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This Annual Report on Form 10-K of Applied Materials, Inc. and its subsidiaries (Applied or the Company) contains forward-looking statements. All statements other than statements of
historical fact may be forward-looking statements. These include statements regarding Applied’s future financial results, operating results, business strategies, projected costs and capital
expenditures, products, competitive positions, and plans and objectives of management for future operations. Forward-looking statements may be identified by use of words such as “may,”
“will,” “should,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict,” “intend” and “continue,” or the negative of these terms, and include the assumptions that underlie such
statements. Applied’s actual results could differ materially from those expressed or implied in these forward-looking statements as a result of various risks and uncertainties, including those set
forth in the section entitled “Item 7: Management’s Discussion and Analysis of Financial Condition and Results of Operations — Trends, Risks and Uncertainties.” All forward-looking
statements in this report are based on information available to Applied as of the date hereof and Applied assumes no obligation to update any such statements.

» » < »

The following information should be read in conjunction with the Consolidated Financial Statements and notes thereto included in this Annual Report. All references to fiscal year apply to
Applied’s fiscal year which ends on the last Sunday in October.

PART I
Item 1: Business

Organized in 1967, Applied, a Delaware corporation, develops, manufactures, markets and services integrated circuit fabrication equipment for the worldwide semiconductor industry.
Customers for these products include semiconductor wafer manufacturers and semiconductor integrated circuit (or chip) manufacturers, who either use the semiconductors they manufacture in
their own products or sell them to other companies for use in advanced electronic components.

Most chips are built on a silicon wafer base and include a variety of circuit components, such as transistors and other devices, that are connected by multiple layers of wiring (interconnects).
As the density of the circuit components is increased to enable greater computing power in the same or smaller area, the complexity of building the chip also increases, necessitating the
formation of smaller structures and more intricate wiring schemes. To build a chip, the transistors, capacitors and other circuit components are first created on the surface of the wafer by
performing a series of processes to deposit and remove selected film layers. Similar processes are then used to build the layers of wiring structures on the wafer. A typical, simplified process
sequence for building the wiring portion of copper-based chips involves initially depositing a dielectric film layer onto the base layer of circuit components using a chemical vapor deposition
(CVD) system. An etch system is then used to create openings and patterns in the dielectric layer. To form the metal wiring, these openings and patterns are subsequently filled with conducting
material using physical vapor deposition (PVD) and/or electrochemical plating (ECP) technologies. A chemical mechanical polishing (CMP) step then polishes the wafer to maintain a flat
surface. Additional deposition, etch and CMP steps are then performed to build up the layers of wiring needed to complete the interconnection of the circuit elements to form the chip. Advanced
chip designs require about 500 steps involving these and other processes to complete the manufacturing cycle.

Applied operates in a single industry segment for the manufacture, marketing and servicing of integrated circuit fabrication equipment. Applied currently manufactures systems that perform
most of the primary steps in the chip fabrication process, including: atomic layer deposition (ALD), CVD, PVD, ECP, etch, ion implantation, rapid thermal processing (RTP), CMP, metrology
and wafer inspection. Applied’s subsidiary, AKT, Inc. (AKT), manufactures CVD systems and array testers for making flat panel displays (FPDs) used in notebook computers, desktop monitors,
televisions and other applications. Applied’s subsidiary, Etec Systems, Inc. (Etec), is a manufacturer of systems that generate, etch, measure and inspect circuit patterns on masks used in the
photolithography process. Applied also provides products and services to enhance manufacturing yields.

Most of Applied’s products are single-wafer systems with multiple process chambers attached to a base platform. The simultaneous processing of several wafers enables high manufacturing
productivity and precise control of the process. Applied sells most of its single-wafer, multi-chamber systems on four basic mainframes: the Centura®, the Endura®, the Producer® and the

Vantage™ platforms. These platforms currently support ALD, CVD, PVD, etch and RTP technologies.

Throughout its history, the semiconductor industry has migrated to increasingly larger wafers to build its chips. The predominant wafer size used for volume production today is 200mm, or
eight-inch, wafers, but
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many fabs are now transitioning to 300mm, or 12-inch, wafers to gain the economic advantages of a larger surface area. Applied offers a comprehensive line of systems for processing both
200mm and 300mm wafers.

A majority of process steps used in chipmaking are performed to build the interconnect, a complex matrix of microscopic wires that carry electrical signals to connect the transistor and
capacitor components of a chip. Customers are transitioning from using aluminum as the main conducting material for the interconnect to copper, which has lower resistance than aluminum and
can carry more current in a smaller area. Applied is a leading supplier of systems for manufacturing copper-based chips, ranging from the systems to deposit tantalum nitride barrier and copper
materials to CMP products, for smoothing these layers for optimized planarity.

Complementing the transition to copper to improve chip speed is the use of highly efficient low dielectric constant (low k) films to replace silicon dioxide as the insulator between the copper
wiring structures. Applied leads the industry in providing a low k dielectric process that is being used in volume production by a number of semiconductor manufacturers.

The transistor portion of the chip is another area in which semiconductor manufacturers are advancing their device designs to improve speed. Applied introduced several new products this
year for these new applications, particularly in the areas of epitaxy, nitride and tungsten deposition to enable these enhanced designs.

Products

The following summarizes Applied’s portfolio of products and process technologies.

Deposition

Deposition is a fundamental step in fabricating a semiconductor. During deposition, a layer of either dielectric (material used as insulation between conductors) or electrically conductive
(typically metal materials used to carry current) film is deposited or grown on a wafer. Applied currently provides equipment to perform the four main types of deposition: atomic layer
deposition, chemical vapor deposition, physical vapor deposition and electrochemical plating. Applied also offers certain types of dielectric deposition processes using its rapid thermal
processing systems.

Atomic Layer Deposition

ALD is an emerging technology in which single layers of atoms are used to build chip structures. This technology enables customers to deposit a very thin layer of either conducting or
insulating material with uniform coverage in very small areas. Applied offers ALD processes for depositing tungsten and tantalum nitride films. The Applied Endura iCuB/S™ product is the
industry’s first system to integrate ALD and PVD chambers on a single platform for depositing the critical barrier and seed layers in copper interconnects. The Applied Centura iSprint Tungsten
system combines an ALD chamber to deposit a tungsten nucleation film with a CVD tungsten bulk fill process on one system. The iSprint is used to form contact structures that connect the
transistors to the wiring areas of the chip.

Chemical Vapor Deposition

CVD is used by customers to deposit dielectric and metal films on a wafer. During the CVD process, gases that contain atoms of the material to be deposited react on the wafer surface,
forming a thin film of solid material. Films deposited by CVD may be silicon oxide, single-crystal epitaxial silicon, silicon nitride, dielectric anti-reflective coatings, low k dielectric (highly
efficient insulating materials), high k dielectric (electrical charge-storing materials), aluminum, titanium, titanium nitride, polysilicon, tungsten, refractory metals or silicides. Applied offers the
following CVD products and technologies:

The Applied Producer CVD system — This high-throughput platform features Twin-Chamber™ modules that have two single-wafer process chambers per unit. Up to three Twin-Chamber
modules can be mounted on each Producer platform, giving it a maximum simultaneous processing capacity of six wafers. Many of Applied’s dielectric CVD processes can be performed on this
platform. The Applied Producer Advanced Patterning Film™ process is an innovative CVD hardmask film that enables customers to fabricate sub-50 nanometer (nm) transistor gates and
contact structures using standard lithography. In fiscal 2003, the Company introduced the Applied Producer DARC 193 process, a dielectric anti-reflective coating that provides the precise
dimensional control and compatibility needed for fabricating interconnects and transistors using advanced lithography methods.

The Applied Centura Ultima HDP-CVD® system — High-density plasma CVD (HDP-CVD) is used to fill very small, deep spaces with dielectric film. One of the processes offered on the
system is fluorinated
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silicate glass (FSG), a film with higher insulating value than traditionally-used silicon dioxide material that enables faster chip performance. The Applied Centura Ultima HDP-CVD product is
used by a number of major semiconductor manufacturers for gap-fill applications, including the deposition of FSG in their advanced interconnect structures and deposition of silicon oxides in
substrate isolation structures.

Low k Dielectric Films — Many semiconductor manufacturers are now incorporating new low k dielectric materials in their new copper-based chip designs to improve interconnect speed.
The Applied Producer Black Diamond™ CVD low k process is being used by customers in volume production to produce some of the industry’s most advanced devices. Using conventional
CVD equipment, the Black Diamond process has provided customers with a cost-effective way to transition to this new and challenging material. A complementary low k dielectric film, called
the Applied Producer BLOk™ (Barrier Low k) enables the complete, multi-layer dielectric structure to benefit from low k technology.

Epitaxial Deposition — Epitaxial silicon (epitaxy or epi) is a layer of pure silicon grown in a uniform crystalline structure on the wafer to form a high quality base for the device circuitry.
Epi technology is used in an increasing number of semiconductor devices in both the wafer substrate and transistor areas of a chip to enhance speed. The Applied Centura Epi system integrates
pre- and post-epi processes on the same system to improve film quality and reduce production costs. Launched in fiscal 2003, the Applied Centura RP Epi system offers selective epi processes
for transistor-level applications. In addition to silicon applications, the Company offers the Applied Centura Epi system for silicon-germanium epi process technology, which can reduce power
usage and increase speed in certain types of advanced chips.

Polysilicon Deposition — Polysilicon is a type of silicon used to form portions of the transistor structure within the semiconductor device. The Applied Centura Polygen™ LPCVD (low
pressure chemical vapor deposition) system is a single-wafer, multi-chamber product that deposits thin polysilicon films at high temperatures with high productivity and process control. A
variant of the system, the Applied Centura Polycide LPCVD product, combines chambers for polysilicon and tungsten silicide deposition on the Centura platform in an integrated process to
create transistor gate structures in memory chips. To address the challenging requirements of 130nm and below devices, the Applied Centura DPN (decoupled plasma nitridation) system
integrates chambers for DPN and RTP anneal on one platform to enable superior film quality, material properties and process control.

Silicon Nitride Deposition — The Applied Centura SiNgen™ LPCVD system is a single-wafer, high-temperature system that deposits silicon nitride films in transistor-area applications.
This system minimizes the amount of time the wafer is exposed to high temperatures and reduces particles while improving operating cost and productivity in critical transistor nitride layers for
130nm and below devices. The system also features the DPN chamber which uses a plasma process to incorporate a high concentration of nitrogen into the gate oxide to prevent leakage in
devices with 90nm and below designs.

Tungsten Deposition — Tungsten material is used in the “contact” area of a chip that connects the transistors to the wiring circuitry. In aluminum-based devices, tungsten is also used in the
structures that connect the multiple layers of aluminum wiring. The Company has two products for depositing tungsten: the Applied Centura Sprint™ Tungsten CVD system for 130nm and
90nm devices and the advanced Applied Centura iSprint ALD/CVD system. The latter product combines ALD technology and CVD chambers on the same platform for 65nm and below
applications.

Physical Vapor Deposition

PVD, also called sputtering, is a physical process in which atoms of a gas, such as argon, are accelerated at a metal target. The metal atoms chip off, or sputter away, and are then deposited
on the wafer. The Applied Endura PVD system offers a broad range of advanced deposition processes, including aluminum, aluminum alloys, cobalt, titanium/ titanium nitride, tantalum/
tantalum nitride, tungsten/ tungsten nitride, nickel vanadium and copper (Cu). The Applied Endura CuB/S (copper barrier/seed) PVD system, launched in fiscal 1998, is widely used by
customers for fabricating copper-based chips. Using PVD technology, the system deposits the critical layers that prevent copper material from entering other areas of the device and primes the
structure for the subsequent deposition of bulk copper material by electrochemical plating.

The Endura’s highly flexible, multi-chamber architecture allows the integration of multiple PVD processes or combinations of metal CVD and PVD technologies on the same system. In
addition to the integrated Applied Endura iCuB/S ALD/PVD system (discussed in the Atomic Layer Deposition section), the Applied Endura iLB PVD/CVD system combines a PVD chamber
for depositing titanium with a CVD chamber for titanium nitride deposition to form the critical lining layers of interconnect structures. These structures are subsequently filled with tungsten,
aluminum, copper or other materials.
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Electrochemical Plating

Electrochemical plating is a process by which metal atoms from a chemical fluid (an electrolyte) are deposited on the surface of an immersed object. Its main application in the
semiconductor industry is to deposit copper in interconnect wiring structures. This process step follows the deposition of barrier and seed layers which prevent the copper from contaminating
other areas of the device and improve the adhesion of the copper film.

The Applied SlimCell ECP (electrochemical plating) system introduced in fiscal 2003, offers a new small-volume cell design that allows independent bath chemistry for multi-step
processing. The system enables a reduction in defect levels compared to conventional large bath systems while reducing chemical consumption.

Etch

Etching is used many times throughout the semiconductor manufacturing process to selectively remove material from the surface of a wafer. Before etching begins, the wafer is coated with a
light-sensitive film, called photoresist. A photolithography process then projects the circuit pattern onto the wafer. Etching removes material only from areas dictated by the photoresist pattern.
Applied offers a full range of systems for etching dielectric, metal and silicon films to meet the requirements of sub-100nm processing.

For dielectric applications, the Applied Centura eMax ™ system etches a broad range of films in the contact and interconnect regions of the chip. The recently introduced high-throughput
Applied Producer Etch system targets cost-driven etch applications with 90nm and below design geometries. To address advanced low k etch applications, the Company introduced its Applied
Centura Enabler™ Etch system in fiscal 2003 that performs etch, strip and clean steps in a single chamber. The Enabler’s all-in-one capability streamlines the process flow for 65nm and below
chip designs and significantly reduces operating costs.

The Applied Centura DPS Etch systems are used to etch conducting films, such as metal and silicon materials, and offer customers the technology, productivity and reliability required for

100nm and below processing. The Applied Centura Transforma™ Eitch patterning system combines silicon etch technology with integrated metrology capability to enable customers to improve
process control, device yield and overall fab cycle time for building advanced transistor gate structures.

Ion Implantation

During ion implantation, silicon wafers are bombarded by a beam of ions, called dopants, that penetrate (or implant) the film surface to a desired depth. The implantation step is used during
transistor fabrication to change the properties of a material and achieve a particular electrical performance.

Low-energy, high current implant technology is key to enabling the fabrication of smaller structures, which contributes to faster transistor performance. The Applied Quantum™ 11 system
provides customers with the capability to create thin, advanced transistor structures for sub-100nm applications.

Rapid Thermal Processing

RTP subjects a wafer to rapid bursts of intense heat that can take the wafer from room temperature to more than 1,000 degrees Celsius in less than 10 seconds. RTP is used mainly for
modifying the properties of deposited films. The Applied Centura XE+ and Radiance® RTP systems offer advances in temperature and ramp rate control as well as other features aimed at
providing leading-edge capability for sub-130nm generations. These single-wafer systems are also used for growing high quality oxide and oxynitride films, deposition steps that traditional batch
furnaces can no longer achieve with the necessary precision and control. The Company also offers the Applied Vantage Radiance RTP system, a streamlined platform designed for high-volume
300mm manufacturing.

Chemical Mechanical Polishing

CMP removes material from a wafer to create a flat (planarized) surface. This allows subsequent photolithography patterning steps to take place with greater accuracy and enables film layers
to build up with minimal height variations. Applied entered the CMP market in 1995 with its Mirra® system and has since added several important features to this product, including integrated
cleaning, film measurement and process control capabilities. In fiscal 2003, Applied introduced a new system on its 300mm Applied Reflexion® CMP platform, the Applied Reflexion LK
system, for polishing the delicate copper/low k interconnects using low downforce, high-throughput technology. The Reflexion LK is the only CMP system in the industry to
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integrate single-wafer full immersion vapor drying capability for eliminating defects and improving device yields during the cleaning process.
Metrology and Wafer Inspection

Applied offers several types of products that are used to inspect the wafer during various stages of the fabrication process in the following categories:

Critical Dimension and Defect Review Scanning Electron Microscopes (CD-SEMs and DR-SEMs)

Scanning electron microscopes (SEMs) use an electron beam to form images of microscopic features of a semiconductor wafer at extremely high magnification. Applied provides customers

with full automation, along with the high accuracy and sensitivity needed for measuring advanced-generation feature sizes. The Applied NanoSEM™ 3D Metrology system extends CD-SEM
technology beyond the measurement of critical dimensions to enable the three-dimensional imaging of chip structures to more precisely control the lithography and etching processes.

DR-SEMs review defects on the wafer (such as, particles, scratches or residues) that are first located by a defect detection system and then classify the defects to identify their source. The

high-throughput, fully automatic Applied SEMVision™ G2 Defect Analysis system enables customers to use this technology as an integral part of their production lines to analyze defects as
small as 50nm with high productivity.

In fiscal 2003, Applied acquired Boxer Cross, Inc. and added the Applied BX-10 Implant/ Anneal Metrology system to its product line. The BX-10 system measures critical process
parameters that directly affect transistor performance and provides users with monitoring capability for multiple future device generations.

Wafer Inspection

Using laser-based technology, defects can be detected on patterned wafers (wafers with circuit images printed on them) as they move between processing steps. Defects may include
particles, open circuit lines, shorts between lines or other problems. The Applied ComPlus-EV Inspection system, introduced in fiscal 2003, detects defects in devices with design rules of 90nm
and below. Incorporating key advances in imaging technology, the system captures up to 50 percent more defects than the previous system with the high speed required for customers’ volume
production lines.

Flat Panel Displays

The most advanced flat panel displays (FPDs) are manufactured using technologies similar to those for making semiconductors. One difference is the vastly larger area of the substrate
(panel). Compared to today’s largest wafers (300mm diameter), the panels can be up to 35 times larger in area. New generation FPD fabs are being built primarily for manufacturing large-area
flat panel liquid crystal display (LCD) television screens, which is experiencing strong demand and is projected to continue growing at significant rates as consumers move to larger home
entertainment systems.

Applied supplies plasma-enhanced CVD (PECVD) systems and electron beam array testers to FPD manufacturers. Applied offers a range of systems that can process different substrate sizes
to meet the industry’s requirements for ever larger substrates. In response to the growing market for larger LCD screens, Applied introduced its latest PECVD system in fiscal 2003, the sixth-
generation AKT-25K PECVD, which addresses FPD fab requirements for substrates larger than one square meter.

Mask Making

Masks are used by photolithography systems to transfer microscopic circuit designs onto wafers. Since any imperfection will be replicated on the wafer, the mask must be defect-free with
precise imaging. Applied provides systems for the writing, etching, measurement and inspection of masks.

Customer Service and Support

Applied Global Services plays a critical role in the Company’s ability to continuously satisfy its customers’ production requirements. Approximately 3,000 trained customer engineers and
process support engineers are deployed in more than a dozen countries. These engineers are usually located at or near the customers’ fab sites and service over 16,000 installed Applied systems.

Applied’s line of service products offers an innovative approach to maintaining and servicing Applied equipment in customers’ fabs. With the Applied Total Parts Management® (TPM)
program, the Company
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provides an inventory management service for the spare parts used in Applied’s systems at a customer’s fab. A second product, called the Applied Total Support Package® (TSP), is a
comprehensive equipment service solution that includes parts management along with system cost and performance improvement targets for Applied’s equipment at the customer’s location. The
Applied SparesSolutions™ program is an on-line customer support service that streamlines the procurement of spare parts. The Applied Total Kit Management™ program provides customers
with a convenient, cost-effective way to manage their systems’ process kit service requirements. Applied also refurbishes and sells previously used Applied equipment.

Backlog

Applied’s backlog decreased from $3.2 billion at October 27, 2002 to $2.5 billion at October 26, 2003. Applied manufactures its systems based on order backlog and customer commitments.
Backlog includes only orders for which written authorizations have been accepted, shipment dates within 12 months have been assigned and revenue has not been recognized. In addition,
backlog includes service revenue and maintenance fees to be earned within the next 12 months. However, customers may delay delivery of products or cancel orders suddenly prior to shipment,
subject to possible cancellation penalties. Backlog adjustments for fiscal 2003 totaled $553 million, which consisted of cancellations, currency and other adjustments. Due to possible customer
changes in delivery schedules and cancellations of orders, Applied’s backlog at any particular date is not necessarily indicative of actual sales for any succeeding period. Delays in delivery
schedules and/or a reduction of backlog during any particular period could have a material adverse effect on Applied’s business and results of operations.

Manufacturing, Raw Materials and Supplies

Applied’s manufacturing activities consist primarily of assembling various commercial and proprietary components into finished systems in Austin, Texas. Applied also has manufacturing
operations in Santa Clara, California; Hillsboro, Oregon; Horsham, England; and Rehovot, Israel. Production requires some raw materials, including a wide variety of mechanical and electrical
components, to be manufactured to Applied’s specifications. Applied uses numerous vendors to supply parts, components and subassemblies (parts) for the manufacture and support of its
products. Although Applied makes reasonable efforts to assure that parts are available from multiple qualified suppliers, this is not always possible; accordingly, some key parts may be obtained
only from a single supplier or a limited group of suppliers. Applied has sought, and will continue to seek, to minimize the risk of production and service interruptions and/or shortages of key
parts by: 1) selecting and qualifying alternative suppliers for key parts; 2) monitoring the financial condition of key suppliers; 3) maintaining appropriate inventories of key parts; and
4) qualifying parts on a timely basis.

Research, Development and Engineering

Applied’s long-term growth strategy requires continued development of new manufacturing products. Applied’s significant investment in research, development and engineering (RD&E)
has generally enabled it to deliver new products and technologies before the emergence of strong demand, thus allowing customers to incorporate these products into their manufacturing plans at
an early stage in the technology selection cycle. Applied works closely with its global customers to design systems and processes that meet their planned technical and production requirements.
Product development and engineering organizations are primarily located in the United States, as well as in the United Kingdom and Israel, with process support and customer demonstration
laboratories in the United States, the United Kingdom and Israel.

Applied invested $1.2 billion (16 percent of net sales) for fiscal 2001, $1.1 billion (21 percent of net sales) for fiscal 2002 and $921 million (21 percent of net sales) for fiscal 2003, in RD&E
for product development and engineering programs to create new product lines and improve existing technologies. Applied has spent an average of 16 percent of net sales on RD&E over the last
five years. In addition to RD&E for specific product technologies, Applied maintains ongoing programs in software, automation control systems, materials research and environmental control
that have applications to its products. In fiscal 2003, Applied focused on developing systems for customers’ new chip designs, including systems to enable faster and denser transistor and
interconnect structures with 65nm and below linewidths.

Marketing and Sales

Because of the highly technical nature of its products, Applied markets and sells its products worldwide through a direct sales force. For fiscal 2003, net sales to customers in each region as
a percentage of Applied’s total net sales were: North America (primarily the United States) 26 percent, Japan 18 percent, Europe
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16 percent, Korea 15 percent, Taiwan 13 percent and Asia-Pacific (including China) 12 percent. Applied’s business is usually not seasonal in nature, but it is cyclical based on the capital
equipment investment patterns of major semiconductor manufacturers. These expenditure patterns are based on many factors, including anticipated market demand for integrated circuits, the
development of new technologies and global and regional economic conditions.

During fiscal 2003, more than 70 percent of Applied’s net sales were to regions outside the United States of America. Managing Applied’s global operations presents challenges and involves
uncertainties that may affect Applied’s business, financial condition and results of operations. For further discussion, see “Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Trends, Risks and Uncertainties — Applied is Exposed to the Risks of Operating a Global Business.”

Information on net sales to unaffiliated customers and long-lived assets attributable to Applied’s geographic regions is included in Note 10 of Notes to Consolidated Financial Statements.
Net sales to Intel Corporation represented 12 percent of Applied’s fiscal 2001 net sales, and 10 percent of Applied’s fiscal 2002 net sales. During fiscal 2003, two customers individually
accounted for greater than 10 percent of net sales: net sales to Intel Corporation represented 13 percent of Applied’s net sales, and net sales to Samsung America, Inc. represented 12 percent of
Applied’s net sales.

Competition

The global semiconductor equipment industry is highly competitive and is characterized by increasingly rapid technological advancements and demanding worldwide service requirements.
Applied’s ability to compete depends on its ability to commercialize its technology and continually improve its products, processes and services, as well as its ability to develop new products that
meet constantly evolving customer requirements. Significant competitive factors for succeeding in the semiconductor manufacturing equipment market include the equipment’s technical
capability, productivity and cost-effectiveness, and level of technical service and support provided by the vendor. The importance of each of these factors varies depending on the specific
customer’s needs and criteria, including considerations such as the customer’s process application, product requirements, timing of the purchase and particular circumstances of the purchasing
decision. The pace of technological change is rapid, with customers continually moving to smaller critical dimensions and larger wafer sizes and adopting new materials for fabricating the chip.
Existing technology can be adapted to the new requirements; however, these requirements sometimes create the need for an entirely different technical approach. The rapid pace of technological
change continually creates opportunities for existing competitors and startups, and can quickly diminish the value of existing technologies.

Substantial competition exists for each of Applied’s products. Competitors range from small companies that compete with a single product and/or in a single region to global companies with
multiple lines of semiconductor processing products. Competitors in a given technology tend to have different degrees of market presence in the various regional markets. Management believes
that Applied is a strong competitor and that its competitive position is based on the ability of its products and services to continue to address customer requirements. Success for Applied will
require a continued high level of investment in RD&E and in sales, marketing and customer support activities.

Patents and Licenses

Management believes that Applied’s competitive position is significantly dependent upon skills in engineering, manufacturing and marketing, and not just on its patent position. However,
protection of Applied’s technological assets by obtaining and enforcing patents is important. Therefore, Applied has a practice to file patent applications in the U.S. and other countries for
inventions that Applied considers significant. Applied has a number of patents in the U.S. and other countries, and additional applications are pending for new developments in its equipment and
processes. Applied does not consider its business materially dependent upon any one patent, although taken as a whole, the rights of Applied and the products made and sold under its patents are
a significant element of Applied’s business. In addition to patents, Applied also possesses other proprietary intellectual property, including trademarks, knowhow, trade secrets and copyrights.

Applied enters into patent and technology licensing agreements with other companies when management determines that it is in its best interest to do so. Applied pays royalties under
existing patent license agreements for the use, in several of its products, of certain patented technologies that are licensed to Applied for the life of the patents. Applied also receives royalties
from licenses granted to third parties. Royalties received from and paid to third parties have not been and are not expected to be material.
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In the normal course of business, Applied periodically receives and makes inquiries regarding possible patent infringement. In dealing with such inquiries, it may become necessary or useful
for Applied to obtain or grant licenses or other rights. However, there can be no assurance that such licenses or rights will be available to Applied on commercially reasonable terms. If Applied is
not able to resolve a claim, negotiate a settlement of the matter, obtain necessary licenses on commercially reasonable terms and/or successfully prosecute or defend its position, Applied’s
business, financial condition and results of operations could be materially and adversely affected.

Environmental Matters

Two of Applied’s locations have been designated as environmental cleanup sites. In 1987, the United States Environmental Protection Agency designated one of the locations, in Santa Clara,
California, as a Superfund site and named Applied as a “Responsible Party.” Cleanup activities at this site began in 1984 and were substantially completed in February 2002. The California
Regional Water Quality Control Board has designated Applied as a “Discharger” with respect to the other site in Sunnyvale, California. Applied was named a Discharger at the Sunnyvale site in
1997 as it currently owns the site in question; however, prior owners and operators are responsible for performing cleanup and monitoring activities. Applied maintains a number of
environmental, health and safety programs that are primarily preventive in nature. Neither compliance with federal, state and local provisions regulating discharge of materials into the
environment, nor remedial agreements or other actions relating to the environment, has had, or is expected to have, a material effect on Applied’s capital expenditures, competitive position,
financial condition or results of operations. The most recent report on Applied’s environmental, health and safety activities can be found on the Company’s web site at
http://www.appliedmaterials.com/about/ environment.html. This report will be updated in the future. This website address is intended to be an inactive textual reference only; none of the
information contained on Applied’s website is part of this report or is incorporated by reference herein.

Employees
None of Applied’s employees are represented by a trade union, and management considers its relations with employees to be good. In the high-technology industry, competition for highly-
skilled employees is intense. Applied believes that its future success is highly dependent upon its continued ability to attract and retain qualified employees. There can be no assurance that

Applied will be able to attract, hire, assimilate and retain a sufficient number of qualified people. At October 26, 2003, Applied employed 12,050 regular employees.

Available Information

Applied’s website is http://www.appliedmaterials.com. Applied makes available free of charge, on or through its website, its annual, quarterly and current reports, and any amendments to
those reports, as soon as reasonably practicable after electronically filing such reports with the Securities and Exchange Commission (SEC). This website address is intended to be an inactive
textual reference only; none of the information contained on Applied’s website is part of this report or is incorporated by reference herein.

Item 2: Properties

Information concerning Applied’s principal properties at October 26, 2003 is set forth below:

Square
Location Type Principal Use Footage(3) Ownership
Santa Clara, CA Office, Plant & Warehouse Headquarters, Marketing, 1,465,000 Owned
Manufacturing, Distribution, 2,185,000(1) Leased
Research and Engineering
Austin, TX Office, Plant & Warehouse Manufacturing 1,696,000 Owned
532,000 Leased
Rehovot, Israel Office, Plant & Warehouse Manufacturing, Research 434,000 Owned
and Engineering
Hayward, CA Office, Plant & Warehouse Research and Engineering 342,000 Leased
Narita, Japan Office & Warehouse Customer Support 227,000(2) Owned
Hsinchu, Taiwan Office & Warehouse Customer Support 81,000 Owned
133,000 Leased
Singapore Office Customer Support 200,000 Owned
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Square

Location Type Principal Use Footage(3) Ownership

Hillsboro, OR Office, Plant & Warehouse Manufacturing, Research 177,000 Owned
and Engineering

Tainan, Taiwan Office & Warehouse Customer Support 148,000 Owned

Horsham, England Office, Plant & Warehouse Manufacturing, Research 125,000 Leased
and Engineering

Chunan, Korea Office & Warehouse Customer Support 112,000 Owned

Pudong, China Office & Warehouse Customer Support 102,000 Leased

1) Includes approximately 220,000 square feet that were being subleased.
2) Subject to loans of $19 million, collateralized by property and equipment with a net book value of $46 million at October 26, 2003.
3) Approximately 1.4 million square feet were available for sublease.

In addition to the above properties, Applied leases office space for sales and customer support offices in 86 locations throughout the world: 26 in North America (principally the United
States), four in Taiwan, 21 in Japan, 20 in Europe, seven in Korea and eight in Asia-Pacific (including China).

In addition, Applied owns: 1) 96 acres of buildable land in Texas that can accommodate approximately 1,464,000 square feet of additional building space; 2) 26 acres in Oregon that can
accommodate approximately 396,000 square feet of additional building space; 3) 43 acres in California that can accommodate approximately 1,247,000 square feet of additional building space;
and 4) nine acres in Japan that can accommodate approximately 766,000 square feet of additional building space. Applied also leases: 1) 13 acres in Taiwan that can accommodate approximately
271,000 square feet of additional building space; and 2) 10 acres in Israel that can accommodate approximately 111,000 square feet of additional building space. This additional building space is
anticipated to satisfy Applied’s future needs.

Applied is productively utilizing substantially all of the owned facilities, and considers the above facilities suitable and adequate to meet its requirements.

Item 3: Legal Proceedings

Novellus

On June 13, 1997, after Varian Associates, Inc. (Varian) failed to respond to requests by Applied to discuss certain patent issues, Applied filed a lawsuit against Varian captioned Applied
Materials, Inc. v. Varian Associates, Inc. (case no. C-97-20523-RMW) in the United States District Court for the Northern District of California, alleging infringement of several of Applied’s
patents concerning PVD technology. On July 7, 1997, Applied amended that action to allege infringement of those same Applied PVD patents against Novellus Systems, Inc. (Novellus) and to
add Novellus as a defendant, as a result of Novellus’ acquisition of Varian’s thin film systems PVD business. On June 23, 1997, Novellus filed a separate lawsuit against Applied captioned
Novellus Systems, Inc. v. Applied Materials, Inc. (case no. C-97-20551-EAT) in the United States District Court for the Northern District of California, alleging infringement by Applied of
several PVD technology patents that were formerly owned by Varian. Novellus seeks damages for past infringement, a permanent injunction, treble damages for willful infringement, pre-
judgment interest and attorneys’ fees. In September 2000, Applied and Varian settled their disputes and Applied released all claims with respect to the Inova system as it was made and sold as of
May 7, 1997. On October 3, 2000, Applied’s claims against Varian and Varian’s claims and counterclaims against Applied were dismissed with prejudice. The litigation with Novellus continues.
Discovery has closed in the actions. The court has rescheduled the previously set trial date from January 20, 2004 to May 24, 2004. Applied believes the May trial will involve only infringement
and validity issues regarding Novellus’ patent claims against Applied and Applied’s declaratory judgment claims against Novellus’ patents. Applied believes it has meritorious claims and
defenses and intends to pursue them vigorously.

Axcelis Technologies

On January 8, 2001, Axcelis Technologies, Inc. (Axcelis), formerly a subsidiary of Eaton Corporation, filed a lawsuit against Applied in the United States District Court for the District of
Massachusetts, captioned Axcelis Technologies, Inc. v. Applied Materials, Inc. (case no. 01-10029 DPW). The lawsuit alleges that
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Applied infringes a patent concerning ion implantation owned by Axcelis. The complaint also alleges various Massachusetts state and common law tortious interference and unfair competition
claims. Axcelis seeks a preliminary and permanent injunction, damages, costs and attorneys’ fees. On April 12, 2001, Applied answered the complaint by denying all allegations and
counterclaimed for declaratory judgment of invalidity and non-infringement, and violations of various unfair and deceptive trade practices laws. Applied seeks damages, a permanent injunction,
costs and attorneys’ fees. On July 2, 2003, a jury ruled in favor of Applied, returning a verdict that Applied’s Swift™ ion implantation system does not infringe Axcelis’ patent. The court has
entered judgment in favor of Applied on Axcelis’ patent claim. Axcelis has filed a notice of appeal and the appeal is proceeding. The state law claims have not yet been resolved. Applied

believes it has meritorious defenses and counterclaims to the action and intends to pursue them vigorously.

Linear Technology

On March 2, 2001, Linear Technology Corp. (LTC) filed a third party complaint against Applied in the United States District Court for the Eastern District of Texas, captioned Texas
Instruments, Inc. v. Linear Technology Corp. v. Applied Materials, Inc. (case no. 2-01-CV4 (DF)). The complaint against Applied alleged that Applied is obligated to indemnify LTC and defend
LTC for certain claims in the underlying patent infringement lawsuit brought by Texas Instruments, Inc. (TT) against LTC. The complaint also alleged claims for breach of contract, breach of
warranty, and various unfair business practices. In the complaint, LTC alleged that, before LTC purchased certain equipment from Applied, Applied failed to disclose to LTC that TI previously
had won a jury verdict against Hyundai Electronics Industries Co., Ltd. (Hyundai) for patent infringement based on Hyundai’s use of certain semiconductor equipment including some Applied
tools. LTC’s Texas lawsuit against Applied sought indemnification and damages from Applied and an order requiring Applied to defend LTC in the underlying lawsuit with TI. On January 15,
2002, the court granted TI’s motion to sever Applied and the other third party defendants from the action and dismissed LTC’s action against Applied and the other third party defendants without
prejudice. On March 12, 2002, LTC filed a complaint against Applied in the Superior Court for the County of Santa Clara, captioned Linear Technology Corp. v. Applied Materials, Inc.,
Novellus Systems, Inc. and Tokyo Electron Ltd., (case no. CV806004) alleging claims for breach of contract, fraud and deceit, negligent misrepresentation, suppression of fact, unfair
competition, breach of warranty, express contractual indemnity, implied equitable indemnity and declaratory relief. On November 12, 2002, LTC filed an amended complaint in the Santa Clara
action asserting essentially the same claims as in the original complaint but adding an additional assertion that LTC and TI have settled their litigation. In the amended complaint, LTC seeks
compensatory damages, punitive damages, injunctive relief and restitution. LTC also seeks costs and attorneys’ fees including costs and attorneys’ fees for the TTI litigation. Applied’s motion to
dismiss the amended complaint was granted in part. LTC filed a Second Amended Complaint and Applied’s motion to dismiss the Second Amended Complaint was also granted. LTC has filed a
Third Amended Complaint alleging claims for fraud and deceit by suppression of material fact and violation of Cal. Bus. and Prof. Code 17200. Applied has filed a motion to dismiss that
complaint. Applied believes that it has meritorious defenses and intends to pursue them vigorously.

Semitool

On June 11, 2001, Semitool, Inc. (Semitool) filed a lawsuit against Applied in the United States District Court for the Northern District of California, captioned Semitool, Inc. v. Applied
Materials, Inc. (case no. CV-01-2277 CRB). The lawsuit alleged that Applied infringed a patent concerning seed repair and electroplating owned by Semitool. Semitool sought a preliminary and
permanent injunction, damages, costs and attorneys’ fees. On July 12, 2001, before Applied had answered the complaint, Semitool voluntarily dismissed its action against Applied in the Northern
District of California. On the same day, Semitool filed a substantially identical action against Applied in the United States District Court for the District of Oregon captioned Semitool, Inc. v.
Applied Materials, Inc. (case no. CV’01-1066 AS). On July 13, 2001, Applied filed a declaratory judgment action against Semitool in the Northern District of California captioned Applied
Materials, Inc. v. Semitool, Inc. (case no. CV-01-2673 BZ). In that action, Applied sought a declaration that Applied had not infringed the Semitool patent and that Semitool’s patent is invalid
and unenforceable. Applied also sought costs and attorneys’ fees. The California Court has transferred Applied’s action against Semitool to the District of Oregon. The actions are proceeding
together in Oregon. Semitool has also asserted similar claims against certain other semiconductor equipment manufacturers. The Oregon Court has issued an order interpreting the patent claims
and has scheduled a trial date of February 3, 2004. Applied believes it has meritorious claims and defenses and intends to pursue them vigorously.
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David Scharf

On July 31, 2001, David Scharf, an individual, filed a lawsuit against Applied in the United States District Court for the Central District of California, captioned David Scharf v. Applied
Materials, Inc. (case no. 01-06580 AHM). The lawsuit alleges that Applied has infringed, has induced others to infringe and has contributed to others’ infringement of a patent concerning color
synthesizing scanning electron microscope technology. Mr. Scharf seeks a preliminary and permanent injunction, damages and costs. Applied has answered the complaint and counterclaimed for
declaratory judgment of non-infringement and invalidity. On May 10, 2002, Mr. Scharf filed a request for re-examination of his patent with the Patent and Trademark Office. On June 26, 2002,
the case was removed from the Court’s active docket after the parties stipulated to stay the case pending the results of that re-examination. On July 11, 2002, Applied filed its own request for re-
examination of Mr. Scharf’s patent with the Patent and Trademark Office. Applied’s request for re-examination was granted on September 19, 2002. Applied believes it has meritorious defenses
and counterclaims and intends to pursue them vigorously.

ASMI

On August 27, 2002, ASM America, Inc. and ASM International, N.V. (collectively ASMI) filed a lawsuit against Applied in the United States District Court for the District of Arizona,
captioned ASM America, Inc. and ASM International, N.V. v. Applied Materials, Inc. (case no. Civ’02 1660 PHX SMM). The lawsuit sought a judicial declaration that ASMI does not infringe
six patents belonging to Applied that relate to remote cleaning of CVD chambers and to deposition of silicon nitride. The suit also sought a judicial declaration that two of the six patents are
invalid. Applied moved for a more definitive statement with respect to two of ASMI’s causes of action. On September 29, 2003, the court granted Applied’s motion for a more definitive
statement. ASMI filed an amended complaint on October 31, 2003. The amended lawsuit seeks a judicial declaration that ASMI does not infringe the six patents and that the six patents are
invalid. On December 15, 2003, Applied answered the amended complaint by denying the allegations and counterclaiming for infringement of the six patents. Applied seeks damages, a
preliminary and permanent injunction, costs and attorney’s fees. No trial date has been set. Applied believes it has meritorious defenses and counterclaims and intends to pursue them vigorously.

On October 3, 2003, ASMI filed a lawsuit against Applied in the United States District Court for the Eastern District of Texas, captioned ASM America, Inc. and ASM International, N.V. v.
Applied Materials, Inc. (case no. 2 03CV 348 TJW). The lawsuit alleges infringement of six ASMI patents and seeks damages for past infringement, enhanced damages, attorneys’ fees, and
injunctive relief. Applied responded to the complaint by denying the allegations and counterclaiming for a declaratory judgment of invalidity, unenforceability and non-infringement of the
patents. Applied also has asserted that ASMI is infringing seven Applied patents, including the six patents at issue in the Arizona action plus an additional patent. Applied seeks injunctive relief,
compensatory and enhanced damages, costs and attorneys’ fees. Applied has filed a motion to transfer the case from the Eastern District of Texas to the District of Arizona. Applied believes it
has meritorious defenses and counterclaims and intends to pursue them vigorously.

Varian Semiconductor Equipment Associates, Inc.

On September 13, 2002, Varian Semiconductor Equipment Associates, Inc. filed a demand for arbitration with the American Arbitration Association asserting that Applied has breached a
patent license agreement between Varian and Applied dated January 1, 1992. Varian seeks to recover royalties, interest and attorneys’ fees. The arbitration hearing on whether the products are
covered by the license agreement has concluded. On May 2, 2003, the arbitration panel issued an interim decision finding that some, but not all, of the products at issue were subject to the
agreement. The arbitration panel next will consider whether the asserted claims of the patents under which those products were found to be covered are valid. Applied believes that it has
meritorious defenses and intends to pursue them vigorously.

Robert Bosch GmbH

On October 10, 2002, Robert Bosch GmbH (Bosch), a German company, filed a lawsuit against Applied in the United States District Court for the District of Delaware, captioned Robert
Bosch GmbH v. Applied Materials, Inc. (civil action no. 02-1523). The lawsuit alleged that Applied infringed two patents owned by Bosch related to anisotropic etching. Bosch sought a
preliminary and permanent injunction, damages, costs and attorneys’ fees. Applied answered the complaint and counterclaimed for declaratory judgment of non-
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infringement and invalidity. The parties have settled the litigation and on November 4, 2003, all claims and counterclaims were dismissed with prejudice.

From time to time, Applied receives notification from customers claiming that such customers are entitled to indemnification or other obligations from Applied related to infringement
claims made against the customers by third parties. In addition, Applied is subject to various other legal proceedings and claims, either asserted or unasserted, that arise in the ordinary course of
business. Although the outcome of these claims cannot be predicted with certainty, Applied does not believe that any of these other existing legal matters will have a material adverse effect on its
financial condition or results of operations.

Item 4: Submission of Matters to a Vote of Security Holders

None.

EXECUTIVE OFFICERS OF THE REGISTRANT

The following table and notes set forth information about Applied’s four executive officers:

Name of Individual Capacities in which Served
James C. Morgan(1) Chairman of the Board of Directors
Michael R. Splinter(2) President, Chief Executive Officer and Director
Joseph R. Bronson(3) Executive Vice President and Chief Financial Officer
Franz Janker(4) Senior Vice President, Sales and Marketing

1) Mr. Morgan, age 65, has been Chairman of the Board of Directors since 1987. Mr. Morgan served as Chief Executive Officer from 1977 to April 2003. Mr. Morgan also served as
President from 1976 to 1987.

2 Mr. Splinter, age 53, was appointed President and Chief Executive Officer and a member of the Board of Directors of Applied Materials on April 30, 2003. Prior to joining Applied
Materials, Mr. Splinter worked for nearly 20 years at Intel Corporation. Most recently he was Executive Vice President and Director of the Sales and Marketing Group at Intel
Corporation, responsible for sales and operations worldwide. Mr. Splinter previously held various executive positions at Intel Corporation, including Executive Vice President and
General Manager of the Technology and Manufacturing Group.

3) Mr. Bronson, age 55, was appointed Executive Vice President in December 2000 and has been Chief Financial Officer since January 1998. Mr. Bronson also served in the Office of the
President from January 1998 to October 2002, as Senior Vice President and Chief Administrative Officer from 1998 to 2000 and Group Vice President from 1994 to 1998. Prior to that,
Mr. Bronson had been Vice President since November 1990. Mr. Bronson joined Applied in 1984.

4) Mr. Janker, age 54, has been Senior Vice President of Sales and Marketing since May 2003. Prior to that, he was appointed to Senior Vice President of Global Operations and Corporate
Marketing in December of 2002. From December 1998 to 2002, he was Group Vice President of Corporate Marketing and Business Management. From 1982 to 1998, Mr. Janker served
in a variety of sales and marketing management positions in the United States and in Europe.
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PART II

Item 5: Market for Registrant’s Common Equity and Related Stockholder Matters

The following table sets forth the high and low closing sale prices as reported on the Nasdaq National Market, as adjusted to reflect a two-for-one stock split in the form of a 100 percent
stock dividend, effective April 16, 2002.

2002 2003
Fiscal year High Low High Low
First quarter $23.34 $16.63 $17.49 $13.03
Second quarter $27.76 $20.66 $15.81 $11.60
Third quarter $27.31 $14.23 $19.30 $13.66
Fourth quarter $16.17 $10.35 $22.22 $17.88

Applied’s common stock is traded on the Nasdaq National Stock Market under the symbol AMAT. As of December 26, 2003, there were approximately 6,995 directly registered holders of
stock.

To date, Applied has not declared or paid cash dividends to its stockholders. Applied has no plans to declare and pay cash dividends.

Item 6: Selected Financial Data
Fiscal year ended(1) 1999(2) 2000(2) 2001 2002 2003
(Dollars in thousands, except per share amounts)
Net sales $5,096,302 $9,564,412 $7,343,248 $5,062,312 $4,477,291
Gross margin $2,419,219 $4,855,728 $3,252,033 $2,056,661 $1,604,455
(% of net sales) 47.5 50.8 44.3 40.6 35.8
Research, development and engineering $ 740,114 $1,107,922 $1,198,799 $1,052,269 $ 920,618
(% of net sales) 14.5 11.6 16.3 20.8 20.6
Marketing, selling, general and administrative $ 695,296 $ 960,753 $ 901,924 $ 708,955 $ 625,865
(% of net sales) 13.6 10.0 12.3 14.0 14.0

Income/(loss) from continuing operations before

income taxes, equity in net income/(loss) of

joint venture and cumulative effect of change

in accounting principle $1,023,344 $2,947,844 $1,103,802 $ 340,511 $ (211,556)
Effective tax rate (%) 323 30.0 29.8 21.0 29.5
Income/(loss) from continuing operations before

cumulative effect of change in accounting

principle $ 726,679 $2,063,552 $ 775,228 $ 269,004 $ (149,147)
(% of net sales) 14.3 21.6 10.6 5.3 3.3)
Discontinued operations(4) $ 20,996 $ — $ — $ — $ —
Cumulative effect of change in accounting
principle, net of tax(2) $ — $ — $ (267,399) $ — $ —
Net income/(loss) $ 747,675 $2,063,552 $ 507,829 $ 269,004 $ (149,147)
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Fiscal year ended(1) 1999(2) 2000(2) 2001 2002 2003

(Dollars in thousands, except per share amounts)

Earnings/(loss) per share(3):

Continuing operations $ 0.44 $ 1.20 $ 0.46 $ 0.16 $ (0.09)
Discontinued operations(4) 0.01 — — — —
Cumulative effect of change in accounting

principle — — (0.16) — —
Total $ 0.45 $ 1.20 $ 0.30 $ 0.16 $ (0.09)

Weighted average common shares and

equivalents(3) (in thousands) 1,641,160 1,718,338 1,694,658 1,701,557 1,659,557
Order backlog $1,739,270 $ 4,381,768 $2,725,406 $ 3,190,459 $ 2,495,115
Working capital $3,579,223 $ 6,079,436 $6,249,358 $ 6,571,337 $ 6,729,896
Current ratio 3.1 3.2 5.1 5.4 5.1
Long-term debt $ 584,357 $ 573,126 $ 564,805 $ 573,853 $ 456,422
Stockholders’ equity $4,575,258 $ 7,104,348 $7,606,737 $ 8,019,649 $ 8,068,034
Book value per share(3) $ 2.88 $ 4.37 $ 4.66 $ 4.87 $ 4.81
Total assets $7,014,510 $10,545,730 $9,828,510 $10,224,765 $10,311,622
Capital expenditures, net of retirements $ 219,657 $ 383,255 $ 710,620 $ 417,080 $ 211,959
Regular employees 13,831 19,220 17,365 16,077 12,050

(1) Each fiscal year ended on the last Sunday in October.

) Effective the first fiscal quarter of 2001, Applied implemented the Securities and Exchange Commission’s Staff Accounting Bulletin No. 101, “Revenue Recognition in Financial
Statements.” For periods prior to fiscal 2001, data was not available to provide pro forma information as if the change in accounting principle were applied retroactively. For further
details, see Note 1 of Notes to Consolidated Financial Statements.

3) Amounts prior to fiscal 2002 have been restated to reflect a two-for-one stock split in the form of a 100 percent stock dividend, effective April 16, 2002.

@) Discontinued operations in 1999 consisted of a reversal of provision for discontinuance of joint venture subsequently retained.

Item 7: Management’s Discussion and Analysis of Financial Condition and Results of Operations
Results of Operations

Applied develops, manufactures, markets and services integrated circuit fabrication equipment for the worldwide semiconductor industry. Demand for Applied’s products can change
significantly from period to period as a result of numerous factors, including, but not limited to, changes in: 1) global economic conditions; 2) advanced technology and/or capacity requirements
of semiconductor manufacturers; 3) the profitability of semiconductor manufacturers; 4) supply and demand for semiconductors; and 5) relative competitiveness of Applied’s products and
services. For this and other reasons, Applied’s results of operations for fiscal 2001, 2002 and 2003 may not necessarily be indicative of future operating results.

Effective the first fiscal quarter of 2001, Applied implemented the SEC’s Staff Accounting Bulletin No. 101, “Revenue Recognition in Financial Statements.” For periods prior to fiscal
2001, data was not available to provide pro forma information as if the change in accounting principle were applied retroactively. For further details, see Note 1 of Notes to Consolidated
Financial Statements.

Net Sales

Applied’s business was subject to cyclical industry conditions in fiscal 2001, 2002 and 2003. As a result of these conditions, there were significant fluctuations in Applied’s quarterly new
orders and net sales, both
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within and across fiscal years. Demand for semiconductor manufacturing equipment has historically been volatile as a result of sudden changes in semiconductor supply and demand and other
factors, including rapid technological advances in both semiconductor devices and wafer fabrication processes.

Quarterly and full fiscal year financial information follows:

Fiscal Quarter

Fiscal
First Second Third Fourth Year
(In millions, except per share amounts)
2001:
New orders $2,430 $1,353 $1,208 $1,106 $6,097
Net sales $2,363 $2,139 $1,576 $1,265 $7,343
Gross margin $1,143 $ 985 $ 655 $ 469 $3,252
Income/(loss) from operations before cumulative effect of change in
accounting principle $ 424 $ 318 $ 115 $ (82 $ 775
Net income/(loss)(1) $ 157 $ 318 $ 115 $ (82 $ 508
Earnings/(loss) per share $ 0.09 $ 0.19 $ 0.07 $(0.05) $ 0.30
2002:
New orders $1,119 $1,688 $1,778 $1,557 $6,142
Net sales $1,000 $1,156 $1,460 $1,446 $5,062
Gross margin $ 386 $ 463 $ 606 $ 602 $2,057
Net income/(loss) $ (45) $ 52 $ 115 $ 147 $ 269
Earnings/(loss) per share $(0.03) $ 0.03 $ 0.07 $ 0.09 $ 0.16
2003:
New orders $1,016 $ 971 $1,054 $1,277 $4,318
Net sales $1,054 $1,107 $1,095 $1,221 $4,477
Gross margin $ 390 $ 373 $ 347 $ 494 $1,604
Net income/(loss) $ (65) $ (62) $ (37 $ 15 $ (149)
Earnings/(loss) per share $(0.04) $(0.04) $(0.02) $ 0.01 $(0.09)

(1) Net income/(loss) included an after-tax expense of $267 million from a cumulative effect of change in accounting principle for the first fiscal quarter of 2001.
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Net sales by geographic region, which were attributed to the location of the customers’ facilities, were as follows:

Fiscal year 2001 2002 2003

(In millions)

North America* $2,131 $1,328 $1,179
Japan 1,876 757 827
Europe 1,085 660 695
Korea 449 443 666
Taiwan 1,109 1,238 583
Asia-Pacific** 693 636 527
$7,343 $5,062 $4,477

I I I

*  Primarily the United States.
**  Includes China.

During the first fiscal quarter of 2001, slowing worldwide demand for semiconductors resulted in a rapid decline in demand for semiconductor manufacturing equipment. Inventory buildups
in telecommunication products, slower than expected personal computer sales and slower global economic growth caused semiconductor companies to reduce their capital spending and
reschedule or cancel existing orders. This decline in demand deepened sequentially throughout fiscal 2001 into a severe industry downturn due to continued weakness in the macro-economic
climate and consumption of electronic goods, which resulted in further capital spending cutbacks by Applied’s customers. Included in fiscal 2001 net sales were $642 million of revenue
recognized as part of the cumulative effect of implementing the SEC’s Staff Accounting Bulletin No. 101 (SAB 101), “Revenue Recognition in Financial Statements.”

Net sales declined 31 percent from $7.3 billion for fiscal 2001 to $5.1 billion for fiscal 2002. The decline in demand for Applied’s products continued into the first fiscal quarter of 2002. In
the second fiscal quarter of 2002, customers ordered equipment for 200mm advanced capacity to satisfy demand driven by consumer-related and wireless devices. Customers ordered 200mm
capacity for this demand increase as their transition to 300mm equipment was not yet complete. Customers also continued to place technology orders to invest in 300mm wafer processing,
copper and smaller line-width technologies. However, second quarter demand levels proved to be unsustainable as the global economic environment weakened through the middle of the year,
and customers reduced their level of capacity spending accordingly while maintaining advanced technology spending. Net sales peaked in the third fiscal quarter of 2002 and flattened in the
fourth fiscal quarter of 2002. Included in fiscal 2002 net sales was the remaining $9 million of revenue that was recognized as part of the cumulative effect of implementing SAB 101.

Net sales declined 12 percent from $5.1 billion for fiscal 2002 to $4.5 billion for fiscal 2003. Orders declined from $1.6 billion for the fourth fiscal quarter of 2002 to $1.0 billion for the first
and second fiscal quarters of 2003, reflecting the continued and prolonged downturn in the semiconductor industry. However, orders increased to $1.1 billion for the third fiscal quarter and
$1.3 billion for the fourth fiscal quarter of 2003, reflecting customers’ continued investments in memory and logic and their transition to 300mm, along with the increased capacity utilization in
both advanced and established technologies. Following the new order trends, net sales decreased to approximately $1.1 billion for each of the first three fiscal quarters of 2003, reflecting the
impact of the prolonged industry downturns and increased to $1.2 billion for the fourth fiscal quarter of 2003, indicating the beginning of an industry recovery.

Realignment Activities

In response to the continuing difficult business conditions, Applied implemented a series of activities to better align Applied’s cost structure with prevailing economic conditions during early
fiscal 2003. Realignment activities consisted of consolidation of facilities, reductions in workforce, and refocused product efforts, such as the electron-beam mask pattern product line and
implementation of the global spare parts distribution system (which included a closure of a central warehouse). As a result of the realignment activities, Applied vacated approximately two
million square feet and reduced approximately 3,800 positions. Realignment activities resulted in charges across multiple categories, as incurred, including cost of products sold, research,
development and engineering expenses, and restructuring and asset impairment charges, as discussed below.
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Gross Margin

Gross margin as a percentage of net sales decreased from 44.3 percent for fiscal 2001 to 40.6 percent for fiscal 2002, and to 35.8 percent for fiscal 2003. In fiscal 2000, Applied experienced
unprecedented new order and revenue growth. Accordingly, Applied expanded its manufacturing facilities to accommodate anticipated growth. The decreased business volume in fiscal 2001,
2002 and 2003, due to the industry downturn, was insufficient to fully absorb the overhead costs of these facilities, resulting in lower gross margins for all respective periods. The continued
decline in gross margin for fiscal 2003 was principally attributable to under absorption of manufacturing and field service costs as a result of prolonged lower business volumes, and inventory
writeoffs and charges associated with refocused product efforts, including an electron-beam mask pattern product and implementation of the global spare parts distribution system.

Research, Development and Engineering

Applied’s future operating results depend, to a considerable extent, on its ability to maintain a competitive advantage in the products and services it provides. Applied believes that it is
critical to continue to make substantial investments in research, development and engineering (RD&E) to assure the availability of innovative technology that meets the current and projected
requirements of its customers’ most advanced semiconductor designs. Applied has historically maintained its commitment to investing in RD&E in order to continue to offer new products and
technologies. As a result, RD&E expenses were $1.2 billion (16 percent of net sales) for fiscal 2001, $1.1 billion (21 percent of net sales) for fiscal 2002, and $921 million (21 percent of net
sales) for fiscal 2003. Development cycles range from 12 to 36 months depending on whether the product is an enhancement of existing technology or a new product. Most of Applied’s existing
product lines are the result of internal product development activities. In certain instances, Applied acquires technologies either in existing areas of development or through new product
opportunities to complement its existing technology capabilities and to reduce time to market for market entry and penetration. Throughout the periods covered by this report, Applied has
developed products designed to enable our customers to fabricate chips with 65nm and below feature sizes and new materials such as copper and low k dielectrics.

During fiscal 2001, Applied continued its development of technologies for copper and low k-based chips and 300mm wafers, as well as focused efforts on the core technologies that would
be required for customers to begin development of 100nm and below generation devices. Areas of increased investment included maskmaking technology, metrology and inspection, ion
implantation, and products for depositing and etching new materials.

In fiscal 2002, Applied invested in critical development activities to meet its customers’ rapid move to sub-100nm dimensions in their most advanced designs, which were anticipated to
begin entering production in fiscal 2003. This difficult and challenging dimensional shift was compounded by the need to provide much of the technology for both 200mm and 300mm wafers,
requiring additional process and hardware development. For the sub-100nm chip generations, inspection and metrology tools became more important to assure enhanced device performance as
well as adequate manufacturing yields. Accordingly, Applied focused its RD&E resources on these technologies. In addition, development of innovations such as advanced wafer wet cleaning
and atomic layer deposition, which deposits materials in increasingly smaller structures, addressed new market opportunities for Applied. Within virtually all of the technology areas, including
fab and yield management, Applied invested in more advanced software capabilities.

In fiscal 2003, Applied refocused product efforts and made investments in strategic products. Applied focused on the development of several important processing technologies to enable the
production of new chips using copper and low k dielectric materials, as well as to meet the challenges of smaller, 65nm and below, feature sizes. In addition to interconnect solutions, Applied
continued to invest resources in the development of systems for advanced transistor designs with smaller gate structures that enable faster signal propagation and reduced power. Applied also
continued the development of its process diagnostic and control capabilities with systems to inspect and measure smaller dimensions and defects.

