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Our  m iss ion is  t o  be the market and technology leader  in  gas measurement,  contro l  and

analys is products  by enhancing y ie ld ,  throughput  and upt ime f or our  customers i n  the

semiconductor  and other  advanced process i ng industr ies .





                        

In Ma rch    , after more than  years as a privately held company, M K S
e n t e red a new phase in the company’s history by successfully completing
an initial public offering of  million shares of common stock at . p e r
s h a re. The net proceeds from the offering substantially strengthen our
balance sheet, providing us with the financial flexibility necessary to
facilitate our continued growth and to fund potential acquisitions. We b e l i e ve
that our status as a public company will have a number of other benefits,
such as helping us to attract, motivate and retain talented employees. In
addition, being a public company brings a new level of visibility to MKS. 

              

Te c h n o l o g y  L e a d e r s h i p
Despite reducing expenses in    , MKS enhanced its technology l e a d e r s h i p
as we maintained re s e a rch and development spending levels consistent
with previous years. MKS remained at the fore f ront of technological
i n n ovation and on the leading edge of material sciences by participating in
i n d u s t ry consortiums and partnering with respected academic institutions.
Our R&D i n i t i a t i ves  are al igned with the Semiconductor In d u s t ry
Association Technology Ro a d m a p, which identifies the technological
d e velopments necessary to produce future generations of microchips and
other semiconductor devices. Fu rther protecting our investments in
t e c h n o l o g y, we we re awarded seven U.S. patents in    , and have alre a d y
re c e i ved another two in     – bringing our total to  patents with eight
m o re p e n d i n g .

K e y  P r o d u c t  I n t ro d u c t i o n s
Our investments in re s e a rch and development yielded tangible results in
the form of new generations of components and instrumentation that will
help our customers measurably increase their productivity and reduce their
p roduction costs. During the ye a r, we introduced a number of new
p roducts. Among the most notable was the Mi c ro Ba r a t ro n® gas pre s s u re
t r a n s d u c e r, a significantly smaller version of our industry-leading pre s s u re
m e a s u rement instrument, and the Or i o n® Compact Process Mo n i t o r,
which analyzes the composition of  background and process gases inside the
p rocess chamber. Our broad array of products is an important competitive
a d vantage for MKS, enabling us to win additional  business from customers
seeking to reduce costs and streamline their businesses by consolidating
supplier re l a t i o n s h i p s .



For MKS In s t ruments,     was a challenging year as we managed thro u g h
a seve re downturn in our core market, the semiconductor equipment
i n d u s t ry. Despite the dif ficult business environment, we maintained
operating profitability each quarter and made the necessary inve s t m e n t s
that further enhanced our technology leadership in gas measurement, contro l
and analysis p roducts. As a result, we have emerged from the adve r s e
conditions of     as a s t ronger company that is well positioned to c a p i t a l i ze
on the predicted rebound of the semiconductor equipment industry.

“A round the process, Around the world,” succinctly encapsulates our
business philosophy – to provide our , a c t i ve customers in the
semiconductor and other advanced processing industries with the pro d u c t s
and support they need to improve their returns on invested capital by
boosting yie lds, increasing throughput and extending manufacturing
uptime. Since our founding in , our objective has been to grow our
business and enhance customer relationships by executing on these
p r i m a ry strategies: increasing our technology leadership; offering the
b roadest product portfolio; extending our reach into new yet re l a t e d
m a rkets; and leveraging our global infrastru c t u re. I am pleased with the
p ro g ress we made in each element of our strategy during the past ye a r.

                 

In    , the downturn in the semiconductor industry posed a challenge to
M K S’s core business, as semiconductor manufacturers and their equipment
suppliers worldwide postponed purchasing and expansion decisions. T h e
c o m p a n y’s     financial results reflect the severity of this trend. Sales in
    we re     .  million, compared with     .  million in    . Howe ve r,
i n d u s t ry experts believe that the industry’s re c ove ry is now underw a y. In
fact, our fourt h - q u a rter sales we re higher than the third quarter – the f irst
sequential sales gain in one ye a r. 

During    , management responded decisively and effectively to the
i n d u s t ry’s downturn with a compre h e n s i ve cost containment program that
included manufacturing outsourcing, expense reductions and the elimi-
nation of some temporary and contract positions. As a result, M K S
maintained its quarterly profitabil ity despite lower sales. The company
re p o rted     p ro forma net income of   .  million, or   .   per diluted
s h a re. We believe we now have a cost stru c t u re in place that offers us
potential to improve our earnings as we generate sales grow t h .

                                     





        

We believe that there are a number of trends that bode well for M K S
because they all re q u i re tighter control of  the manufacturing process in
o rder to lower unit costs and raise pro d u c t i v i t y. In the semiconductor
i n d u s t ry, companies are embracing new processes and materials in order to
p roduce devices that offer faster speeds, more memory and gre a t e r
f u n c t i o n a l i t y. Flat panel display manufacturers are striving to modify their
fabrication techniques in order to produce offerings that deliver higher
resolution. Magnetic and optical storage manufacturers are constantly
focused on identifying ways to produce higher density storage capacity.
Our ability to partner closely with our customers in these and other select
industries is enabling these industry leaders to continuously enhance their
manufacturing processes and sustain their competitive advantage. 

To d a y, industry forecasters are decidedly more optimistic than they
we re at the same time last ye a r. M K S’s seasoned management team
understands our customers and the cyclical environment in which they
often operate. We have proven to be as adept at managing through the
semiconductor industry’s cyclical downturns as we have at capitalizing on
its accelerated upswings. While industry experts differ about the speed of
the re c ove ry within the semiconductor capital equipment industry, our
o b j e c t i ve is to match or exceed the industry’s grow t h .

To achieve our objectives, we will continue to adhere to the strategy
that has guided our success to date. We plan to provide our customers with
the highest quality and broadest range of pro c e s s - related instru m e n t a t i o n
and components, as well as highly re s p o n s i ve, efficient support and
s e rvice. In addition, we will identify and capitalize on opportunities to
m a rket our products in related fields. We also plan to further build our
global infrastru c t u re by enhancing our manufacturing capabilities. Just as
i m p o rtant, our improved financial strength provides us with the re s o u rc e s
to pursue acquisitions and other strategic initiatives that can further build
our market leadership. 

I am excited about M K S’s future. As a newly public company, we are
committed to generat ing the financial results and strategic accom-
plishments that will  build long-term shareholder value. Our ability to
handle the adverse market conditions over the past year is a testimony to
the hard work, commitment and resiliency of the MKS team, and I thank
them for their efforts. Eve ry MKS p rofessional is focused on work i n g
closely with our customers, suppliers and business partners to ensure total
customer satisfaction. I look forw a rd to sharing M K S’s accomplishments
with all of you throughout     and beyond. 

Si n c e re l y, 

John R. Be rt u c c i
President, Chief Exe c u t i ve Officer and Chairman of the Board
Ma rch ,    



N e w  D e s i g n  W i n s  &  N e w  M a rk e t s
M K S’s strong relationships with the world’s premier semiconductor
m a n u f a c t u rers and their capital  equipment suppliers have resulted in a
number of important design wins that should be particularly beneficia l
when the industry rebounds. During    , we we re pleased to see our
semiconductor customers embrace our digital offerings. These digital
p roducts facil itate information sharing throughout the pro d u c t i o n
p rocess, allow for self-diagnosis, conserve space, and reduce wiring and
cable costs. In addition, M K S’s integrated subsystems, which combine
multiple components into smaller, single-package, easier-to-install solutions,
continued to gain acceptance with our customers. 

