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Current assets:

PART I. Item 1. FINANCIAL STATEMENTS

FSI INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

FEBRUARY 27, 2010 AND AUGUST 29, 2009

ASSETS
(unaudited)
(in thousands)

Cash and cash equivalents

Restricted cash

Trade accounts receivable, net of allowance fobtfau
accounts of $112 and $125, respectively

Inventories, net
Other receivables

Prepaid expenses and other current assets

Total current assets

Property, plant and equipment, at cost
Less accumulated depreciation and amortization

Long-term securities

Investment
Other assets

Total assets

February 27, August 29,
2010 2009
$ 9,790 $ 6,760
322 818
8,641 73,69
22,761 21,171
2,870 2,624
1,603 10 1,7
45,987 41,780
71,396 4,65
1730 (59,510)
14,222 15,147
4,364 4,458
460 460
1,619 1,840
$ 66,652 $ 63,685

See accompanying notes to condensed consolidatmacfal statements.



FSI INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

FEBRUARY 27, 2010 AND AUGUST 29, 2009

(continued)

LIABILITIES AND STOCKHOLDERS' EQUITY

(unaudited)
(in thousands)

Current liabilities:
Trade accounts payable
Accrued expenses
Customer deposits
Deferred profit

Total current liabilities
Long-term accrued expenses

Stockholders’ equity:
Preferred stock, no par value; 9,700 shares

authorized, none issued and outstanding

Series A Junior Participating Preferred Stockpap
value; 300 shares authorized, none issued and
outstanding

Common stock, no par value; 50,000 shares

authorized; issued and outstanding, 32,071 argB81,

shares, at February 27, 2010 and August 29, 2009,

respectively

Accumulated deficit

Accumulated other comprehensive loss

Other stockholders’ equity

Total stockholders’ equity

Total liabilities and stockholders’ equity

February 27, August 29,
2010 2009

$ 6,390 $ 3,170
4,845 6,972
315 12
2,247 2,362
13,797 12,516
503 512
226,756 226,562
(177,036) (177,591)
(1,282) (1,027)

3,914 2,713
52,352 50,657
$ 662 $ 63,685

See accompanying notes to condensed consolidataacfal statements.



FSI INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE QUARTERS ENDED FEBRUARY 27, 2010, AND FEBRRY 28, 2009
(unaudited)
(in thousands, except per share data)

February 27, February 28,
2010 2009
Sales $ 18,925 $ 8,640
Cost of sales 10,882 7,433
Gross margin 8,043 1,207
Selling, general and administrative expenses 4,267 6,071
Research and development expenses 3,263 4,631
Operating income (loss) 513 (9,495)
Interest expense - (13)
Interest income 22 60
Gain on sale of marketable securities 6 74
Other income (expense), net 62 (14)
Income (loss) before income taxes 603 (9,388)
Income tax (benefit) expense (6) 39
Net income (loss) $ 609 $ (9,427)
Net income (loss) per common share
Basic $ 0.02 $ (0.30)
Diluted $ 0.02 $ (0.30)
Weighted average common shares — basic 31,917 31,050
Weighted average common shares — diluted 32,252 31,050

See accompanying notes to condensed consolidataacfal statements.



FSI INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE SIX MONTHS ENDED FEBRUARY 27, 2010 AND FEBRRY 28, 2009

Sales
Cost of sales
Gross margin

Selling, general and administrative expenses
Research and development expenses
Operating income (loss)

Interest expense

Interest income

Gain on sale of marketable securities
Other expense, net

Income (loss) before income taxes

Income tax expense

Net income (loss)

Net income (loss) per common share
Basic
Diluted

Weighted average common shares — basic

(unaudited)
(in thousands, except per share data)
February 27, February 28,
2010 2009
$ 33,542 $ 20,884
18,932 15,050
14,610 5,834
18,06 11,728
6,019 9,024
530 (14,918)
- (30)
51 192
6 74
(22) (34)
565 (14,716)
10 28
$ 555 $(14,744)
$ 0.02 $ (0.48)
$ 0.02 $ (0.48)
31,777 94530,
32,017 0,948

Weighted average common shares — diluted

See accompanying notes to condensed consolidataacfal statements.



FSI INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE SIX MONTHS ENDED FEBURARY 27, 2010 AND FEBRRY 28, 2009

(unaudited)
(in thousands)

OPERATING ACTIVITIES:
Net income (loss)

Adjustments to reconcile net income (loss) toaasth provided by

(used in) provided by operating activities:
Stock compensation expense
Gain on sale of marketable securities
Depreciation
Amortization
Gain on sales of fixed assets
Changes in operating assets and liabilities:
Restricted cash
Trade accounts receivable
Inventories
Prepaid expenses and other assets
Trade accounts payable
Accrued expenses
Customer deposits
Deferred profit
Net cash provided by (used in) operating actisitie

INVESTING ACTIVITIES:
Capital expenditures
Proceeds from sales of fixed assets
Decrease in restricted cash
Sales of marketable securities
Net cash provided by investing activities

FINANCING ACTIVITIES:
Net proceeds from issuance of common stock
Principal payments on capital lease
Net cash provided by (used in) financing actigitie

Effect of exchange rate changes on cash
Increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

See accompanying notes to condensed consolidateacial statements.

February 27,

February 28,

2010 2009

555 $ (14,744)
1,128 199
(6) (74)
1,329 1,803
— 61
(86) —

121 112
56 (612)
(1,548) 1,249
82 2,270

3,220 (899)
(2,105) (920)
303 39
(115) 308
2,934 (11,208)
(404) (12)
86 —

375 —
100 2,250
157 2,238
94 1 85
— (450)
194 (365)
(255) (52)
3,030 (9,387)
6,760 14,788
$ 9,790 $ 5401




FSI INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

(1) Description of Business and Summary of Signdant Accounting Policies
Description of Business

FSI International, Inc. (the “Company”) is a glolsabplier of surface conditioning equipment (preces
equipment that is used to etch and clean orgamid¢raorganic materials from the surfaces of a silie@afer), and
technology and support services for microelectreni@nufacturing. The Company’s broad portfolio atich and
single-wafer cleaning products includes procedsrtelogies for immersion (a method used to cleaoosilwafers
by immersing the wafers in multiple tanks filledthvprocess chemicals), spray (sprays chemical magfwater and
nitrogen in a variety of sequences on to the mleaonic substrate), vapor (utilizes gas phasenisteies to
selectively remove sacrificial surface films) ang@Kinetic (a momentum transfer process used taxenmon-
chemically bonded particles from the surface ofiecoelectronic device). The Company’s support sevi
programs provide product and process enhancenwaiddnd the life of installed FSI equipment.

The Company's customers include microelectroniasufieecturers located throughout North America, Eerop
Japan and the Asia-Pacific region.

Condensed Consolidated Financial Satements

The accompanying condensed consolidated finaneitdraents have been prepared by the Company without
audit and reflect all adjustments (consisting asflyormal and recurring adjustments, except adalied in the
notes) which are, in the opinion of managementessary to present a fair statement of the resuithé interim
periods presented. The results of operations irtterim periods presented are not necessarilgatide of the
results to be expected for the full fiscal yeare3ér condensed consolidated financial statementddshe read in
conjunction with the consolidated financial stataiséncluded in the Company’s Annual Report on F&fK for
the fiscal year ended August 29, 2009, previousdd fwith the Securities Exchange Commission (“SEC”

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptethia
United States of America requires management teereakimates and assumptions that could affecefherted
amounts of assets and liabilities and disclosui@afingent assets and liabilities at the datdeffinancial
statements and the reported amounts of revenuexgmhses during the reporting period. These essratd
assumptions are based on management’s best estiamtgudgments. Management evaluates its essraatk
assumptions on an ongoing basis using historiqagéence and other factors that management belteves
reasonable under the circumstances, includinguheiet economic environment. The Company adjusth s
estimates and assumptions when facts and circuoestatictate. These may include, among otherssseneary
economic conditions, tight credit markets, and ¢geann consumer spending and confidence, all o€lwvhave
combined to increase the uncertainty inherent @ ®&stimates and assumptions. As future eventshamdeffects
cannot be determined with precision, actual amocmitd differ significantly from those estimatedtia¢ time the
consolidated financial statements are preparedan@ds in those estimates resulting from continalmanges in the
economic environment will be reflected in the fingh statements in future periods.



