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PART I. ITEM 1. FINANCIAL INFORMATION

FSI INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

MAY 30, 2009 AND AUGUST 30, 2008

ASSETS
(unaudited)
(in thousands)

Current assets:
Cash and cash equivalents
Restricted cash
Marketable securities
Trade accounts receivable, net of allowance for doubtful accounts
of $116 and $128, respectively
Inventories, net
Other receivables
Prepaid expenses and other current assets

Total current assets

Property, plant and equipment, at cost
Less accumulated depreciation

Restricted cash

Long-term marketable securities

Investment

Intangibles, net of accumulated amortization of $14,355 an@$44
respectively

Other assets

Total assets

May 30, August 30,
2009 2008

$ 5,261 $ 14,788
663 275

— 850
10,819 9,614
22,655 27,169
2,453 4,813

2,956 3,339

44,807 60,848
75,540 79,076
(59,790) (60,810)
15,750 18,266
— 500
4,458 6,447
460 460

— 61
1,071 1,071
$ 66,546 $ 87,653

See accompanying notes to condensed consolidateacial statements.



FSI INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
MAY 30, 2009 AND AUGUST 30, 2008
(continued)

LIABILITIES AND STOCKHOLDERS' EQUITY
(unaudited)
(in thousands)

May 30, August 30,
2009 2008
Current liabilities:
Trade accounts payable $ 3,061 $ 4,305
Accrued expenses 8,630 10,392
Capital lease obligations 159 841
Customer deposits 25 7
Deferred profit 3,660 3,867
Total current liabilities 15,535 19,412
Long-term accrued expenses 639 583
Stockholders’ equity:
Preferred stock, no par value; 9,700 shares
authorized; none issued and outstanding - -
Series A Junior Participating Preferred Stock, no par
value; 300 shares authorized; none issued and
outstanding - -
Common stock, no par value; 50,000 shares
authorized; issued and outstanding, 31,160 and 30,839
shares, at May 30, 2009 and August 30, 2008, respectively 226,437 226,352
Accumulated deficit (177,518) (159,967)
Accumulated other comprehensive loss (1,118) (997)
Other stockholders’ equity 2,571 2,270
Total stockholders’ equity 50,372 67,658
Total liabilities and stockholders’ equity $ 66,546 $ 87,653

See accompanying notes to condensed consolidataacfal statements.



FSI INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE QUARTERS ENDED MAY 30, 2009 AND MAY 31, 280

(unaudited)

(in thousands, except per share data)

Sales
Cost of sales
Gross margin

Selling, general and administrative expenses
Research and development expenses
Operating loss

Interest expense
Interest income
Gain on sale of marketable securities
Other expense, net
Loss before income taxes

Income tax expense (benefit)

Net loss

Net loss per common share:
Basic
Diluted

Weighted average common shares — basic
Weighted average common shares — diluted

See accompanying notes to condensed consolidataacfal statements.

May 30, May 31,
2009 2008
$ 15,424 $ 20,331
11,111 9,852
4,313 10,479
3,907 7,418
3,075 4,693
(2,669) (1,632)
(8) (36)
36 201
36 —
(133) (35)
(2,738) (1,502)
70 (98)
$ (2,808) $ (1,404)
$ (0.09) $ (0.05)
$ (0.09) $ (0.05)
31,160 30,656
31,160 30,656



FSI INTERNATIONAL, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE NINE MONTHS ENDED MAY 30, 2009 AND MAY 32008
(unaudited)

(in thousands, except per share data)

Sales
Cost of sales
Gross margin

Selling, general and administrative expenses
Research and development expenses
Operating loss

Interest expense
Interest income
Gain on sale of marketable securities
Other (expense) income, net
Loss before income taxes

Income tax expense (benefit)
Net loss

Net loss per common share:
Basic
Diluted

Weighted average common shares — basic
Weighted average common shares — diluted

May 30, May 31,
2009 2008
$ 36,308 $ 64,193
26,161 34,902
10,147 29,291
15,635 21,040
12,099 13,783
(17,587) (5,532)
(38) (112)
228 759
110 —
(167) 170
(17,454) (4,715)
98 (163)
$ (17,552) $ (4,552)
$ (0.57) $ (0.15)
$ (0.57) $ (0.15)
31,016 30,605
31,016 30,605

See accompanying notes to condensed consolidataacfal statements.



FSI INTERNATIONAL, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE NINE MONTHS ENDED MAY 30, 2009 AND MAY 32008
(unaudited)

(in thousands)

OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash
(used in) provided by operating activities:
Stock compensation expense
Gain on sale of marketable securities
Depreciation
Amortization
Loss on disposition of fixed assets
Changes in operating assets and liabilities:
Restricted cash
Trade accounts receivable
Inventories
Prepaid expenses and other current assets
Trade accounts payable
Accrued expenses
Customer deposits
Deferred profit
Net cash (used in) provided by operating activities

INVESTING ACTIVITIES:
Capital expenditures
Purchases of marketable securities
Sales of marketable securities
Net cash provided by (used in) investing actiiti

FINANCING ACTIVITIES:
Net proceeds from issuance of common stock
Principal payments on capital lease
Net cash used in financing activities
Effect of exchange rate changes on cash and cash equivalents
(Decrease) increase 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.

May 30, May 31,
2009 2008
$ (17,552) $ (4,552)
331 441
(110) —
2,625 2,841
61 327
52 —
112 3)
(1,205) 1,722
4,514 3,018
2,743 (434)
(1,244) 437
(1,739) (1,081)
17 (993)
(207) 1,268
(11,602) 2,991
(158) (1,463)
— (49,650)
2,950 50,150
2,792 (963)
85 169
(682) (559)
(597) (390)
(120) 4) (2
(9,527) 1,614
14,788 04Q5,
$5,261 $16,654




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

Q) Description of business and summary of signifamt 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 silieafer), and
technology and support services for microelect®manufacturing. The Company’s broad portfolio afich and
single-wafer cleaning products includes procedsielogies for immersion (a method used to cleaoosilwafers
by immersing the wafers in multiple tanks filledthvprocess chemicals), spray (sprays chemical m@gfwater and
nitrogen in a variety of sequences on to the mleasonic substrate), vapor (utilizes gas phasenisteies to
selectively remove sacrificial surface films) amglakinetic cleaning (a momentum transfer processius remove
non-chemically bonded particles from the surface oficroelectronic device). The Company’s suppertises
programs provide product and process enhanceneeaiddnd the life of installed FSI equipment.

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

Condensed Consolidated Financial Satements

The accompanying condensed consolidated finantdraents have been prepared by the Company without
audit and reflect all adjustments (consisting afljormal and recurring adjustments, except adatied in the
notes) which are, in the opinion of managementessary to present a fair statement of the resadtthé interim
periods presented. The statements have been pdepaaecordance with the regulations of the Seiesrand
Exchange Commission (“SEC”) but omit certain infatian and footnote disclosures necessary to présent
statements in accordance with accounting princigéeserally accepted in the United States of Amefite results
of operations for the interim periods presentednatenecessarily indicative of the results to bpested for the full
fiscal year. These condensed consolidated finasta#ments should be read in conjunction withctitesolidated
financial statements included in the Company’s AaiReport on Form 10-K for the fiscal year endedyést 30,
2008, previously filed with the SEC.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptethia
United States of America requires management teereakmates and assumptions that could affeceharted
amounts of assets and liabilities and disclosu@afingent assets and liabilities at the datdeffinancial
statements and the reported amounts of revenuexaahses during the reporting period. These estsraatd
assumptions are based on management’s best estiamtgudgments. Management evaluates its essraatk
assumptions on an ongoing basis using historiqagence 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 include, among others, thereat
recessionary economic conditions, tight credit matgkand a decline in consumer spending and cordedall of
which have combined to increase the uncertaintgriafit in such estimates and assumptions. As fettests and
their effects cannot be determined with precisamtyal amounts could differ significantly from tleosstimated at
the time the consolidated financial statementgpegpared. Changes in those estimates resulting éamtinuing
changes in the economic environment will be refddh the financial statements in future periods.



