive securities:
Employee stock plans and warrants....................
Convertible subordinated notes.......................
Diluted average shares outstanding......................
Income (loss) per share before cumulative effect of
change in accounting principle - Basic...................

126,747
7,673
------------134,420
============
$0.01

123,182
8,132
10,587
-----------141,901
============
$0.53

125,921
-------------125,921
============
($0.47)

123,693
8,120
10,587
-----------142,400
============
$0.94

Income (loss) per share before cumulative effect of
change in accounting principle - Diluted.................

============
$0.01
============

============
$0.48
============

============
($0.47)
============

============
$0.88
============

For the three-month period ended March 31, 2002, diluted net income per share includes the assumed exercise of employee stock options and warrants. The
assumed conversion of the Company's 5% Convertible Subordinated Notes ("the 5% Notes") and the 4% Convertible Subordinated Notes ("the 4% Notes") into
17,264,000 shares of the Company's common stock was antidilutive and therefore excluded from net income per share. Refer to the Liquidity And Capital
Resources section of Item 2, " Management's Discussion and Analysis of Financial Condition and Results of Operations" for additional information about the
Company's 4% and 5% Notes. For the nine month period ended March 31, 2002, options, warrants and convertible securities were outstanding, but all 24,809,000
potential common shares issuable upon the exercise or conversion of these instruments were excluded from the computation of diluted net loss per common share
because the effect would have been antidilutive due to the net loss recorded for the period. See Note L for discussion of the warrant issued in connection with the
settlement of patent litigation. For the three and nine months ended March 25, 2001, diluted net income per share includes the assumed exercise of employee
stock options and the assumed conversion of the 5% Notes.
NOTE H - COMPREHENSIVE INCOME (LOSS)
The components of comprehensive income (loss), net of tax, are as follows:
Three Months Ended
Nine Months Ended
-------------------------- -------------------------March 31,
March 25,
March 31,
March 25,
2002
2001
2002
2001
------------ ------------ ------------ -----------(in thousands)
Net income (loss) .............. $
1,569 $
65,122 $
(59,006) $
(6,174)
Foreign currency translation
adjustment....................
(778)
(8,621)
4,248
(9,771)
Change in unrealized gain on
derivative financial instrumen
(2,283)
2,588
(1,495)
4,566
------------ ------------ ------------ -----------Comprehensive income (loss) .... $
(1,492) $
59,089 $
(56,253) $
(11,379)
============ ============ ============ ============

Accumulated other comprehensive loss, is as follows:
March 31,
June 24,
2002
2001
------------ -----------(in thousands)

Accumulated foreign currency translation
adjustment................................
Accumulated unrealized gain on
derivative financial instruments..........

($18,884)

($23,132)

3,442
4,937
------------ -----------($15,442)
($18,195)
============ ============

Accumulated other comprehensive loss........

NOTE I -- DERIVATIVE INSTRUMENTS AND HEDGING
The Company carries derivative financial instruments (derivatives) on the balance sheet at their fair value. Changes in the fair value of derivatives that are not
designated nor qualify as hedges under Financial Accounting Standards No. 133, "Accounting for Derivative Instruments and Hedging Activities" ("FAS 133")
must be recognized in earnings immediately. If the derivative is a hedge, depending on the nature of the hedge, changes in the fair value of the derivative are
either offset against the change in fair value of assets, liabilities, or firm commitments through earnings (fair value hedges) or recognized in other comprehensive
income ("OCI") until the hedged item is recognized in earnings (cash flow hedges). The ineffective portion of a derivative's change in fair value is immediately
recognized in earnings.
In most countries, system sales are generally transacted in U.S. dollars while spare parts and service sales are denominated in the local country's currency. In
Japan, the Company generally sells its systems and spare parts in Japanese Yen. Therefore, in the normal course of business, the Company's financial position is
routinely subjected to market risk associated with foreign currency rate fluctuations.
The Company's policy is to minimize short-term business exposure to foreign exchange risks using the most effective and efficient methods to eliminate or reduce
such exposures. To protect against the reduction in value of forecasted Yen- denominated cash flows resulting from sales in Japanese Yen, the Company has
instituted a foreign currency cash flow hedging program. The Company purchases foreign currency forward contracts generally expiring within 12 months, and
no later than 24 months. These foreign currency forward exchange contracts, designated as cash flow hedges, are carried on the Company's balance sheet at fair
value with the effective portion of the contracts' gains or losses accumulated in OCI and subsequently recognized in earnings in the same period the hedged
revenue is recognized. The Company does not use derivatives for trading purposes.
Effectiveness tests for foreign currency forward contracts entered into prior to October 2000, excluded time value and compared the foreign currency spot rate at
inception to the then market spot rates. Subsequent hedges include time value and are tested for effectiveness by comparing the foreign currency forward rates at
inception to the current market forward rate. The change reflects the Company's conclusion that hedge effectiveness would not be substantively impacted by
including time value. There was no such hedge ineffectiveness that was included in earnings during the three-month period ended March 31, 2002. For the ninemonth period ended March 31, 2002, the Company recognized net losses of $104,600, resulting from hedge ineffectiveness.
If a cash flow hedge is discontinued because it is probable that the original forecasted transaction will not occur, the net gain or loss in accumulated OCI will be
reclassified into earnings as a component of Other Income (Expense), net. For the quarter ended March 31, 2002, the Company recorded a $2.2 million gain for
cash flow hedges that have been discontinued, because the original forecasted transactions did not occur. The gains are recorded in the Other Income (Expense),
net in the March 2002 Condensed Consolidated Statement of Operations.
The following table summarizes activity in accumulated OCI related solely to derivatives classified as cash flow hedges held by the Company during the nine
months ended March 31, 2002.
(in thousands)
------------

Balance at June 24, 2001
Reclassified into income from other comprehensive income..
Changes in fair value of derivative
financial instruments, net.............................
Balance at March 31, 2002 ................................

$

4,937
(3,353)

1,858
-----------$
3,442
============

At March 31, 2002, the Company expects to reclassify the entire amount accumulated in OCI to earnings during the next 12 months due to the recognition in
earnings of the hedged forecasted transactions.
The Company's policy is to minimize the impact of interest rate exposure associated with its interest rate sensitive investments and debt obligations. To limit the
impact relating to interest rate exposure associated with its 4% Notes, the Company during the quarter ended March 31, 2002, entered into an interest rate swap
agreement ("the swap") with a notional amount of $300 million. The Company entered into the swap in order to hedge changes in the fair value of the Company's
4% Notes, attributable to changes in the benchmark interest rate, by swapping 4% fixed interest payments for variable interest payments based on the London
Interbank Offered Rate ("LIBOR") rate. The swap is accounted for as a fair value hedge under the provisions of FAS 133 with fluctuations in the fair value of the
4% Notes, resulting from changes in the LIBOR interest rate sensitive component recorded in earnings, and offset by changes in the fair value of the swap, which
are also recorded in earnings.
Generally, fair value hedge ineffectiveness results when changes in the fair value of the derivative differ from changes in the fair value of the specific component
of the underlying hedged instrument being hedged. If the offsetting changes in fair value do not equal, the difference is recognized in earnings. No such amounts
were recorded in earnings during the three and nine months ended March 31, 2002.
The amount of net gain or loss recognized in earnings must be written off immediately to income when a hedged firm commitment no longer qualifies as a fair
value hedge. No such amounts were recorded in earnings during the three and nine months ended March 31, 2002.
Additionally, the Company enters into foreign currency forward contracts to hedge the gains and losses generated by the remeasurement of foreign currency
denominated intercompany receivables. Under FAS 133, these are not designated hedges. Therefore, the change in fair value of these derivatives is adjusted to
fair value through income as a component of Other Income (Expense), Net and offsets the change in fair value of the foreign currency denominated intercompany
receivables.
NOTE J -- RESTRUCTURING
In April 2001, the Company announced its intention to reduce global headcount up to 15% during the fourth quarter of fiscal 2001 ("the June 2001 Plan"). The
reduction in force was driven by the anticipated decline in the Company's revenues due to the then forecasted contraction of the semiconductor equipment market
from calendar year 2000 levels. During the fourth quarter of fiscal 2001, the appropriate level of management necessary to commit the Company to the specific
actions of the plan approved the June 2001 Plan. The Company began implementing the announced restructuring plan and reduced its workforce by
approximately 11% prior to June 24, 2001. The Company recorded a restructuring charge of $16.8 million which included severance and benefits for
involuntarily terminated employees, charges for remaining lease payments and leasehold improvements on vacated facilities, and charges for inventories of an
etch product line that has been discontinued. In addition, the Company consolidated its Fremont manufacturing facilities and wrote-off the carrying cost of
abandoned facility assets.
Below is a table summarizing activity relating to the June 2001 Plan:

Severance
and
Benefits
--------June 2001 provision........... $
Cash payments.................
Non-cash charges..............
Balance at June 24, 2001......
Cash payments.................
Non-cash charges..............
Balance at March 31, 2002.....

