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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Fiscal Years Ended August 25, 2007, August 26, 2006 and August 27, 2005

(7) Property, Plant and Equipment

The components of property, plant and equipment are as follows (in thousands):

August 25, August 26,
2007 2006

LAN .t $ 224 $ 224
Building and leasehold improvements.............ccococeceueueununicececrennene 33,079 32,749
Office furniture and eqUIPMENL.........c.covereueueuerriieceerereerirereeenenene 4,410 4,477
Computer hardware and SOftWare ...........c.coevveueeeenenennrseeeene 18,727 19,850
Manufacturing qUIPMENt ...........c.eveveveeeeimiirerieeeieeeeerereseeeseeseseeenens 1,955 1,969
Lab eqUIPMENt......c.cceuiieiieieieeirereeieiei e eeesesenenene 19,948 17,303
TOOLME. ..ttt ettt 265 515
Capital programs in Progress..........coceeerereueuereurmeeeeereremsererererenennnns 43 233
78,651 77,320

Less accumulated depreciation and amortization .............ccceeeeeenne (58,629) (56,925)
$ 20,022 $ 20,395

Lab equipment as of August 25, 2007 included $1,687,000 of assets acquired under a capital lease.

(8) Intangible Assets

The Company amortizes intangible assets on a straight-line basis over their estimated economic lives, which range from two to
nine years. The estimated aggregate amortization of intangible assets for the next two years is $436,000 in fiscal 2008 and $60,000 in
fiscal 20009.

The Company has no intangible assets with indefinite useful lives. Intangible assets as of August 25, 2007 and August 26, 2006
consist of the following (in thousands):

As of August 25,2007

Gross Carrying Accumulated Net Carrying
Amount Amortization Amount
Developed technology........... § 9,150 § 9,150 $ —
Patents.......ccccooeeeenininninnnnne 4,285 3,789 496
License fees.... 500 500 —
Other .....coveveirecceeiiccieeene 420 420 —
$14.355 $13.859 $ 496

As of August 26,2006

Gross Carrying Accumulated Net Carrying
Amount Amortization Amount
Developed technology........... § 9,150 $9,150 $ —
Patents.......cocoevceueuemnereececeennnne 4,285 3,353 932
License fees.... 1,010 696 314
Other .....coveveirecceeiiccieeene 420 420 —
$ 14,865 $ 13,619 $ 1246

(9) Gain on Sale of Marketable Securities

The Company accounted for its investment in Metron Technology as a marketable equity security available-for-sale and carried
the investment at fair market value per the closing price of Metron Technology’s stock as reported on the Nasdaq National Market. On
August 16, 2004, Metron Technology entered into a Stock and Asset Purchase Agreement (“Purchase Agreement’) with Applied
Materials, Inc. (“Applied”). On December 14, 2004, Applied, pursuant to the Purchase Agreement, acquired the worldwide operating
subsidiaries and business of Metron Technology. Applied paid $84.6 million in cash to Metron Technology upon closing on December
14, 2004. In connection with the consummation of the asset sale to Applied, Metron Technology changed its name to Nortem N.V.
(“Nortem”) and began a liquidation process. Nortem was delisted from the Nasdaq National Market on April 15, 2005 and began
trading over-the-counter. Shareholders of Nortem received two liquidating distributions. The initial distribution was made on March
14, 2005 at $3.75 per share. The Company received $5.6 million and recorded a gain of $4.2 million in the third quarter of fiscal 2005.
In June 2005, the Company received the final distribution from Nortem, net of certain Dutch withholding taxes. A portion of the final
distribution was deemed a dividend, and that portion was subject to withholding tax. The net distribution was approximately $1.02 per
share. The Company recorded a gain of $1.6 million in the fourth quarter of fiscal 2005 related to this final distribution.
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(10) Accrued Expenses

Accrued expenses are summarized as follows (in thousands):

August 25, August 26,

2007 2006
Salaries and benefits...........cccevrvernen. $ 4348 § 3,667
Product warranty ...........cccceeeeeveruruennnes 3,811 3,964
Professional fees.........ccccevveveverenennnne. 307 489
Income taxes ......ccovveveeveeveeneeriesieienens 1,175 1,260
VAT taXeS .cveveeierieieeieiesieieseee e 321 4,257
Other....ooiievieeeeeecee e 1.403 1.575