Marketing, Selling, General and Administrative
Marketing, selling, general and administrative expenses decreased from $902 million (12 percent of net sales) for fiscal 2001 to $709 million (14 percent of net sales) for fiscal 2002, and to
$626 million (14 percent of net sales) for fiscal 2003. The decreases from fiscal 2001 to 2002 and 2003 were due primarily to headcount reductions and cost reduction activities, limiting

discretionary expenditures to align costs to a lower business volume.
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Restructuring, Asset Impairments and Other Charges

The restructuring actions taken in fiscal 2001, 2002 and 2003 were intended to better align Applied’s cost structure with prevailing market conditions due to the prolonged industry
downturn. These actions, which were necessary as a result of reduced business volume, reduced Applied’s global workforce and consolidated global facilities.

Restructuring, asset impairments and other charges for fiscal 2001 totaled $221 million, consisting of a charge of $10 million for acquired in-process research and development and
restructuring and asset impairment charges of $211 million. The restructuring and asset impairment charges of $211 million consisted of $105 million for headcount reductions, $45 million for
consolidation of facilities and $61 million for other costs, primarily fixed asset writeoffs due to facility consolidation. As of October 26, 2003, the majority of the fiscal 2001 restructuring actions
have been completed.

Restructuring, asset impairments and other charges for fiscal 2002 totaled $85 million, consisting of a charge of $8 million for acquired in-process research and development and
restructuring and asset impairment charges of $77 million. The restructuring and asset impairment charges consisted of $39 million for headcount reductions, $16 million for consolidation of
facilities and $22 million for other costs, primarily fixed asset writeoffs due to facility consolidation. As of October 26, 2003, the majority of the fiscal 2002 restructuring actions have been
completed.

Restructuring, asset impairments and other charges for fiscal 2003 totaled $372 million, consisting of $186 million for headcount reductions, $86 million for consolidation of facilities and
$100 million for other costs, primarily fixed asset writeoffs due to facility consolidation. The fiscal 2003 restructuring activities are expected to be completed during early 2004, which will result
in additional costs.

For further details, see Note 6 of Notes to Consolidated Financial Statements.

Net Interest Income

Net interest income was $174 million for fiscal 2001, $131 million for fiscal 2002 and $102 million for fiscal 2003. The decrease in net interest income in fiscal 2002 and 2003 was due
primarily to lower average interest rates.

Income Taxes

Applied’s effective income tax provision/(benefit) rate was 29.8 percent for fiscal 2001, 21.0 percent for fiscal 2002 and (29.5) percent for fiscal 2003. The actual effective rate for fiscal
2001 of 29.8 percent differed from the anticipated effective rate of 29.5 percent due to the non-tax deductible nature of $10 million of acquired in-process research and development expense and
a shift in the geographic composition of Applied’s pre-tax income. Applied’s actual effective rate of 21.0 percent for fiscal 2002 differed from the anticipated effective rate of 29.5 percent
primarily due to significant Foreign Sales Corporation and extraterritorial income tax benefits, which resulted from an increase in Foreign Sales Corporation and extraterritorial qualified income.
Without these additional benefits, earnings per share would have been reduced by $0.02 for fiscal 2002. Applied expected and experienced an actual effective benefit rate of 29.5 percent for
fiscal 2003. Applied’s future effective income tax rate depends on various factors, such as tax legislation, the geographic composition of Applied’s pre-tax income and non-tax deductible
expenses incurred in connection with acquisitions.

Business Combinations

On April 18, 2003, Applied acquired Boxer Cross, Inc., a producer of in-line monitoring systems that provide customers with critical electrical measurement data for controlling
semiconductor processes, for $14 million in cash. On April 8, 2002, Applied acquired Electron Vision Corporation, a designer, manufacturer and seller of e-beam stabilization and curing tools for
the semiconductor, thin film head and micro-fabrication industries, for $26 million in cash. On December 3, 2001, Applied acquired Global Knowledge Services, Inc., a provider of advanced
data mining services to improve semiconductor manufacturing yield and efficiency, for $16 million in cash. On November 20, 2001, Applied acquired the assets of Schlumberger’s electron-beam
wafer inspection business for $66 million in cash. On June 27, 2001, Applied acquired Oramir, a supplier of advanced laser cleaning technology for semiconductor wafer, for $21 million in cash.

For further details, see Note 12 of Notes to Consolidated Financial Statements.
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Recent Accounting Pronouncement

In January 2003, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 46 (FIN 46), “Consolidation of Variable Interest Entities, an interpretation of ARB
No. 51.” FIN 46 provides guidance on: 1) the identification of entities for which control is achieved through means other than through voting rights, known as “variable interest entities” (VIEs);
and 2) which business enterprise is the primary beneficiary and when it should consolidate a VIE. This new requirement for consolidation applies to entities: 1) where the equity investors (if any)
do not have a controlling financial interest; or 2) whose equity investment at risk is insufficient to finance that entity’s activities without receiving additional subordinated financial support from
other parties. In addition, FIN 46 requires that both the primary beneficiary and all other enterprises with a significant variable interest in a VIE make additional disclosures. FIN 46 is effective
for all new VIEs created or acquired after January 31, 2003. For VIEs created or acquired prior to February 1, 2003, the provisions of FIN 46 must be applied for the first interim or annual period
ending after December 15, 2003. Certain disclosures are effective immediately. Applied holds an interest in a venture fund, Applied Materials Ventures I, L.P. (Ventures I). Applied will
implement FIN 46 during the first fiscal quarter of 2004 and will consolidate Ventures I as a VIE. Applied does not expect the implementation to have a material effect on the financial condition
or results of operations. For additional discussion of this recent accounting pronouncement and Ventures I, see Note 1 and Note 3 of the Notes to the Consolidated Financial Statements.

Financial Condition, Liquidity and Capital Resources

Applied increased its cash, cash equivalents and short-term investments from $4.9 billion at October 27, 2002 to $5.5 billion at October 26, 2003. Applied has not undertaken any significant
external financing activities for several years.

Applied generated cash from operating activities of $1.6 billion for fiscal 2001, $492 million for fiscal 2002 and $802 million for fiscal 2003. The primary sources of cash from operating
activities have been net income, as adjusted to exclude the effect of non-cash charges, and changes in working capital levels, including accounts receivable and inventories. Applied utilized
programs to sell accounts receivable of $1.2 billion for fiscal 2001, $689 million for fiscal 2002 and $556 million for fiscal 2003. These accounts receivable sales had the effect of increasing cash
and reducing accounts receivable and days sales outstanding. Days sales outstanding was 68 days at the end of fiscal 2003, compared to 66 days at the end of fiscal 2002 and 56 days at the end of
fiscal 2001. A portion of these sold accounts receivable is subject to certain limited recourse provisions. However, Applied has not experienced any losses under these programs. For further
details regarding accounts receivable sales, see Note 11 of Notes to Consolidated Financial Statements. Inventories were reduced by $323 million in fiscal 2003 due to ongoing inventory
reduction and management programs.

Applied used $1.6 billion of cash for investing activities for fiscal 2001, $693 million for fiscal 2002 and $731 million for fiscal 2003. Capital expenditures, net of retirements, were
$711 million for fiscal 2001, $417 million for fiscal 2002 and $212 million for fiscal 2003, totaling $1.3 billion for the past three years. Application laboratories, equipment and related facilities
comprised most of the capital spending. The largest capital expenditure for the last three years was $153 million for additional construction and fit-up of the Maydan Process Module Technology
Center in Sunnyvale, California where Applied’s demonstration laboratories for new technology applications are located. Fiscal 2002 capital expenditures also included $65 million for the
purchase of properties in Santa Clara, California that were previously held under a synthetic lease. Fiscal 2003 capital expenditures also included $52 million for the purchase of facilities in
Hillsboro, Oregon that were previously held under a synthetic lease. Investing activities also included purchases and sales of short-term investments and acquisitions of technology or of other
companies to allow Applied to access new market opportunities or emerging technologies.

Applied used $261 million of cash from financing activities for fiscal 2001, and generated $131 million for fiscal 2002 and $8 million for fiscal 2003. During fiscal 2001, net common stock
activity used $169 million of cash as stock repurchases increased and stock sales to employees decreased. During fiscal 2002 and 2003, net common stock activity generated $75 million and
$73 million of cash as proceeds received from stock sales to employees exceeded the amount used for stock repurchases. Since March 1996, Applied has systematically repurchased shares of its
common stock in the open market to partially fund its stock-based employee benefit and incentive plans. Financing activities also included borrowings and repayments of debt. Net changes in
debt used $92 million of cash for fiscal 2001, generated $56 million of cash for fiscal 2002 and used $64 million of cash for fiscal 2003.
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On March 21, 2002, Applied’s Board of Directors approved a two-for-one stock split of Applied’s common stock, which was distributed in the form of a 100 percent stock dividend on or
about April 16, 2002 to stockholders of record as of April 1, 2002.

Although cash requirements will fluctuate based on the timing and extent of these factors, Applied’s management believes that cash generated from operations, together with the liquidity
provided by existing cash balances and borrowing capability, will be sufficient to satisfy Applied’s liquidity requirements for the next 12 months. For further details regarding Applied’s
operating, investing and financing activities for each of the three years in the period ended October 26, 2003, see the Consolidated Statements of Cash Flows in this Annual Report on Form 10-K.

Off-Balance Sheet Arrangements

During the ordinary course of business, Applied provides standby letters of credit or other guarantee instruments to certain parties as required for certain transactions initiated by either
Applied or its subsidiaries. As of October 26, 2003, the maximum potential amount of future payments that Applied could be required to make under these guarantee agreements was
approximately $56 million. Applied has not recorded any liability in connection with these guarantee arrangements beyond that required to appropriately account for the underlying transaction
being guaranteed. Applied does not believe, based on historical experience and information currently available, that it is probable that any amounts will be required to be paid under these
guarantee arrangements.

Applied also has additional guarantee arrangements on behalf of certain subsidiaries. As of October 26, 2003, Applied has not recorded any liability related to guarantees of subsidiary
obligations. Applied does not expect, based on historical experience and information currently available, that it is probable any amounts will be required to be paid under these arrangements.
Subsidiary guarantees as of October 26, 2003 were associated with the following types of arrangements: short-term borrowings, term loans, overdrafts and leases. While certain subsidiaries have
short-term borrowing, term loans and overdraft facilities available totaling approximately $169 million as of October 26, 2003, no amounts were outstanding as October 26, 2003. In the event of
use and subsequent default of these facilities by Applied’s subsidiaries, such arrangements would be guaranteed by Applied. In addition, certain subsidiaries have lease arrangements guaranteed
by Applied. These leases will expire between 2009 and 2014. In the event that the subsidiaries do not make the required payments, Applied could be required to pay the leases on behalf of the
subsidiaries. As of October 26, 2003, annual lease obligations under these arrangements approximated $12 million.

Ventures I invests in privately-held, early-stage companies engaged in developing systems, components and devices based on nanotechnology for specific applications and products. Ventures
T is a limited partnership with Applied as the sole limited partner and an independent party as the general partner. Applied has committed to fund $50 million in capital contributions, but has
reserved the option to discontinue capital contributions at $25 million. Applied’s capital contributions to Ventures I totaled approximately $9 million through October 27, 2002 and $16 million
through October 26, 2003. See Note 3 of Notes to Consolidated Financial Statements for further details on Ventures I.

Applied also has operating leases for various facilities. Total rental expense for operating leases was $153 million for fiscal 2001, $140 million for fiscal 2002 and $134 million for fiscal
2003.

The following table summarizes the effect on Applied’s liquidity and cash flows from contractual obligations of debt arrangements and non-cancelable operating leases as of October 26,
2003:

Fiscal year 2004 2005 2006 2007 2008 Thereafter Total

(In millions)

Debt maturities $105 $ 46 $ 2 $202 $ 2 $205 $ 562
Non-cancelable operating leases 111 82 60 43 35 147 478
$216 $128 $ 62 $245 $ 37 $352 $1,040

— — I — — — I

Critical Accounting Policies

The preparation of financial statements and related disclosures in conformity with accounting principles generally accepted in the United States of America requires management to make
judgments, assumptions and estimates that affect the amounts reported. Note 1 of Notes to Consolidated Financial Statements describes the significant accounting policies used in the preparation
of the consolidated financial statements. Certain of these significant accounting policies are considered to be critical accounting policies, as defined below.
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A critical accounting policy is defined as one that is both material to the presentation of Applied’s financial statements and requires management to make difficult, subjective or complex
judgments that could have a material effect on Applied’s financial condition and results of operations. Specifically, critical accounting estimates have the following attributes: 1) Applied is
required to make assumptions about matters that are highly uncertain at the time of the estimate; and 2) different estimates Applied could reasonably have used, or changes in the estimate that are
reasonably likely to occur, would have a material effect on Applied’s financial condition or results of operations.

Estimates and assumptions about future events and their effects cannot be determined with certainty. Applied bases its estimates on historical experience and on various other assumptions
believed to be applicable and reasonable under the circumstances. These estimates may change as new events occur, as additional information is obtained and as Applied’s operating environment
changes. These changes have historically been minor and have been included in the consolidated financial statements as soon as they became known. In addition, management is periodically
faced with uncertainties, the outcomes of which are not within its control and will not be known for prolonged periods of time. These uncertainties are discussed in the section below entitled
“Trends, Risks and Uncertainties.” Based on a critical assessment of its accounting policies and the underlying judgments and uncertainties affecting the application of those policies,
management believes that Applied’s consolidated financial statements are fairly stated in accordance with accounting principles generally accepted in the United States of America, and provide a
meaningful presentation of Applied’s financial condition and results of operations.

Management believes that the following are critical accounting policies:

Warranty Costs

Applied provides for the estimated cost of warranty when revenue is recognized. Estimated warranty costs are determined by analyzing specific product and historical configuration statistics
and regional warranty support costs. Applied’s warranty obligation is affected by product failure rates, material usage, and labor costs incurred in correcting product failures during the warranty
period. As Applied’s customer engineers and process support engineers are highly trained and deployed globally, labor availability is a significant factor in determining labor costs. The quantity
and availability of critical replacement parts is another significant factor in estimating warranty costs. Unforeseen component failures or exceptional component performance can also result in
changes to warranty costs. If actual warranty costs differ substantially from Applied’s estimates, revisions to the estimated warranty liability would be required, which could have a material
adverse effect on Applied’s business, financial condition and results of operations.

Inventories

Inventories are generally stated at the lower of cost or market, with cost determined on a first-in, first-out basis. The carrying value of inventory is reduced for estimated obsolescence by the
difference between its cost and the estimated market value based upon assumptions about future demand. Applied evaluates the inventory carrying value for potential excess and obsolete
inventory exposures by analyzing historical and anticipated demand. In addition, inventories are evaluated for potential obsolescence due to the effect of known and anticipated engineering
change orders and new products. If actual demand were to be substantially lower than estimated, additional inventory adjustments for excess or obsolete inventory might be required, which could
have a material adverse effect on Applied’s business, financial condition and results of operations.

Goodwill and Intangible Assets

Applied reviews goodwill and intangible assets for impairment whenever events or changes in circumstances indicate that the carrying amount of these assets may not be recoverable, and
also reviews goodwill annually in accordance with Statement of Financial Accounting Standards (SFAS) No. 142 (SFAS 142), “Goodwill and Other Intangible Assets.” Intangible assets, such as
purchased technology, are generally recorded in connection with a business acquisition. The value assigned to intangible assets is usually based on estimates and judgment regarding expectations
for the success and life cycle of products and technology acquired. If actual product acceptance differs significantly from the estimates, Applied may be required to record an impairment charge
to write down the asset to its realizable value. The fair value of a reporting unit is estimated using the market multiples approach, and is dependent on market values for companies in a similar
industry. A severe decline in market value could result in an unexpected impairment charge for impaired goodwill, which could have a material adverse effect on Applied’s business, financial
condition and results of operations.

22




Table of Contents

Income Taxes

Applied accounts for income taxes in accordance with SFAS No. 109, (SFAS 109) “Accounting for Income Taxes,” which requires that deferred tax assets and liabilities be recognized using
enacted tax rates for the effect of temporary differences between the book and tax bases of recorded assets and liabilities. SFAS 109 also requires that deferred tax assets be reduced by a
valuation allowance if it is more likely than not that a portion of the deferred tax asset will not be realized. Management has determined that it is more likely than not that its future taxable
income will be sufficient to realize its deferred tax assets.

Applied provides for income taxes based upon an annual estimated effective income tax rate. The effective tax rate is highly dependent upon the geographic composition of worldwide
earnings, tax regulations governing each region, non-tax deductible expenses incurred in connection with acquisitions and availability of tax credits. Management carefully monitors the changes
in many factors and adjusts the effective income tax rate on a timely basis. If actual results differ from these estimates, Applied could be required to record a valuation allowance on deferred tax
assets or adjust its effective income tax rate, which could have a material adverse effect on Applied’s business, financial condition and results of operations.

Legal Matters

Applied is subject to various legal proceedings and claims, either asserted or unasserted, that arise in the ordinary course of business. Applied evaluates, among other factors, the degree of
probability of an unfavorable outcome and reasonably estimates the amount of the loss. Significant judgment is required in both the determination of the probability and as to whether an
exposure can be reasonably estimated. When Applied determines that it is probable that a loss has been incurred, the effect is recorded promptly in the consolidated financial statements.
Although the outcome of these claims cannot be predicted with certainty, Applied does not believe that any of the existing legal matters will have a material adverse effect on its financial
condition or results of operations. However, significant changes in legal proceedings and claims or the factors considered in the evaluation of those matters could have a material adverse effect
on Applied’s business, financial condition and results of operations.

Trends, Risks and Uncertainties

The industry that Applied serves is highly volatile and unpredictable.

As a supplier to the global semiconductor industry, Applied is subject to the industry’s business cycles, the timing, length and volatility of which are difficult to predict. The semiconductor
industry has historically been cyclical because of sudden changes in demand for semiconductors and manufacturing capacity, including capacity utilizing the latest technology. The rate of
changes in demand, including end demand, is accelerating, and the effect of these changes on Applied is occurring sooner, exacerbating the volatility of these cycles. These changes have affected
the timing and amounts of customers’ capital equipment purchases and investments in new technology, and continue to affect Applied’s net sales, gross margin and results of operations. In
addition to affecting Applied’s customers and suppliers, these business cycles also challenge key management, engineering and other employees of Applied.

During periods of increasing demand for semiconductor manufacturing equipment, Applied must have sufficient manufacturing capacity and inventory to meet customer demand, and must
be able to attract, hire, assimilate and retain a sufficient number of qualified individuals. The semiconductor industry appears to be in the early stages of an upturn. However, management cannot
predict the sustainability of a recovery, if any, and/or the industry’s rate of growth in such a recovery, both of which will be affected by many factors, including the global uncertainties discussed
below. If Applied is unable to effectively manage its resources and production capacity during an industry upturn, there could be a material adverse effect on its business, financial condition and
results of operations. Conversely, in downturns, Applied must be able to appropriately align its cost structure with prevailing market conditions and effectively motivate and retain key
employees. In response to the downturn that began in fiscal 2001, Applied continues the implementation of realignment activities in order to align its cost structure with business conditions and
to enable Applied to focus resources on core research and development programs. If Applied is unable to implement these realignment activities according to the timetable and to the extent
anticipated, if implementation negatively affects Applied’s operations, net sales or profitability, or if Applied does not maintain effective cost controls, Applied’s business, financial condition, or
results of operations may be negatively affected.
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Applied operates in a highly competitive industry characterized by increasingly rapid
technological changes.

Because it operates in a highly competitive environment, Applied’s future success is heavily dependent upon effective development, commercialization and customer acceptance of its new
products and services over those of its competitors. Specifically, these risks may include, but are not limited to, Applied’s ability to timely and cost-effectively: 1) develop new products, services
and technologies, including those utilizing new materials, such as copper and low-k materials; 2) improve existing products, services and technologies; 3) develop new markets in the
semiconductor industry for Applied’s products and services; 4) introduce new products and services to the marketplace; 5) achieve market acceptance and accurately forecast demand for its
products and services; 6) transition from 200mm systems to 300mm systems; 7) qualify new or improved products for volume manufacturing with its customers; 8) commence and adjust
production to meet customer demands; 9) price products and services appropriately; and 10) lower customers’ cost of ownership. The development, introduction and support of an increasingly
broad set of new or improved products, services and technologies, including those enabling the transition to smaller device feature sizes, new materials and 300mm wafers, grow increasingly
complex and expensive over time. Such new or improved products and services may involve higher costs and reduced efficiencies compared to Applied’s more established products and services
and could adversely affect Applied’s gross margins. If Applied does not develop and introduce new or improved products, services and technologies in a timely and cost-effective manner in
response to changing market conditions or customer requirements, its competitive position, financial condition and results of operations could be materially and adversely affected.

Applied is exposed to risks as a result of ongoing changes in the semiconductor industry.

The semiconductor industry is characterized by rapid ongoing changes, including: 1) more complex technology requirements, 2) the changing information technology cost structure and the
importance of driving down cost of ownership, 3) the increasing significance of consumer electronics as a driver for chip demand and the related focus on lower prices, 4) the growing type and
variety of integrated circuits and applications, 5) an increasing number of applications across multiple substrate sizes in the semiconductor industry, resulting in divergent interests among
semiconductor manufacturers, 6) a rising percentage of business from customers in Asia and emergence of customers and competitors in new geographical regions, 7) customer demands for
increasingly shorter lead times for the manufacture and installation of semiconductor manufacturing equipment and 8) higher capital requirements for new semiconductor fabrication plants.
These factors are increasing the need for customer partnering, use of foundries, collective research and development efforts and process integration support. These trends also heighten the
importance of spare parts and services as a competitive advantage for semiconductor equipment manufacturers. In addition, key integrated circuit manufacturers have become influential in
technology decisions made by their global partners. If Applied does not successfully manage the risks resulting from the ongoing changes occurring in the semiconductor industry, its business,
financial condition and results of operation could be materially and adversely affected.

Applied is exposed to risks associated with a highly concentrated customer base.

Applied’s customer base is and has been highly concentrated. Orders from a relatively limited number of manufacturers of integrated circuits have accounted for, and likely will continue to
account for, a substantial portion of Applied’s net sales, which may lead customers to demand pricing and other terms less favorable to Applied. In addition, sales to any single customer may vary
significantly from quarter to quarter. If current customers delay, cancel or do not place orders, Applied may not be able to replace these orders with new orders. As Applied’s products are
configured to customer specifications, changing, rescheduling or canceling orders may result in significant and often non-recoverable costs. The resulting fluctuations in the amount of and terms
of orders could have a material adverse effect on Applied’s business, financial condition and results of operations.

Applied is exposed to the risks of operating a global business.

During fiscal 2003, more than 70 percent of Applied’s net sales were to regions outside the United States. Certain manufacturing facilities and suppliers of Applied are also located outside
the United States. Managing Applied’s global operations presents challenges, including those arising from periodic regional economic downturns, trade balance issues, varying business
conditions and demands, variations in enforcement of intellectual property and contract rights in different jurisdictions, differences in the ability to develop relationships with suppliers and other
local businesses, changes in U.S. and international laws and regulations including U.S. export restrictions, fluctuations in interest and currency exchange rates, the need to provide
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sufficient levels of technical support in different locations, cultural differences and shipping delays, among other risks. Many of these challenges are present in China, a large potential market for
semiconductor equipment and an area that Applied anticipates will present a significant opportunity for growth. These challenges, as well as global uncertainties with respect to: 1) economic
growth rates in various countries; 2) sustainability of demand for electronics products; 3) capital spending by semiconductor manufacturers; 4) price weakness for certain semiconductor devices;
and 5) political instability, terrorism, acts of war, or epidemics in regions where Applied has operations or sales, including Asia and Israel, may affect Applied’s business, financial condition and
results of operations.

The ability to attract, retain, and motivate key employees is vital to Applied’s success.

Applied’s success depends in large part on its ability to attract, retain and motivate key employees, including those in managerial, technical, marketing and support roles. Achieving this
objective may be difficult due to changes in the global economy, the industry, Applied’s workforce actions and realignment activities, and its changes in management. If Applied does not
successfully attract, retain and motivate key employees, the Company’s operating results and ability to capitalize on its opportunities may be materially and adversely affected.

Manufacturing interruptions or delays could affect Applied’s ability to meet customer demand.

Applied’s business depends on its ability to supply products that meet the rapidly changing demands of its customers, which depends in part on the timely delivery of parts, components, and
subassemblies (parts) from suppliers. Some key parts may be obtained only from a single supplier or a limited group of suppliers. In addition, Applied outsources certain manufacturing activities.
Significant interruptions of manufacturing operations as a result of the failure or inability of suppliers to timely deliver quality parts, outsourcing difficulties, natural disasters (such as
earthquakes or tornadoes), or other causes (such as information technology or infrastructure failures, regional economic downturns, political instability, terrorism, acts of war, or epidemics) could
result in delayed product deliveries or manufacturing inefficiencies. Any or all of these factors could materially and adversely affect Applied’s business, financial condition and results of
operations.

Applied is exposed to risks associated with acquisitions.

Applied has made, and may in the future make, acquisitions of, or significant investments in, businesses with complementary products, services and/or technologies. Acquisitions involve
numerous risks, including but not limited to: 1) diversion of management’s attention from other operational matters; 2) the inability to realize expected synergies resulting from the acquisition;
3) failure to commercialize purchased technology; 4) impairment of acquired intangible assets as a result of technological advancements or worse-than-expected performance of the acquired
company; 5) integration and retention of key employees; and 6) integration of operations. Mergers and acquisitions are inherently subject to significant risks, and the inability to effectively
manage these risks could materially and adversely affect Applied’s business, financial condition and results of operations.

Applied is subject to risks of non-compliance with environmental and safety regulations.

Applied is subject to environmental and safety regulations in connection with its business operations, including but not limited to regulations related to the development, manufacture and use
of its products. Failure or inability to comply with existing or future environmental and safety regulations could result in significant remediation liabilities, the imposition of fines and/or the
suspension or termination of development, manufacture or use of certain of its products, each of which could have a material adverse effect on Applied’s business, financial condition and results
of operations.

Applied is exposed to various risks related to the regulatory environment.

Applied is subject to various risks related to: 1) new, different, inconsistent or even conflicting laws, rules and regulations that may be enacted by legislative bodies and/or regulatory
agencies in the regions in which Applied operates and with which Applied must comply; and 2) disagreements or disputes between national or regional regulatory agencies related to international
trade.

For example, the World Trade Organization (WTO) has determined that the U.S. Foreign Sales Corporation (FSC) and Extraterritorial Income (ETI) exclusion constitute prohibited export
subsidies warranting the possible imposition of trade sanctions on certain goods. Applied has benefited from FSC and ETI tax provisions, and the elimination of these tax benefits could
materially and adversely affect Applied’s financial condition and results of operations.
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During fiscal 2002, Applied filed an application with the SEC for an exemptive order confirming that it is not subject to the Investment Company Act of 1940 (the Act), which requires
companies primarily engaged in the business of investing in securities to comply with additional rules and regulations. Largely due to the industry downturn, Applied’s ratios of investments to
total assets and of interest income to net income have increased, resulting in the risk that Applied could be deemed to be covered by the Act. If the SEC does not grant the exemption, Applied
may have to take other actions that could adversely affect its results of operations in order not to be subject to the Act.

Applied is exposed to various risks related to legal proceedings or claims.

Applied from time to time is, and in the future may be, involved in legal proceedings or claims regarding patent infringement, intellectual property rights, antitrust, environmental
regulations, securities, contracts, product performance, product liability, employment and other matters. In addition, Applied on occasion receives notification from customers who believe that
Applied owes them indemnification or other obligations related to infringement claims made against the customers by third parties. These legal proceedings and claims, whether with or without
merit, are time-consuming and expensive to prosecute or defend and divert management’s attention and resources. There can be no assurance regarding the outcome of current or future legal
proceedings or claims. In addition, Applied’s intellectual property rights may not provide significant competitive advantages if they are circumvented, invalidated or rendered obsolete by the
rapid pace of technological change. Furthermore, the laws of other countries permit the protection of Applied’s proprietary rights to varying extents, compared to U.S. laws. Applied’s success is
dependent in part upon the protection of its intellectual property rights. Infringement of Applied’s rights by a third party could result in uncompensated lost market and revenue opportunities for
Applied. If Applied is not able to resolve a claim, negotiate a settlement of the matter, obtain necessary licenses on commercially reasonable terms, and/or successfully prosecute or defend its
position, Applied’s business, financial condition and results of operations could be materially and adversely affected.

Item 7a: Quantitative and Qualitative Disclosures about Market Risk

Interest Rate Risk

At October 26, 2003, Applied’s investment portfolio included fixed-income securities with a fair value of approximately $5.0 billion. These securities are subject to interest rate risk and will
decline in value if interest rates increase. Due to the short duration of Applied’s investment portfolio, an immediate 10 percent change in interest rates is not expected to have a material effect on
Applied’s near-term financial condition or results of operations.

Applied’s long-term debt bears interest primarily at fixed rates; therefore, Applied’s results of operations would be affected by interest rate changes only to the extent that variable rate short-
term notes payable are outstanding. Due to the short-term nature and relatively insignificant amount of Applied’s short-term notes payable, an immediate 10 percent change in interest rates is not
expected to have a material effect on Applied’s near-term financial condition or results of operations.

Foreign Currency Exchange Rate Risk

Certain operations of Applied are conducted in foreign currencies, such as Japanese yen, the euro, Israeli shekel and British pound. Applied enters into forward exchange and currency option
contracts to hedge a portion of, but not all, existing and anticipated foreign currency denominated transactions expected to occur within 12 months. Gains and losses on these contracts are
generally recognized in the Consolidated Statements of Operations at the time that the related transactions being hedged are recognized. Because the effect of movements in currency exchange
rates on forward exchange and currency option contracts generally offsets the related effect on the underlying items being hedged, these financial instruments are not expected to subject Applied
to risks that would otherwise result from changes in currency exchange rates. Applied does not use derivative financial instruments for trading or speculative purposes. Net foreign currency gains
and losses did not have a material effect on Applied’s results of operations for fiscal 2001, 2002 or 2003.

Forward exchange contracts are denominated in the same currency as the underlying transactions (primarily Japanese yen, the euro, Israeli shekel and British pound), and the terms of the
forward exchange contracts generally match the terms of the underlying transactions. Applied’s outstanding forward exchange contracts are marked-to-market (see Note 2 of Notes to
Consolidated Financial Statements), as are the majority of the related underlying transactions being hedged; therefore, the effect of exchange rate changes on forward exchange contracts is
expected to be substantially offset by the effect of these changes on the
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underlying transactions. The effect of an immediate 10 percent change in exchange rates on forward exchange contracts and the underlying hedged transactions is not expected to be material to
Applied’s near-term financial condition or results of operations. Applied’s downside risk with respect to currency option contracts is limited to the premium paid for the right to exercise the
option. Premiums paid for options outstanding at October 26, 2003 were not material.

Item 8: Financial S its and Suppl ry Data

The consolidated financial statements required by this Item are set forth on the pages indicated at Item 15(a).

Item 9: Changes in and Disagreements with Acco on Accounting and Financial Disclosure
None.
Item 9a: Control and Procedures

As required by Rule 13a-15(b), Applied management, including the Chief Executive Officer and Chief Financial Officer, conducted an evaluation as of the end of the period covered by this
report, of the effectiveness of Applied’s disclosure controls and procedures as defined in Exchange Act Rule 13a-15(e). Based on that evaluation, the Chief Executive Officer and Chief Financial
Officer concluded that Applied’s disclosure controls and procedures were effective as of the end of the period covered by this report. As required by Rule 13a-15(d), Applied management,
including the Chief Executive Officer and Chief Financial Officer, also conducted an evaluation of Applied’s internal control over financial reporting to determine whether any changes occurred
during the fourth fiscal quarter that have materially affected, or are reasonably likely to materially affect, Applied’s internal control over financial reporting. Based on that evaluation, there has
been no such change during the fourth fiscal quarter.

It should be noted that any system of controls, however well designed and operated, can provide only reasonable, and not absolute, assurance that the objectives of the system will be met. In
addition, the design of any control system is based in part upon certain assumptions about the likelihood of future events.
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PART III
Pursuant to Paragraph G(3) of the General Instructions to Form 10-K, portions of the information required by Part III of Form 10-K are incorporated by reference from Applied’s Proxy
Statement to be filed with the SEC in connection with the 2004 Annual Meeting of Stockholders (“the Proxy Statement”).
Item 10: Directors and Executive Officers of the Registrant

(1) Information concerning directors, including Applied’s audit committee financial expert, appears in Applied’s Proxy Statement, under “Election of Directors.” This portion of the Proxy
Statement is incorporated herein by reference.

(2) For information with respect to Executive Officers, see Part I of this Annual Report on Form 10-K, under “Executive Officers of the Registrant.”

(3) Information concerning Section 16(a) beneficial ownership reporting compliance appears in Applied’s Proxy Statement, under “Section 16(a) Beneficial Ownership Reporting
Compliance.” This portion of the Proxy Statement is incorporated herein by reference.

Applied has adopted the Standards of Business Conduct, a code of ethics with which every person who works for Applied is expected to comply. The Standards of Business Conduct are
publicly available on Applied’s website under the Investors Section (at http://www.appliedmaterials.com/ investors/cg_standards.html#1). This website address is intended to be an inactive,
textual reference only; none of the material on this website is part of this report. If any substantive amendments are made to the Standards of Business Conduct or grant any waiver, including any
implicit waiver, from a provision of the code to Applied’s Chief Executive Officer, Chief Financial Officer or Corporate Controller, Applied will disclose the nature of such amendment or waiver
on that website or in a report on Form 8-K.

Item 11: Executive Compensation

Information concerning executive compensation appears in Applied’s Proxy Statement, under “Executive Compensation and Related Information.” This portion of the Proxy Statement is
incorporated herein by reference.
Item 12: Security Ownership of Certain Beneficial Owners and Management

Information concerning the security ownership of certain beneficial owners and management appears in Applied’s Proxy Statement, under “Principal Stockholders.” This portion of the
Proxy Statement is incorporated herein by reference.
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The following table summarizes information with respect to options under Applied’s equity compensation plans at October 26, 2003:

@) (b) ©
Number of securities
available for future
issuance under equity

Number of securities Weighted average compensation plans
to be issued upon exercise price of (excluding securities
exercise of outstanding outstanding options, reflected in
Plan category options, warrants and rights(1) warrants and rights column (a))

(In thousands, except prices)
Equity compensation plans approved by security

holders 129,210 $15.45 61,174(2)
Equity compensation plans not approved by
security holders 122,825(3) $17.74 38,548(4)
252,035 $16.56 99,722
I I

(€)) Includes only options outstanding under Applied’s stock option plans, as no stock warrants or rights were outstanding as of October 26, 2003.

) Includes 17,633 shares of common stock reserved for future issuance under the Applied Materials, Inc. Employees’ Stock Purchase Plan.

3) Includes options to purchase 1,994 shares of Applied’s common stock assumed through various mergers and acquisitions, after giving effect to the applicable exchange ratios. These
assumed options had a weighted average exercise price of $14.26 per share. No further shares are available for issuance under these assumed plans.

4) Includes 7,295 shares of common stock reserved for future issuance under the Applied Materials, Inc. Employees’ Stock Purchase Plan for Offshore Employees.

The equity compensation plans not approved by security holders have generally the same features as those approved by security holders. For further details regarding Applied’s equity
compensation plans, see Note 8 of Notes to Consolidated Financial Statements.

Item 13: Certain Relationships and Related Transactions

The information appearing in Applied’s fiscal 2003 Proxy Statement under the heading “Certain Relationships and Related Transactions” is incorporated herein by reference.

Item 14: Principal Accounting Fees and Services

Information concerning principal accountant fees and services and the audit committee’s preapproval policies and procedures appear in Applied’s Proxy Statement under the heading “Fees
Paid to PricewaterhouseCoopers LLP” and is incorporated herein by reference.
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PART IV

Item 15: Exhibits, Financial Statement Schedules, and Reports on Form 8-K

(a) The following documents are filed as part of this Annual Report on Form 10-K:

Page Number

(1)  Financial Statements:

Consolidated Statements of Operations for each of the three years in the period ended October 26,

2003 31

Consolidated Balance Sheets at October 27, 2002 and October 26, 2003 32

Consolidated Statements of Stockholders’ Equity for each of the three years in the period ended

October 26, 2003 33

Consolidated Statements of Cash Flows for each of the three years in the period ended

October 26, 2003 34

Notes to Consolidated Financial Statements 35

Report of Management 56

Report of Independent Auditors 57

(2)  Financial Statement Schedule:

Schedule IT — Valuation and Qualifying Accounts for each of the three years in the period ended

October 26, 2003 62
(3)  Exhibits:

The exhibits listed in the accompanying Index to Exhibits are filed or incorporated by reference

as part of this Annual Report on Form 10-K.

(b) On August 12, 2003, Applied furnished under Item 12 of Form 8-K the press release announcing Applied’s financial results for the fiscal quarter ended July 27, 2003, Applied’s
consolidated condensed balance sheets as of October 27, 2002 and July 27, 2003, and Applied’s consolidated condensed statements of operations for the three months and the nine months ended

July 28, 2002 and July 27, 2003.

All other schedules are omitted because they are not applicable or the required information is shown in the consolidated financial statements or notes thereto.
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APPLIED MATERIALS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

October 28, October 27, October 26,
Fiscal year 2001 2002 2003
(In thousands, except per share amounts)
Net sales $7,343,248 $5,062,312 $4,477,291
Cost of products sold 4,091,215 3,005,651 2,872,836
Gross margin 3,252,033 2,056,661 1,604,455
Operating expenses:
Research, development and engineering 1,198,799 1,052,269 920,618
Marketing and selling 508,214 385,693 325,189
General and administrative 393,710 323,262 300,676
Restructuring, asset impairments and other charges 221,164 85,479 371,754
Income/(loss) from operations 930,146 209,958 (313,782)
Interest expense 47,640 49,357 46,875
Interest income 221,296 179,910 149,101
Income/(loss) from operations before income taxes and cumulative effect of change in
accounting principle 1,103,802 340,511 (211,556)
Provision for/(benefit from) income taxes 328,574 71,507 (62,409)
Income/(loss) from operations before cumulative effect of change in accounting principle 775,228 269,004 (149,147)
Cumulative effect of change in accounting principle, net of tax (267,399) — —
Net income/(loss) $ 507,829 $ 269,004 $ (149,147)
Earnings/(loss) per share:
Basic — income/(loss) from operations before cumulative effect of change in accounting
principle $ 0.48 $ 0.16 $ (0.09)
Basic — cumulative effect of change in accounting principle (0.17) — _
Total basic $ 031 $ 016 $  (0.09)
Diluted — income/(loss) from operations before cumulative effect of change in accounting
principle $ 0.46 $ 0.16 $ (0.09)
Diluted — cumulative effect of change in accounting principle (0.16) — —
Total diluted $ 0.30 $ 0.16 $ (0.09)
Weighted average number of shares:
Basic 1,626,404 1,643,612 1,659,557
Diluted 1,694,658 1,701,557 1,659,557

See accompanying Notes to Consolidated Financial Statements.
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APPLIED MATERIALS, INC.

CONSOLIDATED BALANCE SHEETS

ASSETS

Current assets:

Cash and cash equivalents

Short-term investments

Accounts receivable, less allowance for doubtful accounts of $2,075 at 2002 and

$1,847 at 2003

Inventories

Deferred income taxes

Other current assets

Total current assets
Property, plant and equipment
Less: accumulated depreciation and amortization

Net property, plant and equipment
Goodwill, net
Purchased technology and other intangible assets, net
Other assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:
Notes payable
Current portion of long-term debt
Accounts payable and accrued expenses
Income taxes payable

Total current liabilities
Long-term debt
Deferred income taxes and other liabilities

Total liabilities

Commitments and contingencies (Note 11)
Stockholders’ equity:
Preferred stock: $.01 par value per share; 1,000 shares authorized; no shares issued
Common stock: $.01 par value per share; 2,500,000 shares authorized; 1,648,028 and
1,677,400 shares outstanding at 2002 and 2003, respectively
Additional paid-in capital
Deferred stock compensation, net
Retained earnings
Accumulated other comprehensive income

Total stockholders’ equity

Total liabilities and stockholders’ equity

October 27, October 26,
2002 2003
(In thousands,
except per share amounts)
$ 1,284,791 $ 1,364,857
3,644,735 4,128,349
1,046,016 912,875
1,273,816 950,692
565,936 782,823
257,499 231,177
8,072,793 8,370,773
3,223,133 3,094,427
(1,458,196) (1,534,597)
1,764,937 1,559,830
202,290 223,521
129,130 92,512
55,615 64,986
$10,224,765 $10,311,622
I I
$ 40,323 $ —
9,453 105,292
1,348,156 1,319,471
103,524 216,114
1,501,456 1,640,877
573,853 456,422
129,807 146,289
2,205,116 2,243,588
16,480 16,774
2,022,546 2,223,553
— (1,543)
5,962,014 5,812,867
18,609 16,383
8,019,649 8,068,034
$10,224,765 $10,311,622

See accompanying Notes to Consolidated Financial Statements.
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Balance at October 29, 2000
Components of comprehensive
income:

Net income

Change in unrealized gain on
investments

Change in unrealized gain on
derivative instruments

Translation adjustments

Comprehensive income
Net issuance under stock plans,
including tax benefits of
$106,579
Stock repurchases

Balance at October 28, 2001
Components of comprehensive
income:

Net income

Change in unrealized gain on
investments

Change in unrealized gain on
derivative instruments

Translation adjustments

Comprehensive income
Net issuance under stock plans,
including tax benefits of
$75,253
Stock repurchases

Balance at October 27, 2002
Components of comprehensive
loss:

Net loss

Change in unrealized gain on
investments

Change in unrealized gain on
derivative instruments

Translation adjustments

Comprehensive loss

Net issuance under stock plans,
including tax benefits of
$124,238

Issuance of restricted stock to
employees

Amortization of deferred stock
compensation

Stock repurchases

Balance at October 26, 2003

APPLIED MATERIALS, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Accumulated
Common Stock Additional Deferred Other
Paid-In Stock Retained Comprehensive
Shares Amount Capital Compensation Earnings Income/(Loss) Total
(In thousands)
1,624,924 $16,249 $1,922,088 $ — $5,185,181 $(19,170) $7,104,348
— — — — 507,829 — 507,829
— — — — — 57,748 57,748
_ _ _ _ — 4,621 4,621
_ _ — — — (18,754) (18,754)
— 551,444
25,586 256 322,089 — — — 322,345
(18,970) (190) (371,210) — — — (371,400)
1,631,540 16,315 1,872,967 — 5,693,010 24,445 7,606,737
— — — — 269,004 — 269,004
- — — — — (16,491) (16,491)
— — — — — 1,366 1,366
— — — — — 9,289 9,289
263,168
23,283 233 274,506 — — — 274,739
(6,795) (68) (124,927) - - - (124,995)
1,648,028 16,480 2,022,546 — 5,962,014 18,609 8,019,649
— — - - (149,147) — (149,147)
- — — — — (17,165) (17,165)
_ _ _ _ — (4,058) (4,058)
— — — — — 18,997 18,997
(151,373)
44,692 447 446,509 — — — 446,956
308 3 4,279 (4,279) — — 3
— — — 2,736 — — 2,736
(15,588) (156) (249,781) — — — (249,937)
1,677,440 $16,774 $2,223,553 $(1,543) $5,812,867 $ 16,383 $8,068,034
I I I L I

See accompanying Notes to Consolidated Financial Statements.
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APPLIED MATERIALS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

October 28, October 27, October 26,
Fiscal year 2001 2002 2003

(In thousands)
Cash flows from operating activities:

Net income/(loss) $ 507,829 $ 269,004 $ (149,147)
Cumulative effect of change in accounting principle, net of tax 267,399 — =
Adjustments required to reconcile income/(loss) from operations to cash provided by

operating activities:

Acquired in-process research and development expense 10,000 8,000 —
Non-cash portion of restructuring, asset impairments and other charges 74,218 27,605 88,859
Depreciation and amortization 386,971 387,526 381,655
Deferred income taxes 88,230 (161) (208,565)
Tax benefits from employee stock option plans 106,579 75,253 124,238
Amortization of deferred compensation — — 2,736
Changes in assets and liabilities, net of amounts acquired:
Accounts receivable 845,499 (278,387) 144,369
Inventories 321,164 147,015 331,161
Other current assets 10,385 (53,289) 28,586
Other assets (40,230) (968) (14,332)
Accounts payable and accrued expenses (687,132) (138,552) (59,923)
Income taxes payable (332,622) 51,475 111,624
Other liabilities 22,014 (2,383) 20,493
Cash provided by operating activities 1,580,304 492,138 801,754
Cash flows from investing activities:
Capital expenditures (769,126) (476,457) (265,280)
Asset retirements 58,506 59,377 53,321
Cash paid for acquisitions, net of cash acquired (21,017) (107,462) (13,498)
Proceeds from sales and maturities of short-term investments 2,054,004 2,188,117 1,941,111
Purchases of short-term investments (2,905,680) (2,356,157) (2,446,927)
Cash used for investing activities (1,583,313) (692,582) (731,273)
Cash flows from financing activities:
Short-term debt borrowings 851,568 66,534 —
Short-term debt repayments (932,777) (24,770) (41,949)
Long-term debt borrowings — 21,713 —
Long-term debt repayments (10,395) (7,126) (22,456)
Common stock issuances 202,379 199,486 322,721
Common stock repurchases (371,400) (124,995) (249,937)
Cash provided by/(used for) financing activities (260,625) 130,842 8,379
Effect of exchange rate changes on cash (27,666) (1,911) 1,206
Increase/(decrease) in cash and cash equivalents (291,300) (71,513) 80,066
Cash and cash equivalents — beginning of year 1,647,604 1,356,304 1,284,791
Cash and cash equivalents — end of year $ 1,356,304 $ 1,284,791 $ 1,364,857
I I I

Cash payments for interest were $41,482 for fiscal 2001, $40,219 for fiscal 2002 and $41,967 for fiscal 2003. Net cash activities for income taxes were $583,162 payments for fiscal 2001,
$65,470 refunds for fiscal 2002 and $119,065 refunds for fiscal 2003.

See accompanying Notes to Consolidated Financial Statements.

34




Table of Contents

APPLIED MATERIALS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 Summary of Significant Accounting Policies

Principles of Consolidation and Basis of Presentation The consolidated financial statements include the accounts of Applied Materials, Inc. and its subsidiaries (Applied or the Company)
after elimination of intercompany balances and transactions. All references to fiscal year apply to Applied’s fiscal year which ends on the last Sunday in October.

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires management to make estimates and assumptions
that affect the amounts reported in the consolidated financial statements and accompanying notes. Actual results could differ materially from those estimates.

Cash Equivalents and Short-Term Investments All highly-liquid investments with a remaining maturity of three months or less at the time of purchase are considered to be cash equivalents.
All of Applied’s short-term investments are classified as available-for-sale at the respective balance sheet dates. Investments classified as available-for-sale are recorded at fair value based upon
quoted market prices, and any material temporary difference between the cost and fair value of an investment is presented as a separate component of accumulated other comprehensive income.
The specific identification method is used to determine the realized gains and losses on investments.

Inventories Inventories are generally stated at the lower of cost or market, with cost determined on a first-in, first-out (FIFO) basis.

Property, Plant and Equipment Property, plant and equipment is stated at cost. Depreciation is provided over the estimated useful lives of the assets using the straight-line method. Estimated
useful lives for financial reporting purposes are as follows: buildings and improvements, five to 33 years; demonstration and manufacturing equipment, three to five years; software, three to five
years; and furniture, fixtures and other equipment, three to 15 years. Land improvements are amortized over the shorter of 15 years or the estimated useful life. Leasehold improvements are
amortized over the shorter of five years or the lease term. During fiscal 2003, Applied reviewed the estimated useful lives of its fixed assets. This analysis indicated that estimated useful lives for
certain assets should be increased based on historical experience and other considerations. This change in estimate resulted in approximately $23 million less depreciation expense in fiscal 2003
than would have been recognized under previous estimates.

Intangible Assets Applied adopted Statement of Financial Accounting Standards (SFAS) No. 142 (SFAS 142), “Goodwill and Other Intangible Assets,” in the first fiscal quarter of 2002.
SFAS 142 supersedes Accounting Principles Board (APB) Opinion No. 17, “Intangible Assets,” and discontinues the amortization of goodwill. In accordance with SFAS 142, beginning
October 29, 2001, goodwill is no longer amortized, but is reviewed annually during the fourth fiscal quarter for impairment. Purchased technology and other intangible assets are presented at

cost, net of accumulated amortization, and are amortized over their estimated useful lives of five to 10 years using the straight-line method.

Long-Lived Assets Applied reviews long-lived assets for impairment whenever events or changes in circumstances indicate that the carrying amount of these assets may not be recoverable.
Applied assesses these assets for impairment based on estimated future cash flows from these assets.

Research, Development and Engineering Costs Research, development and engineering costs are expensed as incurred.
Adbvertising Costs Advertising costs are expensed as incurred. Advertising costs were not material for all periods presented.

Revenue Recognition Applied recognizes revenue when all four revenue recognition criteria have been met: persuasive evidence of an arrangement exists; delivery has occurred or services
have been rendered;
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

seller’s price to buyer is fixed or determinable; and collectibility is reasonably assured. At Applied, this policy generally results in revenue recognition at the following points: 1) for all
transactions where legal title passes to the customer upon shipment, Applied recognizes revenue upon shipment for all products that have been demonstrated to meet product specifications prior
to shipment. However, a portion of revenue associated with certain installation-related tasks, is recognized based on the estimated fair value of the tasks, when the tasks are completed; 2) for
products that have not been demonstrated to meet product specifications prior to shipment, revenue is recognized at customer technical acceptance; 3) for transactions where legal title does not
transfer at shipment, revenue is recognized when legal title passes to the customer, which is typically at customer technical acceptance; and 4) for transactions containing multiple deliverables,
the unearned portion is deferred until all four revenue recognition criteria have been met. Applied allocates revenue from multiple element arrangements to the various elements based upon
relative fair values, which are generally determined from price lists. A provision for the estimated cost of warranty is recorded when revenue is recognized. Applied’s shipping terms are
customarily FOB Applied shipping point or equivalent terms. Spare parts revenue is generally recognized upon shipment. License fees on software marketed as standalone products are
recognized upon shipment when all four revenue recognition criteria have been met. Service revenue and software maintenance fees are generally recognized ratably over the period of the related
contract. Prior to the implementation of the Securities and Exchange Commission’s Staff Accounting Bulletin No. 101 (SAB 101), “Revenue Recognition in Financial Statements,” in fiscal 2001,
Applied generally recognized revenue for established equipment upon shipment.

Change in Accounting Policy Applied implemented SAB 101 during the fourth fiscal quarter of 2001, retroactively effective to the beginning of fiscal 2001. Since the implementation of
SAB 101 was retroactively effective to the beginning of fiscal 2001, the first three fiscal quarters of 2001 were restated in the fiscal 2001 Annual Report on Form 10-K. Applied recorded a
cumulative effect of change in accounting principle of $267 million (net of income tax benefit of $112 million), or $0.16 per share, for the restated first fiscal quarter of 2001. This charge
represents the after-tax difference between the new and previous revenue recognition policies prior to fiscal 2001 as of the implementation date at the beginning of fiscal 2001. Therefore, no
restatement of years prior to fiscal 2001 was required. For periods prior to fiscal 2001, data was not available to provide pro forma information as if the change in accounting principle were
applied retroactively. SAB 101 had no effect on Applied’s revenue recognition policy for spare parts, service, license fees on software marketed as standalone products and software maintenance
fees. The cumulative effect of change in accounting principle of $267 million included $651 million of revenue recognized prior to fiscal 2001, of which $642 million was recognized during
fiscal 2001. The remaining $9 million of revenue was recognized during the first fiscal quarter of 2002.

Derivative Financial Instruments Applied uses financial instruments, such as forward exchange and currency option contracts, to hedge a portion of, but not all, existing and anticipated
foreign currency denominated transactions expected to occur within 12 months. The terms of currency instruments used for hedging purposes are generally consistent with the timing of the
transactions being hedged. The purpose of Applied’s foreign currency management is to mitigate the effect of exchange rate fluctuations on certain foreign currency denominated revenues, costs
and eventual cash flows. All of Applied’s derivative financial instruments are recorded at fair value based upon quoted market prices for comparable instruments. For derivative instruments
designated and qualifying as cash flow hedges of anticipated foreign currency denominated transactions, the effective portion of the gain or loss on these hedges is reported as a component of
accumulated other comprehensive income in stockholders’ equity, and is reclassified into earnings when the hedged transaction affects earnings. If the transaction being hedged fails to occur, or
if a portion of any derivative is ineffective, the gain or loss on the associated financial instrument is recorded immediately in earnings. For derivative instruments used to hedge existing foreign
currency denominated assets or liabilities, the gain or loss on these hedges is recorded immediately in earnings to offset the changes in the fair value of
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APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
the assets or liabilities being hedged. Applied does not use derivative financial instruments for trading or speculative purposes.

Foreign Currency Translation Applied’s subsidiaries, with the exception of the subsidiary located in the United Kingdom, use the U.S. dollar as their functional currency. Accordingly, assets
and liabilities of these subsidiaries are translated using exchange rates in effect at the end of the period, except for non-monetary assets, such as inventories and property, plant and equipment,
that are translated using historical exchange rates. Revenues and costs are translated using average exchange rates for the period, except for costs related to those balance sheet items that are
translated using historical exchange rates. The resulting translation gains and losses are included in the Consolidated Statements of Operations as incurred. Applied’s subsidiary located in the
United Kingdom operates primarily using the British pound, and therefore, the British pound has been determined to be the functional currency for the United Kingdom. Accordingly, all assets
and liabilities of this subsidiary are translated using exchange rates in effect at the end of the period, and revenues and costs are translated using average exchange rates for the period. The
resulting translation adjustments are presented as a separate component of accumulated other comprehensive income/(loss) in stockholders’ equity.

Prior to the second fiscal quarter of 2003, Applied’s subsidiaries located in Japan and Europe operated primarily using local currencies as their functional currencies. During the second fiscal
quarter of 2003, Applied reviewed the functional currencies of its subsidiaries and determined that the U.S. dollar was most appropriate for its subsidiaries with the exception of its subsidiary
located in the United Kingdom. This determination was made as a result of changes in facts, circumstances, scope of operations and business practices. The change in the functional currencies
did not have a material effect on Applied’s business, results of operations and financial position for fiscal 2003.

Stock-Based Compensation During the second fiscal quarter of 2003, Statement of Financial Accounting Standards No. 148 (SFAS 148), “Accounting for Stock-Based Compensation —
Transition and Disclosure — An Amendment of FASB Statement No. 123” became effective for Applied.

Applied measures compensation expense for its stock-based employee compensation plans using the intrinsic value method. As the exercise price of all options granted under these plans was
equal to the fair market price of the underlying common stock on the grant date, no stock-based employee compensation cost is recognized in the Consolidated Statements of Operations.

In accordance with SFAS 148 and SFAS No. 123 (SFAS 123), “Accounting for Stock-Based Compensation,” Applied’s pro forma option expense is computed using the Black-Scholes
option pricing model. This model was developed for use in estimating the value of publicly traded options that have no vesting restrictions and are fully transferable. Applied’s employee stock
options have characteristics significantly different from those of traded options; therefore, in the opinion of management, the Black-Scholes option pricing model generally used to comply with
SFAS 148 and SFAS 123 does not necessarily provide a reliable measure of the fair value of Applied’s options.

To comply with SFAS 148, Applied is presenting the following table to illustrate the effect on the net income/(loss) and earnings/(loss) per share if it had applied the fair value recognition
provisions of SFAS 123, as amended, to options granted under the stock-based employee compensation plans. For purposes
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

of this pro forma disclosure, the estimated value of the options is amortized ratably to expense over the options’ vesting periods.

Fiscal year 2001 2002 2003
(In thousands, except per share amounts)
Reported net income/(loss) $ 507,829 $ 269,004 $(149,147)
Stock compensation expense, net of tax (217,004) (316,699) (389,100)
Pro forma net income/(loss) $ 290,825 $ (47,695) $(538,247)

Earnings/(loss) per share as reported:

Basic $ 0.31 $ 0.16 $  (0.09)

Diluted $ 030 $ 016 $  (0.09)
Pro forma earnings/(loss) per share:

Basic $ 018 $  (0.03) $ (032

Diluted $ 017 $ (0.03) $ (0.32)

Based on the Black-Scholes option pricing model, the weighted average estimated fair value of employee stock option grants was $8.98 for fiscal 2001, $10.87 for fiscal 2002 and $6.85 for
fiscal 2003. The weighted average estimated fair value of purchase rights granted under the Employees’ Stock Purchase Plans (ESPP) was $6.26 for fiscal 2001, $6.29 for fiscal 2002 and $5.31
for fiscal 2003. In calculating pro forma compensation, the fair value of each stock option grant and stock purchase right is estimated on the date of grant using the Black-Scholes option pricing
model and the following weighted average assumptions:

Stock Options ESPP
Fiscal year 2001 2002 2003 2001 2002 2003
Dividend yield None None None None None None
Expected volatility 67% 69% 67% 67% 69% 67%
Risk-free interest rate 3.94% 3.58% 2.00% 5.52% 2.42% 1.44%
Expected life (in years) 34 3.6 3.6 0.5 0.5 2.0

For additional information on Applied’s employee benefit plans, see Note 8 of Notes to Consolidated Financial Statements.

Concentrations of Credit Risk Financial instruments that potentially subject Applied to significant concentrations of credit risk consist principally of cash equivalents, short-term investments,
trade accounts receivable and derivative financial instruments used in hedging activities. Applied invests in a variety of financial instruments, such as, but not limited to, certificates of deposit,
corporate and municipal bonds, and U.S. Treasury and agency securities, and, by policy, limits the amount of credit exposure with any one financial institution or commercial issuer. Applied’s
customers consist of semiconductor manufacturers located throughout the world. Applied performs ongoing credit evaluations of its customers’ financial condition and generally requires no
collateral to secure accounts receivable. Applied maintains a reserve for potentially uncollectible accounts receivable based on its assessment of the collectibility of accounts receivable. In
addition, Applied may utilize letters of credit to mitigate credit risk when considered appropriate. Applied is exposed to credit-related losses in the event of nonperformance by counterparties to
derivative financial instruments, but does not expect any counterparties to fail to meet their obligations.

Earnings Per Share Basic earnings per share is determined using the weighted average number of common shares outstanding during the period. Diluted earnings per share is determined
using the weighted average number of common shares and equivalents (representing the dilutive effect of stock options) outstanding during the period.
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For purposes of computing diluted earnings per share, weighted average common share equivalents do not include stock options with an exercise price that exceeded the average fair market
value of Applied’s common stock for the period as the effect would be anti-dilutive. Options to purchase shares of common stock that were excluded from the computation were as follows:

Fiscal year 2001 2002 2003

(In thousands, except prices)

Number of shares excluded 21,362 77,271 129,205
Average exercise price $ 32.46 $ 23.82 $ 2145

Recent Accounting Pronouncement

In January 2003, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 46 (FIN 46), “Consolidation of Variable Interest Entities, an interpretation of ARB
No. 51.” FIN 46 provides guidance on: 1) the identification of entities for which control is achieved through means other than through voting rights, known as “variable interest entities” (VIEs);
and 2) which business enterprise is the primary beneficiary and when it should consolidate a VIE. This new requirement for consolidation applies to entities: 1) where the equity investors (if any)
do not have a controlling financial interest; or 2) whose equity investment at risk is insufficient to finance that entity’s activities without receiving additional subordinated financial support from
other parties. In addition, FIN 46 requires that both the primary beneficiary and all other enterprises with a significant variable interest in a VIE make additional disclosures. FIN 46 is effective
for all new VIEs created or acquired after January 31, 2003. For VIEs created or acquired prior to February 1, 2003, the provisions of FIN 46 must be applied for the first interim or annual period
ending after December 15, 2003. Certain disclosures are effective immediately. Applied will implement FIN 46 during the first fiscal quarter of 2004 and will consolidate Applied Ventures I
(Ventures I) as a VIE. Applied does not expect its implementation to have a material effect on its financial condition or results of operations. For additional discussion of Ventures I, see Note 3 of
the Notes to the Consolidated Financial Statements.