In addition to semiconductor design wins, we continued to expand our
reach into related markets where the pre s s u re and flow of gases must be
tightly controlled. We continued to devote re s o u rces to other thin-film
related manufacturing applications such as flat panel display manufacturing,
magnetic and optical storage media production, and optical fiber
fabrication. It also is exciting to see that our offerings are delivering value in
a broad array of other manufacturing applications, such as medical
i n s t rumentation sterilization, light bulb and gas laser  pro d u c t i o n ,
a rchitectural glass coating, and pharmaceutical, food and beverage fre eze -
d rying pro c e s s e s .

G l o b a l  I n f r a s t r u c t u r e
We believe that our ability to respond quickly and efficiently to our
c u s t o m e r s’ needs is an advantage that continues to differentiate MKS f ro m
competitors. During the ye a r, we made important investments to fort i f y
our global infrastru c t u re. We now have  sales and support facilities
worldwide, including new offices in Si n g a p o re and Taiwan that we re
opened in    . These operations are complemented by  s e rvice centers
and nine manufacturing facilities, which now include enhanced p ro d u c t i o n
capabilities in the United Kingdom. To ensure on-time shipments and the
highest levels of product quality, we have embraced just-in-time and
kanban inve n t o ry programs, as well as total quality management. In fact,
all of our main manufacturing facilities in the U.S., U.K. and Germany are
n ow ISO  c e rt i f i e d .



Tr a n s f o rming a silicon wafer into integrated circuits re q u i res hundreds of complex, automated steps within a contro l l e d

e n v i ronment. Semiconductor manufacturers and their suppliers who provide advanced production equipment rely on MKS

I n s t ruments to help achieve the goal of reducing unit costs by increasing yield and throughput. MKS’s products pro v i d e

semiconductor customers with the sophisticated instrumentation and components re q u i red to rapidly, and yet pre c i s e l y,

c o n t rol gas pre s s u re, flow and composition in the process chamber.

T h r o u g h p u t





manufacturing, service and support necessary to address the exacting

demands of its customers around the world.

                 

M K S In s t ru m e n t s’ broad range of equipment, controls and systems is

primarily used in the front-end of the semiconductor manufacturing

p rocess, which invo l ves the controlled application and re m oval of materials

on silicon wafers in a process chamber. Sp e c i f i c a l l y, M K S’s components are

relied on in some of the most critical steps of the front-end process –

chemical vapor and physical vapor deposition, etch and ion implantation.

For successful semiconductor manufacturing, M K S’s products are designed

to provide precise, repeatable, reliable performance in the harshest of

manufacturing enviro n m e n t s . M K S’s instrumentation and components

m e a s u re and control pre s s u res ranging from as low as one-trillionth of

atmospheric pre s s u re to as high as  times atmospheric pre s s u re . At the

same time, M K S’s instruments and monitors also ensure the accurate

combination of several process gases at specified interva l s .

Ty p i c a l l y, in the front-end of the semiconductor manufacturing

p rocess, the first step invo l ves evacuating the chamber to a base pre s s u re ,

which can be accomplished using a vacuum pumping system. M K S va c u u m

gauges m e a s u re the pre s s u re to ensure that the chamber has been pro p e r l y

e va c u a t e d . Then, the company’s f l ow measurement and control pro d u c t s ,

which include both thermal-based and pre s s u re-based mass f low

c o n t rollers, regulate the flow rates of multiple gases into the chamber. T h e

c o m p a n y’s Ba r a t ro n® capacitance manometers a re used to accurately

m e a s u re the total pre s s u re, re g a rdless of gas composition – a capability that

is essential for precise pre s s u re control of semiconductor processes that

i n vo l ve gas mixture s . With five distinct pre s s u re product lines that range

Will iam  St ew a r t
Vice  Pres ident  and Ge n e r a l
Ma n a g e r,  Vacuum Pro d u c t s



“The pace of microchip technology change is such that the amount of data

storage that a microchip can hold will double eve ry  m o n t h s . ”

This prediction by Go rdon Mo o re, co-founder of Intel C o r p o r a t i o n ,

the world’s leading microchip manufacture r, is now known globally as

Mo o re’s Law. And, the impact of this trend has dramatically changed all

aspects of modern society, ushering in the information age.

Manufacturing microchip or semiconductor devices is a highly

complex process – re g a rdless of whether they are used to power the fastest

multimedia PC or simply to provide the time of day. The micro c h i p

manufacturing process re q u i res special ized, automated fabrication

equipment for the hundreds of steps that often invo l ve the accurate

combination of multiple gases at va rying pre s s u re s . Because the integrity of

this production environment is fundamental for boosting yields, incre a s i n g

t h roughput and extending manufacturing uptime, the world’s pre m i e r

semiconductor manufacturers and their original equipment manufacture r

(O E M) partners depend on M K S In s t ruments to help them monitor, contro l ,

a n a l y ze, combine and isolate the gases used in this highly complex

manufacturing pro c e s s .

For more than   years, M K S has enabled semiconductor equipment

O E Ms  and semiconductor device manufacturers to improve their

p ro d u c t i v i t y. At the same time, M K S has leveraged its extensive experience

to expand its reach into markets with production processes similar to

semiconductor fabrication. To d a y, M K S’s products have become integral to

flat panel display fabrication, magnetic and optical storage media

p roduction and fiber optic cable manufacturing, as well as in the va c u u m

f re eze - d rying of pharmaceuticals, foods and beve r a g e s . Re g a rdless of where

its offerings are applied, M K S In s t ruments has become an indispensable

s u p p l i e r, with the compre h e n s i ve range of products and the global

                  ,                 

Paul  Bl a c k b o row
Corpor ate  Vi c e
Pres i dent,  Ma rk e t i n g



To d a y ’s laptop computers re p resent two substantial market opportunities for MKS. First, MKS’s products are used in

the production of the state-of-the-art multimedia computing chips that power these devices. Second, manufacturing

h i g h - resolution flat panel display  screens re q u i res a number of similar fabrication processes in which MKS’s pro d u c t s

a re  util ized. These manufacturers recognize that tight, repeatable control of the process chamber pre s s u re and

calibration of the gas flow rates can lead to substantially higher production uptime and process yields – keys to

maximizing re t u rn on investment. 

U p t i m e





for manufacturers seeking to improve efficiencies and control costs by

consolidating supplier re l a t i o n s h i p s .

                            -    

                   

Dr i ven by the demand for microchips with faster speed, smaller size, greater memory

and other advanced features, continuous innovation has become the hallmark

of the semiconductor industry. In order to address the needs of consumers and

c o m m e rcial customers alike, semiconductor companies constantly strive to identify

n ew ways of modifying their manufacturing pro c e s s e s .

One of the most important trends in semiconductor manufacturing

is the rapid transition to smaller geometries, from . to . to . m i c ro n

line-widths, which reflect the workings of Mo o re’s Law. Another powe rf u l

t rend in semiconductor manufacturing is the increasing size of the wafer

itself to   mm from   m m . In fact, semiconductor manufacturers are

a l ready establishing pilot production lines and specifications for the use of

  mm wafers and the production of less than . m i c ron circuit pattern

d e v i c e s . In addition, to improve functionality and computing speeds,

semiconductor manufacturers are embracing new materials such as copper

i n t e rconnects and low-k dielectrics, and advanced processes such as high-

density plasma chemical vapor deposition and etch. M K S is poised to

c a p i t a l i ze on these trends, all of which place greater emphasis on using

s t a t e - o f - t h e - a rt  equipment and components to tightly control the

manufacturing environment. 

In other industries that  re ly on fabrication techniques and

manufacturing re q u i rements similar  to the semiconductor industry, there

also are a number of  trends that bode wel l for M K S. In the fast-grow i n g ,

mult i-bi ll ion-dollar  flat  panel  displ ay industry,  manufacturers  are

John Su l l i va n
Exe c u t i ve  Vi c e
Pres id ent ,  Te c h n o l o g y



f rom high accuracy digital output instruments to simple electro n i c

switches, the M K S family of Ba r a t ron capacitance manometers has become

the industry standard for pre s s u re measure m e n t .