(11) Deferred Profit

Deferred profit as of the end of the fiscal year consists of (in thousands):

August 25,  August 26,

2007 2006
Deferred revenue............ccoeevevvvevennenen.. $ 5,826 § 5,163
Deferred cost of goods sold. (2,494) (1,014)
Deferred profit .......cccoeeveeeeereerereieeenns $ 3332 $ 4.149

(12) Income Taxes
Loss before income taxes and equity in earnings (losses) of affiliate was derived from the following sources (in thousands):

Fiscal Year Ended
August 25,  August 26, August 27,

2007 2006 2005
Domestic....... $ (10,574) § (3,521) $ (108)
Foreign.......... (3.917) (3.442) (3.594)
$ (14491) § (6,963) $(3.702)

Income tax expense is summarized as follows (in thousands):

Fiscal Year Ended
August 25,  August 26, August 27,

2007 2006 2005
Current:
Foreign........ $ 102 $ — $ —
State............. 20 50 50
$ 122 S 50 S 50
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax liabilities
at August 25, 2007 and August 26, 2006 are as follows (in thousands):

August 25, August 26,

2007 2006
Deferred tax assets:
TVENOTY .ottt st sttt s es st es s s e sesesenns $ 6,460 $ 6,085
Deferred profit 491 604
AcCOUNtS TECEIVADIEC. .....cuevieiieeicecee et 74 198
Property, plant and equipment, net 195 109
Credit carryfOrwards. ........ccoeoeverireririreeeeeeeiie et 5,498 2,450
Net operating loss carry 62,750 61,200
AcCrualS.......ooeeveeeeeeeeeeieeeeeeeennn 2,127 2,114
Total gross deferred tax assets..........oovuveeeerererereririseeeeeeeeeens 77,595 72,760
Deferred tax liabilities:
INtANGIDIES ... 189 354
OtRET, NEL ..ottt et e b et sb s e esenees 131 156
Investment in foreign affiliate.........cococevererirninirneecccceeeene 118 2.043
Total gross deferred tax liabilities.........ccceveveeereneririreerereicene 438 2,553
Less valuation alloWance ..........c.oc.oeeeveeeeeeeeeeeeeeeeeeeeeee e (77,157) (70,207)
Net deferred tax aSSetS .........c.ovevrvevereverereerereeeeeeeeseesesesnenens $ — $ —

The effective income tax expense differs from the expected statutory federal income tax as follows (in thousands):

Fiscal Year Ended
August 25, August 26, August 27,

2007 2006 2005

Expected federal income tax benefit..........ccovveeeiriveeeeririireninnnne $ (5,072) § 2,437) $ (1,296)
State income tax benefit before valuation allowance..................... (413) (185) (106)
Research activities Credit ........oovueeeeeneririreeieeeeecccc e (390) (50) —
Valuation alloWancCe.............cceeveereererieerieriiee e 5,627 2,261 1,384
Stock compensation EXPense..........c.ceuweeeeeerererrerereuerereusmreseeenenennene 207 — —
Foreign wWithholding taX.........cccoceeeeeinirnirieieeeecccc e 102 — —
Other ILEMS, NEL ....c.vevivieveiereeieieeeteeee ettt es et esesese s 61 461 68

$ 122 $ 50 § 50

The Company recorded a tax liability of $122,000 for fiscal 2007 and $50,000 for each of fiscal 2006 and 2005, which is the result
of foreign and state taxes.

The Company has net operating loss carryforwards for federal purposes of approximately $153.0 million at August 25, 2007,
which will begin to expire in fiscal 2011 through fiscal 2028 if not utilized. Of this amount, approximately $15.0 million is subject to
Internal Revenue Code Section 382 limitations on utilization. This limitation is approximately $1.4 million per year. The Company
has net operating loss carryforwards for state purposes of approximately $68.8 million which will expire at various times, beginning
with fiscal year 2008, if not utilized.