8,282
(4,067)
---------4,215
(1,520)
(774)
--------$
1,921
=========

Lease
Payments
Abandoned
Other
on Vacated
Fixed
Discontinued Exit
Facilities Assets
Inventory
Costs
Total
--------- --------- ---------------- --------(in thousands)
$
1,312 $
3,036 $
3,732
$
407 $ 16,769
----(4,067)
-(3,036)
(3,732)
(10)
(6,778)
--------- --------- ---------------- --------1,312
--397
5,924
(496)
--(28)
(2,044)
---(246)
(1,020)
--------- --------- ---------------- --------$
816 $
-- $
-- $
123 $
2,860
========= ========= ==========
======= =========

Severance and Benefits relates to the salary and fringe benefit expense for involuntarily terminated employees. Prior to June 24, 2001, management, with the
proper level of authority, approved and committed the Company to the plan of termination, determined the benefits the terminated employees would receive and
communicated the benefits package to employees in enough detail that they could determine their type and amount of benefit. The termination of the impacted
employees occurred as soon as practical after the plan of restructuring was announced. The majority of the Severance and Benefits reserve balance of $1.9 million
as of March 31, 2002 will be utilized by the end of June 2002.
Lease Payments on Vacated Facilities relates to 24 months of rent (or the remainder of the lease term, if less) after the abandonment of certain facilities currently
under long-term operating lease agreements. The Company estimated, given prevailing real estate market conditions, that it would take approximately 24 months
to sublease its vacated facilities in Fremont, California. When applicable, anticipated future sublease income relating to vacated buildings has been offset against
the charge for the remaining lease payments.
The Company wrote-off all leasehold improvements relating to the vacated buildings of approximately $1.5 million, as these items will have no future economic
benefit and have been abandoned. In addition, certain demonstration equipment and etch manufacturing inventory were abandoned and written-off.
Other exit costs relate to customer accommodations for the discontinued product line and expenses associated with a discontinued capital improvement project
related to vacated facilities.
By mid to late summer of 2001, further deterioration in semiconductor sales resulted in a lower outlook for the wafer fabrication equipment market and therefore
in the company's revenues. Consequently, in August 2001, the Company announced a new plan ("the September 2001 Plan") to further reduce its fixed cost
infrastructure, including an approximate 10% reduction-in-force. During the first quarter of fiscal year 2002, the September 2001 Plan was approved by the
appropriate level of management necessary to commit the Company to the specific actions of the plan. The Company began implementing the announced
restructuring activities and reduced its workforce by approximately 12% prior to September 23, 2001. The Company recorded a restructuring charge of $21.0
million which included severance and benefits for involuntarily terminated employees, charges for remaining lease payments and leasehold improvements on
vacated facilities, and charges for inventories of selected, older etch product lines that were discontinued.

Below is a table summarizing activity relating to the September 2001 Plan:

Severance
and
Benefits
--------September 2001 provision...... $
Cash payments.................
Non-cash charges..............
Adjustments.....................

10,767
(8,135)
(926)
---------Balance at March 31, 2002..... $
1,706
=========

Lease
Payments
Abandoned
on Vacated
Fixed
Discontinued
Facilities Assets
Inventory
Total
--------- --------- ---------- ---------(in thousands)
$
2,662 $
19 $
7,600 $
21,048
(489)
--(8,624)
-(935)
(7,600)
(9,461)
(916)
916
----------- --------- ---------- ---------$
1,257 $
-- $
-- $
2,963
========= ========= ========== ==========

Severance and Benefits relates to the salary and fringe benefit expense for involuntarily terminated employees. Prior to September 23, 2001, management, with
the proper level of authority, approved and committed the Company to the plan of termination, determined the benefits the terminated employees would receive
and communicated the benefits package to employees in enough detail that they could determine their type and amount of benefit. The termination of the
impacted employees occurred as soon as practical after the plan of restructuring was announced. The majority of the Severance and Benefits reserve balance of
$1.7 million as of March 31, 2002 will be utilized by September 2002.
Lease Payments on Vacated Facilities relates to 24 months of rent (or the remainder of the lease term, if less) after the abandonment of certain facilities currently
under long-term operating lease agreements. The Company estimated, given prevailing real estate market conditions, that it would take approximately 24 months
to sublease its vacated facilities in Fremont, California.
The Company wrote-off all leasehold improvements relating to the vacated buildings of approximately $935,000, as these items have no future economic benefit
and have been abandoned. Additionally, the Company exited selected, older etch product lines and wrote-off the related discontinued manufacturing inventory.
The continued degradation in the wafer fabrication equipment market in late calendar year 2001 and its impact on the Company's near-term financial forecast
necessitated another restructuring plan ("the December 2001 Plan"). On December 20, 2001, the Company publicly announced its intention to reduce global
headcount by approximately 400 people, worldwide, and further consolidate its facilities globally. During the second fiscal quarter, the December 2001 Plan was
approved by the appropriate level of management necessary to commit the Company to the specific actions of the plan. The Company began implementing the
announced restructuring activities and reduction of its workforce by approximately 12% prior to December 30, 2001. The Company recorded a restructuring
charge of $33.8 million relating to severance and benefits for involuntarily terminated employees, charges for remaining lease payments on vacated facilities and
the write-off of related leasehold improvements and fixed assets.
Below is a table summarizing activity relating to the December 2001 Plan:

Severance
and
Benefits
--------December 2001 provision....... $
Cash payments.................
Non-cash charges..............

14,208
(7,677)
(1,064)
--------Balance at March 31, 2002..... $
5,467
=========

Lease
Payments
Abandoned
on Vacated
Fixed
Facilities Assets
Total
--------- --------- ---------(in thousands)
$
9,637 $
9,928 $
33,773
(10)
-(7,687)
(127)
(9,928)
(11,119)
--------- --------- ---------$
9,500 $
-- $
14,967
========= ========= ==========

Severance and Benefits relates to the salary and fringe benefit expense for involuntarily terminated employees. Prior to December 30, 2001, management, with
the proper level of authority, approved and committed the Company to the plan of termination, determined the benefits the terminated employees would receive
and communicated the benefits package to employees in enough detail that they could determine their type and amount of benefit. The termination of the
impacted employees occurred as soon as practical after the plan of restructuring was announced. The majority of the Severance and Benefits reserve balance of
$5.5 million as of March 31, 2002 will be utilized by December 2002.
Lease Payments on Vacated Facilities relates to 24 months of rent (or the remainder of the lease term, if less) after the abandonment of certain facilities currently
under long-term operating lease agreements. The Company estimated, given prevailing real estate market conditions, that it would take approximately 24 months
to sublease its vacated facilities in Fremont, California.
The Company wrote off leasehold improvements relating to the vacated buildings of approximately $8.8 million, as these items will have no future economic
benefit and have been abandoned. Additionally, certain fixed assets associated with these facilities had no future economic benefit and have been abandoned and
written-off.
NOTE K -- ASSET IMPAIRMENT CHARGE
During the quarter ended December 30, 2001, the Company incurred an impairment charge of $9.5 million related to asset write-downs for laboratory and
demonstration equipment no longer in use. A $5.3 million write-down to fair value of certain laboratory tools is included in R&D expenses and $4.2 million of
write-downs to fair value of demonstration equipment is included in SG&A expenses. The write-down of selected laboratory and demonstration equipment is due
to rapid technological changes brought about by the move to copper and 300 mm applications.
NOTE L - PATENT LITIGATION SETTLEMENT
On December 19, 2001, the Company signed a final settlement agreement with Varian Semiconductor Equipment Associates, Inc. ("Varian") in connection with
the patent infringement litigation filed by Varian in October 1993. Under the terms of the settlement agreement, Varian granted the Company a nonexclusive
license to the patents involved in the litigation. The Company agreed to pay Varian $20.0 million in cash ($5.0 million in December 30, 2001 and the balance of
$15.0 million to be paid quarterly over the next 3 years) and issued a warrant that entitles Varian to purchase 2,000,000 shares of the Company's Common Stock
at an exercise price of $21.30 per share. As part of the full and final settlement, Varian and the Company agreed to dismiss all pending claims and counterclaims
relating to the litigation.
In connection with the settlement, the Company recorded a charge of $38.8 million in the quarter ended December 30, 2001, which represents approximately 95%
of the total value of the settlement. The remaining portion of the total value of the settlement, $2.7 million, is being amortized ratably over future periods.

Accumulated amortization for the quarter ending March 31, 2002 was $270,000.
The imputed value of the warrant, an aggregate amount of $21.5 million, was determined using the Black-Scholes valuation model. The key assumptions used in
the valuation model were an expected life of 4 years, an expected stock price volatility of 61% and a risk-free interest rate of 4.5%.
NOTE M -- LITIGATION
See Part II, item 1 for discussion of litigation.

ITEM 2. Management's Discussion and Analysis of Financial Condition and Results of Operations
Forward Looking Statements
With the exception of historical facts, the statements contained in this discussion are forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, and are subject to the Safe Harbor provisions created by these statutes. Such
forward-looking statements include, but are not limited to, statements that relate to our future revenue and income, product development, demand, acceptance and
market share, competitiveness, gross margins, levels of research and development and operating expenses, our management's plans and objectives for our current
and future operations, and the sufficiency of financial resources to support future operations and capital expenditures. Such statements are based on current
expectations and are subject to risks, uncertainties, and changes in condition, significance, value and effect, including those discussed below under the heading
Risk Factors, and other documents we may file from time to time with the Securities and Exchange Commission, specifically our last filed Annual Report on
Form 10-K for the fiscal year ended June 24, 2001. Such risks, uncertainties and changes in condition, significance, value and effect could cause our actual results
to differ materially from those expressed herein and in ways not readily foreseeable. Readers are cautioned not to place undue reliance on these forward-looking
statements, which speak only as of the date hereof and are based on information currently and reasonably known. We undertake no obligation to release any
revisions to these forward-looking statements, which may be made to reflect events or circumstances, which occur after the date hereof.
Documents To Review In Connection With Management's Analysis Of Financial Condition and Results Of Operations
This discussion should be read in conjunction with the Condensed Consolidated Financial Statements and Notes presented in this Form 10-Q and the financial
statements and notes in our last filed Annual Report on Form 10-K for a full understanding of our financial position and results of operations for the three and
nine month periods ended March 31, 2002.
RESULTS OF OPERATIONS
Lam Research Corporation is a leading supplier of technically complex thin film selective removal equipment used during the wafer fabrication process of
semiconductor manufacturing. The Company's product offerings include single wafer plasma etch systems with a wide range of applications, Chemical
Mechanical Planarization ("CMP") and post-CMP wafer cleaning systems. Demand for our equipment can fluctuate significantly from period to period as a result
of various factors, including but not limited to, economic conditions, supply and demand for semiconductors, customer capacity requirements, and our ability to
develop and market competitive, new products. For these and other reasons, our results of operations for the three and nine months ended March 31, 2002 may
not necessarily be indicative of future operating results.
Total Revenue
Our total revenues for the three and nine month periods ended March 31, 2002 were $164.1 million and $762.9 million, respectively, a decrease of 64.7% and
33.9%, respectively, compared to the corresponding periods in the prior year (restated for SAB 101). The decrease in revenues compared to the corresponding
periods in fiscal 2001 results from reduced capital spending by semiconductor manufacturers due to the worldwide decline in demand for semiconductors that
was experienced throughout calendar year 2001.
Based on the guidance provided by SAB 101, we now generally recognize systems revenue on the date of customer acceptance. As a result, the fiscal period in
which we are able to recognize systems revenue is subject to the length of time that our customers require to evaluate the performance of our equipment after
shipment and installation. The new systems revenue recognition policy has the effect of delaying revenue recognition generally from two to seven months from
the date of shipment.
Our current outlook is for slightly higher revenues in the next two quarters reflecting the beginning signs of increased capital investment and manufacturing
activity by our customers. However, our revenue for calendar year 2002 will ultimately be dependent upon our customers' decision to invest in capital equipment
during the remaining three quarters of calendar year 2002.
The geographic breakdown of revenue for the March quarter was as follows:

North America.......
Europe..............
Asia Pacific........
Japan...............