The process pre s s u re is typically controlled independently of the gas

f l ow rate by an M K S automatic pre s s u re control system which activates a

va l ve dow n s t ream of the process chamber. T h roughout these steps, M K S’s

gas analysis systems scan for the presence of undesirable atmospheric gases,

such as water va p o r, or for variations in the desired ratios of the pro c e s s

g a s e s . M K S also provides in situ calibration systems that independently

verify the accuracy of gas flow devices and pre s s u re gauges, enabling

m a n u f a c t u rers to continually reduce costly downtime resulting from having

to stop the process to manually check equipment.

Dow n s t ream of the automatic pre s s u re control va l ve, the gases pass

into the vacuum foreline system. The H P S™ range of vacuum components,

va l ves and fittings f rom M K S p rovide the necessary integrity in this critical

a re a . To ensure careful management of the undesirable by - p roducts fro m

the process chamber, M K S’s range of H P S heaters and traps m i n i m i ze

contaminants that could re-enter the chamber.

                    ;              

M K S In s t ru m e n t s’ compre h e n s i ve product portfolio is enabling the

company to deliver  integrated solutions that combine multiple

components into single, smaller-sized subsystem offerings which are easier

to install and configure . O E M customers are using the company’s

integrated solutions to continue reducing the size and advancing the

p e rformance capabilities of their process tools. The depth of M K S’s

p roduct family enables the company to address a broad range of customer

needs and provide a single source of measurement and control solutions

Joseph Ma h e r
Vice  Pres id ent  and Ge n e r a l
Ma n a g e r,  Me a s u rement and
C o n t rol  Pro d u c t s



The newest digital video discs, compact discs, hard disks and other magnetic and optical storage media have gre a t e r

d e n s i t y, which provides consumers and business professionals with higher-quality images and sound, as well as incre a s e d

storage capacity. To boost yields and improve the capabilities of their products, storage manufacturers and their OEM

suppliers around the world are using MKS Instruments’ components to accurately and precisely measure and control the

gas pre s s u res used in the production process. MKS is expanding its business in this market as the growing demand for

higher density storage capacity leads to more complex manufacturing processes that incorporate tighter process contro l s .

Y i e l d





yields and reduce manufactur ing downtime by enhancing the

p e rformance of existing systems.

Semiconductor equipment O E Ms are constantly challenged by

semiconductor device manufacturers to develop new systems that can

i m p rove productivity and device perf o r m a n c e . Because controlling the

vacuum and gas environment is crit ical in the semiconductor

manufacturing process,  M K S also collaborates closely with its

semiconductor equipment O E M customers – from the initial design of

next-generation fabrication equipment to its eventual installation in

manufacturing plants worldwide. A high commitment to re s e a rch and

d e velopment allows M K S to continually develop products that incorporate

the most advanced measurement and control technology, as well as

e f f e c t i vely handle new materials such as copper and low-k dielectrics. M K S’s

p a rticipation in S E M I / S E M ATECH, a consortium of semiconductor

equipment suppliers, and its partnerships with leading academic and

re s e a rch institutions ensure that the company will remain on the fore f ro n t

of gas and vacuum technology. M K S also protects its investment in R&D;

the company owns  U . S . patents with eight additional U . S . p a t e n t

applications pending.

Ac ross its global infrastru c t u re, M K S has embraced a number of

cutting-edge management and manufacturing practices to respond more

e f f e c t i vely and efficiently to its customers, as well as provide the highest

quality products in the industry. M K S relies on flexible, just-in-time and

kanban inve n t o ry programs, as well as strategic manufacturing outsourc i n g ,

to ensure that its products are readily available and delive red on time to its

customers around the world. The company constantly monitors the

p e rformance of its products in the field, using this analysis to continually

i m p rove its own manufacturing pro c e d u re s . With an eye on manufacturing

Gera ld  Cole l la
Corporat e Vice  Pre s i d e n t ,
Bu s iness  Op e r a t i o n s



m oving to embrace larger panel sizes , while a lso being challenged to

p roduce displays with greater resolution and fewer defects. In the

magnetic and optical storage media industries, which produce C D - RO M s ,

CDs, h a rd disks, and DV Ds, there is a transition to higher density storage

c a p a c i t y. In the fiber optics industry, there is a growing demand for

g reater  data transmission using optical fibers. As in the semiconductor

i n d u s t ry, these powe rful,  industry-spec if ic trends place incre a s i n g

i m p o rtance on the need for components and systems that reliably and

accurately measure and control the gases and pre s s u res used in their

re s p e c t i ve manufacturing pro c e s s .

               

Semiconductor and advanced thin-film manufacturing takes place virt u a l l y

e ve ry w h e re on the globe. With   d i rect sales and support offices,   s e rv i c e

centers and nine manufacturing facilities strategically located around the

world, M K S has built a strong infrastru c t u re to properly support its base of

 ,    a c t i ve customers worldwide. M K S’s unwavering commitment to total

customer satisfaction has helped the company build highly successful

customer relationships with some of the semiconductor industry’s largest

and most successful companies such as Applied Materials, Lam Re s e a rc h ,

N E C, Novellus Systems and To k yo El e c t ron. 

Re g a rdle ss  of  location,  semiconduc tor and  other  thin-fi lm

manufactur ing is  c ap ital  intensive . The instal l ation of  each new

system re p resents  a costly, strategic inve s t m e n t . For these companies to

t h r i ve, manufacturing downtime and less-than-optimum yields are un-

a c c e p t a b l e . Recogniz ing  this ,  M K S has developed close  work i n g

r el at ionships wi th  the device manufacturers themselve s . M K S’s f ield

engineers team with manufacturers to determine how to best  improve

Leo Be r l i n g h i e r i
Vice  Pres id ent ,  Cu s t o m e r
Su p p o r t Op e r a t i o n s



The convergence of computing and communications continues to accelerate, made possible by the continual

advancement of integrated circuits and the rapidly increasing bandwidth capabilities of telecommunications equipment.

To assist its semiconductor and fiber optic cable customers in enhancing the perf o rmance of their products while also

reducing manufacturing equipment size, MKS delivers integrated subsystems, which combine multiple components into

s m a l l e r, single-package, higher perf o rmance solutions. MKS’s integrated solutions, which are easier to install and

c o n f i g u re, are adding substantial value by helping customers reduce costs and raise productivity to new levels. 

I n t e g r a t i o n





e xcellence, M K S also has embraced total quality management. T h e

c o m p a n y’s major U . S . and Eu ropean manufacturing facilities have re c e i ve d

ISO  c e rtification – an internationally re c o g n i zed standard for

maintaining the highest levels of manufacturing quality. 

                             

Ad vanced product manufacturers and their O E M equipment suppliers are

constantly challenged by consumers and systems designers to produce new

generations of increasingly fast, more complex, smaller-sized products that offer

g reater functionality and reduced power consumption at lower prices. Wi t h

c o m p re h e n s i ve product lines, M K S offers its customers in a range of industries,

the reliable, accurate instrumentation and components needed to make a

measurable difference in productivity and product perf o r m a n c e . With a global

i n f r a s t ru c t u re and an unwavering commitment to customer satisfaction, the

company is ensuring that its customers increase yields, throughput and

manufacturing uptime.

M K S’s products are facilitating continued advancements in micro c h i p

t e c h n o l o g y, helping Mo o re’s Law stand the test of time. While the company’s

p roducts will not be seen nor used directly by consumers, the impact of M K S

is highly visible in today’s modern society through successive generations of

e l e c t ronic products and components that make life more entertaining, pro d u c t i ve ,

c o n venient and enjoy a b l e .