Note 2 Financial Instruments
Investments

Short-term investments by security type at October 26, 2003 were as follows:

Gross Gross
Unrealized Unrealized Estimated
Cost Gains Losses Fair Value

(In thousands)

Obligations of states and political subdivisions $ 657,475 $ 6,508 $ 458 $ 663,525
U.S. commercial paper, corporate bonds and medium-term notes 1,370,050 10,399 5,018 1,375,431
Bank certificates of deposit 55,997 — — 55,997
U.S. Treasury and agency securities 1,312,695 2,708 1,300 1,314,103
Other debt securities 713,532 7,395 1,634 719,293
$4,109,749 $27,010 $8,410 $4,128,349

I I I N
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Short-term investments by security type at October 27, 2002 were as follows:

Gross Gross
Unrealized Unrealized Estimated
Cost Gains Losses Fair Value

(In thousands)

Obligations of states and political subdivisions $ 802,145 $ 9,002 $2,418 $ 808,729
U.S. commercial paper, corporate bonds and medium-term notes 933,643 15,729 2,281 947,091
Bank certificates of deposit 205,020 — — 205,020
U.S. Treasury and agency securities 1,026,274 8,603 465 1,034,412
Other debt securities 633,069 16,813 399 649,483

$3,600,151 $50,147 $5,563 $3,644,735

Cash and cash equivalents included investments in debt and other securities of $542 million at October 27, 2002 and $884 million at October 26, 2003.

Contractual maturities of short-term investments at October 26, 2003 were as follows:

Estimated
Cost Fair Value
(In thousands)
Due in one year or less $2,356,254 $2,358,217
Due after one through three years 1,216,054 1,227,956
Due after three years 537,441 542,176
$4,109,749 $4,128,349

For fiscal 2002, gross realized gains on sales of short-term investments were $27 million, and gross realized losses were not material. For fiscal 2003, gross realized gains on sales of short-
term investments were $44 million, and gross realized losses were $8 million. Applied manages its cash equivalents and short-term investments as a single portfolio of highly marketable
securities that is intended to be available to meet Applied’s current cash requirements.

Derivative Financial Instruments Applied adopted SFAS No. 133 (SFAS 133) “Accounting for Derivative Instruments and Hedging Activities,” as amended, in the first fiscal quarter of
2001. SFAS 133 established new standards of accounting and reporting for derivative instruments and hedging activities, and requires that all derivatives, including foreign currency exchange
contracts, be recognized on the balance sheet at fair value. Changes in the fair value of derivatives that do not qualify for hedge treatment, as well as the ineffective portion of any hedges, must be
recognized currently in earnings. All of Applied’s derivative financial instruments are recorded at their fair value in other current assets or accounts payable and accrued expenses. The transition
adjustment upon adoption of SFAS 133 was not material.

Applied conducts business in a number of foreign countries, with certain transactions denominated in local currencies, such as Japanese yen, the euro, Israeli shekel and British pound. The
purpose of Applied’s foreign currency management is to mitigate the effect of exchange rate fluctuations on certain foreign currency denominated revenues, costs and eventual cash flows. The
terms of currency instruments used for hedging purposes are generally consistent with the timing of the transactions being hedged.

Applied uses derivative financial instruments, such as forward exchange contracts and currency option contracts, to hedge certain forecasted foreign currency denominated transactions
expected to occur within the next 12 months. Hedges related to anticipated transactions are designated and documented at the inception of

40




Table of Contents

APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

the hedge as cash flow hedges, and are evaluated for effectiveness quarterly. The effective portion of the gain or loss on these hedges is reported as a component of accumulated other
comprehensive income in stockholders’ equity, and is reclassified into earnings when the hedged transaction affects earnings. All such amounts included in accumulated other comprehensive
income at October 26, 2003 will be reclassified to earnings within 12 months. Changes in the fair value of currency option contracts due to changes in time value are excluded from the
assessment of effectiveness, and are recognized in cost of products sold. The change in option time value was not material for fiscal 2001, 2002 or 2003. If the transaction being hedged fails to
occur, or if a portion of any derivative is ineffective, Applied immediately recognizes the gain or loss on the associated financial instrument in general and administrative expenses. The amounts
recognized due to anticipated transactions failing to occur were not material for all periods presented.

Forward exchange contracts are used to hedge certain foreign currency denominated assets or liabilities. These derivatives are not designated for SFAS 133 hedge accounting treatment.
Accordingly, changes in the fair value of these hedges are recorded immediately in earnings to offset the changes in the fair value of the assets or liabilities being hedged.

Derivative-related activity in accumulated other comprehensive income was as follows:

2002 2003
(In thousands)
Unrealized gain, net, on derivative instruments at beginning of period $ 4,621 $ 5,987
Increase in fair value of derivative instruments 13,264 4,700
Gains reclassified to earnings, net (11,898) (8,758)
Unrealized gain, net, on derivative instruments at end of period $ 5,987 $ 1,929
I I

Fair Value of Financial Instruments The carrying amounts of Applied’s financial instruments, including cash and cash equivalents, accounts receivable, notes payable, and accounts payable
and accrued expenses, approximate fair value due to the short maturities of these financial instruments. At October 27, 2002, the carrying amount of long-term debt was $583 million, and the
estimated fair value was $633 million. At October 26, 2003, the carrying amount was $562 million, and the estimated fair value was $625 million. The estimated fair value of long-term debt is

based primarily on quoted market prices for the same or similar issues.
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Balance Sheet Detail

Inventories

Customer service spares
Raw materials
Work-in-process
Finished goods

Property, Plant and Equipment, Net

Land and improvements

Buildings and improvements

Demonstration and manufacturing equipment
Furniture, fixtures and other equipment
Construction in progress

Gross property, plant and equipment
Accumulated depreciation

Accounts Payable and Accrued Expenses
Accounts payable

Compensation and employee benefits
Installation and warranty

Deferred revenue

Restructuring

Other

Goodwill, Purchased Technology and Other Intangible Assets

Details of unamortized intangible assets, which consisted solely of goodwill, were as follows:

In connection with the adoption of SFAS 142, “Goodwill and Other Intangible Assets,” as of the beginning of fiscal 2002, goodwill is no longer amortized but reviewed annually during the
fourth fiscal quarter for impairment. Applied conducted goodwill impairment tests in fiscal 2002 and fiscal 2003, and the results of these tests indicated that Applied’s goodwill assets were not

Gross carrying amount
Accumulated amortization

2002 2003
(In thousands)

$ 644,352 $ 480,770
191,956 115,481
195,409 143,130
242,099 211,311
$ 1,273,816 $ 950,692
I I
$ 253,322 $ 265,571
1,354,146 1,396,976
755,985 645,740
539,948 562,020
319,732 224,120
3,223,133 3,094,427
(1,458,196) (1,534,597)
$ 1,764,937 $ 1,559,830
I I
$ 269,275 $ 258,416
255,231 168,993
214,004 172,921
117,827 204,980
37,308 106,820
454,511 407,341
$ 1,348,156 $ 1,319,471

2002 2003

(in thousands)

$248,160 $269,391
(45,870) (45,870)
$202,290 $223,521
I I

impaired. From October 27, 2002 to October 26, 2003, the change in goodwill was $21 million, which primarily consisted of $18 million for the acquisition of
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Boxer Cross, Inc. and a $3 million adjustment to the purchase price for an acquisition containing contingent purchase price provisions. For additional details, see Note 12 of the Notes to the
Consolidated Financial Statements.

Details of amortized intangible assets were as follows:

2002 2003
Other Other
Purchased Intangible Purchased Intangible
Technology Assets Total Technology Assets Total

(in thousands)

Gross carrying amount $ 312,529 $23,600 $ 336,129 $ 324,193 $ 23,600 $ 347,793
Accumulated amortization (199,609) (7,390) (206,999) (244,331) (10,950) (255,281)
$ 112,920 $16,210 $ 129,130 $ 79,862 $ 12,650 $ 92,512

Purchased technology and other intangible assets are amortized over their estimated useful lives of five to 10 years using the straight-line method. Aggregate amortization expense was
$52 million and $48 million for the fiscal 2002 and 2003, respectively. As of October 26, 2003, future estimated amortization expense is expected to be $49 million for fiscal 2004, $20 million
for fiscal 2005, $14 million for fiscal 2006, $5 million for fiscal 2007, $3 million for fiscal 2008 and $2 million thereafter.

Applied Materials Venture Capital Fund

Ventures I invests in privately-held, early-stage companies engaged in developing systems, components and devices based on nanotechnology for specific applications and products.
Ventures I is a limited partnership with Applied as the sole limited partner and an independent party as the general partner. Applied has committed to fund $50 million in capital contributions, but
has reserved the option to discontinue capital contributions at $25 million. Applied’s capital contributions to Ventures I totaled approximately $9 million through October 27, 2002 and
$16 million through October 26, 2003. As provided for in the partnership agreement, the general partner has control over investment decisions and operations of Ventures I. Accordingly, Applied
accounts for its investment using the equity method. Capital contributions, net of the pro rata share of Ventures I's results of operations, have been included in other assets and totaled $6 million
at October 27, 2002 and $11 million at October 26, 2003.

In January 2003, the FASB issued FIN 46 which provides guidance on the identification, classification and accounting of variable interest entities. Applied has determined that Ventures I
qualifies for consolidation as a variable interest entity under FIN 46. Applied will implement FIN 46 by consolidating Ventures I during the first fiscal quarter of 2004 in accordance with the
effective date of FIN 46, as amended. Applied does not expect the consolidation of Ventures I to have a material impact on its financial condition or results of operations.

Note 4 Notes Payable

Applied has credit facilities for unsecured borrowings in various currencies up to approximately $674 million, of which $500 million is comprised of two revolving credit agreements in the
U.S. with a group of banks. One agreement is a $250 million line of credit that expires in September 2004, and is expected to be renewed, and the other is a $250 million line of credit that expires
in September 2006. The agreements provide for borrowings at various rates, including the lead bank’s prime reference rate, and include financial and other covenants with which Applied was in
compliance at October 26, 2003. No amounts were outstanding under these agreements at the end of fiscal 2003. The remaining credit facilities of approximately $174 million are with Japanese
banks at rates indexed to their prime reference rate. No amounts were outstanding under
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Japanese credit facilities at October 26, 2003. At October 27, 2002, $40 million was outstanding under Japanese credit facilities at an average annual interest rate of 0.30 percent.

Note 5 Long-Term Debt

Long-term debt outstanding was as follows:

2002 2003
(In thousands)
Japanese debt, 3.00%-4.85%, maturing 2004-2011 $ 21,102 $ 18,714
Israeli note, variable interest rate, maturing in 2006 19,204 —
6.70-7.00% medium-term notes due 2005, interest payable March 15 and September 15 43,000 43,000
8.00% unsecured senior notes due 2004, interest payable March 1 and September 1 100,000 100,000
6.75% unsecured senior notes due 2007, interest payable April 15 and October 15 200,000 200,000
7.125% unsecured senior notes due 2017, interest payable April 15 and October 15 200,000 200,000
583,306 561,714
Current portion (9,453) (105,292)
$573,853 $ 456,422
N I

At October 26, 2003, $19 million of Japanese debt was collateralized by property and equipment with a net book value of $46 million.

Applied has debt agreements that contain financial and other covenants. These covenants require Applied to maintain certain minimum financial ratios. At October 26, 2003, Applied was in
compliance with all covenants.

Aggregate debt maturities at October 26, 2003 were: $105 million in fiscal 2004; $46 million in fiscal 2005; $2 million in fiscal 2006; $202 million in fiscal 2007; $2 million in fiscal 2008;
and $205 million thereafter.

Note 6 Restructuring, Asset Impairments and Other Charges

Restructuring, asset impairments and other charges included the following:

Fiscal year 2001 2002 2003
(In thousands)
Restructuring and asset impairment charges $211,164 $77,479 $371,754
Acquired in-process research and development expense 10,000 8,000 —
$221,164 $85,479 $371,754

Restructuring, asset impairments and other charges for fiscal 2001 totaled $221 million, consisting of a charge of $10 million for acquired in-process research and development expense, and
restructuring and asset impairment charges of $211 million. The restructuring and asset impairment charges of $211 million consisted of $105 million for headcount reductions, $45 million for

consolidation of facilities and $61 million for other costs, primarily fixed asset writeoffs due to facility consolidation. As of October 26, 2003, the majority of the fiscal 2001 restructuring actions
have been completed.
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Restructuring, asset impairments and other charges for fiscal 2002 totaled $85 million, consisting of a charge of $8 million for acquired in-process research and development expense, and
restructuring and asset impairment charges of $77 million. The restructuring and asset impairment charges consisted of $39 million for headcount reductions, $16 million for consolidation of
facilities and $22 million for other costs, primarily fixed asset writeoffs due to facility consolidation. As of October 26, 2003, the majority of the fiscal 2002 restructuring actions have been

completed.

Restructuring and asset impairment charges for fiscal 2003 totaled $372 million, consisting of $186 million for headcount reductions, $86 million for consolidation of facilities and
$100 million for other costs, primarily fixed asset writeoffs due to facility consolidation. The fiscal 2003 restructuring activities are expected to be completed during early 2004, which will result

in additional costs.

The restructuring actions in fiscal 2001, 2002 and 2003 were taken to better align Applied’s cost structure with prevailing market conditions due to the prolonged industry downturn. These
actions, which were necessary as a result of reduced business volume, reduced Applied’s global workforce and consolidated Applied’s global facilities.

Changes in restructuring reserves for fiscal 2002 and 2003 were as follows:

Severance
and Benefits Facilities Other Total
(In thousands)

Balance, October 28, 2001 $ 42,700 $ 37,900 $ 12,800 $ 93,400
Provision for fiscal 2002 38,946 15,928 22,605 77,479
Cash paid (79,653) (17,379) (11,400) (108,432)
Non-cash charges — (4,434) (20,705) (25,139)
Balance, October 27, 2002 1,993 32,015 3,300 37,308
Provision for fiscal 2003 185,733 86,105 99,916 371,754
Cash paid (175,789) (26,276) (43,768) (245,833)
Non-cash charges — (1,949) (54,460) (56,409)
Balance, October 26, 2003 $ 11,937 $ 89,895 $ 4,988 $ 106,820

I I N I

Note 7 Stockholders’ Equity

Stock Split On March 21, 2002, Applied’s Board of Directors approved a two-for-one stock split of Applied’s common stock, which was distributed in the form of a 100 percent stock
dividend on or about April 16, 2002 to stockholders of record as of April 1, 2002. All prior period common stock and applicable share and per share amounts have been restated to reflect this

stock dividend.
Comprehensive Income See the Consolidated Statements of Stockholders’ Equity for the components of comprehensive income. Accumulated other comprehensive income consisted of the

following components:

2002 2003

(In thousands)

Unrealized gain on investments $ 41,257 $24,092
Unrealized gain on derivative instruments qualifying as cash flow hedges 5,987 1,929
Cumulative translation adjustments (28,635) (9,638)
$ 18,609 $16,383
L I

45




Table of Contents

APPLIED MATERIALS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Stock Repurchase Program Since March 1996, Applied has systematically repurchased shares of its common stock in the open market to partially fund its stock-based employee benefit and
incentive plans. Upon the expiration of the previous authorization on March 22, 2001, the Board of Directors extended the share repurchase program and authorized the repurchase of up to
$2.0 billion of Applied’s common stock in the open market over the succeeding three years. In fiscal 2001, there were 18,970,000 shares repurchased at an average price of $19.58 per share. In
fiscal 2002, there were 6,795,000 shares repurchased at an average price of $18.40 per share. In fiscal 2003, there were 15,588,000 shares repurchased at an average price of $16.03 per share.

Note 8 Employee Benefit Plans

Stock Options Applied grants options to employees and non-employee directors to purchase shares of its common stock, at future dates, at the fair market value on the date of grant. Options
generally vest over one to four years, and generally expire no later than seven years from the date of grant. There were 83,946,000 shares available for grant at October 28, 2001, 96,874,000 at
October 27, 2002 and 74,793,000 at October 26, 2003. Stock option activity was as follows:

2001 2002 2003
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price

(In thousands, except per share amounts)

Outstanding, beginning of year 243,994 $13.98 301,274 $15.57 268,562 $16.00

Granted and assumed 93,032 $18.10 8,802 $20.92 52,407 $13.61

Exercised (21,280) $ 6.21 (19,156) $ 6.82 (38,480) $ 6.67

Canceled (14,472) $19.23 (22,358) $20.06 (30,454) $18.96

Outstanding, end of year 301,274 $15.57 268,562 $16.00 252,035 $16.56
N I I

Exercisable, end of year 92,468 $ 8.29 114,188 $11.10 117,491 $15.94

The following table summarizes information with respect to options outstanding and exercisable at October 26, 2003:

Options Outstanding Options Exercisable

Weighted ‘Weighted

Average ‘Weighted Average Average

Number Exercise Remaining Number Exercise

Range of exercise prices of Shares Price Contractual Life of Shares Price
(In thousands) (In years) (In thousands)

$0.01-$4.99 2,353 $ 3.74 0.7 2,343 $ 3.75
$5.00-$9.99 44,162 $ 7.36 1.5 44,087 $ 7.36
$10.00 - $19.99 138,963 $16.17 4.9 36,845 $ 17.7
$20.00 - $29.99 56,851 $21.59 4.0 25,851 $21.97
$30.00 - $59.99 9,706 $37.62 3.1 8,365 $37.92
252,035 $16.56 4.0 117,491 $15.94

Employees’ Stock Purchase Plan Applied sponsors two employees’ stock purchase plans for the benefit of U.S. and international employees. The U.S. plan is qualified under Section 423 of
the Internal Revenue Code. Under the ESPP, substantially all employees may purchase Applied’s common stock through payroll deductions at a price equal to 85 percent of the lower of the fair
market value at the beginning of the offering period or at the end of each applicable purchase period. Beginning in December 2002, Applied amended the
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ESPP to extend the offering period from six months to 24 months composed of four six-month purchase periods. ESPP contributions are limited to a maximum of 10 percent of an employee’s
eligible compensation, up to a maximum of $6,500, per six-month purchase period. ESPP participants are also limited to purchasing a maximum of 1,000 shares per purchase period. Shares
issued under the ESPP were 4,306,000 for fiscal 2001, 4,127,000 for fiscal 2002 and 6,212,000 for fiscal 2003. At October 26, 2003, there were 24,923,000 shares reserved for future issuance
under the ESPP.

Stock-Based Compensation See Note 1 to Notes to Consolidated Financial Statements.

Restricted Stock During fiscal 2003, Applied issued 307,500 shares of restricted stock to two individuals, which consisted principally of an initial compensation package for Applied’s new
President and Chief Executive Officer (CEO). On May 20, 2003, Applied issued 300,000 shares of restricted common stock at $0.01 per share to the new President and CEO. The closing market
price of Applied’s common stock was $13.76 per share on May 20, 2003. One half of the shares vested on October 1, 2003, with the remaining shares vesting on October 1, 2004. The stock is
subject to forfeiture if employment terminates prior to vesting. Deferred compensation was charged for the difference between the market value of the restricted shares and the sales price, and
was presented as a reduction of stockholders’ equity in Applied’s consolidated balance sheet. Deferred compensation is amortized as compensation expense over the vesting period. During fiscal
2003, Applied recognized general and administrative expenses of approximately $2.7 million in amortization expense related to restricted stock issuances.

Employee Bonus Plans Applied has various employee bonus plans. A profit sharing plan provides for the distribution of a percentage of pre-tax profits to substantially all Applied employees
not eligible for other performance-based incentive plans, up to a maximum percentage of compensation. Other plans award annual bonuses to Applied’s executives and key contributors based on
the achievement of profitability and other specific performance criteria. Applied also has agreements with key technical employees that provide for additional compensation related to the success
of new product development and achievement of specified profitability criteria. Charges to expense under these plans were $56 million for fiscal 2001, $99 million for fiscal 2002 and not
material for fiscal 2003.

Employee Savings and Retirement Plan The Employee Savings and Retirement Plan is qualified under Sections 401(a) and (k) of the Internal Revenue Code. Applied contributes a
percentage of each participating employee’s salary deferral contributions. These matching contributions become 20 percent vested at the end of an employee’s second year of service with
Applied, and vest 20 percent per year of service thereafter until becoming fully vested at the end of six years of service. Prior to January 1, 2002, company matching contributions vested
beginning at the end of an employee’s third year of service and became fully vested at the end of seven years of service. Effective January 1, 2004, each participant may elect to have his or her
Company matching contributions in any of the diversified investment funds available under the plan or in Applied’s common stock. Applied’s matching contributions under this plan were
$31 million for fiscal 2001, $27 million for fiscal 2002, and $13 million, net of $12 million in forfeitures for fiscal 2003. Forfeitures were not material for fiscal 2001 and fiscal 2002.

Defined Benefit Pension Plans of Foreign Subsidiaries Several of Applied’s foreign subsidiaries have defined benefit pension plans covering substantially all of their eligible employees.
Benefits under these plans are based on years of service and final average compensation levels. Applied has funded its plans in accordance with the terms of the plans and local statutory
requirements, which differ for each of the countries in which the subsidiaries are located. Expenses under these plans, consisting principally of service cost, were $12 million for fiscal 2001,
$16 million for fiscal 2002 and $18 million for fiscal 2003. At October 26, 2003, the aggregate accumulated benefit obligation was $102 million, the projected benefit obligation was
$123 million, and the fair value of plan assets was $33 million. The difference between the aggregate accumulated benefit obligation and aggregate plan assets has been recorded as a liability by
Applied.
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Post-Retirement Benefits On January 1, 1999, Applied adopted a plan that provides medical and vision benefits to retirees who are at least age 55 and whose age plus years of service is at
least 65 at date of retirement. An eligible retiree may elect coverage for a spouse or domestic partner under the age of 65. Coverage under the plan generally ends for both the retiree and spouse
or domestic partner upon reaching age 65. This plan has not had, and is not expected to have, a material effect on Applied’s financial condition or results of operations.

Note 9 Income Taxes

The components of income/(loss) from operations before income taxes and cumulative effect of change in accounting principle were as follows:

Fiscal year 2001 2002 2003
(In thousands)
u.s. $ 775,029 $131,818 $(345,081)
Foreign 328,773 208,693 133,525
$1,103,802 $340,511 $(211,556)
I I I

The components of the provision for/(benefit from) income taxes were as follows:

Fiscal year 2001 2002 2003

(In thousands)

Current:
U.s. $136,412 $ (4,781) $(45,765)
Foreign 91,708 80,406 55,204
State 12,224 (3,957) 8,646
240,344 71,668 18,085
Deferred:
u.s. 89,051 (21,002) (76,804)
Foreign (203) 15,157 2,929
State (618) 5,684 (6,619)
88,230 (161) (80,494)
$328,574 $ 71,507 $(62,409)

A reconciliation between the statutory U.S. federal income tax rate of 35 percent and Applied’s actual effective income tax provision/(benefit) rate is as follows:

Fiscal year 2001 2002 2003
Tax provision at U.S. statutory rate 35.0% 35.0% (35.0)%
Effect of foreign operations taxed at various rates (1.6) (4.0) 5.8
State income taxes, net of federal benefit 0.7 0.3 0.6
Research and other tax credits 2.3) 0.4) —
Export sales benefit 2.9) (11.2) 4.2)
Other 0.9 1.3 33
29.8% 21.0% (29.5)%
— I I
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Applied’s effective income tax rate was lower in fiscal 2002 due primarily to significant Foreign Sales Corporation and extraterritorial income tax benefits, which resulted from an increase
in Foreign Sales Corporation and extraterritorial qualified income.

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for
income tax purposes. The components of net deferred income tax assets were as follows:

2002 2003
(In thousands)
Current deferred income tax assets, net:
Inventory reserves and basis difference $155,185 $ 95,892
Installation and warranty reserves 79,371 50,855
Accrued liabilities 217,943 222,018
Restructuring reserves 28,588 49,256
Loss carryforwards — 236,178
Tax credit carryforwards 84,849 128,624
565,936 782,823
Deferred income tax liabilities, net:
Depreciation (23,563) (21,984)
Purchased technology (19,900) (14,317)
Other 35,946 21,031
(7,517) (15,270)
$558,419 $767,553

U.S. income taxes have not been provided for approximately $291 million of cumulative undistributed earnings of several non-U.S. subsidiaries. Applied intends to reinvest these earnings
indefinitely in operations outside of the U.S.

At October 26, 2003, Applied’s federal and state net operating loss carryforwards for tax return purposes was $642 million and $174 million, respectively. Management believes that net
operating losses will be utilized in future periods. If not utilized, the federal net operating loss carryforwards will begin to expire in fiscal 2023 and the state net operating loss carryforwards will
begin to expire in fiscal 2008. As of October 26, 2003, Applied’s federal tax credit carryforwards for tax return purposes were $97 million. If not utilized, the federal tax credit carryforwards will
begin to expire in fiscal 2006.

Applied’s income taxes payable have been reduced, and deferred tax assets have been increased, by the tax benefits associated with employee stock option transactions. These benefits,
credited directly to stockholders’ equity, amounted to $75 million for fiscal 2002 and $124 million for fiscal 2003. Benefits reducing taxes payable amounted to $75 million for fiscal 2002, and
benefits increasing deferred tax assets amounted to $124 million for fiscal 2003.

Note 10 Industry Segment and Foreign Operations

Applied operates in one segment for the manufacture, marketing and servicing of integrated circuit fabrication equipment. In accordance with SFAS No. 131 (SFAS 131), “Disclosures
About Segments of an Enterprise and Related Information,” Applied’s chief operating decision-maker has been identified as the President and Chief Executive Officer, who reviews operating
results to make decisions about allocating
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resources and assessing performance for the entire company. All material operating units qualify for aggregation under SFAS 131 due to their identical customer base and similarities in:
economic characteristics; nature of products and services; and procurement, manufacturing and distribution processes. Since Applied operates in one segment and in one group of similar

products and services, all financial segment and product line information required by SFAS 131 can be found in the consolidated financial statements.

For geographical reporting, revenues are attributed to the geographic location in which the customers’ facilities are located. Long-lived assets consist primarily of property, plant and
equipment, and are attributed to the geographic location in which they are located. Net sales and long-lived assets by geographic region were as follows:

Long-lived
Net Sales Assets
(In thousands)

2001:
North America* $2,130,739 $1,450,344
Taiwan 1,109,370 53,347
Japan 1,875,992 124,653
Europe 1,084,945 126,219
Korea 448,864 23,116
Asia-Pacific** 693,338 19,193
$7,343,248 $1,796,872

2002:
North America* $1,327,886 $1,497,247
Taiwan 1,238,504 41,497
Japan 756,700 107,424
Europe 660,042 119,105
Korea 443,099 21,298
Asia-Pacific** 636,081 33,981
$5,062,312 $1,820,552
N I

2003:
North America* $1,179,131 $1,341,485
Taiwan 583,439 41,064
Japan 827,193 92,830
Europe 695,085 95,818
Korea 665,502 20,125
Asia-Pacific** 526,941 33,494
$4,477,291 $1,624,816

*  Primarily the United States.
**  Includes China.

Net sales to Intel Corporation represented 12 percent of Applied’s fiscal 2001 net sales, and 10 percent of Applied’s fiscal 2002 net sales. During fiscal 2003, two customers individually
accounted for more than
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10 percent of net sales: net sales to Intel Corporation represented 13 percent of Applied’s net sales; and net sales to Samsung America, Inc. represented 12 percent of Applied’s net sales.

Note 11 Commitments and Contingencies
Leases

Applied leases some of its facilities and equipment under non-cancelable operating leases and has options to renew most leases, with rentals to be negotiated. At October 27, 2002, Applied
leased office and general operating facilities in Hillsboro, Oregon under a synthetic lease agreement. Applied purchased these facilities for $52 million during fiscal 2003.

Total rent expense was $153 million for fiscal 2001, $140 million for fiscal 2002 and $134 million for fiscal 2003. Future minimum lease payments at October 26, 2003 were: $111 million
for fiscal 2004; $82 million for fiscal 2005; $60 million for fiscal 2006; $43 million for fiscal 2007; $35 million for fiscal 2008; and $147 million thereafter.

Accounts Receivables Sales

Applied has several agreements that allow it to sell accounts receivable from selected customers at a discount to various financial institutions. Receivable sales have the effect of increasing
cash and reducing accounts receivable and days sales outstanding. Discounting fees were recorded in interest expense and were not material for fiscal 2001, 2002 or 2003. Accounts receivable
sales under these agreements were $1.2 billion for fiscal 2001, $689 million for fiscal 2002 and $556 million for fiscal 2003. At October 26, 2003, $168 million of sold receivables remained
outstanding under these agreements. A portion of these sold receivables is subject to certain limited recourse provisions. However, Applied has not experienced any losses under these recourse
provisions.

Guarantees

Applied adopted FASB Interpretation No. 45 (FIN 45), “Guarantor’s Accounting and Disclosure Requirements for Guarantees, including Indirect Indebtedness of Others,” during the first
fiscal quarter of 2003. FIN 45 requires disclosures concerning Applied’s obligations under certain guarantees.

Pursuant to FIN 45, Applied is required to disclose the changes in product warranty reserves. Applied products are generally sold with a 12-month warranty period following installation.
Parts and labor are covered under the terms of the warranty agreement. The warranty provision is based on historical experience by product, configuration and geographic region.

Changes in the warranty reserves were as follows (in thousands):

2002 2003
Beginning balance $ 236,503 $ 168,175
Provisions for warranty 135,077 110,775
Consumption of reserves (203,405) (140,543)
Ending balance $ 168,175 $ 138,407

As noted above, Applied’s products are generally sold with a 12-month warranty. Accordingly, current warranty provisions are related to the current year’s net sales, and warranty
consumption is associated with current and prior year’s net sales.

During the ordinary course of business, Applied also provides standby letters of credit or other guarantee instruments to certain parties as required for certain transactions initiated by either
Applied or its subsidiaries.
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As of October 26, 2003, the maximum potential amount of future payments that Applied could be required to make under these guarantee agreements was approximately $56 million. Applied
has not recorded any liability in connection with these guarantee arrangements beyond that required to appropriately account for the underlying transaction being guaranteed. Applied does not
believe, based on historical experience and information currently available, that it is probable that any amounts will be required to be paid under these guarantee arrangements.

Applied also has additional guarantee arrangements on behalf of certain subsidiaries. As of October 26, 2003, Applied has not recorded any liability related to guarantees of subsidiary
obligations. Applied does not expect, based on historical experience and information currently available, that it is probable any amounts will be required to be paid under these arrangements.
Subsidiary guarantees as of October 26, 2003 were associated with the following types of arrangements: short-term borrowings, term loans, overdrafts and leases. While certain subsidiaries have
short-term borrowing, term loans and overdraft facilities available totaling approximately $169 million as of October 26, 2003, no amounts were outstanding as of October 26, 2003. In the event
of use and subsequent default of these facilities by Applied’s subsidiaries, such arrangements would be guaranteed by Applied. In addition, certain subsidiaries have lease arrangements
guaranteed by Applied. These leases will expire between 2009 and 2014. In the event that the subsidiaries do not make the required payments, Applied could be required to pay the leases on
behalf of the subsidiaries. As of October 26, 2003, annual lease obligations under these arrangements approximated $12 million.

Legal Matters

On June 13, 1997, after Varian Associates, Inc. (Varian) failed to respond to requests by Applied to discuss certain patent issues, Applied filed a lawsuit against Varian alleging infringement
of several of Applied’s patents concerning physical vapor deposition (PVD) technology. On July 7, 1997, Applied amended that action to allege infringement of those same Applied PVD patents
against Novellus Systems, Inc. (Novellus) and to add Novellus as a defendant, as a result of Novellus’ acquisition of Varian’s thin film systems PVD business. On June 23, 1997, Novellus filed a
separate lawsuit against Applied, alleging infringement by Applied of several PVD technology patents that were formerly owned by Varian. Novellus seeks damages for past infringement, a
permanent injunction, treble damages for willful infringement, pre-judgment interest and attorneys’ fees. In September 2000, Applied and Varian settled their disputes, and Applied released all
claims with respect to the Inova System as it was made and sold as of May 7, 1997. On October 3, 2000, Applied’s claims against Varian and Varian’s claims and counterclaims against Applied
were dismissed with prejudice. The litigation with Novellus continues. Discovery has closed in the actions. The court has rescheduled the previously set trial date from January 20, 2004 to
May 24, 2004. Applied believes the May trial will involve only infringement and validity issues regarding Novellus’ patent claims against Applied and Applied’s declaratory judgment claims
against Novellus’ patents. Applied believes it has meritorious claims and defenses and intends to pursue them vigorously.

On January 8, 2001, Axcelis Technologies, Inc. (Axcelis), formerly a subsidiary of Eaton Corporation, filed a lawsuit alleging that Applied infringes a patent concerning ion implantation
owned by Axcelis. The complaint also alleges various Massachusetts state and common law tortious interference and unfair competition claims. Axcelis seeks a preliminary and permanent
injunction, damages, costs and attorneys’ fees. On April 12, 2001, Applied answered the complaint by denying all allegations and counterclaimed for declaratory judgment of invalidity and non-
infringement, and violations of various unfair and deceptive trade practices laws. Applied seeks damages, a permanent injunction, costs and attorneys’ fees. On July 2, 2003, a jury ruled in favor
of Applied, returning a verdict that Applied’s Swift™ jon implantation system does not infringe Axcelis’ patent. The court has entered judgment in favor of Applied on Axcelis’ patent claim.
Axcelis has filed a notice of appeal and the appeal is proceeding. The state law claims have not yet been resolved. Applied believes it has meritorious defenses and counterclaims to the action and
intends to pursue them vigorously.
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On March 12, 2002, Linear Technology Corp. (LTC) filed a lawsuit against Applied alleging claims for breach of contract, fraud and deceit, negligent misrepresentation, suppression of fact,
unfair competition, breach of warranty, express contractual indemnity, implied equitable indemnity and declaratory relief. After the court dismissed many of its claims, LTC amended its
complaint to allege claims only for fraud and deceit and violation of California Business and Professions Code §17200. In the amended complaint, LTC seeks compensatory damages, punitive
damages, injunctive relief and restitution. LTC also seeks costs and attorneys’ fees, and also asserts similar claims against certain other semiconductor equipment manufacturers. Applied believes
that it has meritorious defenses and intends to pursue them vigorously.

On June 11, 2001, Semitool, Inc. (Semitool) filed a lawsuit in California alleging that Applied infringes a patent concerning seed repair and electroplating owned by Semitool. Semitool
sought a preliminary and permanent injunction, damages, costs and attorneys’ fees. On July 12, 2001, Semitool dismissed the California action and filed a substantially identical lawsuit in
Oregon. On July 13, 2001, Applied filed a declaratory judgment action against Semitool seeking a declaration that Applied has not infringed the Semitool patent and that Semitool’s patent is
invalid and unenforceable. Applied also seeks costs and attorneys’ fees. The actions are proceeding together in Oregon. Semitool has also asserted similar claims against certain other
semiconductor equipment manufacturers. The Oregon Court has issued an order interpreting the patent claims and has scheduled a trial date of February 3, 2004. Applied believes it has
meritorious claims and defenses and intends to pursue them vigorously.

On July 31, 2001, David Scharf, an individual, filed a lawsuit against Applied alleging that Applied has infringed, has induced others to infringe and has contributed to others’ infringement
of a patent concerning color synthesizing scanning electron microscope technology. Mr. Scharf seeks a preliminary and permanent injunction, damages and costs. Applied has answered the
complaint and counterclaimed for declaratory judgment of non-infringement and invalidity. On May 10, 2002, Mr. Scharf filed a request for re-examination of his patent with the Patent and
Trademark Office. On June 26, 2002, the case was removed from the Court’s active docket after the parties stipulated to stay the case pending the results of that re-examination. On July 11, 2002,
Applied filed its own request for re-examination of Mr. Scharf’s patent with the Patent and Trademark Office. Applied’s request for re-examination was granted on September 19, 2002. Applied
believes it has meritorious defenses and counterclaims and intends to pursue them vigorously.

On August 27, 2002, ASM America, Inc. and ASM International, N.V. (collectively ASMI) filed a lawsuit against Applied seeking a judicial declaration that ASMI does not infringe six
patents belonging to Applied that relate to remote cleaning of CVD chambers and to deposition of silicon nitride. The suit also seeks a judicial declaration that the six patents are invalid. Applied
responded to the complaint by denying the allegations and asserting counterclaims for infringement of the six parents. No trial date has been set. Applied believes it has meritorious defenses and
counterclaims and intends to pursue them vigorously.

On October 3, 2003, ASMI filed a lawsuit against Applied claiming that Applied infringes six ASMI patents. ASMI seeks damages for past infringement, enhanced damages, injunctive
relief, costs and attorneys’ fees. Applied responded to the complaint by denying the allegations and asserting counterclaims for invalidity, unenforceability and non-infringement of the ASMI
patents. Applied also asserted counterclaims for infringement of the six Applied patents at issue in the ASMI-Arizona case and one additional patent. Applied seeks injunctive relief,
compensatory and enhance damages, costs and attorneys’ fees. No trial date has been set. Applied believes it has meritorious defenses and counterclaims and intends to pursue them vigorously.

On September 13, 2002, Varian Semiconductor Equipment Associates, Inc. filed a demand for arbitration with the American Arbitration Association asserting that Applied has breached a
patent license agreement between Varian and Applied dated January 1, 1992. Varian seeks to recover royalties, interest and attorneys’ fees. The arbitration hearing on whether the products are
covered by the license agreement has concluded. On May 2, 2003, the arbitration panel issued an interim decision finding that some, but not all, of the products at issue were subject to the
agreement. The arbitration panel next will consider whether the
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asserted claims of the patents under which those products were found to be covered are valid. Applied believes that it has meritorious defenses and intends to pursue them vigorously.

On October 10, 2002, Robert Bosch GmbH (Bosch), a German company, filed a lawsuit against Applied alleging that Applied infringed two patents owned by Bosch related to anisotropic
etching. Bosch sought a preliminary and permanent injunction, damages, costs and attorneys’ fees. Applied answered the complaint and counterclaimed for declaratory judgment of non-
infringement and invalidity. The parties have settled the litigation and all claims and counterclaims have been dismissed with prejudice.

From time to time, Applied receives notification from customers claiming that such customers are entitled to indemnification or other obligations from Applied related to infringement
claims made against the customers by third parties. In addition, Applied is subject to various other legal proceedings and claims, either asserted or unasserted, that arise in the ordinary course of
business. Although the outcome of these claims cannot be predicted with certainty, Applied does not believe that any of these other existing legal matters will have a material adverse effect on its
financial condition or results of operations.

Note 12 Business Combinations

On April 18, 2003, Applied acquired Boxer Cross, Inc., a producer of in-line monitoring systems that provide customers with critical electrical measurement data for controlling
semiconductor processes, for $14 million in cash. In connection with this acquisition, Applied recorded goodwill of $18 million, net of adjustments to the initial purchase price allocation, and
purchased technology of $3 million, partially offset by other items of $7 million, primarily for deferred tax assets and other liabilities. The in-process research and development expense was
insignificant.

On April 8, 2002, Applied acquired Electron Vision Corporation, a designer, manufacturer and seller of e-beam stabilization and curing tools for the semiconductor, thin film head and
micro-fabrication industries, for $26 million in cash. In connection with this acquisition, Applied recorded goodwill of $13 million, net of adjustments to the initial purchase price allocation, and
purchased technology of $16 million, partially offset by other items of $3 million, primarily for deferred tax liabilities.

On December 3, 2001, Applied acquired Global Knowledge Services, Inc., a provider of advanced data mining services to improve semiconductor manufacturing yield and efficiency, for
$16 million in cash. In connection with this acquisition, Applied recorded acquired in-process research and development expense of $2 million, goodwill of $6 million, purchased technology of
$4 million and other items of $4 million. The amount of acquired in-process research and development expense was determined by identifying research projects for which technological
feasibility had not been established and for which no alternative future use existed. The value of the projects identified as in-process was determined by estimating the future cash flows from the
projects once commercially feasible, discounting the net cash flows back to their present value at a rate commensurate with the level of risk and maturity of the projects, and then applying a
percentage of completion to the calculated value.

On November 20, 2001, Applied acquired the assets of Schlumberger’s electron-beam wafer inspection business for $66 million in cash. In connection with this acquisition, Applied
recorded acquired in-process research and development expense of $6 million and goodwill of $81 million, net of adjustments to the initial purchase price allocation, partially offset by net
liabilities acquired of $21 million. The amount of acquired in-process research and development expense was determined by identifying research projects for which technological feasibility had
not been established and for which no alternative future use existed. The value of the projects identified as in-process was determined by calculating the total development costs incurred,
estimating the portion of development costs related to the aspect of the project that Applied expects to utilize, and then calculating the current value of these historical development costs using a
Consumer Price Index adjustment.
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On June 27, 2001, Applied acquired Oramir, a supplier of advanced laser cleaning technologies for semiconductor wafers, in a purchase business combination for $21 million in cash. In
connection with this acquisition, Applied recorded acquired in-process research and development expense of $10 million and goodwill of $12 million. The amount of acquired in-process research
and development expense was determined by identifying research projects for which technological feasibility had not been established and for which no alternative future uses existed. The value
of the projects identified to be in-process was determined by estimating the future cash flows from the projects once commercially feasible, discounting the net cash flows back to their present
value at a rate commensurate with the level of risk and maturity of the projects, and then applying a percentage of completion to the calculated value.

For all of the purchase business combinations discussed above, the results of operations prior to the acquisition dates were not material in relation to those of Applied for any of the periods
presented herein. Goodwill is not amortized but is reviewed periodically for impairment, in accordance with SFAS 142, and purchased technology is amortized over its useful life of five to ten
years. These acquisitions have not had, and are not expected to have, a material effect on Applied’s financial condition or results of operations.

Note 13 Unaudited Quarterly Consolidated Financial Data
Fiscal Quarter
Fiscal
First Second Third Fourth Year
(In thousands, except per share amounts)
2002:
Net sales $1,000,460 $1,156,472 $1,459,682 $1,445,698 $5,062,312
Gross margin $ 385,452 $ 462,740 $ 606,143 $ 602,326 $2,056,661
Net income/(loss) $ (45,495) $ 52,030 $ 115,227 $ 147,242 $ 269,004
Earnings/(loss) per share $ (0.03) $ 0.03 $ 0.07 $ 0.09 $ 0.16
2003:
Net sales $1,054,209 $1,107,177 $1,094,907 $1,220,998 $4,477,291
Gross margin $ 390,382 $ 372,774 $ 346,928 $ 494,371 $1,604,455
Net income/(loss) $ (65,670) $ (62,126) $ (36,802) $ 15451 $ (149,147)
Earnings/(loss) per share $ (0.04) $ (0.04) $ (0.02) $ 0.01 $ (0.09)
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Management is responsible for the preparation and integrity of the consolidated financial statements appearing in this Annual Report on Form 10-K. The financial statements were prepared
in conformity with accounting principles generally accepted in the United States of America appropriate under the circumstances and, accordingly, include some amounts based on management’s
best judgments and estimates. Financial information in this Annual Report on Form 10-K is consistent with that in the financial statements.

Management is responsible for maintaining a system of internal business controls and procedures to provide reasonable assurance, at an appropriate cost/benefit relationship, that assets are
safeguarded and that transactions are authorized, recorded and reported properly. The internal control system is augmented by appropriate reviews by management, written policies and
guidelines, careful selection and training of qualified personnel and a written code of business ethics applicable to all employees of Applied and its subsidiaries. Management believes that
Applied’s internal controls provide reasonable assurance that assets are safeguarded against material loss from unauthorized use or disposition and that the financial records are reliable for
preparing financial statements and other data and maintaining accountability for assets.

The Audit Committee of the Board of Directors, composed solely of Directors who are not employees or officers of Applied, meets on a regular periodic basis with the independent auditors,
internal auditors and management to discuss internal business controls, auditing and financial reporting matters. The Committee reviews with the independent auditors the scope and results of the
audit effort. The Committee also meets with the independent auditors without management present to ensure that the independent auditors have free access to the Audit Committee.

The independent auditors, PricewaterhouseCoopers LLP, are engaged to audit the consolidated financial statements of Applied and to conduct such tests and related procedures as they deem
necessary in accordance with generally accepted auditing standards. The opinion of the independent auditors, based upon their audits of the consolidated financial statements, is contained in this
Annual Report on Form 10-K.

/s/ MICHAEL R. SPLINTER

Michael R. Splinter
President and Chief Executive Officer

/s/ JOSEPH R. BRONSON

Joseph R. Bronson
Executive Vice President
and Chief Financial Officer

November 12, 2003
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To the Stockholders and Board of Directors of Applied Materials, Inc.

In our opinion, the consolidated financial statements listed in the accompanying index appearing under Item 15(a)(1) on page 30 present fairly, in all material respects, the financial position
of Applied Materials, Inc. and its subsidiaries at October 27, 2002 and October 26, 2003, and the results of their operations and their cash flows for each of the three years in the period ended
October 26, 2003, in conformity with accounting principles generally accepted in the United States of America. In addition, in our opinion, the financial statement schedule listed in the index
appearing under Item 15(a)(2) on page 30 presents fairly, in all material respects, the information set forth therein when read in conjunction with the related consolidated financial statements.
These financial statements and financial statement schedule are the responsibility of the Company’s management; our responsibility is to express an opinion on these financial statements and
financial statement schedule based on our audits. We conducted our audits of these statements in accordance with auditing standards generally accepted in the United States of America, which
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

/sl PRICEWATERHOUSECOOPERS LLP

PricewaterhouseCoopers LLP

San Jose, California
November 12, 2003
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These Exhibits are numbered in accordance with the Exhibit Table of Item 601 of Regulation S-K:

Exhibit No. Description
2 Agreement and Plan of Reorganization, dated as of January 12, 2000, by and among Applied Materials, Inc., Boston Acquisition Sub Inc. and Etec
Systems, Inc., incorporated by reference to Applied’s Form S-4 (file no. 333-96427) filed February 8, 2000.
31 Certificate of Incorporation of Applied Materials, Inc., as amended and restated through March 31, 2000, incorporated by reference to Applied’s Form 10-
Q for the quarter ended April 30, 2000 (file no. 002-45028) filed June 8, 2000.
3.2 Certificate of Designation, Preferences and Rights of the Terms of the Series A Junior Participating Preferred Stock dated as of July 9, 1999, incorporated
by reference to Applied’s Form 10-Q for the quarter ended August 1, 1999 (file no. 000-06920) filed September 14, 1999.
33 Bylaws of Applied Materials, Inc., as amended and restated through November 28, 2001, incorporated by reference to Applied’s Form 10-K for fiscal year
2001 (file no. 002-45028) filed January 23, 2002.
4.1 Form of Indenture (including form of debt security) between Applied Materials, Inc. and Harris Trust Company of California, as Trustee, incorporated by
reference to Applied’s Form 8-K (file no. 000-06920) filed August 17, 1994.
4.2 Rights Agreement, dated as of July 7, 1999, between Applied Materials, Inc. and Harris Trust and Savings Bank, as Rights Agent, incorporated by
reference to Applied’s Registration Statement on Form 8-A (file no. 000-06920) dated July 13, 1999.
4.3 First Amendment to Rights Agreement, dated as of November 6, 2002, between Applied Materials, Inc. and Computershare Investor Services, LLC, as
Rights Agent, incorporated by reference to Applied’s Registration Statement on Form 8-A/A (file no. 000-06920) dated November 25, 2002.
10.1* The 1976 Management Stock Option Plan, as amended to October 5, 1993, incorporated by reference to Applied’s Form 10-K for fiscal year 1993 (file
no. 000-06920) filed December 21, 1993.
10.2%* Applied Materials, Inc. Supplemental Income Plan, as amended, including Participation Agreements with James C. Morgan, Walter Benzing, and Robert
Graham, incorporated by reference to Applied’s Form 10-K for fiscal year 1981 (file no. 000-06920) filed January 22, 1982.
10.3* Amendment to Supplemental Income Plan, dated July 20, 1984, incorporated by reference to Applied’s Form 10-K for fiscal year 1984 (file no. 000-
06920) filed January 25, 1985.
10.4* The Applied Materials, Inc. Employee Financial Assistance Plan, incorporated by reference to Applied’s Definitive Proxy Statement (file no. 000-06920)
filed February 5, 1981.
10.5* Applied Materials, Inc. Supplemental Income Plan as amended to December 15, 1988, including the Participation Agreement with James C. Morgan,
incorporated by reference to Applied’s Form 10-K for fiscal year 1988 (file no. 000-06920) filed January 23, 1989.
10.6 License Agreement dated January 1, 1992, between Applied Materials and Varian Associates, Inc., incorporated by reference to Applied’s Form 10-K for
fiscal year 1992 (file no. 000-06920) filed December 16, 1992.
10.7* Amendment dated December 9, 1992 to Applied Materials, Inc. Supplemental Income Plan dated June 4, 1981 (as amended to December 15, 1988),
incorporated by reference to Applied’s Form 10-K for fiscal year 1993 (file no. 000-06920) filed December 21, 1993.
10.8* Applied Materials, Inc. Executive Deferred Compensation Plan, as amended and restated on April 1, 1995, incorporated by reference to Applied’s
Form 10-Q for the quarter ended April 30, 1995 (file no. 000-06920) filed June 7, 1995.
10.9 Applied Materials, Inc. Medium-Term Notes, Series A Distribution Agreement, dated August 24, 1995, incorporated by reference to Applied’s Form 10-K

for fiscal year 1995 (file no. 000-06920) filed January 12, 1996.
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10.10 Underwriting Agreement between Applied Materials, Inc. and Morgan Stanley & Co. Incorporated dated October 9, 1997, incorporated by reference to
form of Underwriting Agreement between Applied Materials, Inc. and Morgan Stanley & Co. Incorporated previously filed with Applied’s Form S-3
(file no. 033-52471) filed March 1, 1994.
10.11* Amendment No. 1 to the Applied Materials, Inc. Executive Deferred Compensation Plan, incorporated by reference to Applied’s Form 10-Q for the
quarter ended July 26, 1998 (file no. 000-06920) filed September 9, 1998.
10.12* Amendment No. 2 to the Applied Materials, Inc. Executive Deferred Compensation Plan, incorporated by reference to Applied’s Form 10-Q for the
quarter ended July 26, 1998 (file no. 000-06920) filed September 9, 1998.
10.13 Receivables Purchase Agreement dated October 22, 1998, between Applied Materials, Inc. and Deutsche Financial Services Corporation, incorporated by
reference to Applied’s Form 10-K for fiscal year 1998 (file no. 000-06920) filed January 20, 1999.
10.14* Applied Materials, Inc. amended and restated Employees’ Stock Purchase Plan, incorporated by reference to Applied’s Form 10-K for fiscal year 2002
(file no. 000-06920) filed January 23, 2003.
10.15 Amendment dated January 26, 1999 to Receivables Purchase Agreement dated October 22, 1998, between Applied Materials, Inc. and Deutsche
Financial Services Corporation, incorporated by reference to Applied’s Form 10-Q for the quarter ended January 31, 1999 (file no. 000-06920) filed
March 9, 1999.
10.16 Receivables Purchase Agreement dated January 26, 1999, between Applied Materials, Inc. and Deutsche Financial Services (UK) Limited, incorporated
by reference to Applied’s Form 10-Q for the quarter ended January 31, 1999 (file no. 000-06920) filed March 9, 1999.
10.17 Second Amendment dated April 28, 1999 to Receivables Purchase Agreement dated October 22, 1998, between Applied Materials, Inc. and Deutsche
Financial Services Corporation, incorporated by reference to Applied’s Form 10-Q for the quarter ended May 2, 1999 (file no. 000-06920) filed June 15,
1999. (Confidential treatment has been granted for certain portions of the agreement.)
10.18 Amendment dated April 28, 1999 to Receivables Purchase Agreement dated January 26, 1999, between Applied Materials, Inc. and Deutsche Financial
Services Corporation (UK) Limited, incorporated by reference to Applied’s Form 10-Q for the quarter ended May 2, 1999 (file no. 000-06920) filed
June 15, 1999 (Confidential treatment has been granted for certain portions of the agreement.)
10.19* Applied Materials, Inc. Nonqualified Stock Option Agreement related to the 1995 Equity Incentive Plan, incorporated by reference to Applied’s
Form 10-Q for the quarter ended May 2, 1999 (file no. 000-06920) filed June 15, 1999.
10.20 Form of Indemnification Agreement between Applied Materials, Inc. and Non-Employee Directors, dated June 11, 1999, incorporated by reference to
Applied’s Form 10-K for fiscal year 1999 (file no. 333-88777) filed January 31, 2000.
10.21 Form of Indemnification Agreement between Applied Materials, Inc. and James C. Morgan and Dan Maydan, dated June 11, 1999, incorporated by
reference to Applied’s Form 10-K for fiscal year 1999 (file no. 333-88777) filed January 31, 2000.
10.22 Form of Indemnification Agreement between Applied Materials, Inc. and Joseph R. Bronson, Sasson Somekh and David N.K. Wang, dated November 2,
1999, incorporated by reference to Applied’s Form 10-K for fiscal year 1999 (file no. 333-88777) filed January 31, 2000.
10.23 $250,000,000 364-Day Credit Agreement dated March 10, 2000, among Applied Materials, Inc., Citicorp USA, Inc. as Agent, and Bank of America
N.A. as Co-Agent, incorporated by reference to Applied’s Form 10-Q for the quarter ended April 30, 2000 (file no. 002-45028) filed June 8, 2000.
10.24* Applied Materials, Inc. amended and restated Senior Executive Bonus Plan, incorporated by reference to Applied’s Preliminary Proxy Statement (file
no. 000-06920) filed February 4, 2000.
10.25* Form of Applied Materials, Inc. Nonqualified Stock Option Grant Agreement for use under the 1995 Equity Incentive Plan, incorporated by reference to

Applied’s Form 10-Q for the quarter ended April 29, 2001 (file no. 002-45028) filed June 7, 2001.
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10.26* Applied Materials, Inc. amended and restated Employees’ Stock Purchase Plan for Offshore Employees, incorporated by reference to Applied’s S-8 (file
no. 033-63847) filed October 31, 1995.

10.27* Applied Materials, Inc. amended and restated 30th Anniversary Stock Option Plan, incorporated by reference to Applied’s Form 10-K for fiscal year
2002 (file no. 000-06920) filed January 23, 2003.

10.28* Applied Materials, Inc. amended and restated 1998 Non-Executive Employee Retention Stock Option Plan, incorporated by reference to Applied’s
Form 10-K for fiscal year 2002 (file no. 000-06920) filed January 23, 2003.

10.29* Applied Materials, Inc. amended and restated 2000 Global Equity Incentive Plan, incorporated by reference to Applied’s Form 10-K for fiscal year 2002
(file no. 000-06920) filed January 23, 2003.

10.30* Applied Materials, Inc. Profit Sharing Scheme (Ireland), incorporated by reference to Applied’s S-8 (file no. 333-45011) filed January 27, 1998.

10.31* Applied Materials, Inc. Stock Purchase Plan for Offshore Employees, as amended on April 16, 2002, incorporated by reference to Applied’s Form 10-Q
for the quarter ended April 27, 2003 (file no. 000-06920) filed June 11, 2003.

10.32* Term Sheet for employment of Michael R. Splinter, incorporated by reference to Applied’s Form 10-Q for the quarter ended April 27, 2003 (file no. 000-
06920) filed June 11, 2003.

10.33* Restricted Stock Agreement for Michael R. Splinter, incorporated by reference to Applied’s Form 10-Q for the quarter ended April 27, 2003 (file
no. 000-06920) filed June 11, 2003.

10.34 Program for Accounts Receivable Transfer Agreement dated April 9, 2003 between Applied Materials, Inc. and Bank of America, N.A., incorporated by
reference to Applied’s Form 10-Q for the quarter ended April 27, 2003 (file no. 000-06920) filed June 11, 2003. (Confidential treatment has been granted
for the redacted portion of the agreement.)

10.35 $250,000,000 364-Day Credit Agreement dated September 19, 2003, among Applied Materials, Inc., and Citigroup Global Markets Inc., Keybank
National Association, BNP Paribas, Mizuho Corporate Bank, Ltd. and Citicorp USA, Inc. (Confidential treatment has been requested for redacted
portions of the agreement.)

10.36 $250,000,000 Three-Year Credit Agreement dated as of September 19, 2003 among Applied Materials, Inc. and Citigroup Global Markets Inc., Keybank
National Association, BNP Paribas, Mizuho Corporate Bank, Ltd. and Citicorp USA, Inc. (Confidential treatment has been requested for redacted
portions of the agreement.)

10.37* Applied Materials, Inc. amended and restated 1995 Equity Incentive Plan.
12 Ratio of Earnings to Fixed Charges.
21 Subsidiaries of Applied Materials, Inc.
23 Consent of Independent Auditors.
24 Power of Attorney.
31.1 Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
32.2 Certification Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

* Indicates a management contract or compensatory plan or arrangement, as required by Item 15(a)3.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto
duly authorized.

APPLIED MATERIALS, INC.

By: /s/ MICHAEL R. SPLINTER

Michael R. Splinter
President and Chief Executive Officer

Dated: January 13, 2004

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the registrant and in the capacities and on the
dates indicated.

Title Date

/s/ MICHAEL R. SPLINTER President, Chief Executive Officer and Director January 13, 2004
(Principal Executive Officer)

Michael R. Splinter

/s/ JOSEPH R. BRONSON Executive Vice President and Chief Financial Officer January 13, 2004
(Principal Financial Officer)

Joseph R. Bronson

/s/ NANCY H. HANDEL Group Vice President, Deputy Chief Financial Officer and Corporate Controller January 13, 2004
(Principal Accounting Officer)

Nancy H. Handel
Directors:

* Chairman of the Board January 13, 2004

James C. Morgan

* Director January 13, 2004

Michael H. Armacost

* Director January 13, 2004

Deborah A. Coleman

* Director January 13, 2004

Herbert M. Dwight, Jr.

* Director January 13, 2004

Philip V. Gerdine

* Director January 13, 2004
Paul R. Low

* Director January 13, 2004
Dan Maydan

* Director January 13, 2004

Steven L. Miller

* Director January 13, 2004

Gerhard H. Parker
Representing a majority of the members of the Board of Directors.