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

New Accounting Pronouncements

In September, 2006, the Financial Accounting StedslBoard (“FASB”) issued Statement of Financial
Accounting Standard (“SFAS”) No. 157, “Fair Valueekbkurements.” SFAS No. 157 establishes a single
authoritative definition of fair value, sets outramework for measuring fair value and requiresitzoithl
disclosures about fair-value measurements. Tatersient applies only to fair-value measurementsateaalready
required or permitted by other accounting standakisept for measurements of share-based paymmahts a
measurements that are similar to, but not intetiddx, fair value. This statement is expectedtoeiase the
consistency of fair value measurements, but impoeagquirements for additional fair-value measumdmancial
statements. The provisions under SFAS No. 157 agopted by the Company in the first quarter afdi2009.
See Note 9 of the Notes to Condensed Consolidatesh€ial Statements for the disclosure impact ftben
adoption of this pronouncement.

In February 2007, the FASB issued SFAS No0.159, “Ffaie Value Option for Financial Assets and Finahci
Liabilities.” SFAS No. 159 amends SFAS No. 115, €Aanting for Certain Investments in Debt and Equity
Securities,” and permits entities to choose to mesasany financial instruments and certain otheng at fair
value. SFAS No. 159 was adopted by the Companilydriitst quarter of fiscal 2009. The Company do&s n
measure any of its financial instruments at falugas permitted under SFAS 159.

In December 2007, the FASB issued SFAS 141 (re\288d) (“SFAS 141R"), “Business Combinations,” and
SFAS 160, “Noncontrolling Interests in Consolidakdancial Statements,” to improve, simplify, amheerge
internationally the accounting for business comtiims and the reporting of noncontrolling interaats
consolidated financial statements, respectivelge Tompany will be required to apply the guidamc8FAS
141R and SFAS 160 for any future business comlinatbeginning in the first quarter of fiscal 2010.

In April 2009, the FASB issued FASB Staff PositiRSP”), FAS 115-2 and FAS 124-2, “Recognition and
Presentation of Other-Than-Temporary ImpairmenSSP FAS 115-2 and FAS 124-2"), which amends curren
other-than-temporary impairment guidance in geheeacepted accounting principles in the Unitedextd” U.S.
GAAP") for debt securities to make the guidance engperational and to improve the presentation aaasure
of other-than-temporary impairments on debt andtggecurities in the financial statements. ThifRr®es not
amend existing recognition and measurement guidaiated to other-than-temporary impairments ofitgqu
securities. The provisions of FSP FAS 115-2 and EA& 2 are effective for the Company’s fiscal yeading
August 29, 2009. The Company does not expect tpéeementation of FSP FAS 115-2 and FAS 124-2 to lzave
impact on its financial position and results of igti®ns.

2 Inventories, net

Inventories, net are summarized as follows (iuamds):

May 30, August 30,
2009 2008
Finished products $ 11 $ 1,999
Work-in-process 9,741 11,314
Raw materials 12,903 13,856
$ 22,655 $ 27,169




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

3) Accrued expenses

Accrued expenses are summarized as follows (insdnnds):

May 30, August 30,
2009 2008
Salaries and benefits $ 1,820 $ 1,934
Vacation 1,343 1,582
Realignment 2,243 1,991
Product warranty 1,959 2,757
Other 1,265 2,128
$ 8,630 $ 10,392

See Note 8 for a discussion related to the realegriraccrual.

(4) Supplementary cash flow information

The following summarizes supplementary cash fl@mg (in thousands):

Nine Months Ended

May 30, May 31,
2009 2008
Income tax payments, net $— $ 26
Interest paid 38 112
— 442

Assets acquired by a capital lease

(5) Comprehensive loss
Other comprehensive loss pertains to revenuesneggegains and losses that are not included inghl®ss
but rather are recorded directly in stockholdetgiiy. The components of comprehensive loss areranmmed as

follows (in thousands):

Quarters Ended Nine Months Ended

May 30, May 31, May 30, May 31,
2009 2008 2009 2008
Net loss $(2,808) $(1,404) $(17,552) $(4,552)
Unrealized losses on marketable securities — (398) - (398)
Foreign currency translation (69) 294 (121) )(24
Comprehensive loss $(2,877) $(1,508) $(17,673) $(4,974)

10



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

(6) Stock-based compensation

Stock-based compensation expense for stock opti@med or vested under the Company’s stock ineenti
plans and employees stock purchase plan (‘ESPR'yefected in the statements of operations fothrd
quarter and first nine months of each of fiscal2@8d 2008 as follows (in thousands):

Quarters Ended Nine Months Ended
May 30, May 31, May 30, May 31,
2009 2008 2009 2008
Cost of sales $ 13 $ 17 $ 32 $ 31
Selling, general and administrative 84 110 232 312
Research and development 35 41 67 98
$ 132 $ 168 $ 331 $ 441

The fair value of each option granted is estimatedhe date of grant using the Black-Scholes oppigting
model. The Company uses historical data to estithatexpected price volatility, the expected optitenand the
expected forfeiture rate. The risk-free rate issasn 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 following assumptions were used to estimatdaiezalue of options granted during the firstenimonths
of fiscal 2009 and fiscal 2008 using the Black-Sebmption-pricing model:

Nine Months Ended

May 30, May 31,
2009 2008

Stock options:

Volatility 72.1% 68.7%

Risk-free interest rate 1.8% 3.1%

Expected option life 5.5 55

Stock dividend yield — —
ESPP:

Volatility 73.3% 68.7%

Risk-free interest rate 0.3% 3.3%

Expected option life 0.5 0.5

Stock dividend yield — —

There were no stock options granted under the Coyipaption plan or under the ESPP in the thirdrtpreof
fiscal 2009 or 2008.

11



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

A summary of option activity for the first nine mbs of fiscal 2009 is as follows (in thousands,egtqrice
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 30, 2008 3,679 $ 6.58
Options granted 261 0.37
Options forfeited (54) 1.77
Options expired (354) 6.84
Options exercised — —
Outstanding as of May 30, 2009 3,532 $6.16 4.3 —
Exercisable as of May 30, 2009 3,088 $6.88 3.6 —

There were no options exercised during the thirarigu or the first nine months of fiscal 2009 0020The
total intrinsic values of options outstanding amrdreisable as of May 30, 2009 were insignificant.

A summary of the status of the Company’s unvesggibis as of May 30, 2009 is as follows (in thowtsn
except fair value amounts):

Weighted-average

Number of Grant-Date Fair
Shares Value
Unvested at August 30, 2008 428 $1.51
Options granted 261 0.23
Options forfeited (54) 1.11
Options vested (191) 1.62
Unvested at May 30, 2009 444 $0.75

As of May 30, 2009, there was $326,000 of totakbeognized compensation cost related to unvested-sha
based compensation granted under our plans. Thatscexpected to be recognized over a weightedageeperiod
of 0.9 years. The total fair value of option sharested was $132,000 during the third quartersufdii 2009,
$331,000 during the first nine months of fiscal 20$168,000 during the third quarter of fiscal 20&&d $441,000
during the first nine months of fiscal 2008.
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FSI INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

@) Product Warranty

Warranty provisions and claims for the quarters @miné months ended May 30, 2009 and May 31, 2008 we
as follows (in thousands):

Quarters Ended Nine Months Ended
May 30, May 31, May 30, May 31,
2009 2008 2009 2008
Beginning balance — warranty accrual $2,196 3,42 $2,757 $3,811
Warranty provisions 41 275 353 728
Warranty claims (278) (563) (1,151) (1,401)
Ending balance — warranty accrual $1,959 $3,138 $1,959 $3,138

(8) Cost Reductions and Realignment

In the second quarter of fiscal 2009, the Compamgroitted to a plan of additional cost reductioricat,
including the reduction of headcount, salary reidust and scheduled plant shutdowns.

