UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

Annual report pursuant to section 13 or 15(d) of the Securities Exchange Act of 1934 for the fiscal
year ended May 31, 2003 or

Transition report pursuant to section 13 or 15(d) of the Securities Exchange Act of 1934 for the
transition period from to

Commission file number 1-04837

TEKTRONIX, INC.

(Exact name of Registrant as specified in its charter)

Oregon 93-0343990
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
14200 S.W. Karl Braun Drive
Beaverton, Oregon 97077
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code:
(503) 627-7111

Securities registered pursuant to Section 12(b) of the Act:

Name of each exchange on
Title of each class which registered

Common Shares, New York Stock Exchange
without par value

Series B No Par Preferred New York Stock Exchange
Shares Purchase Rights

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section
13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period
that the Registrant was required to file such reports), and (2) has been subject to such filing requirements for
the past 90 days. Yes No []

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form

10-K.

Indicate by check mark whether the Registrant is an accelerated filer (as defined in Rule 12b-2 of the
Act). Yes No []

The aggregate market value of the voting stock held by nonaffiliates of the Registrant was approximately
$1.7 billion at November 30, 2002, the Registrant’s most recently completed second fiscal quarter.

At July 21, 2003 there were 84,867,339 Common Shares of the Registrant outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Document Part of 10-K into which incorporated

Registrant’s Proxy Statement Part TI1
dated August 22, 2003




PART |
Item 1.
Item 2.
Item 3.
Item 4.
PART Il
ltem 5.
ltem 6.
Item 7.
Item 7A.
Item 8.
Item 9.
Item 9A.
PART Il
Item 10.
Item 11.
ltem 12.
ltem 13.
Item 14.
PART IV
Item 15.
SIGNATURES

TABLE OF CONTENTS

BUSINESS .ttt e et e e e e e et e e e e e e e et be e e e e e e et e e eeeeeeaannreeeeas 1
0 012 1= PPt 6
Legal ProCEEAINGS ...oiiiiiiiiiiiiie ettt e e e e e et e e e e e e et et e e e e e e aaneeeaeeeeanneneeeas 7
Submission of Matters to a Vote of Security HOIders ... 7
Market for the Registrant's Common Equity and Related Stockholder Matters .......................... 8
Selected FINANCIal DAta ..........ooiiiiiiiiiiee e e e e e 8
Management’s Discussion and Analysis of Financial Condition and Results of Operations ........ 9
Quantitative and Qualitative Disclosures About Market Risk

Financial Statements and Supplementary Data ...........cccccoiiiiiiiiii e
Changes in and Disagreements with Accountants on Accounting and Financial Disclosure...... 65
CoNtrols aNd ProCeAUIES .........eiiiie ittt e e e e e ettt e e e e e e et e e e e e e e e eannneaaaeaaannees 65
Directors and Executive Officers of the Registrant ...........cccooiiiiiii 65
EXeCUtiVe COMPENSALION ....oiiiiiiiiiiii ittt 65
Security Ownership of Certain Beneficial Owners and Management ............ccccccoovcciiiiieeeeienns 66
Certain Relationships and Related Transactions ............cccccvveiiiiiiiiiiiiee e 66
Principal Accountant FEes and SEIVICES .........cooooiiiiiiiiiiiie i 66
Exhibits, Financial Statement Schedules, and Reports on Form 8-K ..........cccooiiiiiiiiiiiiee. 66

SCHEDULE Il — Valuation and Qualifying ACCOUNES ........ccciitiiiiiiiiiii it 69



PART 1
Item 1. Business.

General

Tektronix, Inc. (“Tektronix” or the “Company”) manufactures, markets and services test, measurement
and monitoring solutions to a wide variety of customers in many industries, including computing,
communications, semiconductors, broadcast, education, government, military/aerospace, research, automotive
and consumer electronics. Tektronix enables its customers to design, manufacture, deploy, monitor and service
next-generation global communications networks, computing and advanced technologies. Revenue is derived
principally through the development and marketing of a broad range of products including: oscilloscopes; logic
analyzers; signal sources; communication test equipment, including mobile protocol test, wireless field test and
spectrum analysis equipment; video test equipment; and related components, support services and accessories.
The Company maintains operations in four major geographies: the Americas, including the United States and
Other Americas, which include Mexico, Canada and South America; Europe, which includes Europe, the Middle
East and Africa; the Pacific, including China, Southeast Asia and India; and Japan.

Prior to becoming a focused test, measurement and monitoring company, Tektronix operated in three
major business divisions: Measurement, Color Printing and Imaging, and Video and Networking. On January 1,
2000, the Company sold substantially all of the assets of the Color Printing and Imaging division (“CPID”)
to Xerox Corporation (“Xerox”). On September 24, 1999, the Company sold substantially all of the operating
assets of the Video and Networking division (“VND”) to Grass Valley Group, Inc. (“GVG”). CPID products
included color printers and related supplies. Video and Networking division products included video distribution
and production, video storage, and newsroom automation products. Following these divestitures, the Company
has operated as a focused test, measurement and monitoring company. See Item 7—“Management’s Discussion
and Analysis of Financial Condition and Results of Operations.” Financial information about the Company’s
historical business segments is set forth in the Notes to Consolidated Financial Statements, “Business Segments”
included under Item 8.

Tektronix is an Oregon corporation organized in 1946. It is headquartered in Beaverton, Oregon, and
conducts operations worldwide through wholly owned subsidiaries. See Item 1—“Business—Geographic Areas
of Operations.” References herein to “Tektronix™ or the “Company” are to Tektronix, Inc. and its consolidated
subsidiaries, unless the context indicates otherwise.

The Company’s common stock is listed on the New York Stock Exchange under the symbol TEK. See
Item 5—“Market for Registrant’s Common Equity and Related Stockholder Matters—Market Information.”

The Company’s website is www.tektronix.com. The Company makes its annual reports on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports filed with or
furnished to the U.S. Securities and Exchange Commission available to the public free of charge through its
website as soon as reasonably practicable after making such filings.

Products

Tektronix has provided high quality test and measurement equipment and service for more than 55 years.
Test and measurement products include a broad range of instruments designed to allow a scientist, engineer
or technician to view, measure, analyze and test electrical circuits, optical circuits, mechanical motion, sound
or radio waves. Because of their wide range of capabilities, Tektronix’ products are used in a variety of
applications, including design, manufacturing, deployment, monitoring and service for customers in many
industries, including computing, communications, semiconductors, broadcast, education, government, military/
aerospace, research, automotive and consumer electronics. This includes products that allow the
communications and video industries to reliably, accurately, and repeatedly test the communications and video
services provided to their customers.

Oscilloscopes. Based on third party and Tektronix market research, Tektronix is the recognized market
leader in sales of oscilloscopes, the primary debug tool for scientists, engineers and technicians. Oscilloscopes



are used when an electrical signal needs to be viewed, measured, tested or verified. Oscilloscopes are used across
a wide range of industries in manufacturing, test and design applications. Uses include general purpose
electronic design, electronic trouble shooting and debugging, service and repair, manufacturing test and quality
control, telecommunications mask testing and manufacturing, jitter analysis, high-energy physics applications,
communication compliance testing, disk drive measurements, optical and electrical compliance testing, device
characterization and semi-conductor testing, impedance and cross-talk characterization, and signal analysis and
compliance testing of high speed communications.

Tektronix’ strategy is to maintain its performance leadership position, deliver market leading signal
fidelity—which enables designers to capture and accurately view high-speed signals, to cover the market by
offering oscilloscopes at most price/performance levels and to introduce new classes of oscilloscopes that take
its market leading technologies and apply them to complex issues in specific applications.

Logic Analyzers. Logic analyzers are debug tools used by design engineers to capture, display and
analyze streams of data from microprocessors and other digital circuits, including streams that occur
simultaneously over many channels. Uses include timing and state analysis, processor and bus analysis, real-
time instruction trace analysis, source code debugging, performance analysis, digital stimulus and control,
digital signal quality validation, and system validation.

Tektronix has been in this product segment for many years and has a strategy to provide performance
leadership and technical innovation by leveraging its leadership and expertise in high-speed ASIC designs,
signal acquisition technologies, support for leading microprocessors and by leveraging Microsoft’s Windows
environment. The Tektronix TLA series of Logic Analyzers command a strong market position.

Tektronix TLA Series is used by developers of semiconductor, computer, communications and other
electronic systems and in the development and validation of microprocessors for a wide variety of applications
across a wide range of industries, including computers, cell phones, network switches and routers, network
access devices, information appliances, industrial control, automotive, military/aerospace, and many others.

Video Test Products. Tektronix is the leading supplier of test and measurement equipment to traditional
TV broadcasters and content providers, based on third party and Tektronix market research. Tektronix equipment
is used to ensure delivery of the best possible video experience to the viewer, whether through traditional analog
television, or through digital terrestrial, satellite, cable, or broadband services.

Product offerings include waveform monitors, MPEG test products, and video signal generators. These
products are used in video content production, video transmission and distribution, and video equipment design
and manufacturing.

Tektronix’ strategy is to leverage its leadership position in traditional video applications to provide tools
that enable the quality control and management of video content as it is created, manipulated, and transmitted
through any analog or digital communications network.

Mobile Protocol Test. Protocol test tools are used by network equipment manufacturers and operators
to test network elements within a communications network. Due to the growing complexities involving multiple
technologies and services in latest generation mobile networks which offer voice and data services, the
requirements for testing elements in operation are changing constantly. Tektronix offers test tools which support
the latest communication protocol variant and allow measurements with a variety of network interfaces. Using
Tektronix’ high performance analysis hardware, even the most complex measurements can be conducted in real-
time, a key feature to maximize engineers’ productivity.

Signal Sources. Tektronix provides a number of signal source or stimulus products including arbitrary
waveform generators, function generators, pattern generators and video signal sources. These products are
primarily used in the design and manufacturing of electronic components, subassemblies and end products in
a wide variety of industries.

Radio Frequency Test (RF Test). Tektronix offers a number of RF test products including spectrum
analyzer products. These products enable customers to perform simultaneous frequency, time and modulation
domain measurements on radio frequency signals. The analyzers are used in the design and manufacturing of
electronic components, subsystems and end products in a wide range of industries, including, but not limited



to, cellular and wireless local area network applications. Surveillance is also an application for these analyzers.
Tektronix also sells and supports the wireless RF test products from Rohde & Schwarz in the United States,
and Canada.

Service. Tektronix offers service programs to repair and calibrate its products with service personnel
throughout Asia, Europe, the Americas and Japan.

Accessories. Tektronix offers a broad range of accessories for its products, including probes, optical
accessories and application software.

Maxtek Components Corporation. Maxtek Components Corporation, a wholly owned subsidiary of
Tektronix, manufactures sophisticated hybrid circuits for internal use and for external sale primarily to customers
in the automated test equipment industry, the medical equipment industry and for military applications.

Manufacturing

The Company’s manufacturing activities primarily consist of assembling and testing products to customer
orders. Many major sub-assemblies and peripheral devices are acquired from numerous third party suppliers.
Most product design, manufacturing and testing is performed in-house. Although supply shortages are
experienced from time to time, the Company currently believes that it will be able to acquire the required
materials and components as needed. Because some of these components are unique, disruptions in supply could
have an adverse effect on the Company’s manufacturing operations.

Tektronix’ primary manufacturing activities occur at facilities located in Beaverton, Oregon. Some
products, components and accessories are assembled and manufactured in the People’s Republic of China.
Protocol analysis products are manufactured at a plant in Berlin, Germany. Signal source products and certain
spectrum analyzer products are manufactured in Gotemba, Japan. Certain MPEG video products are
manufactured in Cambridge, England. Some telecommunications test products are manufactured in Padova,
Italy. PC-based instruments are manufactured in Montreal, Canada. Additional software and product
development occurs in Bangalore, India, Tokyo, Japan, Cambridge, England and Padova, Italy. See Item 2—
“Properties,” for additional information regarding the Company’s manufacturing facilities.

Sales and Distribution

Tektronix maintains its own direct sales and field maintenance organization, staffed with technically
trained personnel in over 20 countries worldwide. Sales to end customers are made through the Company’s
direct sales organization and local subsidiaries, or independent distributors and resellers located in principal
market areas. Certain of the Company’s independent distributors also sell products manufactured by the
Company’s competitors.

Tektronix’ principal customers are electronic and computer equipment component manufacturers and
service providers, semiconductor manufacturers, communications and networking companies, private industrial
concerns engaged in commercial or governmental projects, military and nonmilitary agencies of the United
States and of foreign countries, public utilities, educational institutions, and radio and television stations and
networks. Certain products are sold to both equipment users and original equipment manufacturers.

Most Tektronix products are sold as standard catalog items. Tektronix attempts to fill its orders as promptly
as possible.

At May 31, 2003, Tektronix’ unfilled product orders amounted to approximately $108 million, as
compared with approximately $81 million for unfilled product orders at May 25, 2002. Tektronix expects that
substantially all unfilled product orders at May 31, 2003 will be filled during its current fiscal year, except for
those cancelled during the year. Orders received by the Company are subject to cancellation by the customer.
Most orders are subject to cancellation or rescheduling by customers with little or no penalty, and accordingly,
backlog on any particular date is not necessarily a reliable indicator of actual sales for any subsequent period.



Geographic Areas of Operations

Tektronix conducts operations worldwide on a geographic regional basis, with those regions known as
the Americas, Europe, Pacific (excluding Japan) and Japan. The Americas region is based in Beaverton, Oregon
and covers the United States and Other Americas, which include Mexico, Canada and South America. The
European region, which is based in Bracknell, England, covers the European countries and also some countries
in the Middle East and Africa. The Pacific region includes China, Southeast Asia and India, and is based in
Hong Kong. The Japan operation is based in Tokyo. International sales include both export sales from United
States subsidiaries and sales by non-U.S. subsidiaries. See “Business Segments” in the Notes to Consolidated
Financial Statements, containing information on sales based upon the location of the purchaser and long-lived
assets by geographic area.

Fluctuating foreign currency exchange rates and other factors beyond the control of Tektronix, such as
the stability of international monetary conditions, tariff and trade policies and domestic and foreign tax and
economic policies, affect the level and profitability of international sales. The Company does not believe it is
materially exposed to foreign currency exchange rate fluctuation, although the Company is unable to predict
the effect of these factors on its business. The Company hedges certain foreign currency exchange rate exposures
in order to minimize their impact.

Research and Development

Tektronix operates in an industry characterized by rapid technological change, and research and
development are important elements in its business. The Company devotes a significant portion of its resources
to design and develop new and enhanced products that can be manufactured cost effectively and sold at
competitive prices. To focus these efforts, the Company seeks to maintain close relationships with its customers
to develop products that meet their needs. Research and design groups and specialized product development
groups conduct research and development activities. These activities include: (i) research on basic devices and
techniques, (ii) the design and development of products, components and specialized equipment and (iii) the
development of processes needed for production. Most of Tektronix’ research and development is devoted to
enhancing and developing its own products.

Expenditures for research and development during fiscal years ended May 31, 2003, May 25, 2002 and
May 26, 2001 amounted to approximately $101.1 million, $112.4 million, and $142.1 million, respectively.
Substantially all of these funds were generated by the Company.

Patents and Intellectual Property

The Company holds approximately 682 patents in the U.S., which cover a wide range of products and
technologies and have various expiration dates. It is Tektronix’ policy to seek patents in the United States and
appropriate other countries for its significant patentable developments. However, electronic equipment as
complex as most of Tektronix” products generally are not patentable in their entirety. The Company also seeks
to protect significant trademarks and software through trademark and copyright registration. As with any
company whose business involves intellectual property, Tektronix is subject to claims of infringement. There
are no material pending claims.

Competition

The electronics industry continues to be very competitive, both in the United States and abroad. Primary
competitive factors are customer service, product performance, technology, product availability and price.
Tektronix believes that its reputation in the marketplace is a significant positive competitive factor.

Tektronix is the world’s largest manufacturer of oscilloscopes and no single competitor offers as complete
a product line. The Company is the leader in sales of test and measurement equipment for the television industry.
It is also one of the leaders in sales of logic analyzers. In general, Tektronix competes with a number of
companies in specialized areas of other test and measurement products and one large broad line measurement
products supplier, Agilent Technologies. Other competitors include Acterna Corporation, Anritsu, LeCroy
Corporation, Spirent, Yokogawa and many other smaller companies.



Tektronix competes with a number of large, worldwide electronics firms that manufacture specialized
equipment for the television industry with respect to its television test and measurement products.

Employees

At May 31, 2003, Tektronix had 4,142 employees, of whom 1,696 were located in countries other than
the United States. At May 25, 2002, Tektronix had 4,301 employees, of whom 1,444 were located in countries
other than the United States. Tektronix employees in the United States and most other countries are not covered
by collective bargaining agreements. The Company believes that relations with its employees are good.

Environment

The Company’s facilities are subject to numerous laws and regulations concerning the discharge of
materials into the environment, or otherwise relating to protection of the environment. The Company has
previously operated and is in the process of closing a licensed hazardous waste management facility at its
Beaverton campus. Although future regulatory actions cannot be predicted with certainty, compliance with
environmental laws has not had and is not expected to have a material effect upon the capital expenditures,
earnings or competitive position of the Company.

Executive Officers of the Company

The following are the executive officers of the Company:

Has served as
an executive

officer of

Name Position Age Tektronix since

Richard H. Wills ............ ... ... ..., Chairman of the Board, President and 48 1997
Chief Executive Officer

ColinL. Slade .......................... Senior Vice President and 49 2000
Chief Financial Officer

David E. Coreson ..............coviun. Senior Vice President, 57 2000
Central Operations

David S. Churchill ...................... Vice President and General Manager, 46 2002
Communications and
Video Business Unit

James F. Dalton ......................... Vice President, General 44 1998
Counsel and Secretary

Barbara L. Gaffney ..................... Vice President, Human Resources 54 2002

Richard D. McBee ...................... Vice President, Worldwide Sales 40 2001
and Marketing

Craig L. Overhage ....................... Vice President and General Manager, 41 2002

Instruments Business Unit

The executive officers are elected by the board of directors of the Company at its annual meeting, except
for interim elections to fill vacancies. Executive officers hold their positions until the next annual meeting, until
their successors are elected, or until such tenure is terminated by death, resignation or removal in the manner
provided in the bylaws. There are no arrangements or understandings between executive officers or any other
person pursuant to which the executive officers were elected, and none of the executive officers are related.

All of the named executive officers have been employed by Tektronix in management positions for at
least the last five years, with the exception of Barbara Gaffney, who joined the Company and became an
executive officer in July 2002.

Richard H. Wills was elected President and Chief Executive Officer of Tektronix, Inc. on January 20,
2000, when he was also elected a director of the Company. He was elected Chairman of the Board on



September 20, 2001. Mr. Wills joined the Company in 1979, and has served in a variety of positions. From
1991 through 1993, he was Product Line Director for the core TDS line of oscilloscopes. He held the position
of Worldwide Director of Marketing for the Measurement Business Division in 1993 and 1994 and was Vice
President and General Manager of the Measurement Division’s Design Service and Test Business Unit from
1995 to 1997. Mr. Wills was President of the Tektronix, Inc. Americas Operations the last half of 1997, President
of the Company’s European Operations from December 1997 to 1999, and President of its Measurement
Division from 1999 until he was elected Chief Executive Officer in January 2000.

Colin L. Slade became the Chief Financial Officer of the Company in January 2000 and was promoted
to Senior Vice President in September 2001. Mr. Slade joined the Company in June 1987. He held the position
of Division Controller from 1988 to 1992, Group Controller from August 1992 to September 1994, Vice
President and Corporate Controller from October 1994 through April 1999, and Vice President of Finance from
May 1999 to January 2000.

David E. Coreson became Vice President of Central Operations in June 1999 and was promoted to Senior
Vice President in September 2001. Mr. Coreson joined the Company in June 1966. He held various engineering
and manufacturing management positions until November 1986, when he was appointed Director of
Manufacturing GTD/NWD. He served as Vice President of Manufacturing and Corporate Materials from April
1994 to June 1999.

David S. Churchill has served as Vice President and General Manager of the Communications and Video
Business Unit since May 2001. Mr. Churchill joined the Company in December 1995 as the Director of
Marketing—Europe. He held the position of Director of Marketing—Design, Service, and Test Business Unit
from July 1997 to December 1998, Vice President of Advertising & Internet Services from December 1998
through May 1999, and Vice President of the Instruments Business Unit from June 1999 to May 2001.

James F. Dalton has served as Vice President, General Counsel and Secretary since April 1997. He is
also Vice President of Corporate Development. Mr. Dalton joined the Company in April 1989. He held the
position of Business Development Manager from April 1993 through May 1995 and Director of Corporate
Development from June 1995 to March 1997. He has served as a director of RadiSys Corporation since 1993.

Barbara L. Gaffney joined the Company as Vice President of Human resources in July 2002. From 2000
to July 2002 she served as a consultant to start-up companies on business development, strategic planning, and
organization development. From 1983 to 2000 she served in a variety of executive roles with Sequent Computer
Systems, Inc., including Sr. Vice President of Customer Services from October 1994 to December 1998 and
Sr. Vice President Business Development from October 1998 to December 1999. Prior to joining Sequent, she
worked for Intel Corporation where she held various positions in human resource management.

Richard D. McBee became Vice President of Worldwide Sales, Service and Marketing in March 2001.
Mr. McBee joined the Company in May 1991 and held various management positions in marketing until 1995.
He held the position of Director of Marketing for the Instruments Business Unit from November 1995 through
August 1997, General Manager of Tektronix Canada until May 1999, Vice President of Global Marketing and
Strategic Initiatives until November 1999, and VP of Global Marketing and Strategic Initiatives until January
2000, when he became Vice President of Worldwide Sales and Marketing.

Craig L. Overhage has served as Vice President and General Manager of the Instruments Business Unit
since May 2001. Mr. Overhage joined the Company in January 1994 and held various engineering and
management positions until 1993, when he was appointed Senior Program Manager. In June 1997 he was
appointed Logic Analyzer Product Line Manager, and from September 1999 to May 2001 he was Vice President
of the Digital Systems Business Unit.

Item 2. Properties.

The Company’s headquarters and primary manufacturing facilities are located in Beaverton, Oregon. All
properties are maintained in good working order and, except for those leased to other parties, are substantially
utilized and are suitable for the conduct of its business. The Company believes that its facilities are adequate
for their intended uses.

The Beaverton facilities are located in a business park (the “Howard Vollum Park™), which is owned by
Tektronix. The Howard Vollum Park includes numerous buildings arranged in a campus-like setting and



containing an aggregate of approximately 1.6 million gross square feet of enclosed floor space. Warehouses,
production facilities and other critical operations are protected by fire sprinkler installations. Most
manufacturing, office and engineering areas are air-conditioned. The Company also leases approximately
103,000 square feet of manufacturing space adjacent to Howard Vollum Park. In addition, the Company also
owns a facility in Nevada City, California that is leased to a third party and is held for sale. The Company also
owns a facility in Bangalore, India.

During fiscal year 2003, Tektronix acquired full ownership of Sony/Tektronix. As a result, Tektronix
manufactures signal source products and certain spectrum analyzer products in Japan. Tektronix owns a two
building site with a total of 164,000 square feet in Tokyo, Japan that is used for design, sales, marketing and
administrative activities that is being held for sale. Tektronix also owns a two building site with 140,000 square
feet of manufacturing space in Gotemba, Japan, of which approximately 40% is utilized.

Gage Applied, Inc. (“Gage”), which manufactures personal computer based instruments, is located in a
leased facility in Montreal, Canada. Research and development for some video test products using MPEG
compression technology, as well as the marketing efforts for those products, occurs at a leased facility located
in Cambridge, England. This facility lease was acquired when Tektronix purchased Adherent Systems Ltd. in
April of 2001. Design and manufacturing space for communications test products is also leased in Germany
and in Italy. Manufacturing space related to some oscilloscope products is leased in China.

Tektronix leases sales and service field offices throughout the world.

Item 3. Legal Proceedings.

Tektronix is a party to various litigation matters and claims that occur in the normal course of business.
While the results of such litigation matters and claims cannot be predicted with certainty, management believes
that their final outcome will not have a material adverse impact on the Company’s financial position or results
of operations.

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

No matter was submitted to a vote of security holders during the fourth quarter of the fiscal year covered
by this report.



PART II

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

The Company’s common stock is traded on the New York Stock Exchange under the symbol “TEK”. There
were 2,978 shareholders of record as of July 21, 2003, and on that date there were 84,867,339 common shares
outstanding. Many of the Company’s shares are held by brokers and other institutions on behalf of shareholders,
and the number of such beneficial owners represented by the record holders is not known or readily estimable.
The closing price on July 21, 2003 was $20.92.

The following table summarizes the high and low closing sales prices for the common stock as reported
by the New York Stock Exchange in each quarter during the last two fiscal years:

Quarter High Low

Year Ending May 31,2003:

Fourth QUarter .............oiniiiiii i $21.08 $16.05

Third QUarter ....... ...t e 19.52 15.81

Second QUATET . .....ouutet it 19.95 14.70

First QUarter ..........o.iiiirin i e 20.34 16.55
Year Ending May 25, 2002:

Fourth QUArter ...........ooueniiiiie e $26.29 $20.00

Third QUarter ..........coouirir e 25.98 22.17

Second QUATLET ........iuiuii e 22.87 17.02

First QUarter ..........iniiiiti i e 27.23 19.22

The Company has not paid a cash dividend on its common stock since the fourth quarter of fiscal
year 2000.

Information required by this item regarding equity compensation plans is included in Note 19 of the Notes
to Consolidated Financial Statements in Item 8 of this report.

Item 6. Selected Financial Data.

The following selected financial data, which were derived from audited consolidated financial statements,
should be read in conjunction with the Company’s consolidated financial statements and related notes thereto
and “Management’s Discussion and Analysis of Financial Condition and Results of Operations” included
elsewhere in this Annual Report on Form 10-K.

CONSOLIDATED FINANCIAL PERFORMANCE
Amounts in millions except per share data

2003 2002 2001 2000* 1999*

Netsales ....o.ovvriiiiiniiiiiiiiiiiiannns $ 791.0 $ 8103  $1,1982  $1,110.8  $1,122.3
Gross Margin ...........oeeveninernenenennenn. 51.3% 49.4% 52.1% 46.9% 42.2%
Income (loss) from continuing operations ... $ 351 $§ 33.6 $ 1443 $ 239 $ (514
Income (loss) per share from continuing

operations—basic ...............iiiiiii.. $ 040 $ 037 $ 153 $ 025 $ (0.54)
Income (loss) per share from continuing

operations—diluted ....................... $ 040 $ 036 $ 150 $ 025 $ (054
Weighted average shares outstanding:

Basic ..o 87.1 914 94.5 94.6 95.4

Diluted .....ooviiii 87.4 92.3 96.1 96.3 95.4
Dividends per share ......................... $ — 3 — 3 — $ 018 $ 024
Total asSets .......veriiieiiiin i, $1,391.3  $1,378.9  $1,542.2  $1,534.6  $1,248.3
Long-term debt, excluding current portion .. $ 550 $ 573 $ 1278 $ 1502 $ 150.7

* Financial data in these years includes the results of operations and the financial position of the Video
and Networking Division which was sold in September 1999.