FSI INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

New Accounting Pronouncements

In June 2009, the Financial Accounting Standardsr@¢‘FASB”) issued Accounting Standards Update
(“ASU”) No. 2009-01,Generally Accepted Accounting Principles (ASC Topic 105), which established the FASB
Accounting Standards Codification (the CodificatmmASC) as the official single source of authdita U.S.
generally accepted accounting principles (“GAAPA)I existing accounting standards are supersediather
accounting guidance not included in the Codificai®considered non-authoritative. The Codificatidsn
includes all relevant SEC guidance organized uiegsame topical structure in separate sectiorismthe
Cadification.

Following the Codification, the FASB will not issmew standards in the form of Statements, FASBf Staf
Positions or Emerging Issues Task Force Abstratitead, it will issue Accounting Standards Updatbgch will
serve to update the Codification, provide backgdommfiormation about the guidance and provide tresbfr
conclusions on the changes to the Codification.

The Codification is not intended to change GAARybwer it changes the way GAAP is organized and
presented. The Codification is effective for thapany’s condensed consolidated financial statermaentd and
for the period ended November 28, 2009 and thecipa@himpact on the financial statements is limited
disclosures as all future references to authorgadccounting literature will be referenced in ademce with the
Cadification. In order to ease the transition te @odification, the Company is providing the Cazdifion cross-
reference alongside the references to the stantsd and adopted prior to the adoption of thdifi@ation.

In December 2007, the FASB issued SFAS 141 (re\@298d) (“SFAS 141R"), “Business Combinations” (ASC
Topic 805), and SFAS 160, “Noncontrolling Intereést€onsolidated Financial Statements” (ASC Togi6)3to
improve, simplify, and converge internationally #ecounting for business combinations and the tejgpof
noncontrolling interests in consolidated finana@tements, respectively. The provisions of thisguce were
effective for the Company beginning in the firsager of fiscal 2010. The adoption did not havenapact on the
Company’s consolidated financial statements.

In October 2009, the FASB issued ASU No. 2009-R:Venue Recognition (ASC Topic 605) — Multiple-
Deliverable Revenue Arrangements, a consensu®dfAlsB Emerging Issues Task Force.” This guidance
modifies the fair value requirements of ASC subtdgf5-25, “Revenue Recognition — Multiple Element
Arrangementsby allowing the use of the “best estimate of sgllmice” for determining the selling price of a
deliverable. Using this guidance, a vendor is neglito use its best estimate of the selling pribemeither vendor
specific objective evidence or third-party evidené¢he selling price cannot be determined. In toldj the
residual method of allocating arrangement constiaeras no longer permitted. This guidance is dffecfor
revenue arrangements entered into or materiallyifireddn fiscal years beginning on or after June 2610. Early
adoption is permitted and the Company adoptedjthidance in the first quarter of fiscal 2010. Hu®ption did
not have a material impact on the Company’s codatdi financial statements for the first half stél 2010. The
adoption may have a material impact in future fisgerters.



FSI INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

(unaudited)

(2) Inventories, Net

Inventories, net are summarized as follows (iuamds):

Finished products
Work-in-process
Raw materials and purchased parts

(3) Accrued Expenses

Accrued expenses are summarized as follows (insdoads):

Salaries and benefits
Vacation
Realignment

Product warranty
Other

(4) Supplementary Cash Flow Information

February 27, August 29,
2010 2009
$ 2,991 $ 3,013
6,384 4,797
13,386 13,361
$ 22,761 $21,171
February 27, August 29,
2010 2009
$ 1,114 $ 1,507
976 1,157
246 986
1,152 1,702
1,357 1,620
$ 4,845 $ 6,972

The following summarizes supplementary cash fl@mi{in thousands):

Interest paid

10

Six Months Ended

February 27,
2010

February 28,

2009

30



FSI INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

(5) Comprehensive Income (Loss)

Other comprehensive income (loss) pertains to re@gnexpenses, gains and losses that are not éacladhe
net income (loss) but rather are recorded diréntstockholders’ equity. For the quarters andnsonths ended
February 27, 2010 and February 28, 2009, other celmgmsive income (loss) consisted of the foreigneticy
translation adjustment. The components of compigierincome (loss) are summarized as follows (in
thousands):

February 27, February 28,
2010 2009
For the Quarters Ended
Net income (loss) $ 609 $ (9,427)
Item of other comprehensive income (loss):

Foreign currency translation (145) (139)
Comprehensive income (loss) $ 464 $ (9,566)
For the Six Months Ended
Net income (loss) $ 555 $(14,744)
Item of other comprehensive income (loss):

Foreign currency translation (255) (52)
Comprehensive income (loss) $ 300 $(14,796)

(6) Stock-Based Compensation

Stock-based compensation expense for new stocnspgjranted or vested under the Company’s stock
incentive plans and employee stock purchase pB8RFP”) was reflected in the statements of operation
the second quarter and first six months of eadisoél 2010 and 2009 as follows (in thousands):

Quarters Ended Six Months Ended
February 27, February 28, February 27, February 28,
2010 2009 2010 2009
Cost of sales $ 84 $ 8 $ 102 $ 18
Selling, general and administrative 372 69 505 148
Research and development 409 13 521 33
$ 865 $ 90 $1,128 $ 199

11



FSI INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

The fair value of each option grant is estimatedhendate of grant using the Black-Scholes optiociig
model. The Company uses historical data to estithatexpected price volatility, the expected optitenand the
expected forfeiture rate. The risk-free rate islasn the U.S. Treasury yield curve in effect attime of grant for
the estimated life of the option. The Company hasmade any dividend payments nor does it expegayo
dividends in the foreseeable future. The followasgumptions were used to estimate the fair valoptidns
granted during the second quarter and first sixthsoof fiscal 2010 and 2009 using the Black-Schof@son-

pricing model:

Quarters Ended

Six Months Ended

February 27,

February 28,

February 27,

February 28,

2010 2009 2010 2009

Stock options:

Volatility 79.9% 73.3% 79.9% 72.1%

Risk-free interest rates 0.3% 1.4% 0.3% 1.8%

Expected option life 5.4 55 5.4 5.5

Stock dividend yield - — - —
ESPP:

Volatility 79.9% 73.3% 79.9% 73.3%

Risk-free interest rates 0.2% 0.3% 0.2% 0.3%

Expected option life 0.5 0.5 0.5 0.5

Stock dividend yield

A summary of our option activity for the first smonths of fiscal 2010 is as follows (in thousaredsept price

per share and contractual term):

Weighted-
Weighted- average
average Remaining Aggregate
Number of Exercise Price Contractual Intrinsic
Shares Per Share Term Value
Outstanding as of August 29, 2009 3,399 $6.05
Options granted 347 2.10
Options forfeited 1) 2.24
Options expired (478) 9.86
Options exercised (15) 1.06
Outstanding as of February 27, 2010 3,252 $5.10 5.1 $755
Exercisable as of February 27, 2010 2,582 $6.04 4.0 $246

12



FSI INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

A summary of the status of our unvested optionsf &ebruary 27, 2010 is as follows (in thousandsgept fair
value amounts):

Weighted-average

Number of Grant-Date Fair
Shares Value
Unvested at August 29, 2009 471 $0.60
Options granted 347 1.36
Options forfeited Q) 1.40
Options vested (147) 0.89
Unvested at February 27, 2010 670 $0.94

As of February 27, 2010, there was $640,000 of toteecognized compensation cost related to undestare-
based compensation granted under these plansc@stas expected to be recognized over a weightedage
period of 1.1 years. The total fair value of opt&rares vested during the second quarter of fxHD was
$865,000, during the first six months of fiscal Qdtas $1,128,000, during the second quarter c&lfa09 was
$90,000 and during the first six months of fiscad2 was $199,000.