*By /s/ MICHAEL R. SPLINTER

Michael R. Splinter,

Attorney-in-Fact **

** By authority of the power of attorney filed herewith.
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SCHEDULE II
VALUATION AND QUALIFYING ACCOUNTS
ALLOWANCE FOR DOUBTFUL ACCOUNTS

(Dollars in thousands)

Balance at Additions - Balance at

Fiscal Year Beginning of Year Charged to Income Deductions End of Year
2001 $1,825 $1,956 $(1,081) $2,700
2002 $2,700 $ — $ (625) $2,075
2003 $2,075 $ — $ (228) $1,847
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EXHIBIT 10.35
EXECUTION COPY
U.S. $250,000,000
364-DAY CREDIT AGREEMENT
Dated as of September 19, 2003
Among

APPLIED MATERIALS, INC.
as Borrower

and
THE INITIAL LENDERS NAMED HEREIN
as Initial Lenders
and

CITICORP GLOBAL MARKETS INC. and
KEY BANK NATIONAL ASSOCIATION

as Joint Arrangers
and
KEY BANK NATIONAL ASSOCIATION
as Syndication Agent
and

BNP PARIBAS and
MIZUHO CORPORATE BANK, LTD.

as Co-Documentation Agents
and
CITICORP USA, INC.

as Administrative Agent



TABLE OF CONTENTS

ARTICLE I DEFINITIONS AND ACCOUNTING TERMS. .. .ottt ittt ea s

SECTION 1.01 Certain Defined TermS. ...ttt ittt sttt sttt s et enas

SECTION 1.02 Computation of Time PeriodsS. ... ...ttt enns

SECTION 1.03 ACCOUNEING T MS . vt vttt vttt ettt s e sttt sttt

ARTICLE II AMOUNTS AND TERMS OF THE ADVANCES. ... ..ttt ittt st it

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

2.

2.

2.

01

.02

.03

.04

.05

.06

.07

.08

.09

.10

.11

.12

.13

.14

.15

16

17

The Revolving Credit AdVaAnCEeS. . ...ttt etea s

Making the Revolving Credit AdvanCes...........c.iiiiiiiiiiinii i iineanns

Repayment of Revolving Credit Advances..............c.iiiiiiiiiiiiininneans
Interest on Revolving Credit AdVanCeS........ .ottt
Interest Rate Determination. . ... ...ttt e
Optional Conversion of Revolving Credit AdvanCes.............iiuiinrnnrnnnnnn
Optional Prepayments of Revolving Credit Advances.............iviiininnnnnnns
INCreased COSES . vttt ettt e e s
000 =T - 5

Payments and Computations. .. ...t s

Sharing of Payments, EtC. . ...ttt st et
Evidence Of Debt. . ...t i et e s
USE OF PrOCEEOS. .o ittt it ittt ettt ettt sttt st s

Increase in the Aggregate Commitments. ........uuiiiniininnnnnniiineeeneenn

2.18 Extension of Termination Date. ... ... ... uiuiin ittt

ARTICLE III CONDITIONS TO EFFECTIVENESS AND LENDING. ... ...ttt ittt

13

13

13

13

14

15

15

15

15

16

17

18

18

19

19

20

22

22

22

23

24

26



SECTION 3.01 Conditions Precedent to Effectiveness of Section 2.01............cciiiuiirrnn.

SECTION 3.02 Conditions Precedent to Each Revolving Credit Borrowing, Increase Date
Extension Date and Term Loan ELeCtion. . ... ...ttt iiinn ittt

SECTION 3.03 Determinations Under Section 3.0L. ... .. ...ttt

ARTICLE IV REPRESENTATIONS AND WARRANTIES. . ...ttt ittt

SECTION 4.01 Representations and Warranties of the Borrower............couiiiiiiennnnnnnnann

ARTICLE V COVENANTS OF THE BORROWER.

SECTION 5.01 Affirmative COVENANtT S . . v v ittt ittt ittt et ettt eens

SECTION 5.02 Negative COVENANTS. .. i vttt ittt sttt s sttt i et et e et enns

SECTION 5.03 Financial COVeNaNTS. .. v v v vt it iinn sttt ettt ea s e

ARTICLE VI EVENTS OF DEFAULT........

SECTION 6.01 Events of Default. .. ... ...t ittt ettt st aas

ARTICLE VII THE ADMINISTRATIVE AGENT

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

7.01 Authorization and ACTIiON. . ...ttt i s st e s

7.02 Administrative

Agent's Reliance, EfC........ ittt

7.03 Citicorp and Affiliates. ... ...t i it it i e

7.04 Lender Credit DeCISION. . i vttt ittt ittt s ettt ettt st s

7.05 Indemnification. . ...ttt e e

7.06 SUCCESSOIr AQENt. .. it i s st s s e s

7.07 Other Agents..

ARTICLE VIII MISCELLANEOUS..........

SECTION

SECTION

SECTION

SECTION

SECTION

SECTION

8.01 Amendment S, EfC. ...ttt e e e

8.02 Notices, Etc..

8.03 NO Wadver; RemMEedieS. . .u vttt ittt ettt i

8.04 COSES ANA EXPENSES .t vttt ittt sttt e s ettt as sttt e

8.05 Right Of Set-0ff . . . ittt it e e e s

8.06 Binding Effect

ii

26

27

27

28

28

30

30

34

37

37

37

39

39

39

40

40

40

41

41

41

41

42

42

43

a4

44



SECTION 8.07 Assignments and Participations............ ...
SECTION 8.08 Confidentiality . ...ttt ittt sttt ettt e et nas
SECTION 8.09 GOVEINING LAW. ¢ vttt vttt ettt vt nan s et a st sttt a s e
SECTION 8.10 Execution in CoUNterparts. ...ttt ittt e
SECTION 8.11 Jurisdiction, EfC. .. ...ttt ittt ittt it e it et

SECTION 8.12 Waiver of Jury Trial........c.oiiuuiiii ittt ittt i s

Schedules

Schedule 5.01(a) - Existing Liens

Schedule 5.02(a)(xii) - Special Unencumbered Property

Exhibits

Exhibit A - Form of Revolving Credit Promissory Note

Exhibit B - Form of Notice of Revolving Credit Borrowing

Exhibit C - Form of Assignment and Acceptance

Exhibit D - Form of Opinion of Vice President, Legal Affairs of the Borrower
Exhibit E Form of Opinion of Orrick, Herrington & Sutcliffe, LLP

iii



364-DAY CREDIT AGREEMENT
Dated as of September 19, 2003

APPLIED MATERIALS, INC., a Delaware corporation (the
"Borrower"), the banks, financial institutions and other institutional lenders
(the "Initial Lenders") listed on the signature pages hereof, CITIGROUP GLOBAL
MARKETS INC. ("CGMI") and KEYBANK NATIONAL ASSOCIATION ("KeyBank"), as joint
arrangers (the "Joint Arrangers"), KeyBank, as syndication agent (the
"Syndication Agent"), BNP PARIBAS and MIZUHO CORPORATE BANK, LTD. as
co-documentation agents (the "Co-Documentation Agents") and CITICORP USA, INC.
("Citicorp"), as administrative agent (the "Administrative Agent" and, together
with the Syndication Agent, the "Agents") for the Lenders (as hereinafter
defined), agree as follows:

ARTICLE I
DEFINITIONS AND ACCOUNTING TERMS
SECTION 1.01 Certain Defined Terms.

As used in this Agreement, the following terms shall have the
following meanings (such meanings to be equally applicable to both the singular
and plural forms of the terms defined):

"Adjusted CD Rate" means, for any Interest Period for each
Adjusted CD Rate Advance comprising part of the same Revolving Credit Borrowing,
an interest rate per annum equal to the sum of:

(a) the rate per annum obtained by dividing (i) the rate
of interest determined by the Administrative Agent to be the average (rounded
upward to the nearest whole multiple of 1/100 of 1% per annum, if such average
is not such a multiple) of the consensus - bid rate determined by each of the
Reference Banks for the bid rates per annum, at 9:00 A.M. (New York City time)
(or as soon thereafter as practicable) two Business Days before the first day of
such Interest Period, of New York certificate of deposit dealers of recognized
standing selected by such Reference Bank for the purchase at face value of
certificates of deposit of such Reference Bank in an amount substantially equal
to such Reference Bank's Adjusted CD Rate Advance comprising part of such
Revolving Credit Borrowing (except that, in the case of Citibank as a Reference
Bank, such determination shall be made with respect to an amount substantially
equal to Citicorp's Adjusted CD Rate Advance comprising part of such Revolving
Credit Borrowing) and with a maturity equal to such Interest Period, by (ii) a
percentage equal to 100% minus the Adjusted CD Rate Reserve Percentage (as
defined below) for such Interest Period, plus

(b) the Assessment Rate (as defined below) for such
Interest Period.

The "Adjusted CD Rate Reserve Percentage" for any Interest
Period for each Adjusted CD Rate Advance comprising part of the same Revolving
Credit Borrowing means the reserve percentage applicable on the first day of
such Interest Period under regulations issued from time to time by the Board of
Governors of the Federal Reserve System (or any successor) for determining the
maximum reserve requirement (including, but not limited to, any emergency,
supplemental or other marginal reserve requirement) for a member bank of the
Federal Reserve System in New York City with deposits exceeding $5 billion with
respect to liabilities consisting of or including (among other liabilities) U.S.
dollar nonpersonal time deposits in the United States with a maturity equal to
such Interest Period and in an amount of $100,000. The "Assessment Rate" for any
Interest Period for each Adjusted CD Rate
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Advance comprising part of the same Revolving Credit Borrowing means the annual
assessment rate estimated by the Administrative Agent on the first day of such
Interest Period for determining the then current annual assessment payable by
Citibank to the Federal Deposit Insurance Corporation (or any successor) for
insuring U.S. dollar deposits of Citibank in the United States. The Adjusted CD
Rate for any Interest Period for each Adjusted CD Rate Advance comprising part
of the same Revolving Credit Borrowing shall be determined by the Administrative
Agent on the basis of applicable rates furnished to and received by the
Administrative Agent from the Reference Banks two Business Days before the first
day of such Interest Period, subject, however, to the provisions of Section
2.07.

"Adjusted CD Rate Advance" means a Revolving Credit Advance
that bears interest as provided in Section 2.06(a)(iii).

"Affiliate" means, as to any Person, other than in respect of
the Borrower or any of its direct or indirect Subsidiaries, any other Person
that, directly or indirectly, controls, is controlled by or is under common
control with such Person. For purposes of this definition, the term "control"
(including the terms "controlling", "controlled by" and "under common control
with") of a Person means the possession, direct or indirect, of the power to
vote, for purposes of Section 5.02(g) 10%, and for all other purposes 5%, or
more of the Voting Stock of such Person or to direct or cause the direction of
the management and policies of such Person, whether through the ownership of
Voting Stock, by contract or otherwise.

"Administrative Agent's Account" means the account of the
Administrative Agent maintained by the Administrative Agent at Citibank at its
office at 399 Park Avenue, New York, New York 10043, Account No. 36852248,
Attention: Savas Divanlioglu.

"Applicable Lending Office" means, with respect to each
Lender, such Lender's Domestic Lending Office in the case of a Base Rate
Advance, such Lender's Eurodollar Lending Office in the case of a Eurodollar
Rate Advance and such Lender's CD Lending Office in the case of an Adjusted CD
Rate Advance.

"Applicable Margin" means, as of any date, a percentage per
annum determined by reference to the Public Debt Rating in effect on such date
as set forth below, provided, however that if the Borrower exercises the Term
Loan Election as set forth in Section 2.05, each of the percentages set forth
below will increase by 0.20% from and after the Term Loan Conversion Date:

Applicable Margin for

Public Debt Rating Applicable Margin for EurodollarRate Applicable Margin for
S&P/Moody's Base Rate Advances Advances Adjusted CD Rate Advances
Level 1
A+/A1 or above FEx FEX FEX
Level 2
A/AZ * % % * k% * % %
Level 3
A_/A3 * k% * % % * % %
Level 4
BBB+/Baa1 * %k * % % * % %
Level 5
Lower than Level 4 or
unrated * %k * k% * k%

*** Certain information on this page has been omitted and filed separately with
the Securities and Exchange Commission. Confidential treatment has been
requested with respect to the omitted portions.
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"Applicable Percentage" means, as of any date, a percentage per
annum determined by reference to the Public Debt Rating in effect on such date
as set forth below:

Public Debt Rating

S&P/Moody's Applicable Percentage
Level 1
A+/A1 or above rEx
Level 2
A/A2 *xx
Level 3
A-/A3 el
Level 4
BBB+/Baal i
Level 5

Lower than Level 4 or
unrated il

"Applicable Utilization Fee" means (a) as of any date prior to
the Term Loan Conversion Date when the aggregate Revolving Credit Advances are
equal to or less than 33% of the aggregate Commitments, a percentage per annum
equal to 0%, and (b) as of any date prior to the Term Loan Conversion Date when
the aggregate Revolving Credit Advances exceed 33% of the aggregate Commitments,
and as of any date on and after the Term Loan Conversion Date, a percentage per
annum equal to 0.125%.

"Assignment and Acceptance" means an assignment and acceptance
entered into by a Lender and an Eligible Assignee, and accepted by the
Administrative Agent, in substantially the form of Exhibit C hereto.

"Assuming Lender" has the meaning specified in Section
2.17(d).

"Assumption Agreement" has the meaning specified in Section
2.17(d)(ii).

"Base Rate" means a fluctuating interest rate per annum in
effect from time to time, which rate per annum shall at all times be equal to
the highest of:

(a) the rate of interest announced publicly by Citibank
in New York, New York, from time to time, as Citibank's base rate;

(b) the sum (adjusted to the nearest 1/4 of 1% or, if
there is no nearest 1/4 of 1%, to the next higher 1/4 of 1%) of (i) 1/2 of 1%
per annum, plus (ii) the rate obtained by dividing (A) the latest three-week
moving average of secondary market morning offering rates in the United States
for three-month certificates of deposit of major United States money market
banks, such three-week moving average (adjusted to the basis of a year of 360
days) being determined weekly on each Monday (or, if such day is not a Business
Day, on the next succeeding Business Day) for the three-week period ending on
the previous Friday by Citibank on the basis of such rates reported by
certificate of deposit dealers to and published by the Federal Reserve Bank of
New York or, if such publication shall be suspended or terminated, on the basis
of quotations for such rates received by Citibank from three New York
certificate of deposit dealers of recognized standing selected by Citibank, by
(B) a percentage equal to 100% minus

*** Certain information on this page has been omitted and filed separately with
the Securities and Exchange Commission. Confidential treatment has been
requested with respect to the omitted portions.
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the average of the daily percentages specified during such three-week period by
the Board of Governors of the Federal Reserve System (or any successor) for
determining the maximum reserve requirement (including, but not limited to, any
emergency, supplemental or other marginal reserve requirement) for Citibank with
respect to liabilities consisting of or including (among other liabilities)
three-month U.S. dollar non-personal time deposits in the United States, plus
(iii) the average during such three-week period of the annual assessment rates
estimated by Citibank for determining the then current annual assessment payable
by Citibank to the Federal Deposit Insurance Corporation (or any successor) for
insuring U.S. dollar deposits of Citibank in the United States; and

(c) 1/2 of one percent per annum above the Federal Funds
Rate.

"Base Rate Advance" means a Revolving Credit Advance that
bears interest as provided in Section 2.06(a)(1).

"Benefit Arrangement" means at any time an employee benefit
plan within the meaning of Section 3(3) of ERISA which is not a Plan or a
Multiemployer Plan and which is maintained or otherwise contributed to by any
member of the ERISA Group.

"Business Day" means a day of the year on which banks are not
required or authorized by law to close in New York City and, if the applicable
Business Day relates to any Eurodollar Rate Advances, on which dealings are
carried on in the London interbank market.

"Capitalized Lease" means any lease the obligation for rentals
with respect to which is required to be capitalized on a Consolidated balance
sheet of the lessee and its Subsidiaries in accordance with GAAP.

"Capitalized Rentals" of any Person means at any date the
amount at which the aggregate rentals due and to become due under all
Capitalized Leases under which such Person is a lessee would be reflected as a
liability on a Consolidated balance sheet of such Person.

"Cash Equivalents" means any cash or short term investments
set forth in the Borrower's investment policy as of the date hereof, or any
other short term investments of materially no less quality as set forth in such
investment policy from time to time.

"CD Lending Office" means, with respect to any Lender, the
office of such Lender specified as its "CD Lending Office" opposite its name on
Schedule I hereto or in the Assumption Agreement or the Assignment and
Acceptance pursuant to which it became a Lender, or such other office of such
Lender as such Lender may from time to time specify to the Borrower and the
Administrative Agent.

"Citibank" means Citibank, N.A.

"Closing Date" means September 19, 2003 or such other date as
may be agreed upon by the Borrower and the Administrative Agent.

"Commitment" means as to any Lender (a) the amount set forth
opposite such Lender's name on the signature pages hereof, (b) if such Lender
has become a Lender hereunder pursuant to an Assumption Agreement, the amount
set forth in such Assumption Agreement or (b) if such Lender has entered into
any Assignment and Acceptance, the amount set forth for such Lender in the
Register maintained by the Administrative Agent pursuant to Section 8.07(d), as
such amount may be reduced pursuant to Section 2.04 or increased pursuant to
Section 2.17.



"Commitment Date" has the meaning specified in Section

2.17(b).

"Commitment Increase" has the meaning specified in Section
2.17(a).

"Consenting Lender" has the meaning specified in Section
2.18(b).

"Consolidated" refers to the consolidation of accounts in
accordance with GAAP.

"Consolidated Debt" means all Debt of the Borrower and its
Subsidiaries, determined in accordance with GAAP on a consolidated basis after
eliminating intercompany items.

"Consolidated Net Income" for any period means the net income
of the Borrower and its Subsidiaries for such period, determined in accordance
with GAAP on a consolidated basis after eliminating earnings or losses
attributable to outstanding Minority Interests.

"Consolidated Net Tangible Assets" means, at any date, the
total amount of all Tangible Assets of the Borrower and its Subsidiaries after
deducting therefrom all liabilities which in accordance with GAAP would be
included on their consolidated balance sheet, except Consolidated Debt.

"Consolidated Tangible Net Worth" means, at any date, total
stockholders' equity as indicated in the most recent quarterly or annual
consolidated financial statements of the Borrower and its Subsidiaries less
Intangible Assets.

"Consolidated Total Assets" means, at any date, the total
assets of the Borrower and its Subsidiaries on a consolidated basis determined
in accordance with GAAP.

"Convert", "Conversion" and "Converted" each refers to a
conversion of Revolving Credit Advances of one Type into Revolving Credit
Advances of the other Type pursuant to Section 2.07 or 2.08.

"Debt" of any Person means, without duplication, (a) all
Indebtedness of such Person for borrowed money, (b) all obligations of such
Person for the deferred and unpaid purchase price of property or services (other
than trade payables and accrued expenses incurred in the ordinary course of such
Person's business), (c) all Indebtedness of such Person evidenced by notes,
bonds, debentures or other similar evidences of indebtedness, (d) all
obligations of such Person created or arising under any conditional sale or
other title retention agreement with respect to property acquired by such Person
(even though the rights and remedies of the seller or lender under such
agreement in the event of default are limited to repossession or sale of such
property) including, without limitation, obligations secured by Liens arising
from the sale or transfer of notes or accounts receivable; provided that Debt
shall not include any sale or transfer of notes or accounts receivable whether
or not precautionary Liens are filed or recorded in connection with such sale or
transfer of such notes or accounts receivable, if and only if such sale or
transfer (A) is accounted for as true sale under GAAP and (B) pursuant to which
there is no recourse (other than recourse for breach of customary
representations and warranties or in connection with any such sales or
transfers) to the seller of such notes or accounts receivable (as evidenced by
there being no accounting reserve taken or required to be taken, which in the
event a reserve is taken, the amount of Debt shall be deemed to be the amount of
such reserve), and provided, further, that all trade payables and accrued
expenses constituting current liabilities shall be excluded, (e) all Capitalized
Rentals, (f) reimbursement obligations of such Person in respect of credit
enhancement instruments, which reimbursement obligations are then due and
payable by such Person, (g) all Debt of others referred to in clauses (a)
through (f) above or clause (h) below guaranteed directly or indirectly in any
manner by such Person, or in effect guaranteed directly or indirectly by such
Person through an agreement (1) to pay



or purchase such Debt or to advance or supply funds for the payment or purchase
of such Debt, (2) to purchase, sell or lease (as lessee or lessor) property, or
to purchase or sell services, primarily for the purpose of enabling the debtor
to make payment of such Debt or to assure the holder of such Debt against loss,
(3) to supply funds to or in any other manner invest in the debtor (including
any agreement to pay for property or services irrespective of whether such
property is received or such services are rendered) or (4) otherwise to assure a
creditor against loss, and (h) all Debt referred to in clauses (a) through (g)
above secured by (or for which the holder of such Debt has an existing right,
contingent or otherwise, to be secured by) any Lien on property (including,
without limitation, accounts and contract rights) owned by such Person, even
though such Person has not assumed or become liable for the payment of such
Debt, including, without limitation, obligations secured by Liens arising from
the sale or transfer of notes, accounts receivable or other assets; provided,
however, that obligations of such Person secured by Liens on notes, accounts
receivable or other assets sold or transferred in a transaction which is
accounted for as a true sale under GAAP shall not be Debt under this definition.

The Borrower's obligations under operating leases and Off-Balance Sheet Leases
shall be excluded from this definition of Debt; provided that (A) no such
exclusion shall be made if and to the extent that GAAP would require such
obligations to be classified as debt for borrowed money and (B) in any event the
term "Debt" shall include the Excess Lease Financed Amount (if any).

"Default" means any Event of Default or any event that would
constitute an Event of Default but for the requirement that notice be given or
time elapse or both.

"Domestic Lending Office" means, with respect to any Lender,
the office of such Lender specified as its "Domestic Lending Office" opposite
its name on Schedule I hereto or in the Assumption Agreement or the Assignment
and Acceptance pursuant to which it became a Lender, or such other office of
such Lender as such Lender may from time to time specify to the Borrower and the
Administrative Agent.

"Effective Date" has the meaning specified in Section 3.01.

"Eligible Assignee" means (i) a Lender; (ii) an Affiliate of a
Lender; and (iii) any other Person that has a rating for any class of non-credit
enhanced long-term senior unsecured debt of not lower than A by S&P or A3 by
Moody's approved by the Administrative Agent and, unless an Event of Default has
occurred and is continuing at the time any assignment is effected in accordance
with Section 8.07, the Borrower, such approval not to be unreasonably withheld
or delayed; provided, however, that neither the Borrower nor an Affiliate of the
Borrower shall qualify as an Eligible Assignee.

"Environmental Action" means any action, suit, demand, demand
letter, claim, notice of non-compliance or violation, notice of liability or
potential liability, investigation, proceeding, consent order or consent
agreement relating in any way to any Environmental Law, Environmental Permit or
Hazardous Substances or arising from alleged injury or threat of injury to
health, safety or the environment, including, without limitation, (a) by any
governmental or regulatory authority for enforcement, cleanup, removal,
response, remedial or other actions or damages and (b) by any governmental or
regulatory authority or any third party for damages, contribution,
indemnification, cost recovery, compensation or injunctive relief.

"Environmental Laws" means any and all federal, state, local
and foreign statutes, laws, regulations, ordinances, rules, judgments, orders,
decrees, injunctions and other governmental restrictions relating to the
environment or the effect of the environment on human health or to emissions,
discharges or releases of pollutants, contaminants, Hazardous Substances or
wastes into the environment including, without limitation, ambient air, surface
water, ground water or land, or otherwise relating to the
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manufacture, processing, distribution, use, treatment, storage, disposal,
transport or handling of pollutants, contaminants, Hazardous Substances or
wastes or the clean-up or other remediation thereof.

"Environmental Permit" means any permit, approval,
identification number, license or other authorization required under any
Environmental Law.

"Equity Affiliate" means any Person in which the Borrower or
any of its Subsidiaries holds an equity investment that is accounted for under
the equity method.

"ERISA" means the Employee Retirement Income Security Act of
1974, as amended, or any successor statute.

"ERISA Affiliate" means any member of the ERISA Group.

"ERISA Group" means the Borrower, any Subsidiary and all
members of a controlled group of corporations and all trades or businesses
(whether or not incorporated) under common control which, together with the
Borrower or any Subsidiary, are treated as a single employer under Section 414
of the Internal Revenue Code.

"Eurocurrency Liabilities" has the meaning assigned to that
term in Regulation D of the Board of Governors of the Federal Reserve System, as
in effect from time to time.

"Eurodollar Lending Office" means, with respect to any Lender,
the office of such Lender specified as its "Eurodollar Lending Office" opposite
its name on Schedule I hereto or in the Assumption Agreement or the Assignment
and Acceptance pursuant to which it became a Lender (or, if no such office is
specified, its Domestic Lending Office), or such other office of such Lender as
such Lender may from time to time specify to the Borrower and the Administrative
Agent.

"Eurodollar Rate" means, for any Interest Period for each
Eurodollar Rate Advance comprising part of the same Revolving Credit Borrowing,
an interest rate per annum equal to the rate per annum obtained by dividing (a)
the rate per annum (rounded upward to the nearest whole multiple of 1/16 of 1%
per annum) appearing on Dow Jones Markets Telerate Page 3750 (or any successor
page) as the London interbank offered rate for deposits in U.S. dollars at
approximately 11:00 A.M. (London time) two Business Days prior to the first day
of such Interest Period for a term comparable to such Interest Period or, if for
any reason such rate is not available, the average (rounded upward to the
nearest whole multiple of 1/16 of 1% per annum, if such average is not such a
multiple) of the rate per annum at which deposits in U.S. dollars are offered by
the principal office of each of the Reference Banks in London, England to prime
banks in the London interbank market at 11:00 A.M. (London time) two Business
Days before the first day of such Interest Period in an amount substantially
equal to such Reference Bank's Eurodollar Rate Advance comprising part of such
Revolving Credit Borrowing to be outstanding during such Interest Period (except
that, in the case of Citibank as a Reference Bank, such determination shall be
made with respect to an amount substantially equal to Citicorp's Eurodollar Rate
Advance comprising part of such Revolving Credit Borrowing) and for a period
equal to such Interest Period by (b) a percentage equal to 100% minus the
Eurodollar Rate Reserve Percentage for such Interest Period. If the Dow Jones
Markets Telerate Page 3759 (or any successor page) is unavailable, the
Eurodollar Rate for any Interest Period for each Eurodollar Rate Advance
comprising part of the same Revolving Credit Borrowing shall be determined by
the Administrative Agent on the basis of applicable rates furnished to and
received by the Administrative Agent from the Reference Banks two Business Days
before the first day of such Interest Period, subject, however, to the
provisions of Section 2.07.



"Eurodollar Rate Advance" means a Revolving Credit Advance
that bears interest as provided in Section 2.06(a)(ii).

"Eurodollar Rate Reserve Percentage" for any Interest Period
for all Eurodollar Rate Advances comprising part of the same Borrowing means the
reserve percentage applicable two Business Days before the first day of such
Interest Period under regulations issued from time to time by the Board of
Governors of the Federal Reserve System (or any successor) for determining the
maximum reserve requirement (including, without limitation, any emergency,
supplemental or other marginal reserve requirement) for a member bank of the
Federal Reserve System in New York City with respect to liabilities or assets
consisting of or including Eurocurrency Liabilities (or with respect to any
other category of liabilities that includes deposits by reference to which the
interest rate on Eurodollar Rate Advances is determined) having a term equal to
such Interest Period.

"Events of Default" has the meaning specified in Section 6.01.

"Excess Lease Financed Amount" means the amount (if any) by
which the Lease Financed Amount exceeds (a) $300,000,000 at any time when the
Borrower's Public Debt Rating is lower than BBB+ by S&P or Baal by Moody's or
(b) $600,000,000 at any time when the Borrower's Public Debt rating is at least
BBB+ by S&P or Baal by Moody's.

"Extension Date" has the meaning specified in Section 2.18(b).

"Federal Funds Rate" means, for any period, a fluctuating
interest rate per annum equal for each day during such period to the weighted
average of the rates on overnight Federal funds transactions with members of the
Federal Reserve System arranged by Federal funds brokers, as published for such
day (or, if such day is not a Business Day, for the next preceding Business Day)
by the Federal Reserve Bank of New York, or, if such rate is not so published
for any day that is a Business Day, the average of the quotations for such day
on such transactions received by the Administrative Agent from three Federal
funds brokers of recognized standing selected by it.

"Funded Debt" means, with respect to any Person for such
Person and its Subsidiaries, determined on a consolidated basis in accordance
with GAAP, at the time of determination, the sum of the outstanding principal
amount of all Debt which would be reflected as liabilities on the balance sheet
of such Person, other than the following items which shall not be included in
Funded Debt: (a) Debt or other obligations of others guaranteed by such Person
and its Subsidiaries; (b) all reimbursement obligations (whether contingent or
otherwise) in respect of the undrawn portion of letters of credit, bankers'
acceptances, surety or other bonds, and similar instruments (including, without
limitation, those outstanding with respect to letters of credit); and (c) all
liabilities in respect of unfunded vested benefits under any Plan.

"GAAP" means at any time generally accepted accounting
principles as then in effect, applied on a basis consistent (except for changes
concurred in by the Borrower's independent public accountants) with the most
recent audited consolidated financial statements of the Borrower and its
Subsidiaries delivered to the Lenders; provided that, if the Borrower notifies
the Administrative Agent that the Borrower wishes to amend any covenant in
Article V or any definition of a term used in any such covenant to eliminate the
effect of any change in generally accepted accounting principles on the
operation of such covenant (or if the Administrative Agent notifies the Borrower
that the Required Lenders wish to amend any such covenant or definition for such
purpose), then, for purposes of such covenant or definition only, "GAAP" shall
mean GAAP as in effect immediately before the relevant change in generally
accepted accounting principles became effective, until either such notice is
withdrawn



or such covenant or definition is amended in a manner satisfactory to the
Borrower and the Required Lenders.

"Hazardous Substances" means any substance or waste defined as
"toxic" or "hazardous" under any Environmental Laws, including, without
limitation, petroleum, its derivatives, by-products and other hydrocarbons.

"Hedge Agreements" means interest rate swap, cap or collar
agreements, interest rate future or option contracts, currency swap agreements,
currency future or option contracts and other similar agreements.

"Increase Date" has the meaning specified in Section 2.17(a).

"Increasing Lender" has the meaning specified in Section
2.17(b).

"Indebtedness" of any Person means and includes all
obligations of such Person which in accordance with GAAP should be classified
upon a balance sheet of such Person as liabilities of such Person.

"Intangible Assets" means at any date the total amount of all
assets of the Borrower and its Subsidiaries that are properly classified as
"intangible assets" in accordance with GAAP and, in any event, shall include,
without limitation, goodwill, patents, trade names, trademarks, copyrights,
franchises, experimental expense, organization expense, unamortized debt
discount and expense, and deferred charges other than prepaid insurance, prepaid
leases and prepaid taxes and current deferred taxes which are classified on the
balance sheet of the Borrower and its Subsidiaries as a current asset in
accordance with GAAP and in which classification the Borrower's independent
public accountants concur; provided that the foregoing Intangible Assets shall
be deemed to be in an amount equal to zero at all times during which such
Intangible Assets, in the aggregate, are less than 2% of stockholders' equity of
the Borrower.

"Interest Period" means, for each Eurodollar Rate Advance or
Adjusted CD Rate Advance comprising part of the same Revolving Credit Borrowing,
the period commencing on the date of such Revolving Credit Advance or the date
of the Conversion of any Revolving Credit Advance into such an Revolving Credit
Advance and ending on the last day of the period selected by the Borrower
pursuant to the provisions below and, thereafter, with respect to Eurodollar
Rate Advances or Adjusted CD Rate Advances, each subsequent period commencing on
the last day of the immediately preceding Interest Period and ending on the last
day of the period selected by the Borrower pursuant to the provisions below. The
duration of each such Interest Period shall be one, two, three or six months in
the case of a Eurodollar Rate Advance, and 30, 60, 90, 120 or 180 days in the
case of an Adjusted CD Rate Advance, in each case, as the Borrower may, upon
notice received by the Administrative Agent not later than 11:00 A.M. (New York
City time) on the third Business Day prior to the first day of such Interest
Period, select; provided, however, that:

(1) the Borrower may not select any Interest Period that
ends after the Termination Date or, if the Revolving Credit Advances
have been converted to the Term Loan pursuant to Section 2.05 prior to
such selection, that ends after the Maturity Date;

(ii) Interest Periods commencing on the same date for
Eurodollar Rate Advances or Adjusted CD Rate Advances comprising part
of the same Revolving Credit Borrowing shall be of the same duration;
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(iii) whenever the last day of any Interest Period would
otherwise occur on a day other than a Business Day, the last day of
such Interest Period shall be extended to occur on the next succeeding
Business Day, provided, however, in the case of an Interest Period for
a Eurodollar Rate Advance that, if such extension would cause the last
day of such Interest Period to occur in the next following calendar
month, the last day of such Interest Period shall occur on the next
preceding Business Day; and

(iv) in the case of an Interest Period for a Eurodollar
Rate Advance, whenever the first day of any Interest Period occurs on a
day of an initial calendar month for which there is no numerically
corresponding day in the calendar month that succeeds such initial
calendar month by the number of months equal to the number of months in
such Interest Period, such Interest Period shall end on the last
Business Day of such succeeding calendar month.

"Internal Revenue Code" means the Internal Revenue Code of
1986, as amended from time to time, and the regulations promulgated and rulings
issued thereunder.

"Lease Financed Amount" means, with respect to Off-Balance
Sheet Leases, (a) in the case of the Existing Off-Balance Sheet Lease, the sum
of the aggregate outstanding principal amount of the Loans (as defined therein)
and the outstanding Investment Amounts (as defined therein) or (b) in the case
of any other Off-Balance Sheet Lease, the sum of the comparable amounts as
defined therein.

"Lenders" means the Initial Lenders, each Assuming Lender that
shall become a party hereto pursuant to Section 2.17 or 2.18 and each Person
that shall become a party hereto pursuant to Section 8.07.

"Lien" means any lien, security interest or other charge or
encumbrance of any kind, or any other type of preferential arrangement,
including, without limitation, the lien or retained security title of a
conditional vendor and any easement, right of way or other encumbrance on title
to real property.

Off Balance Sheet Leases and the arrangements set forth therein shall be
excluded from this definition; provided that:

(a) if any portion of the Lease Financed Amount is
included in Debt under the last sentence of the definition of Debt, then for
purposes of Section 5.02(e), Off-Balance Sheet Leases and the arrangements set
forth therein shall be deemed to create a Lien securing the Excess Lease
Financed Amount; and

(b) if Off-Balance Sheet Leases and the arrangements set
forth therein create a lien on any property or assets other than (i) the
property and assets leased pursuant to Off-Balance Sheet Leases, (ii) rights of
the Borrower as sublessor of any portion of such property and assets and (iii)
Permitted Lease Collateral, such lien shall not be excluded from this
definition.

"Margin Stock" means "margin stock" as such term is defined in
Regulation U.

"Material Adverse Effect" means any material adverse change in
the business, condition (financial or otherwise) or operations of the Borrower
or the Borrower and its Subsidiaries taken as a whole.

"Material Debt" means Debt (other than the Notes) of the
Borrower and/or one or more of its Subsidiaries, arising in one or more related
or unrelated transactions, in an aggregate principal or face amount exceeding
$75, 000, 000.
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"Material Financial Obligations" means a principal or face
amount of Debt and/or payment obligations (calculated after giving effect to any
applicable netting agreements) in respect of Hedge Agreements of the Borrower
and/or one or more of its Subsidiaries, arising in one or more related or
unrelated transactions, exceeding in the aggregate $75,000,000.

"Material Plan" means, at any time, a Plan or Plans having
aggregate Unfunded Liabilities in excess of $75,000,000.

"Maturity Date" means the earlier of (a) the first anniversary
of the Termination Date and (b) the date the Term Loan is declared due and
payable pursuant to Section 6.01.

"Minority Interests" means any shares of stock of any class of
a Subsidiary (other than directors' qualifying shares as required by law) that
are not owned by the Borrower and/or one or more of its Subsidiaries.

"Moody's" means Moody's Investors Service, Inc. or its
successors.

"Multiemployer Plan" means, at any time, an employee pension
benefit plan within the meaning of Section 4001(a)(3) of ERISA to which any
member of the ERISA Group is then making or accruing an obligation to make
contributions or has within the preceding five plan years made contribution,
including for these purposes any Person which ceased to be a member of the ERISA
Group during such five year period.

"Non-Consenting Lender" has the meaning specified in Section
2.18(b).

"Notice of Revolving Credit Borrowing" has the meaning
specified in Section 2.02(a).

"0ff-Balance Sheet Leases" means one or more lease agreements
and related agreements entered into by the Borrower or any of its Subsidiaries
form time to time, in each case in a transaction which the Borrower or such
Subsidiary intends to be treated as an "operating lease" for financial reporting
purposes but as a loan for one or more of the following purposes: (a) federal,
state and local income or franchise tax, (b) bankruptcy, (c) real estate law and
(d) commercial law (including uniform commercial law).

"PBGC" means the Pension Benefit Guaranty Corporation (or any
successor).

"Permitted Lease Collateral" means any cash or cash
equivalents securing the obligations of the Borrower or its Subsidiaries in any
off-Balance Sheet Lease.

"Person" means an individual, partnership, corporation
(including a business trust), joint stock company, trust, unincorporated
association, joint venture, limited liability company or other entity, or a
government or any political subdivision or agency thereof.

"Plan" means, at any time, an employee pension benefit plan
(other than a Multiemployer Plan) which is covered by Title IV of ERISA or
subject to the minimum funding standards under Section 412 of the Internal
Revenue Code and either (i) is maintained, or contributed to, by any member of
the ERISA Group for employees of any member of the ERISA Group or (ii) has at
any time within the preceding five years been maintained, or contributed to, by
any Person which was at such time a member of the ERISA Group for employees of
any Person which was at such time a member of the ERISA Group.
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"Public Debt Rating" means, as of any date for S&P, the lowest
rating that has been most recently announced by S&P for any class of non-credit
enhanced long-term senior unsecured debt issued by the Borrower and, as of any
date for Moody's, the lowest rating that has been most recently announced by
Moody's for any class of non-credit enhanced long-term senior unsecured debt
issued by the Borrower. For purposes of the foregoing, (a) if only one of S&P
and Moody's shall have in effect a Public Debt Rating, the Applicable Margin and
the Applicable Percentage shall be determined by reference to the available
rating; (b) if neither S&P nor Moody's shall have in effect a Public Debt
Rating, the Applicable Margin and the Applicable Percentage will be set in
accordance with Level 5 under the definition of "Applicable Margin" or
"Applicable Percentage", as the case may be; (c) if the ratings established by
S&P and Moody's shall fall within different levels, the Applicable Margin and
the Applicable Percentage shall be based upon the higher rating; (d) if any
rating established by S&P or Moody's shall be changed, such change shall be
effective as of the date on which such change is first announced publicly by the
rating agency making such change; and (e) if S&P or Moody's shall change the
basis on which ratings are established, each reference to the Public Debt Rating
announced by S&P or Moody's, as the case may be, shall refer to the then
equivalent rating by S&P or Moody's, as the case may be.

"Reference Banks" means Citibank and KeyBank, National
Association.

"Register" has the meaning specified in Section 8.07(d).

"Reportable Event" means any "reportable event" as defined in
section 4043 of ERISA for which the 30-day notice requirement has not been
waived under applicable regulations.

"Required Lenders" means at any time Lenders owed at least 51%
of the then aggregate unpaid principal amount of the Revolving Credit Advances
owing to Lenders, or, if no such principal amount is then outstanding, Lenders
having at least 51% of the Commitments.

"Revolving Credit Advance" means an advance by a Lender to the
Borrower as part of a Revolving Credit Borrowing and refers to a Base Rate
Advance, a Eurodollar Rate Advance or an Adjusted CD Rate Advance (each of which
shall be a "Type" of Revolving Credit Advance).

"Revolving Credit Borrowing" means a borrowing consisting of
simultaneous Revolving Credit Advances of the same Type made by each of the
Lenders pursuant to Section 2.01.

"Revolving Credit Note" means a promissory note of the
Borrower payable to the order of any Lender, delivered pursuant to a request
made under Section 2.15 in substantially the form of Exhibit A hereto,
evidencing the aggregate indebtedness of the Borrower to such Lender resulting
from the Revolving Credit Advances made by such Lender.

"S&P" means Standard & Poor's, a division of The McGraw-Hill
Companies, Inc. or its successors.

"SEC" means the Securities and Exchange Commission.

"Subsidiary" means, as to any Person, any corporation or other
entity of which securities or other ownership interests having ordinary voting
power to elect a majority of the board of directors or other persons performing
similar functions are at the time directly or indirectly owned by such Person;
unless otherwise specified, "Subsidiary" means a Subsidiary of the Borrower.
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"Tangible Assets" means, at any date, Consolidated Total
Assets (less depreciation, depletion and other properly deductible valuation
reserves) after deducting (but without duplication) Intangible Assets.

"Term Loan" has the meaning specified in Section 2.05.

"Term Loan Conversion Date" means the Termination Date on
which all Revolving Credit Advances outstanding on such date are converted into
the Term Loan pursuant to Section 2.05.

"Term Loan Election" has the meaning specified in Section
2.05.

"Termination Date" means the earlier of (a) September 17,
2004, subject to the extension thereof pursuant to Section 2.18 and (b) the date
of termination in whole of the Commitments pursuant to Section 2.04 or 6.01;
provided, however, that the Termination Date of any Lender that is a
Non-Consenting Lender to any requested extension pursuant to Section 2.18 shall
be the Termination Date in effect immediately prior to the applicable Extension
Date for all purposes of this Agreement.

"Unfunded Liabilities" means, with respect to any Plan at any
time, the amount (if any) by which (i) the value of all benefit liabilities
under such Plan, determined on a plan termination basis using the assumptions
prescribed by the PBGC for purposes of Section 4044 of ERISA, exceeds (ii) the
fair market value of all Plan assets allocable to such liabilities under Title
IV of ERISA (excluding any accrued but unpaid contributions), all determined as
of the then most recent valuation date for such Plan, but only to the extent
that such excess represents a potential liability of a member of the ERISA Group
to the PBGC or any other Person under Title IV of ERISA.

"Voting Stock" means capital stock issued by a corporation, or
equivalent interests in any other Person, the holders of which are ordinarily,
in the absence of contingencies, entitled to vote for the election of directors
(or persons performing similar functions) of such Person, even if the right so
to vote has been suspended by the happening of such a contingency.

SECTION 1.02 Computation of Time Periods. In this Agreement in
the computation of periods of time from a specified date to a later specified
date, the word "from" means "from and including" and the words "to" and "until"
each mean "to but excluding".

SECTION 1.03 Accounting Terms. All accounting terms not
specifically defined herein shall be construed in accordance with GAAP.

ARTICLE II
AMOUNTS AND TERMS OF THE ADVANCES

SECTION 2.01 The Revolving Credit Advances. Each Lender
severally agrees, on the terms and conditions hereinafter set forth, to make
Revolving Credit Advances to the Borrower from time to time on any Business Day
during the period from the Effective Date until the Termination Date in an
aggregate amount not to exceed at any time outstanding such Lender's Commitment.
Each Revolving Credit Borrowing shall be in an aggregate amount of $10,000,000
or an integral multiple of $1,000,000 in excess thereof and shall consist of
Revolving Credit Advances of the same Type made on the same day by the Lenders
ratably according to their respective Commitments. Within the limits of each
Lender's Commitment, the Borrower may borrow under this Section 2.01, prepay
pursuant to Section 2.09 and reborrow under this Section 2.01.

13



SECTION 2.02 Making the Revolving Credit Advances. (a) Each
Revolving Credit Borrowing shall be made on notice, given not later than (x)
1:00 P.M. (New York City time) on the third Business Day prior to the date of
the proposed Revolving Credit Borrowing in the case of a Revolving Credit
Borrowing consisting of Eurodollar Rate Advances, (y) 1:00 P.M. (New York City
time) on the second Business Day prior to the date of the proposed Revolving
Credit Borrowing in the case of a Revolving Credit Borrowing consisting of
Adjusted CD Rate Advances or (z) 12:00 noon (New York City time) on the date of
the proposed Revolving Credit Borrowing in the case of a Revolving Credit
Borrowing consisting of Base Rate Advances, by the Borrower to the
Administrative Agent, which shall give to each Lender prompt notice thereof by
telecopier or email. Each such notice of a Revolving Credit Borrowing (a "Notice
of Revolving Credit Borrowing") shall be by telephone or email, confirmed
immediately in writing, telecopier or email in substantially the form of Exhibit
B hereto, specifying therein the requested (i) date of such Revolving Credit
Borrowing, (ii) Type of Revolving Credit Advances comprising such Revolving
Credit Borrowing, (iii) aggregate amount of such Revolving Credit Borrowing, and
(iv) in the case of a Revolving Credit Borrowing consisting of Eurodollar Rate
Advances or Adjusted CD Rate Advances, initial Interest Period for each such
Revolving Credit Advance. Each Lender shall, before 2:00 P.M. (New York City
time) on the date of such Revolving Credit Borrowing make available for the
account of its Applicable Lending Office to the Administrative Agent at the
Administrative Agent's Account, in same day funds, such Lender's ratable portion
of such Revolving Credit Borrowing. After the Administrative Agent's receipt of
such funds and upon fulfillment of the applicable conditions set forth in
Article III, the Administrative Agent will make such funds available to the
Borrower at the Administrative Agent's address referred to in Section 8.02.

(b) Anything in subsection (a) above to the contrary
notwithstanding, (i) the Borrower may not select Eurodollar Rate Advances or
Adjusted CD Rate Advances for any Revolving Credit Borrowing if the aggregate
amount of such Revolving Credit Borrowing is less than $10,000,000 or if the
obligation of the Lenders to make Eurodollar Rate Advances shall then be
suspended pursuant to Section 2.07 or 2.11 and (ii) the Eurodollar Rate Advances
may not be outstanding as part of more than six separate Revolving Credit
Borrowings.

(c) Each Notice of Revolving Credit Borrowing shall be
irrevocable and binding on the Borrower.

(d) Unless the Administrative Agent shall have received
notice from a Lender prior to the date of any Revolving Credit Borrowing that
such Lender will not make available to the Administrative Agent such Lender's
ratable portion of such Revolving Credit Borrowing, the Administrative Agent may
assume that such Lender has made such portion available to the Administrative
Agent on the date of such Revolving Credit Borrowing in accordance with
subsection (a) of this Section 2.02 and the Administrative Agent may, in
reliance upon such assumption, make available to the Borrower on such date a
corresponding amount. If and to the extent that such Lender shall not have so
made such ratable portion available to the Administrative Agent, such Lender and
the Borrower severally agree to repay to the Administrative Agent forthwith on
demand such corresponding amount together with interest thereon, for each day
from the date such amount is made available to the Borrower until the date such
amount is repaid to the Administrative Agent, at (i) in the case of the
Borrower, the interest rate applicable at the time to Revolving Credit Advances
comprising such Revolving Credit Borrowing and (ii) in the case of such Lender,
the Federal Funds Rate. If such Lender shall repay to the Administrative Agent
such corresponding amount, such amount so repaid shall constitute such Lender's
Revolving Credit Advance as part of such Revolving Credit Borrowing for purposes
of this Agreement.

(e) The failure of any Lender to make the Revolving
Credit Advance to be made by it as part of any Revolving Credit Borrowing shall
not relieve any other Lender of its obligation, if any, hereunder to make its
Revolving Credit Advance on the date of such Revolving Credit Borrowing, but no
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Lender shall be responsible for the failure of any other Lender to make the
Revolving Credit Advance to be made by such other Lender on the date of any
Revolving Credit Borrowing.

SECTION 2.03 Fees. (a) Facility Fee. The Borrower agrees to
pay to the Administrative Agent for the account of each Lender a facility fee on
the aggregate amount of such Lender's Commitment from the date hereof in the
case of each Initial Lender and from the effective date specified in the
Assumption Agreement or in the Assignment and Acceptance pursuant to which it
became a Lender in the case of each other Lender until the Termination Date at a
rate per annum equal to the Applicable Percentage in effect from time to time,
payable in arrears quarterly on the last day of each March, June, September and
December, commencing December 31, 2003, and on the Termination Date.

(b) Administrative Agent's and Syndication Agent's Fees.
The Borrower shall pay to the Administrative Agent and Syndication Agent such
fees as may from time to time be agreed in writing between the Borrower and each
of the Administrative Agent and the Syndication Agent, respectively.

SECTION 2.04 Termination or Reduction of the Commitments. (a)
Optional. The Borrower shall have the right, upon at least three Business Days'
notice to the Administrative Agent, to terminate in whole or reduce ratably in
part, the unused portions of the respective Commitments of the Lenders, provided
that each partial reduction shall be in the aggregate amount of $10,000,000 or
an integral multiple of $1,000,000 in excess thereof. Once terminated or
reduced, a commitment may not be reinstated.

(b) Mandatory. On the Termination Date, if the Borrower
has made the Term Loan Election in accordance with Section 2.05 prior to such
date, and from time to time thereafter upon each prepayment of the Revolving
Credit Advances, the Commitments of the Lenders shall be automatically and
permanently reduced on a pro rata basis by an amount equal to the amount by
which (i) the aggregate Commitments immediately prior to such reduction exceeds
(ii) the aggregate unpaid principal amount of all Revolving Credit Advances
outstanding at such time.

SECTION 2.05 Repayment of Revolving Credit Advances. The
Borrower shall, subject to the next succeeding sentence, repay to the
Administrative Agent for the ratable account of the Lenders on the Termination
Date the aggregate principal amount of the Revolving Credit Advances then
outstanding. The Borrower may, upon not less than 15 days' notice to the
Administrative Agent, elect (the "Term Loan Election") to convert all of the
Revolving Credit Advances outstanding on the Termination Date in effect at such
time into a term loan (the "Term Loan") which the Borrower shall repay in full
ratably to the Lenders on the Maturity Date; provided that the Term Loan
Election may not be exercised if a Default has occurred and is continuing on the
date of notice of the Term Loan Election or on the date on which the Term Loan
Election is to be effected. All Revolving Credit Advances converted into the
Term Loan pursuant to this Section 2.05 shall continue to constitute Revolving
Credit Advances except that the Borrower may not reborrow pursuant to Section
2.01 after all or any portion of such Revolving Credit Advances have been
prepaid pursuant to Section 2.09.

SECTION 2.06 Interest on Revolving Credit Advances. (a)
Scheduled Interest. The Borrower shall pay interest on the unpaid principal
amount of each Revolving Credit Advance owing to each Lender from the date of
such Revolving Credit Advance until such principal amount shall be paid in full,
at the following rates per annum:

(1) Base Rate Advances. During such periods as
such Revolving Credit Advance is a Base Rate Advance, a rate per annum
equal at all times to the sum of (x) the Base Rate in effect from time
to time plus (y) the Applicable Margin in effect from time to time plus
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(z) the Applicable Utilization Fee, if any, in effect from time to
time, payable in arrears quarterly on the last day of each March, June,
September and December during such periods and on the date such Base
Rate Advance shall be Converted or paid in full.

(ii) Eurodollar Rate Advances. During such
periods as such Revolving Credit Advance is a Eurodollar Rate Advance,
a rate per annum equal at all times during each Interest Period for
such Revolving Credit Advance to the sum of (x) the Eurodollar Rate for
such Interest Period for such Revolving Credit Advance plus (y) the
Applicable Margin in effect from time to time plus (z) the Applicable
Utilization Fee, if any, in effect from time to time, payable in
arrears on the last day of such Interest Period and, if such Interest
Period has a duration of more than three months, on each day that
occurs during such Interest Period every three months from the first
day of such Interest Period and on the date such Eurodollar Rate
Advance shall be Converted or paid in full.

(iii) Adjusted CD Rate Advances. During such
periods as such Revolving Credit Advance is an Adjusted CD Rate
Advance, a rate per annum equal at all times during each Interest
Period for such Revolving Credit Advance to the sum of (x) the Adjusted
CD Rate for such Interest Period for such Revolving Credit Advance plus
(y) the Applicable Margin in effect from time to time plus (z) the
Applicable Utilization Fee, if any, in effect from time to time,
payable in arrears on the last day of such Interest Period and, if such
Interest Period has a duration of more than 90 days, on each day that
occurs during such Interest Period every 90 days from the first day of
such Interest Period and on the date such Adjusted CD Rate Advance
shall be Converted or paid in full.

(b) Default Interest. Upon the occurrence and during the
continuance of an Event of Default, the Borrower shall pay interest on (i) the
unpaid principal amount of each Revolving Credit Advance owing to each Lender,
payable in arrears on the dates referred to in clause (a)(i), (a)(ii) or
(a)(iii) above, at a rate per annum equal at all times to 2% per annum above the
rate per annum required to be paid on such Revolving Credit Advance pursuant to
clause (a)(i), (a)(ii) or (a)(iii) above and (ii) to the fullest extent
permitted by law, the amount of any interest, fee or other amount payable
hereunder that is not paid when due, from the date such amount shall be due
until such amount shall be paid in full, payable in arrears on the date such
amount shall be paid in full and on demand, at a rate per annum equal at all
times to 2% per annum above the rate per annum required to be paid on Base Rate
Advances pursuant to clause (a)(i) above.

SECTION 2.07 Interest Rate Determination. (a) Each Reference
Bank agrees to furnish to the Administrative Agent timely information for the
purpose of determining each Eurodollar Rate and each Adjusted CD Rate. If any
one or more of the Reference Banks shall not furnish such timely information to
the Administrative Agent for the purpose of determining any such interest rate,
the Administrative Agent shall determine such interest rate on the basis of
timely information furnished by the remaining Reference Banks. The
Administrative Agent shall give prompt notice to the Borrower and the Lenders of
the applicable interest rate determined by the Administrative Agent for purposes
of Section 2.06(a)(i), (ii) or (iii), and the rate, if any, furnished by each
Reference Bank for the purpose of determining the interest rate under Section
2.06(a)(ii) or (iii).

(b) If, with respect to any Eurodollar Rate Advances, the
Required Lenders notify the Administrative Agent that the Eurodollar Rate for
any Interest Period for such Revolving Credit Advances will not adequately
reflect the cost to such Required Lenders of making, funding or maintaining
their respective Eurodollar Rate Advances for such Interest Period, the
Administrative Agent shall forthwith so notify the Borrower and the Lenders,
whereupon (i) each Eurodollar Rate Advance will automatically, on the last day
of the then existing Interest Period therefor, Convert into a Base Rate
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Advance, and (ii) the obligation of the Lenders to make, or to Convert Revolving
Credit Advances into, Eurodollar Rate Advances shall be suspended until the
Administrative Agent shall notify the Borrower and the Lenders that the
circumstances causing such suspension no longer exist.

(c) If the Borrower shall fail to select the duration of
any Interest Period for any Eurodollar Rate Advances or Adjusted CD Rate
Advances in accordance with the provisions contained in the definition of
"Interest Period" in Section 1.01, the Administrative Agent will forthwith so
notify the Borrower and the Lenders and such Revolving Credit Advances will
automatically, on the last day of the then existing Interest Period therefor, be
Converted into Base Rate Advances.

(d) Oon the date on which the aggregate unpaid principal
amount of Eurodollar Rate Advances or Adjusted CD Rate Advances comprising any
Revolving Credit Borrowing shall be reduced, by payment or prepayment or
otherwise, to less than $10,000,000, such Revolving Credit Advances shall
automatically Convert into Base Rate Advances.

(e) Upon the occurrence and during the continuance of any
Event of Default, (i) each Eurodollar Rate Advance and each Adjusted CD Rate
Advance will automatically, on the last day of the then existing Interest Period
therefor Convert into a Base Rate Advance and (ii) the obligation of the Lenders
to make, or to Convert Advances into, Eurodollar Rate Advances or Adjusted CD
Rate Advances shall be suspended.

(f) If, with respect to Eurodollar Rate Advances, Dow
Jones Markets Telerate Page 3750 (or any successor page) is unavailable and
fewer than two Reference Banks furnish timely information to the Administrative
Agent for determining the Eurodollar Rate for any Eurodollar Rate Advances or if
fewer than two Reference Banks furnish timely information to the Administrative
Agent for determining the Adjusted CD Rate for any Adjusted CD Rate Advances,

(1) the Administrative Agent shall forthwith
notify the Borrower and the Lenders that the interest rate cannot be
determined for such Eurodollar Rate Advances or Adjusted CD Rate
Advances, as the case may be,

(ii) with respect to Eurodollar Rate Advances or
Adjusted CD Rate Advances, as the case may be, each such Revolving
Credit Advance will automatically, on the last day of the then existing
Interest Period therefor, Convert into a Base Rate Advance (or if such
Revolving Credit Advance is then a Base Rate Advance, will continue as
a Base Rate Advance), and

(iii) the obligation of the Lenders to make
Eurodollar Rate Advances or Adjusted CD Rate Advances, as the case may
be, or to Convert Revolving Credit Advances into Eurodollar Rate
Advances or Adjusted CD Rate Advances, as the case may be, shall be
suspended until the Administrative Agent shall notify the Borrower and
the Lenders that the circumstances causing such suspension no longer
exist.

SECTION 2.08 Optional Conversion of Revolving Credit Advances.
The Borrower may on any Business Day, upon notice given to the Administrative
Agent not later than 12:00 noon (New York City time) on the third Business Day
prior to the date of the proposed Conversion and subject to the provisions of
Sections 2.07 and 2.11, Convert all Revolving Credit Advances of one Type
comprising the same Revolving Credit Borrowing into Revolving Credit Advances of
another Type; provided, however, that any Conversion of Eurodollar Rate Advances
or Adjusted CD Rate Advances into Advances of another type shall be made only on
the last day of an Interest Period for such Advances, any Conversion of Base
Rate Advances into Eurodollar Rate Advances or Adjusted CD Rate Advances
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shall be in an amount not less than the minimum amount specified in Section
2.02(b) and no Conversion of any Revolving Credit Advances shall result in more
separate Revolving Credit Borrowings than permitted under Section 2.02(b). Each
such notice of a Conversion shall, within the restrictions specified above,
specify (i) the date of such Conversion, (ii) the Revolving Credit Advances to
be Converted, and (iii) if such Conversion is into Eurodollar Rate Advances or
Adjusted CD Rate Advances, the duration of the initial Interest Period for each
such Revolving Credit Advance. Each notice of Conversion shall be irrevocable
and binding on the Borrower.

SECTION 2.09 Optional Prepayments of Revolving Credit
Advances. The Borrower may, upon notice at least two Business Days' prior to the
date of such prepayment, in the case of Eurodollar Rate Advances or Adjusted CD
Rate Advances, and not later than 12:00 noon (New York City time) on the date of
such prepayment, in the case of Base Rate Advances, to the Administrative Agent
stating the proposed date and aggregate principal amount of the prepayment, and
if such notice is given the Borrower shall, prepay the outstanding principal
amount of the Revolving Credit Advances comprising part of the same Revolving
Credit Borrowing in whole or ratably in part, together with accrued interest to
the date of such prepayment on the principal amount prepaid; provided, however,
that (x) each partial prepayment shall be in an aggregate principal amount of
$10, 000,000 or an integral multiple of $1,000,000 in excess thereof and (y) in
the event of any such prepayment of a Eurodollar Rate Advance or an Adjusted CD
Rate Advance, the Borrower shall be obligated to reimburse the Lenders in
respect thereof pursuant to Section 8.04(c).

