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PART I. FINANCIAL INFORMATION
Item 1.  Financial Statements (unaudited)

MATTSON TECHNOLOGY, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(unaudited, in thousands, except par value)

ASSETS
Current assets:
Cash and cash equivalents
Short-term investments
Restricted cash

Accounts receivable, net of allowance for doubtful accounts of $3,745
on September 27, 2009 and $4,606 on December 31, 2008
Advance billings
Inventories
Inventories - delivered systems
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Other assets
Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable
Accrued liabilities
Deferred revenue
Total current liabilities
Income taxes payable, noncurrent
Other liabilities
Total liabilities

Commitments and contingencies (Note 6)

Stockholders' equity:
Preferred stock, 2,000 shares authorized; none issued and outstanding
Common stock, par value $0.001, 120,000 authorized shares;

54,106 shares issued and 49,925 shares outstanding as of September 27, 2009

53,874 shares issued and 49,693 shares outstanding as of December 31, 2008
Additional paid-in capital
Accumulated other comprehensive income
Treasury stock, 4,181 shares in 2009 and 2008, at cost
Accumulated deficit
Total stockholders' equity
Total liabilities and stockholders' equity

September 27, December 31,
2009 2008
$ 58,301 $ 77,107
7,537 26,280
2,000 -

7,045 14,477

616 140

30,585 48,410

- 956

4,934 5,765

111,018 173,135
23,718 27,144

6,025 7,932

$ 140,761 $ 208,211
$ 5,061 $ 7,205
16,867 21,241

2,552 4,198

24,480 32,644

4,301 13,467

5,831 5,264

34,612 51,375

54 54

631,078 628,632
22,802 20,255
(37,986) (37,986)
(509,799) (454,119)
106,149 156,836

$ 140,761 $ 208,211

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



MATTSON TECHNOLOGY, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited, in thousands, except per share amounts)

Net sales
Cost of sales
Gross margin

Operating expenses:
Research, development and engineering
Selling, general and administrative
Amortization of intangibles
Restructuring charges
Total operating expenses

Loss from operations
Interest income

Interest expense

Other income (expense), net

Loss before income taxes

Provision for (benefit from) income taxes

Net loss

Net loss per share:
Basic and diluted

Shares used in computing net loss per share:

Basic and diluted

Three Months Ended

Nine Months Ended

September 27, September 28, September 27,  September 28,
2009 2008 2009 2008

$ 11,187 $ 30,041 $ 24,827 $ 120,486
8,722 22,371 31,886 73,5637

2,465 7,670 (7,059) 46,949

5,818 10,397 19,277 27,458

11,611 16,448 35,970 48,815

- 128 - 384

1,738 1,867 2,556 2,615

19,167 28,840 57,803 79,272
(16,702) (21,170) (64,862) (32,323)

139 739 572 2,801
(30) (37) (86) (113)
(357) (139) 719 (1,386)
(16,950) (20,607) (63,657) (31,021)
(8,393) 130 (7,977) 686
$ (8,557) $ (20,737) $ (55,680) $ (31,707)
$ 0.17) $ (042 $ (112) % (0.64)
49,884 49,481 49,795 49,421

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



MATTSON TECHNOLOGY, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, in thousands)

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash
provided by (used in) operating activities:
Allowance for doubtful accounts
Amortization of intangibles
Depreciation
Inventory valuation and vendor commitment charges
Stock-based compensation
Deferred taxes
Other non-cash items
Changes in assets and liabilities:
Accounts receivable
Advance billings
Inventories
Inventories - delivered systems
Prepaid expenses and other current assets
Other assets
Accounts payable
Accrued liabilities
Deferred revenue
Noncurrent and other liabilities
Net cash used in operating activities

Cash flows from investing activities:
Purchases of available-for-sale investments
Purchases of certificates of deposit
Sales and maturities of available-for-sale investments
Purchases of property and equipment
Sales of property and equipment

Net cash provided by (used in) investing activities

Cash flows from financing activities:
Proceeds from stock plans, net of shares withheld
for employee taxes
Purchases of treasury stock
Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash and cash equivalents
Net decrease in cash and cash equivalents

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

Nine Months Ended

September 27,  September 28,
2009 2008
$ (55,680) $ (31,707)
(862) 103
- 384
6,393 6,352
13,900 2,745
2,302 3,414
(8,380) 95
320 51
8,409 7,714
(476) (553)
7,111 (10,671)
956 (956)
1,046 4,495
1,257 (155)
(2,338) (6,262)
(5,822) (2,236)
(2,021) (2,134)
283 (137)
(33,602) (29,458)
(20,178) (27,651)
(2,000) -
38,500 26,450
(2,995) (7,074)
- 976
13,327 (7,299)
144 376
- (2,613)
144 (2,237)
1,325 2,974
(18,806) (36,020)
77,107 125,533
$ 58,301 § 89,513

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



MATTSON TECHNOLOGY, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 27, 2009 (unaudited)

1. Basis of Presentation
Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance
with accounting principles generally accepted in the United States of America for interim financial information and
with the instructions to Article 10 of Regulation S-X. Accordingly, they do not include all of the information and
footnotes required by such accounting principles for complete financial statements. In the opinion of management,
all adjustments (consisting only of normal recurring adjustments) considered necessary for a fair statement of
financial position and operations have been included. The accompanying unaudited condensed consolidated
financial statements should be read in conjunction with the audited consolidated financial statements of Mattson
Technology, Inc. (the Company or Mattson) for the year ended December 31, 2008, which are included in the
Company’s Annual Report on Form 10-K.

The Company’s current year will end on December 31, 2009 and include 52 weeks. The Company closes its
fiscal quarters on the Sunday closest to March 31, June 30, and September 30, and on December 31. The latest fiscal
quarter ended on September 27, 2009. The results of operations for the nine months ended September 27, 2009 are
not necessarily indicative of results that may be expected for future quarters or for the entire year ending
December 31, 2009.

The consolidated financial statements include the accounts of the Company and its subsidiaries. All significant
intercompany accounts and transactions have been eliminated in consolidation.

The Company evaluated events and transactions through November 6, 2009, the date the Company filed its
quarterly report on Form 10-Q for the quarter ended September 27, 2009. There were no events or transactions that
occurred during this period that required recognition or disclosure in the financial statements.

Management Estimates

The preparation of the condensed consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the
condensed consolidated financial statements and the reported amounts of revenue and expenses during the reported
periods. Actual results could differ from those estimates.

Liquidity and Management Plans

Historically, the Company has relied on a combination of fundraising from the sale and issuance of equity
securities and cash generated from product and service revenues to provide funding for its operations. As of
September 27, 2009, the Company had cash, cash equivalents, short-term investments and restricted cash of $67.8
million. The Company believes that these balances will be sufficient to fund its working and other capital requirements
over the course of the next twelve months. The Company will continue to review its expected cash requirements, make
all efforts to collect any aged receivables, and take appropriate cost reduction measures to ensure that it has at least six
quarters of available cash at any time. In the event additional needs for cash arise, the Company may seek to raise
additional funds from a combination of sources including issuance of debt or equity securities. Additional financing
may not be available on terms favorable to the Company, or at all. Any additional financing activity could be dilutive to
our current stockholders. If adequate funds are not available or are not available on acceptable terms, the Company’s
ability to take advantage of unanticipated opportunities or respond to competitive pressures could be limited.



Recent Accounting Pronouncements

With the exception of those discussed below, there have been no recent accounting pronouncements or changes
in accounting pronouncements during the nine months ended September 27, 2009, as compared to the recent
accounting pronouncements described in the Company’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2008, that are of significance, or potential significance, to the Company.

In June 2009, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Codification
as the single authoritative source for U.S. GAAP, which replaces all previous U.S. GAAP accounting standards,
beginning in the interim and annual periods ending after September 15, 2009. The new codification standards are
promulgated in Accounting Standards Codification (“ASC”) 105, Generally Accepted Accounting Principles, which
the Company adopted in the third quarter of fiscal 2009. The adoption of this standard impacted references of
accounting standards disclosed in the Company’s financial statements.

In May 2009, the FASB issued ASC 855, Subsequent Events, which establishes general standards of accounting
for and disclosure of events that occur after the balance sheet date but before financial statements are issued or are
available to be issued. This statement sets forth the period after the balance sheet date during which management of
a reporting entity should evaluate events or transactions that may occur for potential recognition or disclosure in the
financial statements, the circumstances under which an entity should recognize events or transactions occurring after
the balance sheet date in its financial statements and the disclosures that an entity should make about events or
transactions that occurred after the balance sheet date. ASC 855 is effective for financial statements issued for
interim or annual financial periods ending after June 15, 2009. The Company’s adoption of ASC 855 did not have a
material impact on its financial statements.

In April 2009, the FASB issued ASC 820-10-65 and ASC 320-10-65, which are amendments to ASC 820, Fair
Value Measurements and Disclosure, and ASC 320, Investments — Debt and Equity Securities, respectively. ASC
820-10-65 provides guidance on how to determine the fair value of assets and liabilities under the accounting
standard for fair value measurements and disclosure in the current economic environment, reemphasizes that the
objective of a fair value measurement remains an exit price, provides guidance on how to determine the fair value of
assets and liabilities when the volume and level of activity for the asset/liability has significantly decreased, provides
guidance on identifying circumstances that indicate a transaction is not orderly, and requires disclosure in interim
and annual periods of the inputs and valuation techniques used to measure fair value and a discussion of changes in
valuation techniques. ASC 320-10-65 modifies the requirements for recognizing other-than-temporarily impaired
debt securities and revises the existing impairment model for such securities by modifying the current intent and
ability indicator in determining whether a debt security is other-than-temporarily impaired. Both ASC 820-10-65
and ASC 320-10-65 became effective for interim and annual periods ending after June 15, 2009. The Company’s
adoption of ASC 820-10-65 and ASC 320-1065 did not have any impact on its financial statements. See Note 3 for
information and disclosures regarding the Company’s fair value measurements.