Ronald We i g n e r
Vice  Pres id ent  and 
Chie f Financial  Of f i c e r



R e v i e w





                          
(in thousands, except share data)

December  , December  ,    

    Ac t u a l Pro Fo r m a

( Note 2)

( Un a u d i t e d )

     

Cu r rent assets:
Cash and cash equiva l e n t s     ,      ,      ,  

Ma rketable equity securities         

Trade accounts re c e i vable, net of allowance for doubtful
accounts of     and     at December  ,
    and    , re s p e c t i ve l y  ,    ,    ,  

In ve n t o r i e s  ,    ,    ,  

De f e r red tax asset         

Other current assets ,        

Total current assets  ,    ,    ,  

Pro p e rt y, plant and equipment, net  ,    ,    ,  

Other assets ,   ,   ,  

Total assets    ,     ,     ,  

                            ’      

Cu r rent liabilities:
Sh o rt-term borrow i n g s    ,     ,     ,  

Cu r rent portion of long-term debt ,   ,   ,  

Cu r rent portion of capital lease obligations ,   ,   ,  

Accounts payable ,   ,   ,  

Ac c rued compensation ,   ,   ,  

Other accrued expenses ,   ,   ,  

Income taxes payable ,   ,   ,  

Distribution payable – –  ,  

Total current liabilities  ,    ,    ,  

Long-term debt  ,    ,    ,  

Long-term portion of capital lease obligations ,   ,   ,  

De f e r red tax liability         

Other liabilities         

Commitments and contingencies (Note )
St o c k h o l d e r s’ equity: 

Common Stock, Class A, no par va l u e ;
 ,  ,   s h a res authorized, ,  ,   issued and outstanding      

Common Stock, Class B (non voting) no par va l u e ;
 ,  ,   s h a res authorized;  ,  ,   a n d
 ,  ,   s h a res issued and outstanding at
December  ,     and    , re s p e c t i ve l y      

Additional paid-in capital      

Retained earnings  ,    ,    ,  
Accumulated other compre h e n s i ve income ,   ,   ,  

Total stockholders’ equity  ,    ,    ,  

Total liabilities and stockholders’ equity    ,     ,     ,  

The accompanying notes are an integral  part of the consolidated financia l statements.



                               

To the Board of Di rectors and Stockholders of M K S In s t ruments, In c . :

In our opinion, the accompanying consolidated balance sheets and related consolidated statements of income,
s t o c k h o l d e r s’ equity and cash flows present fairly, in all material respects, the financial position of M K S In s t ru m e n t s ,
Inc. and its subsidiaries at December  ,     and     and the results of their operations and their cash flows for each
of the three years in the period ended December  ,    , in conformity with generally accepted accounting principles.
These financial statements are the responsibility of the Company’s management; our responsibility is to express an
opinion on these financial statements based on our audits. We conducted our audits of these statements in accord a n c e
with generally accepted auditing standards which re q u i re that we plan and perform the audit to obtain re a s o n a b l e
assurance about whether the financial statements are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement
p resentation. We believe that our audits provide a reasonable basis for the opinion expressed above .

PR I C EWAT E R H O U S ECO O PE R S L L P

Boston, Ma s s a c h u s e t t s
Ja n u a ry  ,    , except for the information 
in the first and second paragraph of Note  
as to which the date is Ja n u a ry  ,     a n d
Fe b ru a ry  ,    , re s p e c t i ve l y





                                       ’      
For the years ended December  ,    ,     and    

(in thousands, except share data)

Accumulated
Common Stock Additional Other Total

Class A Class B Paid-in Retained Comprehensive Comprehensive Stockholders’
Shares Amount Shares Amount Capital Earnings Income Income Equity

Balance at 
December ,  ,,  ,,     , ,  ,

Distributions
to stockholders (,) (,)

Comprehensive income:
Net income ,   , ,

Other comprehensive
income:

Foreign currency 
translation adjustment () () ()

Unrealized loss 
on investments () () ()

Comprehensive
income   ,

Balance at
December ,  ,,  ,,   , , ,

Distributions 
to stockholders (,) (,)

Comprehensive income:
Net income , , ,

Other comprehensive
income:

Foreign currency 
translation adjustment () () ()

Unrealized gain 
on investments   

Comprehensive income   ,

Balance at
December ,  ,,  ,,   , , ,

Distributions 
to stockholders (,) (,)

Issuance of 
common stock 

Comprehensive income:
Net income , , ,

Other comprehensive
income:

Foreign currency 
translation adjustment   

Unrealized loss 
on investments () () ()

Comprehensive income     ,

Balance at
December ,  ,,  ,,     ,     ,  ,

The accompanying notes are an integral part of the consolidated financial statements.



                                

(in thousands, except per  share data)

Year Ended December  ,
           

Net sales    ,      ,      ,  

Cost of sales   ,     ,    ,  

Gross pro f i t  ,    ,    ,  

Re s e a rch and deve l o p m e n t  ,    ,    ,  

Selling, general and administrative  ,    ,    ,  

Re s t ru c t u r i n g ,   – –
Income from operations  ,    ,   ,  

In t e rest expense ,   ,   ,  

In t e rest income        

Other income (expense), net (  )      

Income before income taxe s  ,    ,   ,  

Provision for income taxe s    ,     

Net income    ,    ,      ,  

Historical net income per share :
Ba s i c     .       .       .  

Di l u t e d     .       .        .  

Historical weighted average common shares outstanding:
Ba s i c   ,      ,      ,   

Di l u t e d   ,      ,      ,   

Pro forma data (unaudited):
Historical income before income taxe s     ,        ,        ,  

Pro forma provision for income taxes assuming C corporation tax  ,     ,    ,  

Pro forma net income    ,     ,       ,  

Pro forma net income per share :
Ba s i c     .      .    . 

Di l u t e d     .      .       . 

Pro forma weighted average common shares outstanding:
Ba s i c   ,      ,     ,  

Di l u t e d   ,      ,     ,  

The accompanying notes are an integral part of the consolidated financial statements.





                                         
(tables in thousands, except per share data)

 .                       

M K S In s t ruments, Inc. (the “Company”) is a worldwide deve l o p e r, manufacture r, and supplier of instruments and
components that are used to measure, control and analyze gases in semiconductor manufacturing and similar industrial
manufacturing processes. The Company’s products include pre s s u re and flow measurement and control instru m e n t s ;
vacuum gauges, va l ves and components; and gas analysis instruments. The Company is subject to risks common to
companies in the semiconductor industry including, but not limited to, the highly cyclical nature of the semi-
conductor industry leading to recurring periods of over supply, development by the Company or its competitors of
n ew technological innovations, dependence on key personnel and the protection of pro p r i e t a ry technology.

 .                                          

                      The consolidated financial statements include the accounts of the Company and its
subsidiaries. All significant intercompany accounts and transactions have been eliminated in consolidation. T h e
Company has reflected the approximately  .% owned foreign subsidiaries as wholly-owned subsidiaries pursuant to
common control accounting. Upon the closing of this offering for which these financial statements are being pre p a re d ,
the shares of the foreign subsidiaries owned directly by the ultimate stockholders will be contributed to the Company.

                                     (          ) The Company intends to distribute the
balance of its accumulated and undistributed S corporation earnings from the proceeds of this offering for which this
registration statement is being pre p a red. The unaudited pro forma balance sheet has been pre p a red assuming an
estimated   ,  ,   distribution was payable as of December  ,    . The remaining balance in retained earnings
re p resents accumulated earnings prior to the Company conve rting from a C corporation to an S corporation in    ,
accumulated income in overseas subsidiaries and differences between book and tax accumulated income.

                         (          )                      The Company computes
basic and diluted earnings per share in accordance with Statement of Financial Accounting St a n d a rds No.   

( “S FA S   ”) “Earnings per Sh a re.” S FA S    re q u i res both basic earnings per share, which is based on the we i g h t e d
a verage number of common shares outstanding, and diluted earnings per share, which is based on the weighted ave r a g e
number of common shares outstanding and all dilutive potential common equivalent shares outstanding. The dilutive
effect of options is determined under the tre a s u ry stock method using the average market price for the period. Common
e q u i valent shares are included in the per share calculations where the effect of their inclusion would be dilutive .