Three Months Ended
-------------------------March 31,
March 25,
2002
2001
------------ -----------24%
28%
20%
27%
37%
38%
19%
7%

Nine Months Ended
-------------------------March 31,
March 25,
2002
2001
------------ -----------26%
31%
23%
29%
35%
31%
16%
9%

Gross Margin
Our gross margin as a percentage of revenue decreased to 33.5% for the three months ended March 31, 2002, compared to 43.6% for the corresponding period in
the prior fiscal year. The decrease in gross margin compared to the corresponding period in fiscal 2001 results primarily from excess production capacity due to
lower manufacturing volumes The gross margin percentage for the nine months ended March 31, 2002, decreased to 26.2%, compared to 43.8% for the nine
months ended March 31, 2001. The decrease in margin compared to the corresponding period in fiscal 2001 results from excess production capacity due to lower
manufacturing volumes, inventory write-down charges of $24.1 million and the patent litigation settlement of $38.8 million that were taken in December 2001
quarter, and the September 2001 inventory related restructuring charges, of $7.6 million.
Our current outlook is for gross margin as a percent of revenue to begin to rise in subsequent quarters reflecting increased manufacturing efficiencies and higher
customer acceptance levels.

Research and Development
R&D expenses for the three and nine months ended March 31, 2002, were $40.6 million and $137.5 million, 31.0% and 21.0% lower than the year ago periods,
respectively. R&D expenses as a percentage of revenue for the three months ended March 31, 2002, were 24.7 %, compared to 12.6% for the corresponding
period a year ago. The increase in R&D expenses as a percentage of total revenue, is primarily due to lower revenues in the March 2002 quarter due to the
downturn in the semiconductor equipment market and was partially offset by reduced spending.
R&D expenses for the nine months ended March 31, 2002, were 18.0% of total revenue, compared to 15.1%, for the corresponding nine-month period of fiscal
2001. The increase in R&D expenses as a percentage of total revenue is primarily due to the decrease in our revenues during fiscal 2002 and is partially offset by
reduced spending in the current and prior quarters of fiscal 2002.
A $5.3 million impairment charge was recognized in the December 2001 quarter to write-down the value of certain R&D laboratory equipment, which was no
longer useful due to rapid technological changes brought about by the move to copper and 300 mm applications.
We expect to maintain R&D investments at slightly higher spending levels than those of the current fiscal quarter for at least the next two quarters.
Selling, General and Administrative
SG&A expenses for the three and nine months ended March 31, 2002 were $36.8 million and $127.5 million, 33.7% and 25.0% lower, respectively, than SG&A
expenses in the corresponding fiscal 2001 periods. As a percentage of revenue SG&A expenses for the three months ended March 31, 2002, were 22.5% of total
revenue, compared to 12.0% of total revenue for the corresponding period in fiscal 2001. The increase as a percentage of revenue for the three months ended
March 31, 2002, as compared to the corresponding period a year ago, reflects the decrease in our revenues due to the downturn in the semiconductor equipment
market and was partially offset by cost saving programs implemented in prior quarters.
SG&A expenses for the nine months ended March 31, 2002, were 16.7% of total revenue, compared to 14.7 %, for the corresponding nine month period of fiscal
2001. The increase in SG&A expenses as a percentage of total revenue for the nine months ended March 31, 2002, as compared to the corresponding period a
year ago, is primarily due to the decrease in revenues and was partially offset by reduced spending. In response to the industry slowdown we implemented cost
reduction measures such as headcount reductions and mandatory shutdown days.
A $4.2 million impairment charge was recognized in the December 2001 quarter to write-down the value of certain demonstration equipment, used in sales and
marketing activities, which was no longer useful due to rapid technological changes brought about by the move to copper and 300 mm applications.
We expect SG&A expenses to increase modestly in absolute dollars over the next two quarters, the result of increased sales volume.
Restructuring
In April 2001, we announced our intention to reduce global headcount up to 15% during the fourth quarter of fiscal 2001 ("the June 2001 Plan"). The reduction in
force was driven by the anticipated decline in our revenues due to the then forecasted contraction of the semiconductor equipment market from calendar year
2000 levels. During the fourth quarter of fiscal 2001, the June 2001 Plan was approved by the appropriate level of management necessary to commit us to the
specific actions of the plan. We began implementing the announced restructuring plan and reduced our workforce by approximately 11% prior to June 24, 2001.
We recorded a restructuring charge of $16.8 million which included severance and benefits for involuntarily terminated employees, charges for remaining lease
payments and leasehold improvements on vacated facilities, and charges for inventories of an etch product line that has been discontinued. In addition, we
consolidated our Fremont manufacturing facilities and wrote-off the carrying cost of abandoned facility assets.
Below is a table summarizing activity relating to the June 2001 Plan:

Severance
and
Benefits
--------June 2001 provision........... $
Cash payments.................
Non-cash charges..............
Balance at June 24, 2001......
Cash payments.................
Non-cash charges..............
Balance at March 31, 2002.....

8,282
(4,067)
---------4,215
(1,520)
(774)
--------$
1,921
=========

Lease
Payments
Abandoned
Other
on Vacated
Fixed
Discontinued Exit
Facilities Assets
Inventory
Costs
Total
--------- --------- ---------------- --------(in thousands)
$
1,312 $
3,036 $
3,732
$
407 $ 16,769
----(4,067)
-(3,036)
(3,732)
(10)
(6,778)
--------- --------- ---------------- --------1,312
--397
5,924
(496)
--(28)
(2,044)
---(246)
(1,020)
--------- --------- ---------------- --------$
816 $
-- $
-- $
123 $
2,860
========= ========= ==========
======= =========

Severance and Benefits relates to the salary and fringe benefit expense for involuntarily terminated employees. Prior to June 24, 2001, management, with the
proper level of authority, approved and committed us to the plan of termination and determined the benefits the terminated employees would receive and
communicated the benefits package to employees in enough detail that they could determine their type and amount of benefit. The termination of the impacted
employees occurred as soon as practical after the plan of restructuring was announced. The majority of the Severance and Benefits reserve balance of $1.9 million
as of March 31, 2002, will be utilized by the end of June 2002.
Lease Payments on Vacated Facilities relates to 24 months of rent (or the remainder of the lease term, if less) after the abandonment of certain facilities currently
under long-term operating lease agreements. We estimated, given prevailing real estate market conditions, that it would take approximately 24 months to sublease
our vacated facilities in Fremont, California. When applicable, anticipated future sublease income relating to vacated buildings has been offset against the charge
for the remaining lease payments.
We wrote-off all leasehold improvements relating to the vacated buildings of approximately $1.5 million, as these items will have no future economic benefit and
have been abandoned. In addition, certain demonstration equipment and etch manufacturing inventory were abandoned and written-off.
Other exit costs relate to customer accommodations for the discontinued product line and expenses associated with a discontinued capital improvement project
related to vacated facilities.
By mid to late summer of 2001, further deterioration in semiconductor sales resulted in a lower outlook for the wafer fabrication equipment market and therefore
in our revenues. Consequently, in August 2001, we announced a new plan ("the September 2001 Plan") to further reduce our fixed cost infrastructure, including
an approximate 10% reduction-in- force. During the first quarter of fiscal 2002, the September 2001 Plan was approved by the appropriate level of management
necessary to commit us to the specific actions of the plan. We began implementing the announced restructuring activities and reduced our workforce by

approximately 12% prior to September 23, 2001. We recorded a restructuring charge of $21.0 million which included severance and benefits for involuntarily
terminated employees, charges for remaining lease payments and leasehold improvements on vacated facilities, and charges for inventories of selected, older etch
product lines that were discontinued.
Below is a table summarizing activity relating to the September 2001 Plan:

Severance
and
Benefits
--------September 2001 provision...... $
Cash payments.................
Non-cash charges..............
Adjustments.....................