In June 2008, the FASB issued ASC 260-10-45, an amendment to ASC 260, Earnings Per Share. ASC 260-10-
addresses whether instruments granted in share-based payment transactions are participating securities prior to
vesting and, therefore, need to be included in the earnings allocation in computing earnings per share (“EPS”) under
the two-class method described in ASC 260. This standard is effective for financial statements issued for fiscal years
beginning after December 15, 2008. The Company’s adoption of ASC 260-10-45 did not have any impact on its
calculation of EPS.

In February 2008, the FASB issued ASC 820-10-15, an amendment to ASC 820, Fair Value Measurements and
Disclosure. ASC 820-10-15 delays the effective date of ASC 820 for all non-financial assets and non-financial
liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a recurring
basis (at least annually), and is effective for financial statements issued for fiscal years beginning after November 15,
2008. The Company’s adoption of ASC 820-10-15 did not have a material impact on its financial statements.



2. Balance Sheet Details

The Company’s cash and cash equivalents and short-term investments as of September 27, 2009 and December
31, 2008 are carried at fair market value, as shown below:

September 27,  December 31,

2009 2008
(thousands)
Cash and cash equivalents:
Cash in bank $ 30819 $ 22,889
Money market funds 18,235 42,222
Commercial paper 9,247 11,996

$ 58,301 $ 77,107

Short-term investments:
United States agency securities $ 1,541 $ 3,587
United States corporate bonds 5,996 22,693
$ 7,537 $ 26,280

Restricted cash:
Certificates of Deposit 2,000 -
$ 2,000 $ -

As of September 27, 2009, the Company had restricted cash of $2.0 million, which primarily secures standby
letters of credit provided to landlords. The Company had no such amount at December 31, 2008, as these obligations
were secured by the Company’s then available revolving line of credit.

All short-term investments as of September 27, 2009 and December 31, 2008 are marked to market with
unrealized gains and losses recorded as components of other comprehensive income (loss). See Note 11. The
maturities of short-term investments as of September 27, 2009 and December 31, 2008 are shown below:

September 27,  December 31,
2009 2008
(thousands)

Contractual maturities of short-term investments:
Due within one year $ 7,537 $ 24,695
Due in one to two years - 1,585
$ 7,537 $ 26,280

September 27,  December 31,

2009 2008
(thousands)
Inventories, net:
Purchased parts and raw materials $ 14514 $ 24,708
Work-in-process 8,717 9,977
Finished goods 7,354 13,725

$ 30,585 $ 48,410

As of September 27, 2009 and December 31, 2008, the Company had inventory reserves balance of $27.6
million and $15.1 million, respectively, which represented 47 percent and 24 percent of the gross inventory balances
as of September 27, 2009 and December 31, 2008, respectively. The Company increased its reserves for excess and
obsolete inventory, a component of inventory reserves, by $0.8 million during the three months ended September
27, 2009, and by $13.9 million during the nine months ended September 27, 2009.



Excess and obsolete reserve adjustments inherently involve judgments as to assumptions about expected future
demand and the impact of market conditions on those assumptions. Although the Company believes that the
assumptions it uses in estimating excess and obsolete inventory reserves are reasonable, significant changes in any
one of the assumptions in the future could produce a significantly different result. There can be no assurances that
future events and changing market conditions will not result in significant increases in the Company’s excess and
obsolete inventory reserve requirements.

September 27,  December 31,

2009 2008
(thousands)
Property and equipment, net:
Machinery and equipment $ 57,645 $ 54,952
Furniture and fixtures 12,197 11,863
Leasehold improvements 18,712 17,797
88,554 84,612
Less: accumulated depreciation (64,836) (57,468)

$ 23,718 $ 27,144

Accrued liabilities:

Warranty $ 1,498 $ 4,381
Accrued compensation and benefits 6,312 7,103
Restructuring 672 3,872
Vendor Commitments 1,819 -

Other 6,566 5,885

$ 16,867 $ 21,241

Other liabilities:
Deferred revenue, noncurrent $ 3,500 $ 3,875
Other 2,331 1,389
$ 5,831 $ 5,264

As of September 27, 2009, the Company reserved $1.8 million for existing vendor commitments representing
inventory not yet received and in excess of its production requirements. The Company had no such reserve at
December 31, 2008.

3. Fair Value

The accounting standard for fair value measurements clarifies that fair value is an exit price, representing the
amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants. As such, fair value is a market-based measurement that should be determined based on assumptions
that market participants would use in pricing an asset or liability. As a basis for considering such assumptions, the
accounting standard for fair value measurements establishes a three-tier value hierarchy, which prioritizes the inputs
used in measuring fair value as follows: (Level 1) observable inputs such as quoted prices in active markets; (Level
2) inputs other than the quoted prices in active markets that are observable either directly or indirectly; and (Level 3)
unobservable inputs in which there is little or no market data, which require the Company to develop its own
assumptions. This hierarchy requires the Company to use observable market data, when available, and to minimize
the use of unobservable inputs when determining fair value. On a recurring basis, the Company measures certain
financial assets and liabilities at fair value, including marketable securities and equity instruments offsetting deferred
compensation.

The Company’s cash equivalents and investment instruments are classified within Level 1 or Level 2 of the fair
value hierarchy because they are valued using quoted market prices, broker or dealer quotations, or alternative
pricing sources with reasonable levels of price transparency and transaction value. The types of instruments valued
based on quoted market prices in active markets include most U.S. government and agency securities, money market
securities and equity instruments offsetting deferred compensation, which are included in other assets in the
condensed consolidated balance sheets. Such instruments are generally classified within Level 1 of the fair value
hierarchy. The types of instruments valued based on other observable inputs include investment-grade corporate
bonds, mortgage-backed and asset-backed products, state, municipal and provincial obligations. Such instruments



are generally classified within Level 2 of the fair value hierarchy. The Company had no investment instruments
classified within Level 3 as of September 27, 2009.

As of September 27, 2009 and December 31, 2008, the Company had a cumulative unrealized loss of $0.1
million and $0.2 million, respectively, related to its investment instruments. These amounts were included as a
component of other comprehensive income (loss). See Note 11.

Assets Measured at Fair Value on a Recurring Basis

Assets measured at fair value on a recurring basis are shown in the table below by their corresponding balance
sheet caption and consisted of the following types of instruments as of September 27, 2009 and December 31, 2008:

September 27, 2009

December 31, 2008

Fair Value Measurements at
Reporting Date Using

Fair Value Measurements at
Reporting Date Using

(Level 1) (Level 2) Total (Level 1) (Level 2) Total
(thousands) (thousands)
Cash and cash equivalents:)
Money market funds $18,235 $18,235 $42,222 $ 42,222
Certificate of Deposit 2,000 2,000 - -
Commercial paper 9,247 9,247 11,996 11,996
Short-term investments:
United States agency securities 1,541 1,541 3,587 3,587
United States corporate bonds 5,996 5,996 22,693 22,693

Other assets:
Equity instruments offsetting
deferred compensation liability 763 763 732 732
Total assets measured at fair value $22,539 $15,243 $37,782 $46,541 $34,689 $ 81,230

(1) Excludes Cash in bank of $30.8 million and $22.9 million at September 27, 2009 and December 31, 2008,
respectively.

4. Restructuring Charges
2009 Restructuring Plan

In July 2009, the Company implemented a restructuring plan, resulting in a restructuring charge of $1.7 million,
comprised of employee severance costs. During the three months ended September 27, 2009, the Company paid $1.7
million against the restructuring reserves related to the third quarter 2009 plan. As of September 27, 2009, the
Company had no remaining restructuring reserves related to this plan.

2008 Restructuring Plans

In connection with the restructuring plans implemented in fiscal 2008, the Company recorded restructuring charges
of $6.0 million, consisting of employee severance benefits and lease contract termination costs. As of December 31,
2008, the Company had a restructuring reserves balance of $3.9 million related to the fiscal 2008 plans, consisting of
severance costs of $3.5 million and lease termination costs of $0.4 million. During the three months ended September
27, 2009, the Company paid $0.2 million against the restructuring reserves for the fiscal 2008 plans. During the nine
months ended September 27, 2009, the Company recorded additional restructuring accruals of $1.3 million, paid $4.1
million against the reserves, and recorded adjustments to decrease the reserves totaling $0.4 million for the fiscal 2008
plans. As of September 27, 2009, the Company had a restructuring reserves balance of $0.7 million related to the fiscal
2008 plans. Of this amount, $0.1 million was comprised of accrued severance costs and $0.6 million was comprised of
accrued lease termination costs. The Company anticipates that severance payments against the reserves will be
substantially completed by the end of the 2009 fiscal year. The payment of the lease termination expense is dependent
on the timing of a final agreement with a landlord, which is anticipated to occur by the end of the 2009 fiscal year.
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In summary, during the three months ended September 27, 2009, the Company recorded restructuring accruals
totaling $1.7 million and paid $1.9 million against the restructuring reserves for the 2008 and 2009 plans. The $1.7
million restructuring charge was comprised of employee severance costs. During the nine months ended September 27,
2009, the Company recorded restructuring accruals totaling $3.0 million, paid $5.8 million against the restructuring
reserves and recorded adjustments to decrease the reserves totaling $0.4 million for the 2008 and 2009 plans. The $3.0
million restructuring charge was comprised of $2.8 million in severance costs and $0.2 million in lease termination
costs. As of September 27, 2009, the Company had a total restructuring reserves balance of $0.7 million for the 2008
and 2009 plans, comprised of severance costs of $0.1 million and lease termination costs of $0.6 million.