SECTION 2.10 Increased Costs. (a) If, due to either (i) the
introduction of or any change in or in the interpretation of any law or
regulation after the Effective Date or (ii) the compliance with any guideline or
request from any central bank or other governmental authority (whether or not
having the force of law) after the Effective Date, there shall be any increase
in the cost to any Lender of agreeing to make or making, funding or maintaining
Eurodollar Rate Advances or Adjusted CD Rate Advances (excluding for purposes of
this Section 2.10 any such increased costs resulting from (i) Taxes or Other
Taxes (as to which Section 2.13 shall govern) and (ii) changes in the basis of
taxation of overall net income or overall gross income by the United States or
by the foreign jurisdiction or state under the laws of which such Lender is
organized or has its Applicable Lending Office or any political subdivision
thereof), then the Borrower shall from time to time, upon demand by such Lender
(with a copy of such demand to the Administrative Agent), pay to the
Administrative Agent for the account of such Lender additional amounts
sufficient to compensate such Lender for such increased cost. A certificate as
to the amount of such increased cost, submitted to the Borrower and the
Administrative Agent by such Lender, shall be conclusive and binding for all
purposes, absent manifest error.

(b) If any Lender determines that compliance with any law
or regulation or any guideline or request from any central bank or other
governmental authority (whether or not having the force of law) affects or would
affect the amount of capital required or expected to be maintained by such
Lender or any corporation controlling such Lender and that the amount of such
capital is increased by or based upon the existence of such Lender's commitment
to lend hereunder and other commitments of this type, then, upon demand by such
Lender (with a copy of such demand to the Administrative Agent), the Borrower
shall pay to the Administrative Agent for the account of such Lender, from time
to time as specified by such Lender, additional amounts sufficient to compensate
such Lender or such corporation in the light of such circumstances, to the
extent that such Lender reasonably determines such increase in capital to be
allocable to the existence of such Lender's commitment to lend hereunder. A
certificate as to such amounts submitted to the Borrower and the Administrative
Agent by such Lender shall be conclusive and binding for all purposes, absent
manifest error.

(c) If any Lender fails to give the Borrower any prompt
notice required by this Section 2.10, the Borrower shall not be required to
indemnify and compensate such Lender or the
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Administrative Agent under this Section 2.10 for any amounts attributable to the
event or factual circumstance required to be disclosed in such notice and
arising during or with respect to any period ending more than 90 days before
notice thereof has been delivered to the Borrower, provided that this subsection
(c) shall in no way limit the right of any Lender or the Administrative Agent to
demand or receive compensation to the extent that such compensation relates to
any law, rule, regulation, interpretation, administration, request or directive
(or any change therein) which by its terms has retroactive application if such
notice is given within 90 days after the date of enactment or effectiveness of
such retroactive law, rule, regulation, interpretation, administration, request
or directive (or change therein).

SECTION 2.11 Illegality. Notwithstanding any other provision
of this Agreement, if any Lender shall notify the Administrative Agent that the
introduction of or any change in or in the interpretation of any law or
regulation makes it unlawful, or any central bank or other governmental
authority asserts that it is unlawful, for any Lender or its Eurodollar Lending
Office to perform its obligations hereunder to make Eurodollar Rate Advances or
to fund or maintain Eurodollar Rate Advances hereunder, (a) each Eurodollar Rate
Advance will automatically, upon such demand, Convert into a Base Rate Advance
and (b) the obligation of the Lenders to make Eurodollar Rate Advances or to
Convert Revolving Credit Advances into Eurodollar Rate Advances shall be
suspended until the Administrative Agent shall notify the Borrower and the
Lenders that the circumstances causing such suspension no longer exist.

SECTION 2.12 Payments and Computations. (a) The Borrower shall
make each payment hereunder not later than 11:00 A.M. (New York City time) on
the day when due to the Administrative Agent at the Administrative Agent's
Account in same day funds. The Administrative Agent will promptly thereafter
cause to be distributed like funds relating to the payment of principal or
interest or facility fees ratably (other than amounts payable pursuant to
Section 2.03(b), 2.10, 2.13 or 8.04(c)) to the Lenders for the account of their
respective Applicable Lending Offices, and like funds relating to the payment of
any other amount payable to any Lender to such Lender for the account of its
Applicable Lending Office, in each case to be applied in accordance with the
terms of this Agreement. Upon any Assuming Lender becoming a Lender hereunder as
a result of a Commitment Increase pursuant to Section 2.17 or an extension of
the Termination Date pursuant to Section 2.18, and upon the Administrative
Agent's receipt of such Lender's Assumption Agreement and recording of the
information contained therein in the Register, from and after the applicable
Increase Date or Extension Date, as the case may be, the Administrative Agent
shall make all payments hereunder and under any Revolving Credit Notes issued in
connection therewith in respect of the interest assumed thereby to the Assuming
Lender. Upon its acceptance of an Assignment and Acceptance and recording of the
information contained therein in the Register pursuant to Section 8.07(c), from
and after the effective date specified in such Assignment and Acceptance, the
Administrative Agent shall make all payments hereunder and under the Revolving
Credit Notes in respect of the interest assigned thereby to the Lender assignee
thereunder, and the parties to such Assignment and Acceptance shall make all
appropriate adjustments in such payments for periods prior to such effective
date directly between themselves.

(b) All computations of interest based on the Base Rate
shall be made by the Administrative Agent on the basis of a year of 365 or 366
days, as the case may be, all computations of interest based on the Eurodollar
Rate, the Adjusted CD Rate or the Federal Funds Rate and of facility fees shall
be made by the Administrative Agent on the basis of a year of 360 days, in each
case for the actual number of days (including the first day but excluding the
last day) occurring in the period for which such interest or facility fees are
payable. Each determination by the Administrative Agent of an interest rate
hereunder shall be conclusive and binding for all purposes, absent manifest
error.
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(c) Whenever any payment hereunder or under the Revolving
Credit Notes shall be stated to be due on a day other than a Business Day, such
payment shall be made on the next succeeding Business Day, and such extension of
time shall in such case be included in the computation of payment of interest or
facility fee, as the case may be; provided, however, that, if such extension
would cause payment of interest on or principal of Eurodollar Rate Advances to
be made in the next following calendar month, such payment shall be made on the
next preceding Business Day.

(d) Unless the Administrative Agent shall have received
notice from the Borrower prior to the date on which any payment is due to the
Lenders hereunder that the Borrower will not make such payment in full, the
Administrative Agent may assume that the Borrower has made such payment in full
to the Administrative Agent on such date and the Administrative Agent may, in
reliance upon such assumption, cause to be distributed to each Lender on such
due date an amount equal to the amount then due such Lender. If and to the
extent the Borrower shall not have so made such payment in full to the
Administrative Agent, each Lender shall repay to the Administrative Agent
forthwith on demand such amount distributed to such Lender together with
interest thereon, for each day from the date such amount is distributed to such
Lender until the date such Lender repays such amount to the Administrative
Agent, at the Federal Funds Rate in the case of Revolving Credit Advances
denominated in Dollars.

SECTION 2.13 Taxes. (a) Any and all payments by the Borrower
hereunder or under the Revolving Credit Notes shall be made, in accordance with
Section 2.12, free and clear of and without deduction for any and all present or
future taxes, levies, imposts, deductions, charges or withholdings, and all
liabilities with respect thereto, excluding, in the case of each Lender and the
Agents, taxes imposed on its overall net income, and franchise taxes imposed on
it in lieu of net income taxes, by the jurisdiction under the laws of which such
Lender or the Agents (as the case may be) are organized or any political
subdivision thereof and, in the case of each Lender, taxes imposed on its
overall net income, and franchise taxes imposed on it in lieu of net income
taxes, by the jurisdiction of such Lender's Applicable Lending Office or any
political subdivision thereof (all such non-excluded taxes, levies, imposts,
deductions, charges, withholdings and liabilities in respect of payments
hereunder or under the Revolving Credit Notes being hereinafter referred to as
"Taxes"). If the Borrower shall be required by law to deduct any Taxes from or
in respect of any sum payable hereunder or under any Revolving Credit Note to
any Lender or any Agent, (i) the sum payable shall be increased as may be
necessary so that after making all required deductions (including deductions
applicable to additional sums payable under this Section 2.13) such Lender or
Agent (as the case may be) receives an amount equal to the sum it would have
received had no such deductions been made, (ii) the Borrower shall make such
deductions and (iii) the Borrower shall pay the full amount deducted to the
relevant taxation authority or other authority in accordance with applicable
law.

(b) In addition, the Borrower shall pay any present or
future stamp or documentary taxes or any other excise or property taxes, charges
or similar levies that arise from any payment made hereunder or under the
Revolving Credit Notes or from the execution, delivery or registration of,
performing under, or otherwise with respect to, this Agreement or the Revolving
Credit Notes (hereinafter referred to as "Other Taxes").

(c) The Borrower shall indemnify each Lender and Agent
for and hold it harmless against the full amount of Taxes or Other Taxes
(including, without limitation, taxes of any kind imposed by any jurisdiction on
amounts payable under this Section 2.13) imposed on or paid by such Lender or
Agent (as the case may be) and any liability (including penalties, interest and
expenses) arising therefrom or with respect thereto. This indemnification shall
be made within 30 days from the date such Lender or Agent (as the case may be)
makes written demand therefor.
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(d) within 30 days after the date of any payment of
Taxes, the Borrower shall furnish to the Administrative Agent, at its address
referred to in Section 8.02, the original or a certified copy of a receipt
evidencing such payment. In the case of any payment hereunder or under the
Revolving Credit Notes by or on behalf of the Borrower through an account or
branch outside the United States or by or on behalf of the Borrower by a payor
that is not a United States person, if the Borrower determines that no Taxes are
payable in respect thereof, the Borrower shall furnish, or shall cause such
payor to furnish, to the Administrative Agent, at such address, an opinion of
counsel acceptable to the Administrative Agent stating that such payment is
exempt from Taxes. For purposes of this subsection (d) and subsection (e), the
terms "United States" and "United States person" shall have the meanings
specified in Section 7701 of the Internal Revenue Code.

(e) Each Lender organized under the laws of a
jurisdiction outside the United States, on or prior to the date of its execution
and delivery of this Agreement in the case of each Initial Lender and on the
date of the Assumption Agreement or the Assignment and Acceptance pursuant to
which it becomes a Lender in the case of each other Lender, and from time to
time thereafter as requested in writing by the Borrower (but only so long as
such Lender remains lawfully able to do so), shall provide each of the
Administrative Agent and the Borrower with two original Internal Revenue Service
forms W-8BEN or W-8EC1, as appropriate, or any successor or other form
prescribed by the Internal Revenue Service, certifying that such Lender is
exempt from or entitled to a reduced rate of United States withholding tax on
payments pursuant to this Agreement or the Revolving Credit Notes. If the form
provided by a Lender at the time such Lender first becomes a party to this
Agreement indicates a United States interest withholding tax rate in excess of
zero, withholding tax at such rate shall be considered excluded from Taxes
unless and until such Lender provides the appropriate forms certifying that a
lesser rate applies, whereupon withholding tax at such lesser rate only shall be
considered excluded from Taxes for periods governed by such form; provided,
however, that, if at the date of the Assignment and Acceptance pursuant to which
a Lender assignee becomes a party to this Agreement, the Lender assignor was
entitled to payments under subsection (a) in respect of United States
withholding tax with respect to interest paid at such date, then, to such
extent, the term Taxes shall include (in addition to withholding taxes that may
be imposed in the future or other amounts otherwise includable in Taxes) United
States withholding tax, if any, applicable with respect to the Lender assignee
on such date. If any form or document referred to in this subsection (e)
requires the disclosure of information, other than information necessary to
compute the tax payable and information required on the date hereof by Internal
Revenue Service form W-8BEN or W-8EC1, that the Lender reasonably considers to
be confidential, the Lender shall give notice thereof to the Borrower and shall
not be obligated to include in such form or document such confidential
information.

(f) For any period with respect to which a Lender has
failed to provide the Borrower with the appropriate form described in Section
2.13(e) (other than if such failure is due to a change in law occurring
subsequent to the date on which a form originally was required to be provided,
or if such form otherwise is not required under subsection (e) above), such
Lender shall not be entitled to indemnification under Section 2.13(a) or (c)
with respect to Taxes imposed by the United States by reason of such failure;
provided, however, that should a Lender become subject to Taxes because of its
failure to deliver a form required hereunder, the Borrower shall take such steps
as the Lender shall reasonably request to assist the Lender to recover such
Taxes.

(9) Any Lender claiming any additional amounts payable
pursuant to this Section 2.13 agrees to use reasonable efforts (consistent with
its internal policy and legal and regulatory restrictions) to change the
jurisdiction of its Eurodollar Lending Office if the making of such a change
would avoid the need for, or reduce the amount of, any such additional amounts
that may thereafter accrue and would not, in the reasonable judgment of such
Lender, be otherwise disadvantageous to such Lender.
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SECTION 2.14 Sharing of Payments, Etc. If any Lender shall
obtain any payment (whether voluntary, involuntary, through the exercise of any
right of set-off, or otherwise) on account of the Revolving Credit Advances
owing to it (other than pursuant to Section 2.10, 2.13 or 8.04(c)) in excess of
its ratable share of payments on account of the Revolving Credit Advances
obtained by all the Lenders, such Lender shall forthwith purchase from the other
Lenders such participations in the Revolving Credit Advances owing to them as
shall be necessary to cause such purchasing Lender to share the excess payment
ratably with each of them; provided, however, that if all or any portion of such
excess payment is thereafter recovered from such purchasing Lender, such
purchase from each Lender shall be rescinded and such Lender shall repay to the
purchasing Lender the purchase price to the extent of such recovery together
with an amount equal to such Lender's ratable share (according to the proportion
of (i) the amount of such Lender's required repayment to (ii) the total amount
so recovered from the purchasing Lender) of any interest or other amount paid or
payable by the purchasing Lender in respect of the total amount so recovered.
The Borrower agrees that any Lender so purchasing a participation from another
Lender pursuant to this Section 2.14 may, to the fullest extent permitted by
law, exercise all its rights of payment (including the right of set-off) with
respect to such participation as fully as if such Lender were the direct
creditor of the Borrower in the amount of such participation.

SECTION 2.15 Evidence of Debt. (a) Each Lender shall maintain
in accordance with its usual practice an account or accounts evidencing the
indebtedness of the Borrower to such Lender resulting from each Revolving Credit
Advance owing to such Lender from time to time, including the amounts of
principal and interest payable and paid to such Lender from time to time
hereunder in respect of Revolving Credit Advances. The Borrower agrees that upon
notice by any Lender to the Borrower (with a copy of such notice to the
Administrative Agent) to the effect that a Revolving Credit Note is required or
appropriate in order for such Lender to evidence (whether for purposes of
pledge, enforcement or otherwise) the Revolving Credit Advances owing to, or to
be made by, such Lender, the Borrower shall promptly execute and deliver to such
Lender a Revolving Credit Note payable to the order of such Lender in a
principal amount up to the Commitment of such Lender.

(b) The Register maintained by the Administrative Agent
pursuant to Section 8.07(d) shall include a control account, and a subsidiary
account for each Lender, in which accounts (taken together) shall be recorded
(i) the date and amount of each Revolving Credit Borrowing made hereunder, the
Type of Revolving Credit Advances comprising such Revolving Credit Borrowing
and, if appropriate, the Interest Period applicable thereto, (ii) the terms of
each Assumption Agreement and each Assignment and Acceptance delivered to and
accepted by it, (iii) the amount of any principal or interest due and payable or
to become due and payable from the Borrower to each Lender hereunder and (iv)
the amount of any sum received by the Administrative Agent from the Borrower
hereunder and each Lender's share thereof.

(c) Entries made in good faith by the Administrative
Agent in the Register pursuant to subsection (b) above, and by each Lender in
its account or accounts pursuant to subsection (a) above, shall be prima facie
evidence of the amount of principal and interest due and payable or to become
due and payable from the Borrower to, in the case of the Register, each Lender
and, in the case of such account or accounts, such Lender, under this Agreement,
absent manifest error; provided, however, that the failure of the Administrative
Agent or such Lender to make an entry, or any finding that an entry is
incorrect, in the Register or such account or accounts shall not limit or
otherwise affect the obligations of the Borrower under this Agreement.

SECTION 2.16 Use of Proceeds. The proceeds of the Revolving
Credit Advances shall be available (and the Borrower agrees that it shall use
such proceeds) solely for general corporate purposes of the Borrower and its
Subsidiaries, including commercial paper backstop.
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SECTION 2.17 Increase in the Aggregate Commitments. (a) The
Borrower may, at any time but in any event not more than once in any calendar
year prior to the Termination Date, by notice to the Administrative Agent,
request that the aggregate amount of the Commitment be increased by integral
multiples of $10,000,000 in excess thereof (each a "Commitment Increase") to be
effective as of a date that is at least 90 days prior to the scheduled
Termination Date then in effect (the "Increase Date") as specified in the
related notice to the Administrative Agent; provided, however, that (i) in no
event shall the aggregate amount of the Commitments at any time exceed
$350, 000,000 and (ii) on the date of any request by the Borrower for a
Commitment Increase and on the related Increase Date, the applicable conditions
set forth in Article III shall be satisfied.

(b) The Administrative Agent shall promptly notify the
Lenders of a request by the Borrower for a Commitment Increase, which notice
shall include (i) the proposed amount of such requested Commitment Increase,
(ii) the proposed Increase Date and (iii) the date by which Lenders wishing to
participate in the Commitment Increase must commit to an increase in the amount
of their respective Commitments (the "Commitment Date"). Each Lender that is
willing to participate in such requested Commitment Increase (each an
"Increasing Lender") shall, in its sole discretion, give written notice to the
Administrative Agent on or prior to the Commitment Date of the amount (the
"Proposed Increased Commitment") by which it is willing to increase its
Commitment. If the Lenders notify the Administrative Agent that they are willing
to increase the amount of their respective Commitments by an aggregate amount
that exceeds the amount of the requested Commitment Increase, the requested
Commitment Increase shall be allocated among the Lenders willing to participate
therein ratably according to their respective Proposed Increased Commitments.

(c) Promptly following each Commitment Date, the
Administrative Agent shall notify the Borrower as to the amount, if any, by
which the Lenders are willing to participate in the requested Commitment
Increase. If the aggregate amount by which the Lenders are willing to
participate in any requested Commitment Increase on any such Commitment Date is
less than the requested Commitment Increase, then the Borrower may extend offers
to one or more Eligible Assignees to participate in any portion of the requested
Commitment Increase that has not been committed to by the Lenders as of the
applicable Commitment Date; provided, however, that the Commitment of each such
Eligible Assignee shall be in an amount of $15,000,000 or an integral multiple
of $1,000,000 in excess thereof.

(d) On each Increase Date, each Eligible Assignee that
accepts an offer to participate in a requested Commitment Increase in accordance
with Section 2.17(c) (each such Eligible Assignee and each Eligible Assignee
that agrees to an extension of the Termination Date in accordance with Section
2.17(c), an "Assuming Lender") shall become a Lender party to this Agreement as
of such Increase Date and the Commitment of each Increasing Lender for such
requested Commitment Increase shall be so increased by such amount (or by the
amount allocated to such Lender pursuant to the last sentence of Section
2.17(b)) as of such Increase Date; provided, however, that the Administrative
Agent shall have received on or before such Increase Date the following, each
dated such date:

(1) (A) certified copies of resolutions of the
Board of Directors of the Borrower or the Executive Committee of such
Board approving the Commitment Increase and the corresponding
modifications to this Agreement and (B) opinions of counsel for the
Borrower (which may be in-house counsel), in substantially the form of
Exhibits D and E hereto;

(ii) an assumption agreement from each Assuming
Lender, if any, in form and substance satisfactory to the Borrower and
the Administrative Agent (each an "Assumption Agreement"), duly
executed by such Eligible Assignee, the Administrative Agent and the
Borrower; and
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(iii) confirmation from each Increasing Lender of
the increase in the amount of its Commitment in a writing satisfactory
to the Borrower and the Administrative Agent.

On each Increase Date, upon fulfillment of the conditions set forth in the
immediately preceding sentence of this Section 2.17(d), the Administrative Agent
shall notify the Lenders (including, without limitation, each Assuming Lender)
and the Borrower, on or before 1:00 P.M. (New York City time) by telecopier, of
the occurrence of the Commitment Increase to be effected on such Increase Date
and shall record in the Register the relevant information with respect to each
Increasing Lender and each Assuming Lender on such date.

SECTION 2.18 Extension of Termination Date. (a) At least 30
days but not more than 45 days prior to the Termination Date, the Borrower, by
written notice to the Administrative Agent, may request an extension of the
Termination Date in effect at such time by 364 days from its then scheduled
expiration; provided, however, that the Borrower shall not have made the Term
Loan Election for Revolving Credit Advances outstanding on such Termination Date
prior to such time. The Administrative Agent shall promptly notify each Lender
of such request, and each Lender shall in turn, in its sole discretion, no
earlier than 30 days, but in any event, not later than 20 days prior to the
Termination Date, notify the Administrative Agent in writing as to whether such
Lender will consent to such extension. The Administrative Agent shall notify the
Borrower, in writing, of the Lenders' decisions no later than 15 days prior to
the Termination Date. If any Lender shall fail to notify the Administrative
Agent and the Borrower in writing of its consent to any such request for
extension of the Termination Date at least 20 days prior to the Termination
Date, such Lender shall be deemed to be a Non-Consenting Lender with respect to
such request. The Administrative Agent shall notify the Borrower not later than
15 days prior to the Termination Date of the decision of the Lenders regarding
the Borrower's request for an extension of the Termination Date.

(b) If all the Lenders consent in writing to any such
request in accordance with subsection (a) of this Section 2.18, the Termination
Date in effect at such time shall, effective as at the Termination Date (the
"Extension Date"), be extended for 364 days; provided that on each Extension
Date, the applicable conditions set forth in Section 3.02 shall be satisfied. If
less than all of the Lenders consent in writing to any such request in
accordance with subsection (a) of this Section 2.18, the Termination Date in
effect at such time shall, effective as at the applicable Extension Date, be
extended as to those Lenders that so consented (each a "Consenting Lender") but
shall not be extended as to any other Lender (each a "Non-Consenting Lender™).
To the extent that the Termination Date is not extended as to any Lender
pursuant to this Section 2.18 and the Commitment of such Lender is not assumed
in accordance with subsection (c¢) of this Section 2.18 on or prior to the
applicable Extension Date, the Commitment of such Non-Consenting Lender shall
automatically terminate in whole on such unextended Termination Date without any
further notice or other action by the Borrower, such Lender or any other Person;
provided that such Non-Consenting Lender's rights under Sections 2.10, 2.13 and
8.04, and its obligations under Section 7.05, shall survive the Termination Date
for such Lender as to matters occurring prior to such date. It is understood and
agreed that no Lender shall have any obligation whatsoever to agree to any
request made by the Borrower for any requested extension of the Termination
Date.

(c) If less than all of the Lenders consent to any such
request pursuant to subsection (a) of this Section 2.18, the Administrative
Agent shall promptly so notify the Consenting Lenders, and each Consenting
Lender may, in its sole discretion, give written notice to the Administrative
Agent not later than 10 days prior to the Termination Date of the amount of the
Non-Consenting Lenders' Commitments for which it is willing to accept an
assignment. If the Consenting Lenders notify the Administrative Agent that they
are willing to accept assignments of Commitments in an aggregate amount that
exceeds the amount of the Commitments of the Non-Consenting Lenders, such
Commitments shall
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be allocated among the Consenting Lenders willing to accept such assignments in
such amounts as are agreed between the Borrower and the Administrative Agent. If
after giving effect to the assignments of Commitments described above there
remains any Commitments of Non-Consenting Lenders, the Borrower may arrange for
one or more Consenting Lenders or other Eligible Assignees as Assuming Lenders
to assume, effective as of the Extension Date, any Non-Consenting Lender's
Commitment and all of the obligations of such Non-Consenting Lender under this
Agreement thereafter arising, without recourse to or warranty by, or expense to,
such Non-Consenting Lender; provided, however, that the amount of the Commitment
of any such Assuming Lender as a result of such substitution shall in no event
be less than $15,000,000 unless the amount of the Commitment of such
Non-Consenting Lender is less than $15,000,000, in which case such Assuming
Lender shall assume all of such lesser amount; and provided further that:

(i) any such Consenting Lender or Assuming
Lender shall have paid to such Non-Consenting Lender (A) the aggregate
principal amount of, and any interest accrued and unpaid to the
effective date of the assignment on, the outstanding Revolving Credit
Advances, if any, of such Non-Consenting Lender plus (B) any accrued
but unpaid facility fees owing to such Non-Consenting Lender as of the
effective date of such assignment;

(ii) all additional costs reimbursements, expense
reimbursements and indemnities payable to such Non-Consenting Lender,
and all other accrued and unpaid amounts owing to such Non-Consenting
Lender hereunder, as of the effective date of such assignment shall
have been paid to such Non-Consenting Lender; and

(iii) with respect to any such Assuming Lender,
the applicable processing and recordation fee required under Section
8.07(a) for such assignment shall have been paid;

provided further that such Non-Consenting Lender's rights under Sections 2.10,
2.13 and 8.04, and its obligations under Section 7.05, shall survive such
substitution as to matters occurring prior to the date of substitution. At least
three Business Days prior to any Extension Date, (A) each such Assuming Lender,
if any, shall have delivered to the Borrower and the Administrative Agent an
Assumption Agreement, duly executed by such Assuming Lender, such Non-Consenting
Lender, the Borrower and the Administrative Agent, (B) any such Consenting
Lender shall have delivered confirmation in writing satisfactory to the Borrower
and the Administrative Agent as to the increase in the amount of its Commitment
and (C) each Non-Consenting Lender being replaced pursuant to this Section 2.18
shall have delivered to the Administrative Agent any Revolving Credit Note or
Revolving Credit Notes held by such Non-Consenting Lender. Upon the payment or
prepayment of all amounts referred to in clauses (i), (ii) and (iii) of the
immediately preceding sentence, each such Consenting Lender or Assuming Lender,
as of the Extension Date, will be substituted for such Non-Consenting Lender
under this Agreement and shall be a Lender for all purposes of this Agreement,
without any further acknowledgment by or the consent of the other Lenders, and
the obligations of each such Non-Consenting Lender hereunder shall, by the
provisions hereof, be released and discharged.

(d) If all of the Lenders (after giving effect to any
assignments pursuant to subsection (b) of this Section 2.18) consent in writing
to a requested extension (whether by execution or delivery of an Assumption
Agreement or otherwise) not later than one Business Day prior to such Extension
Date, the Administrative Agent shall so notify the Borrower, and, so long as no
Default shall have occurred and be continuing as of such Extension Date, or
shall occur as a consequence thereof, the Termination Date then in effect shall
be extended for the additional 364-day period as described in subsection (a) of
this Section 2.18, and all references in this Agreement, and in the Revolving
Credit Notes, if any, to the "Termination Date" shall, with respect to each
Consenting Lender and each Assuming Lender for such Extension Date, refer to the
Termination Date as so extended. Promptly
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following each Extension Date, the Administrative Agent shall notify the Lenders
(including, without limitation, each Assuming Lender) of the extension of the
scheduled Termination Date in effect immediately prior thereto and shall
thereupon record in the Register the relevant information with respect to each
such Consenting Lender and each such Assuming Lender.

ARTICLE III
CONDITIONS TO EFFECTIVENESS AND LENDING

SECTION 3.01 Conditions Precedent to Effectiveness of Section
2.01. Section 2.01 of this Agreement shall become effective on and as of the
first date (the "Effective Date") on which the following conditions precedent
have been satisfied:

(a) There shall have occurred no material adverse change
in the properties, business, profits or condition (financial or otherwise) of
the Borrower or of the Borrower and its Subsidiaries taken as a whole since
October 27, 2002, except as disclosed in the Borrower's filings with the SEC
prior to the date hereof.

(b) Except as set forth under the heading "Legal
Proceedings" in the Borrower's 2002 Form 10-K and other SEC filings filed by
Borrower prior to the Effective Date, there shall exist no action, suit or
proceeding pending against, or to the knowledge of the Borrower threatened
against or affecting, the Borrower or any of its Subsidiaries before any court
or arbitrator or any governmental body, agency or official (i) in which there is
a reasonable possibility of an adverse determination which would have a Material
Adverse Effect, or (ii) which in any manner draws into question the validity of
this Agreement or the Revolving Credit Notes.

(c) All governmental and third party consents and
approvals necessary in connection with the transactions contemplated hereby
shall have been obtained (without the imposition of any conditions that are not
acceptable to the Lenders) and shall remain in effect, and no law, regulation or
provision in an existing agreement shall be applicable in the reasonable
judgment of the Lenders that restrains, prevents or imposes materially adverse
conditions upon the transactions contemplated hereby.

(d) The Borrower shall have notified each Lender and the
Administrative Agent in writing as to the proposed Effective Date.

(e) The Borrower shall have paid all accrued fees and
expenses of the Administrative Agent and the Lenders (including the accrued fees
and expenses of counsel to the Administrative Agent) as agreed separately in
writing by the parties to such agreement.

(f) On the Effective Date, the following statements shall
be true:

(1) The representations and warranties contained
in Section 4.01 are correct on and as of the Effective Date, and

(ii) No event exists that constitutes a Default
or Event of Default.

The Administrative Agent shall have received on or
before the Effective Date the following, each dated such day, in form and
substance satisfactory to the Administrative Agent and (except for the Revolving
Credit Notes) in sufficient copies for each Lender:
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(1) The Revolving Credit Notes to the order of
the Lenders to the extent requested by any Lender pursuant to Section
2.15.

(ii) Certified copies of the general resolutions
of the Board of Directors of the Borrower which authorize the Borrower
to enter into this Agreement and the Revolving Credit Notes, and of all
documents evidencing other necessary corporate action and governmental
approvals, if any, with respect to this Agreement and the Revolving
Credit Notes.

(iii) A certificate of the Secretary or an
Assistant Secretary of the Borrower certifying the names and true
signatures of the officers of the Borrower authorized to sign this
Agreement and the Revolving Credit Notes and the other documents to be
delivered hereunder.

(iv) A favorable opinion of the Vice President,
Legal Affairs or of the Group Vice President, Legal Affairs and
Intellectual Property of the Borrower, substantially in the form of
Exhibit D hereto and as to such other matters as any Lender through the
Administrative Agent may reasonably request.

(v) A favorable opinion of Orrick, Herrington &
Sutcliffe, L.L.P., counsel for the Borrower, substantially in the form
of Exhibit E hereto and as to such other matters as any Lender through
the Administrative Agent may reasonably request.

(vi) A favorable opinion of Shearman & Sterling
LLP, counsel for the Administrative Agent, in form and substance
satisfactory to the Administrative Agent.

SECTION 3.02 Conditions Precedent to Each Revolving Credit
Borrowing, Increase Date Extension Date and Term Loan Election. The obligation
of each Lender to make a Revolving Credit Advance on the occasion of each
Revolving Credit Borrowing, each Commitment Increase, each Term Loan Election
pursuant to Section 2.05, and each extension of Commitments pursuant to Section
2.18 shall be subject to the conditions precedent that the Effective Date shall
have occurred and on the date of such Revolving Credit Borrowing, the applicable
Increase Date or the applicable Extension Date (a) the following statements
shall be true (and each of the giving of the applicable Notice of Revolving
Credit Borrowing, request for Commitment Increase, request for extension of
Commitments and the acceptance by the Borrower of the proceeds of such Revolving
Credit Borrowing shall constitute a representation and warranty by the Borrower
that on the date of such Revolving Credit Borrowing, such Increase Date or such
Extension Date such statements are true):

(1) the representations and warranties contained
in Section 4.01 are correct on and as of the date of such Revolving
Credit Borrowing, before and after giving effect to such Revolving
Credit Borrowing and to the application of the proceeds therefrom, as
though made on and as of such date, and

(ii) no event has occurred and is continuing, or
would result from such Revolving Credit Borrowing or from the
application of the proceeds therefrom, that constitutes a Default;

and (b) the Administrative Agent shall have received such other approvals,
opinions or documents as any Lender through the Administrative Agent may
reasonably request.

SECTION 3.03 Determinations Under Section 3.01. For purposes
of determining compliance with the conditions specified in Section 3.01, each
Lender shall be deemed to have consented to, approved or accepted or to be
satisfied with each document or other matter required thereunder to be
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consented to or approved by or acceptable or satisfactory to the Lenders unless
an officer of the Administrative Agent responsible for the transactions
contemplated by this Agreement shall have received notice from such Lender prior
to the date that the Borrower, by notice to the Lenders, designates as the
proposed Effective Date, specifying its objection thereto. The Administrative
Agent shall promptly notify the Lenders of the occurrence of the Effective Date.

ARTICLE IV
REPRESENTATIONS AND WARRANTIES

SECTION 4.01 Representations and Warranties of the Borrower.
The Borrower represents and warrants as follows:

(a) Corporate Existence and Power. Each of the Borrower
and each Subsidiary:

(1) is a corporation duly organized and validly
existing under the laws of its jurisdiction of incorporation;

(ii) has all requisite power and authority and
all necessary licenses and permits to own and operate its properties
and to carry on its business as now conducted and as presently proposed
to be conducted, except where failures to have such licenses and
permits would not, in the aggregate, have a Material Adverse Effect;
and

(iii) is duly licensed or qualified and is in good
standing as a foreign corporation in each jurisdiction wherein the
nature of the business transacted by it or the nature of the property
owned or leased by it makes such licensing or qualification necessary,
except where failures to be so licensed, qualified or in good standing
would not, in the aggregate, have a Material Adverse Effect.

(b) Corporate and Governmental Authorization; No
Contravention. The execution, delivery and performance by the Borrower of this
Agreement and the Revolving Credit Notes are within the Borrower's corporate
powers, have been duly authorized by all necessary corporate action, require no
action by or in respect of, or filing with, any governmental body, agency or
official and do not contravene, or constitute a default under, any provision of
applicable law or regulation or of the certificate of incorporation or by-laws
of the Borrower or of any agreement, judgment, injunction, order, decree or
other instrument binding upon the Borrower or any of its Subsidiaries or result
in the creation or imposition of any Lien on any asset of the Borrower or any of
its Subsidiaries.

(c) Binding Effect. This Agreement constitutes a valid
and binding agreement of the Borrower and each Revolving Credit Note, when
executed and delivered in accordance with this Agreement, will constitute a
valid and binding obligation of the Borrower, in each case enforceable in
accordance with its terms, except as limited by (i) bankruptcy, insolvency or
similar laws affecting creditors' rights generally and (ii) general principles
of equity.

(d) Financial Information. (i) The consolidated balance
sheet of the Borrower and its Subsidiaries as of October 27, 2002 and the
related consolidated statements of operations and cash flows for the fiscal year
then ended, reported on by PricewaterhouseCoopers LLP and set forth in the
Borrower's 2002 Form 10-K (or an exhibit thereto), a copy of which has been
obtained by each of the Lenders, fairly present, in conformity with generally
accepted accounting principles, the consolidated financial position of the
Borrower and its Subsidiaries as of such date and their consolidated results of
operations and cash flows for such fiscal year.
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(ii) There has been no material adverse change
since October 27, 2002 in the business, financial position or results
of operations of the Borrower and its Subsidiaries, considered as a
whole, except as disclosed in the Borrower's filings with the SEC prior
to the Effective Date.

(e) Litigation. Except as set forth under the heading
"Legal Proceedings" in the Borrower's 2002 Form 10-K and as disclosed in any SEC
filings of the Borrower made prior to the Effective Date, and then only to the
extent that there have been no adverse developments with respect to such "Legal
Proceedings" since such Form 10-K was delivered to the Administrative Agent,
there is no action, suit or proceeding pending against, or to the knowledge of
the Borrower any investigation, action, suit or proceeding threatened against or
affecting, the Borrower or any of its Subsidiaries before any court or
arbitrator or any governmental body, agency or official (i) in which there is a
reasonable possibility of an adverse determination which would have a Material
Adverse Effect, or (ii) which in any manner draws into question the validity of
this Agreement or the Revolving Credit Notes.

(f) Compliance with ERISA. Each member of the ERISA Group
has fulfilled its obligations under the minimum funding standards of ERISA and
the Internal Revenue Code with respect to each Plan and is in compliance in all
material respects with the presently applicable provisions of ERISA and the
Internal Revenue Code with respect to each Plan. No member of the ERISA Group
has (i) sought a waiver of the minimum funding standard under Section 412 of the
Internal Revenue Code in respect of any Plan, (ii) failed to make any
contribution or payment to any Plan or Multiemployer Plan or in respect of any
Benefit Arrangement, or made any amendment to any Plan or Benefit Arrangement,
which has resulted or could result in the imposition of a Lien or the posting of
a bond or other security under ERISA or the Internal Revenue Code which will
violate Section 5.02(a) hereof or (iii) incurred any unpaid liability in excess
of $75,000,000 under Title IV of ERISA other than a liability to the PBGC for
premiums under Section 4007 of ERISA.

(9) Environmental Matters. The Borrower has a process of
conducting periodic internal reviews relating to compliance by the Borrower and
its Subsidiaries with Environmental Laws and liabilities thereunder. On the
basis of such reviews and other business processes, except as set forth in the
Borrower's 2002 Form 10-K, nothing has come to the attention of the Borrower
which would lead it to believe that costs associated with compliance with
Environmental Laws or liabilities thereunder (including, without limitation, any
capital or operating expenses required for cleanup, closure of properties or
compliance with Environmental Laws or any permit, license or approval, any
related constraints on operating activities and any potential liabilities to
third parties) would have a Material Adverse Effect.

(h) Taxes. All federal and state income tax returns
required to be filed by the Borrower or any Subsidiary in any jurisdiction have,
in fact, been filed and all other tax returns required to be filed in any other
jurisdiction have, in fact, been filed, except where the failure to so file in
such jurisdictions (other than in connection with federal or state income tax
returns) would not have a Material Adverse Effect, and all taxes, assessments,
fees and other governmental charges upon the Borrower or any Subsidiary or upon
any of their respective properties, income or franchises, which are shown to be
due and payable in such returns, have been paid. For all taxable years ending on
or before October 1994, the Federal income tax liability of the Borrower and its
Subsidiaries has been satisfied and either the period of limitations on
assessment of additional Federal income tax has expired or the Borrower and its
Subsidiaries have entered into an agreement with the Internal Revenue Service
closing conclusively the total tax liability for the taxable year. The
provisions for taxes on the books of the Borrower and each Subsidiary are
adequate for all open years, and for its current fiscal period.
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(1) No Regulatory Restrictions on Borrowing. The Borrower
is not (i) primarily engaged in a business or businesses of investing,
reinvesting, owning, holding or trading in securities; (ii) a "holding company"
or a "subsidiary company" of a holding company within the meaning of the Public
Utility Holding Company Act of 1935, as amended; or (iii) otherwise subject to
any regulatory scheme applicable to it which restricts its ability to incur debt
under this Agreement.

(3) Full Disclosure. All written information heretofore
furnished by the Borrower to the Administrative Agent or any Lender for purposes
of or in connection with this Agreement or any transaction contemplated hereby
does not, and all such written information hereafter furnished by the Borrower
to the Administrative Agent or any Lender will not, contain any untrue statement
of a material fact or in the aggregate omit a material fact necessary to make
the statements therein not misleading on the date as of which such information
is stated or certified. There is no fact peculiar to the Borrower or its
Subsidiaries which the Borrower has not disclosed to the Lenders in writing
which has had or, so far as the Borrower can now reasonably foresee, will have a
Material Adverse Effect.

ARTICLE V
COVENANTS OF THE BORROWER

SECTION 5.01 Affirmative Covenants. So long as any Revolving
Credit Advance or the Term Loan shall remain unpaid or any Lender shall have any
Commitment hereunder, the Borrower will:

(a) Compliance with Laws, Etc. Comply, and cause each
Subsidiary to comply, in all material respects with all applicable laws,
ordinances, rules, regulations, and requirements of governmental authorities
(including, without limitation, Environmental Laws and ERISA and the rules and
regulations thereunder) except (A) where the necessity of compliance therewith
is contested in good faith by appropriate proceedings or (B) where the violation
of which, individually or in the aggregate, would not reasonably be expected to
(x) result in a Material Adverse Effect or (y) if such violation is not
remedied, result in any Lien not permitted under Section 5.02(a).

(b) Payment of Obligations. Pay and discharge, and cause
each Subsidiary to pay and discharge, at or before maturity, all their
respective material obligations and liabilities, including, without limitation,
tax liabilities, except where the same may be contested in good faith by
appropriate proceedings, and maintain, and cause each Subsidiary to maintain, in
accordance with GAAP, appropriate reserves for the accrual of any of the same.

(c) Maintenance of Property; Insurance. (i) Keep, and
cause each Subsidiary to keep, all property useful and necessary in its business
in good working order and condition, ordinary wear and tear excepted; provided
that nothing in this Section 5.01(c)(i) shall prevent the abandonment of any
property if such abandonment does not result in any Default hereunder and the
Borrower determines, in the exercise of its reasonable business judgment, that
such abandonment is in the interest of the Borrower.

(ii) Maintain, and cause each Subsidiary to
maintain, insurance coverage by financially sound and reputable
insurers and in such forms and amounts and against such risks as are
customary for corporations of established reputation engaged in the
same or a similar business and owning and operating similar properties
in similar locations.

(d) Preservation of Corporate Existence, Etc. Preserve,
renew and keep in full force and effect, and cause each Subsidiary to preserve,
renew and keep in full force and effect, their respective corporate existence
and their respective rights, privileges and franchises, except to the extent
that failures
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to maintain their respective rights, privileges and franchises could not, in the
aggregate, reasonably be expected to have a Material Adverse Effect; provided
that nothing in this Section 5.01(d) shall prohibit (A) the merger of a
Subsidiary into the Borrower or the merger or consolidation of a Subsidiary with
or into another Person if the corporation surviving such consolidation or merger
is a Subsidiary and if, in each case, after giving effect thereto, no Default
shall have occurred and be continuing or (B) the termination of the corporate
existence of any Subsidiary if such termination does not result in any Default
hereunder and the Borrower determines, in the exercise of its reasonable
business judgment, that such termination is in the interest of the Borrower.

(e) Visitation Rights. Permit any Lender (i) to visit and
inspect during normal business hours (at the expense of such Lender unless an
Event of Default has occurred and is continuing), under the Borrower's guidance
and, so long as no Default shall have occurred and be continuing, upon not less
than three Business Days' prior notice, any of the properties of the Borrower or
any Subsidiary, (ii) to examine (to the extent material to ascertaining
compliance with the terms and provisions hereof or to the extent reasonably
related to the financial condition or material operations of the Borrower or a
Subsidiary) all of their books of account, records, reports and other papers,
and to make copies and extracts therefrom (other than attorney-client privileged
and attorney work-product documents) and (iii) to the extent material to
ascertaining compliance with the terms and provisions hereof or to the extent
reasonably related to the financial condition or material operations of the
Borrower or a Subsidiary, to discuss their respective affairs, finances and
accounts with their respective officers, employees (who are managers or
officers), and independent public accountants and by this provision the Borrower
authorizes said accountants to discuss with such Lenders the finances and
affairs of the Borrower and its Subsidiaries; provided that such Lender shall
have given prior written notice to the Borrower of its intention to discuss such
finances and affairs with such accountants and have given the Borrower the
opportunity to participate in such discussions, all at such reasonable times and
as often as may be reasonably requested. Notwithstanding the above, the Borrower
may, if and to the extent required by applicable law, deny such access or
information to any Lender.

(f) Keeping of Books. Keep, and cause each of its
Subsidiaries to keep, proper books of record and account, in which full, true
and correct entries shall be made of all dealings and transactions in relation
to its business and activities in accordance with generally accepted accounting
principles in effect from time to time.

(9) Reporting Requirements. Deliver in writing or by
email to each of the Lenders (except as stated in clauses (i), (ii), (iv), (vi),
(vii) and (ix) below and Section 8.01(b)) or make available electronically:

(1) as soon as available and in any event within
45 days after the end of each quarterly fiscal period (except the last)
of each fiscal year, copies of:

(A) a consolidated balance sheet of the
Borrower and its Subsidiaries as of the close of such
quarterly fiscal period, setting forth in comparative
form the consolidated figures as of the close of the
fiscal year then most recently ended,

(B) consolidated statements of
operations of the Borrower and its Subsidiaries for
such quarterly fiscal period and for the portion of
the fiscal year ending with such quarterly fiscal
period, in each case setting forth in comparative
form the consolidated figures for the corresponding
period and portion of the preceding fiscal year and
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(C) a consolidated statement of cash
flows of the Borrower and its Subsidiaries for the
portion of the fiscal year ending with such quarterly
fiscal period, setting forth in comparative form the
consolidated figures for the corresponding period of
the preceding fiscal year,

it being agreed that (1) delivery of such financial statements
shall be deemed to be a representation by the Borrower that
such financial statements fairly present, in conformity with
GAAP, the consolidated financial position of the Borrower and
its Subsidiaries as of the close of such quarterly fiscal
period and their consolidated results of operations and cash
flows for the portion of the fiscal year ending at the end of
such quarterly fiscal period (subject to normal year-end
adjustments) and (2) the Borrower may satisfy the requirements
of this Section 5.01(a)(i) by filing its Quarterly Report on
Form 10-Q with the SEC; provided that such Form 10-Q satisfies
the foregoing requirements of this paragraph (1i);

(ii) as soon as available and in any event within
90 days after the close of each fiscal year of the Borrower, copies of:

(A) a consolidated balance sheet of the
Borrower and its Subsidiaries as of the close of such
fiscal year, and

(B) consolidated statements of
operations and cash flows of the Borrower and its
Subsidiaries for such fiscal year,

in each case setting forth in comparative form the
consolidated figures for the two preceding fiscal years, all
in reasonable detail and accompanied by a report thereon of a
firm of independent public accountants of recognized national
standing selected by the Borrower to the effect that the
consolidated financial statements present fairly, in all
material respects, the consolidated financial position of the
Borrower and its Subsidiaries as of the end of the fiscal year
being reported on and their consolidated results of operations
and cash flows for said year in conformity with GAAP and that
the examination of such accountants in connection with such
financial statements has been conducted in accordance with
generally accepted auditing standards, it being agreed that
the Borrower may satisfy the requirements of this Section
5.01(a)(ii) by filing its Annual Report on Form 10-K with the
SEC; provided that such Form 10-K (including the exhibits
filed therewith) satisfies the requirements of this paragraph
(ii);

(iii) promptly upon receipt thereof, one copy of
each interim or special audit made by independent accountants of the
books of the Borrower or any Subsidiary and any management letter
received from such accountants, in all cases, material to the financial
condition or operations of the Borrower or of the Borrower and its
Subsidiaries taken as a whole;

(iv) promptly upon their becoming available, one
copy of each financial statement, report, notice or proxy statement
sent by the Borrower to stockholders generally and of each regular or
periodic report, and any registration statement or prospectus (other
than those on Form S-8) filed by the Borrower or any Subsidiary with
any securities exchange or the SEC or any successor agency; provided
that the filing of such document with the SEC shall satisfy such
requirement, and copies of any orders in any proceedings to which the
Borrower or any of its Subsidiaries is a party, issued by any
governmental agency, Federal or state, having jurisdiction over the
Borrower or any of its Subsidiaries, which orders are material to the
financial condition or operations of the Borrower or the Borrower and
its Subsidiaries taken as a whole;
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(v) promptly upon the occurrence thereof,
written notice of (A) a Reportable Event with respect to any Plan; (B)
the institution of any steps by the Borrower, any ERISA Affiliate, the
PBGC or any other person to terminate any Plan if such termination were
to result in a liability of the Borrower or any Subsidiary to the PBGC
in an amount which could materially and adversely affect the condition,
financial or otherwise, of the Borrower or of the Borrower and its
Subsidiaries taken as a whole; (C) the institution of any steps by the
Borrower or any ERISA Affiliate to withdraw from any Plan or any
Multiemployer Plan if such withdrawal would result in a liability of
the Borrower or any Subsidiary in an amount which could materially and
adversely affect the condition, financial or otherwise, of the Borrower
or of the Borrower and its Subsidiaries taken as a whole; (D) a
"prohibited transaction" within the meaning of Section 406 of ERISA
(which has not been exempted under or pursuant to Section 408 of ERISA)
in connection with any Plan if such "prohibited transaction" would
result in a liability of the Borrower or any Subsidiary in an amount
which could materially and adversely affect the condition, financial or
otherwise, of the Borrower or of the Borrower and its Subsidiaries
taken as a whole; (E) any increase in the contingent liability of the
Borrower or any Subsidiary with respect to any post-retirement welfare
liability in an amount that could have a Material Adverse Effect; or
(F) the taking of any action by, or the threat in writing of the taking
of any action by, the Internal Revenue Service, the Department of Labor
or the PBGC with respect to any of the foregoing;

(vi) within the periods provided in paragraphs
(i) and (ii) above, a certificate of an authorized financial officer of
the Borrower stating that such officer has reviewed the provisions of
this Agreement and (A) setting forth the information and computations
(in sufficient detail) required in order to establish whether the
Borrower was in compliance with the requirements of Sections 5.02(a),
5.02(e) and 5.03 at the end of the period covered by the financial
statements then being furnished and (B) stating whether there existed
as of the date of such financial statements and whether, to the best of
such officer's knowledge, there exists on the date of the certificate
or existed at any time during the period covered by such financial
statements any Default and, if any such condition or event exists on
the date of the certificate, specifying the nature and period of
existence thereof and the action the Borrower is taking and proposes to
take with respect thereto; provided, that the email of such certificate
in accordance with Section 8.01(b) shall satisfy the delivery
requirements of this paragraph;

(vii) within the period provided in paragraph (ii)
above, a certificate of the accountants who render an opinion with
respect to such financial statements, stating (A) that they have
reviewed this Agreement, and (B) whether, in making their audit, such
accountants have become aware of any Default under Section 6.01 insofar
as any such terms or provisions pertain to or involve accounting
matters or determinations, and if any such condition or event then
exists specifying the nature and period of existence thereof; provided,
that the email of such certificate in accordance with Section 8.01(b)
shall satisfy the delivery requirements of this paragraph;

(viii) within five days after any officer of the
Borrower obtains knowledge of any Default, if such Default is then
continuing, a certificate of the chief financial officer or the chief
accounting officer of the Borrower setting forth the details thereof
and the action which the Borrower is taking and proposes to take with
respect thereto;

(ix) promptly upon any change in the Public Debt
Rating, a notice reporting such change and stating the date on which
such change was publicly announced by the relevant rating agency, such
notice to be delivered by the Borrower to the Administrative Agent
(which shall promptly advise the Lenders thereof if the Applicable
Margin, the Applicable Percentage or the Applicable Utilization Fee is
affected by such change in the Public Debt Rating); and
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(x) from time to time such additional
information regarding the financial position or business of the

Borrower and its Subsidiaries as the Administrative Agent, at the

request of any Lender, may reasonably request.

SECTION 5.02 Negative Covenants. So long as any Revolving
Credit Advance or the Term Loan shall remain unpaid or any Lender shall have any

Commitment hereunder, the Borrower will not:

(a) Liens, Etc. Create, incur or suffer to exist,

permit any of its Subsidiaries to create, incur or suffer to exist, any Lien on

or with respect to any of its properties, whether now owned or hereafter

acquired, or upon any income or profits therefrom, or acquire or agree to
acquire, or permit any Subsidiary to acquire, any property or assets upon
conditional sales agreements or other title retention devices, except:

(1) Liens for property taxes and assessments or

governmental charges or levies and Liens securing claims or demands of
mechanics and materialmen, provided that payment thereof is not at the
time required by Section 5.01(a) or (b);

(ii) any Lien of or resulting from any judgment
or award; provided that either (A) the amount secured thereby does not
exceed $75,000,000 or (B) if the amount secured thereby does exceed
$75,000,000, the time for the appeal or petition for rehearing of such
judgment or award shall not have expired, or the Borrower or a
Subsidiary shall in good faith be prosecuting an appeal or proceeding
for a review thereof, and execution of such judgment or award shall be
stayed pending such appeal or proceeding for review;

(iii) Liens incidental to the conduct of business
conducted by the Borrower and its Subsidiaries in the ordinary course
of business or the ownership of properties and assets owned by the
Borrower and its Subsidiaries (including Liens in connection with
worker's compensation, unemployment insurance and other like laws,
warehousemen's and attorneys' liens and statutory landlords' liens) and
Liens to secure the performance of bids, tenders or trade contracts, or
to secure statutory obligations, surety or appeal bonds or other Liens
of like general nature incurred in the ordinary course of business of
the Borrower and its Subsidiaries and not in connection with the
borrowing of money, provided in each case, the obligation secured is
not overdue or, if overdue, is being contested in good faith by
appropriate actions or proceedings;

(iv) survey exceptions or encumbrances,
encroachments, easements or reservations, or rights of others for
rights-of-way, utilities and other similar purposes, zoning
restrictions, declarations of covenants, conditions and restrictions,
other title exceptions or other restrictions as to the use of real
properties, which are necessary or appropriate in the good faith
judgment of the Borrower for the conduct of the business of the
Borrower and its Subsidiaries and which, individually or in the
aggregate, do not in any event materially impair their use in the
operation of the business of the Borrower or of the Borrower and its
Subsidiaries taken as a whole;

(v) Liens securing Indebtedness of a Subsidiary
to the Borrower or to another Subsidiary;

(vi) Liens existing as of the Effective Date and
reflected in Schedule 5.02(a) hereto, including any renewals,
extensions or replacements of any such Lien, provided that:
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(A) no additional property is
encumbered in connection with any such renewal,
extension or replacement of any such Lien; and

(B) there is no increase in the
aggregate principal amount of Debt secured by any
such Lien from that which was outstanding or
permitted to be outstanding with respect to such Lien
as of the Effective Date or the date of such renewal,
extension or replacement, whichever is greater;

(vii) Liens incurred after the Effective Date
given to secure the payment of the purchase price and/or other direct
costs incurred in connection with the acquisition, construction,
improvement or rehabilitation of assets including Liens incurred by the
Borrower or any Subsidiary securing Debt incurred in connection with
industrial development bond and pollution control financings, including
Liens existing on such assets at the time of acquisition thereof or at
the time of acquisition by the Borrower or a Subsidiary of any business
entity (including a Subsidiary) then owning such assets, whether or not
such existing Liens were given to secure the payment of the purchase
price of the assets to which they attach, provided that (A) except in
the case of Liens existing on assets at the time of acquisition of a
Subsidiary then owning such assets, the Lien shall be created within
twelve (12) months of the later of the acquisition of, or the
completion of the construction or improvement in respect of, such
assets and shall attach solely to the assets acquired, purchased, or
financed, (B) except in the case of Liens existing on assets at the
time of acquisition of a Subsidiary then owning such assets or Liens in
connection with industrial development bond or pollution control
financings, at the time of the incurrence of such Lien, the aggregate
amount remaining unpaid on all Debt secured by Liens on such assets
whether or not assumed by the Borrower or a Subsidiary shall not exceed
an amount equal to 75% of the lesser of the total purchase price or
fair market value, at the time such Debt is incurred, of such assets
(as determined in good faith by the Board of Directors of the
Borrower), and (C) all such Debt shall have been incurred within the
applicable limitation provided in Section 5.02(e);

(viii) Liens arising from the sale or transfer of
accounts receivable and notes of the Borrower and its Subsidiaries,
provided that (A) the Borrower and its Subsidiaries shall receive
adequate consideration therefor and (B) all Debt, if any, secured by
such Liens is incurred within the applicable limitation of Section

5.02(e);

(ix) Liens on notes or accounts receivable sold
or transferred in a transaction which is accounted for as a true sale
under GAAP;

(x) Liens securing Debt, to the extent that such

Liens are not otherwise permitted by this Section 5.02(a), provided
that (A) immediately after giving effect to the incurrence of any such
Lien, the sum of the aggregate principal amount of all outstanding Debt
secured by Liens permitted solely by reason of this Sections 5.02(a)(x)
shall not exceed 15% of Consolidated Net Tangible Assets, and (B) the
incurrence of such Debt is permitted by Section 5.02(e); and

(x1) Liens incurred in connection with any
renewals, extensions or refundings of any Debt secured by Liens
described in Sections 5.02(a)(vii), (viii), (ix) or (x), provided that
there is no increase in the aggregate principal amount of Debt secured
thereby and no additional property is encumbered.

In the event that any property of the Borrower or its Subsidiaries is subjected
to a lien in violation of this Section 5.02(a), but no other provision of this
Agreement including, without limitation, Section 5.02(e)
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(the Indebtedness secured by such lien being referred to as "Prohibited Secured
Indebtedness"), such violation shall not constitute an Event of Default
hereunder if the Borrower, substantially simultaneously with the incurrence of
such lien, makes or causes to be made a provision whereby the Revolving Credit
Notes will be secured equally and ratably with all Prohibited Secured
Indebtedness and delivers to the Lenders an opinion to that effect, and, in any
case, the Revolving Credit Notes shall have the benefit, to the full extent
that, and with such priority as, the Lenders may be entitled to under applicable
law, of an equitable lien to secure the Revolving Credit Notes on such property
of the Borrower or its Subsidiaries that secures Prohibited Secured
Indebtedness. The opinion referred to in the preceding sentence shall be
addressed to each of the Lenders, shall contain such qualifications and
limitations as are reasonably acceptable to the Lenders and shall be delivered
by counsel of nationally recognized standing selected by the Borrower and
satisfactory to the Required Lenders. Such counsel shall be deemed to be
satisfactory to the Required Lenders unless, during the 15 day period after the
Lenders have received written notice identifying such counsel, Lenders having
more than 40% of the aggregate amount of the Commitments or, if the Commitments
shall have been terminated, more than 40% of the aggregate unpaid principal
amount of the Revolving Credit Advances, shall have objected to such selection
in writing to the Borrower.

Notwithstanding any of the foregoing provisions of this
Section 5.02(a) including, without limitation, the terms and provisions of the
preceding paragraph of this Section 5.02(a), the Borrower shall not, and shall
not permit any Subsidiary to, create or incur, or suffer to be incurred or to
exist, any Lien (other than Liens described in Section 5.02(a)(i) through (iv),
inclusive) upon any land, property or buildings (or any interest therein)
described as Special Unencumbered Property in Schedule 5.02(a)(xii) hereto.

(b) Consolidations, Mergers and Sales of Assets.
Consolidate or merge with or into any other Person or sell, lease or otherwise
transfer, directly or indirectly, all or substantially all of its assets to any
other Person; provided that the Borrower may merge with another Person if
immediately after giving effect to such merger (x) no Default shall exist, and
(y) the Borrower is the surviving entity.

(c) Accounting Changes. Make or permit, or permit any of
its Subsidiaries to make or permit, any change in accounting policies or
reporting practices, except as required or permitted by GAAP.

(d) Change in Nature of Business. Engage, or permit any
of its Subsidiaries to engage, in any business if, as a result, the primary
business, taken on a consolidated basis, which would then be engaged in by the
Borrower and its Subsidiaries would be substantially changed from the business
of the manufacture of capital equipment for the electronics industry.

(e) Debt. Consolidated Debt shall at all times be less
than 50% of Consolidated Net Tangible Assets; provided that, at any time when
the equity investments (valued at their then current book value) of the Borrower
and its Subsidiaries in Equity Affiliates would otherwise exceed 5% of
Consolidated Net Tangible Assets, Consolidated Net Tangible Assets shall be
adjusted for purposes of this Section by deducting such equity investments
(valued at their then current book value).