10,767
(8,135)
(926)
---------Balance at March 31, 2002..... $
1,706
=========

Lease
Payments
Abandoned
on Vacated
Fixed
Discontinued
Facilities Assets
Inventory
Total
--------- --------- ---------- ---------(in thousands)
$
2,662 $
19 $
7,600 $
21,048
(489)
--(8,624)
-(935)
(7,600)
(9,461)
(916)
916
----------- --------- ---------- ---------$
1,257 $
-- $
-- $
2,963
========= ========= ========== ==========

Severance and Benefits relates to the salary and fringe benefit expense for involuntarily terminated employees. Prior to September 23, 2001, management, with
the proper level of authority, approved and committed us to the plan of termination, determined the benefits the terminated employees would receive and
communicated the benefits package to employees in enough detail that they could determine their type and amount of benefit. The termination of the impacted
employees occurred as soon as practical after the plan of restructuring was announced. The majority of the Severance and Benefits reserve balance of $1.7 million
as of March 31, 2002 will be utilized by September 2002.
Lease Payments on Vacated Facilities relates to 24 months of rent (or the remainder of the lease term, if less) after the abandonment of certain facilities currently
under long-term operating lease agreements. We estimated, given prevailing real estate market conditions, that it would take approximately 24 months to sublease
the vacated facilities in Fremont, California.
We wrote-off leasehold improvements relating to the vacated buildings of approximately $935,000, as these items will have no future economic benefit and have
been abandoned. Additionally, we exited selected, older etch product lines and wrote-off the related discontinued manufacturing inventory.
The continued degradation in the wafer fabrication equipment market in late calendar year 2001 and its impact on our near-term financial forecast necessitated
another restructuring plan ("the December 2001 Plan"). On December 20, 2001, we publicly announced our intention to reduce global headcount by
approximately 400 people, worldwide, and further consolidate our facilities globally. During the second fiscal quarter, the December 2001 Plan was approved by
the appropriate level of management necessary to commit us to the specific actions of the plan. We began implementing the announced restructuring activities and
reduction of our workforce by approximately 12% prior to December 30, 2001. We recorded a restructuring charge of $33.8 million relating to severance and
benefits for involuntarily terminated employees, charges for remaining lease payments on vacated facilities and the write-off of related leasehold improvements
and fixed assets.
Below is a table summarizing activity relating to the December 2001 Plan:

Severance
and
Benefits
--------December 2001 provision....... $
Cash payments.................
Non-cash charges..............

14,208
(7,677)
(1,064)
--------Balance at March 31, 2002..... $
5,467
=========

Lease
Payments
Abandoned
on Vacated
Fixed
Facilities Assets
Total
--------- --------- ---------(in thousands)
$
9,637 $
9,928 $
33,773
(10)
-(7,687)
(127)
(9,928)
(11,119)
--------- --------- ---------$
9,500 $
-- $
14,967
========= ========= ==========

Severance and Benefits relates to the salary and fringe benefit expense for involuntarily terminated employees. Prior to December 30, 2001, management, with
the proper level of authority, approved and committed us to the plan of termination, determined the benefits the terminated employees would receive and
communicated the benefits package to employees in enough detail that they could determine their type and amount of benefit. The termination of the impacted
employees occurred as soon as practical after the plan of restructuring was announced. The majority of the Severance and Benefits reserve balance of $5.5 million
as of March 31, 2002 will be utilized by December 2002.
Lease Payments on Vacated Facilities relates to 24 months of rent (or the remainder of the lease term, if less) after the abandonment of certain facilities currently
under long-term operating lease agreements. We estimated, given prevailing real estate market conditions, that it would take approximately 24 months to sublease
its vacated facilities in Fremont, California.
We wrote off leasehold improvements relating to the vacated buildings of approximately $8.8 million, as these items will have no future economic benefit and
have been abandoned. Additionally, certain fixed assets associated with these facilities had no future economic benefit and have been abandoned and written-off.
Asset Impairment Charge
During the quarter ended December 30, 2001, we incurred an impairment charge of $9.5 million related to asset write-downs for laboratory and demonstration
equipment no longer in use. A $5.3 million write-down to fair value of certain laboratory tools is included in R&D expenses and $4.2 million of write-downs to
fair value of demonstration equipment are included in SG&A expenses. The write-down of selected laboratory and demonstration equipment is due to rapid
technological changes brought about by the move to copper and 300 mm applications.
Patent Litigation Settlement
On December 19, 2001, we signed a final settlement agreement with Varian Semiconductor Equipment Associates, Inc. ("Varian") in connection with the patent
infringement litigation filed by Varian in October 1993. Under the terms of the settlement agreement, Varian granted us a nonexclusive license to the patents
involved in the litigation. We agreed to pay Varian $20.0 million in cash ($5.0 million in December 30, 2001 and the balance of $15.0 million to be paid quarterly
over the next 3 years) and issued a warrant that entitles Varian to purchase 2,000,000 shares of our Common Stock at an exercise price of $21.30 per share. As
part of the full and final settlement, Varian and we agreed to dismiss all pending claims and counterclaims relating to the litigation.

In connection with the settlement, we recorded a charge of $38.8 million for the quarter ended December 30, 2001, which represents approximately 95% of the
total value of the settlement. The remaining portion of the total value of the settlement, $2.7 million, is being amortized ratably over future periods. Accumulated
amortization for the quarter ending March 31, 2002 was $270,000.
The imputed value of the warrant, an aggregate amount of $21.5 million, was determined using the Black-Scholes valuation model. The key assumptions used in
the valuation model were an expected life of 4 years, an expected stock price volatility of 61% and a risk-free interest rate of 4.5%.
Tax Expenses
Income tax benefit for the quarters ended March 31, 2002 and December 30, 2001, was recorded using a 30% tax benefit rate estimate as compared to a 10% tax
rate estimate for the quarter ended September 2001. The gain or loss from the change in fair value of our equity derivatives indexed to our stock is non-taxable.
The change in tax estimate is based on our continued and substantial investment in engineering and development programs qualifying for R&D tax benefits and
our current revenue and profit outlook for the fiscal year.
Income tax expenses were recorded using a 30% rate for the corresponding three and nine month periods ended a year ago.
Critical Accounting Policies and Estimates
Use of Estimates: The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management
to make estimates and assumptions that could affect the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts
of revenue and expenses during the reporting period. Actual results could differ from those estimates.
Revenue Recognition: We changed our revenue recognition policy in the fourth quarter of fiscal 2001, effective June 26, 2000, based on guidance provided in
Securities and Exchange Commission ("SEC"), Staff Accounting Bulletin No. 101 ("SAB 101"), "Revenue Recognition in Financial Statements." We recognize
revenue when persuasive evidence of an arrangement exists, delivery has occurred or services have been rendered, the price is fixed or determinable, collectibility
is reasonably assured, and we have completed our system installation obligations and received customer acceptance, or are otherwise released from our
installation or customer acceptance obligations. In the event terms of the sale provide for a lapsing customer acceptance period, we recognize revenue upon the
expiration of the lapsing acceptance period or customer acceptance whichever occurs first. Revenue related to spare parts sales, system upgrades and
remanufactured systems is generally recognized on shipment. Revenue related to services is generally recognized upon performance of the services requested by a
customer order. Revenue for extended maintenance service contracts with a term more than one month is recognized on a straight- line basis over the term of the
contract.
In accordance with guidance provided in SAB 101, we recorded a non-cash charge of $122.1 million (after a reduction for income taxes of $81.4 million), or
($0.92) per diluted share, to reflect the cumulative effect of the accounting change as of the beginning of the fiscal year ended June 24, 2001.
The deferred revenue balance as of June 26, 2000, was $433.0 million. This amount consists of equipment that was shipped but had not yet been accepted as of
June 25, 2000, and was included in the cumulative effect adjustment as of June 26, 2000. Of this amount we recognized revenue of $87.0 million and $388.0
million, respectively, during the three and nine months ended March 25, 2001. During the three and nine months ended March 31, 2002, we recognized revenue
of $1.7 and $26.1 million, respectively, that was included in the cumulative effect adjustment as of June 26, 2000. At March 31, 2002, the deferred revenue
balance, including $6.1 million attributable to the cumulative effect adjustment, was approximately $106.5 million.
The unaudited Statement of Operations for the three and nine months ended March 25, 2001, has been restated to reflect the application of SAB 101.
Prior to fiscal year 2001, the Company's revenue recognition policy was generally to recognize revenue for sales of equipment at the time of shipment.
Investments in Derivative Financial Instruments Indexed to Lam Research Corporation Stock: In November 2000, the FASB's Emerging Issues Task Force
("EITF") reached final consensus on EITF Issue No. 00-19, "Determination of Whether Share Settlement is Within the Control of the Issuer" for purposes of
applying EITF Issue No. 96-13, "Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled in, a Company's Own Stock" ("EITF 0019"). EITF 96-13 addresses accounting for equity derivative contracts indexed to, and potentially settled in, a company's own stock ("equity derivatives") by
providing guidance for distinguishing between permanent equity, temporary equity and assets and liabilities. EITF 00-19 addresses and clarifies whether specific
contract provisions or other circumstances cause a net-share or physical settlement alternative to be within or outside the control of the issuer. Under EITF 00-19,
equity derivatives that were issued prior to September 20, 2000, and classified as permanent equity must meet certain criteria or be re-classified as assets or
liabilities. To qualify as permanent equity all the following criteria must be met: the equity derivative contract must permit the company to settle in unregistered
shares, the company must have sufficient authorized but unissued shares available to settle the contract, the contract must contain an explicit limit on the number
of shares to be delivered in a share settlement, there can be no requirement in the contract to post collateral, there can be no "make whole" provisions in the
contract and there can be no provisions in the contract that indicate the counterparty has rights that rank higher than those of a common shareholder. Equity
derivative contracts accounted for as permanent equity are recorded at their initial fair value, and subsequent changes in fair value are not recognized unless a
change in the contracts classification occurs. Equity derivative contracts not qualifying for permanent equity accounting are recorded at fair value as an asset or
liability with subsequent changes in fair value recognized through the statement of operations.
In accordance with EITF 00-19, as of June 24, 2001, the Company recorded a cumulative effect adjustment for the change in accounting principle to recognize
the fair value of certain put and call options indexed to its own stock as an asset. The cumulative effect adjustment, a gain of $33.1 million ($0.25 per diluted
share), was based on a June 24, 2001 stock price of $28.50, and was recognized in the fourth quarter of fiscal 2001. The cumulative change was not recorded net
of tax because the Company believes the option settlement will be non-taxable. The fair value of these equity derivatives, $33.1 million, was recorded in Other
Long Term Assets. In accordance with EITF 00-19, the Company adjusts the carrying value of these derivative instruments to their fair value at the end of each
reporting period, with the change in fair value being recorded as a gain or loss on the Company's statement of operations.
Based on a March 31, 2002, stock price of $29.32, the fair value of the equity derivatives was $50.8 million which resulted in a non-taxable gain of $16.8 million
for the three months ended March 31, 2002 and a non-taxable gain of $17.7 million for the nine months ended March 31, 2002. The gains are recorded in Other
Income (Expense), net in the March 2002 Condensed Consolidated Statement of Operations. The fair value of the options is recorded in Other Current Assets, as
the instruments mature within the next twelve months.
Refer to Item 3, "Qualitative and Quantitative Disclosures about Market Risk" for additional information about our investments in equity derivative financial
instruments.
Inventory Valuation: Inventories are stated at the lower of cost (first-in, first-out method) or market. Management evaluates the need to record adjustments for
impairment of inventory on a quarterly basis. Our policy is to assess the valuation of all inventories, including manufacturing raw materials, work-in-process,
finished goods and spare parts. Obsolete inventory or inventory in excess of management's estimated usage for the next 12 to 36 months' requirements is written-