The following table summarizes changes in the restructuring accrual for the three and nine months ended
September 27, 2009 and September 28, 2008:

Three Months Ended September 27, 2009

Nine Months Ended September 27, 2009

Employee Contract Employee Contract
Severance  Termination Severance Termination
Benefits Cost Total Benefits Cost Total
(thousands) (thousands)

Beginning balance $ 261 $ 535 $ 796 $ 3,496 $ 376 $ 3,872
Restructuring charge 1,725 - 1,725 2,800 159 2,959
Severance payments (1,862) - (1,862) (5,756) - (5,756)
Reserve adjustments (16) 29 13 (432) 29 (403)

Balance at end of period $ 108 $ 564 $ 672 $ 108 $ 564 $ 672

Three Months Ended September 28, 2008

Nine Months Ended September 28, 2008

Employee Contract Employee Contract
Severance  Termination Severance Termination
Benefits Cost Total Benefits Cost Total
(thousands) (thousands)

Beginning balance $ 702 $ - $ 702 $ - $ - $ =
Restructuring charge 1,894 - 1,894 2,596 - 2,596
Severance payments (704) - (704) (704) - (704)
Reserve adjustments (58) - (58) (58) - (58)

Balance at end of period $ 1,834 $ = $ 1,834 $ 1,834 $ = $ 1834

5. Guarantees

The warranty offered by the Company on its system sales is generally 12 months, except where previous
customer agreements state otherwise, and excludes certain consumable maintenance items. A provision for the
estimated cost of warranty, based on historical costs, is recorded as cost of sales when the revenue is recognized.
The Company's warranty obligations require it to repair or replace defective products or parts, generally at a
customer's site, during the warranty period at no cost to the customer. The actual system performance and/or field
warranty expense profiles may differ from historical experience, and in those cases, the Company adjusts its
warranty accruals accordingly.
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The following table summarizes changes in the product warranty accrual for the three and nine months ended
September 27, 2009, and September 28, 2008:

Three Months Ended Nine Months Ended
September 27,  September 28, September 27, September 28,
2009 2008 2009 2008
(thousands) (thousands)
Balance at beginning of period $ 2,730 $ 6,162 $ 4381 % 9,174
Warranty accrual during the period 261 674 916 2,902
Changes to pre-existing warranty accrual (897) 1,062 (1,767) 601
Settlements made during the period (596) (2,479) (2,032) (7,258)
Balance at end of period $ 1,498 $ 5,419 $ 1,498 $ 5,419

During the ordinary course of business, the Company’s bank provides standby letters of credit or other
guarantee instruments on behalf of the Company to certain parties as required. The Company has not recorded any
liability in connection with these guarantee arrangements beyond that required to appropriately account for the
underlying transaction being guaranteed. The Company does not believe, based on historical experience and
information currently available, that it is probable that any amounts will be required to be paid under these guarantee
arrangements. As of September 27, 2009, the maximum potential amount that the Company could be required to pay
is approximately $1.6 million, representing standby letters of credits. These letters of credit are secured by restricted
cash of $2.0 million as of September 27, 2009.

The Company is a party to a variety of agreements, pursuant to which it may be obligated to indemnify the
other party with respect to certain matters. Typically, these obligations arise in the context of contracts under which
the Company may agree to hold the other party harmless against losses arising from a breach of representations or
with respect to certain intellectual property, operations or tax-related matters. The Company’s obligations under
these agreements may be limited in terms of time and/or amount, and in some instances the Company may have
defenses to asserted claims and/or recourse against third parties for payments made by the Company. It is not
possible to predict the maximum potential amount of future payments under these or similar agreements due to the
conditional nature of the Company’s obligations and the unique facts and circumstances involved in each particular
agreement. Historically, payments made by the Company under these agreements have not had a material effect on
the Company’s financial position or results of operations or cash flows. The Company believes if it were to incur a
loss in any of these matters, such loss would not have a material effect on its financial position or results of
operations.

6. Commitments and Contingencies

The Company holds various operating leases related to its facilities and equipment worldwide and a sublease in
respect to its facility located in Exton, Pennsylvania.

In 2005, the Company entered into a lease agreement for its existing corporate headquarters building in Fremont,
California. The lease is for a period of 10 years, which commenced on May 31, 2007, and has an initial annual base
rent cost of approximately $1.4 million, with annual base rent increases of approximately 3.5 percent. The Company
has one five-year option to extend the lease at market lease rates in effect on the expiration date. Additionally,
insurance, real property taxes and operating expenses are to be paid by the Company. The Company is responsible for
an additional minimum lease payment at the end of the lease term of approximately $1.5 million, subject to adjustment,
and will be accrued on a straight-line basis over the lease term. The Company has provided the landlord a letter of
credit for $1.5 million to secure this obligation. The letter of credit amount may be increased to reflect any adjustments
made to a restoration cost obligation provision included in the lease. This letter of credit is secured with restricted cash,
which totaled $2.0 million as of September 27, 2009.
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The Company continues to lease one building previously used to house its administrative functions related to wet
surface preparation products in Exton, Pennsylvania. The lease for the administrative building will expire March 31,
2019, with a current rental cost of approximately $0.9 million annually. The Company expects to make payments
related to the administrative building lease over the next ten years, less any sublet amounts. The lease agreement for the
administrative building allows for subleasing the premises without the approval of the landlord. In January 2008, the
administrative building was sublet for a period of approximately three years, until December 2010, with an option for
the subtenant to extend for an additional three years. In determining the facilities lease loss, various other assumptions
were made, including the time period over which the buildings will be vacant, expected sublease terms and expected
sublease rates. Total future expected lease payments of approximately $8.6 million were assumed in determining the
facilities lease loss on the administrative building, offset by the expected sub lease income. At both September 27,
2009 and December 31, 2008, the Company had an accrual balance of $0.7 million related to these leases. Adjustments
to this accrual will be made in future periods, if evidence of any adjustment can be reasonably estimated as future
events and circumstances become known.

In connection with the acquisition of Vortek Industries, Ltd (\Vortek) in 2004, the Company became party to an
agreement between Vortek and the Canadian Minister of Industry (the Minister) relating to an investment in Vortek by
Technology Partnerships Canada. Under that agreement, as amended, the Company or Vortek (renamed Mattson
Technology, Canada, Inc. or “MTC"”) agreed to various covenants, including (a) payment by the Company of a royalty
to the Minister of 1.4 percent of revenues from Flash RTP products, up to a total of CAD 14,269,290 (approximately
$13.3 million as of September 27, 2009), (b) MTC maintaining a specified average workforce of employees in Canada
through October 27, 2009, (c) investment of a certain amount by October 27, 2009 and certain other covenants
concerning protection of intellectual property rights and manufacturing obligations. If the Company, or MTC, does not
materially satisfy its obligations, the Minister may demand payment of liquidated damages in the amount of CAD
14,269,290 (approximately $13.3 million as of September 27, 2009) less any royalties paid by MTC or the Company to
the Minister. The Company has been providing annual reports to the Canadian Government on the status of the entity
and believes it is materially in compliance with these covenants.

In the ordinary course of business, the Company is subject to claims and litigation, including claims that it
infringes third party patents, trademarks and other intellectual property rights. Although the Company believes that
it is unlikely that any current claims or actions will have a material adverse impact on its operating results or its
financial position, given the uncertainty of litigation, the Company cannot be certain of this. The defense of claims
or actions against the Company, even if not meritorious, could result in the expenditure of significant financial and
managerial resources.

From time to time, the Company is party to legal proceedings and claims, either asserted or unasserted, which
arise in the ordinary course of business. While the outcome of these matters is not presently determinable and cannot
be predicted with certainty, management does not believe that the outcome of any of these matters or any of the
above mentioned legal claims will have a material adverse effect on the Company’s financial position, results of
operations or cash flows.
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7. Stock-Based Compensation

The Company accounts for stock-based compensation in accordance with the required accounting standard for
stock compensation, which requires the measurement of stock-based compensation on the date of grant, based on the
fair value of the award, and the recognition of the expense over the requisite service period for the employee.

The Company’s stock-based compensation expense for the three and nine months ended September 27, 2009
and September 28, 2008 was as follows:

Three Months Ended Nine Months Ended
September  September  September  September
27,2009 28, 2008 27,2009 28, 2008

(thousands)
Stock-based compensation by type of award:
Stock options $ 483 $ 802 $ 1,734 $ 2,737
Restricted stock units 109 224 540 619
Employee stock purchase plan 10 17 28 58
Total stock-based compensation $ 602 $ 1,043 $ 2,302 $ 3414
Stock-based compensation by category of expense:
Cost of sales $ 24 $ 36 $ 88 $ 92
Research, development and engineering 118 145 343 383
Selling, general and administrative 460 862 1,871 2,939
Total stock-based compensation $ 602 $ 1,043 $ 2,302 $ 3414

The Company did not capitalize any stock-based compensation as inventory as of September 27, 2009 and
September 28, 2008 as such amounts were inconsequential. Compensation expense for the nine months ended
September 28, 2008 included an additional $350,000 related to a stock option modification that occurred in 2006,
and an adjustment was made to increase selling, general and administrative expense and additional paid-in capital
for this amount in the first quarter of 2008.

Valuation Assumptions

The Company estimates the fair value of each stock option grant, on the date of grant, using the Black-Scholes
option valuation model and the straight-line attribution approach with the following weighted-average assumptions:

Three Months Ended Nine Months Ended
September September September September
27,2009 28, 2008 27,2009 28, 2008
Expected dividend yield — — — —
Expected stock price volatility 72% 53% 67% 55%
Risk-free interest rate 2.5% 3.1% 1.9% 2.9%
Expected life of options 5 years 5 years 5 years 5 years

Option-pricing models require the input of highly subjective assumptions, including the option’s expected life
and the price volatility of the underlying stock. The expected life of each option was determined by analyzing
historical exercise and post-vest forfeiture patterns. The risk-free interest rate was determined using the rates for
United States Treasury notes for similar terms. The expected stock price volatility assumption was determined using
the historical volatility of the Company’s common stock.

14



Stock Options

As of September 27, 2009, the unrecorded deferred stock-based compensation balance related to stock options
was $2.5 million after estimated forfeitures and will be recognized over an estimated weighted-average amortization
period of 2.2 years. The accounting standard for stock compensation requires forfeitures to be estimated at the time
of grant and revised if necessary in subsequent periods if actual forfeitures differ from those estimates. In the three
months ended September 27, 2009 and September 28, 2008, the Company’s Board of Directors approved the grant
of approximately 20,000 and 260,000 stock options, respectively, with an estimated total grant-date fair value of
$16,000 and $0.5 million, respectively, after estimated forfeitures. In the nine months ended September 27, 2009
and September 28, 2008, the Company’s Board of Directors approved the grant of approximately 1,505,000 and
1,007,000 stock options, respectively, with an estimated total grant-date fair value of $0.7 million and $2.4 million,
respectively, after estimated forfeitures.