(f) Use of Proceeds. Use proceeds of the Revolving Credit
Advances made under this Agreement, directly or indirectly, for the purpose,
whether immediate, incidental or ultimate, of buying or carrying Margin Stock
unless, at all times when any such proceeds are used to buy or carry Margin
Stock, not more than 25% of the value (as determined by any reasonable method)
of the assets (either of the Borrower only or of the Borrower and its
Subsidiaries on a consolidated basis) which are subject to any restriction in
Sections 5.02(a) or 5.02(b) consists of Margin Stock.
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(9) Transactions with Affiliates. Enter into or be a
party to, or permit any Subsidiary to enter into or be a party to, any
transaction or arrangement with any Affiliate (including, without limitation,
the purchase from, sale to or exchange of property with, or the rendering of any
service by or for, any Affiliate), except in the ordinary course of and pursuant
to the reasonable requirements of the Borrower's or such Subsidiary's (as the
case may be) business and upon fair and reasonable terms no less favorable to
the Borrower or such Subsidiary than would be obtained in a comparable
arm's-length transaction with a Person other than an Affiliate.

SECTION 5.03 Financial Covenants. So long as any Revolving
Credit Advance or the Term Loan shall remain unpaid or any Lender shall have any
Commitment hereunder, the Borrower will:

(a) Consolidated Tangible Net Worth. Maintain at all
times Consolidated Tangible Net Worth at an amount not less than the sum of:
(1) *** plus
(ii) *** of Consolidated Net Income for the

period from October 27, 2002 to and including the date of any
calculation hereunder, plus;

(iii) *** of the aggregate net proceeds received
from the issuance from time to time of any equity of the Borrower or
any Subsidiary during the period from October 27, 2002 to and including
the date of any calculation hereunder, excluding any proceeds from the
issuance of any equity pursuant to an employee stock plan.

(b) Cash and Cash Equivalents. Maintain at all times the
sum of the aggregate amount of Cash and Cash Equivalents for the Borrower and
its Subsidiaries less the amount of Consolidated Funded Debt of the Borrower in
an amount not less than ***,

ARTICLE VI
EVENTS OF DEFAULT

SECTION 6.01 Events of Default. If any of the following events
("Events of Default") shall occur and be continuing:

(a) the Borrower shall fail to pay any principal of any
Revolving Credit Advance when due or shall fail to pay any interest, fee, or
other amount payable hereunder within three Business Days or five days after it
becomes due, whichever is later;

(b) any representation, warranty, certification or
statement made by the Borrower in this Agreement or in any certificate,
financial statement or other document delivered pursuant to this Agreement shall
prove to have been incorrect in any material respect when made (or deemed made);

(c) the Borrower shall fail to perform or observe any
other term, covenant or agreement contained in this Agreement on its part to be
performed or observed (other than clause (a) above) if such failure shall remain
unremedied for 30 days after written notice thereof shall have been given to the
Borrower by the Administrative Agent or any Lender;

the Securities and Exchange Commission. Confidential treatment has been
requested with respect to the omitted portions.
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(d) the Borrower or any Subsidiary shall fail to make any
payment in respect of any Material Financial Obligations when due or within any
applicable grace period;

(e) any event or condition shall occur which results in
the acceleration of the maturity of any Material Debt or enables (after the
lapse of any cure period and the receipt of any required notices) the holder of
such Debt or any Person acting on such holder's behalf to accelerate the
maturity thereof;

(f) the Borrower or any Subsidiary shall commence a
voluntary case or other proceeding seeking liquidation, reorganization or other
relief with respect to itself or its debts under any bankruptcy, insolvency or
other similar law now or hereafter in effect or seeking the appointment of a
trustee, receiver, liquidator, custodian or other similar official of it or any
substantial part of its property, or shall consent to any such relief or to the
appointment of or taking possession by any such official in an involuntary case
or other proceeding commenced against it, or shall make a general assignment for
the benefit of creditors, or shall fail generally to pay its debts as they
become due, or shall admit in writing its inability to pay its debts generally,
or shall take any corporate action to authorize any of the foregoing; provided
that no event otherwise constituting an Event of Default under this clause (f)
shall be an Event of Default if the total assets of all entities with respect to
which an event has occurred which would otherwise have constituted an Event of
Default under this clause (f) or clause (g) do not exceed $75,000,000 in the
aggregate;

(9) an involuntary case or other proceeding shall be
commenced against the Borrower or any Subsidiary seeking liquidation,
reorganization or other relief with respect to it or its debts under any
bankruptcy, insolvency or other similar law now or hereafter in effect or
seeking the appointment of a trustee, receiver, liquidator, custodian or other
similar official of it or any substantial part of its property, and such
involuntary case or other proceeding shall remain undismissed and unstayed for a
period of 60 days; or an order for relief shall be entered against the Borrower
or any Subsidiary under the federal bankruptcy laws as now or hereafter in
effect; provided that no event otherwise constituting an Event of Default under
this clause (g) shall be an Event of Default if the total assets of all entities
with respect to which an event has occurred which would otherwise have
constituted an Event of Default under clause (f) or this clause (g) do not
exceed $75,000,000 in the aggregate;

(h) any ERISA Affiliate shall fail to pay when due (or in
the case of an ERISA Affiliate acquired by the Borrower or a Subsidiary after
the due date thereof, within 30 days after such ERISA Affiliate is so acquired)
an amount or amounts aggregating in excess of $75,000,000 which it shall have
become liable to pay under Title IV of ERISA; or notice of intent to terminate a
Material Plan shall be filed under Title IV of ERISA by any ERISA Affiliate, any
plan administrator or any combination of the foregoing; or the PBGC shall
institute proceedings under Title IV of ERISA to terminate, to impose liability
(other than for premiums under Section 4007 of ERISA) in respect of, or to cause
a trustee to be appointed to administer any Material Plan; or there shall occur
a complete or partial withdrawal from, or a default, within the meaning of
Section 4219(c)(5) of ERISA, with respect to, one or more Multiemployer Plans
which could cause one or more ERISA Affiliates to incur a current payment
obligation in excess of $50,000,000;

(1) final judgments or orders for the payment of money in
excess of $75,000,000 in the aggregate (excluding amounts with respect to which
a financially sound and reputable insurer has admitted liability) shall be
rendered against the Borrower or any Subsidiary and such judgments or orders
shall continue unsatisfied and unstayed for a period of 30 consecutive days; or

(3) either (i) any person or group of persons (within the
meaning of Section 13 or 14 of the Exchange Act) shall have acquired beneficial
ownership (within the meaning of Rule 13d-3
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promulgated by the SEC under said Act) of 30% or more of the outstanding shares
of Voting Stock of the Borrower; or (ii) during any period of 12 consecutive
calendar months, commencing before or after the date of this Agreement,
individuals who were directors of the Borrower on the first day of such period
(the "Initial Directors") shall cease for any reason to constitute a majority of
the board of directors of the Borrower unless the Persons replacing such
individuals were nominated or elected by a majority of the directors (x) who
were Initial Directors at the time of such nomination or election and/or (y) who
were nominated or elected by a majority of directors who were Initial Directors
at the time of such nomination or election;

then, and in any such event, the Administrative Agent (i) shall at the request,
or may with the consent, of the Required Lenders, by notice to the Borrower,
declare the obligation of each Lender to make Revolving Credit Advances to be
terminated, whereupon the same shall forthwith terminate, and (ii) shall at the
request, or may with the consent, of the Required Lenders, by notice to the
Borrower, declare the Revolving Credit Advances (or the Term Loan, if
applicable), all interest thereon and all other amounts payable under this
Agreement to be forthwith due and payable, whereupon the Revolving Credit
Advances (or the Term Loan, if applicable), all such interest and all such
amounts shall become and be forthwith due and payable, without presentment,
demand, protest or further notice of any kind, all of which are hereby expressly
waived by the Borrower; provided, however, that in the case of any of the Events
of Default specified in clause (f) or (g) above with respect to the Borrower,
without any notice to the Borrower or any other act by the Administrative Agent
or the Lenders, the Commitments shall thereupon terminate and the Revolving
Credit Advances (together with accrued interest thereon) shall immediately
become and be due and payable, without presentment, demand, protest or any
notice of any kind, all of which are hereby expressly waived by the Borrower.

ARTICLE VII
THE ADMINISTRATIVE AGENT

SECTION 7.01 Authorization and Action. Each Lender hereby
appoints and authorizes the Administrative Agent to take such action as agent on
its behalf and to exercise such powers and discretion under this Agreement as
are delegated to the Administrative Agent by the terms hereof, together with
such powers and discretion as are reasonably incidental thereto. As to any
matters not expressly provided for by this Agreement (including, without
limitation, enforcement or collection of the Revolving Credit Notes), the
Administrative Agent shall not be required to exercise any discretion or take
any action, but shall be required to act or to refrain from acting (and shall be
fully protected in so acting or refraining from acting) upon the instructions of
the Required Lenders, and such instructions shall be binding upon all Lenders
and all holders of Revolving Credit Notes; provided, however, that the
Administrative Agent shall not be required to take any action that exposes the
Administrative Agent to personal liability or that is contrary to this Agreement
or applicable law. The Administrative Agent agrees to give to each Lender prompt
notice of each notice given to it by the Borrower pursuant to the terms of this
Agreement.

SECTION 7.02 Administrative Agent's Reliance, Etc. Neither the
Administrative Agent nor any of its directors, officers, agents or employees
shall be liable for any action taken or omitted to be taken by it or them under
or in connection with this Agreement, except for its or their own gross
negligence or willful misconduct. Without limitation of the generality of the
foregoing, the Administrative Agent: (i) may treat the Lender that made any
Revolving Credit Advance as the holder of the Debt resulting therefrom until the
Administrative Agent receives and accepts an Assumption Agreement entered into
by an Assuming Lender as provided in Section 2.17 or 2.18, as the case may be,
or an Assignment and Acceptance entered into by such Lender, as assignor, and an
Eligible Assignee, as assignee, as provided in Section 8.07; (ii) may consult
with legal counsel (including counsel for the
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Borrower), independent public accountants and other experts selected by it and
shall not be liable for any action taken or omitted to be taken in good faith by
it in accordance with the advice of such counsel, accountants or experts; (iii)
makes no warranty or representation to any Lender and shall not be responsible
to any Lender for any statements, warranties or representations (whether written
or oral) made in or in connection with this Agreement; (iv) shall not have any
duty to ascertain or to inquire as to the performance or observance of any of
the terms, covenants or conditions of this Agreement on the part of the Borrower
or to inspect the property (including the books and records) of the Borrower;
(v) shall not be responsible to any Lender for the due execution, legality,
validity, enforceability, genuineness, sufficiency or value of this Agreement or
any other instrument or document furnished pursuant hereto; and (vi) shall incur
no liability under or in respect of this Agreement by acting upon any notice,
consent, certificate or other instrument or writing (which may be by telecopier)
believed by it to be genuine and signed or sent by the proper party or parties.

SECTION 7.03 Citicorp and Affiliates. With respect to its
Commitment, the Revolving Credit Advances made by it and the Revolving Credit
Note issued to it, Citicorp shall have the same rights and powers under this
Agreement as any other Lender and may exercise the same as though it were not
the Administrative Agent; and the term "Lender" or "Lenders" shall, unless
otherwise expressly indicated, include Citicorp in its individual capacity.
Citicorp and its Affiliates may accept deposits from, lend money to, act as
trustee under indentures of, accept investment banking engagements from and
generally engage in any kind of business with, the Borrower, any of its
Subsidiaries and any Person who may do business with or own securities of the
Borrower or any such Subsidiary, all as if Citicorp were not the Administrative
Agent and without any duty to account therefor to the Lenders.

SECTION 7.04 Lender Credit Decision. Each Lender acknowledges
that it has, independently and without reliance upon the Administrative Agent or
any other Lender and based on the financial statements referred to in Section
4.01 and such other documents and information as it has deemed appropriate, made
its own credit analysis and decision to enter into this Agreement. Each Lender
also acknowledges that it will, independently and without reliance upon the
Administrative Agent or any other Lender and based on such documents and
information as it shall deem appropriate at the time, continue to make its own
credit decisions in taking or not taking action under this Agreement.

SECTION 7.05 Indemnification. The Lenders agree to indemnify
the Administrative Agent (to the extent not reimbursed by the Borrower), ratably
according to the respective principal amounts of the Revolving Credit Advances
then owed to each of them (or if no Revolving Credit Advances are at the time
outstanding, ratably according to the respective amounts of their Commitments),
from and against any and all liabilities, obligations, losses, damages,
penalties, actions, judgments, suits, costs, reasonable expenses or
disbursements of any kind or nature whatsoever that may be imposed on, incurred
by, or asserted against the Administrative Agent in any way relating to or
arising out of this Agreement or any action taken or omitted by the
Administrative Agent under this Agreement (collectively, the "Indemnified
Costs"), provided that no Lender shall be liable for any portion of the
Indemnified Costs resulting from the Administrative Agent's gross negligence or
willful misconduct. Without limitation of the foregoing, each Lender agrees to
reimburse the Administrative Agent promptly upon demand for its ratable share of
any reasonable out-of-pocket expenses (including reasonable counsel fees)
incurred by the Administrative Agent in connection with the preparation,
execution, delivery, administration, modification, amendment or enforcement
(whether through negotiations, legal proceedings or otherwise) of, or legal
advice in respect of rights or responsibilities under, this Agreement, to the
extent that the Administrative Agent is not reimbursed for such reasonable
expenses by the Borrower. In the case of any investigation, litigation or
proceeding giving rise to any Indemnified Costs, this Section 7.05 applies
whether any such investigation, litigation or proceeding is brought by the
Administrative Agent, any Lender or a third party.
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SECTION 7.06 Successor Administrative Agent. The
Administrative Agent may resign at any time by giving written notice thereof to
the Lenders and the Borrower and may be removed at any time with or without
cause by the Required Lenders. Upon any such resignation or removal, the
Required Lenders shall have the right to appoint a successor Administrative
Agent with the consent, so long as no Default has occurred and is continuing, of
the Borrower (which consent shall not be unreasonably withheld or delayed). If
no successor Administrative Agent shall have been so appointed by the Required
Lenders, and shall have accepted such appointment, within 30 days after the
retiring Administrative Agent's giving of notice of resignation or the Required
Lenders' removal of the retiring Administrative Agent, then the retiring
Administrative Agent may, on behalf of the Lenders, appoint a successor
Administrative Agent, which shall be a commercial bank organized under the laws
of the United States of America or of any State thereof and having a combined
capital and surplus of at least $50,000,000. Upon the acceptance of any
appointment as Administrative Agent hereunder by a successor Administrative
Agent, such successor Administrative Agent shall thereupon succeed to and become
vested with all the rights, powers, discretion, privileges and duties of the
retiring Administrative Agent, and the retiring Administrative Agent shall be
discharged from its duties and obligations under this Agreement. After any
retiring Administrative Agent's resignation or removal hereunder as
Administrative Agent, the provisions of this Article VII shall inure to its
benefit as to any actions taken or omitted to be taken by it while it was
Administrative Agent under this Agreement.

SECTION 7.07 Other Agents. Each Lender hereby acknowledges
that none of the Syndication Agent, the Co-Documentation Agents or any other
Lender designated as any "Agent" on the signature pages hereof has any liability
hereunder other than in its capacity as a Lender.

ARTICLE VIII
MISCELLANEOUS

SECTION 8.01 Amendments, Etc. No amendment or waiver of any
provision of this Agreement or the Revolving Credit Notes, nor consent to any
departure by the Borrower therefrom, shall in any event be effective unless the
same shall be in writing and signed by the Borrower and the Required Lenders,
and then such waiver or consent shall be effective only in the specific instance
and for the specific purpose for which given; provided, however, that

(a) no amendment, waiver or consent shall, unless in
writing and signed by all of the Lenders, do any of the following at any time:

(1) waive any of the conditions specified in
Section 3.01;

(ii) change the number of Lenders or the
percentage of the Commitments or the aggregate outstanding principal
amount of Revolving Credit Advances that shall be required for any of
the Lenders to take any action hereunder; or

(iii) change this Section 8.01.

(b) no amendment, waiver or consent shall, unless in
writing and signed by the Borrower, the Required Lenders and each of the Lenders
that has a Commitment or is owed any amounts under or in respect thereof, if
such Lender is directly affected by such amendment, waiver or consent:

(1) increase the Commitments of such Lender or
subject such Lender to any additional obligations (other than as
provided in Section 2.17 hereto);
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(ii) reduce the principal or interest rate of, or
interest on, any Revolving Credit Advance of such Lender or any fees or
other amounts payable hereunder to such Lender; or

(iii) postpone any date scheduled for any payment
of principal of, or interest on, any Revolving Credit Advance of such
Lender or any fees or other amounts payable to such Lender.

SECTION 8.02 Notices, Etc. (a) Except to the extent set forth
in Section 8.02(b) and in the proviso to this Section 8.02(a), all notices and
other communications provided under this Agreement shall be in writing
(including telecopier or email communication) and mailed, telecopied, emailed or
delivered (x) if to the Borrower, at its address at 3050 Bowers Avenue, Santa
Clara, California 95054, Attention: Robert Friess; Telecopier: 408-986-7825;
email: Robert_Friess@amat.com, with a copy to George S. Davis at his email
address: george_davis@amat.com; provided, that if such notice is to be delivered
pursuant to Section 6.01, 7.05, 8.01 or 8.07, then such notice shall be
delivered by mail or express delivery (and not delivered electronically or by
telecopy) at the address above to the Attention of: George S. Davis, Treasurer
(or his successor) and Joseph Sweeney, Group Vice President, Legal Affairs and
Intellectual Property (or his successor), or at such other address as shall be
designated by Borrower in a written notice to the other parties; (y) if to any
Initial Lender, at its Domestic Lending Office specified opposite its name on
Schedule I hereto and if to any other Lender, at its Domestic Lending Office
specified in the Assumption Agreement or the Assignment and Acceptance pursuant
to which it became a Lender or at such other address as shall be designated by
such party in a written notice to the Borrower and the Administrative Agent; and
(z) if to the Administrative Agent, at its address at Two Penns Way, New Castle,
Delaware 19720, Attention: Bank Loan Syndications Department; Telecopier:
213-289 1899; email gregory.davis@citigroup.com and
william.timmons@citigroup.com, or at such other address as shall be designated
by the Administrative Agent in a written notice to the other parties, provided
that materials required to be delivered pursuant to Sections 5.01(g)(vi) and
(vii) shall be delivered to the Administrative Agent as specified in Section
8.02(b) or as otherwise specified to the Borrower by the Administrative Agent
from time to time. All such notices and communications shall, when mailed,
telecopied or e-mailed, be effective when deposited in the mails, telecopied, or
confirmed by e-mail, respectively, except that notices and communications to the
Administrative Agent pursuant to Article II, III or VII shall not be effective
until received by the Administrative Agent. Delivery by telecopier of an
executed counterpart of any amendment or waiver of any provision of this
Agreement or the Revolving Credit Notes or of any Exhibit hereto to be executed
and delivered hereunder shall be effective as delivery of a manually executed
counterpart thereof.

(b) So long as Citibank or any of its Affiliates is the
Administrative Agent, materials required to be delivered pursuant to Sections
5.01(g)(vi) and (vii) shall be delivered to the Administrative Agent in an
electronic medium in a format acceptable to the Administrative Agent and the
Lenders by e-mail at oploanswebadmin@citigroup.com. The Borrower agrees that the
Administrative Agent may make such materials, as well as any other written
information, documents, instruments and other material relating to the Borrower,
any of its Subsidiaries or any other materials or matters relating to this
Agreement, the Revolving Credit Notes or any of the transactions contemplated
hereby (collectively, the "Communications") available to the Lenders by posting
such notices on Intralinks, "e-Disclosure," the Administrative Agent's internet
delivery system that is part of Fixed Income Direct, Global Fixed Income's
primary web portal, or a substantially similar electronic system (the
"Platform"), according to procedures to be agreed between the Administrative
Agent and the Borrower from time to time; provided, that the Administrative
Agent agrees not to post certain specific non-public information on the
Platform, at the reasonable request of the Borrower. The Borrower acknowledges
that (i) the distribution of material through an electronic medium is not
necessarily secure and that there are confidentiality and other risks associated
with such distribution, (ii) the Platform is provided "as is" and "as available"
and
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(iii) neither the Administrative Agent nor any of its Affiliates warrants the
accuracy, adequacy or completeness of the Communications or the Platform and
each expressly disclaims liability for errors or omissions in the Communications
or the Platform. No warranty of any kind, express, implied or statutory,
including, without limitation, any warranty of merchantability, fitness for a
particular purpose, non-infringement of third party rights or freedom from
viruses or other code defects, is made by the Administrative Agent or any of its
Affiliates in connection with the Platform.

(c) Each Lender agrees that notice to it (as provided in
the next sentence) (a "Notice") specifying that any Communications have been
posted to the Platform shall constitute effective delivery of such information,
documents or other materials to such Lender for purposes of this Agreement;
provided that if requested by any Lender the Administrative Agent shall deliver
a copy of the Communications to such Lender by email or telecopier. Each Lender
agrees (i) to notify the Administrative Agent in writing of such Lender's e-mail
address to which a Notice may be sent by electronic transmission (including by
electronic communication) on or before the date such Lender becomes a party to
this Agreement (and from time to time thereafter to ensure that the
Administrative Agent has on record an effective e-mail address for such Lender)
and (ii) that any Notice may be sent to such e-mail address.

SECTION 8.03 No Waiver; Remedies. No failure on the part of
any Lender or the Administrative Agent to exercise, and no delay in exercising,
any right hereunder or under any Revolving Credit Note shall operate as a waiver
thereof; nor shall any single or partial exercise of any such right preclude any
other or further exercise thereof or the exercise of any other right. The
remedies herein provided are cumulative and not exclusive of any remedies
provided by law.

SECTION 8.04 Costs and Expenses. (a) The Borrower shall pay
(1) all out-of pocket expenses of the Administrative Agent, including reasonable
fees and disbursements of special counsel for the Administrative Agent, in
connection with the preparation of this Agreement (subject to any limits agreed
upon in writing by the Borrower and the Administrative Agent), any waiver or
consent hereunder or any amendment hereof or any Default or alleged Default
hereunder and (ii) if an Event of Default occurs, all out-of pocket expenses
incurred by the Administrative Agent and each Lender, including (without
duplication) the reasonable fees and disbursements of outside counsel and the
allocated cost of inside counsel, in connection with such Event of Default and
collection, bankruptcy, insolvency and other enforcement proceedings resulting
therefrom.

(b) The Borrower agrees to indemnify and hold harmless
the Administrative Agent and each Lender and each of their Affiliates and their
officers, directors, employees, agents and advisors (each, an "Indemnified
Party") from and against any and all claims, damages, losses, liabilities and
expenses (including, without limitation, reasonable fees and expenses of
counsel) that may be incurred by or asserted or awarded against any Indemnified
Party, in each case arising out of or in connection with or by reason of
(including, without limitation, in connection with any investigation, litigation
or proceeding or preparation of a defense in connection therewith) (i) the
Revolving Credit Notes, this Agreement, any of the transactions contemplated
herein or the actual or proposed use of the proceeds of the Revolving Credit
Advances or (ii) the actual or alleged presence of Hazardous Substances on any
property of the Borrower or any of its Subsidiaries or any Environmental Action
relating in any way to the Borrower or any of its Subsidiaries, except to the
extent such claim, damage, loss, liability or expense resulted from such
Indemnified Party's gross negligence or willful misconduct. In the case of an
investigation, litigation or other proceeding to which the indemnity in this
Section 8.04(b) applies, such indemnity shall be effective whether or not such
investigation, litigation or proceeding is brought by the Borrower, its
directors, shareholders or creditors or an Indemnified Party or any other Person
or any Indemnified Party is otherwise a party thereto and whether or not the
transactions contemplated hereby are consummated. The Borrower also agrees not
to assert any claim for special, indirect, consequential or punitive damages
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against the Administrative Agent, any Lender, any of their Affiliates, or any of
their respective directors, officers, employees, attorneys and agents, on any
theory of liability, arising out of or otherwise relating to the Revolving
Credit Notes, this Agreement, any of the transactions contemplated herein or the
actual or proposed use of the proceeds of the Revolving Credit Advances.

(c) If any payment of principal with respect to any
Eurodollar Rate Advance or Adjusted CD Rate Advance, or any such Revolving
Credit Advance is Converted to a different Type of Revolving Credit Advance
(pursuant to Section 2.07(d) or (e), 2.09 or 2.11, acceleration of the maturity
of the Revolving Credit Advances pursuant to Section 6.01 or for any other
reason) other than on the last day of the Interest Period for such Revolving
Credit Advance, or if the Borrower fails to borrow, prepay, Convert or continue
any such Revolving Credit Advance after notice has been given to any Lender in
accordance with Section 2.02(a), 2.05, 2.08 or 2.09, the Borrower shall
reimburse each Lender for any resulting loss or expense (with interest if
appropriate) incurred by it or by an existing or prospective assignee or
participant in the related Revolving Credit Advance, including (without
limitation) any loss incurred in obtaining, liquidation or employing deposits
from third parties, but excluding loss of margin for the period after any such
payment or failure to borrow, prepay, Convert or continue; provided that such
Lender shall have delivered to the Borrower a certificate as to the amount of
such loss or expense, which certificate shall show in reasonable detail the
basis for calculating such amount and shall be conclusive in the absence of
manifest error.

(d) Without prejudice to the survival of any other
agreement of the Borrower hereunder, the agreements and obligations of the
Borrower contained in Sections 2.10, 2.13 and 8.04 shall survive the payment in
full of principal, interest and all other amounts payable hereunder and under
the Revolving Credit Notes.

SECTION 8.05 Right of Set-off. Upon (i) the occurrence and
during the continuance of any Event of Default and (ii) the making of the
request or the granting of the consent specified by Section 6.01 to authorize
the Administrative Agent to declare the Revolving Credit Notes due and payable
pursuant to the provisions of Section 6.01, each Lender and each of its
Affiliates is hereby authorized at any time and from time to time, to the
fullest extent permitted by law, to set off and apply any and all deposits
(general or special, time or demand, provisional or final) at any time held and
other indebtedness at any time owing by such Lender or such Affiliate to or for
the credit or the account of the Borrower against any and all of the obligations
of the Borrower now or hereafter existing under this Agreement and the Revolving
Credit Note held by such Lender, without limitation of clauses (i) and (ii)
above, whether or not such Lender shall have made any demand under this
Agreement or such Revolving Credit Note and although such obligations may be
unmatured. Each Lender agrees promptly to notify the Borrower after any such
set-off and application, provided that the failure to give such notice shall not
affect the validity of such set-off and application. The rights of each Lender
and its Affiliates under this Section are in addition to other rights and
remedies (including, without limitation, other rights of set-off) that such
Lender and its Affiliates may have.

SECTION 8.06 Binding Effect. This Agreement shall become
effective (other than Section 2.01, which shall only become effective upon
satisfaction of the conditions precedent set forth in Section 3.01) when it
shall have been executed by the Borrower and the Administrative Agent and when
the Administrative Agent shall have been notified by each Initial Lender that
such Initial Lender has executed it and thereafter shall be binding upon and
inure to the benefit of the Borrower, the Administrative Agent and each Lender
and their respective successors and assigns, except that the Borrower shall not
have the right to assign its rights hereunder or any interest herein without the
prior written consent of the Lenders.
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SECTION 8.07 Assignments and Participations. (a) Each Lender
may with the consent of the Administrative Agent and the Borrower and, if
demanded by the Borrower (following a demand by such Lender pursuant to Section
2.10 or 2.13 and so long as no Default has occurred and is continuing) upon at
least five Business Days' notice to such Lender and the Administrative Agent,
will assign to one or more Persons all or a portion of its rights and
obligations under this Agreement (including, without limitation, all or a
portion of its Commitment, the Revolving Credit Advances owing to it and the
Revolving Credit Note held by it); provided, however, that (i) each such
assignment shall be of a constant, and not a varying, percentage of all rights
and obligations under this Agreement, (ii) except in the case of an assignment
to a Person that, immediately prior to such assignment, was a Lender or an
assignment of all of a Lender's rights and obligations under this Agreement, the
amount of the Commitment of the assigning Lender being assigned pursuant to each
such assignment (determined as of the date of the Assignment and Acceptance with
respect to such assignment) shall in no event be less than $10,000,000 or an
integral multiple of $1,000,000 in excess thereof, (iii) each such assignment
shall be to an Eligible Assignee, (iv) each such assignment made as a result of
a demand by the Borrower pursuant to this Section 8.07(a) shall be arranged by
the Borrower after consultation with the Administrative Agent and shall be
either an assignment of all of the rights and obligations of the assigning
Lender under this Agreement or an assignment of a portion of such rights and
obligations made concurrently with another such assignment or other such
assignments that together cover all of the rights and obligations of the
assigning Lender under this Agreement, (v) no Lender shall be obligated to make
any such assignment as a result of a demand by the Borrower pursuant to this
Section 8.07(a) unless and until such Lender shall have received one or more
payments from either the Borrower or one or more Eligible Assignees in an
aggregate amount at least equal to the aggregate outstanding principal amount of
the Revolving Credit Advances owing to such Lender, together with accrued
interest thereon to the date of payment of such principal amount and all other
amounts payable to such Lender under this Agreement, and (vi) the parties to
each such assignment shall execute and deliver to the Administrative Agent, for
its acceptance and recording in the Register, an Assignment and Acceptance,
together with any Revolving Credit Note subject to such assignment and a
processing and recordation fee of $3,500. Upon such execution, delivery,
acceptance and recording, from and after the effective date specified in each
Assignment and Acceptance, (x) the assignee thereunder shall be a party hereto
and, to the extent that rights and obligations hereunder have been assigned to
it pursuant to such Assignment and Acceptance, have the rights and obligations
of a Lender hereunder and (y) the Lender assignor thereunder shall, to the
extent that rights and obligations hereunder have been assigned by it pursuant
to such Assignment and Acceptance, relinquish its rights and be released from
its obligations under this Agreement (and, in the case of an Assignment and
Acceptance covering all or the remaining portion of an assigning Lender's rights
and obligations under this Agreement, such Lender shall cease to be a party
hereto).

(b) By executing and delivering an Assignment and
Acceptance, the Lender assignor thereunder and the assignee thereunder confirm
to and agree with each other and the other parties hereto as follows: (i) other
than as provided in such Assignment and Acceptance, such assigning Lender makes
no representation or warranty and assumes no responsibility with respect to any
statements, warranties or representations made in or in connection with this
Agreement or the execution, legality, validity, enforceability, genuineness,
sufficiency or value of this Agreement or any other instrument or document
furnished pursuant hereto; (ii) such assigning Lender makes no representation or
warranty and assumes no responsibility with respect to the financial condition
of the Borrower or the performance or observance by the Borrower of any of its
obligations under this Agreement or any other instrument or document furnished
pursuant hereto; (iii) such assignee confirms that it has received a copy of
this Agreement, together with copies of the financial statements referred to in
Section 4.01 and such other documents and information as it has deemed
appropriate to make its own credit analysis and decision to enter into such
Assignment and Acceptance; (iv) such assignee will, independently and without
reliance upon the Administrative Agent, such assigning Lender or any other
Lender and based on such documents and information as it shall deem appropriate
at the time, continue to make its own credit decisions in taking or
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not taking action under this Agreement; (v) such assignee confirms that it is an
Eligible Assignee; (vi) such assignee appoints and authorizes the Administrative
Agent to take such action as agent on its behalf and to exercise such powers and
discretion under this Agreement as are delegated to the Administrative Agent by
the terms hereof, together with such powers and discretion as are reasonably
incidental thereto; and (vii) such assignee agrees that it will perform in
accordance with their terms all of the obligations that by the terms of this
Agreement are required to be performed by it as a Lender.

(c) Upon its receipt of an Assignment and Acceptance
executed by an assigning Lender and an assignee representing that it is an
Eligible Assignee, together with any Revolving Credit Note subject to such
assignment, the Administrative Agent shall, if such Assignment and Acceptance
has been completed and is in substantially the form of Exhibit C hereto, (i)
accept such Assignment and Acceptance, (ii) record the information contained
therein in the Register and (iii) give prompt notice thereof to the Borrower.

(d) The Administrative Agent shall maintain at its
address referred to in Section 8.02 a copy of each Assumption Agreement and each
Assignment and Acceptance delivered to and accepted by it and a register for the
recordation of the names and addresses of the Lenders and the Commitment of, and
principal amount of the Revolving Credit Advances owing to, each Lender from
time to time (the "Register"). The entries in the Register shall be conclusive
and binding for all purposes, absent manifest error, and the Borrower, the
Administrative Agent and the Lenders may treat each Person whose name is
recorded in the Register as a Lender hereunder for all purposes of this
Agreement. The Register shall be available for inspection by the Borrower or any
Lender at any reasonable time and from time to time upon reasonable prior
notice.

(e) Each Lender may sell participations to one or more
banks or other entities (other than the Borrower or any of its Affiliates) in or
to all or a portion of its rights and obligations under this Agreement
(including, without limitation, all or a portion of its Commitment, the
Revolving Credit Advances owing to it and any Revolving Credit Note held by it);
provided, however, that (i) such Lender's obligations under this Agreement
(including, without limitation, its Commitment to the Borrower hereunder) shall
remain unchanged, (ii) such Lender shall remain solely responsible to the other
parties hereto for the performance of such obligations, (iii) such Lender shall
remain the holder of any such Revolving Credit Note for all purposes of this
Agreement, (iv) the Borrower, the Administrative Agent and the other Lenders
shall continue to deal solely and directly with such Lender in connection with
such Lender's rights and obligations under this Agreement and (v) no participant
under any such participation shall have any right to approve any amendment or
waiver of any provision of this Agreement or any Revolving Credit Note, or any
consent to any departure by the Borrower therefrom, except to the extent that
such amendment, waiver or consent would reduce the principal of, or interest on,
the Revolving Credit Notes or any fees or other amounts payable hereunder, in
each case to the extent subject to such participation, or postpone any date
fixed for any payment of principal of, or interest on, the Revolving Credit
Notes or any fees or other amounts payable hereunder, in each case to the extent
subject to such participation.

(f) Any Lender may, in connection with any assignment or
participation or proposed assignment or participation pursuant to this Section
8.07, disclose to the assignee or participant or proposed assignee or
participant, any information relating to the Borrower furnished to such Lender
by or on behalf of the Borrower; provided that, prior to any such disclosure,
the assignee or participant or proposed assignee or participant shall agree in
writing to be bound by the terms of Section 8.08.

(9) Notwithstanding any other provision set forth in this
Agreement, any Lender may at any time create a security interest in all or any
portion of its rights under this Agreement (including, without limitation, the
Revolving Credit Advances owing to it and any Revolving Credit Note held by it)
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in favor of any Federal Reserve Bank in accordance with Regulation A of the
Board of Governors of the Federal Reserve System.

SECTION 8.08 Confidentiality. (a) Each Lender and each Agent
agrees (on behalf of itself and each of its Affiliates, directors, employees and
representatives) to use reasonable precautions to keep confidential, in
accordance with safe and sound banking practices, any non-public information
supplied to it by the Borrower pursuant to this Agreement after such information
is identified by the Borrower as being confidential, provided that nothing
herein shall limit the disclosure of any such information (i) to the extent
required by statute, rule, regulation or judicial process, provided that the
Borrower is given prompt written notice (to the extent permitted by law) that
such disclosure is required, (ii) to counsel for any of the Lenders of the
Administrative Agent, (iii) to bank examiners, auditors or accountants, (iv) in
connection with any litigation to which any one or more of the Lenders is a
party, provided that the Borrower has been given prompt prior written notice (to
the extent permitted by law) of such proposed disclosure or (v) to any assignee
or participant (or prospective assignee or participant) so long as such assignee
or participant (or prospective assignee or participant), or any actual or
proposed contractual counterparty (or its advisors) to any securitization,
hedge, or other derivative transaction relating to the parties' obligations
hereunder, agrees in writing to be bound by the terms of this Section 8.08.

(b) Notwithstanding anything herein to the contrary, the
Borrower, each Lender and each Agent may disclose to any and all persons,
without limitation of any kind, the U.S. tax treatment and tax structure of the
Agreement and all materials of any kind (including opinions or other tax
analyses) that are provided to a Borrower, a Lender or an Agent, as the case may
be, relating to such U.S. tax treatment and tax structure.

SECTION 8.09 Governing Law. This Agreement and the Revolving
Credit Notes shall be governed by, and construed in accordance with, the laws of
the State of New York.

SECTION 8.10 Execution in Counterparts. This Agreement may be
executed in any number of counterparts and by different parties hereto in
separate counterparts, each of which when so executed shall be deemed to be an
original and all of which taken together shall constitute one and the same
agreement. Delivery of an executed counterpart of a signature page to this
Agreement by telecopier or electronic mail (in pdf format) shall be effective as
delivery of a manually executed counterpart of this Agreement.

SECTION 8.11 Jurisdiction, Etc. (a) Each of the parties hereto
hereby irrevocably and unconditionally submits, for itself and its property, to
the nonexclusive jurisdiction of any New York State court or federal court of
the United States of America sitting in New York City, and any appellate court
from any thereof, in any action or proceeding arising out of or relating to this
Agreement or the Revolving Credit Notes, or for recognition or enforcement of
any judgment, and each of the parties hereto hereby irrevocably and
unconditionally agrees that all claims in respect of any such action or
proceeding may be heard and determined in any such New York State court or, to
the extent permitted by law, in such federal court. The Borrower hereby further
irrevocably consents to the service of process in any action or proceeding in
such courts by the mailing thereof by any parties hereto by registered or
certified mail, postage prepaid, to the Borrower at its address specified
pursuant to Section 8.02. Each of the parties hereto agrees that a final
judgment in any such action or proceeding shall be conclusive and may be
enforced in other jurisdictions by suit on the judgment or in any other manner
provided by law, provided that this sentence shall not limit the right of any
party hereto to appeal any judgment. Nothing in this Agreement shall affect any
right that any party may otherwise have to bring any action or proceeding
relating to this Agreement or the Revolving Credit Notes in the courts of any
jurisdiction.
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(b) Each of the parties hereto irrevocably and
unconditionally waives, to the fullest extent it may legally and effectively do
so, any objection that it may now or hereafter have to the laying of venue of
any suit, action or proceeding arising out of or relating to this Agreement or
the Revolving Credit Notes in any New York State or federal court. Each of the
parties hereto hereby irrevocably waives, to the fullest extent permitted by
law, the defense of an inconvenient forum to the maintenance of such action or
proceeding in any such court.

SECTION 8.12 Waiver of Jury Trial. Each of the Borrower, the
Administrative Agent and the Lenders hereby irrevocably waives all right to
trial by jury in any action, proceeding or counterclaim (whether based on
contract, tort or otherwise) arising out of or relating to this Agreement or the
Revolving Credit Notes or the actions of the Administrative Agent or any Lender
in the negotiation, administration, performance or enforcement thereof.
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IN WITNESS WHEREOF, the parties hereto have caused this
Agreement to be executed by their respective officers thereunto duly authorized,
as of the date first above written.

APPLIED MATERIALS, INC., as Borrower

By /s/ Joseph R. Bronson

Name: Joseph R. Bronson
Title: Executive Vice President and
Chief Financial Officer

By /s/ George S. Davis

Name: George S. Davis
Title: Corporate Vice President and
Treasurer

CITICORP USA, INC., as Lender

By /s/ Avrum Spiegel

Name: Avrum Spiegel
Title: Director

KEYBANK NATIONAL ASSOCIATION,
as Lender

By /s/ Thomas A. Crandell

Name: Thomas A. Crandell
Title: Senior Vice President

BNP PARIBAS, as Lender

By /s/ Stuart Darby

Name: Stuart Darby
Title: Vice President

By /s/ Jeffrey S. Kajisa

Name: Jeffrey S. Kajisa
Title: Vice President



MIZUHO CORPORATE BANK, LTD.,
as Lender

By /s/ Bertram N. Tang

Title: Vice President and Team Leader
BANK OF AMERICA, N.A., as Lender

By /s/ Sugeet Manchanda

Name: Sugeet Manchanda
Title: Principal

MELLON BANK, N.A., as Lender

Title: First Vice President

UNION BANK OF CALIFORNIA, N.A.,
as Lender

By /s/ Sarabelle Hitchner

Name: Sarabelle Hitchner
Title: Vice President

WELLS FARGO BANK, N.A., as Lender

By /s/ Jeff A. Bailad

Title: Vice President

By /s/ Katrina Flowers

Title: Vice President



HSBC BANK USA, as Lender

By /s/ David Wagstaff

Name: David Wagstaff
Title: First Vice President

CITICORP GLOBAL MARKETS, INC.,
as Joint Arranger

By /s/ J. Gregory Davis

Name: J. Gregory Davis
Title: Attorney-In-Fact

KEYBANK NATIONAL ASSOCIATION,
as Joint Arranger

By /s/ Thomas A. Crandell

Name: Thomas A. Crandell
Title: Senior Vice President

KEYBANK NATIONAL ASSOCIATION,
as Syndication Agent

By /s/ Thomas A. Crandell

Name: Thomas A. Crandell
Title: Senior Vice President

BNP PARIBAS, as Co-Documentation Agent

By /s/ Stuart Darby

Name: Stuart Darby
Title: Vice President

By /s/ Jeffrey S. Kajisa

Name: Jeffrey S. Kajisa
Title: Vice President



MIZUHO CORPORATE BANK, LTD.,
as Co-Documentation Agent

By /s/ Bertram N. Tang

Title: Vice President and Team Leader
CITICORP USA, INC., as Administrative Agent

By /s/ Avrum Spiegel

Name: Avrum Spiegel
Title: Director



SCHEDULE I

COMMITMENTS AND APPLICABLE LENDING OFFICES

DOMESTIC EURODOLLAR

REVOLVING CREDIT LENDING LENDING

NAME OF INITIAL LENDER COMMITMENT OFFICE OFFICE
Citicorp USA, Inc. rrx
KeyBank National Association xxx
BNP Paribas *Ex
Mizuho Corporate Bank, Ltd. *oxx
Bank of America, N.A. el
Mellon Bank, N.A. *xx
Union Bank of California, N.A. *xx
Wells Fargo Bank, N.A. xEx
HSBC Bank USA *xx

*** Certain information on this page has been omitted and filed separately with
the Securities and Exchange Commission. Confidential treatment has been
requested with respect to the omitted portions.



SCHEDULE 5.02(a)
EXISTING LIENS AS OF SEPTEMBER 19, 2003
DESCRIPTION OF LIEN

T/C Land and "KOJOZAIDAN" held by Bank of Tokyo-Mitsubishi, Japan Development
Bank, Sanwa Bank and Nippon Life Insurance Company. Kojozaidan is a registered
lien placed upon the factory foundation at Narita Technology Center. The factory
foundation is the collection of land, buildings and machinery and capital
equipment as one registered asset.



PROPERTY

3050 Bowers Avenue

Santa Clara, CA Bldg.

3100 Bowers Avenue

Santa Clara, CA Bldg.

3300 Scott Blvd.

Santa Clara, CA Bldg.

Austin Campus

9700 Hwy #290 E Bldg.

Austin, TX

Austin Campus

9700 Hwy #290 E Bldg.

Austin, TX

Austin Campus

9700 Hwy #290 E Bldg.

Austin, TX

#1

#2

#3

#32

#31

#31

SCHEDULE 5.02(a)(xii)

SPECIAL UNENCUMBERED PROPERTY
APPROXIMATE PROPERTY/USE DESCRIPTION
Office, Engineering & R&D use
Two-story steel frame H-6 occupancy bldg. used
for product & technology development

office, Manufacturing and Clean Room

Manufacturing Office, Warehouse and Cafeteria

Manufacturing Office and Shipping Dock

Manufacturing and Office

SQUARE FEET

84,300

104,900

60,100

168,000

194,000

204,000



EXHIBIT A - FORM OF
REVOLVING CREDIT
PROMISSORY NOTE

u.s.$ Dated: , 2003

FOR VALUE RECEIVED, the undersigned, APPLIED MATERIALS, INC.,
a Delaware corporation (the "Borrower"), HEREBY PROMISES TO PAY to the order of
(the "Lender") for the account of its Applicable
Lending Office on the later of Termination Date and the date designated pursuant
to Section 2.05 of the Credit Agreement (each as defined in the Credit Agreement
referred to below) the principal sum of U.S.$[amount of the Lender's Commitment
in figures] or, if less, the aggregate principal amount of the Revolving Credit
Advances made by the Lender to the Borrower pursuant to the 364-Day Credit
Agreement dated as of September 19, 2003 among the Borrower, the Lender and
certain other lenders party thereto, Citigroup Capital Markets Inc. and KeyBank
National Association ("KeyBank"), as Joint Arrangers, KeyBank, as Syndication
Agent, BNP Paribas and Mizuho Corporate Bank Ltd., as Co-Documentation Agents
and Citicorp USA, Inc., as Administrative Agent for the Lender and such other
lenders (as amended or modified from time to time, the "Credit Agreement"; the
terms defined therein being used herein as therein defined) outstanding on such
date.

The Borrower promises to pay interest on the unpaid principal
amount of each Revolving Credit Advance from the date of such Revolving Credit
Advance until such principal amount is paid in full, at such interest rates, and
payable at such times, as are specified in the Credit Agreement.

Both principal and interest are payable in lawful money of the
United States of America to Citicorp, as Administrative Agent, at 399 Park
Avenue, New York, New York 10043, in same day funds. Each Revolving Credit
Advance owing to the Lender by the Borrower pursuant to the Credit Agreement,
and all payments made on account of principal thereof, shall be recorded by the
Lender and, prior to any transfer hereof, endorsed on the grid attached hereto
which is part of this Promissory Note.

This Promissory Note is one of the Revolving Credit Notes
referred to in, and is entitled to the benefits of, the Credit Agreement. The
Credit Agreement, among other things, (i) provides for the making of Revolving
Credit Advances by the Lender to the Borrower from time to time in an aggregate
amount not to exceed at any time outstanding the U.S. dollar amount first above
mentioned, the indebtedness of the Borrower resulting from each such Revolving
Credit Advance being evidenced by this Promissory Note and (ii) contains
provisions for acceleration of the maturity hereof upon the happening of certain
stated events and also for prepayments on account of principal hereof prior to
the maturity hereof upon the terms and conditions therein specified.

APPLIED MATERIALS, INC.

By

Title:



ADVANCES AND PAYMENTS OF PRINCIPAL

AMOUNT OF AMOUNT OF
REVOLVING CREDIT PRINCIPAL PAID UNPAID PRINCIPAL NOTATION
DATE ADVANCE OR PREPAID BALANCE MADE BY



EXHIBIT B - FORM OF NOTICE OF
REVOLVING CREDIT BORROWING

Citicorp USA, Inc., as Administrative Agent
for the Lenders party
to the Credit Agreement
referred to below
Two Penns Way
New Castle, Delaware 19720

[Date]
Attention: Bank Loan Syndications Department
Ladies and Gentlemen:

The undersigned, APPLIED MATERIALS, INC., refers to the
364-Day Credit Agreement, dated as of September 19, 2003 (as amended or modified
from time to time, the "Credit Agreement", the terms defined therein being used
herein as therein defined), among the undersigned, certain Lenders party
thereto, Citigroup Capital Markets Inc. and KeyBank National Association
("KeyBank"), as Joint Arrangers, KeyBank, as Syndication Agent, BNP Paribas and
Mizuho Corporate Bank Ltd., as Co-Documentation Agents and Citicorp USA, Inc.,
as Administrative Agent for said Lenders, and hereby gives you notice,
irrevocably, pursuant to Section 2.02 of the Credit Agreement that the
undersigned hereby requests a Revolving Credit Borrowing under the Credit
Agreement, and in that connection sets forth below the information relating to
such Revolving Credit Borrowing (the "Proposed Revolving Credit Borrowing") as
required by Section 2.02(a) of the Credit Agreement:

(i) The Business Day of the Proposed Revolving
Credit Borrowing is , 200_.
(ii) The Type of Revolving Credit Advances

comprising the Proposed Revolving Credit Borrowing is [Base Rate
Advances] [Eurodollar Rate Advances] [Adjusted CD Rate Advances].

(iii) The aggregate amount of the Proposed
Revolving Credit Borrowing is $ .

[(1iv) The initial Interest Period for each
[Eurodollar Rate Advance] [Adjusted CD Rate Advance] made as part of
the Proposed Revolving Credit Borrowing is month[s].]

The undersigned hereby certifies that the following statements
are true on the date hereof, and will be true on the date of the Proposed
Revolving Credit Borrowing:

(A) the representations and warranties contained in
Section 4.01 of the Credit Agreement (except the representations set
forth in subsection (d)(i) thereof and in subsection (e)(i) thereof)
are correct, before and after giving effect to the Proposed Revolving
Credit Borrowing and to the application of the proceeds therefrom, as
though made on and as of such date; and
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(B) no event has occurred and is continuing, or would
result from such Proposed Revolving Credit Borrowing or from the
application of the proceeds therefrom, that constitutes a Default.

Very truly yours,
APPLIED MATERIALS, INC.

By

Title:



EXHIBIT C - FORM OF
ASSIGNMENT AND ACCEPTANCE

Reference is made to the 364-Day Credit Agreement dated as of
September 19, 2003 (as amended or modified from time to time, the "Credit
Agreement") among Applied Materials, Inc., a Delaware corporation (the
"Borrower"), the Lenders and certain other lenders party thereto, Citigroup
Capital Markets Inc. and KeyBank National Association ("KeyBank"), as Joint
Arrangers, KeyBank, as Syndication Agent, BNP Paribas and Mizuho Corporate Bank
Ltd., as Co-Documentation Agents and Citicorp USA, Inc., as Administrative Agent
(the "Administrative Agent") for the Lenders. Terms defined in the Credit
Agreement are used herein with the same meaning.

The "Assignor" and the "Assignee" referred to on Schedule I
hereto agree as follows:

1. The Assignor hereby sells and assigns to the
Assignee, and the Assignee hereby purchases and assumes from the Assignor, an
interest in and to the Assignor's rights and obligations under the Credit
Agreement as of the date hereof equal to the percentage interest specified on
Schedule 1 hereto of all outstanding rights and obligations under the Credit
Agreement. After giving effect to such sale and assignment, the Assignee's
Commitment and the amount of the Revolving Credit Advances owing to the Assignee
will be as set forth on Schedule 1 hereto.

2. The Assignor (i) represents and warrants that it is
the legal and beneficial owner of the interest being assigned by it hereunder
and that such interest is free and clear of any adverse claim; (ii) makes no
representation or warranty and assumes no responsibility with respect to any
statements, warranties or representations made in or in connection with the
Credit Agreement or the execution, legality, validity, enforceability,
genuineness, sufficiency or value of the Credit Agreement or any other
instrument or document furnished pursuant thereto; (iii) makes no representation
or warranty and assumes no responsibility with respect to the financial
condition of the Borrower or the performance or observance by the Borrower of
any of its obligations under the Credit Agreement or any other instrument or
document furnished pursuant thereto; and (iv) attaches the Revolving Credit Note
held by the Assignor and requests that the Administrative Agent exchange such
Revolving Credit Note for a new Revolving Credit Note payable to the order of
the Assignee in an amount equal to the Commitment assumed by the Assignee
pursuant hereto or new Revolving Credit Notes payable to the order of the
Assignee in an amount equal to the Commitment assumed by the Assignee pursuant
hereto and the Assignor in an amount equal to the Commitment retained by the
Assignor under the Credit Agreement, respectively, as specified on Schedule 1
hereto.

3. The Assignee (i) confirms that it has received a copy
of the Credit Agreement, together with copies of the financial statements
referred to in Section 4.01 thereof and such other documents and information as
it has deemed appropriate to make its own credit analysis and decision to enter
into this Assignment and Acceptance; (ii) agrees that it will, independently and
without reliance upon the Administrative Agent, the Assignor or any other Lender
and based on such documents and information as it shall deem appropriate at the
time, continue to make its own credit decisions in taking or not taking action
under the Credit Agreement; (iii) confirms that it is an Eligible Assignee; (iv)
appoints and authorizes the Administrative Agent to take such action as agent on
its behalf and to exercise such powers and discretion under the Credit Agreement
as are delegated to the Administrative Agent by the terms thereof, together with
such powers and discretion as are reasonably incidental thereto; (v) agrees that
it will perform in accordance with their terms all of the obligations that by
the terms of the Credit Agreement are required to be performed by it as a
Lender; and (vi) attaches any U.S. Internal Revenue Service forms required under
Section 2.14 of the Credit Agreement.
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4. Following the execution of this Assignment and
Acceptance, it will be delivered to the Administrative Agent for acceptance and
recording by the Administrative Agent. The effective date for this Assignment
and Acceptance (the "Effective Date") shall be the date of acceptance hereof by
the Administrative Agent, unless otherwise specified on Schedule 1 hereto.

5. Upon such acceptance and recording by the
Administrative Agent, as of the Effective Date, (i) the Assignee shall be a
party to the Credit Agreement and, to the extent provided in this Assignment and
Acceptance, have the rights and obligations of a Lender thereunder and (ii) the
Assignor shall, to the extent provided in this Assignment and Acceptance,
relinquish its rights and be released from its obligations under the Credit
Agreement.

6. Upon such acceptance and recording by the

Administrative Agent, from and after the Effective Date, the Administrative
Agent shall make all payments under the Credit Agreement and the Revolving
Credit Notes in respect of the interest assigned hereby (including, without
limitation, all payments of principal, interest and facility fees with respect
thereto) to the Assignee. The Assignor and Assignee shall make all appropriate
adjustments in payments under the Credit Agreement and the Revolving Credit
Notes for periods prior to the Effective Date directly between themselves.

7. This Assignment and Acceptance shall be governed by,
and construed in accordance with, the laws of the State of New York.

8. This Assignment and Acceptance may be executed in any
number of counterparts and by different parties hereto in separate counterparts,
each of which when so executed shall be deemed to be an original and all of
which taken together shall constitute one and the same agreement. Delivery of an
executed counterpart of Schedule 1 to this Assignment and Acceptance by
telecopier shall be effective as delivery of a manually executed counterpart of
this Assignment and Acceptance.

IN WITNESS WHEREOF, the Assignor and the Assignee have caused
Schedule 1 to this Assignment and Acceptance to be executed by their officers
thereunto duly authorized as of the date specified thereon.
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Schedule 1
to

Assignment and Acceptance

Percentage interest assigned:

Assignee's Commitment:

Aggregate outstanding principal amount of Revolving Credit Advances assigned:

Principal amount of Revolving Credit Note payable to Assignee:

Principal amount of Revolving Credit Note payable to Assignor:

Effective Date*: , 200_
[NAME OF ASSIGNOR], as Assignor
By
Title:
Dated: , 200_
[NAME OF ASSIGNEE], as Assignee
By
Title:
Dated: , 200_
Domestic Lending Office:
[Address]
Eurodollar Lending Office:
[Address]
* This date should be no earlier than five Business Days after the

delivery of this Assignment and Acceptance to the Agent.

o <

%



Accepted [and Approved]** this
day of , 200_

CITICORP USA, INC., as Administrative Agent

By

Title:

[Approved this day
of , 200_

APPLIED MATERIALS, INC.

** Required if the Assignee is an Eligible Assignee solely by reason of
clause (iii) of the definition of "Eligible Assignee".



EXHIBIT D

FORM OF OPINION OF COUNSEL
FOR THE BORROWER

[Effective Date]

To the Lenders and the Agent

Referred to Below

Citicorp USA., Inc, as Administrative Agent
Two Penns Way

New Castle, Delaware 19720

Ladies and Gentlemen:
Re: 364-Day Credit Agreement

I am the Vice President, Legal Affairs of Applied Materials,
Inc. (the "Borrower") and have acted as its counsel in connection with the
execution and delivery of that certain 364-Day Credit Agreement dated September
19, 2003 (as amended or modified from time to time, the "Credit Agreement")
among Applied Materials, Inc., a Delaware corporation (the "Borrower"), the
Lenders and certain other lenders party thereto, Citigroup Capital Markets Inc.
and KeyBank National Association ("KeyBank"), as Joint Arrangers, KeyBank, as
Syndication Agent, BNP Paribas and Mizuho Corporate Bank Ltd., as
Co-Documentation Agents and Citicorp USA, Inc., as Administrative Agent (the
"Administrative Agent") for the Lenders. Terms defined in the Credit Agreement
are used herein with the same meaning.

In connection with this opinion, I have examined executed
copies of the Credit Agreement and the Revolving Credit Notes and such other
documents, records, agreements and certificates as I have deemed appropriate. I
have also reviewed such matters of law as I have considered relevant for the
purpose of this opinion.

Based upon the foregoing, I am of the opinion that:

1. The Borrower is a corporation duly incorporated,
validly existing and in good standing under the laws of the State of Delaware,
and has the corporate power and authority to own its assets and to transact the
business in which it is now engaged or proposes to be engaged.

2. The execution, delivery and performance by the
Borrower of the Credit Agreement and the Revolving Credit Notes are within the
Borrower's corporate powers, have been duly authorized by all necessary
corporate action, require no action by or in respect of, or filing with, any
governmental body, agency or official and do not contravene, or constitute a
default under, any provision of applicable law or regulation or of the
certificate of incorporation or by-laws of the Borrower or, to the best of my
knowledge, of (i) any judgment, injunction, order or decree, or (ii) any
material agreement or other material instrument binding upon the Borrower, or
result in the creating or imposition of any Lien on any asset of the Borrower.

3. To the best of my knowledge, except as set forth
under the heading "Legal Proceedings" in the Company's 2002 Form 10-K, there are
no pending or threatened actions, suits or proceedings against or affecting the
Company or any of its Subsidiaries before any court, governmental
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agency or arbitrator in which there is a reasonable possibility of an adverse
determination which would have a Material Adverse Effect, or which in any manner
draws into question the validity of the Credit Agreement or the Revolving Credit
Notes.

Certain Assumptions

With your permission I have assumed the following: (a) the
authenticity of original documents and the genuineness of all signatures; (b)
the conformity to the originals of all documents submitted to me as copies and
the truth, accuracy, and completeness of the information, representations and
warranties contained in the records, documents, instruments and certificates I
have reviewed; and (c) the absence of any evidence extrinsic to the provisions
of the written agreements between the parties that the parties intended a
meaning contrary to that expressed by those provisions.

Certain Limitations and Qualifications

I express no opinion as to laws other than laws of the State
of California, the federal law of the United States of America and the General
Corporation Law of the State of Delaware. I am licensed to practice law only in
the State of California.

The phrase "to the best of my knowledge" is intended to
indicate that, during the course of the performance of my duties as Vice
President, Legal Affairs, of the Borrower, no information that would give me
current actual knowledge of the inaccuracy of such statement has come to my
attention.

Use of Opinion

This opinion is solely for your benefit (and the benefit of
any assignee which becomes a Lender pursuant to Section 8.07 of the Credit
Agreement) in connection with the transaction covered by the first paragraph of
this letter and may not be relied upon, used, circulated, quoted or referred to,
nor may copies hereof be delivered to, any other person without my prior written
approval. I disclaim any obligation to update this opinion for events occurring
or coming to my attention after the date hereof.