Historical net income per share is not meaningful based upon the Company’s planned conversion from an S
corporation to a C corporation upon the closing of this offering for which these financial statements are being pre p a re d .
Historical net income has been adjusted for the pro forma provision for income taxes calculated assuming the
Company was subject to income taxation as a C corporation, at a pro forma tax rate of  .%. In accordance with a
regulation of the Securities and Exchange Commission, pro forma net income per share has been presented for the ye a r
ended December  ,     to reflect the effect of the assumed issuance of ,  ,   s h a res of common stock of the
Company necessary to be sold at the mid-point of the estimated initial public offering price in order to fund the
intended distribution of the accumulated and undistributed S corporation earnings as of Ja n u a ry ,    .

The following is a reconciliation of basic to diluted pro forma and historical net income per share :

For the Year En d e d December  ,
           

Pro Fo r m a Hi s t o r i c a l Pro Fo r m a Hi s t o r i c a l Pro Fo r m a Hi s t o r i c a l

Net income   ,       ,       ,       ,      ,     ,   

Sh a res used in net income per 
common share – basic   ,      ,      ,      ,     ,     ,   

Effect of dilutive securities:
Em p l oyee and director stock options ‒ ‒            

Sh a res used net income per
common share – diluted   ,      ,      ,      ,     ,     ,   

Net income per common share – basic   .   .     .     .    .    .  

Net income per common share – diluted   .   .     .       .     .    .  



                                    
(in thousands)

Year Ended December  ,
           

Cash flows from operating activities:
Net income    ,     ,      ,  

Adjustments to reconcile net income to net cash 
p rovided by operating activities:

De p reciation and amortization of pro p e rt y, plant and equipment ,   ,   ,  

Loss on disposal of pro p e rt y, plant and equipment –     

De f e r red taxe s (  ) (  ) ( )
Provision for doubtful accounts ( )      

Fo rw a rd exchange contract loss (gain) re a l i ze d       (,  )
Stock option compensation –   –
Changes in operating assets and liabilities:

( In c rease) decrease in trade accounts re c e i va b l e ,   ( ,  )  ,  

( In c rease) decrease in inve n t o r i e s ,   (,  ) ,  

( In c rease) decrease in other current assets ,   (,  )   

In c rease (decrease) in accrued compensation (  ) ,   (,  )
In c rease (decrease) in other accrued expenses (,  ) ,   (,  )
In c rease (decrease) in accounts payable (,  ) ,   (,  )
In c rease (decrease) in income taxes payable    ,   (  )

Net cash provided by operating activities  ,    ,    ,  

Cash flows from investing activities:
Pu rchases of pro p e rt y, plant and equipment (,  ) (,  ) (,  )
Proceeds from sale of pro p e rt y, plant and equipment –     

In c rease in other assets (  ) (  ) (  )
Cash re c e i ved (used) to settle forw a rd exchange contracts (  ) (  ) ,  

Net cash used in investing activities ( ,  ) (,  ) (,  )
Cash flows from financing activities:

Net (payments) borrowings on demand notes payable    (,  ) –
Proceeds from short-term borrow i n g s  ,    ,    ,  

Payments on short-term borrow i n g s (,  ) ( ,  ) ( ,  )
Proceeds from long-term debt    – –
Principal payments on long-term debt (,  ) (,  ) (,  )
Cash distributions to stockholders ( ,  ) ( ,  ) (,  )
Principal payments under capital lease obligations (  ) (  ) (,  )

Net cash used in financing activities ( ,  ) ( ,  ) ( ,  )
Effect of exchange rate changes on cash and cash equiva l e n t s (  ) ,   (  )
In c rease (decrease) in cash and cash equiva l e n t s    (,  ) ,  

Cash and cash equivalents at beginning of period ,   ,   ,  
Cash and cash equivalents at end of period     ,       ,      ,  

Supplemental disclosure of cash flow information:
Cash paid during the period for:

In t e re s t    ,      ,      ,  

Income taxe s          ,      ,  

Noncash transactions during the period:
Equipment acquired under capital leases    ,                ,  

The accompanying notes are an integral part of the consolidated financial statements.





p robable anticipated, but not firmly committed transactions. The anticipated transactions whose risks are being
hedged are the intercompany purchases of inve n t o ry by the foreign subsidiaries from the U . S . p a rent for resale in their
local curre n c y. The time period of the anticipated transactions that are hedged generally approximate one ye a r. T h e
Company has also used forw a rd exchange contracts to hedge firm commitments. Ma rket value gains and losses on
f o rw a rd exchange contracts are re c o g n i zed immediately in earnings unless a firm commitment exists. Ma rket va l u e
gains and premiums on local currency purchased options on probable anticipated transactions and market value gains
and losses on forw a rd exchange contracts hedging firm commitments are re c o g n i zed when the hedged transaction
occurs. These contracts, which relate primarily to Japanese and Eu ropean currencies generally have terms of twe l ve
months or less. The Company does not hold or issue deriva t i ve financial instruments for trading purposes.

Re a l i zed and unre a l i zed gains and losses on forw a rd exchange contracts and local currency purchased options
that qualify for hedge accounting are re c o g n i zed in earnings in the same period as the underlying hedged item.
Re a l i zed and unre a l i zed gains and losses on forw a rd exchange contracts and local currency purchased option contracts
that do not qualify for hedge accounting are re c o g n i zed immediately in earnings. Fo rw a rd exchange contracts re c e i ve
hedge accounting on firmly committed transactions when they are designated as a hedge of the designated curre n c y
e x p o s u re and are effective in minimizing such exposure. Options re c e i ve hedge accounting on probable anticipated
transactions when they are designated as a hedge of the currency exposure and are effective in minimizing such
e x p o s u re. The cash flows resulting from forw a rd exchange contracts and local currency purchased options that qualify
for hedge accounting are classified in the statement of cash flows as part of cash flows from operating activities. Cash
f l ows resulting from forw a rd exchange contracts and local currency purchased options that do not qualify for hedge
accounting are classified in the statement of cash flows as investing activities.

Fo rw a rd exchange contracts with notional amounts totaling none,  ,  ,  , and  ,  ,   to exc h a n g e
f o reign currencies for U . S . dollars, we re outstanding at December  ,    ,    , and    , re s p e c t i ve l y. Of such
f o rw a rd exchange contracts  ,  ,   and  ,  ,   to exchange Japanese yen for U . S . dollars, we re outstanding at
December  ,     and    , re s p e c t i ve l y. The forw a rd exchange contracts with notional amounts outstanding at
December  ,     totaling  ,  ,   do not qualify for hedge accounting and accordingly are marked to market and
re c o g n i zed immediately in earnings. Local currency purchased options with notional amounts totaling  ,  ,  ,
  ,  ,  , and   ,  ,   to exchange foreign currencies for U . S . dollars we re outstanding at December  ,    ,
   , and    , re s p e c t i ve l y.

Fo reign exchange losses of    ,  , foreign exchange gains of  ,  ,   and foreign exchange losses of    ,  

on forw a rd exchange contracts that did not qualify for hedge accounting we re re c o g n i zed in earnings during    ,    

and    , re s p e c t i ve l y, and are classified in Other income (expense), net. Gains on forw a rd exchange contracts that
qualify for hedge accounting of    ,   we re deferred and classified in other accrued expenses at December  ,    .
Gains on local currency purchased options deferred at December  ,     that qualify for hedge accounting of    ,  

we re deferred in other accrued expenses. Gains on forw a rd exchange contracts and local currency purchased options
that qualify for hedge accounting are classified in cost of goods sold and totaled  ,  ,  ,  ,  ,  , and    ,  

for the years ended December  ,    ,    , and    , re s p e c t i ve l y.
The fair value of forw a rd exchange contracts at December  ,    , determined by applying period end curre n c y

e xchange rates to the notional contract amounts, amounted to a loss of    ,  . The fair values of local curre n c y
p u rchased options at December  ,     and     which we re obtained through dealer quotes we re immaterial.