Restricted Stock Units

As of September 27, 2009, the unrecorded deferred stock-based compensation balance related to non-vested
restricted stock units with time-based vesting was $0.5 million after estimated forfeitures and will be recognized
over an estimated weighted-average amortization period of 1.9 years. During the nine months ended September 27,
2009, the Company’s Board of Directors did not approve any restricted stock units. During the three months and
nine months ended September 28, 2008, the Company’s Board of Directors approved the grant of 96,000 and
232,000 restricted stock units, respectively, with an estimated total grant-date fair value of $0.4 million and $1.1
million, respectively, after estimated forfeitures. The grant-date fair value of these restricted stock units was based
on the closing market price of the Company’s common stock on the date of award.

Performance-Based Restricted Stock Units

During the year ended December 31, 2008, the Company’s Board of Directors approved the grant of 683,000
performance-based restricted stock units to certain executives, officers and senior-level management. During the
year ended December 31, 2008, 175,000 of these restricted stock units were cancelled, leaving 508,000 units
outstanding at December 31, 2008. During the nine months ended September 27, 2009, 196,000 of these units were
cancelled, leaving 312,000 units outstanding as of September 27, 2009.

These restricted stock units vest in four equal tranches upon the achievement of four sequentially increasing
revenue performance targets. Vesting is also contingent upon certain operating profit margin and stock price
thresholds being achieved. If any of the conditions have not been met by the close of the Company’s 2011 fiscal
year, then the corresponding units will be forfeited. In accordance the accounting standard for stock compensation,
the stock price threshold condition was incorporated into the measurement of fair value on the grant date. The fair
value of the 683,000 performance-based restricted stock units with market conditions was determined using a Monte
Carlo valuation methodology with the following weighted-average assumptions: volatility of the Company’s
common stock of 50 percent; dividend yield of 0 percent, and risk-free interest rate of 2.3 percent. The fair value of
the performance-related component of the performance shares was equivalent to the grant-date fair value of the
Company’s common stock.

As of March 30, 2008, the Company had determined that the first two revenue targets and the operating profit
margin target were probable of being achieved, while the final two revenue targets were not probable of being
achieved because they would require significant growth in revenue and market share. Accordingly, the Company
began recognizing the compensation cost associated with the first two tranches over the longer of the derived service
period of the stock price target and the estimated service period of the performance targets. With the change in
market conditions during the fourth quarter of 2008, it was determined that it was not probable that the first two
revenue targets and the operating profit target would be met by the specified dates. As a result, all stock
compensation expense related to performance-based restricted stock units was reversed during the fourth quarter of
2008. During the nine months ended September 27, 2009, the Company did not record any stock compensation
expense for these units. During the nine months ended September 28, 2008, the Company recorded $0.1 million as
stock compensation expense for these units. If and when the Company determines that the related targets are
probable of being achieved, the Company will begin recognizing compensation cost in the period that such
assessment is made.
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As of September 27, 2009, the Company had 2.7 million shares available for future grants under the 2005
Equity Incentive Plan (the 2005 Plan). The following table summarizes the combined activity under all of the
Company’s equity incentive plans for the nine months ended September 27, 2009:

Weighted- Restricted Weighted-
Awards Stock Average Stock Average
Available Options Exercise Units Grant Date
For Grant Outstanding Price Outstanding Fair Value
(thousands) (thousands) (thousands)
Balances at December 31, 2008 2,452 5772 $ 8.85 768 % 5.12
Stock options:
Granted (1,505) 1,505 0.82 - -
Exercised - (5) 1.69 - -
Cancelled or forfeited 1,341 (1,341) 7.98 - -
Restricted stock units:
Granted - - - -
Released 1 - - (113) 6.64
Cancelled or forfeited 436 - - (249) 4.03
Balances at September 27, 2009 2,725 5931 §$ 7.02 406  $ 5.36

Options and stock purchase rights granted under the 2005 Plan are for periods not to exceed seven years.
Generally, incentive stock option and non-statutory stock option grants under the 2005 Plan must be at exercise
prices that are at least 100 percent of the fair market value of the stock on the date of grant. Generally, 25 percent of
the options vest on the first anniversary of the date of grant, and the remaining options vest 1/36 per month for the next
36 months thereafter. During the first quarter of 2009, in addition to the annual employee stock option grants, the
Company granted stock options with a two-year vesting period in lieu of the annual performance bonus.

Restricted stock units granted through 2007 generally vest 25 percent of the units granted on the first
anniversary of the date of grant, and 1/16 of the initial units granted per quarter thereafter. Beginning in 2008,
restricted stock units with time-based vesting generally vest 25 percent of the units granted on each anniversary of
the date of grant. On occasion, the Company grants restricted stock units for varying purposes with different vesting
schedules. The 2005 Plan awards of restricted stock units are counted against the total number of shares of common
stock available for grant under the plan at 1.75 shares for every one share subject thereto. The value of the restricted
stock units was based on the closing market price of the Company’s common stock on the date of award.

Supplemental disclosure information about the Company’s stock options and restricted stock units with time-
based vesting is as follows:

Three Months Ended Nine Months Ended
September September September September
27,2009 28, 2008 27,2009 28, 2008
Stock options: (thousands, except weighted-average fair values)
Weighted-average grant date fair value $ 079 % 228 % 047 % 2.73
Intrinsic value of options exercised $ 4 % 107 $ 4 % 165
Cash received from options exercised $ 9 3 125 $ 9 $ 181
Restricted stock units with time based vesting:
Weighted-average grant date fair value $ > $ 518 % = $ 5.53
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Supplemental disclosure information about the Company’s stock options outstanding as of September 27, 2009
is as follows:

Weighted-
Weighted- Average

Average Remaining Aggregate

Exercise Contractual Intrinsic

Shares Price Life Value

(thousands) (in years) (thousands)
Options exercisable at September 27, 2009 3934 % 9.09 2.8 $ 86
Options expected to vest at September 27, 2009 1,997 $ 2.94 59 $ 2,183
Options outstanding at September 27, 2009 5931 $ 7.02 3.9 $ 2,269

The aggregate intrinsic value shown in the table above represents the total pretax intrinsic value, based on the
Company’s closing stock price of $2.48 as of September 27, 2009, which would have been received by the option
holders had all option holders exercised their options at that date. As of September 27, 2009, there were 0.2 million
shares of common stock subject to in-the-money options, which were exercisable. The Company settles employee
stock option exercises with newly issued common shares.

8. Reportable Segments

The Chief Executive Officer of the Company is the Company's chief decision maker. As the Company's
business is completely focused on one industry segment, the design, manufacturing and marketing of advanced
fabrication equipment for the semiconductor manufacturing industry, management believes that the Company has
one reportable segment. The Company's revenues and profits are generated from the sales of products and services
in this one segment.

The following shows net sales by geographic areas based on the installation locations of the systems and the
location of services rendered:

Three Months Ended Nine Months Ended

September 27, 2009  September 28, 2008 September 27, 2009  September 28, 2008

(thousands) % (thousands) % (thousands) % (thousands) %
United States $ 831 7 $ 2484 8 $ 2,607 11 $ 11,022 9
Taiwan 1,933 17 2,791 9 3,563 14 31,008 26
Korea 3,488 31 7,161 24 7,303 29 18,061 15
Japan 281 3 6,254 21 879 4 30,211 26
Other Asia 3,529 32 8,313 28 7,376 30 21,220 17
Europe and others 1,125 10 3,038 10 3,099 12 8,964 7

$ 11,187 100 $ 30,041 100 $ 24,827 100 $120,486 100

In the three months ended September 27, 2009, four customers accounted for 32 percent, 16 percent, 12 percent
and 11 percent of net sales, respectively. In the three months ended September 28, 2008, three customers accounted
for 20 percent, 18 percent and 13 percent of net sales, respectively. In the nine months ended September 27, 2009,
three customers accounted for 30 percent, 11 percent and 10 percent of net sales, respectively. In the nine months
ended September 28 2008, two customers accounted for 19 percent and 10 percent of net sales, respectively. As of
September 27, 2009, three customers accounted for 21 percent, 19 percent and 13 percent of the Company’s
accounts receivable balance. As of December 31, 2008, four customers accounted for 27 percent, 14 percent, 13
percent and 10 percent of the Company’s accounts receivable balance.
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Geographical information relating to the Company's property and equipment, net, as of September 27, 2009 and
December 31, 2008 is as follows:

September 27, 2009 December 31, 2008
(thousands) % (thousands) %
United States $ 16,893 71 $ 18,778 69
Germany 4,604 20 6,637 25
Canada 1,968 8 1,337 5
Others 253 1 392 1
$ 23,718 100 $ 27,144 100

9. Income Taxes

The provision for income taxes for the nine months ended September 27, 2009 primarily consisted of an $8.5
million discrete benefit from the settlement of a tax audit for the tax years ending 2001 to 2004, offset by a provision
for foreign taxes of $0.5 million, resulting in an overall benefit of $8.0 million. The $8.5 million discrete benefit
consists of a benefit of $9.8 million from the release of tax reserves and associated accrued interest resulting from a
tax audit settlement for a foreign subsidiary, offset by an expense of $1.4 million from a reduction of deferred tax
assets. The provision for income taxes for the nine months ended September 28, 2008 primarily consisted of a $1.1
million provision for foreign taxes, which was partially reduced by a discrete item resulting in a foreign tax benefit
of $0.4 million. The Company recorded no Federal or state tax provisions for the first and second quarter of 2008.
On a quarterly basis, the Company evaluates its expected income tax expense or benefit based on its year to date
operations, and records an adjustment in the current quarter. The net tax provision is the result of the mix of profits
earned by the Company and its subsidiaries in tax jurisdictions with a broad range of income tax rates.

As of December 31, 2008, the Company had $36.3 million of unrecognized tax benefits exclusive of interest
and penalties described below. During the third quarter of fiscal 2009, the Company closed a tax audit, which
resulted in a decrease of $9.2 million in unrecognized tax benefits. As of September 27, 2009, the Company had
$27.4 million of unrecognized tax benefits exclusive of interest and penalties described below. Of this total, if
recognized, $3.2 million of these unrecognized tax benefits (net of a federal tax benefit) would be recorded as a
reduction of future income tax provision before consideration of changes in the valuation allowance. The Company
does not anticipate that total unrecognized tax benefits will significantly change in the next 12 months.