down to its estimated market value, if less than its cost. Inherent in the estimates of market value are management's estimates related to our future manufacturing
schedules, customer demand, technological and or market obsolescence, possible alternative uses and ultimate realization of excess inventory.
Installation and Warranty: We generally record actual labor and material installation costs to cost of sales upon equipment acceptance and revenue recognition.
Our contractual warranty period runs concurrent with the system installation process, generally for a period 12 months from system acceptance, not to exceed 14
months from the date of shipment to the customer. We record a provision for estimated warranty costs to cost of sales for each system upon customer acceptance
and revenue recognition. The amount recorded is based on actual historical spending activity by system, customer, and geographic region. Actual warranty
expenses incurred on a system-by system basis, and overall, may differ from our estimates.
Impairment of long-lived assets: We routinely consider whether indicators of impairment of long-lived assets are present. If such indicators are present, we
determine whether the sum of the estimated undiscounted cash flows attributable to the assets in question is less than their carrying value. If less, we recognize an
impairment loss based on the excess of the carrying amount of the assets over their respective fair values. Fair value is determined by discounted future cash
flows, appraisals or other methods. If the assets determined to be impaired are to be held and used, we recognize an impairment charge to the extent the present
value of anticipated net cash flows attributable to the asset are less than the asset's carrying value. The fair value of the asset then becomes the asset's new
carrying value, which we depreciate over the remaining estimated useful life of the asset. We may incur impairment losses in future periods if factors influencing
our estimates change.
Restructuring: Restructuring accruals recorded by us have included severance and benefits for involuntarily terminated employees, charges for remaining lease
payments, write-offs of leasehold improvements on vacated facilities, write-offs of abandoned facility assets and charges for discontinued product line inventories
(which are recognized in Cost of Sales). The amounts recorded as restructuring charges require that we estimate costs to be incurred as well as cash flows that
will be received upon the disposition of certain assets or through sub leasing existing facilities. While we consistently monitor the progress of our restructuring
activities, if actual costs incurred or proceeds received upon asset dispositions are different than our estimates, we may recognize adjustments to restructuring
expenses in the period in which those differences arise or are identified.
LIQUIDITY AND CAPITAL RESOURCES
As of March 31, 2002, we had $901.6 million in cash, cash equivalents, short-term investments, and restricted cash compared with $925.4 million at June 24,
2001.
We used $24.2 million of cash from operations for the nine months ended March 31, 2002. A net loss of $59.0 million and a $55.9 million use of working capital
were partially offset by non-cash charges of $90.7 million. Focus on collections resulted in a decline in accounts receivable of $123.0 million and lower revenue
resulted in inventory reductions of $96.4 million. These sources were offset by decreases in accounts payable and other liabilities of $71.4 million and deferred
profit of $202.9 million.
Net cash used by investing activities for the nine months ended March 31, 2002, was $76.0 million. Net purchases of short-term investments used $57.5 million
and net capital expenditures used $8.5 million. Our restricted cash increased $10.3 million as a result of our interest rate swap agreement collateral requirements.
Net cash provided by financing activities for the nine months ended March 31, 2002, was $9.0 million. We repurchased $10.7 million of common stock and
reissued $12.3 million from treasury stock through our employee stock purchase programs. Net proceeds from the issuance of our common stock were $14.3
million. Additionally, we made principal payments on long- term debt of $6.9 million.
We have an agreement with a bank to sell specific Japanese Yen-denominated receivables, subject to recourse provisions. During the three and nine months ended
March 31, 2002, no Yen-denominated receivables were sold. At March 31, 2002, $1.9 million of these receivables sold to the bank in prior periods remained
uncollected, all of which were subject to recourse provisions.
We have a similar agreement to sell specific U.S. Dollar-denominated receivables, subject to recourse provisions to two financial institutions. During the three
and nine months ended March 31, 2002, we sold $13.7 million and $ 43.1 million of these receivables, respectively. At March 31, 2002, $13.7 million of these
receivables remained uncollected, of which $538,000 was subject to recourse provisions.
During May 2001, we completed an offering of $300.0 million, 4% Convertible Subordinated Notes which mature on June 1, 2006. Interest on the 4% Notes is
payable on June 1 and December 1 of each year, commencing December 1, 2001. The 4% Notes are convertible into shares of our Common Stock at any time
prior to the close of business on the maturity date, unless previously redeemed, at a conversion price of $44.93 per share, subject to certain adjustments. The 4%
Notes are redeemable, in whole or in part, at our option beginning on June 5, 2004 with at least 20 days and no more than 60 days notice, at redemption prices
starting at 101.0% of par value and at diminishing prices thereafter, plus accrued interest. The 4% Notes are unsecured and subordinated in right of payment in
full to all existing and future senior indebtedness, as defined, of the Company. Debt issuance costs associated with the offering of approximately $8.5 million
have been deferred in Other Assets and are being amortized to other expense using the effective interest method over the term of the 4% Notes.
During the quarter ended March 31, 2002, the Company entered into an interest rate swap agreement with a notional amount of $300 million in order to hedge
changes in the fair value of the Company's 4% Notes, attributable to changes in the benchmark interest rate, by swapping 4% fixed interest payments for variable
interest payments based on the LIBOR based interest rate. The swap resulted in interest expense savings of approximately $1.5 million for the quarter ended
March 31, 2002. However, a rise in 6-month LIBOR interest rates above approximately 5 percent per annum in future periods could result in incremental interest
expense to the Company. Under the terms of the swap, we must provide collateral to match any mark-to-market exposure on the swap. The amount of collateral
required by us under the swap agreement totals a minimum of $6.0 million plus an amount equal to the mark-to-market exposure on the swap. Therefore, the
amount of cash collateral we will have to post in the future will fluctuate from quarter to quarter commensurate with the mark-to-market exposure on the swap
instrument. Generally the required collateral will rise as interest rates rise. During the quarter ended March 31, 2002 changes in the fair value of the swap required
us to post $10.5 million in restricted cash and are accounted for as restricted cash on our balance sheet.
The swap will be accounted for as a fair value hedge under the provisions of FAS 133. This discussion should be read in conjunction with Note I in the
accompanying Notes to the Condensed Consolidated Financial Statements of this Form 10-Q.
In August 1997, we completed an offering of $310.0 million of 5% Convertible Subordinated Notes which mature on September 2, 2002. Interest on the 5%
Notes is payable on September 1 and March 1 of each year, commencing March 1, 1998. The 5% Notes are convertible into shares of our Common Stock at any
time prior to the close of business on the maturity date, unless previously redeemed, at a conversion price of $29.26 per share, subject to anti-dilution adjustments.
The 5% Notes are redeemable, in whole or in part, at our option beginning on September 6, 2000 with at least 20 days notice, at redemption prices starting at
102.0% of par value and at diminishing prices thereafter, plus accrued interest, if the closing price of our Common Stock is at least 130% of the conversion price
for at least 20 trading days within a period of 30 consecutive trading days ending within five trading days prior to the notice of redemption. The 5% Notes are
unsecured and subordinated in right of payment in full to all existing and future senior indebtedness, as defined, of the Company. Debt issuance costs associated
with the offering of approximately $9.0 million were deferred in Other Assets and are being amortized to other expense using the effective interest method over
the term of the 5% Notes.

Additionally, during the fourth quarter of fiscal 2001, in order to fund our Japanese subsidiary operations, we entered into a three-year Yen-denominated term
loan for approximately ¥6.0 billion ($45.5 million at March 31, 2002) with a Japanese financial institution. This credit facility replaces borrowings of ¥1.7 billion
under a separate credit facility which were held with other financial institutions and which were repaid in June 2001. The entire principal amount under the new
term loan is due at maturity, June 11, 2004, and has a floating interest rate, which at March 31, 2002, was 2.60% per annum. The new facility reflects terms that
were more favorable than the previous Yen-denominated loan.
We lease most of our administrative, R&D and manufacturing facilities, regional sales/service offices and certain equipment under non-cancelable operating
leases, which expire at various dates through 2021. All of our facility leases for buildings located at our Fremont, California headquarters and certain operating
leases provide us with an option to extend the leases for additional periods. Certain of our other facility leases provide for periodic rent increases based on the
general rate of inflation.
Our contractual cash obligations and commitments relating to our debt obligations, other long-term liabilities, lease payments and outsourcing are as follow:

Fiscal year, (1)
Through June 30, 2002 ........
2003 through 2005 (2).........
2006 through 2007 ............
Thereafter....................
Total ......................