The Company re c o rded a foreign exchange translation loss on intercompany payables of  ,  ,   and a
f o reign exchange translation gain on intercompany payables of  ,  ,   in Other income (expense), net in     a n d
   , re s p e c t i ve l y. Fo reign exchange translation gains  and losses from unhedged intercompany balances we re not
material in    .

The market risk exposure from forw a rd exchange contracts is assessed in light of the underlying curre n c y
e x p o s u res and is controlled by the initiation of additional or offsetting foreign currency contracts. The market risk
e x p o s u re from options is limited to the cost of such investments. Credit risk exposure from forw a rd exc h a n g e
contracts and local currency purchased options are minimized as these instruments are contracted with a major
financial institution. The Company monitors the credit worthiness of this financial institution and full perf o r m a n c e
is anticipated.

                             The Company utilizes an interest rate swap to fix the interest rate on
c e rtain variable rate term loans in order to minimize the effect of changes in interest rates on earnings. In    , the
Company entered into a four-year interest rate swap agreement on a declining notional amount basis which coincides
with the scheduled principal payments with a major financial institution for the notional amount of   ,  ,   e q u a l
to the term loans described in Note . Under the agreement, the Company pays a fixed rate of . % on the notional
amount and re c e i ves L I B O R. The interest differential payable or accruable on the swap agreement is re c o g n i zed on an
a c c rual basis as an adjustment to interest expense. The criteria used to apply hedge accounting for this interest rate
swap is based upon management designating the swap as a hedge against the variable rate debt combined with the
terms of the swap matching the underlying debt including the notional amount, the timing of the interest reset dates,
the indices used and the paydates. At December  ,    , the fair value of this interest rate swap, which re p resents the



                The functional currency of the Company’s foreign subsidiaries is the applicable local
c u r re n c y. For those subsidiaries, assets and liabilities are translated to U . S . dollars at year-end exchange rates. In c o m e
and expense accounts are translated at the average exchange rates pre vailing for the ye a r. The resulting translation
adjustments are included in accumulated other compre h e n s i ve income in consolidated stockholders’ equity.

                   The Company re c o g n i zes re venue upon shipment. The Company accrues for
anticipated returns and warranty costs upon shipment.

                        All highly liquid investments with an original maturity of three months or less
at the date of purchase are considered to be cash equivalents. Cash equivalents consist of money market instru m e n t s .

           The appropriate classification of investments in debt and equity securities is determined at the
time of purchase. Debt securities that the Company has both the intent and ability to hold to maturity are carried at
a m o rt i zed cost. Debt securities that the Company does not have the intent and ability to hold to maturity or equity
securities are classified either as “a va i l a b l e - f o r - s a l e” or as “t r a d i n g” and are carried at fair value. Ma rketable equity
securities are carried at fair value and classified either as available-for-sale or trading. Un re a l i zed gains and losses on
securities classified as available-for-sale are included in accumulated other compre h e n s i ve income in consolidated
s t o c k h o l d e r s’ equity. Un re a l i zed gains and losses on securities classified as trading are re p o rted in earnings.

           In ventories are stated at the lower of cost or market. Cost is determined on the first-in, first-out method.

        ,                     Pro p e rt y, plant and equipment are stated at cost. Equipment acquire d
under capital leases is re c o rded at the present value of the minimum lease payments re q u i red during the lease period.
Ex p e n d i t u res for major re n ewals and betterments that extend the useful lives of pro p e rt y, plant and equipment are
c a p i t a l i zed. Ex p e n d i t u res for maintenance and repairs are charged to expense as incurred. When assets are sold or
o t h e rwise disposed of, the cost and related accumulated depreciation are eliminated from the accounts and any
resulting gain or loss is re c o g n i zed in earnings.

De p reciation is provided on the straight-line method over the estimated useful lives of   years for buildings and
t h ree to five years for machinery and equipment. Leasehold improvements are amort i zed over the shorter of the lease
term or the estimated useful life of the lease.

                        Re s e a rch and development costs are expensed as incurred. 

                             In Ma rch    , the American Institute of Certified Pu b l i c
Accountants issued Statement of Position (S O P)  -, “Accounting for the Costs of So f t w a re De veloped or Ob t a i n e d
for Internal Us e” which provides guidance on the accounting for the costs of software developed or obtained for
internal use. SOP  - is effective for fiscal years beginning after December  ,    . The Company does not expect the
SOP  - to have a material impact on its financial position or results of operations.

In June    , the Financial Accounting St a n d a rds Board issued Statement of Financial Accounting St a n d a rd s
(S FA S) No.   , “Accounting for De r i va t i ve In s t ruments and Hedging Activities.” S FA S No.    re q u i res that all
d e r i va t i ve instruments be re c o rded on the balance sheet at their fair value. Changes in the fair value of deriva t i ves are
re c o rded each period in current earnings or other compre h e n s i ve income, depending on whether a deriva t i ve is
designated as part of a hedge transaction and, if it is, the type of hedge transaction. The statement is effective for all
fiscal quarters of all fiscal years beginning after June  ,    . The Company has not yet determined the impact that
the adoption S FA S No.    will have on its financial position or results of operations.

                The preparation of financial statements in conformity with generally accepted accounting
principles re q u i res management to make estimates and assumptions that affect the re p o rted amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the dates of the financial statements and the re p o rt e d
amounts of re venues and expenses during the re p o rting periods. Actual results could differ from those estimates.

                                       C e rtain reclassifications have been made to prior ye a r s’
consolidated financial statements to conform to the current pre s e n t a t i o n .

 .                                         

                                The Company uses forw a rd exchange contracts and local
c u r rency purchased options in an effort to reduce its exposure to currency fluctuations on future U . S . dollar cash flow s
d e r i ved from foreign currency denominated sales associated with the intercompany purchases of inve n t o ry. T h e
Company has entered into forw a rd exchange contracts and local currency purchased options to hedge a portion of its





    -         

Long-term debt consists of the following: 
December  ,

       

Term loans   ,     ,  

Mo rtgage notes ,   ,  

Total long-term debt  ,    ,  

Less: current port i o n ,   ,  

Long-term debt less current port i o n   ,     ,  

On November ,    , the Company entered into a term loan agreement with a bank, which provided for
b o r rowings of   ,  ,  . Principal payments are payable in equal monthly installments of   ,   t h rough October ,
   , with the remaining principal payment due on November ,    . The loan is collateralized by certain land,
buildings, and equipment. In t e rest is payable monthly at either the bank’s base rate, at a rate based on the long-term
funds rate, or at the LIBOR Rate, as defined in the agreement, at the Company’s option.

On October  ,    , the Company also entered into a term loan agreement with the same bank, which prov i d e d
additional uncollateralized borrowings of  ,  ,  . Principal payments are payable in equal monthly installments of
  ,   t h rough June ,    , with the remaining principal payment due on June  ,    . In t e rest is payable monthly
at either the bank’s base rate or at the LIBOR Rate, as defined in the agreement, at the Company’s option.

At December  ,     and    , the interest rates in effect for the term loan borrowings we re .  % and
.  %, re s p e c t i ve l y.

The terms of the re volving credit facility and term loan agreements, as amended, contain, among other
p rovisions, re q u i rements for maintaining certain levels of tangible net worth and other financial ratios. The agre e m e n t
also contains restrictions with respect to acquisitions. Under the most re s t r i c t i ve covenant, the operating cash flow to
debt service ratio for a fiscal quarter shall not be less than .  to .. In the event of default of these covenants or
restrictions, any obligation then outstanding under the loan agreement shall become payable upon demand by the
bank. See Note   for subsequent eve n t .