The Company maintains a valuation allowance to fully reserve against its net deferred tax assets due to uncertainty over the ability
to realize these assets. The change in the valuation allowance during the fiscal year 2007 was $7.0 million. The change impacted tax
expense equal to $5.6 million. Included in the August 25, 2007 valuation allowance balance of $77.2 million is $3.6 million, which
will be recorded as a credit to stockholders’ equity, if it is determined in the future that this portion of the valuation allowance is no
longer required.

(13) Retirement Plans

The Company has an Employee 401(k) Retirement Plan, which allows for discretionary profit sharing contributions, covering
eligible employees. Contributions under the plans are determined by means of a formula or at the discretion of the Board of Directors.
Beginning in January 2005, the Company contributed 3% of employee salaries to the 401(k). The Company contributed approximately
$877,000 in fiscal 2007, $869,000 in fiscal 2006 and $517,000 in fiscal 2005.

In addition, the Company has statutory pension plans in Europe and Asia.
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(14) Stock Options

The Company's 1997 Omnibus Stock Plan (the “Plan”), which was approved by the Company's shareholders, authorizes stock-
based awards ("Awards") to purchase up to 5,100,000 shares of the Company's common stock, expired in January 2007. The
Company has awards outstanding under this and other inactive plans. Under the Plan, the Plan Committee had the power to make
Awards, to determine when and to whom Awards will be granted, the form of each Award, the amount of each Award, and any other
terms or conditions of each Award consistent with the Plan. Awards generally vest over a three-year period and expire in ten years.

On August 28, 2005, the Company adopted the fair value recognition provisions of SFAS No. 123R, “Share-Based Payment,”
using the modified prospective method. As a result, for the year ended August 26, 2006, the Company’s results of operations reflected
compensation expense for new stock options granted and vested under its stock incentive plan and employees stock purchase plan
during fiscal 2007 and 2006 and the unvested portion of previous stock option grants which vested during the fiscal years. Amounts
recognized in the statements of operations for the fiscal years related to stock-based compensation are as follows (in thousands):

Year Ended Year Ended
August 25,2007 August 26, 2006
Total cost of stock-based cOMPENSAtION .........vererervereirieeeeieieecireeeeeeeenas $ 593 $ 1,139
Amount capitalized in inventory and property and equipment .. — —
Amounts charged against loss before income taxes........ 593 1,139
Amount of income tax benefit recognized in earnings... — —
Amount charged against Net LOSS.........ocveueerrrieereuririieeeeeee et $ 593 $ 1,139

Stock-based compensation expense was reflected in the statements of operations for fiscal 2007 and 2006 as follows (in
thousands):

Year Ended Year Ended
August 25,2007 August 26, 2006
CoSst 0F Z00AS SOLA ... $ 28 $ 54
Selling, general and administrative.. 439 743
Research and development ............ccceeerereriririeieeeeeicccee e 126 342
Amount charged against Net LOSS ........ocveveerrrieeieiriiireeeeeeeese e $ 593 $ 1,139

Prior to the first quarter of fiscal 2006, the Company accounted for stock-based employee compensation arrangements in
accordance with the provisions and related interpretations of Accounting Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees.” Had compensation cost for stock-based compensation been determined consistent with SFAS No. 123R, the net
loss and net loss per share would have been adjusted to the following pro forma amounts (in thousands, except for per share data):

2005

Net 10ss, as 1eported.........cceveeeereeererirreieeeererenenes $ (3,302)
Add: Stock-based employee compensation

expense recognized in statements of

OPEIALIONS ...ttt -
Less: Stock-based employee compensation

expense determined under fair value based

MEthod ..o (3.979)
Pro forma net LoSS .....ccveeveeveeeeeieeeeeeeeeeeeeeenen. $ (7,281)
Net loss per common share:
Basic — as reported........coooevevereeeeeeeeiieeeeeene $ (0.11)
Basic — pro forma .........cccoeeeveeeieeenenenenreeeeene $ (0.24)
Diluted — as reported ..........coeveveveeeeeeririririeieeeene $ (0.11)
Diluted — pro forma ..........cccovveveveeeeirinnreeeeene $ (0.24)