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

Forward-Looking Statements

Statements and information included in this Annual Report on Form 10-K that are not purely historical
are forward-looking statements within the “safe harbor” provisions of the Private Securities Litigation Reform
Act of 1995. Forward-looking statements in this Annual Report on Form 10-K include statements regarding
Tektronix’ expectations, intentions, beliefs and strategies regarding the future, including cost reduction efforts
and realignment expenses related to the economic and technology downturn, settlement of potential claims, and
expected benefits from, and restructuring related to, the acquisition of Sony Corporation’s 50% interest in Sony/
Tektronix Corporation, which prior to September 30, 2002 was equally owned by Sony Corporation and
Tektronix. The Company may make other forward-looking statements from time to time, including in press
releases and public conference calls and webcasts. All forward-looking statements made by Tektronix are based
on information available to Tektronix at the time the statements are made, and Tektronix assumes no obligation
to update any forward-looking statements. It is important to note that actual results are subject to a number of
risks and uncertainties that could cause actual results to differ materially from those included in such forward-
looking statements. Some of these risks and uncertainties are discussed below in the Risks and Uncertainties
section at the end of this Management’s Discussion.

General

Tektronix, Inc. manufactures, markets and services test, measurement and monitoring solutions to a wide
variety of customers in many industries, including computing, communications, semiconductors, broadcast,
education, government, military/aerospace, research, automotive and consumer electronics. Tektronix enables
its customers to design, manufacture, deploy, monitor and service next-generation global communications
networks, computing and advanced technologies. Revenue is derived principally through the development and
marketing of a broad range of products including: oscilloscopes; logic analyzers; signal sources; communication
test equipment, including mobile protocol test, wireless field test and spectrum analysis equipment; video test
equipment; and related components, support services and accessories. The Company maintains operations in
four major geographies: the Americas, including the United States and Other Americas, including Mexico,
Canada and South America; Europe, including the Middle East and Africa; the Pacific, including China,
Southeast Asia and India; and Japan.

Prior to becoming a focused test, measurement and monitoring company, Tektronix operated in three
major business divisions: Measurement, Color Printing and Imaging, and Video and Networking. On January 1,
2000, the Company sold substantially all of the assets of the Color Printing and Imaging division (“CPID”)
to Xerox Corporation (“Xerox”). On September 24, 1999, the Company sold substantially all of the operating
assets of the Video and Networking division to Grass Valley Group, Inc. (“GVG”). CPID products included
color printers and related supplies. Video and Networking division products included video distribution and
production, video storage, and newsroom automation products. The result of these divestitures was to focus
the Company as a test, measurement and monitoring company.

Recent Transactions
Sony/Tektronix Redemption

During the second quarter of fiscal year 2003, the Company acquired from Sony Corporation (“Sony”)
its 50% interest in Sony/Tektronix Corporation (“Sony/Tektronix’’) through redemption of Sony’s shares by
Sony/Tektronix for 8 billion Yen (“Sony/Tektronix Acquisition”), or approximately $65.7 million at
September 30, 2002. This transaction closed on September 30, 2002, at which time the Company obtained 100%
ownership of Sony/Tektronix. This transaction is a long-term strategic investment that will provide the Company
stronger access to the Japanese market and the ability to leverage its engineering resources in Japan. The
Company accounted for its investment in Sony/Tektronix under the equity method prior to this redemption. Prior
to the close of this transaction, the Sony/Tektronix entity entered into an agreement to borrow up to 9 billion
Yen, or approximately $73.9 million at an interest rate of 1.75% above the Tokyo Inter Bank Offering Rate.
This facility, which includes certain financial covenants for this Japan subsidiary and the Company, expires
September 29, 2006. Sony/Tektronix utilized $53.1 million of this credit facility to fund a portion of the



redemption of shares from Sony and the remainder will provide operating capital for this Japan subsidiary. The
transaction was accounted for by the purchase method of accounting, and accordingly, beginning on the date
of acquisition the results of operations, financial position and cash flows of Sony/Tektronix were consolidated
in the Company’s financial statements.

Subsequent to closing, the Company incurred $3.5 million in costs during fiscal year 2003 specifically
associated with integrating the operations of this subsidiary. These costs are recorded in Acquisition related
costs on the Consolidated Statements of Operations.

Sale of VideoTele.com

On November 7, 2002, the Company completed the sale of the VideoTele.com (“VT.c”) subsidiary. VT.c was
sold to Tut Systems, Inc (“Tut”), a publicly traded company, for 3,283,597 shares of Tut common stock valued at
$4.2 million and a note receivable for $3.1 million due in November 2007. The common stock is classified as an
available-for-sale security and both the common stock and the note receivable are included in Other long-term assets
in the Consolidated Balance Sheets. Under the terms of the sale agreement, the Company is restricted from selling
the common stock for a period of 1 year. The note receivable accrues interest at an annual rate of 8%. As a result
of this transaction, employees of VT.c on the transaction date became employees of the post-merger entity at the
time of the closing. The sale of VT.c has been accounted for as a discontinued operation in accordance with Financial
Accounting Standards Board (“FASB”) Statement of Financial Accounting Standards (“SFAS”) No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets.” Accordingly, the results of VT.c operations prior
to the transaction date, and the loss on this sale, are excluded from continuing operations and recorded as discontinued
operations, net of tax, in the Consolidated Statements of Operations.

Sale of Optical Transmission Test Products

On November 5, 2002, the Company completed the sale of certain assets related to the Company’s optical
transmission test products to Digital Lightwave, Inc. (“DLI”). The assets sold include inventory, fixed assets and
technology related to these specific optical products. Total proceeds on this sale were $10.0 million with $9 million
received at the time of closing with an additional $1 million to be held in escrow pending the resolution of certain
contingencies. Of the assets sold, $3.4 million were fixed assets and the proceeds received equaled the net book value
resulting in no gain or loss on the sale of fixed assets. The remaining proceeds of $6.6 million related to the sale
of inventory and technology, and are included in Net Sales in the Consolidated Statement of Operations. The net
book value of inventory and technology assets sold was $6.2 million at the time of the sale. In addition, DLI assumed
warranty and other related liabilities of $0.6 million. The Company has also established a contingent liability for
resolution of sale related contingencies of $1.0 million. The net book value of the assets sold and the contingent
liability reserve have been recorded as Cost of sales in the Consolidated Statement of Operations. Liabilities assumed
by DLI have been recorded as a reduction to cost of sales.

The Company had previously accrued certain liabilities related to actions intended to reduce the operating
costs associated with the design, production and sale of the optical transmission test products. As a result of
the sale to DLI, certain of these liabilities were expected to be mitigated and accordingly, the Company reversed
$2.0 million of previously accrued expenses as a reduction to Business realignment costs in the second quarter
of fiscal year 2003 in the Consolidated Statements of Operations. Due to a significant deterioration of its financial
condition, it appears probable that DLI will not fulfill its lease obligation, which it assumed from the Company.
Accordingly, the Company accrued $2.0 million during the third and fourth quarters of fiscal year 2003 for the
estimated exposure associated with this lease obligation which is included in Business realignment costs in the
Consolidated Statements of Operations.

Sale of Optical Parametric Test Business

During the third quarter of fiscal year 2003, management approved and initiated an active plan for the
sale of its optical parametric test business. This business was accounted for as a discontinued operation in
accordance with SFAS No. 144. Accordingly, the results of operations of the optical parametric test business
have been excluded from continuing operations and recorded as discontinued operations. The net carrying value
of assets, primarily goodwill and other intangible assets, were adjusted to estimated selling price less costs to
sell which resulted in a $15.3 million write-down, net of income tax benefit of $8.4 million, included in loss
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on sale of the optical parametric test business in the third quarter of fiscal year 2003. On May 27, 2003, the
Company sold its optical parametric test business for $1 million. The Company recognized an additional loss
on the sale of $1.7 million, net of income tax benefit of $0.9 million, in the fourth quarter of fiscal year 2003.
The optical parametric test business was acquired in April 2002 for $23.2 million. The purchase included
$2.0 million of intangible assets, $4.3 million of other net assets and $16.9 million of goodwill. The optical
parametric test business was a technology innovator in optical test and measurement components.

Sale of Color Printing and Imaging

On January 1, 2000, the Company sold substantially all of the assets of the Color Printing and Imaging
division (“CPID”). The Company accounted for CPID as a discontinued operation in accordance with
Accounting Principles Board (“APB”) Opinion No. 30, “Reporting the Results of Operations—Reporting the
Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events
and Transactions.” The sales price was $925.0 million in cash, with certain liabilities of the division assumed
by the buyer. During fiscal year 2000, Tektronix recorded a net gain of $340.3 million on this sale. The net
gain was calculated as the excess of the proceeds received over the net book value of the assets transferred,
$198.5 million in income tax expense, a $60.0 million accrual for estimated liabilities related to the sale and
$14.4 million in transaction and related costs. The accrual for estimated liabilities related to the sale was
$10.4 million and $36.0 million as of May 31, 2003 and May 25, 2002, respectively. During fiscal year 2003,
the Company recorded a gain of $16.3 million, net of income tax expense of $8.8 million, as a result of the
resolution of certain estimated liabilities related to the sale. This gain was reported in discontinued operations
in the Consolidated Statements of Operations. In fiscal year 2002, the Company recorded a gain of $2.2 million,
net of income tax expense of $1.2 million, in Gain on sale of CPID in the Consolidated Statements of Operations
as a result of settling and adjusting certain indemnities related to the original sales transaction. See additional
disclosure in the Critical Accounting Estimates section of this Management’s Discussion and Analysis.

Sale of Video and Networking

On August 9, 1999, the Company announced that it had reached an agreement to sell substantially all
of the operating assets of its Video and Networking division to GVG. During fiscal year 2000, Tektronix
recorded pre-tax charges of $31.6 million for losses incurred or expected to be incurred in connection with
the transaction. These charges were calculated based upon the excess of the estimated net book value of assets
to be transferred over the proceeds received, as well as asset impairments incurred as a result of the sale.
The companies closed the sale with a series of transactions in fiscal year 2000. Tektronix received cash of
$30.2 million, before transaction costs of $1.1 million and notes receivable with a carrying value of
$32.5 million. The sale of the Video and Networking division did not meet the criteria to be recorded as a
discontinued operation in accordance with APB Opinion No. 30.

In fiscal year 2001, the Company resolved certain outstanding contingencies related to the sale of
the Video and Networking division. The resolution of these items resulted in a net credit of approximately
$1.5 million, which is included in Gain on sale of the Video and Networking division in the Consolidated
Statements of Operations. In addition, the Company converted a portion of the existing notes receivable from
GVG to preferred stock of GVG. During fiscal year 2002, the Company received $32.4 million as prepayment
to the notes receivable, associated interest and the preferred stock of GVG as a result of GVG being purchased
by a third party. This resulted in $0.8 million of interest income based on the discount associated with the note
receivable and a $0.3 million gain on the preferred stock that was recorded in Other expense, net in fiscal year
2002. The Company also recorded a gain on the sale of the Video and Networking division of $0.8 million
in fiscal year 2002 as a result of adjusting the estimated liability for indemnities associated with the original
sale as a result of this subsequent sale to a third party.

Business Realignment Costs

Business realignment costs represent actions to realign the Company’s cost structure in response to significant
events and primarily include restructuring actions and impairment of assets resulting from reduced business levels.
Restructuring actions taken during fiscal years 2002 and 2003 were intended to reduce the Company’s worldwide
cost structure across all major functions in response to the dramatic economic decline, which severely impacted
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markets into which the Company sells its products. Major operations impacted include manufacturing, engineering,
sales, marketing and administrative functions. The Company expects to achieve future cost savings primarily by
reducing employee headcount. In addition to severance, the Company incurred other costs associated with
restructuring its organization, which primarily represent facilities contracts and other exit costs associated with
aligning the cost structure to appropriate levels. Management believes that the restructuring actions implemented
in fiscal years 2002 and 2003 have resulted in the costs savings anticipated for those actions.

Fiscal Year 2003 Activity

During fiscal year 2003, the Company incurred $34.6 million of business realignment costs for employee
severance, impairment of an intangible asset, a facility lease obligation and closure of other facilities. The
Company incurred $24.0 million of severance for the termination of 524 employees resulting from fiscal year
2003 actions to realign the Company’s cost structure, including $11.2 million for 155 former employees of
Tektronix Japan. Expected future annual salary cost savings from actions taken in fiscal year 2003 to reduce
employee headcount is estimated to be $27.1 million. The Company began to achieve these savings during fiscal
year 2003 as headcount was reduced during the year. The Company also incurred $3.3 million for pension
curtailment and settlement losses for the employees terminated in Japan. Severance liabilities for actions taken
in fiscal years 2002 and 2000 were reduced by $0.6 million largely for employees that unexpectedly left
voluntarily without severance.

An impairment charge of $9.1 million was recognized for an intangible asset for acquired Bluetooth
technology. The impairment of this intangible asset was due to the Company’s decision to limit investment into
the development of products that utilize this technology. During the first half of fiscal year 2003, the Company
formed the opinion that the market potential for test and measurement products in the Bluetooth area did not
warrant significant investment relative to other product investment opportunities available to the Company. The
impairment was determined using the present value of estimated cash flows related to the asset.

The closure of certain foreign and domestic operations resulted in credits totaling $1.3 million for
accumulated translation gains and an expense of $0.1 million primarily for asset write-downs and contractual
obligations. The Company reversed $2.0 million for a facility lease obligation due to the sale of the Company’s
optical transmission test product line in the second quarter of fiscal year 2003. As the current sub-lessee may
not fulfill its lease obligation, the Company accrued $2.0 million during the third and fourth quarters of fiscal
year 2003 as described in Note 3 to the Consolidated Financial Statements. These actions, other than the
reduction of severance liabilities, do not relate to the previously announced 2000 Plan discussed below.

Cash payments during fiscal year 2003 primarily for severance totaled $18.6 million for business
realignment charges recorded in fiscal year 2003. The remaining liabilities as of May 31, 2003 for business
realignment actions in fiscal year 2003 included $5.4 million for severance expenses for 165 employees and
$0.1 million for accrued liabilities related to the exit from certain operations.

Cash payments during fiscal year 2003 for severance and other accrued liabilities was $7.8 million for
business realignment charges recorded in fiscal year 2002. The remaining liabilities as of May 31, 2003 for
business realignment actions in fiscal year 2002 included $0.5 million for severance expenses for 12 employees
and $2.1 million for accrued liabilities related to the exit from certain operations.

Fiscal Year 2002 Activity

During fiscal year 2002, the Company incurred $27.0 million of net business realignment charges
including $28.4 million of expenses to better align future operating expense levels with reduced sales levels
offset by $1.4 million of reserve reversals related to the 2000 Plan which is discussed below. The $28.4 million
of business realignment expenses included $20.9 million of severance related costs for 592 employees
worldwide across all major functions and $7.5 million associated with exiting certain foreign and domestic
operations. The $7.5 million of costs associated with exiting certain foreign and domestic operations comprised
$2.7 million for loss on disposal of Argentina and Australia operations, $3.1 million for lease cancellations,
$0.9 million write-off of leasehold improvements and other assets and $0.8 million for termination of a service
contract in India during fiscal year 2002. During fiscal year 2002, $1.4 million of amounts recorded in prior
years were reversed from the accrued liabilities reserve. The reversal resulted primarily from the favorable
settlement of various office leases.

12



Cash payments during fiscal year 2002 for severance and other accrued liabilities totaled $14.4 million
for business realignment charges in fiscal year 2002. The remaining liabilities for severance and other accrued
liabilities included $7.5 million related to the severance expenses of 184 employees and $2.9 million related
to the exit from certain operations in fiscal year 2002. These actions do not relate to the previously announced
2000 Plan discussed below.

Fiscal Year 2001 Activity

Total fiscal 2001 pre-tax credits for business realignment charges, net on the Consolidated Statement of
Operations totaled $10.0 million. The net credits of $10.0 million consisted of restructuring reversals of
$15.2 million, offset by $2.3 million loss on sale of assets of Maxtek Components Corporation (“Maxtek™),
a wholly-owned subsidiary of Tektronix, and approximately $2.9 million of adjustments to the existing
restructuring plans.

In fiscal year 2001, $9.0 million of previously accrued amounts were reversed from the payables and other
liabilities reserve primarily for certain obligations which were assumed by a third party and favorable contract buy-out
settlements. In addition, accrued compensation reserves of $6.2 million were reversed due to $4.6 million for 187
individuals who either left the Company voluntarily or were re-assigned to future benefiting operations and $1.6
million of severance related to individuals associated with the assets sold by Maxtek discussed below.

Under the 2000 plan discussed below, certain assets and related employee severance costs of Maxtek were
included in the restructuring reserve as it was anticipated that they would be eliminated through closure. As
the opportunity to dispose of these assets through sale subsequently arose during fiscal year 2001, and was
determined by management to be more beneficial to the Company, the related reserves were deemed no longer
necessary, resulting in the reversals of accrued compensation of $1.6 million and payables and other liabilities
reserve of $0.2 million. The sale of those assets resulted in a pre-tax loss on sale of assets of $2.3 million.

In fiscal year 2001, the payables and other liabilities reserve was increased by $2.4 million primarily to provide
for additional estimated costs related to exit activities and the accrued compensation reserve was increased by
$0.5 million for the subsequent clarification and amendment of an agreement with a terminated employee.

Cash payments in fiscal year 2001 included $4.3 million for severance payments for existing restructuring
plans and $8.5 million for other exit obligations.

Fiscal Year 2000 Plan

In connection with the sale of CPID and VND, the Company announced and began to implement a series
of actions (the “2000 Plan”) in the third quarter of fiscal year 2000, which were intended to further consolidate
worldwide operations and transition the Company to a smaller business focused on test, measurement and
monitoring. Major actions under the 2000 Plan included the exit from and consolidation within underutilized
facilities, including the write-off of assets that were abandoned in conjunction with this action, the write-off
and disposal of certain excess service and other inventories and focused headcount reductions to streamline the
cost structure to that of a smaller focused Measurement business and to eliminate duplicative functions within
the Company’s infrastructure. Total restructuring charges in fiscal year 2000 for this plan were $64.8 million
which included $19.1 million for write-off of assets, $16.8 million for contractual obligations, $15.5 million
for inventory impairment and $13.4 million for employee severance and related costs.

Critical Accounting Estimates

Management has identified the Company’s “critical accounting estimates,” which are those that are most
important to the portrayal of the financial condition and operating results of the Company and require difficult
and subjective judgments, often as a result of the need to make estimates of matters that are inherently uncertain.
Significant estimates underlying the accompanying consolidated financial statements and the reported amount
of net sales and expenses include contingent liabilities, intangible asset valuation, inventory valuation, pension
plan assumptions and the assessment of the valuation of deferred income taxes and income tax reserves.
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Contingent Liabilities

The Company is subject to claims or litigation concerning intellectual property, environmental and
employment issues, as well as settlement of liabilities related to prior dispositions of assets. As a result, liabilities
have been established based upon management’s best estimate of the ultimate outcome of these contingent liabilities.
The Company reviews the status of its litigation, indemnities and other contingencies on a regular basis and
adjustments are made as information becomes available. As of May 31, 2003, the Company had $22.1 million
recorded as contingent liabilities in Accounts payable and accrued liabilities on the Consolidated Balance Sheet,
which comprised $10.4 million related to the sale of CPID, $5.0 million for environmental exposures and $6.7 million
for other contingent liabilities. It is reasonably possible that management’s estimates of contingent liabilities could
change in the near term and that such changes could be material to the Company’s financial statements.

As a result of divestiture activities, the Company is subject to certain contingencies due to contractual
obligations entered into at the time of these divestitures and liabilities retained by the Company. Included in these
liabilities is a reserve for contingent liabilities related to the sale of CPID on January 1, 2000. The Company’s original
accrual for estimated liabilities associated with the sale related to specific provisions in the sale agreement for
indemnities and warranties as well as settlement of disputes over the value of net assets as of the transaction date.
The indemnities and warranties primarily relate to the Company’s obligation for liabilities existing prior to the closing
date of January 1, 2000. Subsequent to the close of the transaction, the Company entered into an arbitration process
to determine settlement of certain disputes regarding the value of the net assets transferred at the closing date. This
arbitration was resolved in the first quarter of fiscal year 2002, resulting in an $18.0 million payment by the Company
to the purchaser. This settlement directly reduced the amount of the contingent liability reserve. The accrual was
further reduced by reversals of $25.0 million during fiscal year 2003. The reversals were due to the Company
changing its estimate of probable exposures under the remaining indemnity and warranty provisions. Specifically,
the Company recorded reversals due to a) the expiration of an indemnity period, which passed without the Company
receiving claims under the expiring provisions, b) the resolution of certain outstanding potential exposures for
amounts less than that anticipated by the Company, and c) other factors which reduced the Company’s estimate of
probable exposures under the remaining indemnity and warranty provisions. The reversals have been recorded net
of tax effect in Discontinued operations in the Statements of Operations for the year ended May 31, 2003. Other
changes in the contingent liability reserve were primarily for cash payments. The remaining balance of this contingent
liability is $10.4 million as of May 31, 2003, a significant portion of which may take several years to resolve. If
unforeseen events or circumstances arise subsequent to the balance sheet date, changes in the estimate of the
contingent liability could be material to the financial statements.

The Company continues to closely monitor the status of the CPID related contingent liabilities based on
information received. The liability will be adjusted as settlements are completed or more information becomes
available that will change the likely outcome. Changes to the estimate of liabilities or differences between these
estimates and the ultimate amount of settlement will be recorded in Discontinued operations in the Consolidated
Statement of Operations in the period such events occur.

Included in contingent liabilities is $5.0 million specifically associated with the closure and cleanup of a
licensed hazardous waste management facility at the Company’s Beaverton, Oregon campus. The Company
established the initial liability in 1998 and based ongoing estimates on currently available facts and presently enacted
laws and regulations. Costs for tank removal and cleanup were incurred in fiscal year 2001. Costs currently being
incurred primarily relate to ongoing monitoring and testing of the site. Management’s best estimate of the range of
remaining reasonably possible cost associated with this environmental cleanup, testing and monitoring is $5.0 million
to $10.0 million, which is estimated to be incurred over the next several years. If events or circumstances arise that
are unforeseen to the Company as of the balance sheet date, actual costs could differ materially from this estimate.

The remaining $6.7 million of contingent liabilities includes amounts related to intellectual property and
employment issues, as well as liabilities related to dispositions of assets other than CPID.
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Intangible assets

The Company adopted SFAS No. 141, “Business Combinations” and SFAS No. 142, “Goodwill and Other
Intangible Assets” on accounting for business combinations and goodwill as of the beginning of fiscal year 2002.
Accordingly, the Company no longer amortizes goodwill from acquisitions, but continues to amortize other
acquisition-related intangibles and costs. As of May 31, 2003, the Company has $73.7 million of goodwill
recorded on the Consolidated Balance Sheet.

In conjunction with the implementation of the new accounting rules for goodwill, the Company completed
a goodwill impairment analysis as of the beginning of fiscal year 2002 with an update during the second quarter
ended November 24, 2001, and identified no impairment. As required by the new rules, the Company performed
an impairment analysis during the second quarter ended November 30, 2002, and again identified no
impairment. The impairment review is based on a discounted cash flow approach that uses estimates of future
market share and revenues and costs for the reporting units as well as appropriate discount rates. The estimates
used are consistent with the plans and estimates that the Company uses to manage the underlying businesses.
However, if the Company fails to deliver new products for these groups, if the products fail to gain expected
market acceptance, or if market conditions in the related businesses are unfavorable, revenue and cost forecasts
may not be achieved, and the Company may incur charges for impairment of goodwill.

During the third quarter of fiscal year 2003, management approved and initiated an active plan for the
sale of its optical parametric test business. This business has been accounted for as a discontinued operation
in accordance with SFAS No. 144. Accordingly, the results of operations of the optical parametric test business
have been excluded from continuing operations and recorded as discontinued operations. The net carrying value
of assets, primarily goodwill and other intangible assets, have been adjusted to estimated selling price less costs
to sell which resulted in a $15.3 million write-down, net of income tax benefit of $8.4 million, included in loss
on sale of the optical parametric test business in fiscal year 2003.

In the fourth quarter of fiscal year 2003, management approved and initiated an active plan for the sale
of Gage. This business has been accounted for as a discontinued operation in accordance with SFAS No. 144.
Accordingly, the results of operations of Gage have been excluded from continuing operations and recorded
as discontinued operations. The Company recognized an impairment charge in discontinued operations of
$2.2 million, net of income tax benefit of $1.2 million, in fiscal year 2003 to write-down the net assets, primarily
for goodwill, of Gage to net realizable value less estimated selling costs.

For intangible assets with definite useful lives, the Company amortizes the cost over the estimated useful
life and assesses any impairment by estimating the future cash flow from the associated asset in accordance
with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”. As of May 31, 2003,
the Company had $6.6 million of non-goodwill intangible assets recorded in Other long-term assets, which
includes patents and licenses for certain technology. If the estimated undiscounted cash flow related to these
assets decreases in the future or the useful life is shorter than originally estimated, the Company may incur
charges to impair these assets. The impairment is based on the estimated discounted cash flow associated with
the asset. An impairment could result if the underlying technology fails to gain market acceptance, the Company
fails to deliver new products related to these technology assets, the products fail to gain expected market
acceptance or if market conditions in the related businesses are unfavorable.

During fiscal year 2003, the Company impaired an intangible asset related to acquired Bluetooth
technology resulting in an expense of $9.1 million, which is included in Business realignment costs (credits)
in the Consolidated Statement of Operations.

Inventories

Inventories are stated at the lower of cost or market. Cost is determined based on currently-adjusted standard
costs, which approximates actual cost on a first-in, first-out basis. The Company’s inventory includes raw materials,
work-in-process, finished goods and demonstration equipment of $92.9 million as of May 31, 2003. The Company
reviews its recorded inventory and estimates a write-down for obsolete or slow-moving items. These write-downs
reduce the inventory value of these obsolete or slow-moving items to their net realizable value. Such estimates are
difficult to make under the current economic conditions. The write-down is based on current and forecasted demand
and therefore, if actual demand and market conditions are less favorable than those projected by management,
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additional write-downs may be required. In addition, excessive amounts of the used equipment in the marketplace
can negatively impact the net realizable value of the Company’s demonstration equipment. If actual market conditions
are different than anticipated, Cost of sales in the Consolidated Statement of Operations may be different than
expected in the period in which more information becomes available. The Company recorded inventory write-downs
of approximately $11.7 million and $20.5 million in fiscal years 2003 and 2002, respectively. The considerably larger
write-downs in fiscal year 2002 versus fiscal year 2003 were due to the large and unanticipated decrease in fiscal
year 2002 sales volumes when compared with prior year sales volumes.