(7) Product Warranty

Warranty provisions and claims for the quarters siranonths ended February 27, 2010 and February 28
2009 were as follows (in thousands):

Quarters Ended Six Months Ended
February 27, February 28, February 27, February 28,
2010 2009 2010 2009
Beginning balance — warranty accrual $1,412 4,4 $1,702 $2,757
Warranty provisions (69) 211 (265) 312
Warranty claims (191) (457) (285) (873)
Ending balance — warranty accrual $1,152 $2,196 $1,152 $2,196

During the second quarter of fiscal 2010, the Camgpaversed $230,000 and during the first six mewath
fiscal 2010, the Company reversed $611,000 of uwhpser period warranty accruals associated withrowed
claims experience.

(8) Cost Reductions and Realignment

In the second quarter of fiscal 2009, the Compamgruitted to a plan of additional cost reductionat,
including the reduction of headcount, salary reidnst and scheduled plant shutdowns. The cost reduattions
were due to the Company continuing to be impacyethé global economic slowdown and, in particullhe,
reduced demand for the Company’s products. A tftalll positions were eliminated of which 37 were
manufacturing positions, 37 were sales, servicenaaudketing positions, 8 were administrative posiiand 29
were engineering positions. Severance and outpkgeoosts, net of change in estimate, recordeid¢alf2009
were allocated as follows: $1,133,000 to sellirenayal and administrative expense, $875,000 tarelseand
development expense and $604,000 to cost of gadds s

13



FSI INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

The fiscal 2009 severance and outplacement castsuanmarized as follows (in thousands):

Amount Paid

Amount Through Accrual at
Charged February 27, February 27,
Fiscal 2009 2010 2010
Selling, general and administrative expenses $331, $ 1,009 $ 124
Research and development expenses 875 805 70
Cost of goods sold 604 552 52
Total $ 2,612 $ 2,366 $ 246

(9) Long-term Securities

As of February 27, 2010, the Company had investsi@nAuction Rate Securities (“ARS”) reported daa
value of $4.4 million after reflecting a $0.2 nolfi other than temporary impairment against $4.8aonipar value.
The other than temporary impairment was recorddis@al 2008. The Company valued the majority ofSA&Sing
a mark-to-model approach that relies on discouossth flows, market data and inputs derived fronilaim
instruments. This model takes into account, amdhgrovariables, the base interest rate, creditsisi,edowngrade
risks and default/recovery risk, the estimated tigguired to work out the disruption in the tramfi@l auction
process and its effect on liquidity, and the efemftinsurance and other credit enhancements.

The ARS held by the Company are marketable seesintith long-term stated maturities for which thierest
rates are reset every 28 days through an auctmreps and at the end of each reset period, ingesdorsell or
continue to hold the securities at par. In the sdaguarter of fiscal 2010, the Company redeemet 8lion par
value of ARS for $0.1 million and recorded a gaiii$6,000.

The $4.6 million par value ARS held by the Comparg backed by student loans and are collateralizedred
and guaranteed by the United States Federal Departoh Education and are classified as long-tertho#the
ARS held by the Company continue to carry investngeade ratings and have not experienced any paymen
defaults. ARS that did not successfully auctioretés the maximum interest rate as prescribedearutiderlying
indenture and all of the Company’s holdings corgitmbe current with their interest payments. entainties in
the credit and capital markets continue, these etaudteteriorate further or, if any ARS the Comphalgs are
downgraded by the rating agencies, the Companyleagquired to recognize additional impairment ghar

The Company categorizes its assets and liabiliti@sone of three levels based on the assumptiopst§) used
in valuing the asset or liability. Level 1 providd® most reliable measure of fair value, while éle¥ generally
requires significant management judgment. The tleegs are defined as follows:

Level 1 — Quoted prices in active markets for id=itassets or liabilities.

Level 2 — Observable inputs other than Level 1gsjsuch as quoted prices for similar assets laiifias;
guoted prices in markets that are not active; beoinputs that are observable or can be corrobdiay observable
market data for substantially the full term of Hesets or liabilities.

Level 3 — Unobservable inputs that are supportelittty or no market activity and that are signdit to the fair
value of the assets or liabilities.

14



FSI INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

The Company valued its ARS based on level 3 injpuiighich values are based on prices or valuation
technigues that require inputs that are both unebbée and significant to the overall fair valueasarement.
These level 3 inputs reflect management’s own agsans about the assumptions a market participaotidvuse
in pricing the ARS.

(10) Income Taxes

As of February 27, 2010 and August 29, 2009, thea@my had $0.5 million of liabilities recorded tteld to
unrecognized tax benefits. Included in the liapibalance as of February 27, 2010 and as of AZfys2009 are
approximately $0.4 million of unrecognized tax bi@sehat, if recognized, will affect the Compang#ective tax
rate. Accrued interest and penalties on these agrezed tax benefits were $0.1 million as of bo#bfaary 27,
2010 and August 29, 2009. The Company recognizespal interest and penalties related to incomme ta
positions, if any, as a component of provisionifmome taxes on the consolidated statements ohtipes. The
Company does not anticipate that the total amotiahiiecognized tax benefits will significantly clggnduring the
next twelve months.

The Company and its subsidiaries are subject tofddgral income tax as well as income tax of naumestate
and foreign jurisdictions. The Company is subjedttS. federal tax, state tax and foreign tax erations by tax
authorities for fiscal years after 2003. Incomedaaaminations that the Company may be subjectrtthiovarious
state and foreign taxing authorities vary by jugsgdn.

The Company recorded an income tax benefit of $6i0@he second quarter of fiscal 2010 and an irectar
expense of $39,000 in the second quarter of f&@@9 related primarily to foreign taxes. The Compeetorded
an income tax expense of $10,000 for the first biffscal 2010 and an income tax expense of $ZBf60the first
half of fiscal 2009 related primarily to foreigrxes.

(11) Contingencies

In late calendar 2006, the Company determineddxdain of its replacement valves, pumps and heatarld
fall within the scope of United States export lisieny regulations to products that could be usembimection with
chemical weapons processes. The Company detertfiaethese regulations require it to obtain licentseship
some of its replacement spare parts, spare pastahkil assemblies to customers in certain condrobeintries as
defined in the export licensing regulations. Durihg second quarter of fiscal 2007, the Companygrasted
licenses to ship replacement spare parts, spai®ktrand assemblies to all customers in therobetl countries
where the Company conducts business.

The applicable export licensing regulations fredlyechange. Moreover, the types and categoriesadyrts
that are subject to export licensing are often idlesd in the regulations in general terms and cteldubject to
differing interpretations.

In the second quarter of fiscal 2007, the Compaaglara voluntary disclosure to the United Statesabepent
of Commerce to clarify its licensing practices andeview its practices with respect to prior saleésertain
replacement valves, pumps and heaters to customseseral controlled countries as defined in tbensing
regulations.

In October 2009, the Company entered into a settiérmgreement with the Office of Export Enforcenfent
$450,000. The Company began paying $5,000 per nfonten months in November 2009. The remaining
$400,000 included in the settlement will be susperfdr 12 months. If the Company does not commjtexport
violations during the 12-month period ending in @r 2010, it will be released from further paymémtluding
the suspended $400,000. As of February 27, 20@0Ctmpany had $30,000 accrued for remaining paysneriie
made under the settlement agreement, which isctetlén other accrued expenses.
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FSI INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

(12) Share Repurchase Plan

In October 2008, the Company authorized the re@aselof up to $3 million of the Company's commorelsto
to be effected from time to time in transactionshi@ public markets or in private purchases. Timéng and extent
of any repurchases will depend upon market conditithe trading price of the Company's shares #ret ¢actors,
subject to the restrictions relating to volumecerand timing of share repurchases under appli¢abeThe
repurchase program may be modified, suspendedroiniated at any time by the Company without notitée
Company did not repurchase any of its common stioeckag fiscal 2009 or the first half of fiscal 2010

(13) Liquidity

As of February 27, 2010, the Company had $14.5anilbf cash, cash equivalents, restricted casHargt
term securities, of which $4.4 million are clasaifias long-term due to the lack of liquidity of theS as
discussed in Note 9. During the first six monthfiszal 2010, the Company generated approxim&i2l9 million
from operations.