The Company has loans outstanding from various foreign banks in the form of mortgage notes at interest rates
ranging from .% to .%. Principal and interest are payable in monthly installments through    . The loans are
c o l l a t e r a l i zed by mortgages on certain of the Company’s foreign pro p e rt i e s .

A g g regate maturities of long-term debt over the next five years are as follow s :

Year ending December  , A g g regate Ma t u r i t i e s

      ,  

    ,  

    ,  

    ,  

      

T h e re a f t e r ,  

  ,  

 .                 

The Company leases certain of its facilities and machinery and equipment under capital and operating leases expiring
in various years through     and there a f t e r. Ge n e r a l l y, the facility leases re q u i re the Company to pay maintenance,
insurance and real estate taxes. Rental expense under operating leases totaled  ,  ,  ,  ,  ,  , and  ,  ,   f o r
the years ended December  ,    ,    , and    , re s p e c t i ve l y.



amount the Company would re c e i ve or pay to terminate the agreement, is a net payable of    ,  , based on dealer
quotes. The variable rate re c e i ved on the swap at December  ,     was .% .

The market risk exposure from the interest rate swap is assessed in light of the underlying interest rate
e x p o s u res. Credit risk exposure from the swap is minimized as the agreement is with a major financial institution. T h e
Company monitors the credit worthiness of this financial institution and full performance is anticipated.

                             The Company’s significant concentrations of credit risk consist
principally of cash and cash equivalents and trade accounts re c e i vable. The Company maintains cash and cash
e q u i valents with financial institutions including the bank it has borrowings with. Concentrations of credit risk with
respect to trade accounts re c e i vable are limited due to the large number of geographically dispersed customers. Cre d i t
is extended for all customers based on financial condition and collateral is not re q u i re d .

                                    The fair value of the term loans, including the current port i o n ,
a p p roximates its carrying value given its variable rate interest provisions. The fair value of mortgage notes is based on
b o r rowing rates for similar instruments and approximates its carrying value. For all other balance sheet financial
i n s t ruments, the carrying amount approximates fair value because of the short period to maturity of these instru m e n t s .

 .           

In ventories consist of the following: 
December  ,

       

Raw material   ,     ,  

Wo rk in pro c e s s ,   ,  

Finished goods  ,    ,  

 ,    ,  

 .         ,                    

Pro p e rt y, plant and equipment consist of the following: 
December  ,

       

L a n d   ,     ,  

Bu i l d i n g s  ,    ,  

Ma c h i n e ry and equipment  ,    ,  

Fu r n i t u re and fixture s ,    ,  

Leasehold improve m e n t s    ,  

 ,    ,  

Less: accumulated depreciation and amort i z a t i o n  ,    ,  

  ,    ,  

 .    

                           -                In Fe b ru a ry    , the Company entered into
loan agreements with two banks, which provide access to a re volving credit facility. These agreements have since been
amended. The re volving credit facility, as amended, provides for uncollateralized borrowings up to   ,  ,  , which
e x p i res on December  ,    . In t e rest on borrowings is payable quarterly at either the banks’ base rate or the L I B O R
Rate, as defined in the agreement, at the Company’s option. At December  ,     and    , the Company had no
b o r rowings under this re volving credit facility.

Ad d i t i o n a l l y, certain of the Company’s foreign subsidiaries have lines of credit and short-term borrow i n g
arrangements with various financial institutions which provide for aggregate borrowings as of December  ,     of up
to   ,  ,  , which generally expire and are re n ewed at six month intervals. At December  ,     and    , total
b o r rowings outstanding under these arrangements we re   ,  ,  , and  ,  ,  , re s p e c t i ve l y, at interest rates
ranging from .% to .%, and .% to .%, re s p e c t i ve l y. Fo reign short-term borrowings are generally collateralize d
by certain trade accounts re c e i vable and are guaranteed by a domestic bank.





The following table presents the activity for options under the Pl a n :

Year En d e d Year En d e d Year En d e d

December  ,     December  ,     December  ,    

We i g h t e d We i g h t e d We i g h t e d

Ave r a g e Ave r a g e Ave r a g e

Exe rc i s e Exe rc i s e Exe rc i s e

Op t i o n s Pr i c e Op t i o n s Pr i c e Op t i o n s Pr i c e

Outstanding – beginning of period   ,     .    ,    .  ,  ,   . 
Gr a n t e d   ,   .    ,   .    ,   . 

Exe rc i s e d – – – – () . 

Fo rfeited or Ex p i re d (  ,  )  .  ( ,  ) .  ( ,  ) . 

Outstanding – end of period   ,     .  ,  ,    .  ,  ,    . 

Exe rcisable at end of period   ,     .    ,    .    ,    . 

At December  ,    , Plan options included ,  ,  ,   ,  , and  ,   s h a res outstanding at exe rcise prices
of  . ,  . , and  .  per share. The weighted average remaining contractual life of these options was . ye a r s .

During    ,  ,   options we re granted at an exe rcise price of  .  per share under the Di rector Plan and we re
outstanding at December  ,    . Of these options, ,   we re exe rcisable at December  ,    . During    , options
for ,   s h a res we re granted under the Di rector Plan at an exe rcise price of  .  per share. Of these options,  ,  

we re outstanding with  ,   e xe rcisable at the  .  per share price at December  ,    . During    , options for ,  

s h a res we re granted under the Di rector Plan at an exe rcise price of  .  per share. Of these options,  ,   we re
outstanding with  ,   e xe rcisable at the  .  per share price at December  ,    .

The Company has adopted the disclosure-only provisions of Statement of Financial Accounting St a n d a rds 
No.    (S FA S No.   ), “Accounting for St o c k - Based Compensation.” The Company has chosen to continue to account
for stock-based compensation using the intrinsic value method prescribed in Accounting Principles Board Op i n i o n
No.  , “Accounting for Stock Issued to Em p l oye e s” and related interpretations. Ac c o rd i n g l y, compensation cost for
stock options is measured as the excess, if any, of the fair value of the Company’s stock at the date of grant over the
amount an employee must pay to acquire the stock.

The disclosures re q u i red under S FA S No.    h a ve been omitted as they are not meaningful based upon the
C o m p a n y’s planned conversion from an S corporation to a C corporation upon the closing of this offering for which
these financial statements are being pre p a red. Had the fair value based method prescribed in S FA S No.    been used
to account for stock-based compensation cost, there would have been no change in pro forma net income and pro
forma earnings per share from that re p o rted based on the following assumptions: dividend yield of %, risk fre e
i n t e rest rate of . % and an expected life of  ye a r s .

 .            

The Company has elected to be taxed as an S corporation for federal and certain states income tax purposes and, as a
result, is not subject to Federal taxation but is subject to state taxation on income in certain states. The stockholders are
liable for individual Federal and certain state income taxes on their allocated portions of the Company’s taxable income.



Minimum lease payments under operating and capital leases are as follow s :

C a p i t a l

Operating Leases L e a s e s

Year ending December  , Real Estate Eq u i p m e n t Eq u i p m e n t

     ,       ,  

            

            

           

          

T h e re a f t e r     –
Total minimum lease payments  ,        ,  

Less: amounts re p resenting intere s t   

Present value of minimum lease payments ,  

Less: current port i o n ,  

Long-term port i o n  ,  

 .             ’      

            The Company has two classes of common stock. Stockholders of Class A common stock are
entitled to voting rights with one vote for each share of common stock. Stockholders of Class B common stock are not
entitled to voting rights.

Upon the closing of this offering for which this Registration Statement is being pre p a red each outstanding share
of Class A and Class B common stock of the Company will be conve rted into an aggregate of  ,  ,   s h a res of
common stock.