The Company's practice is to recognize interest and/or penalties related to unrecognized tax benefits in income
tax expense. As of December 31, 2008, the Company had $1.3 million accrued for estimated interest and $0.1
million accrued for estimated penalties. For the nine months ended September 27, 2009, the recorded income tax
expense included estimated interest of $0.3 million. As a result of the tax audit closed in the third quarter of fiscal
2009, accrued interest decreased by $0.6 million. As of September 27, 2009, the Company had $1.1 million accrued
for estimated interest and $0.1 million accrued for estimated penalties.

The Company and its subsidiaries are subject to United States federal income tax as well as various foreign and
state taxes. The Company's Federal and state income tax returns are generally not subject to examination by tax
authorities for years before 2003. As of September 27, 2009, the Company had no tax audits in progress.

10. Net Loss Per Share

Net loss per share is calculated in accordance with the required accounting standard for earnings per share,
which requires dual presentation of basic and diluted net income per share on the face of the income statement.
Basic earnings per share is computed by dividing income available to common stockholders by the weighted-
average number of shares of common stock outstanding for the period. Diluted net income per share is computed
using the weighted-average number of shares of common stock outstanding plus the effect of all dilutive securities
representing potential shares of common stock outstanding during the period.
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The following table summarizes the incremental shares of common stock from these potentially dilutive
securities, calculated using the treasury stock method:

Three Months Ended Nine Months Ended
September 27, September 28, September 27, September 28,
2009 2008 2009 2008
(thousands) (thousands)
Weighted average shares outstanding - Basic 49,884 49,481 49,795 49,421
Diluted potential common shares from stock
options and restricted stock units - - - -
Weighted average shares outstanding - Diluted 49,884 49,481 49,795 49,421

For the nine months ended September 27, 2009 and September 28, 2008, the Company had 6.3 million and 7.3
million shares, respectively, associated with equity awards that could potentially dilute basic earnings per share, but
were excluded from the computation in the periods presented, as their effect would have been anti-dilutive.

11. Other Comprehensive Income

The balance of accumulated comprehensive income is as follows:

September 27, December 31,
2009 2008
(thousands)
Cumulative translation adjustments $ 22,946 $ 20,458
Unrealized investment loss (144) (203)

$ 22,802 $ 20,255

The following are the components of comprehensive income (loss):

Three Months Ended Nine Months Ended
September 27, September 28, September 27, September 28,
2009 2008 2009 2008
(thousands) (thousands)

Net loss $ (8,557) $ (20,737) $ (55,680) $ (31,707)
Cumulative translation adjustments 2,243 (1,531) 2,488 3,162
Unrealized investment gain (loss) 77 (226) 59 (332)

Comprehensive loss $ (6,237)  $ (22,494) $ (53,133) $ (28,877)
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

This quarterly report on Form 10-Q contains forward-looking statements, which are subject to the Safe Harbor
provisions created by the Private Securities Litigation Reform Act of 1995. These forward-looking statements are
based on management's current expectations and beliefs, including estimates and projections about our industry.
Our forward-looking statements may include statements that relate to our future revenue, gross margin, earnings,
cash flow and cash position, customer demand, market share, competitiveness, margins, product development plans
and levels of research and development (R&D) activity, outsourcing plans and operating expenses, tax expenses, the
expected effects, cost and timing of restructurings, excess inventory reserves, the level of our vendor commitments as
compared to our requirements, cost-saving initiatives, and consolidation of operations and facilities, economic
conditions in general and in our industry, and the sufficiency of our financial resources to support future operations
and capital expenditures. Forward-looking statements typically are identified by use of terms such as “anticipates,”
“expects,” “intends,” “plans,” ““seeks,” “estimates,” ““believes,” and similar expressions, although some forward-
looking statements are expressed differently. These statements are not guarantees of future performance and are
subject to numerous risks, uncertainties, and assumptions that are difficult to predict. Such risks and uncertainties
include those set forth in Part Il, Item 1A under “Risk Factors™ and Part I, Item 2 under ““Management'’s Discussion
and Analysis of Financial Condition and Results of Operations.” Our actual results could differ materially from
those anticipated by these forward-looking statements. The forward-looking statements in this report speak only as
of the time they are made and do not necessarily reflect our outlook at any other point in time. We undertake no
obligation to update publicly any forward-looking statements, whether as a result of new information, future events,
or for any other reason.

Documents to Review In Connection With Management’s Analysis of Financial Condition and Results of
Operations

This discussion should be read in conjunction with the condensed consolidated financial statements and notes
presented in this Quarterly Report on Form 10-Q and the consolidated financial statements and notes in our last filed
Annual Report on Form 10-K, for the year ended December 31, 2008 (our 2008 Form 10-K).

Overview

We are a supplier of semiconductor wafer processing equipment used in the fabrication of integrated circuits
(ICs). Our manufacturing equipment is used for transistor level, or front-end-of-line manufacturing, and also in
specialized applications for processing the interconnect layer, or back-end-of-line processing. Our manufacturing
equipment utilizes innovative technology to deliver advanced processing capabilities and high productivity for the
fabrication of current and next-generation ICs.

Our business depends upon capital expenditures by manufacturers of semiconductor devices. The level of capital
expenditures by these manufacturers depends upon the current and anticipated market demand for such devices.
Because the demand for semiconductor devices is highly cyclical, the demand for wafer processing equipment is also
highly cyclical.

The semiconductor equipment industry is a cyclical market, typically experiencing wide swings in quarterly
results as the industry moves through its cycle. The current downturn, which began in the second half of fiscal 2007
and expected to continue through the remainder of 2009 and perhaps into the first half of 2010, has been unusually
severe and extreme. The market decline was worsened by the global economic crisis of 2008, which extended well
into 2009. However, estimates from market research firms indicate that we are in the beginning stages of a cyclical
recovery that is forecasted to continue to gather momentum in 2010 and may extend into the next several years. During
the third quarter of 2009, we continued to see sequential improvement in our business when compared to the first
quarter’s cyclical trough. We are now seeing specific capacity adds from several key customers leading us to
believe that a recovery in the memory segment is likely. In addition, we saw strengthening in our spares and service
business as fab utilization levels continue to improve. We are encouraged by these optimistic signs, but the timing
of a sustainable industry recovery, characterized by large scale capacity buys across the entire memory market, is
largely dependent on the ability of our customers to commit funding for additional growth.

Until a widespread recovery in both the global economic and industry specific market occurs, we will continue
to focus on cash preservation, cost reduction and protecting the investment in our new products to position us for
success in the future. Since the second quarter of 2008, we have implemented strict cost reduction initiatives
including reductions of our global headcount and salary reductions for all employees. We have optimized our
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worldwide facilities, reduced variable headcount expenses through shutdowns and unpaid time-off, and taken
measures to minimize travel, outside service and facility related costs. During the downturn, we have cut costs
significantly, strengthened our balance sheet and put operational initiatives in place that we expect to drive strong
performance during the anticipated growth phase of the upcoming cycle. During the third quarter of 2009, we
implemented additional cost reduction initiatives through continued management restructurings, reductions-in-force
and extended furloughs in certain manufacturing locations. We will continue to review our operations and take
further cost reduction measures as necessary, in order to minimize the cash used in operations, and retain sufficient
cash reserves for the next twelve months. However, though we have implemented these cost cutting and operational
flexibility measures, we are largely dependent upon increases in sales in order to improve our profitability and cash
position.

Going forward, the success of our business will be dependent on numerous factors, including, but not limited to,
the market demand for semiconductors and semiconductor wafer processing equipment, and our ability to
(@) significantly grow the Company, either organically or through acquisitions, in order to enhance our
competitiveness and profitability, (b) develop and bring to market new products that address our customers' needs,
(c) grow customer loyalty through collaboration with and support of our customers (d) maintain a cost structure that
will enable us to operate effectively and profitably throughout changing industry cycles and (e) generate the gross
margins necessary to enable us to make the necessary investments in our business.

Results of Operations

The following table sets forth our condensed consolidated results of operations for the periods indicated, along with
comparative information regarding the absolute and percentage changes in these amounts:

Three Months Ended

September 27, September 28, Increase (Decrease)
2009 2008
(thousands) (thousands) (thousands) %

Net sales $ 11,187 $ 30,041 $ (18,854) (62.8)
Cost of sales 8,722 22,371 (13,649) (61.0)

Gross margin 2,465 7,670 (5,205) (67.9)
Operating expenses:

Research, development and engineering 5,818 10,397 (4,579) (44.0)

Selling, general and administrative 11,611 16,448 (4,837) (29.4)

Amortization of intangibles - 128 (128) n/m @

Restructuring charges 1,738 1,867 (129) (6.9)

Total operating expenses 19,167 28,840 (9,673) (33.5)
Loss from operations (16,702) (21,170) 4,468 (21.1)
Interest income 139 739 (600) (81.2)
Interest expense (30) (37 7 (18.9)
Other income (expense), net (357) (139) (218) n/m @
Loss before income taxes (16,950) (20,607) 3,657 ar.7)
Provision for (benefit from) income taxes (8,393) 130 (8,523) n/m @
Net loss $ (8,557) % (20,737) $ 12,180 (58.7)

(1) Not meaningful
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Nine Months Ended

September 27, September 28, Increase (Decrease)
2009 2008
(thousands) (thousands) (thousands) %
Net Sales $ 24,827 $ 120,486 $  (95,659) (79.4)
Cost of sales 31,886 73,537 (41,651) (56.6)
Gross margin (7,059) 46,949 (54,008) n/m ®
Operating expenses:
Research, development and engineering 19,277 27,458 (8,181) (29.8)
Selling, general and administrative 35,970 48,815 (12,845) (26.3)
Amortization of intangibles - 384 (384) n/m @
Restructuring charges 2,556 2,615 (59) (2.3)
Total operating expenses 57,803 79,272 (21,469) (27.1)
Loss from operations (64,862) (32,323) (32,539) n/m @
Interest income 572 2,801 (2,229) (79.6)
Interest expense (86) (113) 27 (23.9)
Other income (expense), net 719 (1,386) 2,105 nim @
Loss before income taxes (63,657) (31,021) (32,636) n/m @
Provision for (benefit from) income taxes (7,977) 686 (8,663) n/m @
Net loss $ (55,680) $ (3L,707) $  (23,973) 75.6

(1) Not meaningful

Net Sales

Net sales decreased 63 percent to $11.2 million for the three months ended September 27, 2009, compared to
$30.0 million for the same period in 2008. Net sales decreased 79 percent to $24.8 million for the nine months ended
September 27, 2009 compared to $120.5 million for the same period in 2008. The decline in net sales was primarily
due to the severity of the continued downturn in the overall wafer fabrication equipment market, the industry's
reduced capital spending, and excess supplies at our customers’ fabs. Although we witnessed some improvements in
utilization rates and some capacity adds during the third quarter of fiscal 2009 when compared to the previous
quarter, our customers are still exercising caution in their capital investments, which is adversely impacting our
shipments of new tools and sales of spare parts and services.