Very truly yours,

Vice President, Legal Affairs



EXHIBIT E

OPINION OF ORRICK, HERRINGTON & SUTCLIFFE LLP,
SPECIAL COUNSEL FOR THE BORROWER

To the Lenders and the Agent

Referred to Below

Citicorp USA, Inc., as Administrative Agent
Two Penns Way

New Castle, Delaware 19720

Re: 364-Day Credit Agreement

We have acted as counsel to Applied Materials, Inc., a
Delaware corporation (the "Borrower") in connection with that certain 364-Day
Credit Agreement (the "Credit Agreement") dated as of September 19, 2003 among
the Borrower, the Lenders and certain other lenders party thereto, Citigroup
Capital Markets Inc. and KeyBank National Association ("KeyBank"), as Joint
Arrangers, KeyBank, as Syndication Agent, BNP Paribas and Mizuho Corporate Bank
Ltd., as Co-Documentation Agents and Citicorp USA, Inc., as Administrative Agent
(the "Administrative Agent") for the Lenders. Terms defined in the Credit
Agreement are used herein with the same meaning.

In this regard, we have examined executed originals or copies
of the following, copies of which have been delivered to you:

(a) The Credit Agreement; and
(b) The Revolving Credit Notes.

Based upon such examination and having regard for legal
considerations which we deem relevant, we are of the opinion that the Credit
Agreement is and, when delivered under the Credit Agreement, each Revolving
Credit Note will be, the legal, valid and binding obligation of the Borrower,
enforceable against the Borrower in accordance with its respective terms.

With your permission we have assumed the following: (a)
authenticity of original documents and the genuineness of all signatures; (b)
the conformity to the originals of all documents submitted to us as copies; (c)
the truth, accuracy, and completeness of the information, representations and
warranties contained in the records, documents, instruments and certificates we
have reviewed; (d) that the documents referred to herein were duly authorized,
executed and delivered on behalf of the respective parties thereto and, other
than with respect to the Borrower, are legal, valid, and binding obligations of
such parties; (e) the compliance by you with any state or federal laws or
regulations applicable to you in connection with the transactions described in
the Credit Agreement and the Revolving Credit Notes; and (f) the absence of any
evidence extrinsic to the provisions of the written agreements between the
parties that the parties intended a meaning contrary to that expressed by those
provisions.

We express no opinion as to matters of law in (a)
jurisdictions other than the State of New York and the United States or (b) the
enforceability under New York law of a choice of law provision in the documents
described herein.
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Our opinion that any document is legal, valid, binding, or
enforceable in accordance with its term is qualified as to:

(a) limitations imposed by bankruptcy, insolvency,
reorganization, arrangement, fraudulent conveyance, moratorium, or other laws
relating to or affecting the enforcement of creditors' rights generally;

(b) general principles of equity, including without
limitation concepts of mutuality, reasonableness, good faith and fair dealing,
and the possible unavailability of specific performance or injunctive relief,
regardless of whether such enforceability is considered in a proceeding in
equity or at law;

(c) the possibility that certain covenants and provisions
for the acceleration of the maturity of the Revolving Credit Notes may not be
enforceable if enforcement would be unreasonable under the then existing
circumstances, but in our opinion acceleration would be available if an event of
default occurred as a result of a material breach of a material covenant;

(d) the unenforceability under certain circumstances of
provisions imposing penalties, forfeiture, late payment charges or an increase
in interest rate upon delinquency in payment or the occurrence of any event of
default;

(e) rights to indemnification and contribution which may
be limited by applicable law and equitable principles; and

(f) the unenforceability under certain circumstances of
provisions expressly or by implication waiving broadly or vaguely stated rights
(including, without limitation, waivers of any objection to venue and forum non
conveniens and the rights to a jury trial), the benefits of statutory
constitutional provisions, unknown future rights, and defenses to obligations or
rights granted by law, where such waivers are against public policy or
prohibited by law.

We note that you are receiving of even date herewith the
opinion of Barry Quan, Vice President, Legal Affairs of the Borrower, as to
certain matters relating to the Borrower. We have made no independent
examination of such matters.

This opinion is solely for your benefit (and the benefit of
the Lenders which become parties to the Credit Agreement as assignees under
Section 8.07 of the Credit Agreement) in connection with the transaction covered
by the first paragraph of this letter and may not be relied upon, used,
circulated, quoted or referred to by, nor may copies hereof be delivered to, any
other person without our prior written approval. We disclaim any obligation to
update this opinion letter for events occurring or coming to our attention after
the date hereof.

Very truly yours,

ORRICK, HERRINGTON & SUTCLIFFE LLP



EXHIBIT 10.36
EXECUTION COPY
U.S. $250,000,000
THREE YEAR CREDIT AGREEMENT
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and

CITICORP GLOBAL MARKETS INC. and
KEY BANK NATIONAL ASSOCIATION

as Joint Arrangers
and
KEY BANK NATIONAL ASSOCIATION
as Syndication Agent

BNP PARIBAS and
MIZUHO CORPORATE BANK, LTD.

as Co-Documentation Agents
and
CITICORP USA, INC.

as Administrative Agent
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THREE-YEAR CREDIT AGREEMENT
Dated as of September 19, 2003

APPLIED MATERIALS, INC., a Delaware corporation (the
"Borrower"), the banks, financial institutions and other institutional lenders
(the "Initial Lenders") listed on the signature pages hereof, CITIGROUP GLOBAL
MARKETS INC. ("CGMI") and KEYBANK NATIONAL ASSOCIATION ("KeyBank"), as joint
arrangers (the "Joint Arrangers"), KeyBank, as syndication agent (the
"Syndication Agent"), BNP PARIBAS and MIZUHO CORPORATE BANK, LTD., as
co-documentation agents (the "Co-Documentation Agents") and CITICORP USA, INC.
("Citicorp"), as administrative agent (the "Administrative Agent" and, together
with the Syndication Agent, the "Agents") for the Lenders (as hereinafter
defined), agree as follows:

ARTICLE I
DEFINITIONS AND ACCOUNTING TERMS
SECTION 1.01 Certain Defined Terms.

As used in this Agreement, the following terms shall have the
following meanings (such meanings to be equally applicable to both the singular
and plural forms of the terms defined):

"Adjusted CD Rate" means, for any Interest Period for each
Adjusted CD Rate Advance comprising part of the same Revolving Credit Borrowing,
an interest rate per annum equal to the sum of:

(a) the rate per annum obtained by dividing (i) the rate of
interest determined by the Administrative Agent to be the average (rounded
upward to the nearest whole multiple of 1/100 of 1% per annum, if such average
is not such a multiple) of the consensus - bid rate determined by each of the
Reference Banks for the bid rates per annum, at 9:00 A.M. (New York City time)
(or as soon thereafter as practicable) two Business Days before the first day of
such Interest Period, of New York certificate of deposit dealers of recognized
standing selected by such Reference Bank for the purchase at face value of
certificates of deposit of such Reference Bank in an amount substantially equal
to such Reference Bank's Adjusted CD Rate Advance comprising part of such
Revolving Credit Borrowing (except that, in the case of Citibank as a Reference
Bank, such determination shall be made with respect to an amount substantially
equal to Citicorp's Adjusted CD Rate Advance comprising part of such Revolving
Credit Borrowing) and with a maturity equal to such Interest Period, by (ii) a
percentage equal to 100% minus the Adjusted CD Rate Reserve Percentage (as
defined below) for such Interest Period, plus

(b) the Assessment Rate (as defined below) for such Interest
Period.

The "Adjusted CD Rate Reserve Percentage" for any Interest
Period for each Adjusted CD Rate Advance comprising part of the same Revolving
Credit Borrowing means the reserve percentage applicable on the first day of
such Interest Period under regulations issued from time to time by the Board of
Governors of the Federal Reserve System (or any successor) for determining the
maximum reserve requirement (including, but not limited to, any emergency,
supplemental or other marginal reserve requirement) for a member bank of the
Federal Reserve System in New York City with deposits exceeding $5 billion with
respect to liabilities consisting of or including (among other liabilities) U.S.
dollar nonpersonal time deposits in the United States with a maturity equal to
such Interest Period and in an amount of $100,000. The "Assessment Rate" for any
Interest Period for each Adjusted CD Rate
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Advance comprising part of the same Revolving Credit Borrowing means the annual
assessment rate estimated by the Administrative Agent on the first day of such
Interest Period for determining the then current annual assessment payable by
Citibank to the Federal Deposit Insurance Corporation (or any successor) for
insuring U.S. dollar deposits of Citibank in the United States. The Adjusted CD
Rate for any Interest Period for each Adjusted CD Rate Advance comprising part
of the same Revolving Credit Borrowing shall be determined by the Administrative
Agent on the basis of applicable rates furnished to and received by the
Administrative Agent from the Reference Banks two Business Days before the first
day of such Interest Period, subject, however, to the provisions of Section
2.07.

"Adjusted CD Rate Advance" means a Revolving Credit Advance
that bears interest as provided in Section 2.06(a)(iii).

"Affiliate" means, as to any Person, other than in respect of
the Borrower or any of its direct or indirect Subsidiaries, any other Person
that, directly or indirectly, controls, is controlled by or is under common
control with such Person. For purposes of this definition, the term "control"
(including the terms "controlling", "controlled by" and "under common control
with") of a Person means the possession, direct or indirect, of the power to
vote, for purposes of Section 5.02(g) 10%, and for all other purposes 5%, or
more of the Voting Stock of such Person or to direct or cause the direction of
the management and policies of such Person, whether through the ownership of
Voting Stock, by contract or otherwise.

"Administrative Agent's Account" means the account of the
Administrative Agent maintained by the Administrative Agent at Citibank at its
office at 399 Park Avenue, New York, New York 10043, Account No. 36852248,
Attention: Savas Divanlioglu.

"Applicable Lending Office" means, with respect to each
Lender, such Lender's Domestic Lending Office in the case of a Base Rate
Advance, such Lender's Eurodollar Lending Office in the case of a Eurodollar
Rate Advance and such Lender's CD Lending Office in the case of an Adjusted CD
Rate Advance.

"Applicable Margin" means, as of any date, a percentage per

annum determined by reference to the Public Debt Rating in effect on such date
as set forth below:

Applicable Margin for

Public Debt Rating Applicable Margin for Applicable Margin for Adjusted CD Rate

S&P/Moody's Base Rate Advances EurodollarRate Advances Advances
Level 1

A+/A1 or above rEx xxx FEX
Level 2

A/A2 * % % * % % * % %
Level 3

A_/A3 * % % * % % * % %
Level 4

BBB+/Baa1 * % % * % % * % %
Level 5

Lower than Level

4 or unrated e *Rx *oRk

the Securities and Exchange Commission. Confidential treatment has been
requested with respect to the omitted portions.
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"Applicable Percentage" means, as of any date, a percentage
per annum determined by reference to the Public Debt Rating in effect on such
date as set forth below:

Public Debt Rating

S&P/Moody's Applicable Percentage

Level 1

A+/A1 or above rrx
Level 2

A/A2 *oxx
Level 3

A-/A3 *oxx
Level 4

BBB+/Baal *xx
Level 5

Lower than Level 4 or

unrated rrx

"Applicable Utilization Fee" means (a) when the aggregate
Revolving Credit Advances are equal to or less than 33% of the aggregate
Commitments, a percentage per annum equal to 0%, and (b) when the aggregate
Revolving Credit Advances exceed 33% of the aggregate Commitments, a percentage
per annum equal to 0.125%.

"Assignment and Acceptance" means an assignment and acceptance
entered into by a Lender and an Eligible Assignee, and accepted by the
Administrative Agent, in substantially the form of Exhibit C hereto.

"Assuming Lender" has the meaning specified in Section
2.17(d).

"Assumption Agreement" has the meaning specified in Section
2.17(d)(ii).

"Base Rate" means a fluctuating interest rate per annum in
effect from time to time, which rate per annum shall at all times be equal to
the highest of:

(a) the rate of interest announced publicly by Citibank
in New York, New York, from time to time, as Citibank's base rate;

(b) the sum (adjusted to the nearest 1/4 of 1% or, if
there is no nearest 1/4 of 1%, to the next higher 1/4 of 1%) of (i) 1/2 of 1%
per annum, plus (ii) the rate obtained by dividing (A) the latest three-week
moving average of secondary market morning offering rates in the United States
for three-month certificates of deposit of major United States money market
banks, such three-week moving average (adjusted to the basis of a year of 360
days) being determined weekly on each Monday (or, if such day is not a Business
Day, on the next succeeding Business Day) for the three-week period ending on
the previous Friday by Citibank on the basis of such rates reported by
certificate of deposit dealers to and published by the Federal Reserve Bank of
New York or, if such publication shall be suspended or terminated, on the basis
of quotations for such rates received by Citibank from three New York
certificate of deposit dealers of recognized standing selected by Citibank, by
(B) a percentage equal to 100% minus the average of the daily percentages
specified during such three-week period by the Board of Governors of the Federal
Reserve System (or any successor) for determining the maximum reserve
requirement

*** Certain information on this page has been omitted and filed separately with
the Securities and Exchange Commission. Confidential treatment has been
requested with respect to the omitted portions.
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(including, but not limited to, any emergency, supplemental or other marginal
reserve requirement) for Citibank with respect to liabilities consisting of or
including (among other liabilities) three-month U.S. dollar non-personal time
deposits in the United States, plus (iii) the average during such three-week
period of the annual assessment rates estimated by Citibank for determining the
then current annual assessment payable by Citibank to the Federal Deposit
Insurance Corporation (or any successor) for insuring U.S. dollar deposits of
Citibank in the United States; and

(c) 1/2 of one percent per annum above the Federal Funds
Rate.

"Base Rate Advance" means a Revolving Credit Advance that
bears interest as provided in Section 2.06(a)(1i).

"Benefit Arrangement" means at any time an employee benefit
plan within the meaning of Section 3(3) of ERISA which is not a Plan or a
Multiemployer Plan and which is maintained or otherwise contributed to by any
member of the ERISA Group.

"Business Day" means a day of the year on which banks are not
required or authorized by law to close in New York City and, if the applicable
Business Day relates to any Eurodollar Rate Advances, on which dealings are
carried on in the London interbank market.

"Capitalized Lease" means any lease the obligation for rentals
with respect to which is required to be capitalized on a Consolidated balance
sheet of the lessee and its Subsidiaries in accordance with GAAP.

"Capitalized Rentals" of any Person means at any date the
amount at which the aggregate rentals due and to become due under all
Capitalized Leases under which such Person is a lessee would be reflected as a
liability on a Consolidated balance sheet of such Person.

"Cash Equivalents" means any cash or short term investments
set forth in the Borrower's investment policy as of the date hereof, or any
other short term investments of materially no less quality as set forth in such
investment policy from time to time.

"CD Lending Office" means, with respect to any Lender, the
office of such Lender specified as its "CD Lending Office" opposite its name on
Schedule I hereto or in the Assumption Agreement or the Assignment and
Acceptance pursuant to which it became a Lender, or such other office of such
Lender as such Lender may from time to time specify to the Borrower and the
Administrative Agent.

"Citibank" means Citibank, N.A.

"Closing Date" means September 19, 2003 or such other date as
may be agreed upon by the Borrower and the Administrative Agent.

"Commitment" means as to any Lender (a) the amount set forth
opposite such Lender's name on the signature pages hereof, (b) if such Lender
has become a Lender hereunder pursuant to an Assumption Agreement, the amount
set forth in such Assumption Agreement or (b) if such Lender has entered into
any Assignment and Acceptance, the amount set forth for such Lender in the
Register maintained by the Administrative Agent pursuant to Section 8.07(d), as
such amount may be reduced pursuant to Section 2.04 or increased pursuant to
Section 2.17.

"Commitment Date" has the meaning specified in Section
2.17(b).



"Commitment Increase" has the meaning specified in Section
2.17(a).

"Consenting Lender" has the meaning specified in Section
2.18(b).

"Consolidated" refers to the consolidation of accounts in
accordance with GAAP.

"Consolidated Debt" means all Debt of the Borrower and its
Subsidiaries, determined in accordance with GAAP on a consolidated basis after
eliminating intercompany items.

"Consolidated Net Income" for any period means the net income
of the Borrower and its Subsidiaries for such period, determined in accordance
with GAAP on a consolidated basis after eliminating earnings or losses
attributable to outstanding Minority Interests.

"Consolidated Net Tangible Assets" means, at any date, the
total amount of all Tangible Assets of the Borrower and its Subsidiaries after
deducting therefrom all liabilities which in accordance with GAAP would be
included on their consolidated balance sheet, except Consolidated Debt.

"Consolidated Tangible Net Worth" means, at any date, total
stockholders' equity as indicated in the most recent quarterly or annual
consolidated financial statements of the Borrower and its Subsidiaries less
Intangible Assets.

"Consolidated Total Assets" means, at any date, the total
assets of the Borrower and its Subsidiaries on a consolidated basis determined
in accordance with GAAP.

"Convert", "Conversion" and "Converted" each refers to a
conversion of Revolving Credit Advances of one Type into Revolving Credit
Advances of the other Type pursuant to Section 2.07 or 2.08.

"Debt" of any Person means, without duplication, (a) all
Indebtedness of such Person for borrowed money, (b) all obligations of such
Person for the deferred and unpaid purchase price of property or services (other
than trade payables and accrued expenses incurred in the ordinary course of such
Person's business), (c) all Indebtedness of such Person evidenced by notes,
bonds, debentures or other similar evidences of indebtedness, (d) all
obligations of such Person created or arising under any conditional sale or
other title retention agreement with respect to property acquired by such Person
(even though the rights and remedies of the seller or lender under such
agreement in the event of default are limited to repossession or sale of such
property) including, without limitation, obligations secured by Liens arising
from the sale or transfer of notes or accounts receivable; provided that Debt
shall not include any sale or transfer of notes or accounts receivable whether
or not precautionary Liens are filed or recorded in connection with such sale or
transfer of such notes or accounts receivable, if and only if such sale or
transfer (A) is accounted for as true sale under GAAP and (B) pursuant to which
there is no recourse (other than recourse for breach of customary
representations and warranties or in connection with any such sales or
transfers) to the seller of such notes or accounts receivable (as evidenced by
there being no accounting reserve taken or required to be taken, which in the
event a reserve is taken, the amount of Debt shall be deemed to be the amount of
such reserve), and provided, further, that all trade payables and accrued
expenses constituting current liabilities shall be excluded, (e) all Capitalized
Rentals, (f) reimbursement obligations of such Person in respect of credit
enhancement instruments, which reimbursement obligations are then due and
payable by such Person, (g) all Debt of others referred to in clauses (a)
through (f) above or clause (h) below guaranteed directly or indirectly in any
manner by such Person, or in effect guaranteed directly or indirectly by such
Person through an agreement (1) to pay or purchase such Debt or to advance or
supply funds for the payment or purchase of such Debt, (2) to purchase, sell or
lease (as lessee or lessor) property, or to purchase or sell services, primarily
for the



purpose of enabling the debtor to make payment of such Debt or to assure the
holder of such Debt against loss, (3) to supply funds to or in any other manner
invest in the debtor (including any agreement to pay for property or services
irrespective of whether such property is received or such services are rendered)
or (4) otherwise to assure a creditor against loss, and (h) all Debt referred to
in clauses (a) through (g) above secured by (or for which the holder of such
Debt has an existing right, contingent or otherwise, to be secured by) any Lien
on property (including, without limitation, accounts and contract rights) owned
by such Person, even though such Person has not assumed or become liable for the
payment of such Debt, including, without limitation, obligations secured by
Liens arising from the sale or transfer of notes, accounts receivable or other
assets; provided, however, that obligations of such Person secured by Liens on
notes, accounts receivable or other assets sold or transferred in a transaction
which is accounted for as a true sale under GAAP shall not be Debt under this
definition.

The Borrower's obligations under operating leases and Off-Balance Sheet Leases
shall be excluded from this definition of Debt; provided that (A) no such
exclusion shall be made if and to the extent that GAAP would require such
obligations to be classified as debt for borrowed money and (B) in any event the
term "Debt" shall include the Excess Lease Financed Amount (if any).

"Default" means any Event of Default or any event that would
constitute an Event of Default but for the requirement that notice be given or
time elapse or both.

"Domestic Lending Office" means, with respect to any Lender,
the office of such Lender specified as its "Domestic Lending Office" opposite
its name on Schedule I hereto or in the Assumption Agreement or the Assignment
and Acceptance pursuant to which it became a Lender, or such other office of
such Lender as such Lender may from time to time specify to the Borrower and the
Administrative Agent.

"Effective Date" has the meaning specified in Section 3.01.

"Eligible Assignee" means (i) a Lender; (ii) an Affiliate of a
Lender; and (iii) any other Person that has a rating for any class of non-credit
enhanced long-term senior unsecured debt of not lower than A by S&P or A3 by
Moody's approved by the Administrative Agent and, unless an Event of Default has
occurred and is continuing at the time any assignment is effected in accordance
with Section 8.07, the Borrower, such approval not to be unreasonably withheld
or delayed; provided, however, that neither the Borrower nor an Affiliate of the
Borrower shall qualify as an Eligible Assignee.

"Environmental Action" means any action, suit, demand, demand
letter, claim, notice of non-compliance or violation, notice of liability or
potential liability, investigation, proceeding, consent order or consent
agreement relating in any way to any Environmental Law, Environmental Permit or
Hazardous Substances or arising from alleged injury or threat of injury to
health, safety or the environment, including, without limitation, (a) by any
governmental or regulatory authority for enforcement, cleanup, removal,
response, remedial or other actions or damages and (b) by any governmental or
regulatory authority or any third party for damages, contribution,
indemnification, cost recovery, compensation or injunctive relief.

"Environmental Laws" means any and all federal, state, local
and foreign statutes, laws, regulations, ordinances, rules, judgments, orders,
decrees, injunctions and other governmental restrictions relating to the
environment or the effect of the environment on human health or to emissions,
discharges or releases of pollutants, contaminants, Hazardous Substances or
wastes into the environment including, without limitation, ambient air, surface
water, ground water or land, or otherwise relating to the manufacture,
processing, distribution, use, treatment, storage, disposal, transport or
handling of pollutants, contaminants, Hazardous Substances or wastes or the
clean-up or other remediation thereof.



"Environmental Permit" means any permit, approval,
identification number, license or other authorization required under any
Environmental Law.

"Equity Affiliate" means any Person in which the Borrower or
any of its Subsidiaries holds an equity investment that is accounted for under
the equity method.

"ERISA" means the Employee Retirement Income Security Act of
1974, as amended, or any successor statute.

"ERISA Affiliate" means any member of the ERISA Group.

"ERISA Group" means the Borrower, any Subsidiary and all
members of a controlled group of corporations and all trades or businesses
(whether or not incorporated) under common control which, together with the
Borrower or any Subsidiary, are treated as a single employer under Section 414
of the Internal Revenue Code.

"Eurocurrency Liabilities" has the meaning assigned to that
term in Regulation D of the Board of Governors of the Federal Reserve System, as
in effect from time to time.

"Eurodollar Lending Office" means, with respect to any Lender,
the office of such Lender specified as its "Eurodollar Lending Office" opposite
its name on Schedule I hereto or in the Assumption Agreement or the Assignment
and Acceptance pursuant to which it became a Lender (or, if no such office is
specified, its Domestic Lending Office), or such other office of such Lender as
such Lender may from time to time specify to the Borrower and the Administrative
Agent.

"Eurodollar Rate" means, for any Interest Period for each
Eurodollar Rate Advance comprising part of the same Revolving Credit Borrowing,
an interest rate per annum equal to the rate per annum obtained by dividing (a)
the rate per annum (rounded upward to the nearest whole multiple of 1/16 of 1%
per annum) appearing on Dow Jones Markets Telerate Page 3750 (or any successor
page) as the London interbank offered rate for deposits in U.S. dollars at
approximately 11:00 A.M. (London time) two Business Days prior to the first day
of such Interest Period for a term comparable to such Interest Period or, if for
any reason such rate is not available, the average (rounded upward to the
nearest whole multiple of 1/16 of 1% per annum, if such average is not such a
multiple) of the rate per annum at which deposits in U.S. dollars are offered by
the principal office of each of the Reference Banks in London, England to prime
banks in the London interbank market at 11:00 A.M. (London time) two Business
Days before the first day of such Interest Period in an amount substantially
equal to such Reference Bank's Eurodollar Rate Advance comprising part of such
Revolving Credit Borrowing to be outstanding during such Interest Period (except
that, in the case of Citibank as a Reference Bank, such determination shall be
made with respect to an amount substantially equal to Citicorp's Eurodollar Rate
Advance comprising part of such Revolving Credit Borrowing) and for a period
equal to such Interest Period by (b) a percentage equal to 100% minus the
Eurodollar Rate Reserve Percentage for such Interest Period. If the Dow Jones
Markets Telerate Page 3759 (or any successor page) is unavailable, the
Eurodollar Rate for any Interest Period for each Eurodollar Rate Advance
comprising part of the same Revolving Credit Borrowing shall be determined by
the Administrative Agent on the basis of applicable rates furnished to and
received by the Administrative Agent from the Reference Banks two Business Days
before the first day of such Interest Period, subject, however, to the
provisions of Section 2.07.

"Eurodollar Rate Advance" means a Revolving Credit Advance
that bears interest as provided in Section 2.06(a)(ii).
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"Eurodollar Rate Reserve Percentage" for any Interest Period
for all Eurodollar Rate Advances comprising part of the same Borrowing means the
reserve percentage applicable two Business Days before the first day of such
Interest Period under regulations issued from time to time by the Board of
Governors of the Federal Reserve System (or any successor) for determining the
maximum reserve requirement (including, without limitation, any emergency,
supplemental or other marginal reserve requirement) for a member bank of the
Federal Reserve System in New York City with respect to liabilities or assets
consisting of or including Eurocurrency Liabilities (or with respect to any
other category of liabilities that includes deposits by reference to which the
interest rate on Eurodollar Rate Advances is determined) having a term equal to
such Interest Period.

"Events of Default" has the meaning specified in Section 6.01.

"Excess Lease Financed Amount" means the amount (if any) by
which the Lease Financed Amount exceeds (a) $300,000,000 at any time when the
Borrower's Public Debt Rating is lower than BBB+ by S&P or Baal by Moody's or
(b) $600,000,000 at any time when the Borrower's Public Debt rating is at least
BBB+ by S&P or Baal by Moody's.

"Extension Date" has the meaning specified in Section 2.18(b).

"Federal Funds Rate" means, for any period, a fluctuating
interest rate per annum equal for each day during such period to the weighted
average of the rates on overnight Federal funds transactions with members of the
Federal Reserve System arranged by Federal funds brokers, as published for such
day (or, if such day is not a Business Day, for the next preceding Business Day)
by the Federal Reserve Bank of New York, or, if such rate is not so published
for any day that is a Business Day, the average of the quotations for such day
on such transactions received by the Administrative Agent from three Federal
funds brokers of recognized standing selected by it.

"Funded Debt" means, with respect to any Person for such
Person and its Subsidiaries, determined on a consolidated basis in accordance
with GAAP, at the time of determination, the sum of the outstanding principal
amount of all Debt which would be reflected as liabilities on the balance sheet
of such Person, other than the following items which shall not be included in
Funded Debt: (a) Debt or other obligations of others guaranteed by such Person
and its Subsidiaries; (b) all reimbursement obligations (whether contingent or
otherwise) in respect of the undrawn portion of letters of credit, bankers'
acceptances, surety or other bonds, and similar instruments (including, without
limitation, those outstanding with respect to letters of credit); and (c) all
liabilities in respect of unfunded vested benefits under any Plan.

"GAAP" means at any time generally accepted accounting
principles as then in effect, applied on a basis consistent (except for changes
concurred in by the Borrower's independent public accountants) with the most
recent audited consolidated financial statements of the Borrower and its
Subsidiaries delivered to the Lenders; provided that, if the Borrower notifies
the Administrative Agent that the Borrower wishes to amend any covenant in
Article V or any definition of a term used in any such covenant to eliminate the
effect of any change in generally accepted accounting principles on the
operation of such covenant (or if the Administrative Agent notifies the Borrower
that the Required Lenders wish to amend any such covenant or definition for such
purpose), then, for purposes of such covenant or definition only, "GAAP" shall
mean GAAP as in effect immediately before the relevant change in generally
accepted accounting principles became effective, until either such notice is
withdrawn or such covenant or definition is amended in a manner satisfactory to
the Borrower and the Required Lenders.



"Hazardous Substances" means any substance or waste defined
as" toxic"or "hazardous" under any Environmental Laws, including, without
limitation, petroleum, its derivatives, by-products and other hydrocarbons.

"Hedge Agreements" means interest rate swap, cap or collar
agreements, interest rate future or option contracts, currency swap agreements,
currency future or option contracts and other similar agreements.

"Increase Date" has the meaning specified in Section 2.17(a).

"Increasing Lender" has the meaning specified in Section
2.17(b).

"Indebtedness" of any Person means and includes all
obligations of such Person which in accordance with GAAP should be classified
upon a balance sheet of such Person as liabilities of such Person.

"Intangible Assets" means at any date the total amount of all
assets of the Borrower and its Subsidiaries that are properly classified as
"intangible assets" in accordance with GAAP and, in any event, shall include,
without limitation, goodwill, patents, trade names, trademarks, copyrights,
franchises, experimental expense, organization expense, unamortized debt
discount and expense, and deferred charges other than prepaid insurance, prepaid
leases and prepaid taxes and current deferred taxes which are classified on the
balance sheet of the Borrower and its Subsidiaries as a current asset in
accordance with GAAP and in which classification the Borrower's independent
public accountants concur; provided that the foregoing Intangible Assets shall
be deemed to be in an amount equal to zero at all times during which such
Intangible Assets, in the aggregate, are less than 2% of stockholders' equity of
the Borrower.

"Interest Period" means, for each Eurodollar Rate Advance or
Adjusted CD Rate Advance comprising part of the same Revolving Credit Borrowing,
the period commencing on the date of such Revolving Credit Advance or the date
of the Conversion of any Revolving Credit Advance into such an Revolving Credit
Advance and ending on the last day of the period selected by the Borrower
pursuant to the provisions below and, thereafter, with respect to Eurodollar
Rate Advances or Adjusted CD Rate Advances, each subsequent period commencing on
the last day of the immediately preceding Interest Period and ending on the last
day of the period selected by the Borrower pursuant to the provisions below. The
duration of each such Interest Period shall be one, two, three or six months in
the case of a Eurodollar Rate Advance, and 30, 60, 90, 120 or 180 days in the
case of an Adjusted CD Rate Advance, in each case, as the Borrower may, upon
notice received by the Administrative Agent not later than 11:00 A.M. (New York
City time) on the third Business Day prior to the first day of such Interest
Period, select; provided, however, that:

(1) the Borrower may not select any Interest Period that
ends after the Termination Date;

(ii) Interest Periods commencing on the same date for
Eurodollar Rate Advances or Adjusted CD Rate Advances comprising part
of the same Revolving Credit Borrowing shall be of the same duration;

(iii) whenever the last day of any Interest Period would
otherwise occur on a day other than a Business Day, the last day of
such Interest Period shall be extended to occur on the next succeeding
Business Day, provided, however, in the case of an Interest Period for
a Eurodollar Rate Advance that, if such extension would cause the last
day of such Interest Period



to occur in the next following calendar month, the last day of such
Interest Period shall occur on the next preceding Business Day; and

(iv) in the case of an Interest Period for a Eurodollar
Rate Advance, whenever the first day of any Interest Period occurs on a
day of an initial calendar month for which there is no numerically
corresponding day in the calendar month that succeeds such initial
calendar month by the number of months equal to the number of months in
such Interest Period, such Interest Period shall end on the last
Business Day of such succeeding calendar month.

"Internal Revenue Code" means the Internal Revenue Code of
1986, as amended from time to time, and the regulations promulgated and rulings
issued thereunder.

"Lease Financed Amount" means, with respect to Off-Balance
Sheet Leases, (a) in the case of the Existing Off-Balance Sheet Lease, the sum
of the aggregate outstanding principal amount of the Loans (as defined therein)
and the outstanding Investment Amounts (as defined therein) or (b) in the case
of any other Off-Balance Sheet Lease, the sum of the comparable amounts as
defined therein.

"Lenders" means the Initial Lenders, each Assuming Lender that
shall become a party hereto pursuant to Section 2.17 or 2.18 and each Person
that shall become a party hereto pursuant to Section 8.07.

"Lien" means any lien, security interest or other charge or
encumbrance of any kind, or any other type of preferential arrangement,
including, without limitation, the lien or retained security title of a
conditional vendor and any easement, right of way or other encumbrance on title
to real property.

Off Balance Sheet Leases and the arrangements set forth therein shall be
excluded from this definition; provided that:

(a) if any portion of the Lease Financed Amount is
included in Debt under the last sentence of the definition of Debt, then for
purposes of Section 5.02(e), Off-Balance Sheet Leases and the arrangements set
forth therein shall be deemed to create a Lien securing the Excess Lease
Financed Amount; and

(b) if Ooff-Balance Sheet Leases and the arrangements set
forth therein create a lien on any property or assets other than (i) the
property and assets leased pursuant to Off-Balance Sheet Leases, (ii) rights of
the Borrower as sublessor of any portion of such property and assets and (iii)
Permitted Lease Collateral, such lien shall not be excluded from this
definition.

"Margin Stock" means "margin stock" as such term is defined in
Regulation U.

"Material Adverse Effect" means any material adverse change in
the business, condition (financial or otherwise) or operations of the Borrower
or the Borrower and its Subsidiaries taken as a whole.

"Material Debt" means Debt (other than the Notes) of the
Borrower and/or one or more of its Subsidiaries, arising in one or more related
or unrelated transactions, in an aggregate principal or face amount exceeding
$75, 000, 000.

"Material Financial Obligations" means a principal or face
amount of Debt and/or payment obligations (calculated after giving effect to any
applicable netting agreements) in respect of
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Hedge Agreements of the Borrower and/or one or more of its Subsidiaries, arising
in one or more related or unrelated transactions, exceeding in the aggregate
$75, 000, 000.

"Material Plan" means, at any time, a Plan or Plans having
aggregate Unfunded Liabilities in excess of $75,000,000.

"Maturity Date" means the date the Revolving Credit Advances
are declared due and payable pursuant to Section 6.01.

"Minority Interests" means any shares of stock of any class of
a Subsidiary (other than directors' qualifying shares as required by law) that
are not owned by the Borrower and/or one or more of its Subsidiaries.

"Moody's" means Moody's Investors Service, Inc. or its
successors.

"Multiemployer Plan" means, at any time, an employee pension
benefit plan within the meaning of Section 4001(a)(3) of ERISA to which any
member of the ERISA Group is then making or accruing an obligation to make
contributions or has within the preceding five plan years made contribution,
including for these purposes any Person which ceased to be a member of the ERISA
Group during such five year period.

"Non-Consenting Lender" has the meaning specified in Section
2.18(b).

"Notice of Revolving Credit Borrowing" has the meaning
specified in Section 2.02(a).

"0ff-Balance Sheet Leases" means one or more lease agreements
and related agreements entered into by the Borrower or any of its Subsidiaries
form time to time, in each case in a transaction which the Borrower or such
Subsidiary intends to be treated as an "operating lease" for financial reporting
purposes but as a loan for one or more of the following purposes: (a) federal,
state and local income or franchise tax, (b) bankruptcy, (c) real estate law and
(d) commercial law (including uniform commercial law).

"PBGC" means the Pension Benefit Guaranty Corporation (or any
successor).

"Permitted Lease Collateral" means any cash or cash
equivalents securing the obligations of the Borrower or its Subsidiaries in any
off-Balance Sheet Lease.

"Person" means an individual, partnership, corporation
(including a business trust), joint stock company, trust, unincorporated
association, joint venture, limited liability company or other entity, or a
government or any political subdivision or agency thereof.

"Plan" means, at any time, an employee pension benefit plan
(other than a Multiemployer Plan) which is covered by Title IV of ERISA or
subject to the minimum funding standards under Section 412 of the Internal
Revenue Code and either (i) is maintained, or contributed to, by any member of
the ERISA Group for employees of any member of the ERISA Group or (ii) has at
any time within the preceding five years been maintained, or contributed to, by
any Person which was at such time a member of the ERISA Group for employees of
any Person which was at such time a member of the ERISA Group.

"Public Debt Rating" means, as of any date for S&P, the lowest
rating that has been most recently announced by S&P for any class of non-credit
enhanced long-term senior unsecured debt issued by the Borrower and, as of any
date for Moody's, the lowest rating that has been most recently announced
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by Moody's for any class of non-credit enhanced long-term senior unsecured debt
issued by the Borrower. For purposes of the foregoing, (a) if only one of S&P
and Moody's shall have in effect a Public Debt Rating, the Applicable Margin and
the Applicable Percentage shall be determined by reference to the available
rating; (b) if neither S&P nor Moody's shall have in effect a Public Debt
Rating, the Applicable Margin and the Applicable Percentage will be set in
accordance with Level 5 under the definition of "Applicable Margin" or
"Applicable Percentage", as the case may be; (c) if the ratings established by
S&P and Moody's shall fall within different levels, the Applicable Margin and
the Applicable Percentage shall be based upon the higher rating; (d) if any
rating established by S&P or Moody's shall be changed, such change shall be
effective as of the date on which such change is first announced publicly by the
rating agency making such change; and (e) if S&P or Moody's shall change the
basis on which ratings are established, each reference to the Public Debt Rating
announced by S&P or Moody's, as the case may be, shall refer to the then
equivalent rating by S&P or Moody's, as the case may be.

"Reference Banks" means Citibank and KeyBank, National
Association.

"Register" has the meaning specified in Section 8.07(d).

"Reportable Event" means any "reportable event" as defined in
section 4043 of ERISA for which the 30-day notice requirement has not been
waived under applicable regulations.

"Required Lenders" means at any time Lenders owed at least 51%
of the then aggregate unpaid principal amount of the Revolving Credit Advances
owing to Lenders, or, if no such principal amount is then outstanding, Lenders
having at least 51% of the Commitments.

"Revolving Credit Advance" means an advance by a Lender to the
Borrower as part of a Revolving Credit Borrowing and refers to a Base Rate
Advance, a Eurodollar Rate Advance or an Adjusted CD Rate Advance (each of which
shall be a "Type" of Revolving Credit Advance).

"Revolving Credit Borrowing" means a borrowing consisting of
simultaneous Revolving Credit Advances of the same Type made by each of the
Lenders pursuant to Section 2.01.

"Revolving Credit Note" means a promissory note of the
Borrower payable to the order of any Lender, delivered pursuant to a request
made under Section 2.15 in substantially the form of Exhibit A hereto,
evidencing the aggregate indebtedness of the Borrower to such Lender resulting
from the Revolving Credit Advances made by such Lender.

"S&P" means Standard & Poor's, a division of The McGraw-Hill
Companies, Inc. or its successors.

"SEC" means the Securities and Exchange Commission.

"Subsidiary" means, as to any Person, any corporation or other
entity of which securities or other ownership interests having ordinary voting
power to elect a majority of the board of directors or other persons performing
similar functions are at the time directly or indirectly owned by such Person;
unless otherwise specified, "Subsidiary" means a Subsidiary of the Borrower.

"Tangible Assets" means, at any date, Consolidated Total
Assets (less depreciation, depletion and other properly deductible valuation
reserves) after deducting (but without duplication) Intangible Assets.

12



"Termination Date" means the earlier of (a) September 17,
2006, subject to the extension thereof pursuant to Section 2.18 and (b) the date
of termination in whole of the Commitments pursuant to Section 2.04 or 6.01;
provided, however, that the Termination Date of any Lender that is a
Non-Consenting Lender to any requested extension pursuant to Section 2.18 shall
be the Termination Date in effect immediately prior to the applicable Extension
Date for all purposes of this Agreement.

"Unfunded Liabilities" means, with respect to any Plan at any
time, the amount (if any) by which (i) the value of all benefit liabilities
under such Plan, determined on a plan termination basis using the assumptions
prescribed by the PBGC for purposes of Section 4044 of ERISA, exceeds (ii) the
fair market value of all Plan assets allocable to such liabilities under Title
IV of ERISA (excluding any accrued but unpaid contributions), all determined as
of the then most recent valuation date for such Plan, but only to the extent
that such excess represents a potential liability of a member of the ERISA Group
to the PBGC or any other Person under Title IV of ERISA.

"Voting Stock" means capital stock issued by a corporation, or
equivalent interests in any other Person, the holders of which are ordinarily,
in the absence of contingencies, entitled to vote for the election of directors
(or persons performing similar functions) of such Person, even if the right so
to vote has been suspended by the happening of such a contingency.

SECTION 1.02 Computation of Time Periods. In this Agreement in
the computation of periods of time from a specified date to a later specified
date, the word "from" means "from and including" and the words "to" and "until"
each mean "to but excluding".

SECTION 1.03 Accounting Terms. All accounting terms not
specifically defined herein shall be construed in accordance with GAAP.

ARTICLE II
AMOUNTS AND TERMS OF THE ADVANCES

SECTION 2.01 The Revolving Credit Advances. Each Lender
severally agrees, on the terms and conditions hereinafter set forth, to make
Revolving Credit Advances to the Borrower from time to time on any Business Day
during the period from the Effective Date until the Termination Date in an
aggregate amount not to exceed at any time outstanding such Lender's Commitment.
Each Revolving Credit Borrowing shall be in an aggregate amount of $10,000,000
or an integral multiple of $1,000,000 in excess thereof and shall consist of
Revolving Credit Advances of the same Type made on the same day by the Lenders
ratably according to their respective Commitments. Within the limits of each
Lender's Commitment, the Borrower may borrow under this Section 2.01, prepay
pursuant to Section 2.09 and reborrow under this Section 2.01.

SECTION 2.02 Making the Revolving Credit Advances. (a) Each
Revolving Credit Borrowing shall be made on notice, given not later than (x)
1:00 P.M. (New York City time) on the third Business Day prior to the date of
the proposed Revolving Credit Borrowing in the case of a Revolving Credit
Borrowing consisting of Eurodollar Rate Advances, (y) 1:00 P.M. (New York City
time) on the second Business Day prior to the date of the proposed Revolving
Credit Borrowing in the case of a Revolving Credit Borrowing consisting of
Adjusted CD Rate Advances or (z) 12:00 noon (New York City time) on the date of
the proposed Revolving Credit Borrowing in the case of a Revolving Credit
Borrowing consisting of Base Rate Advances, by the Borrower to the
Administrative Agent, which shall give to each Lender prompt notice thereof by
telecopier or email. Each such notice of a Revolving Credit Borrowing (a "Notice
of Revolving Credit Borrowing") shall be by telephone or email, confirmed
immediately in writing, or telecopier or email in substantially the form of
Exhibit B hereto, specifying
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therein the requested (i) date of such Revolving Credit Borrowing, (ii) Type of
Revolving Credit Advances comprising such Revolving Credit Borrowing, (iii)
aggregate amount of such Revolving Credit Borrowing, and (iv) in the case of a
Revolving Credit Borrowing consisting of Eurodollar Rate Advances or Adjusted CD
Rate Advances, initial Interest Period for each such Revolving Credit Advance.
Each Lender shall, before 2:00 P.M. (New York City time) on the date of such
Revolving Credit Borrowing make available for the account of its Applicable
Lending Office to the Administrative Agent at the Administrative Agent's
Account, in same day funds, such Lender's ratable portion of such Revolving
Credit Borrowing. After the Administrative Agent's receipt of such funds and
upon fulfillment of the applicable conditions set forth in Article III, the
Administrative Agent will make such funds available to the Borrower at the
Administrative Agent's address referred to in Section 8.02.

(b) Anything in subsection (a) above to the contrary
notwithstanding, (i) the Borrower may not select Eurodollar Rate Advances or
Adjusted CD Rate Advances for any Revolving Credit Borrowing if the aggregate
amount of such Revolving Credit Borrowing is less than $10,000,000 or if the
obligation of the Lenders to make Eurodollar Rate Advances shall then be
suspended pursuant to Section 2.07 or 2.11 and (ii) the Eurodollar Rate Advances
may not be outstanding as part of more than six separate Revolving Credit
Borrowings.

(c) Each Notice of Revolving Credit Borrowing shall be
irrevocable and binding on the Borrower.

(d) Unless the Administrative Agent shall have received notice
from a Lender prior to the date of any Revolving Credit Borrowing that such
Lender will not make available to the Administrative Agent such Lender's ratable
portion of such Revolving Credit Borrowing, the Administrative Agent may assume
that such Lender has made such portion available to the Administrative Agent on
the date of such Revolving Credit Borrowing in accordance with subsection (a) of
this Section 2.02 and the Administrative Agent may, in reliance upon such
assumption, make available to the Borrower on such date a corresponding amount.
If and to the extent that such Lender shall not have so made such ratable
portion available to the Administrative Agent, such Lender and the Borrower
severally agree to repay to the Administrative Agent forthwith on demand such
corresponding amount together with interest thereon, for each day from the date
such amount is made available to the Borrower until the date such amount is
repaid to the Administrative Agent, at (i) in the case of the Borrower, the
interest rate applicable at the time to Revolving Credit Advances comprising
such Revolving Credit Borrowing and (ii) in the case of such Lender, the Federal
Funds Rate. If such Lender shall repay to the Administrative Agent such
corresponding amount, such amount so repaid shall constitute such Lender's
Revolving Credit Advance as part of such Revolving Credit Borrowing for purposes
of this Agreement.

(e) The failure of any Lender to make the Revolving Credit
Advance to be made by it as part of any Revolving Credit Borrowing shall not
relieve any other Lender of its obligation, if any, hereunder to make its
Revolving Credit Advance on the date of such Revolving Credit Borrowing, but no
Lender shall be responsible for the failure of any other Lender to make the
Revolving Credit Advance to be made by such other Lender on the date of any
Revolving Credit Borrowing.

SECTION 2.03 Fees. (a) Facility Fee. The Borrower agrees to
pay to the Administrative Agent for the account of each Lender a facility fee on
the aggregate amount of such Lender's Commitment from the date hereof in the
case of each Initial Lender and from the effective date specified in the
Assumption Agreement or in the Assignment and Acceptance pursuant to which it
became a Lender in the case of each other Lender until the Termination Date at a
rate per annum equal to the Applicable Percentage in effect from time to time,
payable in arrears quarterly on the last day of each March, June, September and
December, commencing December 31, 2003, and on the Termination Date.
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(b) Administrative Agent's and Syndication Agent's Fees. The
Borrower shall pay to the Administrative Agent and the Syndication Agent such
fees as may from time to time be agreed in writing between the Borrower and each
of the Administrative Agent and the Syndication Agent, respectively.

SECTION 2.04 Optional Termination or Reduction of the
Commitments. The Borrower shall have the right, upon at least three Business
Days' notice to the Administrative Agent, to terminate in whole or reduce
ratably in part, the unused portions of the respective Commitments of the
Lenders, provided that each partial reduction shall be in the aggregate amount
of $10,000,000 or an integral multiple of $1,000,000 in excess thereof. Once
terminated or reduced, a commitment may not be reinstated.

SECTION 2.05 Repayment of Revolving Credit Advances. The
Borrower shall repay to the Administrative Agent for the ratable account of the
Lenders on the Termination Date the aggregate principal amount of the Revolving
Credit Advances then outstanding.

SECTION 2.06 Interest on Revolving Credit Advances. (a)
Scheduled Interest. The Borrower shall pay interest on the unpaid principal
amount of each Revolving Credit Advance owing to each Lender from the date of
such Revolving Credit Advance until such principal amount shall be paid in full,
at the following rates per annum:

(1) Base Rate Advances. During such periods as
such Revolving Credit Advance is a Base Rate Advance, a rate per annum
equal at all times to the sum of (x) the Base Rate in effect from time
to time plus (y) the Applicable Margin in effect from time to time plus
(z) the Applicable Utilization Fee, if any, in effect from time to
time, payable in arrears quarterly on the last day of each March, June,
September and December during such periods and on the date such Base
Rate Advance shall be Converted or paid in full.

(ii) Eurodollar Rate Advances. During such
periods as such Revolving Credit Advance is a Eurodollar Rate Advance,
a rate per annum equal at all times during each Interest Period for
such Revolving Credit Advance to the sum of (x) the Eurodollar Rate for
such Interest Period for such Revolving Credit Advance plus (y) the
Applicable Margin in effect from time to time plus (z) the Applicable
Utilization Fee, if any, in effect from time to time, payable in
arrears on the last day of such Interest Period and, if such Interest
Period has a duration of more than three months, on each day that
occurs during such Interest Period every three months from the first
day of such Interest Period and on the date such Eurodollar Rate
Advance shall be Converted or paid in full.

(iii) Adjusted CD Rate Advances. During such
periods as such Revolving Credit Advance is an Adjusted CD Rate
Advance, a rate per annum equal at all times during each Interest
Period for such Revolving Credit Advance to the sum of (x) the Adjusted
CD Rate for such Interest Period for such Revolving Credit Advance plus
(y) the Applicable Margin in effect from time to time plus (z) the
Applicable Utilization Fee, if any, in effect from time to time,
payable in arrears on the last day of such Interest Period and, if such
Interest Period has a duration of more than 90 days, on each day that
occurs during such Interest Period every 90 days from the first day of
such Interest Period and on the date such Adjusted CD Rate Advance
shall be Converted or paid in full.

(b) Default Interest. Upon the occurrence and during the
continuance of an Event of Default, the Borrower shall pay interest on (i) the
unpaid principal amount of each Revolving Credit Advance owing to each Lender,
payable in arrears on the dates referred to in clause (a)(i), (a)(ii) or
(a)(iii) above, at a rate per annum equal at all times to 2% per annum above the
rate per annum required to be
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paid on such Revolving Credit Advance pursuant to clause (a)(i), (a)(ii) or
(a)(iii) above and (ii) to the fullest extent permitted by law, the amount of
any interest, fee or other amount payable hereunder that is not paid when due,
from the date such amount shall be due until such amount shall be paid in full,
payable in arrears on the date such amount shall be paid in full and on demand,
at a rate per annum equal at all times to 2% per annum above the rate per annum
required to be paid on Base Rate Advances pursuant to clause (a)(i) above.

SECTION 2.07 Interest Rate Determination. (a) Each Reference
Bank agrees to furnish to the Administrative Agent timely information for the
purpose of determining each Eurodollar Rate and each Adjusted CD Rate. If any
one or more of the Reference Banks shall not furnish such timely information to
the Administrative Agent for the purpose of determining any such interest rate,
the Administrative Agent shall determine such interest rate on the basis of
timely information furnished by the remaining Reference Banks. The
Administrative Agent shall give prompt notice to the Borrower and the Lenders of
the applicable interest rate determined by the Administrative Agent for purposes
of Section 2.06(a)(i), (ii) or (iii), and the rate, if any, furnished by each
Reference Bank for the purpose of determining the interest rate under Section
2.06(a)(ii) or (4iii).

(b) If, with respect to any Eurodollar Rate Advances, the
Required Lenders notify the Administrative Agent that the Eurodollar Rate for
any Interest Period for such Revolving Credit Advances will not adequately
reflect the cost to such Required Lenders of making, funding or maintaining
their respective Eurodollar Rate Advances for such Interest Period, the
Administrative Agent shall forthwith so notify the Borrower and the Lenders,
whereupon (i) each Eurodollar Rate Advance will automatically, on the last day
of the then existing Interest Period therefor, Convert into a Base Rate Advance,
and (ii) the obligation of the Lenders to make, or to Convert Revolving Credit
Advances into, Eurodollar Rate Advances shall be suspended until the
Administrative Agent shall notify the Borrower and the Lenders that the
circumstances causing such suspension no longer exist.

(c) If the Borrower shall fail to select the duration of any
Interest Period for any Eurodollar Rate Advances or Adjusted CD Rate Advances in
accordance with the provisions contained in the definition of "Interest Period"
in Section 1.01, the Administrative Agent will forthwith so notify the Borrower
and the Lenders and such Revolving Credit Advances will automatically, on the
last day of the then existing Interest Period therefor, be Converted into Base
Rate Advances.

(d) on the date on which the aggregate unpaid principal amount
of Eurodollar Rate Advances or Adjusted CD Rate Advances comprising any
Revolving Credit Borrowing shall be reduced, by payment or prepayment or
otherwise, to less than $10,000,000, such Revolving Credit Advances shall
automatically Convert into Base Rate Advances.

(e) Upon the occurrence and during the continuance of any
Event of Default, (i) each Eurodollar Rate Advance and each Adjusted CD Rate
Advance will automatically, on the last day of the then existing Interest Period
therefor Convert into a Base Rate Advance and (ii) the obligation of the Lenders
to make, or to Convert Advances into, Eurodollar Rate Advances or Adjusted CD
Rate Advances shall be suspended.

(f) If, with respect to Eurodollar Rate Advances, Dow Jones
Markets Telerate Page 3750 (or any successor page) is unavailable and fewer than
two Reference Banks furnish timely information to the Administrative Agent for
determining the Eurodollar Rate for any Eurodollar Rate Advances or if fewer
than two Reference Banks furnish timely information to the Administrative Agent
for determining the Adjusted CD Rate for any Adjusted CD Rate Advances,
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(1) the Administrative Agent shall forthwith
notify the Borrower and the Lenders that the interest rate cannot be
determined for such Eurodollar Rate Advances or Adjusted CD Rate
Advances, as the case may be,

(ii) with respect to Eurodollar Rate Advances or
Adjusted CD Rate Advances, as the case may be, each such Revolving
Credit Advance will automatically, on the last day of the then existing
Interest Period therefor, Convert into a Base Rate Advance (or if such
Revolving Credit Advance is then a Base Rate Advance, will continue as
a Base Rate Advance), and

(iii) the obligation of the Lenders to make
Eurodollar Rate Advances or Adjusted CD Rate Advances, as the case may
be, or to Convert Revolving Credit Advances into Eurodollar Rate
Advances or Adjusted CD Rate Advances, as the case may be, shall be
suspended until the Administrative Agent shall notify the Borrower and
the Lenders that the circumstances causing such suspension no longer
exist.

SECTION 2.08 Optional Conversion of Revolving Credit Advances.
The Borrower may on any Business Day, upon notice given to the Administrative
Agent not later than 12:00 noon (New York City time) on the third Business Day
prior to the date of the proposed Conversion and subject to the provisions of
Sections 2.07 and 2.11, Convert all Revolving Credit Advances of one Type
comprising the same Revolving Credit Borrowing into Revolving Credit Advances of
another Type; provided, however, that any Conversion of Eurodollar Rate Advances
or Adjusted CD Rate Advances into Advances of another type shall be made only on
the last day of an Interest Period for such Advances, any Conversion of Base
Rate Advances into Eurodollar Rate Advances or Adjusted CD Rate Advances shall
be in an amount not less than the minimum amount specified in Section 2.02(b)
and no Conversion of any Revolving Credit Advances shall result in more separate
Revolving Credit Borrowings than permitted under Section 2.02(b). Each such
notice of a Conversion shall, within the restrictions specified above, specify
(i) the date of such Conversion, (ii) the Revolving Credit Advances to be
Converted, and (iii) if such Conversion is into Eurodollar Rate Advances or
Adjusted CD Rate Advances, the duration of the initial Interest Period for each
such Revolving Credit Advance. Each notice of Conversion shall be irrevocable
and binding on the Borrower.

SECTION 2.09 Optional Prepayments of Revolving Credit
Advances. The Borrower may, upon notice at least two Business Days' prior to the
date of such prepayment, in the case of Eurodollar Rate Advances or Adjusted CD
Rate Advances, and not later than 12:00 noon (New York City time) on the date of
such prepayment, in the case of Base Rate Advances, to the Administrative Agent
stating the proposed date and aggregate principal amount of the prepayment, and
if such notice is given the Borrower shall, prepay the outstanding principal
amount of the Revolving Credit Advances comprising part of the same Revolving
Credit Borrowing in whole or ratably in part, together with accrued interest to
the date of such prepayment on the principal amount prepaid; provided, however,
that (x) each partial prepayment shall be in an aggregate principal amount of
$10, 000,000 or an integral multiple of $1,000,000 in excess thereof and (y) in
the event of any such prepayment of a Eurodollar Rate Advance or an Adjusted CD
Rate Advance, the Borrower shall be obligated to reimburse the Lenders in
respect thereof pursuant to Section 8.04(c).

SECTION 2.10 Increased Costs. (a) If, due to either (i) the
introduction of or any change in or in the interpretation of any law or
regulation after the Effective Date or (ii) the compliance with any guideline or
request from any central bank or other governmental authority (whether or not
having the force of law) after the Effective Date, there shall be any increase
in the cost to any Lender of agreeing to make or making, funding or maintaining
Eurodollar Rate Advances or Adjusted CD Rate Advances (excluding for purposes of
this Section 2.10 any such increased costs resulting from (i) Taxes
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or Other Taxes (as to which Section 2.13 shall govern) and (ii) changes in the
basis of taxation of overall net income or overall gross income by the United
States or by the foreign jurisdiction or state under the laws of which such
Lender is organized or has its Applicable Lending Office or any political
subdivision thereof), then the Borrower shall from time to time, upon demand by
such Lender (with a copy of such demand to the Administrative Agent), pay to the
Administrative Agent for the account of such Lender additional amounts
sufficient to compensate such Lender for such increased cost. A certificate as
to the amount of such increased cost, submitted to the Borrower and the
Administrative Agent by such Lender, shall be conclusive and binding for all
purposes, absent manifest error.

(b) If any Lender determines that compliance with any law or
regulation or any guideline or request from any central bank or other
governmental authority (whether or not having the force of law) affects or would
affect the amount of capital required or expected to be maintained by such
Lender or any corporation controlling such Lender and that the amount of such
capital is increased by or based upon the existence of such Lender's commitment
to lend hereunder and other commitments of this type, then, upon demand by such
Lender (with a copy of such demand to the Administrative Agent), the Borrower
shall pay to the Administrative Agent for the account of such Lender, from time
to time as specified by such Lender, additional amounts sufficient to compensate
such Lender or such corporation in the light of such circumstances, to the
extent that such Lender reasonably determines such increase in capital to be
allocable to the existence of such Lender's commitment to lend hereunder. A
certificate as to such amounts submitted to the Borrower and the Administrative
Agent by such Lender shall be conclusive and binding for all purposes, absent
manifest error.

(c) If any Lender fails to give the Borrower any prompt notice
required by this Section 2.10, the Borrower shall not be required to indemnify
and compensate such Lender or the Administrative Agent under this Section 2.10
for any amounts attributable to the event or factual circumstance required to be
disclosed in such notice and arising during or with respect to any period ending
more than 90 days before notice thereof has been delivered to the Borrower,
provided that this subsection (c) shall in no way limit the right of any Lender
or the Administrative Agent to demand or receive compensation to the extent that
such compensation relates to any law, rule, regulation, interpretation,
administration, request or directive (or any change therein) which by its terms
has retroactive application if such notice is given within 90 days after the
date of enactment or effectiveness of such retroactive law, rule, regulation,
interpretation, administration, request or directive (or change therein).