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing method. The Company
uses historical data to estimate the expected price volatility, the expected option life and the expected forfeiture rate. The risk-free rate
is based on the U.S. Treasury yield curve in effect at the time of grant for the estimated life of an option. The Company has not made
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any dividend payments nor does it have plans to pay dividends in the foreseeable future. The following assumptions were used to
estimate the fair value of options granted under the Company’s Plan and the Employees Stock Purchase Plan (“ESPP”’) during fiscal
2007, 2006 and 2005 using the Black-Scholes option-pricing model:

Options ESPP
Fiscal Year 2007 2006 2005 2007 2006 2005
Annualized dividend yield............ 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Expected stock price volatility..... 69.0% 68.5% 70.5% 69.0% 68.2% 69.8%
Risk free interest rate.................... 47%  45% 38% 50% 48% 33%
Expected life (in years) ................ 5.5 5.6 53 0.5 0.5 0.5

A summary of the option activity for fiscal 2007 is as follows (in thousands, except price per share and contractual term):

‘Weighted-
average
‘Weighted- Remaining
Number of average Exercise Contractual Aggregate
Shares Price Per Share Term Intrinsic Value
Outstanding at August 26, 2006 .............coc....... 3,699 § 742
Options granted...........cccceveiveicrniiccicnciicnnen 173 5.20
Options forfeited.... (20) 4.40
Options expired.......... (220) 10.76
Options eXercised .........coveurvverrvrcrreenceniieiennns (54) 3.50
Outstanding at August 25,2007 .......cccoevveueneeee 3,578 $§ 7.19 5.1 —
Exercisable at August 25, 2007 ........ccccccvuvennee 3,302 $ 7.38 4.8 —

The intrinsic value for options outstanding or exercisable at August 25, 2007 was insignificant, as the closing price of the
Company’s stock at the end of fiscal 2007 was less than the exercise price of the majority of the options outstanding or exercisable.

The weighted average grant date fair value based on the Black-Scholes option-pricing model for options granted in fiscal 2007 was
$3.32 per share, for options granted in fiscal 2006 was $2.94 per share and for options granted in fiscal 2005 was $2.41 per share. The
total intrinsic value of options exercised was $108,000 during fiscal 2007, $628,000 during fiscal 2006 and $21,000 during fiscal
2005.

A summary of the status of unvested option shares as of August 25, 2007 is as follows (in thousands, except fair value amounts):

Number of Weighted-average
Shares Grant-date Fair Value
Unvested at August 26, 2006 303 $2.75
Options granted 173 3.32
Options forfeited (20) 2.77
Options vested (180) 2.82
Unvested at August 25, 2007 276 $3.07

As of August 25, 2007, there was $783,000 of total unrecognized compensation cost related to unvested share-based compensation
granted under our plans. That cost is expected to be recognized over a weighted-average period of 0.9 years. The total fair value of
option shares vested was $593,000 during fiscal 2007, $1,139,000 during fiscal 2006 and $3,979,000 during fiscal 2005.
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The activity under stock option plans of the Company is as follows (in thousands, except per share amounts):

Number of Shares

‘Weighted-average

Available Exercise Price
For Grant Outstanding Per Share
Activity Description
AUGUSE 28, 2004ttt 570 3,767 § 793
Additional shares authorized for 1997 Omnibus Stock
Option Plan. 300 — —
Granted....... (549) 549 4.09
Exercised — (26) 3.14
Canceled..... 229 (289) 9.55
August 27, 2005... 550 4,001 7.34
Granted....... (186) 186 491
Exercised.... — (261) 3.32
(@2 4 ToT=) 1= TSSOSO 220 (227) 8.58
August 26, 2006 584 3,699 7.42
GIANLEA. ..ottt (173) 173 5.20
Exercised (54) 3.50
Canceled..... 41 (240) 10.24
EXPIred PLAN ...eviiiiiieiee et (452) — —
AUGUSE 25, 2007 ...ttt ettt et — 3,578 § 719

The following table summarizes information with respect to options outstanding and exercisable at August 25, 2007 (number of
options outstanding and exercisable in thousands):