Pension plan

Benefit plans are a significant cost of doing business and yet represent obligations that will be settled far
in the future and therefore are subject to certain estimates. Pension accounting is intended to reflect the
recognition of future benefit costs over the employee’s approximate service period based on the terms of the
plans and the investment and funding decisions made by the Company. The accounting standards require that
management make assumptions regarding such variables as the expected long-term rate of return on assets and
the discount rate used to determine pension obligations.

As the rate of return on plan assets assumption is a long-term estimate, it can differ materially from the actual
return realized on plan assets in any given year, especially when markets are highly volatile. Excluding the pension
plan related to the newly acquired Japan subsidiary, the Company’s estimated long-term rate of return on plan assets
for fiscal year 2003 is 9.0%. A one percent change in the estimated long-term rate of return on plan assets would
have resulted in a change in operating income of $5.7 million for fiscal year 2003. Net pension income, excluding
the Japan pension plans, was $8.6 million for fiscal year 2003, which was generated by the recognition of return
on plan assets in excess of the associated pension expense. The assumed return on plan assets will likely differ from
the actual return on plan assets. To the degree the actual return on plan assets is greater or less than the assumed
return, an unrecognized gain or loss will accumulate, which may impact net income over future years.

Assumed discount rates are used in measurements of the projected, accumulated, and vested benefit
obligations and the service and interest cost components of net periodic pension cost. Management makes
estimates of discount rates to reflect the rates at which the pension benefits could be effectively settled. In making
those estimates, management evaluates rates of return on high-quality fixed-income investments currently
available and expected to be available during the period to maturity of the pension benefits. The weighted
average of discount rates used in determining the Company’s pension obligation as of May 31, 2003 was 5.2%.

At May 31, 2003, the most recent valuation date, the accumulated benefit obligation exceeded the fair
value of plan assets for certain pension plans. In accordance with SFAS 87, “Employers’ Accounting for
Pensions”, a minimum pension liability is recognized for the unfunded accumulated benefit obligation.
Recognition of an additional minimum liability is required if an unfunded accumulated benefit obligation exists
and (a) an asset has been recognized as prepaid pension cost, (b) the liability already recognized as unfunded
accrued pension cost is less than the unfunded accumulated benefit obligation, or (c) no accrued or prepaid
pension cost has been recognized. The Company has recognized an additional minimum liability in accordance
with SFAS 87. Since the additional minimum liability exceeded unrecognized prior service cost, the excess
(which would represent a net loss not yet recognized as net periodic pension cost) is reported as a component
of other comprehensive loss, net of applicable income tax benefit. The Company initially recorded an additional
pension liability at the end of fiscal year 2002, the first measurement date where the accumulated benefit
obligation exceeded the fair value of plan assets. As of May 31, 2003 the cumulative additional minimum
pension charge included in Accumulated other comprehensive loss was $187.7 million, net of income taxes
of $117.5 million. The implication of the additional pension liability is that it may reduce net income in future
years by reducing the market related value of plan assets, thereby reducing the asset base upon which the
Company recognizes a return. Additionally, the Company may find it necessary to fund additional pension
assets, which would increase the market related value of plan assets upon which the Company recognizes a
return, but would reduce operating cash and future interest earnings on that cash.

Management will continue to assess the expected long-term rate of return on plan assets and discount
rate assumptions based on relevant market conditions as prescribed by accounting principles generally accepted
in the United States of America, and will make adjustments to the assumption as appropriate. Pension income
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or expense is allocated to Cost of sales, Research and development and Selling, general and administrative
expenses in the Consolidated Statements of Operations.

In connection with the Sony/Tektronix Acquisition, the Company assumed the assets and liabilities of
the Japan subsidiary. Included in the liabilities assumed was a net pension liability of $61.1 million as of
September 30, 2002, the acquisition date. The estimated return on plan assets assumed for this plan is 6.6%.
Only eight months of operations were included in the Consolidated Statements of Operations for fiscal year
2003. Through May 31, 2003, $8.1 million of net expense has been recognized associated with this Japan based
pension plan, of which $3.3 million was due to settlement and curtailment of benefits for terminated employees
in the fiscal year 2003 restructuring plan and included in Business realignment costs in the Consolidated
Statements of Operations. This net expense is based on estimates, in the same manner discussed for the above
plans. To the degree the actual return on plan assets is greater or less than the estimated return, an unrecognized
gain or loss will accumulate, which may impact net income in future years.

Income Taxes

The Company is subject to taxation from federal, state and international jurisdictions. The Company’s annual
provision for income taxes and the determination of the resulting deferred tax assets and liabilities involve a significant
amount of management judgment and is based on the best information available at the time. The actual income tax
liabilities to the jurisdictions with respect to any fiscal year are ultimately determined long after the financial
statements have been published. The Company maintains reserves for estimated tax exposures in jurisdictions of
operation. These tax jurisdictions include federal, state and various international tax jurisdictions. Significant income
tax exposures include potential challenges of research and experimentation credits, export-related tax benefits,
disposition transactions and intercompany pricing. Exposures are settled primarily through the settlement of audits
within these tax jurisdictions, but can also be affected by changes in applicable tax law or other factors, which could
cause management of the Company to believe a revision of past estimates is appropriate. Management believes that
an appropriate liability has been established for estimated exposures; however, actual results may differ materially
from these estimates. The liabilities are frequently reviewed for their adequacy. As of May 31, 2003, the Company
was subject to income tax audits for fiscal years 2001 and 2002. The liabilities associated with these years will
ultimately be resolved when events such as the completion of audits by the taxing jurisdictions occur. To the extent
the audits or other events result in a material adjustment to the accrued estimates, the effect would be recognized
in Income tax (benefit) expense in the Consolidated Statement of Operations in the period of the event.

In September 2002, the Company negotiated a settlement with the United States Internal Revenue Service
(“IRS”) with respect to their audit of the fiscal years 1998 through 2000. As a result of the audits settled and
the current audit activity in progress, the Company revised its estimated liability for income taxes as of
August 31, 2002. The revision resulted in a $12.5 million net reduction of previously estimated liabilities. This
had the effect of reducing Accounts payable and accrued liabilities on the Consolidated Balance Sheet and
decreased the Income tax expense on the Consolidated Statement of Operations in the first quarter of fiscal year
2003. As of May 31, 2003, the Company maintains estimated liabilities for open IRS and other taxing
jurisdiction assessments, as discussed above. The settlement of additional open audits or changes in other
circumstances could result in further material adjustment to the estimated liability and the associated tax expense
in the period in which such events occur.

Judgment is also applied in determining whether deferred tax assets will be realized in full or in part. When
it is more likely than not that all or some portion of specific deferred tax assets such as foreign tax credit carryovers
or net operating loss carryforwards will not be realized, a valuation allowance must be established for the amount
of the deferred tax assets that are determined not to be realizable. As of May 31, 2003, the Company had established
a valuation allowance against deferred tax assets, primarily foreign tax credit carryforwards. The Company has not
established valuation allowances against other deferred tax assets based on tax strategies planned to mitigate the risk
of impairment to these assets. Accordingly, if the Company’s facts or financial results were to change thereby
impacting the likelihood of realizing the deferred tax assets, judgment would have to be applied to determine changes
to the amount of the valuation allowance required to be in place on the financial statements in any given period.
The Company continually evaluates strategies that could allow the future utilization of its deferred tax assets,
including those related to Tektronix Japan. During the third quarter of fiscal year 2003, the Company implemented
certain operational changes that were consistent with our tax planning strategies that are expected to result in the
utilization of certain deferred tax assets for which valuation allowances had previously been established.

17



Results of Operations
Highlights of Condensed Consolidated Results of Continuing Operations

For the fiscal years ended
May 31, 2003  May 25, 2002 May 26, 2001

(In thousands, except per share amounts)

NEt SAlES . vttt e $791,048 $810,300 $1,198,167

COoSt Of SAIES ..ottt 385,305 409,676 574,071

GroSS Profit ..ottt 405,743 400,624 624,096

Research and development exXpenses ...............c.oeeeenenn... 101,137 112,389 142,113

Selling, general and administrative eXpenses .................... 247,605 220,784 299,765

Equity in business ventures’ loss (earnings) .................... 2,893 3,971 (1,643)
Business realignment costs (credits) .............c.iiiiiiiia.. 34,551 26,992 (9,972)
Acquisition related COStS ...ttt 3,521 — —
Gain on the sale of Video and Networking Division ............ — (818) (1,456)
Loss on disposition of assets ............oeueiniineineuneenenn... 108 5,808 2,224

Operating iNCOME .. ...u.iuit e ettt 15,928 31,498 193,065

Non-operating income, Net .............veueriunineneneunenenanns 17,377 20,127 33,624

Income before taxes .......oouiiiiiii 33,305 51,625 226,689

Income tax expense (benefit) ................ i, (1,843) 18,069 82,354

Income from continuing operations ......................c.o..... 35,148 33,556 144,335

Loss from discontinued operations, net of tax .................. (9,819) (867) (4,226)
NEt €AIMINES ...\ttt $ 25,329 $ 32,689 $ 140,109

Net earnings per share—basic .................................. $ 029 $ 036 $ 1.48

Net earnings per share—diluted .........................ooet. $ 029 $ 035 % 1.46

Income per share from continuing

operations—basic ............c i $ 040 $ 037 $ 1.53
Income per share from continuing
operations—diluted ............. $ 040 $ 036 $ 1.50
Average shares outstanding—basic ................cociiiiia... 87,105 91,439 94,459
Average shares outstanding—diluted .................... ... ... 87,367 92,263 96,103

Fiscal Year 2003 Compared to Fiscal Year 2002

Economic Conditions

Beginning in the second half of fiscal year 2001, and continuing through fiscal year 2002, economic
conditions had a significant negative impact on many markets into which the Company sells products including,
but not limited to, optical design and manufacturing, mobile handset manufacturing, automated test equipment,
telecommunications and semiconductor design and manufacturing. During fiscal year 2003, these economic
conditions continued to affect many of the markets into which the Company sells products, although the impacts
were less severe than in the prior years and certain markets appeared to begin to stabilize. From a geographical
perspective, the Company began to see the economic environment stabilize in the United States and Japan. These
regions experienced large declines in the prior year.

In response to the reduced level of orders and associated sales, the Company incurred significant business
realignment costs during fiscal years 2002 and 2003. The Company incurred business realignment costs of $34.6
million during fiscal year 2003 to reduce the Company’s cost structure in order to provide an amount of operating
income that management believed was appropriate at the current sales levels and to adjust the cost structure
of the newly acquired Japan subsidiary. Management of the Company is unable to predict the ultimate severity
and duration of the recent economic conditions or their future impact on the Company.
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Product Orders

Product orders consist of cancelable commitments to purchase currently produced products by customers
with delivery scheduled generally within six months of being recorded. Product orders for fiscal year 2003 were
$750.3 million, an increase of $62.9 million or 9% from product orders of $687.4 million for fiscal year 2002.
This increase was primarily due to the incremental impact of $35.0 million from acquisition of the Japan
subsidiary in the current year. To a lesser extent, the increase was also due to favorable customer acceptance
of recently introduced products, an extra week of operations in fiscal year 2003, which had 53 weeks as
compared with 52 weeks in the prior year, as well as higher than average cancellations in the first quarter of
fiscal year 2002, which resulted from the impact of the economic conditions noted above.

Orders from the Americas for fiscal year 2003 were $321.6 million, a decrease of $8.0 million or 2%
from the prior year. This decrease was largely due to orders from the Other Americas, which decreased to
$20.4 million, or 26% from orders of $27.4 million in the prior year. Orders from the United States for fiscal
year 2003 were $301.2 million, a decrease of $0.9 million from orders of $302.1 million in the prior year. The
slight decrease in orders in the Americas is a result of the recent economic conditions noted above, which have
continued to impact the Company during fiscal year 2003. Orders from Japan were $99.1 million, an increase
of $44.5 million or 82% from fiscal year 2002. This increase in Japan orders is primarily due to the $35 million
incremental impact from inclusion of orders from the newly acquired Japan subsidiary. The Company completed
the acquisition of the subsidiary in the second quarter of fiscal year 2003. For an additional discussion of this
acquisition, see the Recent Transactions section of this Management’s Discussion and Analysis. Orders from
the Pacific, excluding Japan, were $169.6 million, up $24.5 million or 17% from the prior year. This growth
was primarily due to strong demand in China, Korea and Taiwan for general-purpose products. As noted above,
the recent economic conditions have had a less severe impact on operations in the Pacific region. Orders from
Europe increased slightly to $160.0 million, an increase of $1.9 million or 1% from fiscal year 2002, which
benefited from favorable currency impact offset by continued difficult economic conditions in that region.

Net Sales

Net sales for fiscal year 2003 were $791.0 million, a decrease of $19.3 million from net sales of
$810.3 million in the same period of the prior year. The decrease in net sales was the net result of two primary
factors. First, the Company entered fiscal year 2002 with a substantial amount of order backlog, which was
then reduced during fiscal year 2002 to generate sales. Accordingly, sales for fiscal year 2002 were
comparatively large when compared to the orders for that fiscal year. Backlog was reduced $71.9 million during
fiscal year 2002. Second, the decline in sales from fiscal year 2002 to 2003 was partially offset by the acquisition
of the Japan subsidiary, which provided approximately $42 million of additional sales.

Net sales from the Americas for fiscal year 2003 were $353.0 million, a decrease of $70.5 million or 17%
from the prior year. This decrease comprised the United States, which decreased to $332.7 million, down 15%,
from $393.0 million in the prior year and the Other Americas, which decreased to sales of $20.3 million, down
34% from $30.5 million in the prior year. The decrease in the Americas was primarily the result of lower backlog
levels, which constrained the Company’s ability to generate sales through the reduction of backlog as noted
above. Net sales from Japan were $107.1 million, an increase of $39.8 million or 59% from sales in fiscal year
2002, primarily due to a $42 million increase resulting from the incremental impact of consolidation of the newly
acquired Japan subsidiary. In addition, sales from the Pacific, excluding Japan, were $163.2 million, up
$20.0 million or 14% from the prior year. This increase in the Pacific region is the result of increased orders
in this region during these comparative periods. Sales from Europe declined to $167.7 million, a decrease of
$8.6 million or 5% from fiscal year 2002 largely due to lower backlog levels in the current year as compared
to the prior year.

Gross Profit and Gross Margin

Gross profit for fiscal year 2003 was $405.7 million, an increase of $5.1 million or 1% from gross profit
in the same period last year. Gross margin as a percentage of net sales was 51% in fiscal year 2003 compared
to 49% in the prior year. The improvement in gross margin was attributable to the positive impact of
consolidating Tektronix Japan since the second quarter of the current year. In addition, charges associated with
the impairment of inventory were approximately $11.7 million in fiscal year 2003, a decrease of $8.8 million
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as compared with charges of approximately $20.5 million during the prior year. Inventory impairment activity
in fiscal year 2002 was abnormally high due to the dramatic decline in orders from fiscal year 2001 levels. The
Company’s gross margin was also favorably impacted by actions taken to reduce the cost structure in the
manufacturing areas to better align with the lower order levels.

Operating Expenses

Operating expenses for fiscal year 2003, including business realignment and acquisition related costs,
were $389.8 million, an increase of $20.7 million from $369.1 million for fiscal year 2002. Operating expenses
in fiscal year 2003 include $36.1 million of incremental operating expenses resulting from the consolidation
of Tektronix Japan. Business realignment costs and acquisition related costs were $38.1 million, an increase
of $11.1 million from $27.0 million for fiscal year 2002. These increases were partially offset by the favorable
impact of cost reduction actions implemented by the Company. Cost reductions have primarily been achieved
through reductions of headcount and to a lesser extent, through lower discretionary spending. This resulted in
operating income of $15.9 million, or 2% of net sales during the current year, compared with operating income
of $31.5 million, or 4% of net sales in the prior year.

Research and development expenses for fiscal year 2003 were $101.1 million or 13% of net sales, as
compared with $112.4 million or 14% of net sales in the prior year. The $11.3 million decrease is the net result
of higher spending in the prior year associated with the timing of new product development, partially offset
by an extra week of operations in fiscal year 2003 and $6.8 million of incremental expense from the
consolidation of Tektronix Japan. The Company has initiated many actions to reduce its cost structure during
fiscal years 2002 and 2003, but the approach to research and development expenses has been very targeted to
preserve critical product development in core strategic product categories.

Selling, general and administrative expenses for fiscal year 2003 were $247.6 million or 31% of net sales,
an increase of $26.8 million, as compared with $220.8 million or 27% of net sales during the prior year. The
increase in selling, general and administrative expenses for fiscal year 2003 reflects $28.7 million of incremental
expense from the consolidation of Tektronix Japan and an extra week of operations in fiscal year 2003. These
increases were partially offset by the impact of headcount reductions and other cost restructuring actions enacted
by the Company.

Equity in business ventures’ loss represents the Company’s 50% share of net loss from Sony/Tektronix.
During the second quarter of fiscal year 2003, the Company completed the acquisition of Sony/Tektronix.
Results prior to the date of acquisition are included in Equity in business ventures’ loss at Tektronix’ ownership
percentage. Results subsequent to the acquisition date have been consolidated in the operating results of the
Company. See the discussion in Recent Transactions section of the Management’s Discussion and Analysis for
further information on this acquisition. Equity in business ventures’ loss was $2.9 million for fiscal year 2003,
compared with equity losses of $4.0 million for the prior year.

The Company incurred $34.6 million of business realignment costs in fiscal year 2003 for employee
severance, impairment of an intangible asset, a facility lease obligation and closure of other facilities. The
Company incurred $24.0 million of severance for the termination of 524 employees resulting from fiscal year
2003 actions to align the Company’s cost structure including $11.2 million for 155 former employees of
Tektronix Japan. The Company also incurred $3.3 million for pension curtailment and settlement losses for the
employees terminated in Japan. An impairment charge of $9.1 million was recognized to write-down an
intangible asset for acquired Bluetooth technology. The closure of certain foreign and domestic operations
resulted in credits totaling $1.3 million for accumulated translation gains and $0.1 million primarily for asset
write-downs and contractual obligations. The Company reversed $2.0 million for a facility lease obligation due
to the sale of the Company’s optical transmission test product line in the second quarter of fiscal year 2003.
As the current sub-lessee may not fulfill its lease obligation, the Company accrued $2.0 million during the third
and fourth quarters of fiscal year 2003 as described in Note 3 to the Consolidated Financial Statements. See
the Business Realignment Costs section of the Management’s Discussion and Analysis and Note 6 in the Notes
to Consolidated Financial Statements for further information on business realignment costs.

The Company incurred acquisition related costs of $3.5 million in fiscal year 2003. These costs represent
direct incremental costs incurred as a result of the Sony/Tektronix Acquisition completed during the second
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quarter of fiscal year 2003. See the discussion in Recent Transactions section of the Management’s Discussion
and Analysis for further information on this acquisition.

The Company recognized a loss on disposal of fixed assets of $0.1 million in fiscal year 2003. This
compares with a loss on sale of fixed assets of $5.8 million in the prior fiscal year. The change from the prior
year is largely due to the $3.2 million impairment of a building in the second quarter of the prior fiscal year.

Non-Operating Income/Expense

Interest expense was $6.9 million for fiscal year 2003 as compared with $10.2 million in the prior year.
The overall decrease in interest expense is due to a reduction in the average balance of outstanding debt primarily
from the extinguishment of $41.8 million of long-term debt on the scheduled payment date of August 15, 2002.

Interest income was $28.0 million for fiscal year 2003 as compared with $34.6 million in the prior year.
The decrease in interest income is primarily due to a lower average rate of return on invested cash in fiscal
year 2003 as compared to average returns in fiscal year 2002. This reduction in average returns is due to
decreases in interest rates during these periods. The decrease in interest income is also partially attributable
to a lower average balance of cash and marketable investments during fiscal year 2003 as compared to fiscal
year 2002.

Other expense, net was $3.7 million for fiscal year 2003 as compared with $4.3 million in the prior year.
This includes items such as foreign currency exchange and other miscellaneous fees and expenses.

Income Taxes

Income tax (benefit) expense from continuing operations was a net benefit of $1.8 million for fiscal year
2003 as compared with an expense of $18.1 million in the prior year. In the first quarter of the current year,
the Company recorded a $12.5 million tax benefit resulting from the favorable settlement of IRS audits for the
Company’s fiscal years 1998, 1999 and 2000. Before the impact of this $12.5 million tax benefit, the Company’s
effective tax rate for fiscal year 2003 was 32% as compared with 35% for the prior fiscal year. The reduction
in effective tax rate is the result of effective tax planning strategies employed by the Company.

Income from Continuing Operations

Income from continuing operations was $35.1 million, or 4% of sales for fiscal year 2003, compared with
$33.6 million, or 4% of sales for fiscal year 2002.

Discontinued Operations

In the third quarter of fiscal year 2003, management approved and initiated an active plan for the sale
of the optical parametric test business. The loss from sale of the optical parametric test business of $17.1 million,
net of income taxes, for fiscal year 2003 includes a $15.3 million write-down, net of income taxes, of the carrying
value of net assets which were adjusted to estimated selling price less costs to sell. Loss from operations of
the optical parametric test business was $2.6 million, net of income taxes, in fiscal year 2003 compared to
$0.2 million in fiscal year 2002.

During fiscal year 2003, the Company reversed accrued liabilities totaling $16.3 million, net of income
taxes, which were originally recorded in connection with the sale of CPID in January 2000. These amounts
were reversed as new information became available to the Company. For additional discussion of the CPID
divestiture see Management’s Discussion and Analysis of Financial Condition and Results of Operations.

As discussed in the Recent Transactions section above, the Company sold the VT.c subsidiary on
November 7, 2002. The VT.c subsidiary has been treated as a discontinued operation. Loss from discontinued
operations of VT.c was $2.6 million for fiscal year 2003 compared to a net loss of $1.9 million in fiscal year
2002. In fiscal year 2003, the Company incurred additional transaction-related fees and other costs of
$0.6 million, net of income taxes, related to this sale.

In the fourth quarter of fiscal year 2003, management approved and initiated an active plan for the sale
of its Gage subsidiary. The Company recognized an impairment charge of $2.2 million, net of income taxes,
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in fiscal year 2003 to write-down the net assets of Gage to net realizable value less estimated selling costs. Loss
from operations of Gage was $0.9 million, net of income taxes, in fiscal year 2003 compared to $1.0 million,
net of income taxes, in fiscal year 2002.

Net Earnings/Loss

The Company recognized net earnings of $25.3 million for fiscal year 2003, a decrease of $7.4 million
from $32.7 million recorded in the prior year. This decrease was due to a number of factors, which include
an $11.1 million pre-tax increase in business realignment costs and acquisition related costs over the prior year
and a $17.1 million net loss on the sale of the optical parametric test business. These charges were partially
offset by a $16.3 million reversal of liabilities, net of tax, related to the sale of CPID discussed above; and the
$12.5 million income tax benefit from favorable settlement of the IRS audit recorded in fiscal year 2003.

Earnings Per Share

The Company recognized basic and diluted earnings per share of $0.29 for fiscal year 2003. For fiscal
year 2002, the Company recognized basic and diluted earnings per share of $0.36 and $0.35, respectively. The
decrease in earnings per share is a result of decreased net earnings discussed above which was offset by a
decrease in the weighted average basic and diluted shares outstanding due to shares repurchased by the Company
during fiscal years 2003 and 2002.

Fiscal Year 2002 Compared to Fiscal Year 2001

Economic Conditions

Beginning in fiscal year 2001 and continuing into fiscal year 2002, economic conditions had a negative
impact on many markets into which the Company sells products including, but not limited to, optical design
and manufacturing, mobile handset manufacturing, automated test equipment, telecommunications and
semiconductor design and manufacturing. Capital spending within these industries declined significantly in
fiscal year 2002. The telecommunications industry, and particularly the optical segment, experienced the most
substantial downturns during fiscal year 2002. These conditions adversely impacted the Company throughout
fiscal year 2002 as product orders declined and product order cancellations were higher than in the prior year.
Overall, these product orders and sales declines were more dramatic in the first half of fiscal year 2002 both
sequentially and compared to the prior year. From a geographical perspective, the large declines in demand
experienced by the Company during this economic decline were primarily in the United States, and to a lesser
degree in Europe. The Pacific region, excluding Japan, was less dramatically affected by the economic decline.

In response to the reduced level of orders and associated sales, the Company incurred net business
realignment costs of $27.0 million during fiscal year 2002. These costs were incurred in an effort to reduce
fixed costs in future periods by reducing headcount and restructuring operations in certain foreign and domestic
locations.

Product Orders

Product orders consist of cancelable commitments to purchase currently produced products by customers
with delivery scheduled generally within six months of being recorded. Consolidated product orders for fiscal
year 2002 were $687.4 million, a decrease of $417.6 million or 38% from product orders of $1,105.0 million
in fiscal year 2001. Consolidated product orders decreased in all geographies, with the United States and Europe
experiencing the largest declines. Orders from the Americas were $329.6 million, a decrease of $279.1 million
or 46% from fiscal year 2001 which was primarily due to the United States, which decreased to $302.1 million,
or 45%, from $547.4 million in fiscal year 2001. Orders from Europe were $158.1 million, a decrease of
$72.4 million or 31% from fiscal year 2001 orders. In addition, orders from the Pacific, excluding Japan, were
$145.1 million, down $23.2 million or 14% from fiscal year 2001. Orders from Japan were $54.6 million, a
decrease of $42.9 million or 44% from fiscal year 2001.

These declines in orders resulted primarily from the economic downturn during fiscal year 2002 noted
above, that negatively impacted many markets into which the Company sells products.
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Net Sales

Consolidated net sales of $810.3 million for fiscal year 2002 decreased $387.9 million or 32% from fiscal
year 2001 net sales of $1,198.2 million. Consolidated sales declines were experienced in all major geographies,
with the United States and Europe experiencing the most significant declines. Net sales from the Americas were
$423.5 million, a decrease of $262.8 million or 38% from the prior year which was primarily due to the United
States, which decreased to $393.0 million, or 36%, from $618.7 million in the prior year. Net sales from Europe
were $176.3 million, a decrease of $73.1 million or 29% from fiscal year 2001 net sales. In addition, net sales
from the Pacific, excluding Japan, were $143.2 million, down $24.2 million or 14% from fiscal year 2001. Net
sales from Japan were $67.3 million, a decrease of $27.8 million or 29% from the prior year.

The declines in sales for fiscal year 2002 were primarily attributed to volume decreases due to the above
noted economic downturn and the resulting orders declines. Sales declined less than orders due primarily to
the reduction of backlog from $170.3 million at May 26, 2001 to $80.9 million at May 25, 2002.