Debt and other
long-term
Operating
Outsourcing
liabilities
Leases
Commitments
------------ ---------- --------(in thousands)
$
2,544 $
5,260 $
3,734
364,181
111,938
28,461
300,000
39,303
2,827
------------ ---------- --------$
666,725 $ 159,328 $ 32,195
============ ========== =========

(1) The Company's fiscal year end falls on the last Sunday of June each year.
(2) The 5% Notes mature on September 2,2002 and are included in the Current Liabilities section of the Balance Sheet for the period ended March 31,2002.
During the quarter ended March 31, 2002, we entered into agreements with third parties to outsource certain elements of our manufacturing and information
technology functions. Entering into these outsourcing contracts will provide us more flexibility to scale our operations, including related administrative functions,
in a more timely manner to respond to the cyclical nature of our business. The table above contains our minimum outsourcing obligations. Actual expenditures
will vary based on the volume of transactions, and length of contractual service provided. In addition to minimum spending commitments, these agreements
provide for potential cancellation charges including the assumption of leases, assets and employees.
Lease agreements relating to certain buildings at our Fremont, California campus, require us to provide guaranteed residual values totaling $97.1 million at the
end of the respective lease terms which are reflected in the preceding table ($44.4 million in 2003, $25.2 million in 2005 and $27.5 million in 2006). The lessors
associated with certain of these lease agreements are special purpose entities or equivalent structures. Presently, we account for these leases as operating leases
while the special purpose entities own and account for the leased assets and related liabilities. The FASB has indicated that it will, prior to June 30, 2002, issue
proposed new rules on accounting for "Entities That Lack Sufficient Independent Economic Substance", including special purpose entities in the form of an
Interpretation to SFAS No. 94, "Consolidation of All Majority-Owned Subsidiaries" and Accounting Research Bulletin No. 51, "Consolidated Financial
Statements." Based on public comments from the FASB to date, the proposed interpretation will provide guidance for determining when an entity, the Primary
Beneficiary, should consolidate another entity, a special purpose entity, that functions to support the activities of the Primary Beneficiary. The expected proposed
Interpretation may result in us having to consolidate the operating results of special purpose entities and similar entities which are the lessors under the
aforementioned operating lease agreements. The effective date of these proposed new rules on our current operating leases could be as early as the beginning of
our fiscal year ending June 30, 2004, and sooner on any new leases entered into after the new rules' effective date which utilize special purpose entities or
equivalent lease structures. We do not expect the adoption of these new rules to have a significant impact on our consolidated financial position or operating
results.
As part of the collateral restrictions of a lease agreement, we are required to maintain a certain amount of cash, $51.4 million at March 31, 2002, in restricted
specified interest bearing accounts. These restricted cash accounts must be maintained through March 2003 (unless the agreement is otherwise terminated or the
amount of required cash collateral is reduced), as the underlying obligation is paid down.
Total rent expense for all leases amounted to approximately $4.5 million and $15.5 million, during the three and nine months ended March 31, 2002, respectively.
In fiscal 1999, we entered into certain option transactions with independent third parties (the "third parties") for the purchase and sale of our Common Stock. Our
Board of Directors authorized us to acquire from the third parties options to purchase up to 10.5 million shares of our Common Stock. The shares underlying
these call options may be acquired to partially offset the anticipated dilutive effect of a potential conversion into Common Stock of the 5% Notes previously
issued by us, and due September 2, 2002. As part of the program, our Board of Directors also authorized us to enter into put options with the same third parties
covering up to 15.75 million shares of our Common Stock. We anticipated that the premiums we would receive over the course of the program from the sale of
the put options to the third parties would offset in full the premium cost of our purchase of the call options from those same third parties. Consequently, we do not
expect to exchange cash over the course of the program with the third parties in conjunction with our purchase of the call options.
Pursuant to the authorization described above, we have, as of March 30, 2002, acquired call options to purchase 3.72 million shares of our Common Stock; the
weighted average exercise price of these options is $11.29. The call options provide that our maximum benefit at expiration is $17.97 per option share (the
difference between $29.26, which is the conversion price of the 5% Notes issued in August 1997, and the weighted average exercise price of the call options). We
have also entered into put option contracts with the same third parties covering 5.58 million shares of our Common Stock, giving those third parties the right to
sell to us shares of our Common Stock at a weighted average price of $9.48 per share (for an aggregate amount of $52.9 million).
The call and put options are European style options exercisable upon expiration; all of the options expire no later than September 3, 2002, which is the business
day following the date on which the 5% Notes must either be converted or retired. Upon option exercise, we have the ability, at our option, to permit the options
to be physically settled (i.e., shares would be delivered to us against payment of the exercise price), settled in cash (i.e., by a payment from one party to the other
of the value of the option being exercised) or "net settled" in shares (i.e., by delivery of a number of shares of common stock having a value equal to the value of
the option being exercised). Certain scenarios may require that we deliver cash to the counter-party to achieve full settlement under the terms of the instruments.
We can also terminate the options prior to expiration for a settlement value determined from time to time by the appropriate third party. While the options are only
exercisable at expiration, the terms of the contracts with the third parties provide for early termination and settlement of the options upon the occurrence of certain
events (in a form determined by us which includes net settlement of shares), including without limitation our material breach of the agreement, default on certain
indebtedness or covenants relating to our financial condition, reduction in our S&P credit rating below B or a drop in the price of our Common Stock to less than
$1.67 per share.
As of March 31, 2002, we have deposited $9.2 million as security for our obligations under the put options. We are required to increase this amount if we enter
into additional option transactions with the third parties. We will also have to increase the amount of this security deposit by the amount from time to time that the

put options are actually in the money.
We account for these derivative financial instruments, indexed and potentially settled in our stock, under the provisions of EITF 00-19. At March 31, 2002, the
instruments had a net fair value of $50.8 million in our favor and are included in Other Current Assets. This discussion should be read in conjunction with Note B
presented in the Notes to the Condensed Consolidated Financial Statements of this Form 10-Q.
If the average stock price is below $9.48 during any period, the required number of shares to net settle our obligation under the put option agreement would be
considered dilutive securities in our dilutive earnings per share ("EPS") calculation.
Given the cyclical nature of the semiconductor equipment industry, we believe that maintenance of sufficient liquidity reserves is important to ensure our ability
to maintain levels of investment in R&D and capital infrastructure through ensuing business cycles. Based upon our current business outlook, our levels of cash,
cash equivalents, and short-term investments at March 31, 2002, combined with proactive cash conservation activities, are expected to be sufficient to support our
currently anticipated levels of operations, investments, capital expenditures and potential settlement in cash of our 5% Notes which mature in September 2002,
through at least the next twelve months.
In the longer-term, liquidity will depend in large part on our future revenues, and our ability to contain expenses and appropriately size our business based on
demand for our products.

RISK FACTORS
Our Quarterly Revenues and Operating Results are Unpredictable
Our revenues and operating results may fluctuate significantly from quarter to quarter due to a number of factors, not all of which are in our control. These factors
include, but are not limited to:
economic conditions in the semiconductor industry generally, and the equipment industry specifically;
the extent that customers use our products and services in their business;
customer acceptances of equipment;
the size and timing of orders from customers;
customer cancellations or delays in our shipments, installations and/or acceptances;
our ability in a timely manner to develop, introduce and market new, enhanced and competitive products;
our competitors' introduction of new products;
legal or technical challenges to our products and technology;
new or modified accounting regulations;
changes in average selling prices and product mix;
changes in import/export regulations;
exchange rate fluctuations; and
exposure on interest rate swap agreements.
We manage our expense levels in part on our expectations of future revenues. If revenue levels in a particular quarter do not meet our expectations, our operating
results may be adversely affected. We derive our revenue primarily from the sale and acceptance of a relatively small number of high-priced systems. Our systems
can range in price from approximately $400,000 to $4 million per unit. Because our operating expenses are based on anticipated future revenues, and a high
percentage of those expenses are relatively fixed, a change in the timing of recognition of revenue and the level of gross profit from a single transaction can
unfavorably affect operating results in a particular quarter.
Our operating results for a quarter may suffer substantially if:
we sell fewer systems than we anticipate in any quarter;
our customers delay final acceptance of our shipments;
we do not receive anticipated orders in time to enable shipment or acceptance of equipment during a given quarter;
one or more customers delays or cancels anticipated shipments and/or installations;
shipments are delayed by procurement shortages or manufacturing or transportation difficulties; or
our suppliers or outsource vendors fail to perform their obligations in a manner consistent with our expectations.
Further, because most of our manufacturing and administrative operations and capacity is located at our Fremont, California facility, natural, physical, logistical
or other events or disruptions affecting this facility (including labor disruptions, earthquakes and power failures) could adversely impact our financial
performance.
Variations in the Amount of Time it Takes for Our Customers to Accept Our Systems May Cause Fluctuation in Our Operating Results
In December 1999 the Securities and Exchange Commission issued SAB No. 101 "Revenue Recognition in Financial Statements." SAB 101 provides guidance
on the recognition of revenue for sales that involve contractual customer acceptance provisions and product installation commitments. Based on the guidance
provided by SAB 101 we changed our revenue recognition policy for new equipment sales effective June 26, 2000. Prior to SAB 101, we generally recognized
systems revenue on the date the equipment was shipped to customers. Under SAB 101, we now recognize revenue on the date of customer acceptance or the date
the contractual customer acceptance provisions lapse. As a result, the fiscal period in which we are able to recognize new systems revenues is subject to the length
of time that our customers require to evaluate the performance of our equipment after shipment and installation, which could cause our quarterly operating results
to fluctuate.
The Semiconductor Equipment Industry is Volatile and Reduced Product Demand has a Negative Impact on Shipments
Our business depends on the capital equipment expenditures of semiconductor manufacturers, which in turn depend on the current and anticipated market demand
for integrated circuits and products using integrated circuits. The semiconductor industry is cyclical in nature and historically experiences periodic downturns. In
late fiscal 1999, increased demand for our products drove sales growth throughout fiscal 2000 and early fiscal 2001. In the second half of the December 2000
quarter, we began to see signs that this upturn was slowing and that customers were likely to reduce equipment purchases during the first half of calendar year