The Company currently does not have any revolvimg &f credit or other form of debt financing. tiet
economic environment does not continue to improvigscal 2010, and if available liquidity is notfBcient to
meet the Company’s operating requirements, the @agnmay need to take additional cost reductioroastienter
into a sale-leaseback arrangement for its fadtitg¢haska, Minnesota, enter into an asset-basedhign
arrangement, borrow up to $3.5 million againstiquitiate its remaining life insurance investmerft$26 million
and/or borrow up to 50% against or sell a portibrisocurrently illiquid ARS, possibly at a losgllsadditional
equity or pursue other cash generating actiorthellCompany must engage in any of the foregoinh gaserating
actions, there is no assurance that any such aoiidibe available to the Company, particularlggh relating to
third-party financing arrangements. Further, thenmeo assurance on the amount of cash that mgeerated as a
result of these actions, or whether the amounashceeceived will be sufficient to cover the Compamperating
expenses at such time. The sale of additional yguould likely result in additional dilution to théompany’s
shareholders.

The Company filed a shelf registration statemeitih Wie SEC on March 30, 2010 to register an indateate
number of shares of common stock, preferred stwakjants and units, the aggregate initial offenige of which
is not to exceed $50 million.

(14) Revenue Recognition Change

As discussed in Note 1, the Company elected eddption of ASU No. 2009-13. The ASU was adopteaon
prospective basis in the first quarter of fiscal@0Revenue arrangements entered into prior téirdtequarter of
fiscal 2010 continue to be accounted for undeiGbmpany’s previous revenue recognition policy. Athe first
quarter of fiscal 2010, revenue from multiple elatr@rangements is allocated among the separabe @icg
units based on the relative selling price of eaglivdrable. The Company recognizes the equipmeniee upon
shipment and transfer of title. The equipment rexeeis determined based on the estimated sellig prhich is
determined by management’s judgment. The otherpheiklements include installation, service cortsand
training. Equipment installation revenue is detereul based on estimated service person hours toletanp
installation and quoted service labor rates amddegnized when the installation has been compketeidhe
equipment has been accepted by the customer. Baemiitract revenue is determined based on estirsatgite
person hours to complete the service and quotettedabor rates and is recognized over the conpaigod.
Training revenue is determined based on quotedimigaiclass prices and is recognized when the custom
complete the training classes or when a customerHsptraining period has expired. The quoted merlabor
rates and training class prices are rates actabhdyged and billed to our customers.
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FSI INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

The impact of the new revenue recognition policy wat material to the Company’s consolidated fifgnc
statements.

(15) Other Sales Information
Geographic Information

International sales were approximately 49% of tegdés in the second quarter of fiscal 2010, apprabely
73% of total sales in the second quarter of fi2€l9, 51% of total sales in the first six months$isdal 2010 and
75% of total sales in the first six months of fis2@09. The basis for determining sales by geodgcaggyion is the
location that the product is shipped to. Includethiese percentages and the table below are salelated parties.
Sales by geographic area are summarized as fo(iavilsousands):

Quarters Ended Six Months Ended
February 27, February 28, February 27, February 28,
2010 2009 2010 2009

Asia $ 6,860 $ 4,474 $ 12,548 $ 11,116
Europe 2,347 1,809 4,509 4,472
Other 2 4 2 7

Total International 9,209 6,287 17,059 5,595
Domestic 9,716 2,353 16,483 5,289

$ 18,925 $ 8,640 $ 33,542 $ 20,884

South Korea accounted for 21% of total sales irs#e®nd quarter of fiscal 2010 and 23% in the sgcprter
of fiscal 2009, 27% of total sales in the first sionths of fiscal 2010 and 29% of total sales lerfirst six months
of fiscal 2009. In the second quarter of fiscal @03ingapore accounted for 12% of total saleshénsecond
quarter of fiscal 2009, Japan accounted for 21%6taf sales. In the first six months of fiscal 20G@hina
accounted for 10% of total sales and Germany adeduor 10% of total sales.

Customer Information
The following summarizes significant customers casipg 10% or more of the Company's trade accounts

receivable as of February 27, 2010 and August @99 2nd 10% or more of sales for the second qgeatet first
six months of fiscal 2010 and 2009, which includakes through related parties to end-users:

% of Trade Accounts % of Sales for the Fiscal Quarter % of Sales for the First Six
Receivable as of Ended Months Ended
February 27, August 29, February 27, February 28, February 27, February 28,

2010 2009 2010 2009 2010 2009
Customer A 26% 27% 31% 22% 42% 19%
Customer B * 22% * * * *
Customer C * 10% * * * *
Customer D * * 25% * 15% *
Customer E 21% * 10% * * *
Customer F * * * 20% * *

* Trade accounts receivable from or sales to raspecustomer were less than 10% as of the end dfiong the
fiscal period.
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FSI INTERNATIONAL, INC. AND SUBSIDIARIES

ltem 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND
RESULTS OF OPERATIONS

The information in this report, except for the brgtal information, contains forward-looking statemts within
the meaning of Section 21E of the Securities Exghakct of 1934, as amended, and is subject todfeetsarbor
created by that statute. Typically, we identifyiard-looking statements by use of an asterisk Iff.50me cases,
you can identify forward-looking statements by temology such as “expects,” “anticipates,” “interidsnay,”
“should,” “plans,” “believes,” “seeks,” “estimatéscould,” “would,” or the negative of such terms other
comparable terminology. These forward-looking stegets include but are not limited to expected @oexpected
revenues; expected financial results; expected gsafje and other expected financial performanceunes for the
third quarter of fiscal 2010. These statementsabgect to various risks and uncertainties, bottvkmand
unknown. Factors that could cause actual resultiffier include, but are not limited to changesridustry
conditions; order delays or cancellations; genetahomic conditions; changes in customer capaegyirements
and demand for microelectronics; the extent of dehfar our products and our ability to meet demagidbal
trade policies; worldwide economic and politicalkstity; our successful execution of internal penfiance plans;
the cyclical nature of our business; volatilitytbé market for certain products; performance issuitskey
suppliers and subcontractors; the level of newrgrdle timing and success of current and futuoelpet and
process development programs; the success of mat diistribution organization; legal proceediniye potential
impairment of long-lived assets; and the poteriblerse financial impacts resulting from declimethe fair value
and liquidity of investments we presently holdwasl as other factors listed from time to time wr SEC reports
including, but not limited to, the Risk Factors g®th in our Form 10-K for the fiscal year endedglst 29, 2009.
Readers also are cautioned not to place unduacelian these forward-looking statements as actsalts could
differ materially. We undertake no duty to updatg af the forward-looking statements after the ddtthis report.

The Gartner Report described in this document‘@wsetner Report”) represents data, research opiaion
viewpoints published, as part of a syndicated sufiitsan service, by Gartner, Inc. (“Gartner”), aack not
representations of fact. Each Gartner Report spesks its original publication date (and not ashef date of this
document) and the opinions expressed in the GaRaports are subject to change without notice.

This discussion and analysis should be read irucmtipn with the condensed consolidated finandatesnents
and notes thereto appearing elsewhere in thistepor

Industry

In March 2010, Gartner revised its calendar 200@mae forecasts for the semiconductor industry frioose
made in December 2009. In March 2010, Gartneripiesdithat calendar 2009 worldwide semiconducteenee
will have decreased 9.6 percent and semiconduefmtat equipment spending will have declined 4%fcpnt
from the calendar 2008 levels.

The semiconductor manufacturers that we regulathbract with are experiencing improved factoryizaifion
rates. As a result, they are increasing their prodn capacity through equipment upgrades and tdolgg
conversions. The capacity expansions that stamtéobindries, which are producers that primarilyvie
outsourcing services for logic device and micropssor suppliers, has spread to NAND (used in maleNéces)
memory manufacturers. DRAM (used in personal coemgliimemory device manufacturers’ spending for
equipment that enables technology advancementr@nedised productivity started to accelerate irsduond half
of calendar 2009. Based on reports of industryyasts| we believe capacity spending will gain momentate in
calendar 2010 and into 2011.*

As a result of the improving industry conditiongr@er recently forecasted that semiconductor neegmvill
grow 19.5 percent, to $276 billion, in calendar @0ftom the expected $231 billion level in calend@09. Based
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on reports of certain industry analysts, we belidemand for smart cell phones and personal conmgutkmg with
higher chip unit prices to be key drivers for tixpected year-over-year growth.

Gartner recently forecasted that it expects equipmevenues will increase 76.1 percent in cale2040, to
$29.4 billion, from the expected $16.7 billion |éirecalendar 2009.