SECTION 2.11 Illegality. Notwithstanding any other provision
of this Agreement, if any Lender shall notify the Administrative Agent that the
introduction of or any change in or in the interpretation of any law or
regulation makes it unlawful, or any central bank or other governmental
authority asserts that it is unlawful, for any Lender or its Eurodollar Lending
Office to perform its obligations hereunder to make Eurodollar Rate Advances or
to fund or maintain Eurodollar Rate Advances hereunder, (a) each Eurodollar Rate
Advance will automatically, upon such demand, Convert into a Base Rate Advance
and (b) the obligation of the Lenders to make Eurodollar Rate Advances or to
Convert Revolving Credit Advances into Eurodollar Rate Advances shall be
suspended until the Administrative Agent shall notify the Borrower and the
Lenders that the circumstances causing such suspension no longer exist.

SECTION 2.12 Payments and Computations. (a) The Borrower shall
make each payment hereunder not later than 11:00 A.M. (New York City time) on
the day when due to the Administrative Agent at the Administrative Agent's
Account in same day funds. The Administrative Agent will promptly thereafter
cause to be distributed like funds relating to the payment of principal or
interest or facility fees ratably (other than amounts payable pursuant to
Section 2.03(b), 2.10, 2.13 or 8.04(c)) to the Lenders for the account of their
respective Applicable Lending Offices, and like funds relating to the payment of
any other amount payable to any Lender to such Lender for the account of its
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Applicable Lending Office, in each case to be applied in accordance with the
terms of this Agreement. Upon any Assuming Lender becoming a Lender hereunder as
a result of a Commitment Increase pursuant to Section 2.17 or an extension of
the Termination Date pursuant to Section 2.18, and upon the Administrative
Agent's receipt of such Lender's Assumption Agreement and recording of the
information contained therein in the Register, from and after the applicable
Increase Date or Extension Date, as the case may be, the Administrative Agent
shall make all payments hereunder and under any Revolving Credit Notes issued in
connection therewith in respect of the interest assumed thereby to the Assuming
Lender. Upon its acceptance of an Assignment and Acceptance and recording of the
information contained therein in the Register pursuant to Section 8.07(c), from
and after the effective date specified in such Assignment and Acceptance, the
Administrative Agent shall make all payments hereunder and under the Revolving
Credit Notes in respect of the interest assigned thereby to the Lender assignee
thereunder, and the parties to such Assignment and Acceptance shall make all
appropriate adjustments in such payments for periods prior to such effective
date directly between themselves.

(b) All computations of interest based on the Base Rate shall
be made by the Administrative Agent on the basis of a year of 365 or 366 days,
as the case may be, all computations of interest based on the Eurodollar Rate,
the Adjusted CD Rate or the Federal Funds Rate and of facility fees shall be
made by the Administrative Agent on the basis of a year of 360 days, in each
case for the actual number of days (including the first day but excluding the
last day) occurring in the period for which such interest or facility fees are
payable. Each determination by the Administrative Agent of an interest rate
hereunder shall be conclusive and binding for all purposes, absent manifest
error.

(c) Whenever any payment hereunder or under the Revolving
Credit Notes shall be stated to be due on a day other than a Business Day, such
payment shall be made on the next succeeding Business Day, and such extension of
time shall in such case be included in the computation of payment of interest or
facility fee, as the case may be; provided, however, that, if such extension
would cause payment of interest on or principal of Eurodollar Rate Advances to
be made in the next following calendar month, such payment shall be made on the
next preceding Business Day.

(d) Unless the Administrative Agent shall have received notice
from the Borrower prior to the date on which any payment is due to the Lenders
hereunder that the Borrower will not make such payment in full, the
Administrative Agent may assume that the Borrower has made such payment in full
to the Administrative Agent on such date and the Administrative Agent may, in
reliance upon such assumption, cause to be distributed to each Lender on such
due date an amount equal to the amount then due such Lender. If and to the
extent the Borrower shall not have so made such payment in full to the
Administrative Agent, each Lender shall repay to the Administrative Agent
forthwith on demand such amount distributed to such Lender together with
interest thereon, for each day from the date such amount is distributed to such
Lender until the date such Lender repays such amount to the Administrative
Agent, at the Federal Funds Rate in the case of Revolving Credit Advances
denominated in Dollars.

SECTION 2.13 Taxes. (a) Any and all payments by the Borrower
hereunder or under the Revolving Credit Notes shall be made, in accordance with
Section 2.12, free and clear of and without deduction for any and all present or
future taxes, levies, imposts, deductions, charges or withholdings, and all
liabilities with respect thereto, excluding, in the case of each Lender and the
Agents, taxes imposed on its overall net income, and franchise taxes imposed on
it in lieu of net income taxes, by the jurisdiction under the laws of which such
Lender or the Agents (as the case may be) are organized or any political
subdivision thereof and, in the case of each Lender, taxes imposed on its
overall net income, and franchise taxes imposed on it in lieu of net income
taxes, by the jurisdiction of such Lender's Applicable Lending Office or any
political subdivision thereof (all such non-excluded taxes, levies, imposts,
deductions, charges, withholdings and liabilities in respect of payments
hereunder or under the Revolving Credit Notes being hereinafter referred to as
"Taxes"). If the Borrower shall be required by law to deduct any
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Taxes from or in respect of any sum payable hereunder or under any Revolving
Credit Note to any Lender or any Agent, (i) the sum payable shall be increased
as may be necessary so that after making all required deductions (including
deductions applicable to additional sums payable under this Section 2.13) such
Lender or Agent (as the case may be) receives an amount equal to the sum it
would have received had no such deductions been made, (ii) the Borrower shall
make such deductions and (iii) the Borrower shall pay the full amount deducted
to the relevant taxation authority or other authority in accordance with
applicable law.

(b) In addition, the Borrower shall pay any present or future
stamp or documentary taxes or any other excise or property taxes, charges or
similar levies that arise from any payment made hereunder or under the Revolving
Credit Notes or from the execution, delivery or registration of, performing
under, or otherwise with respect to, this Agreement or the Revolving Credit
Notes (hereinafter referred to as "Other Taxes").

(c) The Borrower shall indemnify each Lender and Agent for and
hold it harmless against the full amount of Taxes or Other Taxes (including,
without limitation, taxes of any kind imposed by any jurisdiction on amounts
payable under this Section 2.13) imposed on or paid by such Lender or Agent (as
the case may be) and any liability (including penalties, interest and expenses)
arising therefrom or with respect thereto. This indemnification shall be made
within 30 days from the date such Lender or Agent (as the case may be) makes
written demand therefor.

(d) within 30 days after the date of any payment of Taxes, the
Borrower shall furnish to the Administrative Agent, at its address referred to
in Section 8.02, the original or a certified copy of a receipt evidencing such
payment. In the case of any payment hereunder or under the Revolving Credit
Notes by or on behalf of the Borrower through an account or branch outside the
United States or by or on behalf of the Borrower by a payor that is not a United
States person, if the Borrower determines that no Taxes are payable in respect
thereof, the Borrower shall furnish, or shall cause such payor to furnish, to
the Administrative Agent, at such address, an opinion of counsel acceptable to
the Administrative Agent stating that such payment is exempt from Taxes. For
purposes of this subsection (d) and subsection (e), the terms "United States"
and "United States person" shall have the meanings specified in Section 7701 of
the Internal Revenue Code.

(e) Each Lender organized under the laws of a jurisdiction
outside the United States, on or prior to the date of its execution and delivery
of this Agreement in the case of each Initial Lender and on the date of the
Assumption Agreement or the Assignment and Acceptance pursuant to which it
becomes a Lender in the case of each other Lender, and from time to time
thereafter as requested in writing by the Borrower (but only so long as such
Lender remains lawfully able to do so), shall provide each of the Administrative
Agent and the Borrower with two original Internal Revenue Service forms W-8BEN
or W-8EC1, as appropriate, or any successor or other form prescribed by the
Internal Revenue Service, certifying that such Lender is exempt from or entitled
to a reduced rate of United States withholding tax on payments pursuant to this
Agreement or the Revolving Credit Notes. If the form provided by a Lender at the
time such Lender first becomes a party to this Agreement indicates a United
States interest withholding tax rate in excess of zero, withholding tax at such
rate shall be considered excluded from Taxes unless and until such Lender
provides the appropriate forms certifying that a lesser rate applies, whereupon
withholding tax at such lesser rate only shall be considered excluded from Taxes
for periods governed by such form; provided, however, that, if at the date of
the Assignment and Acceptance pursuant to which a Lender assignee becomes a
party to this Agreement, the Lender assignor was entitled to payments under
subsection (a) in respect of United States withholding tax with respect to
interest paid at such date, then, to such extent, the term Taxes shall include
(in addition to withholding taxes that may be imposed in the future or other
amounts otherwise includable in Taxes) United States withholding tax, if any,
applicable with respect to the Lender assignee on such date. If any form or
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document referred to in this subsection (e) requires the disclosure of
information, other than information necessary to compute the tax payable and
information required on the date hereof by Internal Revenue Service form W-8BEN
or W-8EC1, that the Lender reasonably considers to be confidential, the Lender
shall give notice thereof to the Borrower and shall not be obligated to include
in such form or document such confidential information.

(f) For any period with respect to which a Lender has failed
to provide the Borrower with the appropriate form described in Section 2.13(e)
(other than if such failure is due to a change in law occurring subsequent to
the date on which a form originally was required to be provided, or if such form
otherwise is not required under subsection (e) above), such Lender shall not be
entitled to indemnification under Section 2.13(a) or (c) with respect to Taxes
imposed by the United States by reason of such failure; provided, however, that
should a Lender become subject to Taxes because of its failure to deliver a form
required hereunder, the Borrower shall take such steps as the Lender shall
reasonably request to assist the Lender to recover such Taxes.

(g) Any Lender claiming any additional amounts payable
pursuant to this Section 2.13 agrees to use reasonable efforts (consistent with
its internal policy and legal and regulatory restrictions) to change the
jurisdiction of its Eurodollar Lending Office if the making of such a change
would avoid the need for, or reduce the amount of, any such additional amounts
that may thereafter accrue and would not, in the reasonable judgment of such
Lender, be otherwise disadvantageous to such Lender.

SECTION 2.14 Sharing of Payments, Etc. If any Lender shall
obtain any payment (whether voluntary, involuntary, through the exercise of any
right of set-off, or otherwise) on account of the Revolving Credit Advances
owing to it (other than pursuant to Section 2.10, 2.13 or 8.04(c)) in excess of
its ratable share of payments on account of the Revolving Credit Advances
obtained by all the Lenders, such Lender shall forthwith purchase from the other
Lenders such participations in the Revolving Credit Advances owing to them as
shall be necessary to cause such purchasing Lender to share the excess payment
ratably with each of them; provided, however, that if all or any portion of such
excess payment is thereafter recovered from such purchasing Lender, such
purchase from each Lender shall be rescinded and such Lender shall repay to the
purchasing Lender the purchase price to the extent of such recovery together
with an amount equal to such Lender's ratable share (according to the proportion
of (i) the amount of such Lender's required repayment to (ii) the total amount
so recovered from the purchasing Lender) of any interest or other amount paid or
payable by the purchasing Lender in respect of the total amount so recovered.
The Borrower agrees that any Lender so purchasing a participation from another
Lender pursuant to this Section 2.14 may, to the fullest extent permitted by
law, exercise all its rights of payment (including the right of set-off) with
respect to such participation as fully as if such Lender were the direct
creditor of the Borrower in the amount of such participation.

SECTION 2.15 Evidence of Debt. (a) Each Lender shall maintain
in accordance with its usual practice an account or accounts evidencing the
indebtedness of the Borrower to such Lender resulting from each Revolving Credit
Advance owing to such Lender from time to time, including the amounts of
principal and interest payable and paid to such Lender from time to time
hereunder in respect of Revolving Credit Advances. The Borrower agrees that upon
notice by any Lender to the Borrower (with a copy of such notice to the
Administrative Agent) to the effect that a Revolving Credit Note is required or
appropriate in order for such Lender to evidence (whether for purposes of
pledge, enforcement or otherwise) the Revolving Credit Advances owing to, or to
be made by, such Lender, the Borrower shall promptly execute and deliver to such
Lender a Revolving Credit Note payable to the order of such Lender in a
principal amount up to the Commitment of such Lender.

(b) The Register maintained by the Administrative Agent
pursuant to Section 8.07(d) shall include a control account, and a subsidiary
account for each Lender, in which accounts (taken
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together) shall be recorded (i) the date and amount of each Revolving Credit
Borrowing made hereunder, the Type of Revolving Credit Advances comprising such
Revolving Credit Borrowing and, if appropriate, the Interest Period applicable
thereto, (ii) the terms of each Assumption Agreement and each Assignment and
Acceptance delivered to and accepted by it, (iii) the amount of any principal or
interest due and payable or to become due and payable from the Borrower to each
Lender hereunder and (iv) the amount of any sum received by the Administrative
Agent from the Borrower hereunder and each Lender's share thereof.

(c) Entries made in good faith by the Administrative Agent in
the Register pursuant to subsection (b) above, and by each Lender in its account
or accounts pursuant to subsection (a) above, shall be prima facie evidence of
the amount of principal and interest due and payable or to become due and
payable from the Borrower to, in the case of the Register, each Lender and, in
the case of such account or accounts, such Lender, under this Agreement, absent
manifest error; provided, however, that the failure of the Administrative Agent
or such Lender to make an entry, or any finding that an entry is incorrect, in
the Register or such account or accounts shall not limit or otherwise affect the
obligations of the Borrower under this Agreement.

SECTION 2.16 Use of Proceeds. The proceeds of the Revolving
Credit Advances shall be available (and the Borrower agrees that it shall use
such proceeds) solely for general corporate purposes of the Borrower and its
Subsidiaries, including commercial paper backstop.

SECTION 2.17 Increase in the Aggregate Commitments. (a) The
Borrower may, at any time but in any event not more than once in any calendar
year prior to the Termination Date, by notice to the Administrative Agent,
request that the aggregate amount of the Commitment be increased by integral
multiples of $10,000,000 in excess thereof (each a "Commitment Increase") to be
effective as of a date that is at least 90 days prior to the scheduled
Termination Date then in effect (the "Increase Date") as specified in the
related notice to the Administrative Agent; provided, however, that (i) in no
event shall the aggregate amount of the Commitments at any time exceed
$350, 000,000 and (ii) on the date of any request by the Borrower for a
Commitment Increase and on the related Increase Date, the applicable conditions
set forth in Article III shall be satisfied.

(b) The Administrative Agent shall promptly notify the Lenders
of a request by the Borrower for a Commitment Increase, which notice shall
include (i) the proposed amount of such requested Commitment Increase, (ii) the
proposed Increase Date and (iii) the date by which Lenders wishing to
participate in the Commitment Increase must commit to an increase in the amount
of their respective Commitments (the "Commitment Date"). Each Lender that is
willing to participate in such requested Commitment Increase (each an
"Increasing Lender") shall, in its sole discretion, give written notice to the
Administrative Agent on or prior to the Commitment Date of the amount (the
"Proposed Increased Commitment") by which it is willing to increase its
Commitment. If the Lenders notify the Administrative Agent that they are willing
to increase the amount of their respective Commitments by an aggregate amount
that exceeds the amount of the requested Commitment Increase, the requested
Commitment Increase shall be allocated among the Lenders willing to participate
therein ratably according to their respective Proposed Increased Commitments.

(c) Promptly following each Commitment Date, the
Administrative Agent shall notify the Borrower as to the amount, if any, by
which the Lenders are willing to participate in the requested Commitment
Increase. If the aggregate amount by which the Lenders are willing to
participate in any requested Commitment Increase on any such Commitment Date is
less than the requested Commitment Increase, then the Borrower may extend offers
to one or more Eligible Assignees to participate in any portion of the requested
Commitment Increase that has not been committed to by the Lenders as of the
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applicable Commitment Date; provided, however, that the Commitment of each such
Eligible Assignee shall be in an amount of $15,000,000 or an integral multiple
of $1,000,000 in excess thereof.

(d) On each Increase Date, each Eligible Assignee that accepts
an offer to participate in a requested Commitment Increase in accordance with
Section 2.17(c) (each such Eligible Assignee and each Eligible Assignee that
agrees to an extension of the Termination Date in accordance with Section
2.17(c), an "Assuming Lender") shall become a Lender party to this Agreement as
of such Increase Date and the Commitment of each Increasing Lender for such
requested Commitment Increase shall be so increased by such amount (or by the
amount allocated to such Lender pursuant to the last sentence of Section
2.17(b)) as of such Increase Date; provided, however, that the Administrative
Agent shall have received on or before such Increase Date the following, each
dated such date:

(1) (A) certified copies of resolutions of the
Board of Directors of the Borrower or the Executive Committee of such
Board approving the Commitment Increase and the corresponding
modifications to this Agreement and (B) opinions of counsel for the
Borrower (which may be in-house counsel), in substantially the form of
Exhibits D and E hereto;

(ii) an assumption agreement from each Assuming
Lender, if any, in form and substance satisfactory to the Borrower and
the Administrative Agent (each an "Assumption Agreement"), duly
executed by such Eligible Assignee, the Administrative Agent and the
Borrower; and

(iii) confirmation from each Increasing Lender of
the increase in the amount of its Commitment in a writing satisfactory
to the Borrower and the Administrative Agent.

On each Increase Date, upon fulfillment of the conditions set forth in the
immediately preceding sentence of this Section 2.17(d), the Administrative Agent
shall notify the Lenders (including, without limitation, each Assuming Lender)
and the Borrower, on or before 1:00 P.M. (New York City time) by telecopier, of
the occurrence of the Commitment Increase to be effected on such Increase Date
and shall record in the Register the relevant information with respect to each
Increasing Lender and each Assuming Lender on such date.

SECTION 2.18 Extension of Termination Date. (a) At least 30
days but not more than 45 days prior to the Termination Date, the Borrower, by
written notice to the Administrative Agent, may request an extension of the
Termination Date in effect at such time by 364 days from its then scheduled
expiration. The Administrative Agent shall promptly notify each Lender of such
request, and each Lender shall in turn, in its sole discretion, no earlier than
30 days, but in any event, not later than 20 days prior to the Termination Date,
notify the Administrative Agent in writing as to whether such Lender will
consent to such extension. The Administrative Agent shall notify the Borrower,
in writing, of the Lenders' decisions no later than 15 days prior to the
Termination Date. If any Lender shall fail to notify the Administrative Agent
and the Borrower in writing of its consent to any such request for extension of
the Termination Date at least 20 days prior to the Termination Date, such Lender
shall be deemed to be a Non-Consenting Lender with respect to such request. The
Administrative Agent shall notify the Borrower not later than 15 days prior to
the Termination Date of the decision of the Lenders regarding the Borrower's
request for an extension of the Termination Date.

(b) If all the Lenders consent in writing to any such request
in accordance with subsection (a) of this Section 2.18, the Termination Date in
effect at such time shall, effective as at the Termination Date (the "Extension
Date"), be extended for 364 days; provided that on each Extension Date, the
applicable conditions set forth in Section 3.02 shall be satisfied. If less than
all of the Lenders consent in writing to any such request in accordance with
subsection (a) of this Section 2.18, the
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Termination Date in effect at such time shall, effective as at the applicable
Extension Date, be extended as to those Lenders that so consented (each a
"Consenting Lender") but shall not be extended as to any other Lender (each a
"Non-Consenting Lender"). To the extent that the Termination Date is not
extended as to any Lender pursuant to this Section 2.18 and the Commitment of
such Lender is not assumed in accordance with subsection (c¢) of this Section
2.18 on or prior to the applicable Extension Date, the Commitment of such
Non-Consenting Lender shall automatically terminate in whole on such unextended
Termination Date without any further notice or other action by the Borrower,
such Lender or any other Person; provided that such Non-Consenting Lender's
rights under Sections 2.10, 2.13 and 8.04, and its obligations under Section
7.05, shall survive the Termination Date for such Lender as to matters occurring
prior to such date. It is understood and agreed that no Lender shall have any
obligation whatsoever to agree to any request made by the Borrower for any
requested extension of the Termination Date.

(c) If less than all of the Lenders consent to any such
request pursuant to subsection (a) of this Section 2.18, the Administrative
Agent shall promptly so notify the Consenting Lenders, and each Consenting
Lender may, in its sole discretion, give written notice to the Administrative
Agent not later than 10 days prior to the Termination Date of the amount of the
Non-Consenting Lenders' Commitments for which it is willing to accept an
assignment. If the Consenting Lenders notify the Administrative Agent that they
are willing to accept assignments of Commitments in an aggregate amount that
exceeds the amount of the Commitments of the Non-Consenting Lenders, such
Commitments shall be allocated among the Consenting Lenders willing to accept
such assignments in such amounts as are agreed between the Borrower and the
Administrative Agent. If after giving effect to the assignments of Commitments
described above there remains any Commitments of Non-Consenting Lenders, the
Borrower may arrange for one or more Consenting Lenders or other Eligible
Assignees as Assuming Lenders to assume, effective as of the Extension Date, any
Non-Consenting Lender's Commitment and all of the obligations of such
Non-Consenting Lender under this Agreement thereafter arising, without recourse
to or warranty by, or expense to, such Non-Consenting Lender; provided, however,
that the amount of the Commitment of any such Assuming Lender as a result of
such substitution shall in no event be less than $15,000,000 unless the amount
of the Commitment of such Non-Consenting Lender is less than $15,000,000, in
which case such Assuming Lender shall assume all of such lesser amount; and
provided further that:

(1) any such Consenting Lender or Assuming
Lender shall have paid to such Non-Consenting Lender (A) the aggregate
principal amount of, and any interest accrued and unpaid to the
effective date of the assignment on, the outstanding Revolving Credit
Advances, if any, of such Non-Consenting Lender plus (B) any accrued
but unpaid facility fees owing to such Non-Consenting Lender as of the
effective date of such assignment;

(i1) all additional costs reimbursements, expense
reimbursements and indemnities payable to such Non-Consenting Lender,
and all other accrued and unpaid amounts owing to such Non-Consenting
Lender hereunder, as of the effective date of such assignment shall
have been paid to such Non-Consenting Lender; and

(iii) with respect to any such Assuming Lender,
the applicable processing and recordation fee required under Section
8.07(a) for such assignment shall have been paid;

provided further that such Non-Consenting Lender's rights under Sections 2.10,
2.13 and 8.04, and its obligations under Section 7.05, shall survive such
substitution as to matters occurring prior to the date of substitution. At least
three Business Days prior to any Extension Date, (A) each such Assuming Lender,
if any, shall have delivered to the Borrower and the Administrative Agent an
Assumption Agreement, duly executed by such Assuming Lender, such Non-Consenting
Lender, the Borrower and the Administrative Agent, (B) any such Consenting
Lender shall have delivered confirmation in writing
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satisfactory to the Borrower and the Administrative Agent as to the increase in
the amount of its Commitment and (C) each Non-Consenting Lender being replaced
pursuant to this Section 2.18 shall have delivered to the Administrative Agent
any Revolving Credit Note or Revolving Credit Notes held by such Non-Consenting
Lender. Upon the payment or prepayment of all amounts referred to in clauses
(1), (ii) and (iii) of the immediately preceding sentence, each such Consenting
Lender or Assuming Lender, as of the Extension Date, will be substituted for
such Non-Consenting Lender under this Agreement and shall be a Lender for all
purposes of this Agreement, without any further acknowledgment by or the consent
of the other Lenders, and the obligations of each such Non-Consenting Lender
hereunder shall, by the provisions hereof, be released and discharged.

(d) If all of the Lenders (after giving effect to any
assignments pursuant to subsection (b) of this Section 2.18) consent in writing
to a requested extension (whether by execution or delivery of an Assumption
Agreement or otherwise) not later than one Business Day prior to such Extension
Date, the Administrative Agent shall so notify the Borrower, and, so long as no
Default shall have occurred and be continuing as of such Extension Date, or
shall occur as a consequence thereof, the Termination Date then in effect shall
be extended for the additional 364-day period as described in subsection (a) of
this Section 2.18, and all references in this Agreement, and in the Revolving
Credit Notes, if any, to the "Termination Date" shall, with respect to each
Consenting Lender and each Assuming Lender for such Extension Date, refer to the
Termination Date as so extended. Promptly following each Extension Date, the
Administrative Agent shall notify the Lenders (including, without limitation,
each Assuming Lender) of the extension of the scheduled Termination Date in
effect immediately prior thereto and shall thereupon record in the Register the
relevant information with respect to each such Consenting Lender and each such
Assuming Lender.

ARTICLE III
CONDITIONS TO EFFECTIVENESS AND LENDING

SECTION 3.01 Conditions Precedent to Effectiveness of Section
2.01. Section 2.01 of this Agreement shall become effective on and as of the
first date (the "Effective Date") on which the following conditions precedent
have been satisfied:

(a) There shall have occurred no material adverse change in
the properties, business, profits or condition (financial or otherwise) of the
Borrower or of the Borrower and its Subsidiaries taken as a whole since October
27, 2002, except as disclosed in the Borrower's filings with the SEC prior to
the date hereof.

(b) Except as set forth under the heading "Legal Proceedings"
in the Borrower's 2002 Form 10-K and other SEC filings filed by Borrower prior
to the Effective Date, there shall exist no action, suit or proceeding pending
against, or to the knowledge of the Borrower threatened against or affecting,
the Borrower or any of its Subsidiaries before any court or arbitrator or any
governmental body, agency or official (i) in which there is a reasonable
possibility of an adverse determination which would have a Material Adverse
Effect, or (ii) which in any manner draws into question the validity of this
Agreement or the Revolving Credit Notes.

(c) All governmental and third party consents and approvals
necessary in connection with the transactions contemplated hereby shall have
been obtained (without the imposition of any conditions that are not acceptable
to the Lenders) and shall remain in effect, and no law, regulation or provision
in an existing agreement shall be applicable in the reasonable judgment of the
Lenders that restrains, prevents or imposes materially adverse conditions upon
the transactions contemplated hereby.
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(d) The Borrower shall have notified each Lender and the
Administrative Agent in writing as to the proposed Effective Date.

(e) The Borrower shall have paid all accrued fees and expenses
of the Administrative Agent and the Lenders (including the accrued fees and
expenses of counsel to the Administrative Agent) as agreed separately in writing
by the parties to such agreement.

(f) On the Effective Date, the following statements shall be
true:

(1) The representations and warranties contained
in Section 4.01 are correct on and as of the Effective Date, and

(ii) No event exists that constitutes a Default
or Event of Default.

(g) The Administrative Agent shall have received on or before
the Effective Date the following, each dated such day, in form and substance
satisfactory to the Administrative Agent and (except for the Revolving Credit
Notes) in sufficient copies for each Lender:

(1) The Revolving Credit Notes to the order of
the Lenders to the extent requested by any Lender pursuant to Section
2.15.

(ii) Certified copies of the general resolutions

of the Board of Directors of the Borrower which authorize the Borrower
to enter into this Agreement and the Revolving Credit Notes, and of all
documents evidencing other necessary corporate action and governmental
approvals, if any, with respect to this Agreement and the Revolving
Credit Notes.

(iii) A certificate of the Secretary or an
Assistant Secretary of the Borrower certifying the names and true
signatures of the officers of the Borrower authorized to sign this
Agreement and the Revolving Credit Notes and the other documents to be
delivered hereunder.

(iv) A favorable opinion of the Vice President,
Legal Affairs or of the Group Vice President, Legal Affairs and
Intellectual Property of the Borrower, substantially in the form of
Exhibit D hereto and as to such other matters as any Lender through the
Administrative Agent may reasonably request.

(v) A favorable opinion of Orrick, Herrington &
Sutcliffe, L.L.P., counsel for the Borrower, substantially in the form
of Exhibit E hereto and as to such other matters as any Lender through
the Administrative Agent may reasonably request.

(vi) A favorable opinion of Shearman & Sterling
LLP, counsel for the Administrative Agent, in form and substance
satisfactory to the Administrative Agent.

SECTION 3.02 Conditions Precedent to Each Revolving Credit
Borrowing, Increase Date and Extension Date. The obligation of each Lender to
make a Revolving Credit Advance on the occasion of each Revolving Credit
Borrowing, each Commitment Increase and each extension of Commitments pursuant
to Section 2.18 shall be subject to the conditions precedent that the Effective
Date shall have occurred and on the date of such Revolving Credit Borrowing, the
applicable Increase Date or the applicable Extension Date (a) the following
statements shall be true (and each of the giving of the applicable Notice of
Revolving Credit Borrowing, request for Commitment Increase, request for
extension of Commitments and the acceptance by the Borrower of the proceeds of
such Revolving Credit
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Borrowing shall constitute a representation and warranty by the Borrower that on
the date of such Revolving Credit Borrowing, such Increase Date or such
Extension Date such statements are true):

(1) the representations and warranties contained
in Section 4.01 are correct on and as of the date of such Revolving
Credit Borrowing, before and after giving effect to such Revolving
Credit Borrowing and to the application of the proceeds therefrom, as
though made on and as of such date, and

(i1) no event has occurred and is continuing, or
would result from such Revolving Credit Borrowing or from the
application of the proceeds therefrom, that constitutes a Default;

and (b) the Administrative Agent shall have received such other approvals,
opinions or documents as any Lender through the Administrative Agent may
reasonably request.

SECTION 3.03 Determinations Under Section 3.01. For purposes
of determining compliance with the conditions specified in Section 3.01, each
Lender shall be deemed to have consented to, approved or accepted or to be
satisfied with each document or other matter required thereunder to be consented
to or approved by or acceptable or satisfactory to the Lenders unless an officer
of the Administrative Agent responsible for the transactions contemplated by
this Agreement shall have received notice from such Lender prior to the date
that the Borrower, by notice to the Lenders, designates as the proposed
Effective Date, specifying its objection thereto. The Administrative Agent shall
promptly notify the Lenders of the occurrence of the Effective Date.

ARTICLE IV
REPRESENTATIONS AND WARRANTIES

SECTION 4.01 Representations and Warranties of the Borrower.
The Borrower represents and warrants as follows:

(a) Corporate Existence and Power. Each of the Borrower and
each Subsidiary:

(1) is a corporation duly organized and validly
existing under the laws of its jurisdiction of incorporation;

(ii) has all requisite power and authority and
all necessary licenses and permits to own and operate its properties
and to carry on its business as now conducted and as presently proposed
to be conducted, except where failures to have such licenses and
permits would not, in the aggregate, have a Material Adverse Effect;
and

(iii) is duly licensed or qualified and is in good
standing as a foreign corporation in each jurisdiction wherein the
nature of the business transacted by it or the nature of the property
owned or leased by it makes such licensing or qualification necessary,
except where failures to be so licensed, qualified or in good standing
would not, in the aggregate, have a Material Adverse Effect.

(b) Corporate and Governmental Authorization; No
Contravention. The execution, delivery and performance by the Borrower of this
Agreement and the Revolving Credit Notes are within the Borrower's corporate
powers, have been duly authorized by all necessary corporate action, require no
action by or in respect of, or filing with, any governmental body, agency or
official and do not
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contravene, or constitute a default under, any provision of applicable law or
regulation or of the certificate of incorporation or by-laws of the Borrower or
of any agreement, judgment, injunction, order, decree or other instrument
binding upon the Borrower or any of its Subsidiaries or result in the creation
or imposition of any Lien on any asset of the Borrower or any of its
Subsidiaries.

(c) Binding Effect. This Agreement constitutes a valid and
binding agreement of the Borrower and each Revolving Credit Note, when executed
and delivered in accordance with this Agreement, will constitute a valid and
binding obligation of the Borrower, in each case enforceable in accordance with
its terms, except as limited by (i) bankruptcy, insolvency or similar laws
affecting creditors' rights generally and (ii) general principles of equity.

(d) Financial Information. (i) The consolidated balance sheet
of the Borrower and its Subsidiaries as of October 27, 2002 and the related
consolidated statements of operations and cash flows for the fiscal year then
ended, reported on by PricewaterhouseCoopers LLP and set forth in the Borrower's
2002 Form 10-K (or an exhibit thereto), a copy of which has been obtained by
each of the Lenders, fairly present, in conformity with generally accepted
accounting principles, the consolidated financial position of the Borrower and
its Subsidiaries as of such date and their consolidated results of operations
and cash flows for such fiscal year.

(ii) There has been no material adverse change
since October 27, 2002 in the business, financial position or results
of operations of the Borrower and its Subsidiaries, considered as a
whole, except as disclosed in the Borrower's filings with the SEC prior
to the Effective Date.

(e) Litigation. Except as set forth under the heading "Legal
Proceedings" in the Borrower's 2002 Form 10-K and as disclosed in any SEC
filings of the Borrower made prior to the Effective Date, and then only to the
extent that there have been no adverse developments with respect to such "Legal
Proceedings" since such Form 10-K was delivered to the Administrative Agent,
there is no action, suit or proceeding pending against, or to the knowledge of
the Borrower any investigation, action suit or proceeding threatened against or
affecting, the Borrower or any of its Subsidiaries before any court or
arbitrator or any governmental body, agency or official (i) in which there is a
reasonable possibility of an adverse determination which would have a Material
Adverse Effect, or (ii) which in any manner draws into question the validity of
this Agreement or the Revolving Credit Notes.

(f) Compliance with ERISA. Each member of the ERISA Group has
fulfilled its obligations under the minimum funding standards of ERISA and the
Internal Revenue Code with respect to each Plan and is in compliance in all
material respects with the presently applicable provisions of ERISA and the
Internal Revenue Code with respect to each Plan. No member of the ERISA Group
has (i) sought a waiver of the minimum funding standard under Section 412 of the
Internal Revenue Code in respect of any Plan, (ii) failed to make any
contribution or payment to any Plan or Multiemployer Plan or in respect of any
Benefit Arrangement, or made any amendment to any Plan or Benefit Arrangement,
which has resulted or could result in the imposition of a Lien or the posting of
a bond or other security under ERISA or the Internal Revenue Code which will
violate Section 5.02(a) hereof or (iii) incurred any unpaid liability in excess
of $75,000,000 under Title IV of ERISA other than a liability to the PBGC for
premiums under Section 4007 of ERISA.

(g) Environmental Matters. The Borrower has a process of
conducting periodic internal reviews relating to compliance by the Borrower and
its Subsidiaries with Environmental Laws and liabilities thereunder. On the
basis of such reviews and other business processes, except as set forth in the
Borrower's 2002 Form 10-K, nothing has come to the attention of the Borrower
which would lead it to believe that costs associated with compliance with
Environmental Laws or liabilities thereunder

28



(including, without limitation, any capital or operating expenses required for
cleanup, closure of properties or compliance with Environmental Laws or any
permit, license or approval, any related constraints on operating activities and
any potential liabilities to third parties) would have a Material Adverse
Effect.

(h) Taxes. All federal and state income tax returns required
to be filed by the Borrower or any Subsidiary in any jurisdiction have, in fact,
been filed and all other tax returns required to be filed in any other
jurisdiction have, in fact, been filed, except where the failure to so file in
such jurisdictions (other than in connection with federal or state income tax
returns) would not have a Material Adverse Effect, and all taxes, assessments,
fees and other governmental charges upon the Borrower or any Subsidiary or upon
any of their respective properties, income or franchises, which are shown to be
due and payable in such returns, have been paid. For all taxable years ending on
or before October 1994, the Federal income tax liability of the Borrower and its
Subsidiaries has been satisfied and either the period of limitations on
assessment of additional Federal income tax has expired or the Borrower and its
Subsidiaries have entered into an agreement with the Internal Revenue Service
closing conclusively the total tax liability for the taxable year. The
provisions for taxes on the books of the Borrower and each Subsidiary are
adequate for all open years, and for its current fiscal period.

(1) No Regulatory Restrictions on Borrowing. The Borrower is
not (i) primarily engaged in a business or businesses of investing, reinvesting,
owning, holding or trading in securities; (ii) a "holding company" or a
"subsidiary company" of a holding company within the meaning of the Public
Utility Holding Company Act of 1935, as amended; or (iii) otherwise subject to
any regulatory scheme applicable to it which restricts its ability to incur debt
under this Agreement.

(j) Full Disclosure. All written information heretofore
furnished by the Borrower to the Administrative Agent or any Lender for purposes
of or in connection with this Agreement or any transaction contemplated hereby
does not, and all such written information hereafter furnished by the Borrower
to the Administrative Agent or any Lender will not, contain any untrue statement
of a material fact or in the aggregate omit a material fact necessary to make
the statements therein not misleading on the date as of which such information
is stated or certified. There is no fact peculiar to the Borrower or its
Subsidiaries which the Borrower has not disclosed to the Lenders in writing
which has had or, so far as the Borrower can now reasonably foresee, will have a
Material Adverse Effect.

ARTICLE V
COVENANTS OF THE BORROWER

SECTION 5.01 Affirmative Covenants. So long as any Revolving
Credit Advance shall remain unpaid or any Lender shall have any Commitment
hereunder, the Borrower will:

(a) Compliance with Laws, Etc. Comply, and cause each
Subsidiary to comply, in all material respects with all applicable laws,
ordinances, rules, regulations, and requirements of governmental authorities
(including, without limitation, Environmental Laws and ERISA and the rules and
regulations thereunder) except (A) where the necessity of compliance therewith
is contested in good faith by appropriate proceedings or (B) where the violation
of which, individually or in the aggregate, would not reasonably be expected to
(x) result in a Material Adverse Effect or (y) if such violation is not
remedied, result in any Lien not permitted under Section 5.02(a).

(b) Payment of Obligations. Pay and discharge, and cause each
Subsidiary to pay and discharge, at or before maturity, all their respective
material obligations and liabilities, including, without limitation, tax
liabilities, except where the same may be contested in good faith by appropriate
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proceedings, and maintain, and cause each Subsidiary to maintain, in accordance
with GAAP, appropriate reserves for the accrual of any of the same.

(c) Maintenance of Property; Insurance. (i) Keep, and cause
each Subsidiary to keep, all property useful and necessary in its business in
good working order and condition, ordinary wear and tear excepted; provided that
nothing in this Section 5.01(c)(i) shall prevent the abandonment of any property
if such abandonment does not result in any Default hereunder and the Borrower
determines, in the exercise of its reasonable business judgment, that such
abandonment is in the interest of the Borrower.

(ii) Maintain, and cause each Subsidiary to
maintain, insurance coverage by financially sound and reputable
insurers and in such forms and amounts and against such risks as are
customary for corporations of established reputation engaged in the
same or a similar business and owning and operating similar properties
in similar locations.

(d) Preservation of Corporate Existence, Etc. Preserve, renew
and keep in full force and effect, and cause each Subsidiary to preserve, renew
and keep in full force and effect, their respective corporate existence and
their respective rights, privileges and franchises, except to the extent that
failures to maintain their respective rights, privileges and franchises could
not, in the aggregate, reasonably be expected to have a Material Adverse Effect;
provided that nothing in this Section 5.01(d) shall prohibit (A) the merger of a
Subsidiary into the Borrower or the merger or consolidation of a Subsidiary with
or into another Person if the corporation surviving such consolidation or merger
is a Subsidiary and if, in each case, after giving effect thereto, no Default
shall have occurred and be continuing or (B) the termination on of the corporate
existence of any Subsidiary if such termination does not result in any Default
hereunder and the Borrower determines, in the exercise of its reasonable
business judgment, that such termination is in the interest of the Borrower.

(e) Vvisitation Rights. Permit any Lender (i) to visit and
inspect during normal business hours (at the expense of such Lender unless an
Event of Default has occurred and is continuing), under the Borrower's guidance
and, so long as no Default shall have occurred and be continuing, upon not less
than three Business Days' prior notice, any of the properties of the Borrower or
any Subsidiary, (ii) to examine (to the extent material to ascertaining
compliance with the terms and provisions hereof or to the extent reasonably
related to the financial condition or material operations of the Borrower or a
Subsidiary) all of their books of account, records, reports and other papers,
and to make copies and extracts therefrom (other than attorney-client privileged
and attorney work-product documents) and (iii) to the extent material to
ascertaining compliance with the terms and provisions hereof or to the extent
reasonably related to the financial condition or material operations of the
Borrower or a Subsidiary, to discuss their respective affairs, finances and
accounts with their respective officers, employees (who are managers or
officers), and independent public accountants and by this provision the Borrower
authorizes said accountants to discuss with such Lenders the finances and
affairs of the Borrower and its Subsidiaries; provided that such Lender shall
have given prior written notice to the Borrower of its intention to discuss such
finances and affairs with such accountants and have given the Borrower the
opportunity to participate in such discussions, all at such reasonable times and
as often as may be reasonably requested. Notwithstanding the above, the Borrower
may, if and to the extent required by applicable law, deny such access or
information to any Lender.

(f) Keeping of Books. Keep, and cause each of its Subsidiaries
to keep, proper books of record and account, in which full, true and correct
entries shall be made of all dealings and transactions in relation to its
business and activities in accordance with generally accepted accounting
principles in effect from time to time.
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(g) Reporting Requirements. Deliver in writing or by email to
each of the Lenders (except as stated in clauses (i), (ii), (iv), (vi), (vii)
and (ix) below and Section 8.01(b)) or make available electronically:

(1) as soon as available and in any event within
45 days after the end of each quarterly fiscal period (except the last)
of each fiscal year, copies of:

(A) a consolidated balance sheet of the
Borrower and its Subsidiaries as of the close of such
quarterly fiscal period, setting forth in comparative
form the consolidated figures as of the close of the
fiscal year then most recently ended,

(B) consolidated statements of operations of
the Borrower and its Subsidiaries for such quarterly
fiscal period and for the portion of the fiscal year
ending with such quarterly fiscal period, in each
case setting forth in comparative form the
consolidated figures for the corresponding period and
portion of the preceding fiscal year and

(C) a consolidated statement of cash flows
of the Borrower and its Subsidiaries for the portion
of the fiscal year ending with such quarterly fiscal
period, setting forth in comparative form the
consolidated figures for the corresponding period of
the preceding fiscal year,

it being agreed that (1) delivery of such financial statements
shall be deemed to be a representation by the Borrower that
such financial statements fairly present, in conformity with
GAAP, the consolidated financial position of the Borrower and
its Subsidiaries as of the close of such quarterly fiscal
period and their consolidated results of operations and cash
flows for the portion of the fiscal year ending at the end of
such quarterly fiscal period (subject to normal year-end
adjustments) and (2) the Borrower may satisfy the requirements
of this Section 5.01(a)(i) by filing its Quarterly Report on
Form 10-Q with the SEC; provided that such Form 10-Q satisfies
the foregoing requirements of this paragraph (1i);

(ii) as soon as available and in any event within
90 days after the close of each fiscal year of the Borrower, copies of:

(A) a consolidated balance sheet of the
Borrower and its Subsidiaries as of the close of such
fiscal year, and

(B) consolidated statements of operations
and cash flows of the Borrower and its Subsidiaries
for such fiscal year,

in each case setting forth in comparative form the
consolidated figures for the two preceding fiscal years, all
in reasonable detail and accompanied by a report thereon of a
firm of independent public accountants of recognized national
standing selected by the Borrower to the effect that the
consolidated financial statements present fairly, in all
material respects, the consolidated financial position of the
Borrower and its Subsidiaries as of the end of the fiscal year
being reported on and their consolidated results of operations
and cash flows for said year in conformity with GAAP and that
the examination of such accountants in connection with such
financial statements has been conducted in accordance with
generally accepted auditing standards, it being agreed that
the Borrower may satisfy the requirements of this Section
5.01(a)(ii) by filing its Annual
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Report on Form 10-K with the SEC; provided that such Form 10-K
(including the exhibits filed therewith) satisfies the
requirements of this paragraph (ii);

(iii) promptly upon receipt thereof, one copy of
each interim or special audit made by independent accountants of the
books of the Borrower or any Subsidiary and any management letter
received from such accountants, in all cases, material to the financial
condition or operations of the Borrower or of the Borrower and its
Subsidiaries taken as a whole;

(iv) promptly upon their becoming available, one
copy of each financial statement, report, notice or proxy statement
sent by the Borrower to stockholders generally and of each regular or
periodic report, and any registration statement or prospectus (other
than those on Form S-8) filed by the Borrower or any Subsidiary with
any securities exchange or the SEC or any successor agency; provided
that the filing of such document with the SEC shall satisfy such
requirement, and copies of any orders in any proceedings to which the
Borrower or any of its Subsidiaries is a party, issued by any
governmental agency, Federal or state, having jurisdiction over the
Borrower or any of its Subsidiaries, which orders are material to the
financial condition or operations of the Borrower or the Borrower and
its Subsidiaries taken as a whole;

(v) promptly upon the occurrence thereof,
written notice of (A) a Reportable Event with respect to any Plan; (B)
the institution of any steps by the Borrower, any ERISA Affiliate, the
PBGC or any other person to terminate any Plan if such termination were
to result in a liability of the Borrower or any Subsidiary to the PBGC
in an amount which could materially and adversely affect the condition,
financial or otherwise, of the Borrower or of the Borrower and its
Subsidiaries taken as a whole; (C) the institution of any steps by the
Borrower or any ERISA Affiliate to withdraw from any Plan or any
Multiemployer Plan if such withdrawal would result in a liability of
the Borrower or any Subsidiary in an amount which could materially and
adversely affect the condition, financial or otherwise, of the Borrower
or of the Borrower and its Subsidiaries taken as a whole; (D) a
"prohibited transaction" within the meaning of Section 406 of ERISA
(which has not been exempted under or pursuant to Section 408 of ERISA)
in connection with any Plan if such "prohibited transaction" would
result in a liability of the Borrower or any Subsidiary in an amount
which could materially and adversely affect the condition, financial or
otherwise, of the Borrower or of the Borrower and its Subsidiaries
taken as a whole; (E) any increase in the contingent liability of the
Borrower or any Subsidiary with respect to any post-retirement welfare
liability in an amount that could have a Material Adverse Effect; or
(F) the taking of any action by, or the threat in writing of the taking
of any action by, the Internal Revenue Service, the Department of Labor
or the PBGC with respect to any of the foregoing;

(vi) within the periods provided in paragraphs
(i) and (ii) above, a certificate of an authorized financial officer of
the Borrower stating that such officer has reviewed the provisions of
this Agreement and (A) setting forth the information and computations
(in sufficient detail) required in order to establish whether the
Borrower was in compliance with the requirements of Sections 5.02(a),
5.02(e) and 5.03 at the end of the period covered by the financial
statements then being furnished and (B) stating whether there existed
as of the date of such financial statements and whether, to the best of
such officer's knowledge, there exists on the date of the certificate
or existed at any time during the period covered by such financial
statements any Default and, if any such condition or event exists on
the date of the certificate, specifying the nature and period of
existence thereof and the action the Borrower is taking and proposes to
take with respect thereto; provided, that the email of such certificate
in accordance with Section 8.01(b) shall satisfy the delivery
requirements of this paragraph;
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(vii) within the period provided in paragraph (ii)
above, a certificate of the accountants who render an opinion with
respect to such financial statements, stating (A) that they have
reviewed this Agreement, and (B) whether, in making their audit, such
accountants have become aware of any Default under Section 6.01 insofar
as any such terms or provisions pertain to or involve accounting
matters or determinations, and if any such condition or event then
exists specifying the nature and period of existence thereof; provided,
that the email of such certificate in accordance with Section 8.01(b)
shall satisfy the delivery requirements of this paragraph;

(viii) within five days after any officer of the
Borrower obtains knowledge of any Default, if such Default is then
continuing, a certificate of the chief financial officer or the chief
accounting officer of the Borrower setting forth the details thereof
and the action which the Borrower is taking and proposes to take with
respect thereto;

(1ix) promptly upon any change in the Public Debt
Rating, a notice reporting such change and stating the date on which
such change was publicly announced by the relevant rating agency, such
notice to be delivered by the Borrower to the Administrative Agent
(which shall promptly advise the Lenders thereof if the Applicable
Margin, the Applicable Percentage or the Applicable Utilization Fee is
affected by such change in the Public Debt Rating); and

(x) from time to time such additional
information regarding the financial position or business of the
Borrower and its Subsidiaries as the Administrative Agent, at the
request of any Lender, may reasonably request.

SECTION 5.02 Negative Covenants. So long as any Revolving
Credit Advance shall remain unpaid or any Lender shall have any Commitment
hereunder, the Borrower will not:

(a) Liens, Etc. Create, incur or suffer to exist, or permit
any of its Subsidiaries to create, incur or suffer to exist, any Lien on or with
respect to any of its properties, whether now owned or hereafter acquired, or
upon any income or profits therefrom, or acquire or agree to acquire, or permit
any Subsidiary to acquire, any property or assets upon conditional sales
agreements or other title retention devices, except:

(1) Liens for property taxes and assessments or
governmental charges or levies and Liens securing claims or demands of
mechanics and materialmen, provided that payment thereof is not at the
time required by Section 5.01(a) or (b);

(ii) any Lien of or resulting from any judgment
or award; provided that either (A) the amount secured thereby does not
exceed $75,000,000 or (B) if the amount secured thereby does exceed
$75,000,000, the time for the appeal or petition for rehearing of such
judgment or award shall not have expired, or the Borrower or a
Subsidiary shall in good faith be prosecuting an appeal or proceeding
for a review thereof, and execution of such judgment or award shall be
stayed pending such appeal or proceeding for review;

(iii) Liens incidental to the conduct of business
conducted by the Borrower and its Subsidiaries in the ordinary course
of business or the ownership of properties and assets owned by the
Borrower and its Subsidiaries (including Liens in connection with
worker's compensation, unemployment insurance and other like laws,
warehousemen's and attorneys' liens and statutory landlords' liens) and
Liens to secure the performance of bids, tenders or trade contracts, or
to secure statutory obligations, surety or appeal bonds or other Liens
of like general nature incurred in the ordinary course of business of
the Borrower and its Subsidiaries and not in
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connection with the borrowing of money, provided in each case, the
obligation secured is not overdue or, if overdue, is being contested in
good faith by appropriate actions or proceedings;

(iv) survey exceptions or encumbrances,
encroachments, easements or reservations, or rights of others for
rights-of-way, utilities and other similar purposes, zoning
restrictions, declarations of covenants, conditions and restrictions,
other title exceptions or other restrictions as to the use of real
properties, which are necessary or appropriate in the good faith
judgment of the Borrower for the conduct of the business of the
Borrower and its Subsidiaries and which, individually or in the
aggregate, do not in any event materially impair their use in the
operation of the business of the Borrower or of the Borrower and its
Subsidiaries taken as a whole;

(v) Liens securing Indebtedness of a Subsidiary
to the Borrower or to another Subsidiary;

(vi) Liens existing as of the Effective Date and
reflected in Schedule 5.02(a) hereto, including any renewals,
extensions or replacements of any such Lien, provided that:

(A) no additional property is encumbered in
connection with any such renewal, extension or
replacement of any such Lien; and

(B) there is no increase in the aggregate
principal amount of Debt secured by any such Lien
from that which was outstanding or permitted to be
outstanding with respect to such Lien as of the
Effective Date or the date of such renewal, extension
or replacement, whichever is greater;

(vii) Liens incurred after the Effective Date
given to secure the payment of the purchase price and/or other direct
costs incurred in connection with the acquisition, construction,
improvement or rehabilitation of assets including Liens incurred by the
Borrower or any Subsidiary securing Debt incurred in connection with
industrial development bond and pollution control financings, including
Liens existing on such assets at the time of acquisition thereof or at
the time of acquisition by the Borrower or a Subsidiary of any business
entity (including a Subsidiary) then owning such assets, whether or not
such existing Liens were given to secure the payment of the purchase
price of the assets to which they attach, provided that (A) --------
except in the case of Liens existing on assets at the time of
acquisition of a Subsidiary then owning such assets, the Lien shall be
created within twelve (12) months of the later of the acquisition of,
or the completion of the construction or improvement in respect of,
such assets and shall attach solely to the assets acquired, purchased,
or financed, (B) except in the case of Liens existing on assets at the
time of acquisition of a Subsidiary then owning such assets or Liens in
connection with industrial development bond or pollution control
financings, at the time of the incurrence of such Lien, the aggregate
amount remaining unpaid on all Debt secured by Liens on such assets
whether or not assumed by the Borrower or a Subsidiary shall not exceed
an amount equal to 75% of the lesser of the total purchase price or
fair market value, at the time such Debt is incurred, of such assets
(as determined in good faith by the Board of Directors of the
Borrower), and (C) all such Debt shall have been incurred within the
applicable limitation provided in Section 5.02(e);

(viii) Liens arising from the sale or transfer of
accounts receivable and notes of the Borrower and its Subsidiaries,
provided that (A) the Borrower and its Subsidiaries shall receive
adequate consideration therefor and (B) all Debt, if any, secured by
such Liens is incurred within the applicable limitation of Section
5.02(e);
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(ix) Liens on notes or accounts receivable sold
or transferred in a transaction which is accounted for as a true sale
under GAAP;

(x) Liens securing Debt, to the extent that such
Liens are not otherwise permitted by this Section 5.02(a), provided
that (A) immediately after giving effect to the incurrence of any such
Lien, the sum of the aggregate principal amount of all outstanding Debt
secured by Liens permitted solely by reason of this Sections 5.02(a)(x)
shall not exceed 15% of Consolidated Net Tangible Assets, and (B) the
incurrence of such Debt is permitted by Section 5.02(e); and

(x1) Liens incurred in connection with any
renewals, extensions or refundings of any Debt secured by Liens
described in Sections 5.02(a)(vii), (viii), (ix) or (x), provided that
there is no increase in the aggregate principal amount of Debt secured
thereby and no additional property is encumbered.

In the event that any property of the Borrower or its Subsidiaries is subjected
to a lien in violation of this Section 5.02(a), but no other provision of this
Agreement including, without limitation, Section 5.02(e) (the Indebtedness
secured by such lien being referred to as "Prohibited Secured Indebtedness"),
such violation shall not constitute an Event of Default hereunder if the
Borrower, substantially simultaneously with the incurrence of such lien, makes
or causes to be made a provision whereby the Revolving Credit Notes will be
secured equally and ratably with all Prohibited Secured Indebtedness and
delivers to the Lenders an opinion to that effect, and, in any case, the
Revolving Credit Notes shall have the benefit, to the full extent that, and with
such priority as, the Lenders may be entitled to under applicable law, of an
equitable lien to secure the Revolving Credit Notes on such property of the
Borrower or its Subsidiaries that secures Prohibited Secured Indebtedness. The
opinion referred to in the preceding sentence shall be addressed to each of the
Lenders, shall contain such qualifications and limitations as are reasonably
acceptable to the Lenders and shall be delivered by counsel of nationally
recognized standing selected by the Borrower and satisfactory to the Required
Lenders. Such counsel shall be deemed to be satisfactory to the Required Lenders
unless, during the 15 day period after the Lenders have received written notice
identifying such counsel, Lenders having more than 40% of the aggregate amount
of the Commitments or, if the Commitments shall have been terminated, more than
40% of the aggregate unpaid principal amount of the Revolving Credit Advances,
shall have objected to such selection in writing to the Borrower.

Notwithstanding any of the foregoing provisions of this
Section 5.02(a) including, without limitation, the terms and provisions of the
preceding paragraph of this Section 5.02(a), the Borrower shall not, and shall
not permit any Subsidiary to, create or incur, or suffer to be incurred or to
exist, any Lien (other than Liens described in Section 5.02(a)(i) through (iv),
inclusive) upon any land, property or buildings (or any interest therein)
described as Special Unencumbered Property in Schedule 5.02(a)(xii) hereto.

(b) Consolidations, Mergers and Sales of Assets. Consolidate
or merge with or into any other Person or sell, lease or otherwise transfer,
directly or indirectly, all or substantially all of its assets to any other
Person; provided that the Borrower may merge with another Person if immediately
after giving effect to such merger (x) no Default shall exist and (y) the
Borrower is the surviving entity.

(c) Accounting Changes. Make or permit, or permit any of its
Subsidiaries to make or permit, any change in accounting policies or reporting
practices, except as required or permitted by GAAP.
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(d) Change in Nature of Business. Engage, or permit any of its
Subsidiaries to engage, in any business if, as a result, the primary business,
taken on a consolidated basis, which would then be engaged in by the Borrower
and its Subsidiaries would be substantially changed from the business of the
manufacture of capital equipment for the electronics industry.

(e) Debt. Consolidated Debt shall at all times be less than
50% of Consolidated Net Tangible Assets; provided that, at any time when the
equity investments (valued at their then current book value) of the Borrower and
its Subsidiaries in Equity Affiliates would otherwise exceed 5% of Consolidated
Net Tangible Assets, Consolidated Net Tangible Assets shall be adjusted for
purposes of this Section by deducting such equity investments (valued at their
then current book value).

(f) Use of Proceeds. Use proceeds of the Revolving Credit
Advances made under this Agreement, directly or indirectly, for the purpose,
whether immediate, incidental or ultimate, of buying or carrying Margin Stock
unless, at all times when any such proceeds are used to buy or carry Margin
Stock, not more than 25% of the value (as determined by any reasonable method)
of the assets (either of the Borrower only or of the Borrower and its
Subsidiaries on a consolidated basis) which are subject to any restriction in
Sections 5.02(a) or 5.02(b) consists of Margin Stock.

(g) Transactions with Affiliates. Enter into or be a party to,
or permit any Subsidiary to enter into or be a party to, any transaction or
arrangement with any Affiliate (including, without limitation, the purchase
from, sale to or exchange of property with, or the rendering of any service by
or for, any Affiliate), except in the ordinary course of and pursuant to the
reasonable requirements of the Borrower's or such Subsidiary's (as the case may
be) business and upon fair and reasonable terms no less favorable to the
Borrower or such Subsidiary than would be obtained in a comparable arm's-length
transaction with a Person other than an Affiliate.

SECTION 5.03 Financial Covenants. So long as any Revolving
Credit Advance shall remain unpaid or any Lender shall have any Commitment
hereunder, the Borrower will:

(a) Consolidated Tangible Net Worth. Maintain at all
times Consolidated Tangible Net Worth at an amount not less than the sum of:
(1) ***, plus
(ii) *** of Consolidated Net Income for the

period from October 27, 2002 to and including the date of any
calculation hereunder, plus;

(iii) *** of the aggregate net proceeds received
from the issuance from time to time of any equity of the Borrower or
any Subsidiary during the period from October 27, 2002 to and including
the date of any calculation hereunder, excluding any proceeds from the
issuance of any equity pursuant to an employee stock plan.

(b) Cash and Cash Equivalents. Maintain at all times the sum
of the aggregate amount of Cash and Cash Equivalents for the Borrower and its
Subsidiaries less the amount of Consolidated Funded Debt of the Borrower in an
amount not less than ***,

the Securities and Exchange Commission. Confidential treatment has been
requested with respect to the omitted portions.
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ARTICLE VI
EVENTS OF DEFAULT

SECTION 6.01 Events of Default. If any of the following events
("Events of Default") shall occur and be continuing:

(a) the Borrower shall fail to pay any principal of any
Revolving Credit Advance when due or shall fail to pay any interest, fee, or
other amount payable hereunder within three Business Days or five days after it
becomes due, whichever is later;

(b) any representation, warranty, certification or statement
made by the Borrower in this Agreement or in any certificate, financial
statement or other document delivered pursuant to this Agreement shall prove to
have been incorrect in any material respect when made (or deemed made);

(c) the Borrower shall fail to perform or observe any other
term, covenant or agreement contained in this Agreement on its part to be
performed or observed (other than clause (a) above) if such failure shall remain
unremedied for 30 days after written notice thereof shall have been given to the
Borrower by the Administrative Agent or any Lender;

(d) the Borrower or any Subsidiary shall fail to make any
payment in respect of any Material Financial Obligations when due or within any
applicable grace period;

(e) any event or condition shall occur which results in the
acceleration of the maturity of any Material Debt or enables (afte