Options Qutstanding Options Exercisable
‘Weighted-
average ‘Weighted- ‘Weighted-
Range of Number Remaining average average
Exercise of Options Contractual Exercise Exercise
Prices Outstanding Life Price Exercisable Price
$2.33 — $5.00 1,122 6.6 § 3.65 1,030 § 3.61
$5.01 — $8.50 1,342 55 7.20 1,158 7.52
$8.51 — $12.00 937 34 10.17 937 10.17
$12.01 — $15.50 162 2.2 13.44 162 13.44
$15.51 — §16.81 15 2.6 16.69 15 16.69
$2.33 — $16.81 3,578 5.1 § 719 3,302 § 738

There were 3,396,000 currently exercisable options at a weighted-average exercise price of $7.69 at August 26, 2006, and
3,470,000 currently exercisable options at a weighted-average exercise price of $7.94 at August 27, 2005.

On May 22, 1997, the Company adopted a Shareholder Rights Plan (the “Rights Plan”). Pursuant to the Rights Plan, rights were
distributed as a dividend at the rate of one preferred share purchase right (“Right”) for each outstanding share of common stock of the
Company. The Rights Plan and related Rights expired on June 10, 2007.

(15) Employees Stock Purchase Plan

The Company’s ESPP enables employees to contribute up to 10% of their wages toward the purchase of the Company's common

stock at 85% of the lower of market value at the beginning or the end of the semiannual purchase period. Stockholders authorized the

issuance of 250,000 additional shares of common stock to the ESPP in fiscal 2005.

Shares were issued on the following dates for the following prices (in thousands except per share amounts):

Price per
Date Shares Share
December 31,2004 ............ 64 $3.97
June 30, 2005............... 93 3.17
December 31, 2005 ..... 88 3.29
June 30, 2006............... 85 391
December 31, 2006. 75 4.39
June 30, 2007.....ccccevreenne 106 2.70

As of August 25, 2007, there were 118,000 shares reserved for future employee purchases of stock under the ESPP.
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(16) Segment and Other Information
Segment information

The Company has two product lines, Surface Conditioning (“SC”) and POLARIS® Systems and Services (“PSS”). Historically, the
Company provided segment information. With the wind-down of the Microlithography business, which began in fiscal 2003, the
Company has integrated the operations of its product lines.

In accordance with SFAS No. 131 (“SFAS 1317), “Disclosures About Segments of an Enterprise and Related Information,” the
Company’s chief operating decision-maker has been identified as the President and Chief Executive Officer. Due to the level of
integration of the two product lines, the Company’s chief operating decision-maker reviews consolidated operating results to make
decisions about allocating resources and assessing performance for the entire Company. The two product lines are a part of one segment
for the manufacture, marketing and servicing of equipment for the microelectronics industry.

Geographic Information

International sales were approximately 69% of total sales in fiscal year 2007, approximately 62% of total sales in fiscal year 2006,
and approximately 64% of total sales in fiscal 2005. The basis for determining sales by geographic region is the location that the
product is shipped to. Included in these percentages and the table below are sales to related parties (see Note 4). Sales by geographic
area are summarized as follows (in thousands):

Fiscal Year Ended
August 25, August 26, August 27,

2007 2006 2005
Asia ... § 41,779 § 36,654 $ 24,366
Europe.......... 37,476 33,704 30,723
Other ............ 381 9 40
Total International 79,636 70,367 55,129
Domestic...... 36,597 42.874 31,241

§ 116,233 § 113241 § 86370

In fiscal 2007, South Korea accounted for 15% of our total sales and Israel accounted for 10% of our total sales. In fiscal 2006, the
United Kingdom accounted for 11% of our total sales and South Korea accounted for 11% of our total sales. In fiscal 2005, South
Korea accounted for 12% of our total sales and Germany accounted for 11% of our total sales.