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

Amount Amount Paid
Charged Through Accrual at
Fiscal 2009 May 30, 2009 May 30, 2009
Selling, general and administrative expenses 681, $ 371 $ 797
Research and development expenses 967 230 737
Cost of goods sold 698 182 516
Total $ 2,833 $ 783 $ 2,050

In fiscal 2008, the Company committed to a plaretiuce its headcount.

The fiscal 2008 severance and outplacement castsuanmarized as follows (in thousands):

Amount Amount Paid
Charged Through Accrual at
Fiscal 2008 May 30, 2009 May 30, 2009
Selling, general and administrative expenses 314, $ 1,121 $ 193
Research and development expenses 536 536 —
Cost of goods sold 142 142 —
Total $ 1,992 $ 1,799 $ 193

13



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

9) Marketable Securities and Impairment of Investnent

As of May 30, 2009, the Company had investmentadable auction rate securities (“ARS”) reported &ir
value of $4.5 million after reflecting a $0.2 nolti other than temporary impairment against $4.Tanipar value.
The other than temporary impairment was recordeaitier expense in fiscal 2008. The Company valbed t
majority of ARS using a mark-to-model approach tiedies on discounted cash flows, market data apdts
derived from similar instruments. This model takése account, among other variables, the basedsteate, credit
spreads, downgrade risks and default/recovery ttigkestimated time required to work out the diSaupin the
traditional auction process and its effect on liiyi and the effects of insurance and other crelitancements.

The ARS held by the Company are marketable seesifitith long-term stated maturities for which thierest
rates are reset through a Dutch auction every £8.dde auctions have historically provided a lboiarket for
these securities as investors historically couddlilg sell their investments at auction. Due toltgeidity issues
experienced in global credit and capital markédits, ARS held by the Company have experienced meltgled
auctions, beginning on February 19, 2008, as theuabtof securities submitted for sale has exce#uedmount
of purchase orders. During fiscal 2008, $0.8 millas the ARS held by the Company were partiallyeerded. In
the third quarter of fiscal 2009, the Company redee $0.7 million par value of ARS for $0.7 milliand the
Company recorded a gain of $36,000, which revetfsegreviously recorded impairment related to these
securities. During the first nine months of fis2@D9, the Company redeemed $3.0 million par vafueRs at
$3.0 million and the Company recorded a gain oL $0illion, which reversed the previously recordegbairment
related to these securities.

All of the ARS held by the Company continue to ganvestment grade ratings and have not experieangd
payment defaults. The ARS held by the Companyacked by student loans and are collateralizedréasand
guaranteed by the United States Federal Departofiéducation and are classified as long-term. Al did not
successfully auction, reset to the maximum intenagst as prescribed in the underlying indentureahaf the
Company’s holdings continue to be current withtiveierest payments. If uncertainties in the cradi capital
markets continue, these markets deteriorate fugdhany ARS the Company holds are downgraded byaitirey
agencies, the Company may be required to recoguiditional impairment charges.

SFAS No. 157 defines and establishes a framewannéasuring fair value and expands disclosure aflaiut
value measurements. Furthermore, SFAS No. 157figsea hierarchy of valuation techniques basedupo
whether the inputs to those valuation techniquleattassumptions other market participants wousle based
upon market data obtained from independent soote®rvable inputs) or reflect the Company’s own
assumptions of market participant valuation (unolmge inputs). SFAS No. 157 also establishesravédue
hierarchy which requires an entity to maximize tise of observable inputs and minimize the use observable
inputs when measuring fair value.

The standard describes three levels of inputsitiagtbe used to measure fair value:

Level 1 — Quoted prices in active markets for idEitassets or liabilities.

Level 2 — Observable inputs other than Level lgwjsuch as quoted prices for similar assets laififias;
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 Hssets or liabilities.

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

The Company valued its ARS based on level 3 injpuighich 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 participaoidvuse
in pricing the ARS.
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FSI INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

(10) Income Taxes

As of August 26, 2007, the Company adopted theipiamvs of the FASB Interpretation No. 48 (“FIN 48”)
“Accounting for Uncertainty in Income Taxes — atenpretation of FASB Statement No. 109.” As oftbbtay
30, 2009 and August 30, 2008, the Company hadfdlién of liabilities recorded related to unrecamed tax
benefits. Included in the liability balance advidy 30, 2009 are approximately $0.5 million of wuognized tax
benefits that, if recognized, will affect the Compa effective tax rate. Accrued interest and p@smon these
unrecognized tax benefits were $0.1 million asathiMay 30, 2009 and August 30, 2008. The Company
recognizes potential interest and penalties reletéacome tax positions, if any, as a componergro¥ision for
income taxes on the consolidated statements oatipes. The Company does not anticipate thatdtad amount
of unrecognized tax benefits will significantly ctgee during the next twelve months.

The Company and its subsidiaries are subject tofddgral income tax as well as income tax of namer
state and foreign jurisdictions. The Company igexttlio U.S. federal tax, state tax and foreigneaminations
by tax authorities for fiscal years after 2002.dme tax examinations that the Company may be sulgéor the
various state and foreign taxing authorities varyusisdiction. During the third quarter and firihe months of
fiscal 2008, the Company effectively settled tagitaiin foreign tax jurisdictions which resultedar$0.1 million
and $0.4 million, respectively, decrease in thewaldor unrecognized tax benefits. The benefitsengartially
offset by state income tax expense.

The Company recorded income tax expense of $70r00@ third quarter of fiscal 2009 and $98,00@hie first
nine months of fiscal 2009. The income tax expeémsie fiscal 2009 periods related primarily todigmn taxes.
The Company recorded an income tax benefit of $#Bi@ the third quarter of fiscal 2008 and $163,00the
first nine months of fiscal 2008. The income taxdfds in the fiscal 2008 periods related to tagipons that were
effectively settled with tax authorities during tbecond and third quarters of fiscal 2008, whichengartially
offset by state income tax expense.

(11) Contingencies

In late calendar 2006, the Company determinedcidain of its replacement valves, pumps and heatarld
fall within the scope of United States export liseg regulations to products that could be usemimection with
chemical weapons processes. The Company detertfiatthese regulations require it to obtain licenseship
some of its replacement spare parts, spare pastamkil assemblies to customers in certain condrobbeintries as
defined in the export licensing regulations. Durihg second quarter of fiscal 2007, the Companygrasted
licenses to ship replacement spare parts, spare kit and assemblies to all customers in therobbetl countries
where the Company conducts business.

The applicable export licensing regulations fredlyechange. Moreover, the types and categoriesadyrcts
that are subject to export licensing are often iesd in the regulations in general terms and cbeldubject 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 amdeview its practices with respect to prior salesertain
replacement valves, pumps and heaters to custamseseral controlled countries as defined in tberising
regulations.

The United States Department of Commerce couldsagsenalties for any past violation of export cointr
regulations. The potential penalties are dependgenih the number of shipments in violation of thpax control
regulations. The penalties can range from zer&®QORO per violation. Management believes thatrdiselution of
this matter will not have a material adverse impad¢he Company’s consolidated financial conditidhe licenses
that were granted during the second quarter o&lfid807 do not necessarily mitigate the Companglswith
respect to past violations.

15



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@selof up to $3 million of the Company's commorelsto
to be effected from time to time in transactionshi@ public markets or in private purchases. Timing and extent
of any repurchases will depend upon market conttithe trading price of the Company's shares #ret factors,
subject to the restrictions relating to volumecerand timing of share repurchases under appli¢akleThe
repurchase program may be modified, suspendedroimi&ted at any time by the Company without noticae
Company did not repurchase any of its common stioeig the first nine months of fiscal 2009.

(13) Liquidity

As of May 30, 2009, the Company had $10.4 miliidrcash, cash equivalents, restricted cash and
marketable securities, of which $4.5 million arassified as long-term due to the lack of liquidifjthe ARS as
discussed in Note 9. During the first nine morghiscal 2009, the Company used approximately &hdillion
for operations. The Company also liquidated apipnately $2.4 million of life insurance investmeinshe first
nine months of fiscal 2009. The cash usage wasapilly related to funding the loss from operations.