Gross Profit and Gross Margin

Consolidated gross profit was $400.6 million for the year ended May 25, 2002, a decrease of 36% from
gross profit of $624.1 million for fiscal year 2001. This decrease was primarily due to the lower sales in fiscal
year 2002 as compared with fiscal year 2001 discussed above. In addition, gross margins for the year ended
May 25, 2002 were 49%, a decrease from 52% for fiscal year 2001. These decreases in gross profit and gross
margin are attributable to certain fixed costs being spread over a lower relative sales base and proportionately
higher additions to inventory write-downs in fiscal year 2002. Inventory write-downs were $20.5 million during
fiscal year 2002 as compared with $12.3 million during fiscal year 2001. The increase in inventory write-downs
is primarily due to excess inventory as a result of the sustained decrease in demand, and termination of an
agreement where the Company served as a distributor for a foreign manufacturer.

Operating Expenses

For fiscal year 2002, operating expenses were $369.1 million, a decrease of $61.9 million from
$431.0 million for fiscal year 2001. This resulted in operating income of $31.5 million, or 4% of net sales in
fiscal year 2002, compared with operating income of $193.1 million, or 16% of net sales in fiscal year 2001.
As order levels declined during fiscal year 2002, the Company responded with explicit efforts to reduce
operating expenses.

Total reductions to Research and development and Selling, general and administrative expenses were
$108.7 million as compared with fiscal year 2001 results. Expense reductions were achieved through leveraging
the variable nature of the Company’s operating model, implementing a series of temporary actions and taking
permanent actions to align the cost structure with a lower level of business. Variable cost reductions included
significantly lower incentive compensation costs, which are included in cost of sales and operating expenses,
lower temporary staffing and reduced general business expenses. Temporary actions included executive pay
reductions and Company-wide shutdowns. Actions to realign the Company’s cost structure included headcount
reductions and exiting certain foreign and domestic locations, the costs associated with which are included in
Business realignment costs (credits) in the Consolidated Statement of Operations. The Company generated
additional expense reductions through reducing spending on travel and other general business expenses,
including third party services.

Research and development expenses were $112.4 million in fiscal year 2002, a decrease of $29.7 million
from $142.1 million in prior year. As a percentage of net sales, research and development expenses increased
to 14% for fiscal year 2002 from 12% a year ago due to the lower net sales volumes and the Company’s continued
commitment to the development of new products and technologies.

Selling, general and administrative expenses were $220.8 million or 27% of net sales for fiscal year 2002,
a decrease of $79.0 million from $299.8 million, or 25% of net sales for the prior year. The increases in expenses
as a percentage of net sales were primarily due to declines in sales at a rate greater than the Company’s ability
to reduce the related cost structure through the actions noted above.
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Equity in business ventures’ loss was $4.0 million for the fiscal year ended May 25, 2002, compared with
equity earnings of $1.6 million for fiscal year 2001. The loss is primarily the result of further weakening in
the Japanese economy and its impact on the financial performance of Sony/Tektronix Corporation, in which
the Company had a 50% equity ownership.

The gain on the sale of the Video and Networking Division of $0.8 million in fiscal year 2002 was the
result of a reduction in the indemnity reserve related to the original sale in fiscal year 2000. See the Sale of
Video Networking section of the Management’s Discussion and Analysis for further information on this
transaction.

Business realignment costs of $27.0 million were incurred for the fiscal year ended May 25, 2002 as a
result of the Company’s efforts to better align the operating expense levels with reduced orders and sales levels.
In fiscal year 2001, the Company recorded a net credit of $10.0 million in business realignment costs as the
result of favorable settlements of certain 1999 and 2000 Plan reserves. See the Business Realignment Costs
section of the Management’s Discussion and Analysis and Footnote 6 in the Financial Statements and
Supplementary Data for further information on these charges and credits.

Loss on disposal of fixed assets was $5.8 million for the year ended May 25, 2002. These expenses
consisted primarily of the impairment of a building no longer in service and costs associated with the future
demolition of that building. Loss on disposal of fixed assets was $2.2 million for the year ended May 26, 2001.
This amount consisted primarily of the impairment of rental property owned by the Company.

Non-Operating Income/Expense

Interest expense was $10.2 million for fiscal year 2002, as compared with $13.0 million in the prior year.
The decrease in interest expense is due to a reduction in the average balance of outstanding debt due to the
Company’s early retirement of outstanding long-term debt throughout the year.

Interest income was $34.6 million in fiscal year 2002 as compared with $52.7 million in fiscal year 2001.
The decrease in interest income can be primarily attributed to lower returns on investments in fiscal year 2002
as compared to investment returns in fiscal year 2001 due to decreases in interest rates and to a lesser degree,
a lower average balance of cash and marketable investments during the comparative periods.

Other expense, net was $4.3 million in fiscal year 2002 compared to $6.1 million in the prior year. This
includes items such as foreign currency translation and other miscellaneous fees and expenses.

Income Taxes

Income tax expense from continuing operations was $18.1 million for fiscal year 2002 and $82.4 million
for fiscal year 2001, or 35% and 36% of earnings before taxes, respectively. The higher tax rates in the prior
year period can be primarily attributed to adjustments to tax valuation allowances with respect to foreign tax
credit carryovers in fiscal year 2001.

Discontinued Operations

During the fiscal year 2002, the Company reached settlement on certain outstanding contingencies related
to the sale of the Color Printing and Imaging division to Xerox. The settlement of these contingencies and an
evaluation of the remaining contingent liabilities related to the original sale resulted in an additional gain on
the sale of $2.2 million net of income taxes, which was recorded as Discontinued operations on the Consolidated
Statements of Operations.

Loss from discontinued operations of VT.c was $1.9 million, net of income taxes, and $2.4 million, net of
income taxes, in fiscal years 2002 and 2001, respectively. VT.c was sold in the second quarter of fiscal year 2003.

Loss from discontinued operations of Gage was $1.0 million, net of income taxes, and $1.9 million, net
of income taxes, in fiscal years 2002 and 2001, respectively. Management approved and initiated an active plan
to sell Gage in the fourth quarter of fiscal year 2003.
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Net Earnings

The Company recognized consolidated net earnings of $32.7 million for the year ended May 25, 2002,
down from $140.1 million for the year ended May 26, 2001, which is primarily due to the decrease in sales
volumes for the 2002 fiscal year and costs to realign the business, partially offset by a decrease in operating
expenses as discussed above.

Earnings Per Share

For the year ended May 25, 2002, the Company recognized $0.36 and $0.35 net earnings per basic and
diluted share, respectively. For the year ended May 26, 2001, the Company recognized basic and diluted earnings
per share of $1.48 and $1.46, respectively. These decreases in earnings per share are due primarily to decreases
in net earnings, partially offset by decreases in the basic and diluted shares outstanding. Basic shares outstanding
decreased mainly due to share repurchases. Diluted shares outstanding decreased mainly due to share
repurchases and a decrease in dilutive share equivalents from employee stock options resulting from a decrease
in the Company’s stock price.

Financial Condition, Liquidity and Capital Resources

Financial Condition

At May 31, 2003, the Company’s working capital was $351.6 million, a decrease of $157.2 million from
the end of fiscal year 2002. Current assets decreased $188.8 million primarily due to a decrease in short-term
marketable investments as the Company converted $114.5 million of its investment portfolio to long-term
marketable investments and $108.4 million in cash used to repurchase stock on the open market during fiscal
year 2003. Assets and liabilities of discontinued operations decreased by $41.7 million and $2.5 million,
respectively, due to the sale of VideoTele.com and the optical parametric transmission test business during fiscal
year 2003. Current liabilities decreased $31.6 million in fiscal year 2003 as a result of decreases in accounts
payable due to reversal of $25.0 million for contingent liabilities associated with the sale of the Color Printing
and Imaging division and reversal of $12.5 million for estimated tax exposures. These decreases in current
liabilities were partially offset by a $14.8 million net increase in the current portion of long-term debt due to
retirement of $41.8 million offset by reclassification of debt from long-term to short-term of $56.6 million during
fiscal year 2003.

Property, plant and equipment, net, decreased $2.6 million during fiscal year 2003 to $128.0 million as
of May 31, 2003. The decrease was due mainly to $31.5 million of depreciation expense during the year offset
by approximately $17.2 million in capital expenditures and $36.8 million of fixed assets acquired in the
redemption of shares of Sony/Tektronix. During fiscal year 2003, $21.5 million for property located in
Shinagawa, Japan that was acquired in the Sony/Tektronix redemption was reclassified to assets held for sale.

The increase in goodwill during fiscal year 2003 was due to the $35.6 million addition from the acquisition
of Sony/Tektronix Corporation on September 30, 2002 and a $6.5 million effect of foreign currency translation
as of May 31, 2003.

At May 31, 2003 the Company’s accumulated benefit obligation exceeded the fair value of plan assets
for certain pension plans. In accordance with SFAS No. 87, “Employers’ Accounting for Pensions”, this resulted
in a charge to equity in Accumulated other comprehensive income (loss) of $96.0 million, net of $60.5 million
of deferred tax assets, in fiscal year 2003. The charge to equity in fiscal year 2003 increased the pension liability
by $156.4 million. During fiscal year 2003, the Company contributed $18.5 million to its defined benefit
pension plans.

On March 15, 2000, the Board of Directors authorized the purchase of up to $550.0 million of the
Company’s common stock on the open market or through negotiated transactions. This repurchase authority
allows the Company, at management’s discretion, to selectively repurchase its common stock from time to time
in the open market or in privately negotiated transactions depending on market price and other factors. During
fiscal years 2003 and 2002, the Company repurchased a total of 6.2 million and 2.1 million shares, respectively,
for $108.4 million and $42.0 million, respectively. As of May 31, 2003, the Company has repurchased a total
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of 14.5 million shares at an average price of $21.83 per share totaling $316.5 million under this authorization.
The reacquired shares were immediately retired, as required under Oregon corporate law.

Liquidity and Capital Resources

As of May 31, 2003, the Company held $712.4 million in cash and cash equivalents and short-term and
long-term marketable investments, a decrease of $43.1 million from the balance of $755.5 million at May 25,
2002. Activity during fiscal year 2003 included contributions to benefit plans, the repurchase of common stock,
capital expenditures and retirement of long-term debt. These uses of cash were offset by net earnings, net cash
acquired in the redemption of shares of Sony/Tektronix and other positive operating cash flows.

The Company consolidated $54.4 million of long-term debt through the Sony/Tektronix Acquisition,
which is due on September 29, 2006. At May 31, 2003, the Company maintained unsecured bank credit facilities
totaling $132.8 million, of which $77.6 million was unused.

The Company enters into non-cancelable minimum purchase commitments from time to time primarily
for the purchase of raw materials used in the manufacturing of products. These commitments are entered into
in the ordinary course of business as they allow the Company to secure component materials for future needs
through last time buy programs or volume discount arrangements.

The following table summarizes the Company’s contractual obligations at May 31, 2003:

Less than 1-3 4-5 After 5
Total 1 year years years years

(In thousands)
Long-term debt..........c.oovviiiiiiiiiiinnaa.... $111,586  $56,584  $55,002 $ — $ —
Operating leases (1) ........ooviiiiiiiiiiinin.. 38,724 15,232 16,487 6,485 520
Non-cancelable purchase commitments (1) ....... 6,668 3,172 3,496 — —
Total contractual obligations...................... $156,978  $74,988  $74,985  $6,485 $520

(1)  The non-cancelable operating leases and purchase commitments are not reflected on the consolidated
balance sheet under accounting principles generally accepted in the United States of America.

Cash on hand, cash flows from operating activities and current borrowing capacity are expected to be
sufficient to fund operations, acquisitions and potential acquisitions, capital expenditures and contractual
obligations through fiscal year 2004. Subsequent to May 31, 2003, the Company made a $30 million contribution
to a defined benefit plan in the United States and repaid the $56.3 million 7.5% notes payable.

Recent Accounting Pronouncements

In June 2001, the FASB issued SFAS No. 141, “Business Combinations”. This statement discontinues
the use of the pooling of interest method of accounting for business combinations. This statement is effective
for all business combinations after June 30, 2001. Acquisitions subsequent to the effective date were accounted
for in accordance with SFAS No. 141.

In June 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible Assets”. SFAS No. 142
requires the use of a nonamortization approach to account for purchased goodwill and certain intangibles. Under
a nonamortization approach, goodwill and certain intangibles will not be amortized into results of operations,
but instead will be reviewed for impairment and written down in the periods in which the recorded value of
goodwill and certain intangibles is determined to be greater than its fair value. The Company early adopted
the provisions of SFAS No. 142 as of May 27, 2001. This standard only permits prospective application,
therefore adoption does not affect previously reported financial information. The principal effect of adopting
SFAS No. 142 was the cessation of the amortization of goodwill beginning May 27, 2001. The evaluation of
impairment of existing goodwill resulted in no impairment at the time of adoption.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations,” which
addresses financial accounting and reporting for certain obligations associated with the retirement of tangible
long-lived assets and the associated asset retirement costs. The provisions of SFAS No. 143 are required to be
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applied starting with fiscal years beginning after June 15, 2002, however early adoption is encouraged. The
Company early adopted the provisions of SFAS No. 143 as of May 27, 2001. As a result of the early adoption
of this statement, the Company recorded an expense of $1.5 million for retirement obligations of certain long-
lived assets during fiscal year 2002, which is included in Loss on disposal of fixed assets on the Consolidated
Statements of Operations.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets.” This Statement supersedes FASB Statement No. 121, “Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed Of,” and the accounting and reporting provisions of
APB Opinion No. 30, “Reporting the Results of Operations—Reporting the Effects of Disposal of a Segment
of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions,” for the disposal
of a segment of a business. SFAS No. 144 maintains the method for recording an impairment on assets to be
held under SFAS No. 121 and establishes a single accounting model based on the framework established in
SFAS No. 121 for long-lived assets to be disposed of by sale. This statement also broadens the presentation
of discontinued operations to include more disposal transactions. The Company adopted the provisions of this
statement, which did not have a material impact on the financial results of the Company, as of the beginning
of the first quarter of fiscal year 2003.

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections.” This statement, among other amendments,
eliminates the requirement to record gains and losses from the early extinguishment of debt as extraordinary
items. The Company early adopted the provisions of this statement for fiscal year 2002. The net premiums paid
for the early retirements of debt were $0.8 million in fiscal year 2002 and less than $0.1 million in fiscal years
2001 and 2000, and were recorded in interest expense.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal
Activities.” The standard requires companies to recognize costs associated with exit or disposal activities when
they are incurred rather than at the date of a commitment to an exit or disposal plan. Costs covered by the
standard include lease termination costs and certain employee severance costs that are associated with a
restructuring, discontinued operation, plant closing, or other exit or disposal activity. This statement is to be
applied prospectively to exit or disposal activities initiated after December 31, 2002. Management believes the
adoption of the provisions of this statement did not have a material effect on the Company’s consolidated
financial statements.

In October 2002, the Emerging Issues Task Force (“EITF”) issued EITF 00-21, “Accounting for Revenue
Arrangements with Multiple Deliverables.” This standard addresses revenue recognition accounting by a vendor
for arrangements under which it will perform multiple revenue-generating activities. This statement is to be
effective for the Company’s fiscal year 2004. Management believes the adoption of the provisions of this
statement will not have a material effect on the Company’s consolidated financial statements.

In November 2002, the FASB issued Interpretation 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.” The Interpretation
elaborates on the existing disclosure requirements for most guarantees, including loan guarantees such as
standby letters of credit. It also clarifies that at the time a company issues a guarantee, the company must
recognize an initial liability for the fair value, or market value, of the obligations it assumes under the guarantee
and must disclose that information in its interim and annual financial statements. The provisions related to
recognizing a liability at inception of the guarantee for the fair value of the guarantor’s obligations does not
apply to product warranties or to guarantees accounted for as derivatives. The initial recognition and initial
measurement provisions apply on a prospective basis to guarantees issued or modified after December 31, 2002.
The adoption of the recognition and measurement provisions of Interpretation 45 did not have a material impact
on the financial statements.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation—
Transition and Disclosure—an amendment of FASB Statement No. 123.” This standard amends SFAS No. 123,
“Accounting for Stock-Based Compensation,” to provide alternative methods of transition for a voluntary
change to the fair value based method of accounting for stock-based employee compensation. In addition, this
standard amends the disclosure requirements of SFAS No. 123 to require prominent disclosures in both annual
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and interim financial statements about the method of accounting for stock-based employee compensation and
the effect of the method used on reported results. The transition provisions of SFAS No. 148 are not applicable
to the Company since the expense recognition provisions of SFAS No. 123 have not been adopted. The Company
has adopted the disclosure provisions of SFAS No. 148.

In April 2003, Statement of Financial Accounting Standards No. 149, “Amendment of Statement 133 on
Derivative Instruments and Hedging Activities” (“SFAS No. 149”) was issued by the FASB. SFAS No. 149
amends SFAS No. 133 to clarify the definition of a derivative and incorporate many of the implementation issues
cleared as a result of the Derivatives Implementation Group process. This statement is effective for
contracts entered into or modified after June 30, 2003 and should be applied prospectively after that date. The
Company is currently evaluating what effect, if any, the adoption of SFAS No. 149 will have on the consolidated
financial statements.

Risks and Uncertainties

Described below are some of the risks and uncertainties that could cause actual results to differ materially
from the results contemplated by the forward-looking statements contained in this Annual Report. See
“Forward-Looking Statements” at the beginning of this Item 7.

Market Risk and Cyclical Downturns in the Markets in Which Tektronix Competes

Tektronix’ business depends on capital expenditures of manufacturers in a wide range of industries,
including the telecommunications, semiconductor, and computer industries. Each of these industries has
historically been very cyclical and has experienced periodic downturns, which have had a material adverse
impact on the industries’ demand for equipment, including test and measurement equipment manufactured and
marketed by Tektronix. In particular, the telecommunications industry, including but not limited to the optical
segment, has experienced a more dramatic decline than other industries. In addition, the severity and length
of the downturn may also affect overall access to capital which could adversely affect the Company’s customers
across many industries. During periods of reduced and declining demand, Tektronix may need to rapidly align
its cost structure with prevailing market conditions while at the same time motivating and retaining key
employees. As discussed above in this Item 7, the Company’s sales and orders have been affected by the current
downturn in its markets. The ultimate severity and duration of this downturn is unknown. No assurance can
be given that Tektronix’ net sales and operating results will not be further adversely impacted by the current
or any future downturns or slowdowns in the rate of capital investment in these industries.

Timely Delivery of Competitive Products

Tektronix sells its products to customers that participate in rapidly changing high technology markets,
which are characterized by short product life cycles. The Company’s ability to deliver a timely flow of
competitive new products and market acceptance of those products, as well as the ability to increase production
or to develop and maintain effective sales channels, is essential to growing the business. Because Tektronix
sells test and measurement products that enable its customers to develop new technologies, the Company must
accurately anticipate the ever-evolving needs of those customers and deliver appropriate products and
technologies at competitive prices to meet customer demands. The Company’s ability to deliver such products
could be affected by engineering or other development program delays as well as the availability of parts and
supplies from third party providers on a timely basis and at reasonable prices. Failure to deliver competitive
products in a timely manner and at a reasonable price could have an adverse effect on the results of operations,
financial condition or cash flows of the Company.

Competition

In general, Tektronix competes with a number of companies in specialized areas of other test and
measurement products and one large broad line measurement products supplier, Agilent Technologies. Other
competitors include Acterna Corporation, Anritsu, LeCroy Corporation, Spirent, Yokogawa and many other
smaller companies. Competition in the Company’s business is based primarily on product performance,
technology, customer service, product availability and price. Some of the Company’s competitors may have
greater resources to apply to each of these factors and in some cases have built significant reputations with the
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customer base in each market in which Tektronix competes. The Company faces pricing pressures that may
have an adverse impact on the Company’s earnings. If the Company is unable to compete effectively on these
and other factors, it could have a material adverse effect on the Company’s results of operations, financial
condition or cash flows.

Supplier Risks

The Company’s manufacturing operations are dependent on the ability of suppliers to deliver quality
components, subassemblies and completed products in time to meet critical manufacturing and distribution
schedules. The Company periodically experiences constrained supply of certain component parts in some
product lines as a result of strong demand in the industry for those parts. Such constraints, if persistent, may
adversely affect operating results until alternate sourcing can be developed. Volatility in the prices of these
component parts, an inability to secure enough components at reasonable prices to build new products in a timely
manner in the quantities and configurations demanded or, conversely, a temporary oversupply of these parts,
could adversely affect the Company’s future operating results. In addition, the Company uses certain sole
sourced components, which are integral to a variety of products. Disruption in key sole sourced suppliers could
have a significant adverse effect on the Company’s results of operations. The Company distributes products
of other manufacturers, which comprise a material portion of revenues. To the extent that a distribution
agreement is not continued, income could decline to the extent that this revenue source was not replaced by
other product sales.

Worldwide Economic and Market Conditions

The Company maintains operations in four major geographies: the Americas, including the United States
and Other Americas, including Mexico, Canada and South America; Europe, including the Middle East and
Africa; the Pacific, including China, Southeast Asia and India; and Japan. During the last fiscal year, more than
half of the Company’s revenues were from international sales. In addition, some of the Company’s
manufacturing operations and key suppliers are located in foreign countries, including China, where the
Company expects to further expand its operations. As a result, the business is subject to the worldwide economic
and market conditions risks generally associated with doing business globally, such as fluctuating exchange
rates, the stability of international monetary conditions, tariff and trade policies, domestic and foreign tax
policies, foreign governmental regulations, political unrest, wars and other acts of terrorism, epidemic disease
or other health concerns and changes in other economic or political conditions. These factors, among others,
could influence the Company’s ability to sell in global markets, as well as its ability to manufacture products
or procure supplies. A significant downturn in the global economy or a particular region could adversely affect
the Company’s results of operations, financial position or cash flows.

Intellectual Property Risks

As a technology-based company, Tektronix’ success depends on developing and protecting its intellectual
property. Tektronix relies generally on patent, copyright, trademark and trade secret laws in the United States
and abroad. Electronic equipment as complex as most of the Company’s products, however, is generally not
patentable in its entirety. Tektronix also licenses intellectual property from third parties and relies on those parties
to maintain and protect their technology. The Company cannot be certain that actions the Company takes to
establish and protect proprietary rights will be adequate, particularly in countries where intellectual property
rights are not highly developed or protected. If the Company is unable to adequately protect its technology,
or if the Company is unable to continue to obtain or maintain licenses for protected technology from third parties,
it could have a material adverse affect on the Company’s results of operations, financial position or cash flows.
From time to time in the usual course of business, the Company receives notices from third parties regarding
intellectual property infringement or takes action against others with regard to intellectual property rights. Even
where the Company is successful in defending or pursuing such claims, the Company may incur significant
costs. In the event of a successful claim against the Company, Tektronix could lose its rights to needed
technology or be required to pay license fees for the infringed rights, either of which could have an adverse
impact on the Company’s business.
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Environmental Risks

Tektronix is subject to a variety of federal, state, local and foreign environmental regulations relating to
the use, storage, discharge and disposal of its hazardous chemicals used during the Company’s manufacturing
process. The Company has operated and is in the process of closing a licensed hazardous waste management
facility at its Beaverton, Oregon campus. If Tektronix fails to comply with any present or future regulations,
the Company could be subject to future liabilities or the suspension of production. In addition, such regulations
could restrict the Company’s ability to expand its facilities or could require Tektronix to acquire costly
equipment, or to incur other significant expenses to comply with environmental regulations.

Sony/Tektronix Corporation Acquisition

Acquisition of Sony Corporation’s 50% interest in Sony/Tektronix Corporation was completed at the end
of September 2002. Upon completion of the transaction, the Company’s ownership of Sony/Tektronix increased
from 50% to 100%, and the Company is now exposed to a greater financial impact from Sony/Tektronix
operations located in Japan. In addition, operation of Sony/Tektronix as a wholly owned business involves
additional risks, including integration costs and risks following the acquisition and the risks of doing business
as a foreign owner in Japan.

Possible Volatility of Stock Price

The price of the Company’s common stock may be subject to wide, rapid fluctuations. Such fluctuations
may be due to factors specific to the Company, such as changes in operating results or changes in analysts’
estimates regarding earnings. Fluctuations in the stock price may also be due to factors relating to the
telecommunications, semiconductor, and computer industries or to the securities markets in general.
Fluctuations in the stock price have often been unrelated to the operating performance of the specific companies
whose stocks are traded. Shareholders should be willing to incur the risk of such fluctuations.

Other Risk Factors

Other risk factors include but are not limited to changes in the mix of products sold, regulatory and tax
legislation, changes in effective tax rates, inventory risks due to changes in market demand or the Company’s
business strategies, potential litigation and claims arising in the normal course of business, credit risk of
customers, the fact that a substantial portion of the Company’s sales are generated from orders received during
each quarter and other risk factors.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Financial Market Risk

The Company is exposed to financial market risks, including interest rate, equity price and foreign
currency exchange rate risks.

The Company maintains a short-term and long-term investment portfolio consisting of fixed rate
commercial paper, corporate notes and bonds, asset backed securities and mortgage securities. The weighted
average maturity of the portfolio, excluding mortgage securities, is two years or less. Mortgage securities may
have a weighted average life of less than seven years and are managed consistent with the Lehman Mortgage
Index. An increase in interest rates of similar instruments would decrease the value of certain of these
investments. A 10% adverse change in interest rates would reduce the market value by $1.1 million, which would
be reflected in Other comprehensive loss on the Consolidated Balance Sheets until sold.

At May 31, 2003, the Company’s bond debt obligation had a fixed interest rate. The fair value of the bond
debt instrument at May 31, 2003 was $56.6 million compared to the carrying value of $56.3 million. The
Company’s bank loan obligation has a variable interest rate. The fair value of the bank loan approximates the
carrying value of $54.4 million. A hypothetical 10% adverse change in interest rates would have a $0.1 million
negative impact on the combined fair value, which would not be reflected in the Company’s financial statements.
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The Company is exposed to equity price risk primarily through its marketable equity securities portfolio,
including investments in Merix Corporation, Tut Systems, Inc., and other companies. The Company has not
entered into any hedging programs to mitigate equity price risk. In management’s opinion, an adverse change
of 10% in the value of these securities would reduce the market value by $1.6 million, which would be reflected
in Accumulated other comprehensive loss on the Consolidated Balance Sheets until sold.