                  On Ja n u a ry ,    , the stockholders of the Company approved the following: () an
i n c rease in the number of shares that may be granted under the     Stock In c e n t i ve Plan to ,  ,   s h a res of
common stock; () the adoption of the     Di rector Stock Option Plan pursuant to which options may be granted to
p u rchase up to an aggregate of   ,   s h a res of common stock; () the adoption of the     Em p l oyee Stock Pu rc h a s e
Plan pursuant to which the Company may issue up to an aggregate of   ,   s h a res of common stock; and () that
,  ,   s h a res,   ,   s h a res, and   ,   s h a res of common stock be re s e rved for issuance under the     St o c k
In c e n t i ve Plan, the     Di rector Stock Option Plan, and the     Em p l oyee Stock Pu rchase Plan, re s p e c t i ve l y.

The Company grants options to employees under the     Stock In c e n t i ve Plan (the “Pl a n”) and to dire c t o r s
under the     Di rector Stock Option Plan (the “Di rector Pl a n” ) .

At December  ,     options to purchase ,  ,   s h a res of the Company’s common stock we re re s e rved for
issuance under the Plan. At December  ,    , under the Di rector Plan, options to purchase  ,   s h a res of common
stock we re re s e rved for issuance. Stock options are granted at   % of the fair value of the Company’s common stock
as determined by the Board of Di rectors on the date of grant. In reaching the determination of fair value at the time
of each grant, the Board of Di rectors considered a range of factors, including the Company’s current financial position,
its recent re venues, results of operations and cash flows, its assessment of the Company’s competitive position in its
m a rkets and prospects for the future, the status of the Company’s product development and marketing efforts, curre n t
valuations for comparable companies and the illiquidity of an investment in the Company’s common stock. Ge n e r a l l y,
stock options under the Plan vest  % after one year and % per quarter there a f t e r, and expire   years after the grant
date. Under the Di rector Plan, the options granted in     vest over three years and options granted in     and later
vest at the earlier of () the next annual meeting, ()   months from date of grant or () the effective date of an
acquisition as defined in the Di rector Pl a n .





  .                                                          

See Note  for a brief description of the Company’s business. The Company is organized around two similar pro d u c t
lines domestically and by geographic locations internationally and has three re p o rtable segments: No rth America, Fa r
East, and Eu rope. Net sales to unaffiliated customers are based on the location in which the sale originated. Tr a n s f e r s
b e t ween geographic areas are at negotiated transfer prices and have been eliminated from consolidated net sales.
Income from operations consists of total net sales less operating expenses and does not include either interest income,
i n t e rest expense or income taxes. The Company had one customer comprising  %,  % and  % of net sales for the
years ended December  ,    ,    , and    , re s p e c t i ve l y. This data is presented in accordance with S FA S   ,
“ Di s c l o s u res About Segments of an Enterprise and Related Information,” which the Company has re t ro a c t i ve l y
adopted for all periods pre s e n t e d .

Year Ended December  ,     No rth America Far East Eu ro p e To t a l

Net sales to unaffiliated customers   ,     ,     ,      ,  

Intersegment net sales  ,      ,    ,  

De p reciation and amort i z a t i o n ,         ,  

Income from operations ,   ,   ,   ,  

Segment assets  ,    ,   ,    ,  

L o n g - l i ved assets  ,   ,   ,    ,  

Capital expenditure s ,         ,  

Year Ended December  ,    

Net sales to unaffiliated customers    ,    ,    ,      ,  

Intersegment net sales  ,          ,  

De p reciation and amort i z a t i o n ,         ,  

Income from operations  ,          ,  

Segment assets  ,    ,   ,     ,  

L o n g - l i ved assets  ,   ,   ,    ,  

Capital expenditure s ,         ,  

Year Ended December  ,    

Net sales to unaffiliated customers    ,     ,     ,      ,  

Intersegment net sales  ,      ,    ,  

De p reciation and amort i z a t i o n ,         ,  

Income from operations  ,          ,  

Segment assets  ,    ,   ,    ,  

L o n g - l i ved assets  ,   ,   ,    ,  

Capital expenditure s ,         ,  

Included in No rth America are the United States and Canada. Net sales to unaffiliated customers from the
United States we re    ,  ,  ,    ,  ,   and   ,  ,   for the years ended December  ,    ,     and    ,
re s p e c t i ve l y. Long-lived assets within the United States amounted to   ,  ,  ,   ,  ,   and   ,  ,   a t
December  ,    ,    , and    , re s p e c t i ve l y.

Included in the Far East are Japan, Ko rea and Si n g a p o re. Included in Eu rope are Ge r m a n y, France and the
United Kingdom. Net sales to unaffiliated customers from Japan we re   ,  ,  ,   ,  ,   and   ,  ,   for the
years ended December  ,    ,     and    , re s p e c t i ve l y. Long-lived assets within Japan amounted to  ,  ,  ,
 ,  ,   and  ,  ,   at December  ,    ,     and    , re s p e c t i ve l y.

  .                 

On Ja n u a ry  ,    , the Company amended its re volving credit facility and its term loan agreements described in 
Note . The amendments include revised quarterly cash flow to debt service ratios. The most re s t r i c t i ve covenant is
the cash flow to debt service ratio of .  to . in the fourth quarter of     and there a f t e r.

On Fe b ru a ry  ,     the Company effected a - f o r - stock split, in the form of a stock dividend of its common
stock and increased the number of authorized shares of common stock to  ,  ,  . Ac c o rd i n g l y, all share data has
been restated to reflect the common stock split.



The components of income before income taxes and the historical related provision for income taxes consist of
the follow i n g :

Year Ended December  ,
           

Income before income taxe s :
United St a t e s   ,     ,    ,  

Fo re i g n ,      ,  

 ,    ,   ,  

Cu r rent taxe s :
St a t e    ,     

Fo re i g n         

,   ,     

De f e r red taxe s :
St a t e (  ) ( ) ( )
Fo re i g n (  ) ( ) 

(  ) (  ) ( )
Provision for income taxe s         ,       

As the Company is not subject to Federal income taxes, a reconciliation of the effective tax rate to the Fe d e r a l
s t a t u t o ry rate is not meaningf u l .

At December  ,    ,    , and     the components of the deferred tax asset and deferred tax liability we re as follow s :

December  ,
           

De f e r red tax assets (liabilities):
In ve n t o r i e s          

In t e rcompany pro f i t s         

C o m p e n s a t i o n       

In vestment booked under the equity method ( ) ( ) ( )
Ot h e r ( ) ( )  

To t a l          

  .                       

The Company has a   (k) profit-sharing plan for U . S . e m p l oyees meeting certain re q u i rements in which eligible employe e s
may contribute from % up to  % of their compensation. The Company, at its discretion, may provide a matching
contribution which will generally match up to the first % of each part i c i p a n t’s compensation, plus  % of the next % of
compensation. At the discretion of the Board of Di rectors, the Company may also make additional contributions for the
benefit of all eligible employees. The Company’s contributions are generally paid annually, and we re  ,  ,   a n d
 ,  ,   for the years ended December  ,     and    . Ap p roximately  ,  ,   has been accrued as the estimated
Company contribution for the year ended December  ,     and is included in accrued compensation.

The Company maintains a bonus plan which provides cash awards to key employees, at the discretion of the
Compensation Committee of the Board of Di rectors, based upon operating results and employee performance. Bonus
expense to key employees was none,  ,  ,  , and none for the years ended December  ,    ,    , and    , re s p e c t i ve l y.

  .             

In    , the Company re c o rded a re s t ructuring charge of  ,  ,  , primarily related to reduction of personnel and
the closure of facilities in Phoenix, AZ and San Jose, CA. These charges include    ,   of severance pay,    ,   o f
lease commitments, and    ,   for the write-off of leasehold improvements. The facilities closure concluded during
   . The remaining balance of approximately    ,   for lease commitments is included in Other accrued expenses
in the accompanying balance sheet at December  ,    .
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