Long-lived Assets

The Company does not have significant long-lived assets in foreign countries.
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Customer Information
The following summarizes significant customers comprising 10% or more of the Company's trade accounts receivable as of

August 25, 2007 and August 26, 2006 and 10% or more of sales for fiscal 2007, 2006 and 2005, which includes sales through
affiliates to end-users:

% of Trade Accounts

Receivable as of % of Sales for the Fiscal Year Ended
August 25,  August 26, August 25, August 26, August 27,
2007 2006 2007 2006 2005

Customer A........ccoeeeeenen * * * 13% 14%
Customer B .... 17% * 14% *
Customer C..... * * 13% 11% 11%
Customer D.........cccc.... * * 11% * *
Customer E .................... * 12% * * *
Customer F..... * * 11% *
Customer G.... 12% * * * *
Customer H.... 11% * * * *
Customer L.........ccoceneenns 10% * * * *

* Trade accounts receivable from or sales to respective customer were less than 10% as of the end of or during the fiscal year.
(17) License Agreements

The Company, in the ordinary course of business, enters into various licensing agreements. These agreements generally provide
for technology transfers between the Company and the licensors in exchange for minimum royalty payments and/or a fixed royalty to
the licensors. The total accrued royalty license fees included in accrued expenses were $381,000 at August 25, 2007 and $225,000 at
August 26, 2006. These agreements can generally be terminated by the Company with appropriate notice to the licensors.

(18) Supplementary Cash Flow Information

The following summarizes supplementary cash flow items (in thousands):

Fiscal Year Ended
August 25, August 26,  August 25,

2007 2006 2007
Income taxes paid, Nt .......ccceereveurrerereererreenns $ 106 $ 54 62
Interest paid, net 195 43 47
Assets acquired by a capital lease.................... $ 1,687 § — S —

(19) Cost Reductions

In fiscal 2007, the Company implemented cost reduction actions including a 25% reduction in headcount to approximately 430
employees and other operating cost initiatives. The cost reduction actions were related to industry conditions in the semiconductor
device and thin film head) segments that the Company serves, coupled with a delay in certain customer-specific equipment purchases.
A total of 136 positions were eliminated in connection with this reduction of which 61 were manufacturing positions, 28 were sales,
service and marketing positions, 13 were administration positions and 34 were engineering positions. The terminations all occurred in
fiscal 2007. Severance and outplacement costs recorded in fiscal 2007 were allocated as follows: $923,000 to selling, general and
administrative expense, $592,000 to research and development expense and $296,000 to cost of goods sold.
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The fiscal 2007 severance and outplacement costs are summarized as follows (in thousands):

Amount Paid

Amount Through Accrual at
Charged August 25, August 25,
Fiscal 2007 2007 2007
Selling, general and administrative § 923 $ 389 § 534
expenses
Research and development expenses 592 487 105
Cost of goods sold 296 243 53
Total severance and outplacement costs $ 1,811 $ 1,119 $ 692

The accruals are expected to be paid in the first quarter of fiscal 2008. Anticipated savings related to the reduction in force on an
annual basis is estimated to be approximately $8.0 million, beginning in the first quarter of fiscal 2008.

(20) Litigation

In fall 1995, pursuant to the Employee Stock Purchase and Shareholder Agreement dated November 30, 1990 between Eric C. Hsu
and Semiconductor Systems, Inc. ("SSI") (the "Shareholder Agreement") and in connection with Mr. Hsu's termination of his
employment with SSI in August 1995, the former shareholders of SSI purchased the shares of SSI common stock then held by Mr.
Hsu. In April 1996, the Company acquired SSI, and SSI became a wholly owned subsidiary of the Company. In October 1996, Eric C.
and Angie L. Hsu (the "plaintiffs") filed a lawsuit in the Superior Court of California, County of Alameda, Southern Division, against
SSI and the former shareholders of SSI. The plaintiffs alleged that such purchase breached the Shareholder Agreement and violated
the California Corporations Code, breached the fiduciary duty owed plaintiffs by the individual defendants and constituted fraud.

In September and October 2000, certain of Mr. Hsu's claims were tried to a jury in Alameda County Superior Court in Oakland,
California. At the conclusion of the trial, the jury found that SSI breached the Shareholder Agreement between it and Mr. Hsu and that
the damages that resulted were approximately $2.4 million. In addition, each of the individual defendant shareholders was found liable
for conversion and damages of $4.2 million were awarded. Certain individual defendants were also found to have intentionally
interfered with Mr. Hsu's prospective economic advantage and damages of $3.2 million were awarded. Finally, several individual
defendants and SSI were found to have violated certain provisions of the California Corporation Code and damages of $2.4 million
were awarded.