Application of Critical Accounting Policies and Estmates
In accordance with SEC guidance, those materiawating policies that we believe are the mostaaltto an
investor's understanding of our financial resufid eaondition and require complex management juddzuen
discussed below.
Our critical accounting policies and estimatesaaréollows:
e revenue recognition;

« valuation of long-lived assets;

« estimation of valuation allowances and accruablilities, specifically product warranty, inventory
provisions and allowance for doubtful accounts;

stock-based compensation; and
* income taxes.
Revenue Recognition

We recognize revenue when persuasive evideinae arrangement exists, delivery has occurreskprices
have been rendered, the purchase price is fixe@éterminable and collectibility is reasonably asdutf our
equipment sales involve sales to our existing ecnste who have previously accepted the same typg(s)
equipment with the same type(s) of specificatiovesaccount for the product sales as a multiple etem
arrangement. Revenue from multiple element arraegésris allocated among the separate accountirg hased
on the relative selling price of each deliverabl& recognize the equipment revenue upon shipmehtransfer of
title. The equipment revenue is determined basetti@estimated selling price which is determined by
management’s judgment. The other multiple elemieictade installation, service contracts and tragnin
Equipment installation revenue is determined basedstimated service person hours to completelletsta and
quoted service labor rates and is recognized wiemstallation has been completed and the equiphanbeen
accepted by the customer. Service contract revisnietermined based on estimated service persams bmu
complete the service and quoted service labor eatdgs recognized over the contract period. Tngimevenue is
determined based on quoted training class pricéssarecognized when the customers complete tiartca
classes or when a customer-specific training pdramiexpired. The quoted service labor rates aming class
prices are rates actually charged and billed tocastomers.

All other product sales with customer-spediiceptance provisions are recognized upon custacceptance.
Future revenues may be negatively impacted if wauaable to meet customer-specific acceptanceiarite
Revenue related to spare part sales is recognzea shipment or delivery based on the trade teRasenues
related to maintenance and service contracts aognézed ratably over the duration of such congract

The timing and amount of revenue recognizgaedds on whether revenue is recognized upon shipveesus
acceptance. For revenue recognized upon accepiaizcdependent upon when customer-specific daitare met.

Impairment of Long-Lived Assets
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We assess the impairment of long-lived asshenever events or changes in circumstances irdibat the
carrying amount may not be recoverable. An assatsget group is considered impaired if its carrgnmgpunt
exceeds the undiscounted future net cash flowsbetar asset group is expected to generate.déset or asset
group is considered to be impaired, the impairnete recognized is measured by the amount by whih
carrying amount of the asset exceeds its fair vadfiestimated fair value is less than the boolugathe asset is
written down to the estimated fair value and andimpent loss is recognized.

If we determine that the carrying amount ofgdived assets may not be recoverable, we measiyre
impairment based on the fair value of the longdiassets. Net long-lived assets amounted to $1dlignmras of
February 27, 2010.

In the first six months of fiscal 2010, we geated positive cash flows from operations. If lomg-term future
plans do not yield positive cash flows in excesthefcarrying amount of our long-lived assets, veeiht
anticipate possible future impairments of thosetsss

Considerable management judgment is necessastimating future cash flows and other factdfscting the
valuation of long-lived assets and the operatirg)rmacroeconomic factors that may affect them. Wehistorical
financial information, internal plans and projeasoand industry information in making such estirsate

Product Warranty Estimation

We record a liability for warranty claims aettime of sale. The amount of the liability is &h®n the trend in
the historical ratio of claims to sales, releadasesv products and other factors. The warrantyquksrfor new
equipment manufactured by us typically range froom®onths to two years. Special warranty reservesatso
accrued for major rework campaigns. Although manaaye believes the likelihood to be relatively lawgims
experience could be materially different from attesults because of the introduction of new, nummeplex
products; competition or other external forces; nfacturing changes that could impact product quadit as yet
unrecognized defects in products sold.

During the second quarter of fiscal 2010, exersed $230,000 and for the first six monthssafdi 2010, we
reversed $611,000 of unused prior period warraotyusls associated with improved claims experience.

Inventory Provisions Estimation

We record provisions for inventory shrinkagel #or potentially excess, obsolete and slow moiiwvgntory.
The amounts of these provisions are based upaoricgtloss trends, inventory levels, physical intogy and
cycle count adjustments, expected product livagcmsted sales demand and recoverability. Resatd be
materially different if demand for our products tesed because of economic or competitive conditiength of
the industry downturn, or if products become ohsobecause of technical advancements in the indastry us.
In the second quarter of fiscal 2010, we recorgga@imately $460,000 and in the first six monthéiscal 2010
we recorded approximately $870,000 of additionaéitory provisions associated primarily with engirieg
design changes.

Allowance for Doubtful Accounts Estimation

Management must estimate the uncollectibdftpur accounts receivable. The most significask i$ a sudden
unexpected deterioration in financial conditioraddignificant customer who is not considered inath@vance.
Management specifically analyzes accounts recedvaildl analyzes historical bad debts, customer otrations,
customer credit-worthiness, current economic tremtkchanges in our customer payment terms whduoagivay
the adequacy of the allowance for doubtful accauRésults could be materially impacted if the ficiahcondition
of a significant customer deteriorated and relatswbunts receivable are deemed uncollectible. Ansou
receivable are determined to be past due basedymant terms and are written off after managemetarthines
that they are uncollectible.
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Sock-Based Compensation

We utilize the Black-Scholes option-pricing aiebto estimate fair value of each award on the dagrant. The
Black-Scholes model requires the input of certasuaptions that involve management judgment. Key
assumptions that affect the calculation of faiueainclude the expected life of stock-based awandisour stock
price volatility. Additionally, we expense only th® shares expected to vest. The assumptions usattutating
the fair value of stock-based awards and the fonfeirate of such awards reflect management’sdstshates.
However, circumstances may change and additiorialrday become available over time, which couldltésu
changes to these assumptions that materially intpadtir value determination of future awardslaitt estimated
rate of forfeiture.

Income Taxes

Our effective income tax rate is based onnmeggstatutory tax rates and tax planning oppoitsidvailable to
us in the various jurisdictions in which we operd&e have established valuation allowances fopdirating
losses to reflect the uncertainty of our abilityfutly utilize these benefits given the limited pdorward periods
permitted by the various jurisdictions. The evalwabf the realizability of our net operating lossequires the use
of considerable management judgment to estimattuthee taxable income for the various jurisdicgpfor which
the ultimate amounts and timing of such estimatag differ. The valuation allowance can also be iotgd by
changes in the tax regulations.

Significant judgment is required in determmumrecognized tax benefits. We have establishedials for
unrecognized tax benefits using management’s bdghjent and adjust these accruals as warrantedamngimng
facts and circumstances. A change in our accroasy given period could have a significant impacour results
of operations for that period. The accrual for wognized benefits decreased by $9,000 for thedixsinonths of
fiscal 2010 and decreased by $57,000 for the sixthsoof fiscal 2009.
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SECOND QUARTER AND FIRST HALF OF FISCAL 2010 COMPAR ED WITH SECOND QUARTER
AND FIRST HALF OF FISCAL 2009

The Company

The following table sets forth on a consolidatedi®afor the fiscal periods indicated, certain meoand
expense items as a percent of total sales.

Percent of Sales Percent of Sales
Quarter Ended Six Months Ended
February 27, February 28, February 27, Februan28,
2010 2009 2010 2009
Sales 1000 % 100.0 % 100.0 % 100.0 %
Cost of sales 57.5 86.0 56.4 72.1
Gross margin 42.5 14.0 43.6 27.9
Selling, general and administrative 22.6 70.3 24.0 56.1
Research and development 17.2 53.6 18.0 43.2
Operating income (loss) 2.7 (109.9) 1.6 (71.4)
Other income, net 0.5 1.2 0.1 0.9
Income (loss) before income taxes 3.2 (108.7) 1.7 (70.5)
Income tax (benefit) expense — 0.4 — 0.1
Net income (loss) 32 % (109.1) % 1.7 % (70.6) %

Revenue and Shipments

Sales revenue increased to $18.9 million for tlvese quarter of fiscal 2010 as compared to $8.6amifor
the second quarter of fiscal 2009. The increasgeaelprimarily to an increase in shipments from.$1gillion in
the second quarter of fiscal 2009 to $18.6 milliothe second quarter of fiscal 2010. Sales revémreased to
$33.5 million for the first half of fiscal 2010 asmpared to $20.9 million for the first half ofded 2009. The
increase related primarily to an increase in shigm&om $22.3 million in the first half of fisc2D09 to $33.2
million in the first half of fiscal 2010. The in@ses in shipments in the fiscal 2010 periods ageoea to the
fiscal 2009 periods related to improved industrg axerall global economic conditions.