In light of its current financial condition, theo@pany recognized the need to reduce its use bfaasd
has implemented a number of cost reduction stepdisaussed further in Note 8. The Company'’s astin fiscal
2009 are expected to lower the Company’s annuabktipg expenses by $11 to $12 million, which isextpd to
reduce the cash flow breakeven revenue level tooappately $12 to $14 million per quarter, depermdam the
gross margins and the timing of shipments and adsaeceivable collections. In addition, the Compplans to
manage cash flows by reducing capital expenditiarésss than $300,000 in fiscal 2009 and to agyrelys
improve its working capital levels in the secondf b&fiscal 2009. Management believes that thestgons will
allow the Company to have sufficient cash to fusdperations through at least fiscal 2010.

The Company currently does not have any revoliiivgof credit or other form of debt financing tife
economic environment does not improve in fiscal200early fiscal 2010, and, not withstanding tlwerpany’s
cash management initiatives, if more cash is neagéehd the Company than expected, the Companymaay to
take additional actions. These actions could ireleitering into a sale-leaseback arrangementsféagility in
Chaska, Minnesota, entering into an asset-baseégarrangement, borrowing up to $3.2 againsiqouidating
its remaining life insurance investments of $3.8iam and/or borrowing up to 50% against or sellsame or all
of its currently illiquid ARS, possibly at a loslling additional equity,or other cash generatintjons. If the
Company must engage in any of the foregoing caskrgéing actions, there is no assurance that asty attions
will be available to the Company, particularly teaelating to third-party financing arrangemerfsirther, there is
no assurance on the amount of cash that may beagedas a result of these actions, or whetheartie@unt of
cash received will be sufficient to cover the Compa operating expenses at such time. The salddifianal
equity would likely result in additional dilutiom the Company’s shareholders.
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FSI INTERNATIONAL, INC. AND SUBSIDIARIES

ITEM 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 statembs within
the meaning of Section 21E of the Securities Exghakct of 1934, as amended, and is subject todfeetarbor
created by that statute. Typically, we identifyiard-looking statements by use of an asterisk Iff.50me cases,
you can identify forward-looking statements by teroiogy 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, expecteduahoost
savings, expected breakeven revenue level, expeattdflow revenue level, expected orders; expaeteehues;
expected financial results; expected cash usagethed expected financial performance measurethéfourth
guarter of fiscal 2009. These statements are sullgie@rious risks and uncertainties, both knowd anknown.
Factors that could cause actual results to diffelude, but are not limited to, changes in indusbgditions; order
delays or cancellations; general economic conditichanges in customer capacity requirements amauai for
microelectronics; the extent of demand for our piaid and our ability to meet demand; global tradlEies;
worldwide economic and political stability; our sessful execution of internal performance plans;ayclical
nature of our business; volatility of the marketdertain products; performance issues with keykers and
subcontractors; the level of new orders; the fimgreondition of our customers and their abilityptay; the timing
and success of current and future product and psadevelopment programs; the success of our dligtcibution
organization; legal proceedings; the potential iimpant of long-lived assets; and the potential aswdinancial
impacts resulting from declines in the fair valuel diquidity of investments we presently hold; aslivas other
factors listed from time to time in our SEC repdntsluding, but not limited to, the Risk Factors f@th in our
Form 10-K for the fiscal year ended August 30, 20R&aders also are cautioned not to place undiamcelon
these forward-looking statements as actual resalifd differ materially. We undertake no duty tadage any of
the forward-looking statements after the date if ithport.

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

Industry

In June 2009, a leading industry analyst, Gartmer,(“Gartner”) revised upward its semiconductenthnd
forecast for calendar 2009. They now predict tieahand for semiconductors will decrease approxima@4
percent this year from the $255 billion calenda®d&@vel. In March 2009, Gartner was predictingtdl 2ercent
decline for calendar 2009. Demand for semicondsalecreased 4.1 percent in calendar 2008 when cethpza
2007. Similar to 2008, the calendar 2009 declirexjgected to occur across all device types as cosisand
corporate demand for microelectronics is expeaea@main weak due to high unemployment, continoed |
housing prices and weak consumer confidence.

Some semiconductor producers are shutting dowrpleskictive factories and consolidation and joiemture
partner changes are occurring. These activitiesx@ected to impact the availability of used equeéptrand
modify the wafer fabrication equipment spendingeldor some customers. Increasingly, chip produaegs
adopting fabrication light or outsourcing philos@shin an effort to transition from a fixed to aiadble
manufacturing cost model. Restocking orders areamipg for a number of device manufacturers, howete
sustainability of these orders is less certaimefoee, they remain cautious with respect to cdapagending.
Another sign of stabilization in the semicondudtattustry is improving facility utilization ratesspecially for
foundries. In June 2009, VSLI Research reportetittieaworldwide factory utilization rate was 79 &gent in
May 2009 as compared to 59.1 percent in February.

Total wafer fabrication equipment spending in cdbar2009 is expected to decrease 47 percent, @sthec
forecasted by Gartner. This is after an approxiipé@@ percent decline in calendar 2008 from caler®7.
However, analysts are becoming more optimistit dinders for wafer fabrication equipment will seqtially
improve each quarter for the remainder of cale2089. In June 2009, Gartner revised its calen@a0 2vafer
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fabrication equipment forecast, and is now reftegtn increase of 26.4 percent from calendar 2808pmpared
to an increase of 17.1 percent when they lastsetetheir forecast. The change reflects increasemgand for
semiconductors and improved factory utilizationfmany of the device producers, as well as increamesstment
in equipment needed for next generation devices.

In summary, cautious investment patterns remaiwgehrer, several device manufacturers are at leastising
capacity increases. The primary investments tleabaing considered are for leading edge and fuéatenology
nodes and productivity improvement. In additioryide producers are asking equipment manufactuogpsavide
evaluation systems, price concessions or extenagthgnt terms as they deal with the impact thagtbkal
economic situation has had on their business.

Application of Critical Accounting Policies and Estmates

In accordance with SEC guidance, those materiawading policies that we believe are the mostaaltto an
investor's understanding of our financial resuttd aondition and require complex management juddguen
discussed below.

Our critical accounting policies and estimatesaréollows:

e revenue recognition;

valuation of long-lived assets;

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

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

We recognize revenue when persuasive evidence afrangement exists, delivery has occurred or sesvi
have been rendered, the purchase price is fixel@terminable and collectibility is reasonably asgulf our
equipment sales involve sales to our existing eusts who have previously accepted the same typg(s)
equipment with the same type(s) of specificatioves account for the product sales as a multiple etem
arrangement. Revenue from multiple element arraegésris allocated among the separate accounting ased
on the residual method. Under the residual mettihedrevenue is allocated to undelivered elemergsdan fair
value of such undelivered elements and the resmmalnts of revenue allocated to delivered elem¥vies
recognize the equipment revenue upon shipmentrandfer of title. The other multiple elements irtdu
installation, service contracts and training. Equét installation revenue is valued based on ettunservice
person hours to complete installation and publigireguoted service labor rates and is recognizeshvihe
installation has been completed and the equipmesbken accepted by the customer. Service congraatue is
valued based on estimated service person hoummniplete the service and quoted service labor eatdgs
recognized over the contract period. Training rexeis valued based on quoted training class pandss
recognized when the customers complete the traciasges or when a customer-specific training plenes
expired. The quoted service labor rates and trgiolass prices are rates actually charged andibdl@ur
customers.
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All other product sales with customer-specific gtaace provisions are recognized upon customeptates.
Future revenues may be negatively impacted if weuaable to meet customer-specific acceptanceiarite
Revenue related to spare part sales is recognea shipment or delivery based on the title tramtsfiens.
Revenues related to maintenance and service ctaBerecognized ratably over the duration of simtiracts.