The Company is exposed to foreign currency exchange rate risk primarily through acquisitions and
commitments denominated in foreign currencies. The Company utilizes derivative financial instruments,
primarily forward foreign currency exchange contracts, generally with maturities of one to three months, to
mitigate this risk where natural hedging strategies cannot be employed. The Company’s policy is to only enter
into derivative acquisitions when the Company has an identifiable exposure to risk, thus not creating additional
foreign currency exchange rate risk. At May 31, 2003, the Company held forward foreign currency exchange
contracts in Euros and Canadian Dollars with a notional amount totaling $10.2 million. The potential loss in
fair value at May 31, 2003, for such contracts resulting from a hypothetical 10% adverse change in applicable
foreign currency exchange rates would be approximately $1.0 million. This loss would be mitigated by
corresponding gains on the underlying exposures.
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Item 8. Financial Statements and Supplementary Data.
Independent Auditors’ Report

To the Board of Directors and Shareholders of Tektronix, Inc.:

We have audited the accompanying consolidated balance sheets of Tektronix, Inc. and subsidiaries (“the
Company”) as of May 31, 2003 and May 25, 2002, and the related consolidated statements of operations,
shareholders’ equity, and cash flows for the fiscal years ended May 31, 2003, May 25, 2002 and May 26, 2001.
Our audits also included the financial statement schedule listed in the Index at Item 15(a)2. These financial
statements and financial statement schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinion on the financial statements and financial schedule based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Tektronix, Inc. and subsidiaries as of May 31, 2003 and May 25, 2002, and the results of their
operations and their cash flows for the fiscal years ended May 31, 2003, May 25, 2002 and May 26, 2001, in
conformity with accounting principles generally accepted in the United States of America. Also, in our opinion,
such financial statement schedule, when considered in relation to the basic consolidated financial statements
taken as a whole, presents fairly, in all material respects, the information set forth therein.

/s/ DELOITTE & TOUCHE LLP

Portland, Oregon
June 26, 2003
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Consolidated Statements of Operations

Net SaleS .ottt
Cost Of SAlES ..ottt

GIOSS Profit .. ...ttt
Research and development eXpenses .............coeevueenennnn.
Selling, general and administrative eXpenses ....................
Equity in business ventures’ loss (earnings) ....................
Business realignment costs (credits) .............c.iiiiiiiia..
Acquisition related COStS ...ttt
Gain on sale of the Video and Networking division ............
Loss on disposition of assets ............ceeeueieineineenann...

Operating iNCOME .........c.ueuennineeeeeeaannn.
Interest income ........ ...
Interest EXPense . .......oouen it
Other non-operating exXpense, Net ...............c.oeeeeueenenn...

Income before taxes ............coiiiiiiiiiiiiiiiiiiia...
Income tax expense (benefit) ............... i

Income from continuing operations ........................
Discontinued operations:
Loss on sale of VideoTele.com (less applicable income tax
benefit of $344, $0, and $O) ......... ...
Loss from operations of VideoTele.com (less applicable income
tax benefit of $1,413, $1,007 and $1,271) ....................
Loss on sale of optical parametric test business (less applicable
income tax benefit of $9,222, $0 and $0) ....................
Loss from operations of optical parametric test business (less
applicable income tax benefit of $1,376, $111 and $0) .......
Loss from operations of Gage (less applicable income tax
benefit of $508, $554 and $1,004) ...l
Impairment of net assets of Gage (less applicable income tax
benefit of $1,174, $0and $0) ........ ...,
Gain on sale of Color Printing and Imaging (less applicable
income tax expense of $8,750, $1,204 and $0) ...............

Loss from discontinued operations ...................cc.coeen...
NEt CarNINGS .. vve vttt ittt

Net earnings per share—basic ..................coiiiiiin...
Net earnings per share—diluted ................ ...t
Income per share from continuing operations—basic ...........
Income per share from continuing operations—diluted ..........
Loss per share from discontinued operations—basic ............
Loss per share from discontinued operations—diluted ..........
Weighted average shares outstanding—basic ....................
Weighted average shares outstanding—diluted ..................

For the fiscal years ended

May 31, May 25, May 26,
2003 2002 2001
(In thousands, except per share amounts)
$791,048 $810,300 $1,198,167
385,305 409,676 574,071
405,743 400,624 624,096
101,137 112,389 142,113
247,605 220,784 299,765
2,893 3,971 (1,643)
34,551 26,992 (9,972)
3,521 — —
— (818) (1,456)
108 5,808 2,224
15,928 31,498 193,065
27,997 34,621 52,669
(6,874) (10,214) (12,951)
(3,746) (4,280) (6,094)
33,305 51,625 226,689
(1,843) 18,069 82,354
35,148 33,556 144,335
(639) — —
(2,624) (1,869) (2,360)
(17,127) — —
(2,556) (206) —
(943) (1,029) (1,866)
(2,180) — —
16,250 2,237 —
9,819) (867) (4,226)
$ 25,329 $ 32,689 $ 140,109
$ 029 $ 036 $ 1.48
0.29 0.35 1.46
0.40 0.37 1.53
0.40 0.36 1.50
(0.11) (0.01) (0.04)
(0.11) 0.01) (0.04)
87,105 91,439 94,459
87,367 92,263 96,103

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Balance Sheets

ASSETS
Current assets:

Cash and cash equivalents ...............oiiiiiiiiniii i,
Short-term marketable investments .................cccoiiiiiiiiiiiiiin...
Trade accounts receivable, net of allowance for doubtful accounts of

$3,756 and $5,031, respectively ...........coiiiiiiiiiiiii i
INVeNtOTIES .ottt e e
Other CUITENt ASSELS .. ...ttt et ittt it et e e it e i
Assets of discontinued Operations ...............oeiiuiiiiiiiiiiiiiiiiain.

Total CUITENT ASSELS ...ttt et eeenn
Property, plant and equipment, NEt ............viiiniiiiiiniiiiii .
Long-term marketable inVestments ............c.oeuviuienninninennennenne..
Deferred tax assets .......co.iuniiniiti e
GOOAWILL . ..
Other 10ng-term ASSELS ... eutnett ittt e e et

TOtal ASSELS .\ttt

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:
Accounts payable and accrued liabilities ...................ooiiil
Accrued COMPENSAtION ... .....eutetir ettt
Current portion of long-term debt ........... ..o,
Deferred revenue ...
Liabilities of discontinued Operations ................c.coeeveevinnenaenaen.s

Total current liabilities ......... ... .. oo,
Long-term debt ...t
Other long-term labilities .......... ...t
Commitments and CONLNZENCIES ... v.vuentreretn e eeiaeaenennenas
Shareholders’ equity:

Preferred stock, no par value (authorized 1,000 shares; none issued) .....
Common stock, no par value (authorized 200,000 shares; issued and
outstanding 84,844 at May 31, 2003 and 90,509 at May 25, 2002) ....
Retained arnings ...........ooueuuiiniiiiniin i
Accumulated other comprehensive 10SS .........c.cooiiiiiiiiiiiinon..

Total shareholders” equity ...........c.c.ooeiiiiniiiiiiiiiiniiann...
Total liabilities and shareholders’ equity ..................c.coiiin

May 31,
2003

May 25,
2002

(In thousands)

$ 190,387 $ 260,773
106,369 193,644
100,334 94,309

92,868 114,524
90,408 64,224
7,938 49,674
588,304 777,148
127,985 130,567
415,606 301,104
144,134 64,522
73,736 31,575
41,537 73,945
$1,391,302 $1,378,861

$ 101,753 $ 149,708

58,193 56,940
56,584 41,765
19,551 16,808
651 3,119
236,732 268,340
55,002 57,300
320,342 126,027
223,233 231,035
707,191 774,282
(151,198) (78,123)
779,226 927,194
$1,391,302 $1,378,861

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cash Flows

For the fiscal years ended

May 31, May 25, May 26,
2003 2002 2001
(In thousands)
CASH FLOWS FROM OPERATING ACTIVITIES
NEt CAIMINGS .+« .\ et ettt e e et et e e e e et e e e e e $ 25,329 $ 32,689 $ 140,109
Adjustments to reconcile net earnings to net cash provided by operating activities:
Gain on the sale of Color Printing and Imaging division ........................ (16,250) (2,237)
Loss from sale of VideoTele.com . ......... ..., 639 — —
Loss from VideoTele.com discontinued operations . ....................c...o... 2,624 1,869 2,360
Loss from sale of optical parametric test business . .................cooveunoo... 17,127 —
Loss from optical parametric test business discontinued operations ................ 2,556 206
Impairment of net assets of Gage . ..........c.uiiiniiiniin i 2,180 — —
Loss from Gage discontinued operations . ..................uiiiuniinnennaon.. 943 1,029 1,866
Gain on sale of the Video and Networking division ............................ — (818) (1,456)
Depreciation and amortization eXpense . . . ... .....euunett ettt 33,545 39,597 44,073
Loss on the disposition/impairment of assets ............... ..., 9,212 5,808 2,224
Loss on the disposition/impairment of marketable equity securities ................ — 2,211 3,861
Bad debt expense (benefit) ........ ... (703) 1,064 2,231
Tax benefit of Stock Option eXercises . ..............ueuuniinniininnennnen.. 474 784 12,898
Deferred income tax (benefit) eXpense ................oi i (1,013) (1,712) 18,017
Equity in business ventures’ 10ss (€arnings) ... ............c.iiiiiinenna... 2,893 3,971 (1,643)
Changes in operating assets and liabilities:
Accounts receivable . ... ... e 18,010 43,862 15,540
INVENLOTIES . . .ot 37,132 27,825 (29,825)
Other CUITENt aSSELS . . .\ ottt ettt et e e e e e e e s 2,816 10,908 (53,904)
Accounts payable ... ... ... (32,697) (67,909) (460)
Accrued COMPENSAtION . ... v vttt et et et e e (3,818) (39,230) 541
Deferred reVeNUE .. ... ...ttt 2,743 2,655 1,925
Other long-term assets and liabilities, net .. .......... ... ... ... ..., (18,572) 34,938 (19,189)
Net cash provided by continuing operating activities ................. ... ... ...... 85,170 97,510 139,168
Net cash used in discontinued operating activities ................ ... .. (7,382) (8,983) (10,296)
Net cash provided by operating aCtivities . . ... .........ooeuniiuneineenenennnn. 77,788 88,527 128,872
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of businesses, net of cash acquired .......... ... ... ... . i 23,915 (20,369) (16,658)
Acquisition of property, plant and eqUIpment . . ................iiiiii (17,153) (14,539) (28,787)
Proceeds from the disposition of fixed assets ............ ... ... i 7,082 2,279 5,308
Proceeds from sale of optical parametric test business ................ ... ... ... 1,000 — —
Proceeds from the disposition of investments ............... ... ... .. — — 570
Dividend received from joint VENtUIe . ................iiuniinneinnennnennnennn.n. — — 8,451
Proceeds from maturities and sales of short-term and long-term available-for-sale securities 478,063 213,929 —
Purchases of short-term and long-term available-for-sale securities .................... (497,626) (248,667) —
Proceeds from maturities of short-term and long-term held-to-maturity securities ........ — 394,951 389,832
Purchases of short-term and long-term held-to-maturity securities ..................... — (383,137) (758,148)
Net cash used in investing activities .. ... ...t 4,719) (55,553) (399,432)
CASH FLOWS FROM FINANCING ACTIVITIES
Net change in short-term debt ........ ... . .. . — (1,018) (467)
Repayment of long-term debt . ....... ... .. ... (42,760) (27,735) (22,446)
Proceeds from employee stock plans ............. . 7,668 11,239 23,920
Repurchase of common Stock . ....... ... . (108,363) (42,042) (126,160)
Net cash used in financing aCtivities . . ... ...ttt (143,455) (59,556) (125,153)
Net decrease in cash and cash equivalents .............. ... ... ... .. (70,386) (26,582) (395,713)
Cash and cash equivalents at beginning of period ............ ... ... ... ... ...... 260,773 287,355 683,068
Cash and cash equivalents at end of period .......... ... ... ... . i $ 190,387 $ 260,773 $ 287,355
SUPPLEMENTAL DISCLOSURES OF CASH FLOWS
Income taxes (refunded) paid, NEL .. ... ..ottt $ (7,593) $ 2,940 $ 59,362
Interest paid . ... ... 5,899 9,655 11,892
NON-CASH INVESTING AND FINANCING ACTIVITIES
Assets acquired from Sony/Tektronix (excluding cash received) ...................... 159,308 — —
Assumption of long-term debt from Sony/Tektronix acquisition ....................... 53,506 — —
Assumption of other liabilities from Sony/Tektronix acquisition ...................... 89,877 — —
Non-cash proceeds from the sale of VideoTele.com ................................ 7,303 — —

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Shareholders’ Equity

Balance May 27,2000 ......................
Components of comprehensive income:
Net earnings .........oeeeeeeeneennenaen...
Currency adjustment (net of tax
of ($11,937)) .ovviiiiiii
Unrealized holding gains-net (net of tax
of $2,138) ..ot
Total comprehensive income ................
Shares issued to employees .................
Shares repurchased in open market ..........

Balance May 26, 2001 ......................

Components of comprehensive income (loss):

Net earnings .......c.veeeeeeinnenneneennn.
Minimum pension liability (net of tax
of ($57,055)) «evviiiiii
Currency adjustment (net of tax of
$2232) oo

Cash flow hedge loss (net of tax of ($42))
Unrealized holding gains-net (net of
tax of $185) ..ot
Total comprehensive loss ....................
Shares issued to employees .................
Shares repurchased in open market ..........

Balance May 25,2002 .....................
Components of comprehensive income (loss):
Net earnings ........coeeeevinenenennenennn.
Minimum pension liability (net of tax
of ($60,488)) ...cvviiiiiiiii
Currency adjustment (net of tax
of $12,321) oovvvviiii
Unrealized holding gains-net (net of tax
of $2,308) ...oiiiii
Total comprehensive loss ....................

Shares issued to employees, net of
forfeitures ...l

Shares repurchased in open market ..........
Balance May 31,2003 ......................

Accumulated
other
Common Stock Retained comprehensive
Shares Amount earnings income (loss) Total
(In thousands)

95,083 $198,868 $ 753,796 $ 24930 $ 977,594
— — 140,109 — 140,109
— — — (17,905) (17,905)

— — — 2,889 2,889
125,093

1,616 36,818 — — 36,818
(4,622)  (10,683) (115,477) — (126,160)
92,077 225,003 778,428 9,914 1,013,345
— — 32,689 — 32,689
— — — (91,716) 91,716)

— — — 3,454 3,454
— — — (65) (65)

— — — 290 290
(55,348)

498 11,239 — — 11,239
(2,066) (5,207) (36,835) — (42,042)
90,509 231,035 774,282 (78,123) 927,194
— — 25,329 — 25,329
— — — (95,956) (95,956)

— — — 19,271 19,271

— — — 3,610 3,610
(47,746)

559 8,462 (321) — 8,141
(6,224)  (16,264) (92,099) — (108,363)
84,844 $223,233 $ 707,191 $(151,198) $ 779,226

The accompanying notes are an integral part of these consolidated financial statements.
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Notes to Consolidated Financial Statements

1. The Company

Tektronix, Inc. (“Tektronix” or the “Company”) manufactures, markets and services test, measurement
and monitoring solutions to a wide variety of customers in many industries, including computing,
communications, semiconductors, broadcast, education, government, military/aerospace, automotive and
consumer electronics. Tektronix enables its customers to design, manufacture, deploy, monitor and service next-
generation global communications networks, computing and advanced technologies. Revenue is derived
principally through the development and marketing of a broad range of products including: oscilloscopes; logic
analyzers; communication test equipment, including mobile protocol test equipment and radio frequency test
equipment; video test equipment; and related components, support services and accessories. The Company
maintains operations in four major geographies: the Americas, including the United States, Mexico, Canada
and South America; Europe, including the Middle East and Africa; the Pacific, excluding Japan; and Japan.

2.  Summary of Significant Accounting Policies

Financial statement presentation

The consolidated financial statements include the accounts of Tektronix and its majority-owned
subsidiaries. Investments in joint ventures and minority-owned companies where the Company exercises
significant influence are accounted for under the equity method with the Company’s percentage of earnings
included in Equity in business ventures’ loss (earnings) on the Consolidated Statements of Operations.
Significant intercompany transactions and balances have been eliminated. Certain prior year amounts have been
reclassified to conform to the current year’s presentation with no effect on previously reported earnings. The
Company’s fiscal year is the 52 or 53 weeks ending the last Saturday in May. Fiscal year 2003 is 53 weeks,
while fiscal years 2002 and 2001 were 52 weeks.

Use of estimates

The presentation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions. These estimates and
assumptions, including those used to record the results of discontinued operations, affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated
financial statements and the revenues and expenses reported during the period. Examples include the allowance
for doubtful accounts; estimates of contingent liabilities; intangible asset valuation; inventory valuation;
pension plan assumptions; determining when investment impairments are other-than-temporary; and the
assessment of the valuation of deferred income taxes and income tax reserves. Actual results may differ from
estimated amounts.

Cash and cash equivalents

Cash and cash equivalents include cash deposits in banks and highly-liquid investments with original
maturities of three months or less at the time of purchase.

Marketable investments

Short-term marketable investments include investments with maturities of greater than three months
and less than one year. Long-term marketable investments include investments with maturities of greater than
one year.

At May 31, 2003 and May 25, 2002, marketable investments are classified as available-for-sale and
reported at fair market value with the related unrealized holdings gains and losses excluded from earnings and
included, net of deferred income taxes, in Accumulated other comprehensive loss on the Consolidated Balance
Sheets. Prior to February 23, 2002, marketable investments, excluding corporate securities, were classified as
held-to-maturity and were recorded at their amortized cost. The specific identification method is used to
recognize realized gains and losses on the sale of marketable investments.
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Property, plant and equipment

Property, plant and equipment are stated at cost. Depreciation is based on the estimated useful lives of
the assets, ranging from ten to forty years for buildings and two to seven years for machinery and equipment,
and is provided using the straight-line method.

Deferred income taxes

Deferred income taxes, reflecting the impact of temporary differences between assets and liabilities
recognized for financial reporting and tax purposes, are based on tax laws currently enacted. Deferred tax assets
are reduced by a valuation allowance when it is more likely than not that some portion of the deferred tax assets
will not be realized.

Software development costs

Software development costs that are incurred after technological feasibility has been established are
capitalized in accordance with SFAS No. 86, “Accounting for the Costs of Computer Software to be Sold,
Leased or Otherwise Marketed” and then amortized over the lesser of five years or the economic life of the
related product.

Intangible assets

Intangible assets, primarily goodwill, patents and trademarks, are stated at cost. For intangible assets
excluding goodwill, amortization is provided on a straight-line basis over periods generally not exceeding fifteen
years. Intangible assets other than goodwill are included in Other long-term assets on the Consolidated Balance
Sheets.

Impairment of long-lived assets

Long-lived assets and intangibles are reviewed for impairment when events or circumstances indicate
costs may not be recoverable. Impairment exists when the carrying value of the asset is greater than the pre-tax
undiscounted future cash flows expected to be provided by the asset. If impairment exists, the asset is written
down to its fair value. Fair value is determined through quoted market values or through the calculation of the
pre-tax present value of future cash flows expected to be provided by the asset.

Revenue recognition

The Company recognizes revenue when persuasive evidence of an arrangement exists, delivery has
occurred, the sales price is fixed or determinable and collectibility is probable. Generally, these criteria are met
at the time the product is shipped under FOB shipping point shipping terms. Upon shipment, the Company also
provides for estimated costs that may be incurred for product warranties and sales returns. When other significant
obligations remain after products are delivered, revenue is recognized only after such obligations are fulfilled.
Revenue earned from service is recognized ratably over the contractual period or as the services are performed.
Shipping and handling costs are recorded as Cost of sales on the Consolidated Statements of Operations.

Advertising

Advertising production and placement costs are expensed when incurred. Advertising expenses were
$12.8 million, $15.7 million and $21.6 million in fiscal years 2003, 2002 and 2001, respectively.

Environmental costs

Environmental costs are accrued, except to the extent costs can be capitalized, when environmental
assessments are made or remedial efforts are probable and when the related costs can be reasonably estimated.
Environmental liability accruals are calculated as the best estimate of costs expected to be incurred. If this
estimate can only be identified within a range and no specific amount within that range is determined more likely
than any other amount within the range, the minimum of the range is accrued. Actual costs incurred may vary
from these estimates due to the inherent uncertainties involved. Accrued environmental costs are recorded in
Accounts payable and accrued liabilities on the Consolidated Balance Sheets.
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Earnings per share, Including Pro Forma Effects of Stock-Based Compensation

Basic earnings per share is calculated based on the weighted average number of common shares
outstanding during each period. Diluted earnings per share is calculated based on these same weighted average
shares outstanding plus the effect of potential shares issuable upon assumed exercise of common stock
equivalents based on the treasury stock method. Common stock equivalents are excluded from the calculation
of diluted earnings per share to the extent their effect would be antidilutive.

The Company accounts for stock options according to Accounting Principles Board (“APB”’) Opinion
No. 25, “Accounting for Stock Issued to Employees.” Under APB Opinion No. 25, no compensation expense
is recognized in the Company’s consolidated financial statements upon issuance of employee stock options
because the exercise price of the options equals the market price of the underlying stock on the date of grant.
Alternatively, under the fair value method of accounting provided for by SFAS No. 123, “Accounting for Stock-
Based Compensation,” the measurement of compensation cost is based on the fair value of employee stock
options at the grant date and requires the use of option pricing models to value the options. The weighted average
estimated fair value of options granted during fiscal years 2003, 2002 and 2001 was $5.87, $12.26 and $17.06
per share, respectively.

The pro forma impact to both net earnings and earnings per share from calculating stock-related
compensation cost consistent with the fair value alternative of SFAS No. 123 is indicated below:
2003 2002 2001

(amounts in thousands, except
per share information)

Net earnings as reported ............ooeiiriieiiiineeiineenennn.. $ 25,329 $ 32,689 $140,109
Stock compensation cost included in net

earnings as reported, net of income taxes .................... 612 305 186
Stock compensation cost using the fair

value alternative, net of income taxes ........................ (20,949) (19,220) (13,421)
Pro forma net earnings ............cooveiiiiiieiiieiinaiinai. $ 4,992 $ 13,774 $126,874
Basic EPS—as reported ...t $ 029 $ 036 $ 148
Basic EPS—pro forma ...............co i 0.06 0.15 1.34
Diluted EPS—as reported ............c.cooiiiiiiiiiiiiiii $ 029 $ 035 $ 146
Diluted EPS—pro forma ..........ccooviiiiiiiiiiiiiiiiinann 0.06 0.15 1.32

Foreign currency translation

Assets and liabilities of foreign subsidiaries that operate in a local currency environment are translated into
U.S. dollars at period-end exchange rates. Income and expenses accounts are translated at the average exchange
rate during the period. Adjustments arising from the translation of assets and liabilities are accumulated as a
separate component of Accumulated other comprehensive loss in Shareholders’ equity on the Consolidated
Balance Sheets.

Derivatives

The Company utilizes derivative financial instruments, primarily forward foreign currency exchange
contracts, to reduce the impact of foreign currency exchange rate risks where natural hedging strategies cannot
be effectively employed. The notional or contract amounts of the hedging instruments do not represent amounts
exchanged by the parties and, thus, are not a measure of the Company’s exposure due to the use of derivatives.
The Company’s forward exchange contracts have generally ranged from one to three months in original maturity,
and no forward exchange contract has had an original maturity greater than one year.

The Company does not hold or issue derivative financial instruments for trading purposes. The purpose
of the Company’s hedging activities is to reduce the risk that the eventual cash flows of the underlying assets,
liabilities and firm commitments will be adversely affected by changes in exchange rates. In general, the
Company’s derivative activities do not create foreign currency exchange rate risk because fluctuations in the
value of the instruments used for hedging purposes are offset by fluctuations in the value of the underlying
exposures being hedged. Counterparties to derivative financial instruments expose the Company to credit-
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related losses in the event of nonperformance. However, the Company has entered into these instruments with
creditworthy financial institutions and considers the risk of nonperformance to be remote.

The Company adopted Statement of Financial Accounting Standard (“SFAS”) No. 133, “Accounting for
Derivative Instruments and Hedging Activities” and the subsequent amendments SFAS No. 137 and SFAS No.
138, on May 27, 2001. These pronouncements require that all derivatives, including foreign currency exchange
contracts, be recognized on the balance sheet at fair value. Derivatives that are not hedges must be recorded
at fair value through earnings. If a derivative is a hedge, depending on the nature of the hedge, changes in the
fair value of the derivative are either offset against the change in fair value of underlying assets or liabilities
through earnings or recognized in Accumulated other comprehensive loss until the underlying hedged item is
recognized in earnings. The ineffective portion of a derivative’s change in fair value is to be immediately
recognized in earnings. Derivatives that are not hedges are recorded at fair value through earnings.

3. Recent Transactions

Sony/Tektronix Redemption

During the second quarter of fiscal year 2003, the Company acquired from Sony Corporation (“Sony”),
its 50% interest in Sony/Tektronix Corporation (“Sony/Tektronix”) through redemption of Sony’s shares by
Sony/Tektronix for 8 billion Yen (“Sony/Tektronix Acquisition”), or approximately $65.7 million at
September 30, 2002. This transaction closed on September 30, 2002, at which time the Company obtained 100%
ownership of Sony/Tektronix. This transaction is a long-term strategic investment that will provide the Company
stronger access to the Japanese market and the ability to leverage the engineering resources in Japan. The
Company accounted for its investment in Sony/Tektronix under the equity method prior to this redemption. Prior
to the close of this transaction, the Sony/Tektronix entity entered into an agreement to borrow up to 9 billion
Yen, or approximately $73.9 million at an interest rate of 1.75% above the Tokyo Inter Bank Offering Rate.
Sony/Tektronix utilized $53.1 million of this credit facility to fund a portion of the redemption of shares from
Sony and the remainder will provide operating capital for this Japan subsidiary. The transaction was accounted
for by the purchase method of accounting, and accordingly, beginning on the date of acquisition the results of
operations, financial position and cash flows of Sony/Tektronix were consolidated in the Company’s financial
statements. Assets purchased and liabilities assumed as of the purchase date were as follows (in thousands):

CaSh $ 23915
AcCCoUNts TeCEIVADIE ... 23,333
VENEOTY . e 15,476
Deferred tax aSSEt .. ...ttt e 3,431
Property, plant and equipment ..............ooiiiiiiiiii e 36,752
GOOAWILL .« .o 35,647
INtangible ASSELS .. ....uin ittt e 2,200
Other [ong-term aSSELS ... .......ouiutinttt et 42,469
TOtALl ASSELS ..ttt e et e $183,223
Accounts payable and accrued liabilities .................. .. .o $ 22,394
Accrued COMPENSALION ... ...tu ittt ettt et e 5,071
Long-term debt ...t e 53,506
Other long-term labilities ......... ..ot 62,412
Total HADIITES ... ne ettt e e e et e e e e e e e e e e e $143,383

The allocation of purchase price to the pension liability assumed in the transaction was based on the best
available data as of the transaction date. The allocation of purchase price to the pension liability will be adjusted
upon completion of the appropriate analysis of such liabilities. The pension liability is included in Other long-
term liabilities on the Consolidated Balance Sheet as of May 31, 2003.
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Pro forma summary results of operations of the Company after intercompany eliminations of the newly
created Japan subsidiary as though the acquisition had been completed at the beginning of fiscal year 2002 were
as follows:

2003 2002

(In thousands, except
per share amounts)

INEE SALES L.\ttt ettt e $807,129 $869,233
NEt CAMMINGS ..ttt ettt ettt e e e 23,190 26,198
Earnings per share—diluted ....................ccooiiiiii $ 027 $ 028

Subsequent to closing, the Company incurred $3.5 million in costs specifically associated with integrating
the operations of this subsidiary which are recorded in Acquisition related costs on the Consolidated Statements
of Operations.