Based upon our revenue recognition policy, cerhipments to customers are not recognized untibouer
acceptance. Therefore, depending on timing of saifimmand customer acceptances, there are timelpavitere
shipments may exceed sales revenue or, due togtinfiiacceptance, sales revenue may exceed shipments

International revenue was $9.2 million, represeni@% of total revenue, during the second quaftéscal
2010 and $6.3 million, representing 73% of totakreue, during the second quarter of fiscal 200@rivational
revenue was $17.1 million, representing 51% ofl teteenue, during the first half of fiscal 2010 &b.6 million,
representing 75% of total revenue, during the fiedt of fiscal 2009.

We currently expect third quarter of fiscal 2010awrues to be between $23 and $25 million.* In otder
achieve this revenue level, we will need to receeeral system orders from customers that cahippexd and
recognized as revenue in the third quarter of Fi20640.*

Gross Margin

Our gross profit margin fluctuates due to a nundfdactors, including the mix of products sold; the
geographic mix of products sold, with internatiogales generally having lower gross profit than ésii sales;
initial product placement discounts; utilizationmo&nufacturing capacity; the sales of inventoryanesly written
down to zero; and the competitive pricing environine
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Gross margin as a percentage of sales for the depaarter of fiscal 2010 was 42.5% as compared 0%
for the second quarter of fiscal 2009. Gross maagia percentage of sales for the first half a@ali?010 was
43.6% as compared to 27.9% for the first half s€dil 2009. The increases in margin in the fisca020eriods
were due to improved manufacturing utilization assult of higher production and shipment levedsluced
warranty claims in the fiscal 2010 periods and $0ilfion of severance expense recorded in the seqoarter of
fiscal 2009. The increases were partially offsehigher non-cash stock compensation expense 00884n the
second quarter of fiscal 2010 compared to $8,0@8ersecond quarter of fiscal 2009 and $102,0Q8erfirst half
of fiscal 2010 as compared to $18,000 in the et of fiscal 2009. The higher non-cash stock cengation
expense in the fiscal 2010 periods was due tongsitinder our employee stock purchase plan andtnedse in
our stock price.

Gross margins for the third quarter of fiscal 2@t@ expected to be in the range of 43% to 45%\wa&mees.*
Selling, General and Administrative Expenses

Selling, general and administrative expenses dsecktn $4.3 million in the second quarter of fi2@10 as
compared to $6.1 million for the second quartefisaial 2009. Selling, general and administrativpenses
decreased to $8.1 million for the first half ofcfid 2010 as compared to $11.7 million for the saewiod in fiscal
2009. The decreases in the year-over-year setiieigeral and administrative expenses related piyrtarcost
reduction initiatives associated with reduction®@adcount and salary reductions taken in theHaHtof fiscal
2009 and $1.2 million of severance expense recarddte second quarter of fiscal 2009. The deceasze
partially offset by higher non-cash stock compeansadf $372,000 in the second quarter of fiscal®84
compared to $69,000 in the second quarter of fia@@P and $505,000 in the first half of fiscal 2@Kcompared
to $148,000 in the first half of fiscal 2009. Thighrer non-cash stock compensation expense inghalf2010
periods was due to vesting under our employee gioothase plan and the increase in our stock price.

We expect selling, general and administrative egpein the third quarter of fiscal 2010 to be i thnge of
$4.1 million to $4.3 million as we continue to feacon managing these costs.*

Research and Development Expenses

Research and development expenses were $3.3 nfdliche second quarter of fiscal 2010 as comptreidt.6
million for the same period in fiscal 2009. Resbaaind development expenses were $6.0 millionhifitst six
months of fiscal 2010 as compared to $9.0 millienthe first six months of fiscal 2009. The decesazlated
primarily to cost reduction initiatives associateith reductions in headcount and salary reducttaken in the
first half of fiscal 2009 and $1.0 million of seaece expense recorded in the second quarter af #609. The
decreases were partially offset by higher non-sastk compensation expense of $409,000 in the segoarter
of fiscal 2010 as compared to $13,000 in the secpaditer of fiscal 2009 and $521,000 in the firf bf fiscal
2010 as compared to $33,000 in the first half a¢dl 2009. The higher non-cash stock compensatipanse in
the fiscal 2010 periods was due to vesting undeemployee stock purchase plan and the increaseristock
price.

We expect research and development expenses ftriteuarter of fiscal 2010 to be in the rang&8fl to
$3.3 million.*

Income Taxes
We recorded an income tax benefit of $6,000 instmond quarter of fiscal 2010 and income tax expens
$10,000 in the first half of fiscal 2010, primarilglated to foreign taxes. We recorded incomeetgense of

$39,000 in the second quarter of fiscal 2009 ar&gJGEID in the first half of fiscal 2009, primarilglated to foreign
taxes.
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Our deferred tax assets on our balance sheetfabofiary 27, 2010 have been fully reserved withlaation
allowance. We do not expect to significantly redaae valuation allowance until we are consisteptigfitable on
a quarterly basis.*

We have net operating loss carryforwards for fddacamme tax purposes of approximately $186.5 onil)i
which will begin to expire in fiscal 2011 througkdal 2030 if not utilized. Of this amount, appiroately $15.0
million is subject to Internal Revenue Code Sec888@ limitations on utilization. This limitatios approximately
$1.4 million per year. We do not anticipate sigrafit income tax expenses or benefits for the feadse future,
other than for foreign tax purposes.*

Net Income (Loss)

Net income was $0.6 million in the second quarfdisgal 2010 as compared to a net loss of $9.4aniin the
second quarter of fiscal 2009. Net income was $0ligon for the first half of fiscal 2010 as comearto a net loss
of $14.7 million for the first half of fiscal 2009.

Assuming that we can achieve expected revenuess gnargin and operating expenses, we expect tot negio
income between $2.5 and $3.0 million in the thivduder of fiscal 2010.*

Liquidity and Capital Resources

Our cash, restricted cash, cash equivalents amgdteym securities were approximately $14.5 millasnof
February 27, 2010, an increase of $2.4 million ftbmend of fiscal 2009. The increase was due pilyrta $2.9
million of cash generated by operations primartlyilautable to increased sales and our continuedhig@ment of
working capital.

As of February 27, 2010, we had investments in A&{rted at a fair value of $4.4 million after ezfling a
$0.2 million other than temporary impairment aga#6 million par value. The other than temporianpairment
was recorded in fiscal 2008. The ARS we hold ar&ketable securities with long-term stated matusifir which
the interest rates are reset every 28 days thranghuction process. In the second quarter of fié@a0, we
redeemed $0.1 million par value of ARS for $0. il and recorded a gain of $6,000.

These ARS may not provide the liquidity to us asn@ed it, and it could take until the final matyGf the
underlying notes (from 26 to 34 years) to realineiavestments’ recorded value. Currently, thera very limited
market for any of these securities and future tgtions at this time, if possible, would likely &ka significant
discount.

Accounts receivable decreased $0.1 million fronY $8illion at the end of fiscal 2009 to $8.6 millias of
February 27, 2010. The net decrease in accourgs/edae of $0.1 million related to the receipt afyment by an
Asian customer of a $2.0 million past due receigaiifset by the increase in shipments from $12Ibamiin the
fourth quarter of fiscal 2009 to $18.6 million imetsecond quarter of fiscal 2010. Accounts retdeveill
fluctuate quarter to quarter depending on individwatomers’ timing of shipping dates and paymenns.