Gross Margin

Gross margin was $2.5 million for the three months ended September 27, 2009, a decrease of $5.2 million when
compared to $7.7 million for the same period in 2008. The decrease in gross margin was primarily caused by the 63
percent decrease in net sales in the third quarter of fiscal 2009 compared to the same period in 2008. The decrease in
gross margin is also attributed to under absorption of fixed manufacturing overhead costs due to lower revenue
volumes and an increase in our reserves for excess inventory and vendor commitments of $0.8 million during the
third quarter of 2009.

Gross margin was a negative $7.1 million for the nine months ended September 27, 2009, a decrease of $54.0
million when compared to $46.9 million for the same period in 2008. The decrease in gross margin was primarily
caused by the 79 percent decrease in net sales during the nine months ended September 27, 2009 compared to the
same period in 2008. The decrease in gross margin is also attributed to under absorption of fixed manufacturing
overhead costs due to the decrease in our manufacturing activities, and an increase in our reserves for excess
inventory and vendor commitments of $13.9 million in 2009 compared to $2.7 million for the same period in 2008.
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During the nine months ended September 27, 2009, we booked an additional $12.1 million for excess inventory
reserves due to lower forecasted revenue volumes and $1.8 million for potential excess inventory resulting from
vendor commitments.

Research, Development and Engineering

Research, development and engineering (“RD&E”) expenses were $5.8 million for the three months ended
September 27, 2009, a decrease of $4.6 million or 44 percent when compared to $10.4 million for the same period in
2008. The decrease in RD&E expenses was primarily due to restructuring activities implemented in fiscal 2008 and
2009 as well as planned shutdowns in fiscal 2009, which resulted in a $1.7 million reduction in salary related
expenses, a $1.5 million reduction in project material expenditures, a $0.7 million reduction in travel and outside
service expenses, a $0.5 million decrease in amortization expenses for lab tools and a $0.2 million decrease in other
expenses.

RD&E expenses were $19.3 million for the nine months ended September 27, 2009, a decrease of $8.2 million
or 30 percent when compared to $27.5 million for the same period in 2008. The decrease in RD&E expenses was
primarily due to restructuring activities implemented in fiscal 2008 and 2009 as well as planned shutdowns in fiscal
2009, which resulted in a $4.5 million reduction in salary related expenses, a $1.4 million reduction in travel and
outside service expenses, a $1.8 million reduction in project material expenditures, a $0.3 million reduction in
facilities and computer related costs, and a $0.2 million decrease in other expenses.

Selling, General and Administrative

Selling, General and Administrative (“SG&A”) expenses were $11.6 million for the three months ended
September 27, 2009, a decrease of $4.8 million or 29 percent when compared to $16.4 million for the same period in
2008. The decrease in SG&A expenses was primarily due to restructuring activities implemented in fiscal 2008 and
2009 as well as planned shutdowns in fiscal 2009, which resulted in a $2.4 million reduction in employee related
costs. The decrease in SG&A expenses was also attributed to the overall decline in our sales-related activities,
resulting in a $1.3 million reduction in travel and outside service expense, a $0.6 million reduction in freight costs
and a decrease of approximately $0.7 million in other SG&A expenses. In addition, we released $0.6 million of bad
debt reserves upon receipt of payments from the customers. These expense reductions were partially offset by an
increase of $0.8 million in amortization expenses for evaluation tools.

SG&A expenses were $36.0 million for the nine months ended September 27, 2009, a decrease of $12.8 million
or 26 percent when compared to $48.8 million for the same period in 2008. The decrease in SG&A expenses was
primarily due to restructuring initiatives implemented in fiscal 2008 and 2009 as well as planned shutdowns in fiscal
2009, which resulted in a $6.4 million reduction in employee related costs. The decrease in SG&A expenses was
also attributed to the overall decline in our sales-related activities, resulting in a $4.9 million reduction in travel and
outside service expenses, a $1.9 million reduction in freight costs and a combined decrease of approximately $0.9
million in other SG&A expenses. We also released $1.7 million of bad debt reserves upon receipt of payments from
the customers. These expense reductions were partially offset by an increase of $3.0 million in amortization
expenses for evaluation tools.

Restructuring Expenses

Beginning in the second quarter of fiscal 2008, we implemented several restructuring plans in response to the
weakness in the overall semiconductor industry

2009 Restructuring Plan
In July 2009, we implemented a restructuring plan, resulting in a restructuring charge of $1.7 million, comprised
of employee severance costs. During the three months ended September 27, 2009, we paid $1.7 million against the

restructuring reserves related to the third quarter 2009 plan. As of September 27, 2009, we had no remaining
restructuring reserves related to this plan.
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2008 Restructuring Plans

In connection with the restructuring plans implemented in fiscal 2008, we recorded restructuring charges of $6.0
million, consisting of employee severance benefits and lease contract termination costs. As of December 31, 2008, we
had a restructuring reserves balance of $3.9 million related to the fiscal 2008 plans, consisting of severance costs of
$3.5 million and lease termination costs of $0.4 million. During the three months ended September 27, 2009, we paid
$0.2 million against the restructuring reserves for the fiscal 2008 plans. During the nine months ended September 27,
2009, we recorded additional restructuring accruals of $1.3 million, paid $4.1 million against the reserves, and recorded
adjustments to decrease the reserves totaling $0.4 million. As of September 27, 2009, we had a restructuring reserves
balance of $0.7 million related to the fiscal 2008 plans. Of this amount, $0.1 million was comprised of accrued
severance costs and $0.6 million was comprised of accrued lease termination costs. We anticipate that severance
payments against the reserves will be substantially completed by the end of the 2009 fiscal year. The payment of the
lease termination expense is dependent on the timing of a final agreement with a landlord, which is anticipated to occur
by the end of the 2009 fiscal year.

In summary, the restructuring initiatives implemented in fiscal 2008 and 2009 have resulted in a combined
headcount reduction of approximately 40 percent and a combined expected annualized cost-savings of approximately
$24 million. During the three months ended September 27, 2009, we recorded restructuring accruals totaling $1.7
million and paid $1.9 million against the restructuring reserves for the 2008 and 2009 plans. The $1.7 million
restructuring charge was comprised of employee severance costs. During the nine months ended September 27, 2009 ,
we recorded restructuring accruals totaling $3.0 million, paid $5.8 million against the restructuring reserves and
recorded adjustments to decrease the reserves totaling $0.4 million for the 2008 and 2009 plans. The $3.0 million
restructuring charge was comprised of $2.8 million in severance costs and $0.2 million in lease termination costs. As of
September 27, 2009, we had a total restructuring reserves balance of $0.7 million for the 2008 and 2009 plans,
comprised of severance costs of $0.1 million and lease termination costs of $0.6 million.

Interest and Other Income (Expense), Net

Interest income was $0.1 million for the three months ended September 27, 2009, a decrease of $0.6 million
when compared to $0.7 million for the same period in 2008. Interest income was $0.6 million for the nine months
ended September 27, 2009, a decrease of $2.2 million when compared to $2.8 million for the same period in 2008.
The decrease in interest income was primarily due to lower cash investment balances and lower average interest rate
yields during fiscal 2009. Our average interest yield was 0.8 percentage points when compared to 2.8 percentage points
during the same nine-month period in fiscal 2008.

The change in other income, net for the three months ended September 27, 2009 when compared to the three
months ended September 28, 2008 was insignificant. Other income, net was $0.7 million for the nine months ended
September 27, 2009, an increase of $2.1 million when compared to an expense of $1.4 million for the same period in
2008. The increase in other income, net is primarily due to a net foreign currency exchange gain of $0.3 million and
other income of $0.4 million for the nine months ended September 27, 2009, when compared to a foreign currency
exchange loss of $0.7 million and other expense of $0.7 million for the same period in 2008. The increase in foreign
currency gain was due to the significant fluctuation of the U.S. dollar against certain of the foreign currencies in which
we had outstanding accounts receivable and/or accounts payable balances as of September 27, 2009.

Provision for Income Taxes

The provision for income taxes for the nine months ended September 27, 2009 primarily consisted of $8.5
million discrete benefit from the settlement of a tax audit for the tax years ending 2001 to 2004, offset by provision
for foreign taxes of $0.5 million, resulting in a overall benefit of $8.0 million. The $8.5 million discrete benefit
consists of a benefit of $9.8 million from the release of tax reserves and associated accrued interest resulting from a
tax audit settlement for a foreign subsidiary, offset by an expense of $1.4 million from reduction of tax assets. We
did not record Federal or state tax provisions for the nine months ended September 27, 2009 primarily due to
projected losses incurred in the United States.

The provision for income taxes for the nine months ended September 28, 2008 was $0.7 million, primarily
consisting of a $1.1 million provision for foreign taxes, partially reduced by a discrete item resulting in a foreign tax
benefit of $0.4 million. We recorded no Federal or state tax provisions for the first and second quarter of 2008
primarily due to projected losses incurred in the United States.
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On a quarterly basis, we evaluate our expected income tax expense or benefit based on our year to date
operations, and record an adjustment in the current quarter. The net tax provision is the result of the mix of profits
earned in tax jurisdictions with a broad range of income tax rates.