Sale of VideoTele.com

On November 7, 2002, the Company completed the sale of the VideoTele.com (“VT.c”) subsidiary. VT.c
was sold to Tut Systems, Inc. (“Tut”), a publicly traded company, for 3,283,597 shares of Tut common stock
valued at $4.2 million and a note receivable for $3.1 million due in November 2007. The common stock is
classified as an available-for-sale security and represented a 19.9% interest in Tut. Accordingly, the common
stock is not accounted for under the equity method. Both the common stock and the note receivable are included
in Other long-term assets in the Consolidated Balance Sheet as of May 31, 2003. Under the terms of the sale
agreement, the Company is restricted from selling the common stock for a period of 1 year. The note receivable
accrues interest at an annual rate of 8%. As a result of this transaction, employees of VT.c on the transaction
date became employees of the post-merger entity at the time of the closing. The sale of VT.c has been accounted
for as a discontinued operation in accordance with SFAS No. 144, “Accounting for the Impairment or Disposal
of Long-Lived Assets.” Accordingly, the results of VT.c operations prior to the transaction date, and the loss
on this sale, are excluded from continuing operations and recorded as discontinued operations, net of tax, in
the Consolidated Statements of Operations.

Sale of Optical Transmission Test Products

On November 5, 2002 the Company completed the sale of certain assets related to the Company’s optical
transmission test products to Digital Lightwave, Inc. (“DLI”). The assets sold include inventory, fixed assets
and technology related to specific optical products. Total proceeds on this sale were $10.0 million with $9.0
million received at the time of closing with an additional $1.0 million to be held in escrow for a period of 12
months pending the resolution of certain contingencies. Of the assets sold, $3.4 million were fixed assets and
the proceeds received equaled the net book value resulting in no gain or loss on the sale of fixed assets. The
remaining proceeds of $6.6 million related to the sale of inventory and technology, and are included in Net Sales
in the Consolidated Statement of Operations. The net book value of inventory and technology assets sold was
$6.2 million at the time of the sale. In addition, DLI assumed warranty and other related liabilities of $0.6 million.
The Company has also established a contingent liability for resolution of sale related contingencies of $1.0
million. The net book value of the assets sold and the contingent liability reserve have been recorded as Cost
of sales in the Consolidated Statement of Operations. Liabilities assumed by DLI have been recorded as a
reduction to cost of sales.

The Company had previously accrued certain liabilities related to actions intended to reduce the operating
costs associated with the design, production and sale of the optical transmission test products. As a result of
the sale to DLI, certain of these liabilities were expected to be mitigated and accordingly, the Company reversed
$2.0 million of previously accrued expenses as a reduction to Business realignment costs in the second quarter
of fiscal year 2003 in the Consolidated Statements of Operations. Due to a significant deterioration of their
financial condition, it appears probable that DLI will not fulfill its lease obligation, which it assumed from the
Company. Accordingly, the Company accrued $2.0 million during the third and fourth quarters of fiscal year
2003 for the estimated exposure associated with this lease obligation which is included in Business realignment
costs in the Consolidated Statements of Operations.
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Sale of Optical Parametric Test Business

During the third quarter of fiscal year 2003, management approved and initiated an active plan for the
sale of its optical parametric test business. This business was sold during the fourth quarter of fiscal year 2003
and has been accounted for as a discontinued operation in accordance with SFAS No. 144. Accordingly, the
results of operations of the optical parametric test business have been excluded from continuing operations and
recorded as discontinued operations. In fiscal year 2003, the Company recognized a loss on sale of the optical
parametric test business of $17.1 million, net of income tax benefit of $9.2 million.

4.  Sale of Color Printing and Imaging

On January 1, 2000, the Company sold substantially all of the assets of the Color Printing and Imaging
division (“CPID”). The Company accounted for CPID as a discontinued operation in accordance with
Accounting Principles Board (“APB”) Opinion No. 30, “Reporting the Results of Operations—Reporting the
Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events
and Transactions.” The sales price was $925.0 million in cash, with certain liabilities of the division assumed
by the buyer. During fiscal year 2000, Tektronix recorded a net gain of $340.3 million on this sale. The net
gain was calculated as the excess of the proceeds received over the net book value of the assets transferred,
$198.5 million in income tax expense, a $60.0 million accrual for estimated liabilities related to the sale and
$14.4 million in transaction and related costs. The accrual for estimated liabilities related to the sale was $10.4
million and $36.0 million as of May 31, 2003 and May 25, 2002, respectively. During fiscal year 2003, the
Company recorded a gain of $16.3 million, net of income tax expense of $8.8 million, as a result of the resolution
of certain estimated liabilities related to the sale. This gain was reported in discontinued operations in the
Consolidated Statements of Operations. In fiscal year 2002, the Company recorded a gain of $2.2 million, net
of income tax expense of $1.2 million, in Gain on sale of CPID in the Consolidated Statements of Operations
as a result of settling and adjusting certain indemnities related to the original sales transaction.

The Company’s original accrual for estimated liabilities associated with the sale related to specific
provisions in the sale agreement for indemnities and warranties as well as settlement of disputes over the value
of net assets as of the transaction date. The indemnities and warranties primarily relate to the Company’s
obligation for liabilities existing prior to the closing date of January 1, 2000. Subsequent to the close of the
transaction, the Company entered into an arbitration process to determine settlement of certain disputes
regarding the value of the net assets transferred at the closing date. This arbitration was resolved in the first
quarter of fiscal year 2002, resulting in an $18.0 million payment by the Company to the purchaser. This
settlement directly reduced the amount of the contingent liability reserve. The accrual was further reduced by
reversals of $25.0 million during fiscal year 2003. The reversals were due to the Company changing its estimate
of probable exposures under the remaining indemnity and warranty provisions. Specifically, the Company
recorded reversals due to a) the expiration of an indemnity period, which passed without the Company receiving
claims under the expiring provisions, b) the resolution of certain outstanding potential exposures for amounts
less than that anticipated by the Company, and c¢) other factors which reduced the Company’s estimate of
probable exposures under the remaining indemnity and warranty provisions. The reversals have been recorded
net of tax effect in Discontinued operations in the Statements of Operations for the year ended May 31, 2003.
Other changes in the contingent liability reserve were primarily for cash payments. The remaining balance of
this contingent liability is $10.4 million as of May 31, 2003, a significant portion of which may take several
years to resolve. If unforeseen events or circumstances arise subsequent to the balance sheet date, changes in
our estimate of the contingent liability could be material to the financial statements.

The Company continues to closely monitor the status of the CPID related contingent liabilities based on
information received. The liability will be adjusted as settlements are completed or more information becomes
available that will change the likely outcome. Changes to the estimate of liabilities or differences between these
estimates and the ultimate amount of settlement will be recorded in Discontinued operations in the Consolidated
Statement of Operations in the period such events occur.

5.  Sale of Video and Networking

On August 9, 1999, the Company announced that it had reached an agreement to sell substantially all
of the operating assets of its Video and Networking division to GVG. During fiscal year 2000, Tektronix
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recorded pre-tax charges of $31.6 million for losses incurred or expected to be incurred in connection with the
transaction. These charges were calculated based upon the excess of the estimated net book value of assets to
be transferred over the proceeds received, as well as asset impairments incurred as a result of the sale. The
companies closed the sale with a series of transactions in fiscal year 2000. Tektronix received cash of $30.2
million, before transaction costs of $1.1 million and notes receivable with a carrying value of $32.5 million.
The sale of the Video and Networking division did not meet the criteria to be recorded as a discontinued operation
in accordance with APB Opinion No. 30.

In fiscal year 2001, the Company resolved certain outstanding contingencies related to the sale of the
Video and Networking division. The resolution of these items resulted in a net credit of approximately $1.5
million, which is included in Gain on sale of the Video and Networking division in the Consolidated Statements
of Operations. In addition, the Company converted a portion of the existing notes receivable from GVG to
preferred stock of GVG. During fiscal year 2002, the Company received $32.4 million as prepayment to the
notes receivable, associated interest and the preferred stock of GVG as a result of GVG being purchased by
a third party. This resulted in $0.8 million of interest income based on the discount associated with the note
receivable and a $0.3 million gain on the preferred stock that was recorded in Other expense, net in fiscal year
2002. The Company also recorded a gain on the sale of the Video and Networking division of $0.8 million
in fiscal year 2002 as a result of adjusting the estimated liability for indemnities associated with the original
sale as a result of this subsequent sale to a third party.

6. Business Realignment Costs

Business realignment costs represent actions to realign the Company’s cost structure in response to
significant events and primarily include restructuring actions and impairment of assets resulting from reduced
business levels. Restructuring actions taken during fiscal years 2002 and 2003 were intended to reduce the
Company’s worldwide cost structure across all major functions in response to the dramatic economic decline,
which severely impacted markets into which the Company sells its products. Major operations impacted include
manufacturing, engineering, sales, marketing and administrative functions. The Company expects to achieve
future cost savings primarily by reducing employee headcount. In addition to severance, the Company incurred
other costs associated with restructuring its organization, which primarily represent facilities contracts and other
exit costs associated with aligning the cost structure to appropriate levels. Management believes that the
restructuring actions implemented in fiscal years 2002 and 2003 have resulted in the costs savings anticipated
for those actions.

Fiscal Year 2003 Activity

During fiscal year 2003, the Company incurred $34.6 million of business realignment costs for employee
severance, impairment of an intangible asset, a facility lease obligation and closure of other facilities. The
Company incurred $24.0 million of severance for the termination of 524 employees resulting from fiscal year
2003 actions to realign the Company’s cost structure, including $11.2 million for 155 former employees of
Tektronix Japan. Expected future annual salary cost savings from actions taken in fiscal year 2003 to reduce
employee headcount is estimated to be $27.1 million. The Company began to achieve these savings during fiscal
year 2003 as headcount was reduced during the year. The Company also incurred $3.3 million for pension
curtailment and settlement losses for the employees terminated in Japan. Severance liabilities for actions taken
in fiscal years 2002 and 2000 were reduced by $0.6 million largely for employees that unexpectedly left
voluntarily without severance.

An impairment charge of $9.1 million was recognized for an intangible asset for acquired Bluetooth
technology. The impairment of this intangible asset was due to the Company’s decision to limit investment into
the development of products that utilize this technology. During the first half of fiscal year 2003, the Company
formed the opinion that the market potential for test and measurement products in the Bluetooth area did not
warrant significant investment relative to other product investment opportunities available to the Company. The
impairment was determined using the present value of estimated cash flows related to the asset.

The closure of certain foreign and domestic operations resulted in credits totaling $1.3 million for
accumulated translation gains and an expense of $0.1 million primarily for asset write-downs and contractual
obligations. The Company reversed $2.0 million for a facility lease obligation due to the sale of the Company’s
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optical transmission test product line in the second quarter of fiscal year 2003. As the current sub-lessee may
not fulfill its lease obligation, the Company accrued $2.0 million during the third and fourth quarters of fiscal
year 2003 as described in Note 3 to the Consolidated Financial Statements. These actions, other than the
reduction of severance liabilities, do not relate to the previously announced 2000 Plan discussed below.

Cash payments during fiscal year 2003 primarily for severance totaled $18.6 million for business
realignment charges recorded in fiscal year 2003. The remaining liabilities as of May 31, 2003 for business
realignment actions in fiscal year 2003 included $5.4 million for severance expenses for 165 employees and
$0.1 million for accrued liabilities related to the exit from certain operations.

Cash payments during fiscal year 2003 for severance and other accrued liabilities was $7.8 million for
business realignment charges recorded in fiscal year 2002. The remaining liabilities as of May 31, 2003 for
business realignment actions in fiscal year 2002 included $0.5 million for severance expenses for 12 employees
and $2.1 million for accrued liabilities related to the exit from certain operations.

Fiscal Year 2002 Activity

During fiscal year 2002, the Company incurred $27.0 million of net business realignment charges
including $28.4 million of expenses to better align future operating expense levels with reduced sales levels
offset by $1.4 million of reserve reversals related to the 2000 Plan which is discussed below. The $28.4 million
of business realignment expenses included $20.9 million of severance related costs for 592 employees
worldwide across all major functions and $7.5 million associated with exiting certain foreign and domestic
operations. The $7.5 million of costs associated with exiting certain foreign and domestic operations comprised
$2.7 million for loss on disposal of Argentina and Australia operations, $3.1 million for lease cancellations,
$0.9 million write-off of leasehold improvements and other assets and $0.8 million for termination of a service
contract in India during fiscal year 2002. During fiscal year 2002, $1.4 million of amounts recorded in prior
years were reversed from the accrued liabilities reserve. The reversal resulted primarily from the favorable
settlement of various office leases.

Cash payments during fiscal year 2002 for severance and other accrued liabilities totaled $14.4 million
for business realignment charges in fiscal year 2002. The remaining liabilities for severance and other accrued
liabilities included $7.5 million related to the severance expenses of 184 employees and $2.9 million related
to the exit from certain operations in fiscal year 2002. These actions do not relate to the previously announced
2000 Plan discussed below.

Fiscal Year 2001 Activity

Total fiscal 2001 pre-tax credits for business realignment charges, net on the Consolidated Statement of
Operations totaled $10.0 million. The net credits of $10.0 million consisted of restructuring reversals of
$15.2 million, offset by $2.3 million loss on sale of assets of Maxtek Components Corporation (“Maxtek™),
a wholly-owned subsidiary of Tektronix, and approximately $2.9 million of adjustments to the existing
restructuring plans.

In fiscal year 2001, $9.0 million of previously accrued amounts were reversed from the payables and other
liabilities reserve primarily for certain obligations which were assumed by a third party and favorable contract
buy-out settlements. In addition, accrued compensation reserves of $6.2 million were reversed due to $4.6
million for 187 individuals who either left the Company voluntarily or were re-assigned to future benefiting
operations and $1.6 million of severance related to individuals associated with the assets sold by Maxtek
discussed below.

Under the 2000 plan discussed below, certain assets and related employee severance costs of Maxtek were
included in the restructuring reserve as it was anticipated that they would be eliminated through closure. As
the opportunity to dispose of these assets through sale subsequently arose during fiscal year 2001, and was
determined by management to be more beneficial to the Company, the related reserves were deemed no longer
necessary, resulting in the reversals of accrued compensation of $1.6 million and payables and other liabilities
reserve of $0.2 million. The sale of those assets resulted in a pre-tax loss on sale of assets of $2.3 million.
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In fiscal year 2001, the payables and other liabilities reserve was increased by $2.4 million primarily to
provide for additional estimated costs related to exit activities and the accrued compensation reserve was increased
by $0.5 million for the subsequent clarification and amendment of an agreement with a terminated employee.

Cash payments in fiscal year 2001 included $4.3 million for severance payments for existing restructuring
plans and $8.5 million for other exit obligations.

Fiscal Year 2000 Plan

In connection with the sale of CPID and VND, the Company announced and began to implement a series
of actions (the “2000 Plan”) in the third quarter of fiscal year 2000, which were intended to further consolidate
worldwide operations and transition the Company to a smaller business focused on test, measurement and
monitoring. Major actions under the 2000 Plan included the exit from and consolidation within underutilized
facilities, including the write-off of assets that were abandoned in conjunction with this action, the write-off
and disposal of certain excess service and other inventories and focused headcount reductions to streamline the
cost structure to that of a smaller focused Measurement business and to eliminate duplicative functions within
the Company’s infrastructure. Total restructuring charges in fiscal year 2000 for this plan were $64.8 million
which included $19.1 million for write-off of assets, $16.8 million for contractual obligations, $15.5 million
for inventory impairment and $13.4 million for employee severance and related costs.

7. Marketable Investments

During fiscal year 2002, the Company converted its marketable investments to available-for-sale which
allows the Company to maximize the investment returns by reacting to fluctuations in interest rates. This requires
the marketable investments to be recorded at market value with the resulting gains and losses included, net of
tax, in Accumulated other comprehensive loss on the Consolidated Balance Sheets. This resulted in realized
gains of $1.8 million and realized losses of $2.4 million on sales of marketable investments in fiscal year 2003.
During fiscal year 2002 sales of marketable investments resulted in realized gains of $0.7 million and realized
losses of $0.4 million. Prior to fiscal year 2002, marketable investments were classified as held-to-maturity and
recorded at amortized cost.

Short-term marketable investments held at May 31, 2003 consisted of:

Amortized Unrealized Unrealized Market
cost gains losses value
(In thousands)
Corporate notes and bonds .............. $ 31,148 $ 418 $ — $ 31,566
Asset backed securities ................. 40,078 471 (133) 40,416
Mortgage backed securities ............. 5,614 91 (82) 5,623
Federal agency notes and bonds ........ 28,335 429 — 28,764
Short-term marketable investments ..... $105,175 $1,409 $(215) $106,369

Short-term marketable investments held at May 25, 2002 consisted of:

Amortized Unrealized Unrealized Market
cost gains losses value
(In thousands)

Commercial paper ....................... $ 10,962 $ — $ — $ 10,962
Certificates of deposit.................... 9,358 6 — 9,364
Corporate notes and bonds............... 87,056 1,099 (46) 88,109
Asset backed securities .................. 65,841 234 (291) 65,784
Mortgage backed securities.............. 4,555 — (26) 4,529
Federal agency notes and bonds ......... 14,878 18 — 14,896
Short-term marketable investments . ..... $192,650 $1,357 $(363) $193,644
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Long-term marketable investments held at May 31, 2003 consisted of:

Amortized Unrealized Unrealized Market
cost gains losses value
(In thousands)
Corporate notes and bonds .............. $ 91,712 $ 2,181 $— $ 93,893
Asset backed securities ................. 56,633 2,725 (12) 59,346
Federal agency notes and bonds ........ 78,643 1,798 — 80,441
Mortgage backed securities ............. 143,378 2,574 49) 145,903
U.S. Treasuri€sS ..........oevveeiunnnnn. 35,044 979 — 36,023
Long-term marketable investments ...... $405,410 $10,257 $(61) $415,606
Long-term marketable investments held at May 25, 2002 consisted of:
Amortized Unrealized Unrealized Market
cost gains losses value
(In thousands)
Corporate notes and bonds............... $ 52,059 $ 951 $(10) $ 53,000
Asset backed securities .................. 48,929 663 3) 49,589
Mortgage backed securities.............. 90,510 665 54) 91,121
Federal agency notes and bonds ......... 85,891 519 (11) 86,399
U.S. Treasuries ..........ccooveieiininn... 20,984 15 (4) 20,995
Long-term marketable investments ...... $298,373 $2,813 $(82) $301,104

Contractual maturities of long-term marketable investments at May 31, 2003 will be as follows:

After 1 year through 5 years....... ...
Mortgage backed SECUITIeS .. ... vuintit ettt

Amortized

Cost Basis

$262,032

143,378
$405,410

Investments in corporate equity securities are classified as available-for-sale and reported at fair market
value on the Consolidated Balance Sheets and are included in Other long-term assets. The related unrealized
holding gains and losses are excluded from earnings and included, net of tax, in Accumulated other
comprehensive loss on the Consolidated Balance Sheets. Corporate equity securities classified as available-for-
sale and the related unrealized holding gains and losses at May 31, 2003 and May 25, 2002 were as follows:

2003 2002
(In thousands)
Unamortized cost basis of corporate equity securities ........... $ 8,384 $ 4378
Gross unrealized holding gains ................cooiiiiiiiiii., 7,707 9,677
Fair value of corporate equity securities ........................ $16,091 $14,055

8. Concentrations of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist
principally of trade accounts receivable and marketable investments. The risk is limited due to the large number
of entities comprising the Company’s customer base and investments, and their dispersion across many different

industries and geographies.
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9. Inventories

Inventories are stated at the lower of cost or market. Cost is determined based on a currently-adjusted
standard basis, which approximates actual cost on a first-in, first-out basis. The Company periodically reviews
its inventory for obsolete or slow-moving items. Inventories consisted of the following at May 31, 2003 and
May 25, 2002:

2003 2002
(In thousands)
MALETIALS ettt e e $ 4314 $ 2,648
WOTK in ProCESS .. .vniett et 35,637 45,137
Finished g00ds ..... ..ot 52917 66,739
INVENIOTIES ...ttt ettt ettt e e $92,868 $114,524

10. Other Current Assets
Other current assets consisted of the following at May 31, 2003 and May 25, 2002:

2003 2002
(In thousands)
Current deferred taxX aSSet .. ....vueeeee e $23.,457 $31,607
Income taxes receivable ......... ... 15,303 —
Other receivables ... 8,289 10,927
Prepaid eXpenses .........oouiii i 6,514 6,194
Pension aSSet .........iieiii s 6,592 5,523
Other CUrrent asSetS ... .........uinrereroneiia e aaiaiaaeannn. 618 654
Held-for-sale assets .........ouiiiniiiiii e 29,601 8,593
Notes receivable .............iiiiiii 34 726
Other CUITENt ASSELS ..\ vtt ettt ee e eeaei e eaeaanenns $90,408 $64,224

Held-for-sale assets at May 31, 2003 include office buildings and land located in Shinagawa, Japan, which
was acquired in the Sony/Tektronix redemption in fiscal year 2003, and a facility located in Nevada City,
California that are currently being marketed for sale. The Company expects to complete the sales of these
properties in fiscal year 2004. The fair market values of these properties exceed their respective carrying values,
accordingly, there was no impairment as of May 31, 2003.

11. Property, Plant and Equipment
Property, plant and equipment consisted of the following at May 31, 2003 and May 25, 2002:

2003 2002
(In thousands)
Land ... $ 6,935 $ 698
Buildings .......oiiiii 153,615 130,648
Machinery and equipment ................coiiiiiiiiiiiiiii.. 268,960 250,259
Accumulated depreciation and amortization ..................... (301,525) (251,038)
Property, plant and equipment, net ...............c.oiiiiiia.. $ 127,985 $ 130,567

Property, plant and equipment as of May 31, 2003 includes the land, buildings and machinery, as well
as the associated accumulated depreciation, acquired as part of the of Sony/Tektronix share redemption
described in Note 3.
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12. Goodwill

The Company adopted SFAS No. 141, “Business Combinations” and SFAS No. 142, “Goodwill and Other
Intangible Assets” on accounting for business combinations and goodwill as of the beginning of fiscal year 2002.
Accordingly, the Company no longer amortizes goodwill from acquisitions, but continues to amortize other
acquisition-related intangibles and costs. The increase in goodwill during fiscal year 2003 was due to the $35.6
million addition from the acquisition of Sony/Tektronix Corporation on September 30, 2002 and a $6.5 million
increase due to foreign currency translation as of May 31, 2003.

In conjunction with the implementation of the new accounting rules for goodwill, the Company completed
a goodwill impairment analysis as of the beginning of fiscal year 2002 with an update during the second quarter
ended November 24, 2001, and found no impairment. As required by the new rules, the Company performed
an impairment analysis during the second quarter ended November 30, 2002, and again found no impairment.
The impairment review is based on a discounted cash flow approach that uses estimates of future market
performance and revenues and costs for the reporting units as well as appropriate discount rates. The estimates
used are consistent with the plans and estimates that the Company uses to manage the underlying businesses.

In the third quarter of fiscal year 2003, management approved and initiated an active plan for the sale
of the optical parametric test business. Accordingly, the Company classified other long-term assets of the optical
parametric test business, primarily goodwill and other intangible assets, totaling $24.4 million as Assets of
discontinued operations. The Company recognized a pre-tax write-down of $23.6 million included in loss from
discontinued operations in the Consolidated Statements of Operations in the third quarter of fiscal year 2003.
In the fourth quarter of fiscal year 2003, the Company completed the sale of the optical parametric test business
and wrote off the remaining carrying value of goodwill and other intangible assets.

In the fourth quarter of fiscal year 2003, management approved and initiated an active plan for the sale
of Gage. This business has been accounted for as a discontinued operation in accordance with SFAS No. 144.
Accordingly, the Company classified other long-term assets of Gage, primarily goodwill, totaling $4.6 million
as Assets of discontinued operations in the Consolidated Balance Sheets. The Company recognized a pre-tax
write-down of $3.4 million in fiscal year 2003 to write-down the net assets, primarily for goodwill, of Gage
to net realizable value less estimated selling costs. As of May 31, 2003, the remaining net book value of $1.2
million for other long-term assets attributable to Gage was included in Assets of discontinued operations in the
Consolidated Balance Sheets.

13. Other Long-Term Assets
Other long-term assets consisted of the following at May 31, 2003 and May 25, 2002:

2003 2002
(In thousands)
Corporate equity SECUTTHES . ....vvuerreereeiieeieeineennnnns $16,091 $14,055
Notes, contracts and 1€aSes .............ccoiiiiiiiiiiininnnn.. 9,370 4,905
Pension aSSEt . .....i.uiieit 9,280 65
Investment in Sony/Tektronix Corporation ...................... — 40,487
Other intangibles, net ...t 6,639 14,166
Other @SSELS ...\ttt et e ettt 157 267
Other long-term assetS ...............veueineineieineinennannnn. $41,537 $73,945
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14. Accounts Payable and Accrued Liabilities

The Company’s accounts payable and accrued liabilities consisted of the following at May 31, 2003 and
May 25, 2002:

2003 2002
(In thousands)
Trade accounts payable ...............coovveeiiiiiiiiiinneannniss $ 59,539 $ 64,875
Other accounts payable ...........c.cooiiiiiiiiiiiiiiiiin 4,721 4,742
Accounts payable ... 64,260 69,617
Contingent liabilities ........... oot 22,139 45,064
ACCTUEA EXPEINSES .t veet ettt et e e et 1,173 3,661
Restructuring reServe .............oeeiiriiiiiii i 2,281 3,687
WaAITANLY TESEIVE ..ttt ittt et e e e e e eeaeenas 8,689 11,033
Other current liabilities .............ooiiiiiiiiiiii i, 3,211 16,646
Accrued liabilities ........... i 37,493 80,091
Accounts payable and accrued liabilities ........................ $101,753 $149,708

Other accounts payable includes employee benefits liabilities and other miscellaneous non-trade payables.
Contingent liabilities included $11.6 million and $36.2 million of accruals for estimated liabilities related to
the sales of various businesses as of May 31, 2003 and May 25, 2002, respectively. It is reasonably possible
that management’s estimates of contingent liabilities could change in the near term and that such changes could
be material to the Company’s financial statements.