The timing and amount of revenue recognized dependshether revenue is recognized upon shipmesuser
acceptance. For revenue recognized upon accepiaiscdependent upon when customer-specific daitere met.

Valuation of Long-Lived Assets

We assess the impairment of long-lived assets wiegrevents or changes in circumstances indicatehba
carrying amount may not be recoverable, in accarglavith the FASB’s SFAS No. 144, “Accounting foeth
Impairment or Disposal of Long-Lived Assets.” Arsasor asset group is considered impaired if itsyaay
amount exceeds the undiscounted future net cashtfle asset or asset group is expected to genérateasset or
asset group is considered to be impaired, the immgaat to be recognized is measured by the amountiigh the
carrying amount of the asset exceeds its fair vafuestimated fair value is less than the bookigathe asset is
written down to the estimated fair value and andimpent loss is recognized.

If we determine that the carrying amount of longetli assets may not be recoverable, we measure any
impairment based on a projected discounted cashrflethod using a discount rate determined by ouragement
to be commensurate with the risk inherent in ourrenit business model or another valuation techniljet long-
lived assets amounted to $15.8 million as of May28m9.

In fiscal 2008, we had positive cash flows frommpiens. In the first nine months of fiscal 200% did not
generate positive cash flows from operations. I[fd@enot return to positive cash flows from openasiand
generate cash flows in excess of the carrying ainofusur long-lived assets, future impairmentstafde assets
may occur.*

Considerable management judgment is necessaryimnaging future cash flows and other factors affegthe
valuation of long-lived assets and the operatingdjraacroeconomic factors that may affect them. Wehistorical
financial information, internal plans and projeaticand industry information in making such estirmaléhese
estimates are subject to some uncertainty duestoutrent economic conditions.

We did not recognize any impairment charges forlong-lived assets during the third quarters orfittse nine
months of fiscal 2009 or 2008. We currently beligve fair value of those long-lived assets excéledsarrying
amount.

Product Warranty Estimation

We record a liability for warranty claims at thené of sale. The amount of the liability is basedtmtrend in
the historical ratio of claims to sales, releadasewv products and other factors. The warrantyqusrifor new
equipment manufactured by us typically range frara to two years. Special warranty reserves areagisaied
for major rework campaigns. Although managemerieles the likelihood to be relatively low, claimsperience
could be materially different from actual resuleschuse of the introduction of new, more complexipots;
competition or other external forces; manufactughgnges that could impact product quality; orets y
unrecognized defects in products sold.

During the first nine months of fiscal 2008, weeesed approximately $250,000 of unused prior period
warranty accruals associated with improved clairmedence.
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Inventory Provisions Estimation

We record provisions for inventory shrinkage andgotentially excess, obsolete and slow moving megy.
These provisions are based upon historical losgl$seinventory levels, expected product lives, dasted sales
demand and recoverability. Results could be maliedéferent if demand for our products decreabedause of
economic or competitive conditions, length of theustry downturn, or if products become obsoletzbse of
technical advancements in the industry or by us.

Since we recorded the POLARISystems product inventory provisions primarilyaa@sult of the wind-down
of our microlithography business in the second tguaf fiscal 2003, we have had cumulative saléBQELARIS
systems product inventory that had previously beetien down to zero and reductions in inventorylpack
requirements of approximately $11.0 million andéaisposed of approximately $6.8 million of POLARIS
systems product inventory. The original cost of RELS systems product inventory available for saléodbe
disposed of as of May 30, 2009 that has been writtavn to zero was approximately $8.7 million.

Allowance for Doubtful Accounts Estimation

Management must estimate the uncollectibility of accounts receivable. The most significant risk sidden
unexpected deterioration in financial conditioradfignificant customer who is not considered inath@vance.
Management specifically analyzes accounts recegyéiistorical bad debts, customer concentratianstpmer
credit-worthiness, current economic trends and gesiin our customer payment terms when evaluatiag t
adequacy of the allowance for doubtful accountsuRe could be materially impacted if the finan@ahdition of
a significant customer deteriorated and related@uts receivable are deemed uncollectible. Accowausivable
are written off after management determines theyt tire uncollectible. As of the end of the thirduder of fiscal
2009, our accounts receivable included $2.0 milattnibutable to a past due receivable with a custan Asia.
The customer has delayed payment due to theirftaghissues and lower than expected capacity atilim. We
still believe that this receivable is collectibledawill continue to monitor the situation closely.*

Sock-Based Compensation

We utilize the Black-Scholes option-pricing modeksstimate fair value of each award on the datgranit.
The Black-Scholes model requires the input of aeasumptions that involve management judgmeny. Ke
assumptions that affect the calculation of faiueainclude the expected life of stock-based awandisour stock
price volatility. Additionally, we expense only tfer value those shares expected to vest. Thergggans used in
calculating the fair value of stock-based awards$tae forfeiture rate of such awards reflect mansg@’s best
estimates. However, circumstances may change afitioadl data may become available over time, wizicbld
result in changes to these assumptions that mierigact the fair value determination of theitiesated rate of
forfeiture.

Income Taxes

Our effective income tax rate is based on incor@u®ry tax rates and tax planning opportunitiesilable to
us in the various jurisdictions in which we operd&e have established valuation allowances agaipsttion of
the U.S. and non-U.S. net operating losses toatethe uncertainty of our ability to fully utilizlhese benefits
given the limited carryforward periods permittedthg various jurisdictions. The evaluation of thalizability of
our net operating losses requires the use of ceratke management judgment to estimate the fusxedbte
income for the various jurisdictions, for which thiémate amounts and timing may differ. The valomat
allowance can also be impacted by changes in iheetaulations.

20



Significant judgment is required in determining omrecognized tax benefits. We have establishedialsc
using management’s best judgment and adjust tleesaads as warranted by changing facts and ciramss. A
change in our tax liabilities in any given periagutd have a significant impact on our results aéragions and
cash flows for that period.

We adopted the provisions of FASB Interpretation 88 (“FIN48”), “Accounting for Uncertainty in Inecoe
Taxes — an Interpretation of FASB Statement No,”1@%ing the first quarter of fiscal 2008, whichdno impact
on our financial position or results of operatidhere was no change in the accrual for unrecogrieetienefits
for the third quarter and for the first nine mondfigiscal 2009. During the third quarter and fingie months of
fiscal 2008, we effectively settled tax auditsaneiign tax jurisdictions which resulted in a $0.llion and $0.4
million, respectively, decrease in the accrualuiorecognized tax benefits. The benefits were plrdfset by
state income tax expense.

THIRD QUARTER AND FIRST NINE MONTHS OF FISCAL 2009 COMPARED TO THIRD QUARTER
AND FIRST NINE MONTHS OF FISCAL 2008

The Company

The following table sets forth on a consolidatedi®aor the fiscal period indicated, certain in@and expense
items as a percent of total sales.

Percent of Sales Percent of Sales
Quarter Ended Nine Months Ended
May 30, May 31, May 30, May 30,
2009 2008 2009 2008
Sales 1000 % 100.0 % 100.0 % 1000 %
Cost of sales 72.0 48.5 72.1 54.4
Gross margin 28.0 51.5 27.9 45.6
Selling, general and administrative 25.3 36.4 43.1 32.8
Research and development 20.0 23.1 33.3 21.4
Operating loss (17.3) (8.0) (48.5) (8.6)
Other (expense) income, net (0.4) 0.6 0.4 1.3
Loss before income taxes a7.7) (7.4) (48.1) (7.3)
Income tax expense (benefit) 0.5 (0.5) 0.3 (0.2)
Net loss (18.2) % (6.9) % (48.4) % (71) %

Sales Revenue and Shipments

Sales revenue decreased to $15.4 million for tind tjuarter of fiscal 2009 as compared to $20.3ionilfor the
third quarter of fiscal 2008. The decrease in saeenue related to a decrease in shipments frab$gillion in
the third quarter of fiscal 2008 to $13.0 millionthe third quarter of fiscal 2009 associated wittustry
conditions. Sales revenue decreased to $36.3 milliothe first nine months of fiscal 2009 as conepato $64.2
million for the first nine months of fiscal 2008hd@ decrease in sales revenue related to a dedgnestspments
from $64.8 million in the first nine months of f&c2008 to $35.3 million in the first nine monthfiscal 2009
associated with industry conditions.