Our valuation allowance as of September 27, 2009 was primarily attributable to Federal and state deferred tax
assets, as well as certain foreign deferred tax assets. We believe that sufficient uncertainty exists with regard to the
realizability of these tax assets such that a valuation allowance is necessary. Factors considered in providing a valuation
allowance include the lack of a significant history of consistent profits and a lack of carry-back capacity resulting in the
inability to realize these assets. Based on the absence of objective evidence, we are unable to assert that it is more likely
than not that we will generate sufficient taxable income to realize these remaining net deferred tax assets.

Critical Accounting Policies

Management’s Discussion and Analysis of Financial Condition and Results of Operations discusses our
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States of America. The preparation of these financial statements requires us to make estimates
and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting
periods. On an on-going basis, we evaluate our estimates and judgments, including those related to reserves for excess
and obsolete inventory, warranty obligations, bad debts, intangible assets, income taxes, restructuring costs,
contingencies and litigation. Management bases its estimates and judgments on historical experience and on various
other factors that are believed to be reasonable under the circumstances. These form the basis for making judgment
about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may
differ from these estimates under different assumptions or conditions.

Consistent with our 2008 Form 10-K, we consider certain accounting policies for the following areas as critical to
our business operations and an understanding of our results of operations:

e Revenue Recognition

e  Allowance For Doubtful Accounts

e Warranty

e Inventories and Inventory Valuation

e  Fair Value Measurement of Assets and Liabilities
e Impairment of Long-Lived Assets

e Restructuring

e Income Taxes

e  Stock-based Compensation

There have been no material changes from the methodology applied by management for critical accounting
estimates previously disclosed in our 2008 Form 10-K.

Liquidity and Capital Resources

Our cash, cash equivalents, short-term investments and restricted cash were $67.8 million as of September 27,
2009, a decrease of $35.6 million from $103.4 million as of December 31, 2008. We had restricted cash of $2.0 million
as of September 27, 2009, which secures letters of credit provided to landlords. Stockholders’ equity as of September
27, 2009 was $106.1 million compared to $156.8 million as of December 31, 2008. Working capital as of September
27, 2009 was $86.5 million compared to $140.5 million as of December 31, 2008.
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Credit Arrangements

In June 2009, our $10 million revolving line of credit expired. This line of credit was collateralized by a blanket
lien on all of our domestic assets excluding intellectual property. We did not borrow or have outstanding borrowings
under this line of credit at any time during its term. We used this credit line solely to secure letters of credit provided
primarily to landlords, totaling approximately $1.6 million. As a replacement for the security that was provided by the
expired line of credit, these letters of credit are now secured by cash of $2.0 million, which is classified as restricted
cash on our balance sheet as of September 27, 20009.

Off-Balance-Sheet Arrangements

As of September 27, 2009, we did not have any significant "off-balance-sheet" arrangements, as defined in
Item 303 (a)(4)(ii) of Regulation S-K.

Contractual Obligations

Under accounting principles generally accepted in the United States of America, certain obligations and
commitments are not required to be included in our consolidated balance sheets. These obligations and
commitments, while entered into in the normal course of business, may have a material impact on our liquidity. For
further discussion of our contractual obligations, see our 2008 Form 10-K.

Cash Flows from Operating Activities

Net cash used in operations was $33.6 million during the nine months ended September 27, 2009, primarily due to
a net loss of $55.7 million, offset by non-cash charges totaling $13.7 million and a $8.4 million increase in cash flow
from a net decrease in assets and liabilities. The decrease in assets and liabilities of $8.4 million primarily resulted from
a $8.0 million net decrease in accounts receivable and advanced billings, a $8.1 million decrease in inventories and
inventories-delivered systems, a $2.2 million decrease in prepaid expenses and other assets and a $0.3 million
increase in other liabilities, offset by a $8.2 million decrease in accounts payable and accrued liabilities, a $2.0
million decrease in deferred revenue. Non-cash charges of $13.7 million consisted of $13.9 million in charges
related to reserves for excess inventory and for vendor commitments, $6.4 million in depreciation charges, and $2.3
million in stock-based compensation, $0.3 million in charges for other non-cash items, offset by of an $8.3 million
reversal of certain foreign tax liabilities and a $0.9 million decrease in allowance for doubtful accounts. The decrease
in accounts receivable balance was primarily due to a combination of our collection efforts and the decline in net sales.
The decrease in inventories and inventories-delivered was due to our efforts to maximize our utilization of available
inventory, thereby minimizing cash outlays on new inventory. The additional reserves of $13.9 million booked for
excess inventory and vendor commitments were due to excess inventory resulting from the decrease in demand for our
products and for excess inventory resulting from existing vendor commitments. The decrease in accounts payable was
due to decreasing revenue volumes and decrease in spending resulting from our cost-cutting activities and lower
inventory requirements.

Net cash used in operations during the nine months ended September 28, 2008 was $29.5 million, primarily due
to a $31.7 million net loss and a $10.9 million decrease in cash flow from a net increase in assets and liabilities, offset
by non-cash charges totaling $13.1 million. The net increase in assets and liabilities of $10.9 million primarily resulted
from a $11.6 million increase in inventories and inventories-delivered systems, an $8.5 million decrease in accounts
payable and accrued liabilities, a $2.1 million increase in deferred revenue, and a $0.2 million decrease in other
liabilities, offset by a $7.2 million decrease in accounts receivable net of advanced billings, and a $4.3 million
decrease in prepaid expenses and other current assets. Non-cash charges of $13.1 million consisted of $6.7 million
in depreciation and amortization charges, $2.7 million in charges related to reserves for excess inventory and for
vendor commitments, $3.4 million in stock-based compensation and $0.3 million in charges for other non-cash items.
The increase in inventory was primarily for new product inventory, evaluation inventory shipped to customers and
increases in spares inventory for customer satisfaction purposes. The decrease in accounts payable and accounts
receivable was indicative of our declining revenue volumes. The decrease in accrued liabilities of $2.2 million was
primarily due to a decrease in our value added tax liabilities due to refunds received and decrease in warranty
reserves as a result of lower revenue volumes partially offset by additional tax liabilities and restructuring reserves.
The increases in deferred revenue were due to an increase in systems shipped during the quarter where revenue was
deferred in accordance with our revenue recognition policies. The decrease in prepaid expenses of $4.3 million was
primarily due to decreases in our prepaid value added tax balances as we received tax refunds.
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We expect that cash provided by or used by operating activities may fluctuate in future periods as a result of a
number of factors including fluctuations in our net sales and operating results, amount of revenue deferred,
inventory purchases, collection of accounts receivable and timing of payments.

Cash Flows from Investing Activities

Net cash provided by investing activities during the nine months ended September 27, 2009 was $13.3
million, consisting of $38.5 million proceeds from sales and maturities of available-for-sale investments, offset by
$20.2 million used in the purchases of available-for-sale investments, purchases of $2.0 million of certificates of
deposit and capital spending of $3.0 million. The $2.0 million of certificates of deposit purchased were classified as
restricted cash as of September 27, 2009. Capital spending was primarily for tools and equipment used in our
manufacturing activities.

Net cash used in investing activities during the nine months ended September 28, 2008 was $7.3 million, due to
purchases of $27.7 million of available-for-sale investments and capital spending of $7.1 million, partially offset by
proceeds of $26.5 million from sales and maturities of available-for-sale investments and $1.0 million from sales of
property and equipment. Capital spending was primarily incurred to manufacture and facilitize lab tools as part of
our new product development initiatives.

Cash Flows from Financing Activities

Net cash provided by financing activities during the nine months ended September 27, 2009 was $0.1 million,
consisting of net proceeds from stock plan transactions.

Net cash used in financing activities during the nine months ended September 28, 2008 was $2.2 million,
consisting of $2.6 million used in purchases of treasury stock as part of our common stock repurchase program,
partially offset by net proceeds of $0.4 million from stock plan transactions.

Liquidity and Capital Resource Outlook

As of September 27, 2009, we had cash, cash equivalents, short-term investments and restricted cash of $67.8
million. We believe that these balances will be sufficient to fund our working and other capital requirements over the
course of the next twelve months. We will continue to review our expected cash requirements, make all efforts to
collect any aged receivables, and to take appropriate cost reduction measures to ensure that we have at least six quarters
of available cash at any time. In the event additional needs for cash arise, we may seek to raise additional funds from a
combination of sources including issuance of debt or equity securities. Additional financing may not be available on
terms favorable to us, or at all. Any additional financing activity could be dilutive to our current stockholders or cause a
material expense in our operations If adequate funds are not available or are not available on acceptable terms, our
ability to take advantage of unanticipated opportunities or respond to competitive pressures could be limited.

Recent Accounting Pronouncements and Accounting Changes

With the exception of those discussed below, there have been no recent accounting pronouncements or changes
in accounting pronouncements during the nine months ended September 27, 2009, as compared to the recent
accounting pronouncements described in our 2008 Form 10-K, that are of significance, or potential significance, to
us.

In June 2009, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Codification
as the single authoritative source for U.S. GAAP and replaces all previous U.S. GAAP accounting standards,
beginning in the interim and annual periods ending after September 15, 2009. The new codification standards are
promulgated under Accounting Standards Codification (“ASC™) 105, Generally Accepted Accounting Principles,
which we adopted in the third quarter of fiscal 2009. The adoption of this standard impacted references of
accounting standards disclosed in our financial statements.
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In May 2009, the FASB issued ASC 855, Subsequent Events, which establishes general standards of accounting
for and disclosure of events that occur after the balance sheet date but before financial statements are issued or are
available to be issued. This statement sets forth the period after the balance sheet date during which management of
a reporting entity should evaluate events or transactions that may occur for potential recognition or disclosure in the
financial statements, the circumstances under which an entity should recognize events or transactions occurring after
the balance sheet date in its financial statements and the disclosures that an entity should make about events or
transactions that occurred after the balance sheet date. ASC 855 is effective for financial statements issued for
interim or annual financial periods ending after June 15, 2009. The adoption of ASC 855 did not have a material
impact on our financial statements.