Also included in contingent liabilities is $5.0 million specifically associated with the closure and cleanup
of alicensed hazardous waste management facility at the Company’s Beaverton, Oregon campus. The Company
established the initial liability in 1998 and based ongoing estimates on currently available facts and presently
enacted laws and regulations. Costs for tank removal and cleanup were incurred in fiscal year 2001. Costs
currently being incurred primarily relate to ongoing monitoring and testing of the site. Management’s best
estimate of the range of remaining reasonably possible cost associated with this environmental cleanup, testing
and monitoring is $5.0 million to $10.0 million, which is estimated to be incurred over the next several years.
If events or circumstances arise that are unforeseen to the Company as of the balance sheet date, actual costs
could differ materially from this estimate.

Other current liabilities as of May 25, 2002 included net income taxes payable of $12.6 million.

15. Long-Term Debt

The Company’s long-term debt consisted of the following at May 31, 2003 and May 25, 2002:

2003 2002

(In thousands)
TIBOR+1.75% facility due September 29, 2006,

interest at 1.84% on May 31,2003 ...........ccoiiiinaiinn.. $ 54,393 $ —
7.5% notes due August 1, 2003 ... 56,300 57,300
7.625% notes due August 15,2002 ..., — 41,765
Other long-term agreements ....................cooooviniinann... 893 —
Less: current POrtion .. .......c.veeerierneneineineineenaenannnn. (56,584) (41,765)
Long-term debt .........oiiiiiiiiiiiii e $ 55,002 $ 57,300

The TIBOR+1.75% debt facility agreement requires the Company to comply with certain financial
covenants measured on tangible net worth and certain financial ratios. This agreement also contains a cross
default clause which could trigger acceleration of outstanding debt should the Company default on other
financial indebtedness, as defined in the agreement. The agreement for the 7.5% notes due August 1, 2003 also
contains a cross default clause applicable to other indebtedness of more than $10 million. The Company was
in compliance with its debt covenants as of May 31, 2003, and there were no events that could trigger the cross
default clauses.
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At May 31, 2003, the Company maintained unsecured bank credit facilities of $132.8 million, of which
$77.6 million is available for future drawdowns.

On May 1, 2002, the Company terminated its $150.0 million unsecured revolving credit agreement that
originally matured in December 2004. In addition, the Company’s agreement with a financial institution to issue
up to $100.0 million in commercial paper was deactivated due to the termination of the revolving credit
agreement. These agreements were terminated by the Company as management determined there was not a
foreseeable need to use the facilities.

The Company retired $42.8 million and $27.7 million of long-term notes in fiscal year 2003 and 2002,
respectively, at rates approximating par through a series of transactions. The resulting net premiums paid for
the early retirements were less than $0.1 million in fiscal year 2003, $0.8 million in fiscal year 2002 and less
than $0.1 million in fiscal year 2001 and were recorded in interest expense. Aggregate debt payments on
currently outstanding debt will be $56.6 million in fiscal year 2004, $0.3 million in fiscal year 2005, $0.3 million
in fiscal year 2006 and $54.4 million in fiscal year 2007.

16. Other Long-Term Liabilities
Other long-term liabilities consisted of the following at May 31, 2003 and May 25, 2002:

2003 2002
(In thousands)
Pension liability ..........oo i $285,754 $ 87,348
Postretirement benefits ...ttt 17,568 21,744
Deferred compensation .................eeneeneuneineunenaiaenannnn. 9,943 9,864
(01 1 1<) 7,077 7,071
Other long-term labilities ...........oouiiiiiiii e, $320,342  $126,027

Other long-term liabilities at May 31, 2003 include pension and other long-term liabilities assumed as
part of the Sony/Tektronix share redemption. The increase in the pension liability during fiscal year 2003 also
includes adjustments for additional minimum pension liability described in Note 27.

17. Commitments and Contingencies

The Company leases a portion of its capital equipment and certain of its facilities under operating leases
that expire at various dates. Rental expense was $13.9 million in fiscal year 2003, $14.6 million in fiscal year
2002, and $16.2 million in fiscal year 2001. In addition, the Company is a party to long-term or minimum
purchase agreements with various suppliers and vendors. The future minimum obligations under operating
leases and other commitments having an initial or remaining non-cancelable term in excess of one year as of
May 31, 2003 were:

Operating
leases Commitments
(In thousands)
2004 $15,232 $3,172
2005 e 10,584 2,106
20000 e 5,903 1,390
2007 3,835 —
200 2,650 —
Future years ......... . 520 —
Total .o $38,724 $6,668

In the normal course of business, the Company and its subsidiaries are parties to various legal claims,
actions and complaints, including matters involving patent infringement and other intellectual property claims
and various other risks. It is not possible to predict with certainty whether or not the Company and its subsidiaries
will ultimately be successful in any of these legal matters or, if not, what the impact might be. However, the
Company’s management does not expect that the results of these legal proceedings will have a material adverse
effect on the Company’s results of operations, financial position or cash flows.
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18. Fair Value of Financial Instruments

For cash and cash equivalents, trade accounts receivable, accounts payable and accrued liabilities
and accrued compensation, the carrying amount approximates the fair value because of the immediate or short-
term nature of those instruments. Marketable investments are recorded at their fair value based on quoted
market prices.

The fair value of long-term debt is estimated based on quoted market prices for similar instruments or
by discounting expected cash flows at rates currently available to the Company for instruments with similar
risks and maturities. The following table summarizes the differences between the carrying amounts and fair
values of debt:

May 31, 2003 May 25, 2002
Carrying Fair Carrying Fair
amount value amount value

(In thousands)
TIBOR+1.75% facility due

September 29, 2006 .................. $54,393 $54,393 $ — $ —
7.5% notes due August 1, 2003 ......... 56,300 56,576 57,300 59,649
7.625% notes due August 15, 2002 ..... — — 41,765 42,146

19. Stock Compensation Plans

Stock options

The Company maintains stock option plans for selected employees. There were 17,873,451 shares
reserved for all stock compensation plans of which 17,024,890 shares were reserved for issuance under stock
option plans and 848,561 shares were reserved for the Employee Stock Purchase Plan at May 31, 2003. Under
the terms of the plans, stock options are granted at an option price not less than the market value at the date
of grant. Options granted between January 1, 1997 and January 1, 2000 generally vest over two years and expire
five to ten years from the date of grant. All other options granted generally vest over four years and expire ten
years from the date of grant. The following is a summary of the stock compensation plans as of May 31, 2003:

Equity Compensation Plan Information

Number of securities Number of securities
to be issued upon Weighted average remaining available
exercise of exercise price of for future issuance
outstanding options, outstanding options, (excluding shares
Plan Category warrants and rights  warrants and rights listed in (a))
(a) (b) (©
Equity Compensation Plans
Approved by Shareholders
2002 Stock Incentive Plan ....... 2,587,000 $16.98 5,801,279
1998 Stock Option Plan ......... 3,116,890 $20.23 —
1989 Stock Incentive Plan ....... 5,339,721 $28.10 —
Employee Stock Purchase Plan .. 161,715 $15.65 686,846
Equity Compensation Plan Not
Approved by Shareholders
2001 Stock Option Plan ......... 56,012 $24.47 123,988
Total ... 11,261,338 $23.17 6,612,113

The 2001 Stock Option Plan was adopted by the Board of Directors for the sole purpose of making grants
to new non-officer employees of the Company following acquisitions, and grants are limited to such non-officer
employees. Options with a term of 10 years were granted at fair market value at the time of the grant.
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Additional information with respect to option activity is set forth below:

Outstanding Exercisable
Number of Weighted Number of Weighted
shares in average shares in average
thousands exercise price thousands exercise price
May 27,2000 .....oiiiiiiii 5,174 $17.29 1,824 $14.17
Granted .........ccoiiiiiiiiiii 2,700 35.98
Exercised ..........ccoiiiiiiiiii, (1,654) 15.21
Cancelled ............................... (362) 23.46
May 26, 2001 ... 5,858 26.12 2,173 17.97
Granted ... 3,985 22.12
Exercised .............. .. ... (221) 14.60
Cancelled ......................oia.. (379) 30.16
May 25,2002 ...ooviiiii 9,243 24.50 3,772 21.73
Granted ..........c i 2,770 17.56
Exercised .............. ... (139) 11.14
Cancelled ...........coooviiiiiiiiiiion. (774) 25.57
May 31,2003 ..o 11,100 $22.87 4,914 $23.49

The following table summarizes information about options outstanding and exercisable at May 31, 2003:

Outstanding Exercisable

Weighted
average Weighted Weighted
Number of remaining average Number of average
shares in contractual exercise shares in exercise

Range of exercise prices thousands life (years) price thousands price

$ 6.75—9$17.12 1,811 5.40 $15.80 1,057 $14.88
1717 — 17.51 2,574 9.57 17.50 76 17.27
17.55 — 23.66 2,257 6.99 20.23 1,942 20.19
23.69 — 24.48 2,313 8.66 24.47 618 24.46
$24.59 — $40.69 2,145 7.38 36.32 1,221 36.09
11,100 7.75 $22.87 4,914 $23.49

The Company also has plans for certain executives and outside directors that provide stock-based
compensation other than options. Under APB No. 25, compensation cost for these plans is measured based on
the market price of the stock at the date the terms of the award become fixed. Under the fair value approach
of SFAS No. 123, compensation cost is measured based on the market price of the stock at the grant date. There
were 68,275, 3,155 and 20,332 shares granted under these plans during fiscal years 2003, 2002 and 2001,
respectively. The weighted average grant-date fair value of the shares granted under these plans during fiscal
years 2003, 2002 and 2001 was $18.43, $21.12 and $32.27 per share, respectively. Compensation cost for these
plans were $0.9 million, $0.4 million and $0.7 million in fiscal years 2003, 2002 and 2001, respectively.

SFAS No. 123 Assumptions

The fair value of options were estimated as of the date of grant using a Black-Scholes option pricing model
with the following weighted average assumptions:

2003 2002 2001
Expected life in years ...........c.oooviiiiiiiiiinii... 4.0 4.0 3.0
Risk-free interest rate ..............c.covviiiiiieninnennnn.. 3.1% 4.4% 5.1%
Volatility ..o 37.2% 69.3% 65.8%
Dividend yield ......... .o 0.0% 0.0% 0.0%

During fiscal year 2003, the Company reevaluated its methodology for estimating the volatility
assumption. This resulted in a method that more appropriately considers the impact of past trends that could
be expected in the future. The Company will use this revised method on a prospective basis.
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Employee Stock Purchase Plan

During fiscal year 2001, the Company initiated the Employee Stock Purchase Plan (“ESPP”). There were
1.5 million shares reserved for issuance under the ESPP. The ESPP, which became effective January 1, 2001, allows
substantially all regular employees to purchase shares of Tektronix common stock through payroll deductions of up
to 10% of eligible compensation. The price an employee pays for the stock is 85% of the market price at the beginning
or end of the period, whichever is lower. Plan periods are from January 15 to July 14 and July 15 to January 14.
During fiscal years 2003 and 2002, employees purchased 366,172 and 285,267 shares, respectively, at an average
price of $15.61 and $22.51 per share, respectively. At May 31, 2003, 686,846 shares of common stock were available
for future issuance under the ESPP. The average fair value in excess of the purchase price for ESPP shares purchased,
as calculated under SFAS No. 123, was $1.1 million and $1.1 million in fiscal years 2003 and 2002, respectively.

20. Shareholders’ Equity

Repurchase of common stock

On March 15, 2000, the Board of Directors authorized the purchase of up to $550.0 million of the
Company’s common stock on the open market or through negotiated transactions. This repurchase authority
allows the Company, at management’s discretion, to selectively repurchase its common stock from time to time
in the open market or in privately negotiated transactions depending on market price and other factors. During
fiscal years 2003 and 2002, the Company repurchased a total of 6.2 million and 2.1 million shares, respectively,
for $108.4 million and $42.0 million, respectively. As of May 31, 2003, the Company has repurchased a total
of 14.5 million shares at an average price of $21.83 per share totaling $316.5 million under this authorization.
The reacquired shares were immediately retired, as required under Oregon corporate law.

Shareholder Rights Agreement

On June 21, 2000, the Board of Directors adopted a new shareholder rights agreement to replace the 1990
agreement that expired by its terms in September 2000. To implement the new plan, the Board of Directors declared
a dividend of one right for each outstanding common share payable to shareholders of record on September 7,
2000. As a result of the Company’s two-for-one stock split in October 2000, each outstanding share of common
stock and each share issued thereafter, including under the plans, includes one-half of a right. Each right entitles
the holder to purchase one one-thousandth of a share of Series B preferred shares at a purchase price of $375,
subject to adjustment. The rights become exercisable ten days after a person or group acquires, or commences
a tender offer that would result in, beneficial ownership of 15% or more of the outstanding common shares of
the Company. Upon the occurrence of certain events described in the rights agreement, each right entitles its holder
to purchase common shares of the Company, or in certain circumstances common shares of the acquiring company,
or other property having a value of twice the right’s exercise price. However, rights that are beneficially owned
by an acquiring person become null and void. The rights may be redeemed at a price of $0.001 per right at any
time before a person becomes an acquiring person, and any time after a person becomes an acquiring person, the
Company may exchange each right at a ratio of one common share, or one one-thousandth of a preferred share
per right. The rights expire on September 7, 2010.

Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss consisted of the following:

Unrealized

holding Additional Accumulated

Foreign gains on minimum other
currency available-for- pension comprehensive

translation  sale securities liability loss

(In thousands)

Balance as of May 26, 2001 ............ $ 2,050 $ 7,864 $ — $ 9914
Fiscal year 2002 activity ................ 3,389 290 (91,716) (88,037)
Balance as of May 25,2002 ............ 5,439 8,154 (91,716) (78,123)
Fiscal year 2003 activity ................ 19,271 3,610 (95,956) (73,075)
Balance as of May 31, 2003 ............ $24,710 $11,764 $(187,672)  $(151,198)
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21. Derivative Financial Instruments and Risk Management

The Company adopted SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities and
the subsequent amendments SFAS No. 137 and SFAS No. 138, on May 27, 2001. These pronouncements require
that all derivatives, including foreign currency exchange contracts, be recognized on the balance sheet at fair
value. Derivatives that are not hedges must be recorded at fair value through earnings. If a derivative is a hedge,
depending on the nature of the hedge, changes in the fair value of the derivative are either offset against the
change in fair value of underlying assets or liabilities through earnings or recognized in other comprehensive
earnings until the underlying hedged item is recognized in earnings. The ineffective portion of a derivative’s
change in fair value is to be immediately recognized in earnings. The Company recorded a net-of-tax
cumulative-effect-type gain adjustment of less than $0.1 million in accumulated other comprehensive loss to
recognize at fair value all derivatives that are designated as cash-flow hedging instruments upon adoption of
SFAS No. 133 on May 27, 2001. This gain adjustment, which was reclassified to earnings during the first quarter
ending August 25, 2001, consisted of gains related to foreign currency forwards.

Derivative Instruments and Hedging Activities

The Company’s activities expose it to a variety of market risks, including the effects of changes in foreign
currency exchange rates. The financial exposures are monitored and managed by the Company as an integral
part of its overall risk management program. The Company’s risk management program seeks to reduce the
potentially adverse effects that the volatility of the markets may have on its operating results. The Company
maintains a foreign currency risk management strategy that uses derivative instruments to protect its interests
from unanticipated fluctuations in earnings and cash flows caused by volatility in currency exchange rates. By
using derivative financial instruments to hedge exposures to changes in exchange rates, the Company exposes
itself to credit risk and market risk. The Company manages exposure to counterparty credit risk by entering
into derivative financial instruments with highly rated institutions that can be expected to fully perform under
the terms of the agreement. Market risk is the adverse effect on the value of a financial instrument that results
from a change in currency exchange rates. The market risk associated with foreign exchange contracts is
managed by the establishment and monitoring of parameters that limit the types and degree of market risk that
may be undertaken.

Cash Flow Hedges

Cash flow hedges are hedges of anticipated transactions or of the variability of cash flows to be received
or paid related to a recognized asset or liability. The Company purchases foreign exchange options and forward
exchange contracts expiring within one year as hedges of anticipated purchases and sales that are denominated
in foreign currencies. These contracts are entered into to protect against the risk that the eventual cash flows
resulting from such transactions will be adversely affected by changes in exchange rates.

Net Investment Hedges

By maintaining equity investments in foreign subsidiaries, the Company is exposed to foreign currency
risk related to such investments. The Company hedges its foreign currency risk related to certain net investments
in foreign subsidiaries through the use of intercompany lending agreements.

Accounting for Derivatives and Hedging Activities

All derivatives are recognized on the balance sheet at their fair value. Changes in the fair value of a
derivative that is highly effective as—and that is designated and qualifies as—a cash-flow hedge are recorded
in other comprehensive loss, until the underlying transactions occur at which time the gains or losses are
recorded in Net sales. As May 31, 2003, the deferred net gain on derivative instruments in Accumulated other
comprehensive net loss was not significant. As of May 25, 2002, the $0.1 million of deferred net gains on
derivative instruments in Accumulated other comprehensive loss was reclassified to earnings in fiscal year 2003.
Changes in the fair value of a derivative that do not qualify as a hedge are recorded in current period earnings
in Other expense, net.
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The Company formally documents all relationships between hedging instruments and hedged items, as
well as its risk management objective and strategy for undertaking various hedge items. This process includes
linking all derivatives that are designated as cash flow hedges to specific anticipated transactions. The Company
also formally assesses, both at the hedge’s inception and on an on-going basis, whether the derivatives that are
used in hedging transactions are highly effective in offsetting changes in cash flows of hedged items. The
Company discontinues hedge accounting prospectively when (1) it is determined that a derivative is no longer
effective in offsetting changes in the fair value or cash flows of a hedged item; (2) the derivative expires or
is sold, terminated, or exercised or (3) the derivative is discontinued as a hedge instrument, because it is unlikely
that an anticipated transaction will occur. If hedge accounting is discontinued because it is probable that an
anticipated transaction will not occur, the derivative will continue to be carried on the balance sheet at its fair
value, and gains and losses that were accumulated in other comprehensive earnings will be recognized
immediately in earnings. In all other situations in which hedge accounting is discontinued, the derivative
will be carried at its fair value on the balance sheet, with changes in its fair value recognized in current
period earnings.

22. Business Segments

The Company’s revenue is derived principally through the development and marketing of a range of test
and measurement products in several operating segments that have similar economic characteristics as well as
similar customers, production processes and distribution methods. It is impractical to report net sales by product
group. Accordingly, the Company reports as a single Measurement segment. Historically, the Company operated
in three segments: Measurement, Color Printing and Imaging, and Video and Networking. The Color Printing
and Imaging division was accounted for as a discontinued operation and as such the results of operations and
the financial position of the division were not presented to management for decision-making purposes and are
not included in the table below.

The information provided below was obtained from internal information that was provided to the
Company’s executive management group for the purpose of corporate management. Certain facility, information
systems and other expenses were incurred by corporate and allocated to the divisions based on a percentage
of sales, number of employees or payroll costs. Depreciation expense by division was not included in the internal
information provided to the executive management group and was therefore not presented below. Inter-segment
sales were not material and were included in net sales to external customers below.

2003 2002 2001
(In thousands)

Consolidated net sales to external customers by region:
The Americas ............cooiiiiiiiiinian...

United States . .....ovrneee e, $332,710 $393.,009 $ 618,655
Other AMEriCas .........oovvviiineinnnnnn. 20,266 30,492 67,604
BUrope ......o.oviiiiiii 167,726 176,307 249,379
Pacific ... 163,181 143,192 167,424
Japan ... 107,165 67,300 95,105
Net SAleS «.vneee e $791,048 $810,300 $1,198,167
Operating income:
MEASUIEMENt ..o ve e e e e $ 54,000 $ 57,672 $ 180,810
Gain on sale of Video and Networking
division ... — 818 1,456
Business realignment (costs) credits .......... (34,551) (26,992) 10,799
Acquisition related costs ................oial (3,521) — —
Operating income ........................ $ 15,928 $ 31,498 $ 193,065
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2003 2002 2001
(In thousands)

Long-lived assets:

United States ..........covveiniininnnnnn... $532,762 $487,550 $528,662
International ................. ... ... .. ... 131,025 49,641 51,528
Deferred tax assetS ............coeiiuiinn... 144,134 64,522 20,587

Long-lived assets ................cooooon.. $807,921 $601,713 $600,777

23. Other Non-Operating Expense, Net

2003 2002 2001
(In thousands)
Loss on disposition of financial assets ......... $ (53) $(1,000) $(1,835)
Currency (losses) gains ...............c........ (134) (1,677) 1,282
Other eXpenses .........coeeereinenenernenenns (3,559) (1,603) (5,541)
Other non-operating expense, net ........ $(3,746) $(4,280) $(6,094)

24. Product Warranty Accrual

The Company’s product warranty accrual reflects management’s best estimate of probable liability under
its product warranties. Management determines the warranty accrual based on historical experience and other
currently available evidence.

Changes in the product warranty accrual were as follows (in thousands):

Balance, May 26, 2001 . ...ttt $10,378
Payments made ....... ... —
Change in warranty accruals ...............ooiiiiiiiiii i 655
Balance, May 25, 2002 . ...ttt 11,033
Payments made ..o —
Change in warranty accruals ...............ooiiiiiiiiiiii i (2,344)
Balance, May 31, 2003 .. ... o $ 8,689

The decrease in the product warranty accrual resulted from a decline in related product revenues for fiscal
year 2003.

25. Income Taxes

The provision (benefit) for income taxes consisted of:

2003 2002 2001
(In thousands)
Current:
Federal ........... .. i, $(10,429) $ 5,582 $53,214
State ... 300 619 2,807
Non-U.S. 9,299 13,580 8,316
(830) 19,781 64,337
Deferred:
Federal ... (149) 2,237 16,910
State .o 1,909 390 2,061
Non-U.S. (2,773) (4,339) (954)
(1,013) (1,712) 18,017
Total provision (benefit) ...................... $ (1,843) $18,069 $82,354
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The provisions (benefits) differ from the amounts that would result by applying the U.S. statutory rate
to earnings before taxes. A reconciliation of the difference is:

2003 2002 2001
(In thousands)
Income taxes based on U.S. statutory rate .... $ 11,657 $18,069 $ 79,341
State income taxes, net of U.S. tax ........... 1,436 656 3,164
Foreign sales corporation ..................... — (1,826) (3,424)
Extraterritorial income exclusion .............. (2,450) — —
Changes in valuation allowance ............... (5,844) 319 27,884
Reversal of prior years’ provisions ............ (12,500) — (28,481)
Other—net ........cooiiiiii i, 5,858 851 3,870
Total provision (benefit) ...................... $ (1,843) $18,069 $ 82,354

The reconciliations above reflect permanent items that impact the provisions. Items that increase
provisions include state income taxes and various nondeductible expenses, whereas items that decrease the
provisions include the foreign sales corporation and various tax credits.

The tax benefit of $1.8 million for fiscal year 2003 reflects a tax provision of approximately $10.7 million
on continuing operations, at an effective rate of 32%, offset by the favorable resolution of various prior period
contingencies during the year which permitted a reduction of $12.5 million in certain tax accruals recorded in
prior periods.

During fiscal year 2001, the Company reversed $28.0 million of reserves related to previously anticipated
exposures in jurisdictions in which the Company is a tax filing entity. The Company settled the prior years’
tax audits thereby allowing for the release of reserves previously established and also increased its valuation
allowance for tax benefits previously recognized relating to foreign tax credit carryovers. Management believes
that adequate provisions have been made for open years under audit.

Tax benefits of $0.5 million, $0.8 million and $12.9 million associated with the exercise of employee stock
options were allocated to common stock in fiscal years 2003, 2002 and 2001, respectively.

Net deferred tax assets and liabilities are included in the following Consolidated Balance Sheet line items:

2003 2002
(In thousands)
Other CUITENt ASSELS . ... vttt ettt e et $ 23,457 $31,607
Deferred tax aSSEtS .. ..vvuuttnit et 144,134 64,522
Net deferred tax aSSELS .. ..vnen ettt et $167,591 $96,129
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The temporary differences and carryforwards that gave rise to deferred tax assets and liabilities were
as follows:

2003 2002
(In thousands)

Deferred tax assets:

Accrued pension obligation ........... ... $ 85,403 $ 26,293

Reserves and other liabilities ............ ..., 53,467 58,075

Foreign tax credit carryforwards .................ccoooiiii 24,395 30,002
Intangibles . ... 12,781 3,951

Accrued postretirement benefits ................ i 7,794 9,260
Net operating loss carryforwards ...............coiiiiiiiian. 6,988 2,835

Other credit carryforwards ... 6,413 1,171

Restructuring costs and separation programs .................... 2,039 2,227
Accumulated depreciation ...............ooiiiiiiiiiiii 1,276 —
Gross deferred tax aSSELS ...ttt 200,556 133,814
Less: valuation allowance ................ccoiiiiiiiiiiinninn.n.. (24,959) (30,803)
Deferred tax aSSetS .. ..ovueittti s 175,597 103,011

Deferred tax liabilities:

Unrealized gains on marketable equity securities ............... (7,520) (5,435)
Software development COStS ........oiriiniiniininienannan... (486) (876)
Accumulated depreciation .......... ..o — (571)
Deferred tax liabilities ............coiiiiiiiiiiiiiiiiniananns (8,006) (6,882)
Net deferred tax asSEtS .......oueinrinti i, $167,591 $ 96,129

At May 31, 2003, there were $24.4 million of unused foreign tax credit carryovers which, if not used,
will expire between 2004 and 2008. The Company has placed a valuation allowance against these credits in
the amount of $24.4 million. In addition, at May 31, 2003, there were $6.4 million of general business credits
and alternative minimum tax credits which can be carried forward to offset future federal income tax liabilities
for a minimum of 20 years. The Company had net operating loss carryforwards of approximately $21.8 million
as of May 31, 2003, of which $13.0 million relate to net operating loss carryforwards in Japan which, if not
used, will expire between 2004 and 2008. The remaining net operating loss carryforwards relate to other foreign
jurisdictions in which the Company operates.

The Company maintains reserves for estimated tax exposures in jurisdictions of operation. These tax
jurisdictions include federal, state and various international tax jurisdictions. Significant income tax exposures
include potential challenges of research and experimentation credits, export-related tax benefits, disposition
transactions and intercompany pricing. Exposures are settled primarily through the settlement of audits within
these tax jurisdictions, but can also be affected by changes in applicable tax law or other factors, which could
cause management of the Company to believe a revision of past estimates is appropriate. Management believes
that an appropriate liability has been established for estimated exposures; however, actual results may differ
materially from these estimates.
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26. Earnings Per Share

2003 2002 2001
(In thousands except per share amounts)
Net earnings .......o.veeierneunenneunennennnn. $25,329 $32,689 $140,109
Weighted average shares used for
basic earnings per share .................... 87,105 91,439 94,459
Effect of dilutive stock options ............... 262 824 1,644
Weighted average shares used for
dilutive earnings per share ................. 87,367 92,263 96,103
Net earnings per share—basic ................ $ 0.29 $ 0.36 $ 148
Net earnings per share—diluted ............... $ 029 $ 035 $ 146

Options to purchase an additional 6,689,958, 5,116,867 and 2,288,000 shares of common stock were
outstanding at May 31, 2003, May 25, 2002 and May 26, 2001, respectively, but were not included in the
computation of diluted net earnings per share because their effect would be antidilutive.