Inventory was approximately $22.8 million at Febyua7, 2010 and $21.2 million at the end of fis2@09.
The increase in inventory related primarily to aorease in work in process inventory associatel wwitreased
orders and the production of additional ORION syste

Trade accounts payable increased to $6.4 millioof &ebruary 27, 2010 as compared to $3.2 milliothe end

of fiscal 2009. The increase in trade accounts lplay@lated primarily to the timing of inventorycespts and
payments to vendors.
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As of February 27, 2010, our current ratio of catr@ssets to current liabilities was 3.3 to 1.@ aorking
capital was $32.2 million.

The following table provides aggregate informatarout our contractual payment obligations and #éogds in
which payments are due (in thousands):

Payments due by period

Less than More than 5
Contractual Obligations: Total 1 Year 1-3 years 3-5 years years
Operating lease obligations $ 830 $ 556 $ 236 $ 32 $ 6
Purchase obligations 8,708 8,708 - - —
Royalty obligations 118 118 - - -
Other long-term commitments 1,289 164 500 500 125
Total $ 10,945 $ 9,546 $ 736 $532 $131

@) Other long-term commitments represent payments related imunnroyalty payments or discounts granted under a
license agreement.

The contractual obligations table does not incl$@é million of accruals for unrecognized tax bésegs the
timing of payments or reversals is uncertain.

Capital expenditures were $404,000 in the first bifiscal 2010 and $12,000 in the first half afdal 2009.
The capital expenditures in the first half of fis2@10 related primarily to the lease buyout ofd&iory
equipment. We expect capital expenditures to kethen $100,000 in the third quarter of fiscal 2610
Depreciation for the third quarter of fiscal 20%Cxkpected to be between approximately $0.6 ardridion.*

We implemented a number of cost reduction stefiseéal 2009 to reduce our use of cash. Our costatézh
actions in fiscal 2009 are expected to lower ounuahoperating expenses by $11 to $12 million.&didition, we
plan to manage cash flows by reducing capital ediperes to less than $500,000 in fiscal 2010 arabgressively
improve our working capital levels in the secontf b&fiscal 2010.*

We do not have any revolving line of credit or atfe@@m of debt financing. If the economic environmeoes
not continue to improve in fiscal 2010 and, notwi#tnding our cash management initiatives, more isaséeded
to fund operations than expected, we may needk®additional actions.These actions could include additional
cost reduction measures and possible cash gergeadtiivities, including exploring a sale-leasebanlangement
for our Chaska, Minnesota facility, entering intoasset-based lending arrangement, borrowing &g.®million
against or liquidating our remaining life insurarneeestments of $3.6 million, borrowing up to 504aast or
selling some or all of our currently illiquid ARBossibly at a loss, or selling additional equityte can provide no
assurance that any of these cash-generating agiwtll be available to us when needed, or if e, on such
terms that will be acceptable or in sufficient amisuto cover our operating expenses at such tWie filed a shelf
registration statement with the SEC on March 3Q,02@ register an indeterminate number of shareswimon
stock, preferred stock, warrants and units, theeggge initial offering price of which is not to@ed $50 million.
The sale of additional equity would likely resuitadditional dilution to our shareholdérén addition, without
substantial available capital, we may be unabteke advantage of strategic opportunities as thisg,asuch as
investments in or acquisitions of businesses, prdor technologies.

At the expected revenue and expense runwatenticipate using between $2.0 and $3.0 milliomf
operations in the third quarter of fiscal 2010 &soentinue to manage inventory, accounts receivaidecapital
investments and support the higher third quartéeoand revenue levels.* We believe that with @xistash, cash
receipts, cash equivalents, marketable securitidsrdaernally generated funds, there will be suéfnt funds to
meet our currently projected working capital reqmients, and to meet other cash requirements thraighst
fiscal 2010.* We believe that success in our indusgquires substantial capital to maintain theibigity to take
advantage of opportunities as they arise. One o§wategic objectives is, as market and businesditons
warrant, to consider divestitures, investmentsogugsitions of businesses, products or technologigsmay fund
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such activities with additional equity or debt firténg.* The sale of additional equity or debt sé@s, whether to
maintain flexibility or to meet strategic objectsyecould result in additional dilution to our shaollers.*

Off-Balance Sheet Arrangements
We do not have any off-balance sheet arrangements.
New Accounting Pronouncements
See Note 1 of the Notes to Condensed Consolidatehé€ial Statements.
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

Our cash flows and earnings are subject to fluzinatin foreign exchange rates due to investmentsir
foreign-based affiliates. As of February 27, 204, investments included a 100% interest in ougssahd service
offices located in Europe and Asia and a 20% istdreApprecia Technology, Inc. (formerly meFSI LY,vhich
operates as our distributor in Japan. We denomthatenajority of our sales outside of the U.S. is Wollars.

We have direct sales, service and applications@tigpd logistics responsibilities for our produict€urope
and the Asia Pacific region and incur labor, senaod other expenses in foreign currencies. Asudtrave may be
exposed to fluctuations in foreign exchange raestiAs of February 27, 2010, we had not enteredany
hedging activities and our foreign currency tratisacgains and losses for the second quarter asidsix months
of fiscal 2010 were insignificant. We are currerglyaluating various hedging activities and othdiams to
minimize these risks.

We do not have significant exposure to changingrest rates as we currently have no long-term §feébtdo
not undertake any specific actions to cover ouosype to interest rate risk and we are not pargngointerest rate
risk management transactions. The annual impatdssnbefore income taxes of a 1% change in short-teterest
rates would be approximately $145,000 based orash and cash equivalents, restricted cash anetéong
marketable securities balances as of February®Q.2

As of February 27, 2010, our investment portfotioluded ARS reported at a fair value of $4.4 millafter
reflecting a $0.2 million other than temporary inmpgent against $4.6 million par value. The interasés of our
ARS are reset every 28 days through an auctiorepsoand at the end of each reset period, assumifagled
auction, investors can sell or continue to holdgbeurities at par.

The ARS held by us are backed by student loansendollateralized, insured and guaranteed by thitetd
States Federal Department of Education. All ARSI gl us are rated by the major independent ratyemeies and
carry investment grade ratings and have not expegkany payment defaults.

All of our ARS have experienced failed auctions tlueell orders exceeding buy orders. These failare not
believed to be a credit issue, but rather refldatk of liquidity in the market for these secwa#i Under the
contractual terms, the issuer is obligated to payafly interest rates should an auction fail. lmékent we need to
access funds associated with failed auctions, @neyot expected to be accessible until a sucdessition
occurs, the issuer redeems the issue, a buyeunrsfoutside of the auction process or the undeglgecurities
have matured and are paid upon maturity in accaelarith their terms.

We determined and recorded an other-than-tempargrgirment of approximately $0.4 million in fisc2008.
Approximately $0.1 million of this other-than-tempoy impairment was reversed in fiscal 2009 duthéo
redemption of approximately $3.0 million ARS at patue, and approximately $6,000 of this other-than
temporary impairment was reversed in the secondejuaf fiscal 2010 due to the redemption of apprately
$0.1 million ARS at par value. If the issuers of &IRS are unable to successfully close future anstor do not
redeem the ARS, or the United States governmestttasupport its guaranty of the obligations, wayrbe
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required to record additional impairment charges.
ITEM 4. CONTROLS AND PROCEDURES

As of the end of the period covered by this repset,conducted an evaluation, under the supervismhwith
the participation of the principal executive offi@nd principal financial officer, of our disclogucontrols and
procedures (as defined in Rules 13a-15(e) and 5%&)-1inder the Securities Exchange Act of 1934 (the
“Exchange Act")). Based on this evaluation, thaepipal executive officer and the principal finan@#icer
concluded that our disclosure controls and proasiare effective to ensure that information reguicebe
disclosed by us in reports that we file or submitier the Exchange Act is recorded, processed, suaedaand
reported within the time periods specified in SE@s and forms. There was no change in our intetrol over
financial reporting during our most recently cometefiscal quarter that has materially affectedsaeasonably
likely to materially affect, our internal controver financial reporting.

PART II. OTHER INFORMATION

ITEM 1. Legal Proceedings
We are not subject to any material pending legatgedings.
ITEM 1.A. Risk Factors

There have not been any material changes fromigkéactors previously disclosed in our Form 10ekKthe
fiscal year ended August 29, 2009.