In April 2009, the FASB issued ASC 820-10-65 and ASC 320-10-65, which are amendments to ASC 820, Fair
Value Measurements and Disclosure and ASC 320, Investments — Debt and Equity Securities, respectively. ASC
820-10-65 provides guidance on how to determine the fair value of assets and liabilities under the accounting
standard for fair value measurements and disclosure in the current economic environment, reemphasizes that the
objective of a fair value measurement remains an exit price, provides guidance on how to determine the fair value of
assets and liabilities when the volume and level of activity for the asset/liability has significantly decreased, provides
guidance on identifying circumstances that indicate a transaction is not orderly, and requires disclosure in interim
and annual periods of the inputs and valuation techniques used to measure fair value and a discussion of changes in
valuation techniques. ASC 320-10-65 modifies the requirements for recognizing other-than-temporarily impaired
debt securities and revises the existing impairment model for such securities by modifying the current intent and
ability indicator in determining whether a debt security is other-than-temporarily impaired. Both ASC 820-10-65
and ASC 320-10-65 became effective for interim and annual periods ending after June 15, 2009. The adoption of
ASC 820-10-65 and ASC 320-1065 did not have any impact on our financial statements.

In June 2008, the FASB issued ASC 260-10-45, an amendment to ASC 260, Earnings Per Share. ASC 260-10-
addresses whether instruments granted in share-based payment transactions are participating securities prior to
vesting and, therefore, need to be included in the earnings allocation in computing earnings per share (“EPS™) under
the two-class method described in ASC 260. This standard is effective for financial statements issued for fiscal years
beginning after December 15, 2008. The adoption of ASC 260-10-45 did not have any impact on our calculation of
EPS.

In February 2008, the FASB issued ASC 820-10-15, an amendment to ASC 820, Fair Value Measurements and
Disclosure. ASC 820-10-15 delays the effective date of ASC 820, Fair Value Measurements and Disclosure, for all
non-financial assets and non-financial liabilities, except for items that are recognized or disclosed at fair value in the
financial statements on a recurring basis (at least annually), and is effective for financial statements issued for fiscal
years beginning after November 15, 2008. The adoption of ASC 820-10-15 did not have a material impact on our
financial statements.

Item 3.  Quantitative and Qualitative Disclosures About Market Risk

Interest Rate Risk

We are exposed to financial market risks, including changes in foreign currency exchange rates and interest rates.
Historically, much of our revenues and capital spending has been transacted in U.S. dollars.

Our exposure to market risk for changes in interest rates relates to our investment portfolio of cash, cash
equivalents, and short-term investments. We do not currently use derivative financial instruments in our investment
portfolio or hedge for these interest rate exposures. We place our investments with high credit quality issuers and, by
policy, limit the amount of our credit exposure to any one issuer. Our portfolio includes only marketable securities with
active secondary or resale markets to ensure portfolio liquidity.

Our interest rate risk relates primarily to our investment portfolio, which consisted of $58.3 million in cash
equivalents, $7.5 million in short-term investments and $2.0 million in restricted cash as of September 27, 2009.
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An immediate increase or decrease in interest rates of 100 basis points would not have a material adverse affect on
the fair value of our investment portfolio. Conversely, because of the short-term nature of our portfolio, an immediate
decline of 100 basis points in interest rates could harm interest earnings of our investment portfolio in the future as
securities mature. By policy, we limit our exposure to longer-term investments. As of September 27, 2009, 100 percent
of our short-term investments will mature in less than one year.

Foreign Currency Risk

The functional currency of our foreign subsidiaries is their local currencies. Accordingly, all assets and liabilities
of these foreign operations are translated using exchange rates in effect at the end of the period, and revenues and costs
are translated using average exchange rates for the period. Gains or losses from translation of foreign operations where
the local currencies are the functional currency are included as a component of accumulated other comprehensive
income. Foreign currency transaction gains and losses are recognized in the consolidated income statements as they are
incurred. Because much of our revenues and capital spending are transacted in U.S. dollars, we are subject to
fluctuations in foreign currency exchange rates that could have a material adverse affect our overall financial position,
results of operations or cash flows, depending on the strength of the U.S. dollar relative to the currencies of other
countries in which we operate. Exchange rate fluctuations of greater than ten percent, primarily for the U.S. dollar
relative to the Euro or the Canadian dollar, could have a material impact on our financial statements. For the nine
months ended September 27, 2009, realized and unrealized foreign currency exchange gains were $0.3 million,
compared to realized and unrealized foreign currency exchange losses of $0.7 million for same period in 2008. The
increase in foreign currency gain was due to significant fluctuations of the U.S. dollar against certain of the foreign
currencies in which we had outstanding accounts receivable and/or accounts payable balances as of September 27,
20009.

Cumulative translation adjustments included in comprehensive income for the nine months ended September 27,
2009 were $2.5 million primarily due to the weakening of the U.S. dollar, which favorably impacted the net assets used
in our foreign operations and held in local currencies, resulting in an increase in cumulative translation adjustments to
$23.0 million as of September 27, 2009, compared to $20.5 million at December 31, 2008.

We did not have any hedging activities during the nine months ended September 27, 2009 and during the nine
months ended September 28, 2008. We had no forward foreign exchange contracts outstanding as of September 27,
20009.

Item 4. Controls and Procedures
Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, conducted
an evaluation of our disclosure controls and procedures, as such term is defined in Rule 13a-15(¢) promulgated
under the Securities Exchange Act of 1934, as amended, as of the end of the quarterly period covered by this report.
Our disclosure controls and procedures are intended to ensure that the information we are required to disclose in the
reports that we file or submit under the Securities Exchange Act of 1934 is (i) recorded, processed, summarized and
reported within the time periods specified in the Securities and Exchange Commission’s rules and forms and
(i) accumulated and communicated to our management, including the Chief Executive Officer and Chief Financial
Officer, as the principal executive and financial officers, respectively, to allow timely decisions regarding required
disclosures. Based on that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our
disclosure controls and procedures were effective as of the end of the period covered by this report.

It should be noted that any system of controls, however well designed and operated, can provide only
reasonable, and not absolute, assurance that the objectives of the system will be met. In addition, the design of any
control system is based in part upon certain assumptions about the likelihood of future events.

Quarterly Evaluation of Changes in Internal Control over Financial Reporting

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, also
conducted an evaluation of our internal control over financial reporting to determine whether any change occurred
during the third quarter of 2009 that has materially affected, or is reasonably likely to materially affect, our internal
control over financial reporting. Based on that evaluation, our management concluded that there was no such change
during that quarter.
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PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

In the ordinary course of business, we are subject to claims and litigation, including claims that we infringe third
party patents, trademarks and other intellectual property rights. Although we believe that it is unlikely that any current
claims or actions will have a material adverse impact on our operating results or our financial position, given the
uncertainty of litigation, we cannot be certain of this. Moreover, the defense of claims or actions against us, even if not
meritorious, could result in the expenditure of significant financial and managerial resources.

Our involvement in any patent dispute, other intellectual property dispute or action to protect trade secrets and
know-how could result in a material adverse effect on our business. Adverse determinations in current litigation or
any other litigation in which we may become involved could subject us to significant liabilities to third parties,
require us to grant licenses to or seek licenses from third parties and prevent us from manufacturing and selling our
products. Any of these situations could have a material adverse effect on our business.

Item 1A. Risk Factors

Other Items in this Quarterly Report on Form 10-Q describe risks and uncertainties associated with our
business, including risks and uncertainties that could cause actual results to differ materially from the results
expressed or implied by forward-looking statements contained in this Quarterly Report on Form 10-Q and in other
statements we make publicly. A more complete description of a number of primary risk factors associated with our
business, and which could cause our results to differ materially from the results expressed or implied by our
forward-looking statements contained in this Quarterly Report on Form 10-Q or elsewhere, is set forth in our 2008
Form 10-K.

As of the date of this Quarterly Report on Form 10-Q, there have been no material changes from the risk factors
previously disclosed under Item 1A, “Risk Factors” contained in our 2008 Form 10-K.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Issuer Repurchases of Equity Securities

In April 2007, our Board of Directors approved a common stock repurchase plan (Repurchase Plan) that
authorized the repurchase of up to $20.0 million of our outstanding shares of common stock through open-market
purchases or private transactions pursuant to a plan in conformity with Rule 10(b) 5-1. We have completed all
repurchases under this initial authorization, at a weighted-average cost of $9.97 per share.

In October 2007, our Board of Directors expanded our Repurchase Plan, authorizing the repurchase of up to an
additional $30 million of the Company’s shares of common stock through open-market purchases or private
transactions. As of September 27, 2009, a total of 3.8 million shares have been repurchased against the original and
expanded Repurchase Plan, at a weighted-average purchase price of $9.20 for a total purchase price of $35 million. The
last of the repurchases of common stock under this plan was completed in the first quarter of 2008.

The Company has the authorization to repurchase up to an additional $15 million of the Company’s shares of
common stock under the Repurchase Plan.
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Item 6. Exhibits

Exhibit
Number Description
3.1(2) Amended and Restated Certificate of Incorporation of the Company.
3.2(2) Third Amended and Restated Bylaws of the Company.
10.1 (3) Separation Agreement between Mattson Technology, Inc. and Nigel Wenden dated August 10,

20009.
311 Certification of Chief Executive Officer Pursuant to Sarbanes-Oxley Act Section 302(a).
31.2 Certification of Chief Financial Officer Pursuant to Sarbanes-Oxley Act Section 302(a).
321 Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350.
322 Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350.

(1) Incorporated by reference from the Mattson Technology, Inc. Current Report on Form 8-K filed on January 30, 2001.
(2) Incorporated by reference from the Mattson Technology, Inc. Quarterly Report on Form 10-Q filed on August 14,

2002.
(3) Incorporated by reference from the Mattson Technology, Inc. Current Report on Form 8-K filed on August 10,

2009.
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SIGNATURES

Pursuant to the requirements 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.

MATTSON TECHNOLOGY, INC.
(Registrant)

Dated: November 6, 2009

By: /s/ DAVID DUTTON
David Dutton
President and Chief Executive Officer
(Principal Executive Officer)

Dated: November 6, 2009

By: /s/ ANDY MORING
Andy Moring
Chief Financial Officer and Executive Vice-President - Finance
(Principal Financial and Accounting Officer)
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