27. Benefit Plans

Pension and postretirement benefit plans

Tektronix sponsors one IRS-qualified defined benefit plan, the Tektronix Cash Balance Plan, and one non-
qualified defined benefit plan, the Retirement Equalization Plan, for eligible employees in the United States.
The Company also sponsors pension plans in Germany, the Netherlands and the United Kingdom. In addition,
the Company provides postretirement life insurance benefits to all current employees and provides certain retired
and active employees with postretirement health care benefits.

The following tables provide information about changes in the benefit obligation and plan assets and the
funded status of the Company’s pension and postretirement benefit plans:

Pension Benefits Postretirement Benefits
2003 2002 2003 2002
U.S. and U.S. and
Other Japan Total Other

(In thousands)
Change in Benefit Obligation

Beginning balance ............... $547,775 $ — $547,775 $540,130 $13,411 $14,657
Consolidation of Japan benefit
plans ......... .. il — 119,888 119,888 — — —
Service cost ..., 6,134 3,864 9,998 6,836 78 120
Interest cost ................... 38,785 1,802 40,587 37,640 947 1,039
Actuarial (gain) loss ........... 71,263 10,857 82,120 (2,154) 4,035 (225)
Curtailment/ settlement ......... — (9,755) (9,755) — — —
Benefit payments .............. (39,282) (1,538) (40,820) (38,473) (2,148) (2,180)
Exchange rate changes ......... 17,363 3,433 20,796 4,032 — —
Participant contributions ........ 164 303 467 152 — —
Plan amendments .............. — — — (388) — —
Other ......................... 2,319 — 2,319 — — —
Ending balance .................. $644,521 $128,854 $773,375 $547,775 $16,323 $13,411
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Pension Benefits Postretirement Benefits

2003 2002 2003 2002
U.S. and U.S. and
Other Japan Total Other

(In thousands)
Change in Fair Value of Plan Assets

Beginning balance ............... $ 464272 $ — $464272 $ 543257 $  — $  —
Consolidation of Japan
benefit plans ................ — 49,332 49,332 — — —
Actual return .................. (22,369) (7,575) (29,944) (44,755) — —
Employer contributions ........ 16,823 1,657 18,480 1,322 — —
Benefit payments .............. (38,828) 271) (39,099) (38,473) — —
Settlements ................... — (1,200) (1,200) — — —
Exchange rate changes ......... 11,179 1,304 12,483 2,769 — —
Other adjustments ............. 1,748 — 1,748 152 — —
Ending balance .................. $ 432,825 $43,247  $476,072 $ 464,272 $  — $  —
Net unfunded status of the plan ... $ 211,696  $ 85,607 $297,303 $ 83,503 $16,323 $13,411
Unrecognized initial net obligation .. (435) — (435) (453) — —
Unrecognized prior service cost ... 14,380 (9,280) 5,100 16,730 2,671 5,342
Unrecognized net (loss) gain ...... (312,991) (24,310) (337,301)  (166,791) 574 4,991
Net (prepaid) liability recognized .. $ (87,350) $ 52,017 $ (35,333) $ (67,011) $19,568 $23,744

Amounts recognized in the
consolidated balance sheets: ....

Other current assets .............. $ (6,592) $ — % (6,592) $ (5,523) N — $ —
Other long-term assets ........... — (9,280) (9,280) (65) — —
Accrued compensation ........... — — — — 2,000 2,000
Other long-term liabilities ........ 219,419 66,335 285,754 87,348 17,568 21,744
Accumulated other

comprehensive loss ............ (300,177) (5,038) (305,215)  (148,771) — —
Net (prepaid) liability recognized .. $ (87,350) $52,017 $ (35,333) $ (67,011) $19,568 $23,744

At May 31, 2003 and May 25, 2002, the Company’s accumulated benefit obligation exceeded the fair
value of plan assets for certain pension plans. In accordance with SFAS No. 87, “Employers’ Accounting for
Pensions”, this resulted in charges to equity in Accumulated other comprehensive loss of $96.0 million and
$91.7 million, net of $60.5 million and $57.1 million of deferred tax assets, in fiscal years 2003 and 2002,
respectively. The charge to equity in fiscal year 2003 increased the pension liability by $156.4 million. The
charge to equity in fiscal year 2002 resulted in a reduction of the pension assets recorded in Other long-term
assets by $87.5 million and an increase in the pension liability recorded in Other long-term liabilities by
$61.3 million.

The projected benefit obligation, accumulated benefit obligation, and fair value of plan assets for certain
plans with accumulated benefit obligations in excess of plan assets were $737.1 million, $708.8 million, and
$437.5 million, respectively, for fiscal year 2003 and $524.3 million, $514.6 million and $435.0 million,
respectively, for fiscal year 2002.

Weighted average assumptions used in the accounting for the Tektronix pension and postretirement benefit
plans were:

2003 2002 2001

Pension Benefits

Discount rate .........veiiiiiii 5.2% 7.3% 7.2%
Rate of compensation increase ............................ 3.6% 3.7% 3.7%
Expected return on plan assets .............c.coveiininnn.. 8.8% 9.6% 10.1%
Postretirement Benefits

DiScount rate ..........e.iiiiiii 6.0% 7.5% 7.5%
Rate of compensation inCrease ................ocveeennnn.. 3.8% 3.8% 3.8%
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The Company maintains an insured indemnity health plan for retirees. The assumed health care cost trend
rates used to measure the expected cost of benefits under the indemnity and HMO plans were assumed to increase
by 9.3% and 14.0%, respectively, for participants under the age of 65 and 9.5% and 15.0%, respectively, for
participants age 65 and over in fiscal year 2004. Thereafter, the rates of both plans were assumed to gradually
decrease until they reach 5.3% for participants under the age of 65 and 5.5% for those over 65 in 2010. A 1.0%
change in these assumptions would not have a material effect on either the postretirement benefit obligation
at May 31, 2003 or the benefit credit reported for fiscal year 2003.

The components of net pension benefit cost and postretirement benefit credit recognized in income were:

2003 2002 2001
US and
Other Japan Total
In thousands

Pension Benefits

SEIVICE COSt « vt $ 6,134 $ 3,864 $ 9,998 $ 6,836 $ 8,336
Interest CoSt ...ovvniin i 38,785 1,802 40,587 37,640 38,766
Expected return on plan assets .......... (52,684) (2,107) (54,791) (54,207) (55,259)
Amortization of transition asset ......... 123 2 125 106 107
Amortization of prior service cost ...... (2,231) 631 (1,600) (2,206) (2,205)
Curtailment/ settlement loss (gain) ...... — 3,318 3,318 169 (2,726)
Recognized actuarial net loss (gain) .... 145 638 783 (347) (259)
Other benefit plans ...................... 1,155 — 1,155 839 1,138
Net benefit expense (credit) ............. $ (8,573) $8,148 $ (425 $11,170)  $(12,102)
Postretirement Benefits

SEIVICE COS ... $ 78 $ — $ 78 $ 120 $ 130
Interest coSt ....ovvvivni i 947 — 947 1,039 1,051
Amortization of prior service cost ...... 2,671) — (2,671) (2,671) (2,671)
Recognized net gain .................... (382) — (382) (373) (532)
Net benefit credit ....................... $ (2,028) $§ — $ (2,028) $ (1,885) $ (2,022)

Employee savings plan

The Company has an employee savings plan that qualifies as a deferred salary arrangement under Section
401(k) of the Internal Revenue Code. Participating U.S. employees may defer up to 50% of their compensation,
subject to certain regulatory limitations. Employee contributions are invested, at the employees’ direction,
among a variety of investment alternatives. The Company’s matching contribution is 4% of compensation and
may be invested in any one of the 401(k) plan funds. In addition, the Company contributes Company stock
to the plan for all eligible employees equal to 2% of compensation. The Company’s total contributions were
approximately $9.7 million in fiscal year 2003, $9.7 million in fiscal year 2002 and $9.9 million in fiscal
year 2001.

28. Recent Accounting Pronouncements

In June 2001, the FASB issued SFAS No. 141, “Business Combinations”. This statement discontinues
the use of the pooling of interest method of accounting for business combinations. This statement is effective
for all business combinations after June 30, 2001. Acquisitions subsequent to the effective date were accounted
for in accordance with SFAS No. 141.

In June 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible Assets”. SFAS No. 142
requires the use of a nonamortization approach to account for purchased goodwill and certain intangibles. Under
a nonamortization approach, goodwill and certain intangibles will not be amortized into results of operations,
but instead will be reviewed for impairment and written down in the periods in which the recorded value of
goodwill and certain intangibles is determined to be greater than its fair value. The Company early adopted
the provisions of SFAS No. 142 as of May 27, 2001. This standard only permits prospective application,
therefore adoption does not affect previously reported financial information. The principal effect of adopting
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SFAS No. 142 was the cessation of the amortization of goodwill beginning May 27, 2001. The evaluation of
impairment of existing goodwill resulted in no impairment at the time of adoption.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations,” which
addresses financial accounting and reporting for certain obligations associated with the retirement of tangible
long-lived assets and the associated asset retirement costs. The provisions of SFAS No. 143 are required to be
applied starting with fiscal years beginning after June 15, 2002, however early adoption is encouraged. The
Company early adopted the provisions of SFAS No. 143 as of May 27, 2001. As a result of the early adoption
of this statement, the Company recorded an expense of $1.5 million for retirement obligations of certain long-
lived assets during fiscal year 2002, which is included in Loss on disposal of fixed assets on the Consolidated
Statements of Operations.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets.” This Statement supersedes SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets
and for Long-Lived Assets to Be Disposed Of,” and the accounting and reporting provisions of APB Opinion
No. 30, “Reporting the Results of Operations—Reporting the Effects of Disposal of a Segment of a Business,
and Extraordinary, Unusual and Infrequently Occurring Events and Transactions,” for the disposal of a segment
of a business. SFAS No. 144 maintains the method for recording an impairment on assets to be held under SFAS
No. 121 and establishes a single accounting model based on the framework established in SFAS No. 121 for
long-lived assets to be disposed of by sale. This statement also broadens the presentation of discontinued
operations to include more disposal transactions. The provisions of SFAS No. 144 are effective for financial
statements issued for fiscal year 2003. The Company adopted the provisions of this statement, which did not
have a material impact on the financial results of the Company, as of the beginning of the first quarter of fiscal
year 2003.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal
Activities.” The standard requires companies to recognize costs associated with exit or disposal activities when
they are incurred rather than at the date of a commitment to an exit or disposal plan. Costs covered by the standard
include lease termination costs and certain employee severance costs that are associated with a restructuring,
discontinued operation, plant closing, or other exit or disposal activity. This statement is to be applied
prospectively to exit or disposal activities initiated after December 31, 2002. The Company adopted the
provisions of this statement for exit and disposal activities beginning January 1, 2003, which did not have a
material impact on the financial results of the Company.

In October 2002, the Emerging Issues Task Force (“EITF”) issued EITF 00-21, “Accounting for Revenue
Arrangements with Multiple Deliverables.” This standard addresses revenue recognition accounting by a vendor
for arrangements under which it will perform multiple revenue-generating activities. This statement is to be
effective for the Company’s fiscal year 2004. Management believes the adoption of the provisions of this
statement will not have a material effect on the Company’s consolidated financial statements.

In November 2002, the FASB issued Interpretation 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.” The Interpretation
elaborates on the existing disclosure requirements for most guarantees, including loan guarantees such as
standby letters of credit. It also clarifies that at the time a company issues a guarantee, the company must
recognize an initial liability for the fair value, or market value, of the obligations it assumes under the guarantee
and must disclose that information in its interim and annual financial statements. The provisions related to
recognizing a liability at inception of the guarantee for the fair value of the guarantor’s obligations does not
apply to product warranties or to guarantees accounted for as derivatives. The initial recognition and initial
measurement provisions apply on a prospective basis to guarantees issued or modified after December 31, 2002.
The adoption of the recognition and measurement provisions of Interpretation 45 did not have a material impact
on the financial statements.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation—
Transition and Disclosure—an amendment of FASB Statement No. 123.” This standard amends SFAS No. 123,
“Accounting for Stock-Based Compensation,” to provide alternative methods of transition for a voluntary
change to the fair value based method of accounting for stock-based employee compensation. In addition, this
standard amends the disclosure requirements of Statement 123 to require prominent disclosures in both annual
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and interim financial statements about the method of accounting for stock-based employee compensation and
the effect of the method used on reported results. The transition provisions of SFAS No. 148 are not applicable
to the Company since the expense recognition provisions of SFAS No. 123 have not been adopted. The Company
has adopted the disclosure provisions of SFAS No. 148.

In April 2003, Statement of Financial Accounting Standards No. 149, “Amendment of Statement 133 on
Derivative Instruments and Hedging Activities” (“SFAS No. 149”) was issued by the FASB. SFAS No. 149
amends SFAS No. 133 to clarify the definition of a derivative and incorporate many of the implementation issues
cleared as a result of the Derivatives Implementation Group process. This statement is effective for
contracts entered into or modified after June 30, 2003 and should be applied prospectively after that date. The
Company is currently evaluating what effect, if any, the adoption of SFAS No. 149 will have on the consolidated
financial statements.
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Quarterly Financial Data (unaudited)

In the opinion of management, this unaudited quarterly financial summary includes all adjustments
necessary to present fairly the results for the periods represented (in thousands except per share amounts):

May 31, Mar. 1, Nov. 30, Aug. 31,

Quarter ended 2003 2003 2002 2002
Net sales .ovuvnereiniei e, $202,321  $186,645  $203,570  $198,512
Gross profit .........cooviiiiiiiiiiii, 106,650 99,467 101,273 98,353
Operating income (loss) () ................ 3,704 (4,885) 8,329 8,780
Income before taxes ................oi.n 6,257 360 12,912 13,776
Income from continuing operations (b) .... 4,255 1,046 8,392 21,455
Loss from discontinued operations (c), (d).. (1,361) (3,123) (3,659) (1,676)
Net earnings (10SS) ........covvviiiininn... 2,894 (2,077) 4,733 19,779
Earnings (loss) per share—basic and

diluted .......covviiii 0.03 (0.02) 0.05 0.22
Income per share from continuing

operations—basic and diluted ........... 0.05 0.01 0.10 0.24
Loss per share from discontinued

operations—basic and diluted ........... (0.02) (0.04) (0.04) (0.02)
Average shares outstanding:

Basic ... 84,886 86,750 87,127 89,474

Diluted ..........cooiiii 85,251 86,945 87,335 89,808
Common stock prices:

High ... $ 2108 $ 1952 § 1995 $§ 2034

LOW 16.05 15.81 14.70 16.55

May 25, Feb. 23, Nov. 24, Aug. 25,

Quarter ended 2002 2002 2001 2001
Net sales ..ovvvvrniiiiiiiii e, $202,243  $197,148  $205,282  $205,627
Gross profit ..........ooviiiiiiiiiiiii. 98,007 98,672 101,701 102,244
Operating income (&) ..........c.coeeueen.n. 3,826 14,867 5,601 7,204
Income before taxes ....................... 10,282 18,611 11,538 11,194
Income from continuing operations ........ 6,683 12,096 7,501 7,276
Income (loss) from discontinued operations (620) (1,662) 429 986
Net earnings .........oeeeeuiennennennennnn. 6,063 10,434 7,930 8,262
Earnings per share—basic and diluted ..... 0.07 0.11 0.09 0.09
Income per share from continuing

operations—basic and diluted ........... 0.07 0.13 0.08 0.08
Income (loss) per share from discontinued

operations—basic and diluted ........... 0.01) (0.02) — 0.01
Average shares outstanding:

Basic ... 90,869 91,316 91,531 92,040

Diluted .........ccooiiiiii 91,779 92,428 91,969 92,815
Common stock prices:

High ... $ 2629 § 2598 $ 2287 § 27.23

LOW 20.00 22.17 17.02 19.22

The Company’s common stock is traded on the New York Stock Exchange. There were 2,978 shareholders
of record at July 21, 2003. The market prices quoted above are the composite daily high and low prices reported
by the New York Stock Exchange rounded to full cents per share.
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Notes to Quarterly Financial Data (unaudited):

(a) The Company incurred business realignment costs of $9.6 million, $3.2 million, $14.2 million and
$7.6 million during the first, second, third and fourth quarters of fiscal year 2003, respectively.

(b) During the first quarter of fiscal year 2003, the Company revised its estimated liability for income
taxes as of August 31, 2002. The revision resulted in a $12.5 million net reduction of previously
estimated liabilities.

(¢) During the third quarter of fiscal year 2003, the Company recorded a gain of $13.0 million, net of
income tax expense of $7 million, as a result of the resolution of certain estimated liabilities related
to the sale of CPID.

(d) During the third quarter of fiscal year 2003, management approved and initiated an active plan for
the sale of its optical parametric test business. The net carrying value of assets, primarily goodwill
and other intangible assets, was adjusted to estimated selling price less costs to sell which resulted
in a $15.3 million write-down, net of income tax benefit of $8.4 million.

(e) The Company incurred business realignment costs of $7.9 million, $4.4 million, $2.4 million and
$12.3 million during the first, second, third and fourth quarters of fiscal year 2002, respectively.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures.

(a) Management of the Company has evaluated, under the supervision and with the participation of, the
chief executive officer and chief financial officer, the effectiveness of the Company’s disclosure
controls and procedures as of the end of the period covered by this report pursuant to Rule 13a-15(b)
under the Securities Exchange Act of 1934. Based on that evaluation, the chief executive officer and
chief financial officer have concluded that the Company’s disclosure controls and procedures are
effective in ensuring that information required to be disclosed is recorded, processed, summarized
and reported in a timely manner, and that information was accumulated and communicated to the
Company’s management, including the chief executive officer and chief financial officer, to allow
timely decisions regarding required disclosure.

(b) There has been no change in the Company’s internal control over financial reporting that occurred
during the last fiscal quarter that has materially affected, or is reasonably likely to materially affect,
the Company’s internal control over financial reporting.

PART III

Item 10. Directors and Executive Officers of the Registrant.

The information required by this item regarding directors is included under “Election of Directors” and
“Board of Directors Meetings, Committees and and Compensation” of the Company’s Proxy Statement dated
August 22, 2003.

The information required by this item regarding executive officers is contained under “Executive Officers
of the Company” in Item 1 of Part I hereof.

The information required by Item 405 of Regulation S-K is included under “Section 16(a) Beneficial
Ownership Reporting Compliance” of the Company’s Proxy Statement dated August 22, 2003.

Item 11. Executive Compensation.

The information required by this item is included under “Board of Directors Meetings, Committees and
Compensation” and under “Executive Compensation” of the Company’s Proxy Statement dated August 22, 2003.
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Item 12. Security Ownership of Certain Beneficial Owners and Management.

The information required by this item is included under “Election of Directors,” under “Security
Ownership of Certain Beneficial Owners,” and under “Security Ownership of Management” of the Company’s
Proxy Statement dated August 22, 2003.

Item 13. Certain Relationships and Related Transactions.

None.

Item 14. Principal Accountant Fees and Services.

The information appearing in the 2003 Proxy Statement under the caption “Fees Paid to Deloitte & Touche
LLP” is incorporated herein by reference.

PART IV

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

(a) The following documents are filed as part of the Annual Report on Form 10-K:
(1) Financial Statements.

The following Consolidated Financial Statements of Tektronix, Inc. are included in Item 8 of this Annual
Report on Form 10-K:

Page
Independent Auditors” Report ............ooviiiiiiiiiiiiiiiiinniann., 32
Consolidated Statements of Operations .................c.ocoiiiiiinion... 33
Consolidated Balance Sheets .............c..ooiiiiiiiiiiiiiiiiiniin .. 34
Consolidated Statements of Cash Flows ...................c.ooiiiiia.., 35
Consolidated Statements of Shareholders” Equity ......................... 36
Notes to Consolidated Financial Statements ....................cooevvnn... 37 through 63

(2) Financial Statement Schedules.

The following financial statement schedule is filed as part of this Report on Form 10-K and should be
read in conjunction with the financial statements:

Schedule II—Valuation and Qualifying Accounts Page 69

All other schedules are omitted because they are not required or the required information is included in
the financial statements or notes thereto.

Separate financial statements for the registrant have been omitted because the registrant is primarily an
operating company and the subsidiaries included in the consolidated financial statements are substantially totally
held. All subsidiaries of the registrant are included in the consolidated financial statements. Summarized
financial information for 50 percent or less owned persons in which the registrant has an interest, and for which
summarized financial information must be provided, is included in the Notes to Consolidated Financial
Statements appearing in this Report.

(3) Exhibits:

3) @) Restated Articles of Incorporation of the Company, as amended.
Incorporated by reference to Exhibit 3(i) on Form 10-K filed August 2,
2001, SEC File No. 1-04837.
(i1) Bylaws of the Company, as amended.
@ 1) Pursuant to Item 601(b)(4)(iii) of Regulation S-K, the registrant agrees
to furnish to the Commission upon request copies of agreements
relating to other indebtedness.
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(ii)

(10) +(1)

+(ii)

+(iii)

+(iv)

+(v)

+(vi)

+(vii)

+(viii)

+(ix)

+(x)

+(xi)

+(xii)

+(xiii)

+(xiv)

+(XV)
(21)
(23)
(24)
(31.1)
(31.2)
(32.1)
(32.2)

Rights Agreement dated as of June 21, 2000, between Tektronix, Inc.
and ChaseMellon Shareholder Services, L.L.C. Incorporated by reference
to Exhibit (4) of Form 8-K filed June 28, 2000, SEC File No. 1-04837.
Stock Incentive Plan, as amended. Incorporated by reference to Exhibit
10(ii) of Form 10-Q filed April 12, 1993, SEC File No. 1-04837.
Restated Annual Performance Incentive Plan. Incorporated by reference
to Exhibit 10(iii) of Form 10-K filed August 12, 2002, SEC File

No. 1-04837.

Restated Deferred Compensation Plan. Incorporated by reference to
Exhibit 10(1) of Form 10-Q filed December 21, 1984, SEC File

No. 1-04837.

Retirement Equalization Plan, Restatement. Incorporated by reference to
Exhibit (10)(v) of Form 10-K filed August 22, 1996, SEC File No. 1-04837.
Indemnity Agreement entered into between the Company and its named
officers and directors. Incorporated by reference to Exhibit 10(ix) of
Form 10-K filed August 20, 1993, SEC File No. 1-04837.

Executive Severance Agreement dated May 17, 2001 entered into
between the Company and its Chief Executive Officer, Richard H.
Wills. Incorporated by reference to Exhibit 10(vii) of Form 10-K filed
August 2, 2001, SEC File No. 1-04837.

Form of Executive Severance Agreement entered into between the
Company and its other named officers. Incorporated by reference to
Exhibit 10(viii) of Form 10-K filed August 2, 2001, SEC File No. 1-04837.
Separation Agreement between Jerome J. Meyer and the Company
dated October 23, 2000. Incorporated by reference to Exhibit 10(ix) of
Form 10-K filed August 2, 2001, SEC File No. 1-04837.

2001 Non-Employee Directors Compensation Plan. Incorporated by
reference to Exhibit 10 of Form 10-Q filed October 1, 2001, SEC File
No. 1-04837.

1998 Stock Option Plan, as amended. Incorporated by reference to
Exhibit 10(i) of Form 10-Q filed October 8, 1999, SEC File No. 1-04837.
Deferred Compensation Plan, as amended June 25, 2003.

Stock Deferral Plan, as amended June 25, 2003.

Executive Compensatory Arrangement. Incorporated by reference to
Exhibit 10(xiv) of Form 10-K filed August 12, 2002, SEC File

No. 1-04837.

2001 Stock Option Plan.

2002 Stock Incentive Plan. Incorporated by reference to Exhibit 10 of
Form 10-Q filed October 4, 2002, SEC File No. 1-04837.

Subsidiaries of the registrant.

Independent Auditors’ Consent.

Powers of Attorney.

302 Certification, Chief Executive Officer.

302 Certification, Chief Financial Officer.

906 Certification, Chief Executive Officer.

906 Certification, Chief Financial Officer.

+ Compensatory Plan or Arrangement

(b) Reports on Form 8-K.

Tektronix filed a report on Form 8-K on June 26, 2003 reporting the results of operations of the Company
for the fourth quarter and fiscal year ended May 31, 2003 (reported under Item 7 and Item 9 of Form 8-K
(information furnished pursuant to Item 12. Results of Operations and Financial Condition).
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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.

Dated: August 13, 2003

TekTRONIX, INC.

By: /s/ COLIN L. SLADE

Colin L. Slade, Senior Vice President
and Chief Financial Officer

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.

Signature

/s/ RICHARD H. WILLS*

Richard H. Wills

/s/ COLIN L. SLADE

Colin L. Slade

/s/ PAULINE LO ALKER*

Pauline Lo Alker

/s/ A. GARY AMES*

A. Gary Ames

/s/ GERRY B. CAMERON*

Gerry B. Cameron

/s/ DAVID N. CAMPBELL*

David N. Campbell

/s FRANK C. GILL*

Frank C. Gill

/sl MERRILL A. MCPEAK*

Merrill A. McPeak

/s/ JEROME J. MEYER*

Jerome J. Meyer

* By /s/ JAMES F. DALTON

James F. Dalton
as attorney-in-fact

Capacity
Chairman of the Board, President,
and Chief Executive Officer

Senior Vice President and Chief
Financial Officer, Principal

Financial and Accounting Officer

Director

Director

Director

Director

Director

Director

Director
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August 13, 2003

August 13, 2003

August 13, 2003

August 13, 2003

August 13, 2003

August 13, 2003

August 13, 2003

August 13, 2003

August 13, 2003

August 13, 2003



Tektronix, Inc. and Subsidiaries

Schedule II—Valuation and Qualifying Accounts

For the years ended May 26, 2001, May 25, 2002 and May 31, 2003
(Dollars in Thousands)

Charged to  Charged

Beginning costs and to other Ending
Description balance expenses accounts  Deductions balance
2001:
Allowance for doubtful accounts ................. $ 4909 $ 2,231 $— $2,652 $ 4,488
Deferred tax assets valuation allowance .......... 2,600 27,884 — — 30,484
2002:
Allowance for doubtful accounts ................. $ 4,488 $ 1,064 $— $ 521 $ 5,031
Deferred tax assets valuation allowance .......... 30,484 319 — — 30,803
2003:
Allowance for doubtful accounts ................. $ 5,031 $ (703) $— $ 572 $ 3,756
Deferred tax assets valuation allowance .......... 30,803 (5,844) — — 24,959
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