In proceedings subsequent to the trial, the Court determined that the plaintiffs were entitled to an award against SSI of prejudgment
interest on the breach of contract damages (approximately $2.4 million) at 10 percent per annum from October 1996. In addition, the
Court awarded plaintiffs approximately $127,000 in costs and approximately $1.8 million in attorneys' fees against SSI and the
individual defendants. On November 16, 2001, the court signed its final judgment reflecting the jury's awards, interest, attorneys’ fees
and costs assessed against each of the defendants.

Following the entry of judgment, SSI and the other defendants filed post-trial motions seeking reduction in the jury's damage
awards and/or a new trial. The court denied these post-trial motions and there was no reduction in damages against SSI. Mr. Hsu was
awarded an additional $431,000 for attorneys’ fees and expenses incurred since the judgment was rendered in November 2001.
Subsequently, SSI and the individual defendants filed an appeal on a variety of grounds, and the Company posted an appeal bond on
behalf of SSI and defendants in the amount of $8.3 million. As part of the posting of the bond, the Company entered into a letter of
credit in the amount of $5.2 million with a surety company. This letter of credit was collateralized with restricted cash of the same
amount. The appellate court upheld the original judgment.

The total judgment against SSI together with post judgment interest and attorneys’ fees as of February 26, 2005 aggregated
approximately $7.9 million. As a result, the Company recorded a $0.3 million charge in the second quarter of fiscal 2005. The Company
had recorded a total of $3.3 million of charges to operations during fiscal 2002 and fiscal 2004 associated with this litigation. During the
third quarter of fiscal 2005, the Company retired the 250,000 shares held in the escrow account created at the time of the Company’s
acquisition of SSI to cover such claims. As the SSI merger was a pooling of interests, the Company decreased its stockholder’s equity by
an amount equal to $3.0 million. On March 28, 2005, the Company tendered funds totaling approximately $7.9 million to the Hsus via a
cashier’s check which the Company believes was the full judgment amount plus all applicable interest. This included $1.6 million of cash
provided by the individual defendants. Subsequently, instead of depositing the cashier’s check, the Hsus filed a motion with the court to
enforce the judgment against the appeal bond and the Company and the individual defendants filed a motion to release the bond. The Hsus
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cashed the cashiers check in July 2005. In August 2005, the court ruled in the Company’s favor and an acknowledgement of full
satisfaction of the judgment was filed with the courts by the Hsus’ attorneys. The bond was released in August 2005.

(21) Contingencies

In late calendar 2006, the Company determined that certain of its replacement valves, pumps and heaters could fall within the
scope of United States export licensing regulations to products that could be used in connection with chemical weapons processes. The
Company determined that these regulations require it to obtain licenses to ship some of its replacement spare parts, spare parts kits and
assemblies to customers in certain controlled countries as defined in the export licensing regulations. During the second quarter of
fiscal 2007, the Company was granted licenses to ship replacement spare parts, spare parts kits and assemblies to all customers in the
controlled countries where the Company conducts business.

The applicable export licensing regulations frequently change. Moreover, the types and categories of products that are subject to
export licensing are often described in the regulations in general terms and could be subject to differing interpretations.

In the second quarter of fiscal 2007, the Company made a voluntary disclosure to the United States Department of Commerce to
clarify its licensing practices and to review its practices with respect to prior sales of certain replacement valves, pumps and heaters to
customers in several controlled countries as defined in the licensing regulations.

The United States Department of Commerce could assess penalties for any past violation of export control regulations. The
potential penalties are dependent upon the number of shipments in violation of the export control regulations. The penalties can range
from zero to $50,000 per violation. Management believes that the resolution of this matter will not have a material adverse impact to
the Company’s consolidated financial condition. The licenses that were granted during the second quarter of fiscal 2007 do not
necessarily mitigate the Company’s risk with respect to past violations.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
FSI International, Inc.:

We have audited the accompanying consolidated balance sheets of FSI International, Inc. and subsidiaries (the “Company”) as of
August 25, 2007 and August 26, 2006, and the related consolidated statements of operations, stockholders' equity and comprehensive
loss, and cash flows for each of the years in the three-year period ended August 25, 2007. These consolidated financial statements are
the responsibility of the Company's management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position
of FSI International, Inc. and subsidiaries as of August 25, 2007 and August 26, 2006, and the results of their operations and their cash
flows for each of the years in the three-year period ended August 25, 2007, in conformity with U.S. generally accepted accounting
principles.