Based upon our revenue recognition policy, ceghipments to customers are not recognized untibouer
acceptance. Therefore, depending on the timingpiphsents and customer acceptances, there are éralp
where shipments may exceed sales revenue or salEsue may exceed shipments.

International sales revenues were $9.9 milliongsgnting 64% of total sales, during the third tpraof fiscal
2009 and $14.1 million, representing 70% of totdés, during the third quarter of fiscal 2008. fntgional sales

21



were $25.5 million, representing 70% of total satkging the first nine months of fiscal 2009 ad®$ million,
representing 76% of total sales, during the fisermonths of fiscal 2008.

We expect fourth quarter of fiscal 2009 revenudsetdetween $12 and $15 million.* A portion of theected
revenue is subject to obtaining new orders andlyimeceptance from our customers for certain shigmeOrders
are subject to cancellation.

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 ésiic sales;
initial product placement discounts; utilizationronufacturing capacity; sales of inventory preslgwritten
down to zero; and the competitive pricing environine

Gross margin as a percentage of sales for the ghiader of fiscal 2009 was 28.0% as compared 6% Xor
the third quarter of fiscal 2008. Gross margin aerentage of sales for the first nine monthssofd 2009 was
27.9% as compared to 45.6% for the first nine meoftfiscal 2008. The decreases in gross margatae|
primarily to product mix with a significant portiasf the fiscal 2009 period revenue related toahplacements of
our new product and to increases in manufacturargamces associated with the lower manufacturiigation as
a result of lower production and shipment level<s margins were also impacted by higher inverntesgrves of
$0.8 million in the third quarter of fiscal 2009ca$i1.2 million in the first nine months of fiscad@9, as compared
to the prior year periods.

The change in margins was also impacted by theeusBBOLARIS Systems product inventory that had
previously been written down to zero. During thiediyuarters of fiscal 2009 and 2008, we had salé¥OLARIS
Systems product inventory with an original cos$80,000 and $185,000, respectively, that had poslydbeen
written down to zero. During the first nine montidiscal 2009 and 2008, we had sales of POLARISt&ys
product inventory with an original cost of $347,00fd $854,000, respectively, that had previoussnberitten
down to zero.

We will continue to try to sell the impaired invent to our customers as spares, refurbished systaths
upgrades to existing systems. If unsuccessful, safrttee items will be disposed. Any significantesabf the
impaired inventory will be disclosed. Gross margiik be favorably impacted if inventory carriedateduced
cost is sold.

Gross margins for the fourth quarter of fiscal 2@08 expected to be between 35% and 38% of revdrases!
upon expected product and geographic sales miaaticipated improved manufacturing utilization.*

Selling, General and Administrative Expenses

Selling, general and administrative expenses dseceto $3.9 million for the third quarter of fis@4l09 as
compared to $7.4 million for the third quarter isthl 2008. Selling, general and administrativeesges were
$15.6 million for the first nine months of fiscad@ as compared to $21.0 million for the same péridiscal
2008. The decreases in selling, general and admaitive expenses for fiscal 2009 periods relatéohamily to the
cost reduction initiatives associated with redution headcount and salary reductions taken ialfd@09 and
improved service technician utilization rates. Teereases were net of $1.2 million of severancemsgrecorded
in the first nine months of fiscal 2009. See Notf &he Notes to Condensed Consolidated Finant&é®ents for
a discussion of these actions.

We expect selling, general and administrative egpsiin the fourth quarter of fiscal 2009 to behia tange of
$3.8 to $4.0 million.*

Research and Development Expenses
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Research and development expenses were $3.1 nfdligdhe third quarter of fiscal 2009 as compared4.7
million for the third quarter in fiscal 2008. Reseh and development expenses were $12.1 milliothéofirst
nine months of fiscal 2009 as compared to $13.8amifor the same period in fiscal 2008. The desesarelated
primarily to the cost reduction initiatives asseedawith reductions in headcount and salary reduosttaken in
fiscal 2009. See Note 8 of the Notes to Condensetsdlidated Financial Statements for a discussighese
actions.

Research and development expenses for the fouattieguof fiscal 2009 are expected to be in the eaofgb2.9
to $3.1 million as we continue to invest in new laggtion and product development programs and ple@sgupport
for product evaluations at customer locations alait laboratory demonstrations.*

Income Taxes

We recorded income tax expense of $70,000 in tine tjuarter of fiscal 2009 and $98,000 in the firiste
months of fiscal 2009. The income tax expenseaerfigtal 2009 periods related primarily to foretgres. We
recorded an income tax benefit of $98,000 in tlivel thuarter of fiscal 2008 and $163,000 in thetfinisie months
of fiscal 2008. The income tax benefits in thedis2008 periods related to tax positions that vedfectively
settled with tax authorities during the second #uirdi quarters of fiscal 2008, which were partialjset by state
income tax expense.

Our deferred tax assets on the balance sheetMay80, 2009 have been fully reserved with a vadmat
allowance. We do not expect to reverse our valoalmwance until we are consistently profitablesoguarterly
basis.*

We have net operating loss carryforwards for fddacmme tax purposes of approximately $179.0 onil)i
which will begin to expire in fiscal year 2011 thugh fiscal 2029 if not utilized. Of this amounppsoximately
$15.0 million is subject to Internal Revenue Codet®n 382 limitations on utilization. This limitah is
approximately $1.4 million per year.

Net Loss

Net loss was $2.8 million in the third quarter isthl 2009, as compared to a net loss of $1.4anill the third
quarter of fiscal 2008. Net loss was $17.6 millfionthe first nine months of fiscal 2009, as congghio a net loss
of $4.6 million for the first nine months of fisc2008.

Assuming that we can achieve the projected revegnoss margin and operating expense levels, wecexpe
report net loss of $1.0 to $2.0 million for the fibuquarter of fiscal 2009.*

Liquidity and Capital Resources

Cash and cash equivalents, restricted cash andetabt& securities were approximately $10.4 milksrof
May 30, 2009, a decrease of $12.5 million fromehd of fiscal 2008. The decrease was primarilytdugl1.6
million of cash used in operations attributabléosses, the timing of shipments and to fund seweraosts. This
decrease was net of $2.4 million of proceeds frioensurrender of certain of our life insurance itvests.

As of May 30, 2009, we had investments in ARS regzbat a fair value of $4.5 million after reflegia $0.2
million other than temporary impairment against7$ahillion par value. The other than temporary impesnt was
recorded in other expense for fiscal 2008. We v#ieanajority of our ARS using a mark-to-model auh that
relies on discounted cash flows, market data apdttnderived from similar instruments. This moadles into
account, among other variables, the base inteatstaredit spreads, downgrade risks and defacoiery risk, the
estimated time required to work out the disrupiiothe traditional auction process and its effectiquidity, and
the effects of insurance and other credit enhanotsne
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The ARS we hold are marketable securities with {tergn stated maturities for which the interestsatee reset
through a Dutch auction every 28 days. The aucti@ave historically provided a liquid market for $eesecurities
as investors historically could readily sell thewestments at auction. Due to the liquidity issergerienced in
global credit and capital markets, the ARS heldibyave experienced multiple failed auctions, b@gon
February 19, 2008, as the amount of securities gtdahfor sale has exceeded the amount of purohasss.
During fiscal 2008, $0.8 million of ARS were palyaredeemed. An additional $3.0 million were rexheg in the
first nine months of fiscal 2009. In the third giea of fiscal 2009, we redeemed $0.7 million palue of ARS for
$0.7 million and recorded a gain of $36,000.