2001. These signs were confirmed in calendar year 2001 as semiconductor manufacturers canceled or delayed many orders as a result of overcapacity. These
order reductions have had a negative impact on the level of system shipments and the cycle time of acceptances in the nine months of fiscal 2002.
Fluctuating levels of investment by the semiconductor manufacturers and pricing volatility are expected to continue to materially affect our aggregate bookings,
revenues and operating results. We will continue to respond to these fluctuations with cost management programs aimed at alignment of our expenditures with
anticipated revenue streams, which sometimes result in restructuring charges. Even during periods of reduced revenues, we must continue to invest in research
and development and to maintain extensive ongoing worldwide customer service and support capabilities to remain competitive, which may temporarily harm our
financial results.
We Depend on New Products and Processes for Our Success. For this Reason, We are Subject to Risks Associated with Rapid Technological Change
Rapid technological changes in semiconductor manufacturing processes subject us to increased pressure to develop technological advances enabling such
processes. We believe that our future success depends in part upon our ability to develop, manufacture, and successfully introduce new products with improved
capabilities and to continue to enhance our existing products. Due to the risks inherent in transitioning to new products, we must accurately forecast demand for
new products while managing the transition from older products. If new products have reliability or quality problems our performance may be impacted by
reduced orders, higher manufacturing costs, delays in acceptance of and payment for new products, and additional service and warranty expenses. We may be
unable to develop and manufacture new products successfully, or new products that we introduce may fail in the marketplace, which would materially and
adversely affect our results from operations.
We expect to continue to make significant investments in research and development and to pursue joint development relationships with customers or other
members of the industry. We must manage product transitions and joint development relationships successfully, as introduction of new products could adversely
affect our sales of existing products. Future technologies, processes or product developments may render our current product offerings obsolete, leaving us with
nonsalable product or obsolete inventory or both. We may be unable in a timely manner to develop and introduce new products or enhancements to our existing
products which satisfy customer needs or achieve market acceptance. In addition, in connection with the development of new products, we will invest in pilot
production inventory. Our failure to complete commercialization of these new products in a timely manner could result in inventory obsolescence, which would
adversely affect our financial results.
We are Subject to Risks Associated with the Introduction of New Products
We expect to face significant competition from multiple current and future competitors. We believe that other companies are developing systems and products
that are competitive to ours and are planning to introduce new products, which may affect our ability to sell our products. Furthermore, our own introduction of
new products represents significant investments of our resources and their success, or lack thereof, could have a material effect on our financial results.
We are Subject to Risks Relating to Product Concentration and Lack of Product Revenue Diversification
We derive a substantial percentage of our revenues from a limited number of products, and we expect these products to continue to account for a large percentage
of our revenues in the near term. Continued market acceptance of our primary products is, therefore, critical to our future success. Our business, operating results,
financial condition, and cash flows could therefore be adversely affected by:
a decline in demand for our products;
a failure to achieve continued market acceptance of our products;
an improved version of products being offered by a competitor in the market we participate in;
technological change that we are unable to address with our products; and
a failure to release new enhanced versions of our products on a timely basis.
We are Dependent Upon a Limited Number of Key Suppliers
We obtain certain components and sub-assemblies included in our products from a single supplier or a limited group of suppliers. Each of our key suppliers has a
one-year blanket purchase contract under which we may issue purchase orders. We may renew these contracts periodically. Each of these suppliers sold us
products during at least the last four years, and we expect that we will continue to renew these contracts in the future or that we will otherwise replace them with
competent alternative source suppliers. Nevertheless, a prolonged inability to obtain certain components could adversely affect our operating results and result in
damage to our customer relationships.
Our Outsource Providers May Fail to Perform as We Expect
We are expanding the role that outsource providers play in our business. We anticipate that these outsource providers will play keys roles in our manufacturing
operations and in many of our transactional and administrative functions. Although we aim at selecting reputable providers and secure their performance on terms
documented in written contracts, it is possible that one or more of these providers will fail to perform as we expect and such failure could have an adverse impact
on our business. In addition, the expanded role of outsource providers will require us to implement changes to our existing operations and to adopt new
procedures to deal with and supervise the performance of those outsource providers. Any delay or failure in the implementation of our operational changes and
new procedures could adversely affect our customer relationships and have a negative effect on our operating results.
Once a Semiconductor Manufacturer Commits to Purchase a Competitor's Semiconductor Manufacturing Equipment, the Manufacturer Typically
Continues to Purchase that Competitor's Equipment, Making it More Difficult for Us to Sell our Equipment to that Customer
Semiconductor manufacturers must make a substantial investment to qualify and integrate capital processing equipment into a semiconductor production line. We
believe that once a semiconductor manufacturer selects a particular supplier's processing equipment, the manufacturer generally relies upon that equipment for
that specific production line application. Accordingly, we expect it to be more difficult to sell to a given customer if that customer initially selects a competitor's
equipment.
We May Lack the Financial Resources or Technological Capabilities of Certain of Our Competitors Needed to Capture Increased Market Share
We believe that to remain competitive we will require significant financial resources to offer a broad range of products, to maintain customer service and support
centers worldwide, and to invest in product and process research and development. Certain of our competitors have substantially greater financial resources and
more extensive engineering, manufacturing, marketing, and customer service and support resources than we do and therefore are increasingly dominating the

semiconductor equipment industry. In addition, there are smaller, emerging semiconductor equipment companies that may provide innovative technology that
may have performance advantages over systems we currently, or expect to, offer.
We anticipate our competitors will continue to improve the design and performance of their current products and processes and to introduce new products and
processes with enhanced performance characteristics. If our competitors enter into strategic relationships with leading semiconductor manufacturers covering
products similar to those we sell or may develop, it could adversely affect our ability to sell products to those manufacturers. In addition, competitors with higher
levels of financial resources than we have may deeply discount or give away products similar to those we sell. For these reasons, we may fail to continue to
compete successfully worldwide.
Our present or future competitors may be able to develop products comparable or superior to those we offer or may adapt more quickly to new technologies or
evolving customer requirements. In particular, while we currently are developing additional product enhancements that we believe will address customer
requirements, we may fail in a timely manner to complete the development or introduction of these additional product enhancements successfully, or these
product enhancements may not achieve market acceptance or be competitive. Accordingly, we may be unable to continue to compete effectively in our markets,
competition may intensify or future competition may have a material adverse effect on our revenues, operating results, financial condition, and cash flows.
Our Future Success Depends on International Sales
International sales accounted for approximately 70% of our total revenue in fiscal 2001, 71% in fiscal 2000 and 54% in fiscal 1999. We expect that international
sales will continue to account for a significant portion of our total revenue in future years. International sales are subject to risks, including, but not limited to:
foreign exchange risks;
changing import/export requirements;
foreign trade disputes; and
economic, political, banking and currency problems in the relevant region.
We currently enter into foreign currency forward contracts to minimize the short-term impact of exchange rate fluctuations on Yen-denominated sales and assets,
and will continue to enter into hedging transactions for the foreseeable future.
A Failure to Comply with Environmental Regulations May Adversely Affect Our Operating Results
We are subject to a variety of governmental regulations related to the discharge or disposal of toxic, volatile or otherwise hazardous chemicals. We believe that we
are in general compliance with these regulations and that we have obtained (or will obtain or are otherwise addressing) all necessary environmental permits to
conduct our business. These permits generally relate to the disposal of hazardous wastes. Nevertheless, the failure to comply with present or future regulations
could result in fines being imposed on us, suspension of production, cessation of our operations or reduction in our customers' acceptance of our products. These
regulations could require us to alter our current operations, to acquire significant equipment or to incur substantial other expenses to comply with environmental
regulations. Our failure to control the use, sale, transport or disposal of hazardous substances could subject us to future liabilities.
Our Ability to Manage Potential Growth or Decline; Integration of Potential Acquisitions and Potential Disposition of Product Lines and Technologies
Creates Risks for Us
Current conditions in the semiconductor equipment industry challenges our management to control spending on operating activities. If we experience rapid
growth or decline in growth in the future we may face significant challenges in maintaining adequate financial and business controls, management processes,
information systems and procedures on a timely basis and training, managing and appropriately sizing our work force. There can be no assurance that we will be
able to perform such actions successfully.
In the future, we may make acquisitions of complementary companies, products or technologies, or we may reduce or dispose of certain product lines or
technologies, which no longer fit our long-term strategy. Managing an acquired business, disposing of product technologies or reducing personnel entail
numerous operational and financial risks, including difficulties in assimilating acquired operations and new personnel or separating existing business or product
groups, diversion of management's attention to other business concerns, amortization of acquired intangible assets and potential loss of key employees or
customers of acquired or disposed operations among others. Our success will depend, to a significant extent, on the ability of our executive officers and other
members of our senior management to identify and respond to these challenges effectively. There can be no assurance that we will be able to achieve and manage
successfully any such growth, decline, integration of potential acquisitions, disposition of product lines or technologies, or reduction in personnel or that our
management, personnel or systems will be adequate to support continued operations. Any such inabilities or inadequacies would have a material adverse effect on
our business, operating results, financial condition, and cash flows.
An important element of our management strategy is to review acquisition prospects that would complement our existing products, augment our market coverage
and distribution ability, or enhance our technological capabilities. We may acquire additional businesses, products or technologies in the future. Any acquisitions
could result in changes such as potentially dilutive issuances of equity securities, the incurrence of debt and contingent liabilities, the amortization of related
intangible assets and goodwill impairment charges, any of which could materially adversely affect our business, financial condition, and results of operations
and/or the price of our Common Stock.
The Market for Our Common Stock is Volatile, which May Affect our Ability to Raise Capital or Make Acquisitions
The market price for our Common Stock is extremely volatile and has fluctuated significantly over the past years. The trading price of our Common Stock could
continue to be highly volatile and fluctuate widely in response to factors, including but not limited to the following:
general market, semiconductor industry conditions, or semiconductor equipment companies;
global economic fluctuations;
variations in our quarterly operating results;
variations in our revenues or earnings from levels that securities analysts forecast;
announcements of restructurings, technological innovations, reductions in force, departure of key employees, consolidations of operations or introduction
of new products;
government regulations;