ITEM 2. Unregistered Sales of Equity Securities andJse of Proceeds
None

ITEM 3. Defaults upon Senior Securities
None

ITEM 4. Other Information

At our Annual Meeting of Shareholders held on &m0, 2010, the shareholders approved
the following:

(1) Election of one Class Il Director to serve a thyeer term. The nominated
director was elected as follows:

Broker
Director-Nominees Votes For Withheld Non-Votes
Willem D. Maris 10,089,505 1,865,066 12,411,104

Donald S. Mitchell and James A. Bernards, as Ql&ssectors, and Terrence W. Glarner
and David V. Smith, as Class Ill Directors, coné&rto serve as our directors.

(2) Proposal to amend our 2008 Omnibus Stock Rlsiamended and restated, to increase the
aggregate number of shares of our common stockvexséor issuance thereunder by
500,000. The shareholders approved the propodallaws:

Votes For Votes Against Abstained
17,576,761 6,552,853 236,061
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(3) Proposal to amend our Employees Stock Purdhlase as amended and restated, to increase
the aggregate number of shares of our Common $¢sekved for issuance thereunder the
Plan by 1,000,000. The shareholders approved thmopal as follows:

Broker
Votes For Votes Against Abstained Non-Votes
10,185,239 1,738,132 31,200 12,411,104

(4) Proposal to ratify the appointment of KPMG L&a® our independent registered
public accounting firm for the fiscal year endinggust 28, 2010. Our
shareholders approved the proposal as follows:

Votes For Votes Against Abstained
23,211,944 1,085,595 68,136
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FSI INTERNATIONAL, INC. AND SUBSIDIARIES

ITEM 5. Exhibits
() Exhibits

3.1 Restated Articles of Incorporation of the Compg1)
3.2 Restated By-Laws. (1)
3.3 Articles of Amendment of Restated Articles mEdrporation (1)
31.1 Certification by Principal Executive Officer pursudo Section 302 of the Sarbanes-Oxley
Act of 2002.(filed herewith)
31.2 Certification by Principal Financial and Accounti@ficer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.(filed herewith)
32.1 Certification of Chief Executive Officer andhi€f Financial Officer Pursuant to 18 U.S.C.
Section 1350, as Adopted Pursuant to Section 9@6eoBarbanes-Oxley Act of 2002.(filed

herewith)

(1) Filed as an Exhibit to the Company's RegigtraStatement on Form S-3 filed with the SEC on dWa30,
2010 and incorporated by reference.
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SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causisdréport to
be signed on its behalf by the undersigned, théoeduly authorized.

FSI INTERNATIONAL, INC.
[Registrant]

By: [s/Patricia M. Hollister
Patricia M. Hollister
Chief Financial Officer
on behalf of the
Registrant and as
Principal Financial and
Accounting Officer

DATE: April 8, 2010
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INDEX TO EXHIBITS

Exhibit Description Method of Filing
3.1 Restated Articles of Incorporation of the Compd1) Incorporated by reference.
3.2 Restated By-Laws. (1) Incorporated by reference.
3.3 Articles of Amendment of Restated Articles médrporation (1) Incorporated by reference.

31.1 Certification by Principal Executive OfficemBuant to section 302 of Filed herewith.
the Sarbanes-Oxley Act of 2002.

31.2 Certification by Principal Financial and Acoting Officer Pursuant to  Filed herewith.
Section 302 of the Sarbanes-Oxley Act of 2002.

32.1 Certification of Chief Executive Officer andhi€f Financial Officer Filed herewith.
Pursuant to 18 U.S.C. Section 1350, as AdopteduBatgo Section 906
of the Sarbanes-Oxley Act of 2002.

(1) Filed as an Exhibit to the Company's RegigiraStatement on Form S-3 filed with the SEC on dW&30,
2010 and incorporated by reference.
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EXHIBIT 31.1
CERTIFICATIONS

I, Donald S. Mitchell, certify that:
1. 1 have reviewed this quarterly report on Form 10-Q dflf®@rnational, Inc.;

2. Based on my knowledge, this report does not contain@tnye statement of a material fact or omit to state a
material fact necessary to make the statements made, in lightadfciinestances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and athacifl information included in this report, fairly
present in all material respects the financial condition, resiitiperations and cash flows of the registrant as of, anthier
periods presented in this report;

4. The registrant’s other certifying officer and | are resiba$or establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) @i (&) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)jHermegistrant and have:

a) designed such disclosure controls and procedures, or caebedisclosure controls and procedures to be
designed under our supervision, to ensure that materiafiafam relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within tleosi§es, particularly during the period in which this repsr
being prepared;

b) designed such internal control over financial reportngaused such internal control over financial reporting
to be designed under our supervision, to provide reasonahbiase regarding the reliability of financial reporting and
the preparation of financial statements for external purposesordance with generally accepted accounting
principles;

c) evaluated the effectiveness of the registrant’s disclosureloahd procedures and presented in this report
our conclusions about the effectiveness of the disclosure toatrd procedures, as of the end of the period covered by
this report based on such evaluation; and

d) disclosed in this report any change in the registrartésnal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the ragissrfourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materdlgct, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and | have dseth based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors amdatidit committee of the registrant’s board of directors éosqns
performing the equivalent functions):

a) all significant deficiencies and material weaknesses in thendasgperation of internal control over financial
reporting which are reasonably likely to adversely affect thetragiss ability to record, process, summarize and report
financial information; and

b) any fraud, whether or not material, that involves manageor other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: April 8, 2010

Isl DONALD S. MITCHELL
Donald S. Mitchell
Chairman and CEO
(Principal Executive Officer)
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EXHIBIT 31.2
CERTIFICATIONS

I, Patricia M. Hollister, certify that:
1. | have reviewed this quarterly report on Form 10-QSiflRternational, Inc.;

2. Based on my knowledge, this report does not contaimiatnge statement of a material fact or omit to state a
material fact necessary to make the statements made, in lightadfciinastances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, andfthecial information included in this report, fairly
present in all material respects the financial condition, resiitiperations and cash flows of the registrant as of, anthier
periods presented in this report;

4. The registrant’s other certifying officer and | are resiba$or establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) @i (&) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)jHermegistrant and have:

a) designed such disclosure controls and procedures, or caebedisclosure controls and procedures to be
designed under our supervision, to ensure that materiafiafam relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within teosi§es, particularly during the period in which this repsr
being prepared;

b) designed such internal control over financial reportngaused such internal control over financial reporting
to be designed under our supervision, to provide reasonahbiease regarding the reliability of financial reporting and
the preparation of financial statements for external purposesordance with generally accepted accounting
principles;

c) evaluated the effectiveness of the registrant’s disclosureloahd procedures and presented in this report
our conclusions about the effectiveness of the disclosure toatrd procedures, as of the end of the period covered by
this report based on such evaluation; and

d) disclosed in this report any change in the registrartésnal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the ragissrfourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materddigct, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and | have dseth based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors amdatidit committee of the registrant’s board of directors éosqns
performing the equivalent functions):

a) all significant deficiencies and material weaknesses in thendasgperation of internal control over financial
reporting which are reasonably likely to adversely affect thetragiss ability to record, process, summarize and report
financial information; and

b) any fraud, whether or not material, that involves managemnether employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: April 8, 2010
Isl PATRICIA M. HOLLISTER
Patricia M. Hollister
Chief Financial Officer
(Principal Financial and Accounting Officer)
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EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEFINANCIAL OFFICER PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 (183.,C. SECTION 1350)

In connection with the Quarterly Report of FSI hnigtional, Inc., a Minnesota corporation (the “Camy’), on
Form 10-Q for the quarter ended February 27, 2@1fdexd with the Securities and Exchange Commisgiba
“Report”), each of the undersigned hereby certifizgsuant to § 906 of the Sarbanes-Oxley Act 622018
U.S.C. § 1350), that to the undersigned’s knowledge

(1) The Report fully complies with the requirensent section 13(a) or 15(d) of the Securities ExgjeaAct of
1934; and

(2) The information contained in the Report faiplgsents, in all material respects, the finarealdition and
result of operations of the Company.

Date: April 8, 2010

/s/ Donald S. Mitchell
Donald S. Mitchell
Chairman, President and
Chief Executive Officer

[s/_Patricia M. Hollister
Patricia M. Hollister

Chief Financial Officer and
Assistant Secretary
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