All of the ARS held by us continue to carry investihgrade ratings and have not experienced any gratym
defaults. The ARS held by us are backed by studens and are collateralized, insured and guardritge¢he
United States Federal Department of Education amdlassified as long-term. ARS that did not susftaly
auction, reset to the maximum interest rate acplesd in the underlying indenture and all of oatdings
continue to be current with their interest paymelfitsncertainties in the credit and capital masketntinue, these
markets deteriorate further or any ARS we holddmengraded by the rating agencies, we may be red)tdr
recognize additional impairment charges.

In addition, these ARS may not provide the liquidd us as we need it, and it could take untilfthal maturity
of the underlying notes (from 5 to 35 years) tdizesour investments’ recorded value. Currentigre is a very
limited market for any of these securities and kopyidation at this time, if possible, would likebe at a
significant discount.

Accounts receivable increased by $1.2 million fi$®6 million at the end of fiscal 2008 to $10.8lmil as of
May 30, 2009. The increase in accounts receivaiégad primarily to a past due receivable with st@mer in
Asia. Accounts receivable will fluctuate from querto quarter, depending on individual customensirtg of
shipment dates and payment terms. In certain Btustextended payment terms may be granted tormess.

Inventory decreased to $22.7 million at May 30,266 compared to $27.2 million at the end of fi208.
The decrease in inventory was due to decreas@sishdd goods related to demonstration tool acoegtand raw
materials associated with inventory managemeneritory provisions were $16.2 million at May 30, 2G&
compared to provisions of $15.9 million at the effiscal 2008. The increase in the inventory psauis related
primarily to industry conditions.

Trade accounts payable decreased to $3.1 milliai By 30, 2009 as compared to $4.3 million atehd of
fiscal 2008. The decrease in trade accounts payelateed primarily to the timing of inventory repts and vendor
payments.

As of May 30, 2009, our current ratio of currergets to current liabilities was 2.9 to 1.0 and vigkcapital
was $29.3 million.
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The following table provides aggregate informataiout our contractual payment obligations and #eods
in which payments are due (in thousands):

Payments due by period

o Less than More than 5
Contractual Obligations: Total 1 Year 1-3 years 3-5 years years
Operating lease obligations $ 953 $ 559 $ 389 $ 5 $ —
Capital lease obligations 159 159 — — —
Purchase obligations 2,506 2,506 — — —
Royalty obligations 88 88 — — —
Other long-term commitment8 1,575 200 500 500 375
Total $5,281 $3,512 $ 889 $ 505 $ 375

@ Other long-term commitments represent paymenasaelto minimum royalty payments or discounts grdnt
under a license agreement.

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

Capital expenditures were approximately $158,00énfirst nine months of fiscal 2009 and $1.5 imiillin the
first nine months of fiscal 2008. We expect totgbital expenditures to be less than $150,000 ificheth quarter
of fiscal 2009.* Depreciation and amortization foe fourth quarter of fiscal 2009 is expected tdbrveen
approximately $0.8 million to $0.9 million.*

In October 2008, we authorized the use of up ton#fBon of our cash to repurchase outstanding shafeur
common stock to be effected from time to time anactions in the public markets or in private pases. The
timing and extent of any repurchases will depenahumparket conditions, the trading price of our ssand other
factors, subject to the restrictions relating ttunee, price and timing of share repurchases ungigicable law.
The repurchase program may be modified, suspendidoinated at any time by us without notice. dinot
repurchase any of our common stock during the riirs® months of fiscal 2009.

In light of our current financial condition, we revecognized the need to reduce our use of cashaed
implemented a number of cost reduction steps,stsigsed in Note 8 of the Notes to Condensed Caolased
Financial Statements. Our cost reduction actiorfiscal 2009 are expected to lower our annual atpey
expenses by $11 to $12 million, which is expectecetluce our cash flow breakeven revenue level to
approximately $12 to $14 million per quarter, degieg on the gross margins and the timing of shipmand
accounts receivable collections.* In addition, plen to manage cash flows by reducing capital ediperes to
less than $300,000 in fiscal 2009 and to aggrelysirgrove our working capital levels in the secdralf of fiscal
2009.* For the fourth quarter of fiscal 2009, weticipate using less than $1.0 million of net cshoperations.

Management believes that these actions will allswouhave sufficient cash to fund our operatiomsubh at least
fiscal 2010.*

We do not have any revolving line of credit or atfegm of debt financing. If the economic envirogm does
not improve in fiscal 2009 or early fiscal 2010 andtwithstanding our cash management initiatines;e cash is
needed to fund operations than expected, we maytodake additional actiorfs.These actions could include
additional cost reduction measures and possible gaserating activities, including exploring a sialaseback
arrangement for our Chaska, Minnesota facilityegng into an asset-based lending arrangemeniworg up to
$3.2 million against or liquidating our remaininfglinsurance investments of $3.5 million, borrogvimp to 50%
against or selling some or all of our currentligiliid ARS, possibly at a loss, or selling additioeguity* We can
provide no assurance that any of these cash-gergeeativities will be available to us when neededif
available, on such terms that will be acceptablie sufficient amounts to cover our operating exgasnat such
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time. The sale of additional equity would likesult in additional dilution to our sharehold&rs$n addition,
without substantial available capital, we may beahle to take advantage of strategic opportunisethey arise,
such as investments in or acquisitions of busirsegseducts or technologiés.

Off-Balance Sheet Arrangements
We do not have any off-balance sheet arrangements.
New Accounting Pronouncements

In September 2006, the FASB issued Statement @in€ial Accounting Standard (SFAS) No. 157, “Faituéa
Measurements.” SFAS No. 157 establishes a singleostative definition of fair value, sets outrarhework for
measuring fair value and requires additional dsates about fair-value measurements. This statespgties
only to fair-value measurements that are alreadyired or permitted by other accounting standaegsept for
measurements of share-based payments and meastg¢natrare similar to, but not intended to be, ¥aiue.
This statement is expected to increase the consist fair value measurements, but imposes noirements for
additional fair-value measures in financial statetse The provisions under SFAS No. 157 were dffedbr us
beginning in the first quarter of fiscal 2009. 3$¢me 9 of the Notes to Condensed Consolidatedi€inh
Statements for a discussion of the impact on ugatiee adoption of this pronouncement.

In February 2007, the FASB issued SFAS No.159, “Fae Value Option for Financial Assets and Finahci
Liabilities.” SFAS No. 159 amends SFAS No. 115, tAanting for Certain Investments in Debt and Equity
Securities” and permits entities to choose to measany financial instruments and certain othen#at fair
value. SFAS No. 159 was effective for us beginnmthe first quarter of fiscal 2009. We do not measany of
our financial instruments at fair value as pernditi@der SFAS 159.

In December 2007, the FASB issued SFAS 141 (re\268d) (“SFAS 141R"), “Business Combinations,” and
SFAS 160, “Noncontrolling Interests in Consolidakédancial Statements,” to improve, simplify, armheerge
internationally the accounting for business comtiames and the reporting of noncontrolling interests
consolidated financial statements. We will be resgghito apply the guidance in SFAS 141R and SFASfa6any
future business combinations beginning in the tjtsrter of fiscal 2010.

In April 2009, the FASB issued FASB Staff Positi6RSP”), FAS 115-2 and FAS 124-2, “Recognition and
Presentation of Other-Than-Temporary ImpairmerfsSP FAS 115-2 and FAS 124-2"), which amends curren
other-than-temporary impairment guidance in U.SABAor debt securities to make the guidance more
operational and to improve the presentation andafisire of other-than-temporary impairments on @giot equity
securities in the financial statements. This FSEdwt amend existing recognition and measuremedagce
related to other-than-temporary impairments of ggsecurities. The provisions of FSP FAS 115-2 ANES 124-
2 are effective for our fiscal year ending Augudt 2009. We do not expect the implementation of F&B 115-2
and FAS 124-2 to have an impact on our financiaitgm and results of operations.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

Our cash flows and earnings are subject to fluiinatin foreign exchange rates due to investmentsif
foreign-based affiliates. As of May 30, 2009, awéstments included a 100% interest in our saldssarvice
offices located in Europe and Asia and a 20% istdreApprecia Technology, Inc. (formerly meFSI LY,Dvhich
operates as a distributor for us in Japan. We deraaethe majority of our sales outside of the Wh3J.S. dollars.