developments in or claims relating to patent or other proprietary rights;
disruptions with key customers; or
political, economic or environmental events occurring globally or in our key sales regions.
In addition, the stock market experiences significant price and volume fluctuations. Recent volatility in the price of our Common Stock was tied in part to the
actual or anticipated movement in interest rates and the price of and markets for semiconductors. These broad market and industry factors may adversely affect
the price of our Common Stock, regardless of our actual operating performance. In the past, following volatile periods in the price of stock, many companies
become the object of securities class action litigation. If we are sued in a securities class action, we could incur substantial costs, and it could divert management's
attention and resources and have an unfavorable impact on the price for our Common Stock.
Risk Associated with Our Call and Put Options
We have entered into third party option transactions for the purchase and sale of our stock. The option positions will be of value to us if our stock price exceeds
the exercise price of the call options at the time the options are exercised. Conversely, our stock price could also decline. If our stock price on the exercise date of
the options were below the put option exercise price, we would have to settle the put obligation by paying cash or the equivalent value in Common Stock.
If settlement were to occur prior to option expiration because of the occurrence of an event giving the third parties the right to terminate the transactions, we will
be required both to pay to the third parties the value of their position (which would depend on a number of factors, including the time remaining to expiration and
the volatility of our Common Stock) which could be greater or less than the difference between the options' exercise prices and the then market price of our
Common Stock, as well as any costs or expenses incurred by the third parties as a result of unwinding the transactions.
The Potential Anti-Takeover Effects of Our Bylaws Provisions and the Rights Plan We have in Place May Affect Our Stock Price and Inhibit a Change of
Control Desired by Some of Our Stockholders
In 1997, we adopted a Rights Plan (the "Rights Plan") in which rights were distributed as a dividend at the rate of one right for each share of our Common Stock,
held by stockholders of record as of the close of business on January 31, 1997, and thereafter. In connection with the adoption of the Rights Plan, our Board of
Directors also adopted a number of amendments to our Bylaws, including amendments requiring advance notice of stockholder nominations of directors and
stockholder proposals.
Our Rights Plan may have certain anti-takeover effects. Our Rights Plan will cause substantial dilution to a person or group that attempts to acquire Lam in
certain circumstances. Accordingly, the existence of the Rights Plan and the issuance of the related rights may deter certain acquirers from making takeover
proposals or tender offers. The Rights Plan, however, is not intended to prevent a takeover. Rather it is designed to enhance the ability of our Board of Directors
to negotiate with a potential acquirer on behalf of all of our stockholders.
In addition, our Certificate of Incorporation authorizes issuance of 5,000,000 shares of undesignated Preferred Stock. Our Board of Directors, without further
stockholder approval, may issue this Preferred Stock on such terms as the Board of Directors may determine, which also could have the effect of delaying or
preventing a change in control of Lam. The issuance of Preferred Stock could also adversely affect the voting power of the holders of our Common Stock,
including causing the loss of voting control. Moreover, Section 203 of the Delaware General Corporation Law restricts certain business combinations with
"interested stockholders", as defined by that statute.
Intellectual Property and Other Claims Against Us Can Be Costly and Could Result in the Loss of Significant Rights which are Necessary to Our Continued
Business and Profitability
Third parties may assert infringement, unfair competition or other claims against us. Additionally, from time to time, other parties send us notices alleging that
our products infringe their patent or other intellectual property rights. In addition, our Bylaws and indemnity agreements with certain officers, directors and key
employees provide that we will indemnify officers and directors against losses that they may incur in legal proceedings resulting from their service to Lam. In
such cases, it is our policy either to defend the claims or to negotiate licenses on commercially reasonable terms. However, we may be unable in the future to
negotiate necessary licenses on commercially reasonable terms, or at all, and any litigation resulting from these claims by other parties may materially adversely
affect our business and financial results.
In September 1999, Tegal Corporation sued us seeking monetary damages and injunctive relief based on our alleged infringement of certain patents Tegal holds.
Specifically, Tegal identified our 4520XLeä and Exelanâ products as infringing the patents Tegal is asserting. Litigation is inherently uncertain, and we may fail
to prevail in this litigation. However, we believe that the Tegal lawsuit will not materially adversely affect our operating results or financial position. See Part II
Item 1 of this Form 10-Q for a discussion of the Tegal lawsuit.
We May Fail to Protect Our Proprietary Technology Rights, which Would Affect Our Business
Our success depends in part on our proprietary technology. While we attempt to protect our proprietary technology through patents, copyrights and trade secret
protection, we believe that our success also depends on increasing our technological expertise, continuing our development of new systems, increasing market
penetration and growth of our installed base, and providing comprehensive support and service to our customers. However, we may be unable to protect our
technology in all instances, or our competitors may develop similar or more competitive technology independently. We currently hold a number of United States
and foreign patents and pending patent applications. However, other parties may challenge or attempt to invalidate or circumvent any patents the United States or
foreign governments issue to us or these governments may fail to issue pending applications. In addition, the rights granted or anticipated under any of these
patents or pending patent applications may be narrower than we expect or in fact provide no competitive advantages.
ITEM 3. Quantitative and Qualitative Disclosures about Market Risk
For financial market risks related to changes in interest rates and foreign currency exchange rates, refer to Part II, Item 7A, Quantitative and Qualitative
Disclosures About Market Risk, in the Company's Annual Report on Form 10-K for the year ended June 24, 2001.
During fiscal 1999, we entered into third party option transactions for the purchase and sale of our Common Stock, in order to offset the dilutive effect of a
potential conversion into Common Stock of the $309.8 million 5% Notes which are due September 2, 2002. As of March 31, 2002, we have acquired call options
to purchase 3.72 million shares of our Common Stock. The weighted average exercise price of these options is $11.29. The call options provide that our
maximum benefit at expiration is $17.97 per option share (the difference between $29.26, which is the conversion price of the Notes, and the weighted average
exercise price of the call options). We have also entered into put option contracts with the same third parties covering 5.58 million shares of our Common Stock,
giving those third parties the right to sell to us shares of our Common Stock at a weighted average price of $9.48 per share.

Below is a table showing, at assumed exercise prices for the put and call options and market prices for our Common Stock, our gain or (loss) under the put and
call options upon exercise or upon maturity of the options transaction.

Stock Value
$5.00
$15.00
$25.00
$29.26
$35.00
$45.00
$55.00

At
March 31,
At
2002
Maturity
------------ -----------(in thousands)
$
$
$
$
$
$
$

(24,895)
15,493
42,782
50,443
57,282
63,025
65,057

$
$
$
$
$
$
$

(24,998)
13,814
51,029
66,877
66,877
66,877
66,877

Based on a March 31, 2002, stock price of $29.32, the fair value of the equity derivatives was $50.8 million which resulted in a non-taxable gain of $16.8 million
for the three months ended March 31, 2002 and a non-taxable gain of $17.7 million for the nine months ended March 31, 2002. The gains are recorded in Other
Income (Expense), Net in the March 2002 Condensed Consolidated Statement of Operations. The fair value of the options is recorded in Other Current Assets, as
the instruments mature within the next twelve months.
In future quarters prior to maturity, the price of our stock may significantly impact the fair value of the derivatives, which will be re-calculated accordingly, and
the change in fair value will be reported as a non-taxable gain or loss in Other Income and Expense, Net. This discussion should be read in conjunction with Note
B presented in the Notes to the Condensed Consolidated Financial Statements of this Form 10-Q.
During the quarter ended March 31, 2002, the Company entered into an interest rate swap agreement with a notional amount of $300 million in order to hedge
changes in the fair value of the Company's 4% Notes, attributable to changes in the benchmark interest rate, by swapping 4% fixed interest payments for variable
interest payments based on the LIBOR based interest rate. The swap resulted in interest expense savings of approximately $1.5 million for the quarter ended
March 31, 2002. However, a rise in 6-month LIBOR interest rates above approximately 5 percent per annum in future periods could result in incremental interest
expense to the Company. Under the terms of the swap, we must provide collateral to match any mark-to-market exposure on the swap. The amount of collateral
required by us under the swap agreement totals a minimum of $6.0 million plus an amount equal to the mark-to-market exposure on the swap. Therefore, the
amount of cash collateral we will have to post in the future will fluctuate from quarter to quarter commensurate with the mark-to-market exposure on the swap
instrument. Generally the required collateral will rise as interest rates rise. During the quarter ended March 31, 2002 changes in the fair value of the swap required
us to post $10.5 million in restricted cash and are accounted for as restricted cash on our balance sheet.
The swap will be accounted for as a fair value hedge under the provisions of FAS 133. This discussion should be read in conjunction with Note I in the
accompanying Notes to the Condensed Consolidated Financial Statements of this Form 10-Q.
PART II. OTHER INFORMATION
ITEM 1. Legal Proceedings
On December 19, 2001, we signed a final settlement agreement with Varian Semiconductor Equipment Associates, Inc. in connection with the patent
infringement litigation filed by Varian in October 1993. Under the terms of the settlement agreement, Varian granted us a nonexclusive license to the patents
involved in the litigation. We agreed to pay Varian $20.0 million in cash and issued a warrant that entitles Varian to purchase 2,000,000 shares of Lam Common
Stock at an exercise price of $21.30 per share. As part of the full and final settlement, Lam and Varian agreed to dismiss all pending claims and counterclaims
relating to the litigation.
In September 1999, Tegal Corporation ("Tegal") brought suit against the Company seeking monetary damages and injunctive relief based on our alleged
infringement of certain patents held by Tegal. Specifically, Tegal identified our 4520XLeä and Exelanâ products as infringing the patents Tegal is asserting. On
our motion, this case was transferred to California and is now pending in the United States District Court for the Northern District of California. To date, however,
there has been no determination as to the actual scope of those claims, or whether our products have infringed or are infringing Tegal's patents. No trial date is
currently scheduled in the action. Furthermore, there have been no findings in the action which have caused us reasonably to believe that any infringement, if
found, or any damages, if awarded, could have a material adverse effect on our operating results or our financial position.
From time to time, we have received notices from third parties alleging infringement of such parties' patent or other intellectual property rights by our products. In
such cases, it is our policy to defend the claims or negotiate licenses on commercially reasonable terms, where considered appropriate. However, no assurance can
be given that we will be able in the future to negotiate necessary licenses on commercially reasonable terms, or at all, or that any litigation resulting from such
claims would not have a material adverse effect on our consolidated financial position or operating results.

ITEM 6. Exhibits and Reports on Form 8-K
a. Exhibits: None
b. Reports on Form 8-K
We did not file any reports on Form 8-K during the quarter ended March 31, 2002.
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