We have direct sales, service and applications@tignd logistics responsibilities for our produict&urope
and the Asia Pacific region and incur labor, sendnd other expenses in foreign currencies. Asidtrave may be
exposed to fluctuations in foreign exchange ratiest As of May 30, 2009, we had not entered imyp laedging
activities and our foreign currency transactiomgaind losses for the third quarter and first mioaths of fiscal
2009 were insignificant. We are currently evalugt#arious hedging activities and other options toimize these
risks.
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We do not have significant exposure to changingrest rates as we currently have no long-term §ebtdo
not undertake any specific actions to cover ouosype to interest rate risk and we are not pargngointerest rate
risk management transactions. The impact on logsdacome taxes of a 1% change in short-ternrésteates
would be approximately $104,000 based on our caditash equivalents, restricted cash and long-teanketable
securities balances as of May 30, 2009.

As of May 30, 2009, our investment portfolio incbelARS reported at a fair value of $4.5 millioreaft
reflecting a $0.2 million other than temporary inmpeent against $4.7 million par value. ARS are ligdfaund in
the form of municipal bonds, preferred stock, almstudent loans or collateralized debt obligasioThe interest
rates of our ARS are reset every 28 days througiuation process and at the end of each resetdpéniestors
can sell or continue to hold the securities 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 temporggirment of approximately $0.4 million in fisc2008.
During the first nine months of fiscal 2009, $0.Mlion of the other-than-temporary impairment wasersed on
sales of $3.0 million ARS at par value. If theusss of the ARS are unable to successfully closgduauctions or
do not redeem the ARS, or the United States goveniniails to support its guaranty of the obligatipwe may be
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 supervismahwith
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%l 1inder the Securities Exchange Act of 1934 (the
“Exchange Act”)). Based on this evaluation, thepipal executive officer and the principal finana#icer
concluded that our disclosure controls and proasiare effective to ensure that information reguioebe
disclosed by us in reports that we file or submider the Exchange Act is recorded, processed, suzedand
reported within the time periods specified in SE@s and forms. There was no change in our intewratrol 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

In late calendar 2006, we determined that certhouoreplacement valves, pumps and heaters callla/ithin
the scope of United States export licensing reguiatto products that could be used in connectith @hemical
weapons processes. We determined that these riegslatquire us to obtain licenses to ship somauof
replacement spare parts, spare parts kits and bBssro customers in certain controlled countasslefined in
the export licensing regulations. During the secguadrter of fiscal 2007, we were granted licenseship
replacement spare parts, spare parts kits and bisero all customers in the controlled countudeere we
currently conduct business.
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The applicable export licensing regulations fredlyethange. Moreover, the types and categoriesadycts
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, we made antaty disclosure to the United States Departmént o
Commerce to clarify our licensing practices andetdew our practices with respect to prior salesestain
replacement valves, pumps and heaters to custamseseral controlled countries as defined in tbensing
regulations.

The United States Department of Commerce couldsagsenalties for any past violation of export cointr
regulations. The potential penalties are dependieoih the number of shipments in violation of thpax control
regulations. The penalties can range from zer®&@ARO per violation. We believe that the resolutid this
matter will not have a material adverse impact onawnsolidated financial conditiomhe licenses that were
granted during the second quarter of fiscal 200Aatmecessarily mitigate our risk with respegpast violations.

ITEM 1.A. Risk Factors

There have not been any material changes fromigkéactors previously disclosed in our Form
10-K for the fiscal year ended August 30, 2008 egx@s set forth below.

Our common stock is at risk for delisting from the NASDAQ Global Market. If it is delisted, our stock price and the
liquidity of our common stock may be impacted.

Our stock price has been below $1.00 since Septe®ii8. The NASDAQ initially waived the minimum
$1.00 per share bid price requirement until Jan@ér2009 and subsequently extended this waivérluty 19,
20009. If the bid price remains below $1.00 for 8dsecutive business days after July 19, 2009, wklceceive
notice from the NASDAQ Global Market stating thia¢ tbid price of our common stock had closed belwav t
minimum $1.00 per share requirement for continmetusion on the NASDAQ Global Market under Markatyg
Rule 4310(c)(4). Under NASDAQ Marketplace Rule 4@)@®)(D), we would then have 180 calendar days to
regain compliance. If at any time after receivihg hotice, the bid price of our common stock clage®l.00 per
share or more for a minimum of 10 consecutive lrssrdays, the NASDAQ Global Market would notifythiat
we have achieved compliance with the minimum bideorule. However, if we did not regain compliangéh the
minimum bid price rule within the 180 calendar daye NASDAQ Global Market would determine whetier
met the initial listing criteria for the NASDAQ Citgl Market other than the bid price requiremehtvé met such
criteria, we would be afforded an additional 18ndar days in order to regain compliance withrttigimum bid
price rule.

If we fail to meet NASDAQ's maintenance criteriara@ommon stock will be delisted from the NASDAQ
Global Market.

If we fail to maintain the standards necessaryetgjtooted on the NASDAQ Global Market and our common
stock is delisted, trading in our common stock widug conducted on the NASDAQ Capital Market or pthe
available market, provided we meet the standardsici market. Our stock price, as well as the diigyiof our
common stock, may be adversely impacted as a result

ITEM 2. Unregistered Sales of Equity Securities andJse of Proceeds

None
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ITEM 3.

ITEM 4.

ITEM 5.

ITEM 6.

(@)

Defaults upon Senior Securities
None
Submission of Matters to a Vote of SecurityHolders
None
Other Information
None.
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FSI INTERNATIONAL, INC. AND SUBSIDIARIES

SIGNATURE

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisd¢port to be
signed on its behalf by the undersigned thereualtyp 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: July 1, 2009
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EXHIBIT 31.1
CERTIFICATIONS

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

2. Based on my knowledge, this report does not containmtnye statement of a material fact or omit to state a
material fact necessary to make the statements made, in lightadfdiastances 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, restitiperations and cash flows of the registrant as of, anthier
periods presented in this report;

4. The registrant’s other certifying officer and | are respima for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) évich(€5) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)}Hferregistrant and have:

a) designed such disclosure controls and procedures, or caesedisclosure controls and procedures to be
designed under our supervision, to ensure that materiaiafam relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within tkosiées, 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 reasonahlease regarding the reliability of financial reporting and
the preparation of financial statements for external purposeordance with generally accepted accounting
principles;

c) evaluated the effectiveness of the registrant’s disclosurmlsoahd 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 mate@difct, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and | have diseth 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 ¢osqns
performing the equivalent functions):

a) all significant deficiencies and material weaknesses in thend@saperation 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 manageonether employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: July 1, 2009

Is/ 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 containstnye statement of a material fact or omit to state a
material fact necessary to make the statements made, in lightafdilvastances 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 othacial information included in this report, fairly
present in all material respects the financial condition, resuitiperations and cash flows of the registrant as of, anthier
periods presented in this report;

4. The registrant’s other certifying officer and | are resjid@$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)}Hferregistrant and have:

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

b) designed such internal control over financial reportingaused such internal control over financial reporting
to be designed under our supervision, to provide reasonahlemase 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 disclosurmlsoahd 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 mate@diigct, the registrant’s internal control over financial
reporting; and

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

a) all significant deficiencies and material weaknesses in thend@saperation 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: July 1, 2009
Is/ 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 hmi@ional, Inc., a Minnesota corporation (the “Camy’), on
Form 10-Q for the quarter ended May 30, 2009 adl filith the Securities and Exchange Commission (the
“Report”), each of the undersigned hereby certifirgsuant to 8 906 of the Sarbanes-Oxley Act 622018
U.S.C. § 1350), that to the undersigned’s knowledge

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

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

Date: July 1, 2009

/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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