As disclosed in Notes 1 and 13 to the consolidated financial statements, the Company adopted the provisions of Statement of
Financial Accounting Standards No. 123 (revised 2004), Share-Based Payment, on August 28, 2005 and Securities and Exchange
Commission Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year Misstatements When Quantifying
Misstatements in Current Year Financial Statements, as of August 27, 2006.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
effectiveness of FSI International, Inc.’s internal control over financial reporting as of August 25, 2007, based on criteria established
in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO0), and our report dated October 31, 2007 expressed an unqualified opinion on the effective operation of internal control over
financial reporting.

/s/ KPMG LLP

Minneapolis, Minnesota
November 1, 2007
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Data for the fiscal quarters of our last two fiscal years is as follows (in thousands, except per share data):

Quarterly Data
(Unaudited)
First Second Third Fourth
Quarter Quarter Quarter Quarter

(b), (¢). () (). (¢). (d). (&) (), (D). (¢). (d). (e) (a), (b). (). (e)

(In thousands, except per share data)

2007

SALES ... $ 37,707 $ 33,350 § 25227 $ 19,949
Gross margin.................. 16,194 14,218 9,387 7,324
Operating income (loss) 1,471 (793) (5,303) (6,880)
Net income (10SS) ..c.vveeeereeeeeeiiiirieieieeee s 1,888 (4,286) (5,643) (6,545)
Diluted net income (loss) per common share ........ $ 0.06 $ (0.14) $ (0.19) $ (0.21)
2006

SALES ... $ $18,623 § 22,287 § 31,957 $ 40,373
Gross margin.................. 9,912 12,086 13,048 17,804
Operating (loss) income (4,427) (3,653) (2,560) 2,951
Net (10SS) INCOME.......oueueeeererireccieieiei e (4,296) (3,722) (2,433) 3,164
Diluted net (loss) income per common share ........ $ (0.14) $ (0.12) $ (0.08) $ 0.10

(a) During the third and fourth quarters of fiscal 2007, the Company recorded severance and outplacement costs as follows:

Third Fourth
Quarter Quarter Fiscal 2007
Cost of sales § 142 § 154 § 2%
Selling, general and administrative expenses 216 707 923
Research and development expenses 216 376 592
Total § 574 § 1,237 $ 1,811

(b) During fiscal 2007 and 2006, the Company recorded stock-based compensation expense as follows:

First Second Third Fourth
Quarter Quarter Quarter Quarter Fiscal 2007
Cost of sales $ 15 $ 2 $ 6 $§ 5 $ 28
Selling, general and administrative expenses 131 73 112 123 439
Research and development expenses 68 1 20 37 126
Total $§ 214 § 76 § 138 § 165 $§ 593
First Second Third Fourth
Quarter Quarter Quarter Quarter Fiscal 2006
Cost of sales § 10 § 11 § 11 § 22 § 54
Selling, general and administrative expenses 206 151 193 193 743
Research and development expenses 68 77 79 118 342
Total $§ 284 $§ 239 $ 283 $ 333 $1,139

(c) During fiscal 2007 and 2006, the Company had sales of PSS product inventory with an original cost that had previously been
written down to zero as follows:

First Second Third Fourth Fiscal

Quarter Quarter Quarter Quarter Year

Fiscal 2007 ............ $ 87 $ 800 § — $§ — $ 887
Fiscal 2006 ............ § 784 $ 813 $ 410 $ 136 $2,143

(d) During the second quarter of fiscal 2007, the Company recorded a $3.6 million impairment of investment and during the third
quarter of fiscal 2007, the Company recorded a $0.5 million impairment of investment. During the second quarter of fiscal 2006,
the Company recorded a $0.5 million impairment of an investment.

(e) Service revenue of $33,000, $270,000 and $976,000 and associated cost of goods sold of $9,000, $75,000 and $270,000 should
have been recorded in the first, second and third quarters of fiscal 2006, respectively. The Company recorded the amounts as an
out-of-period adjustment in the fourth quarter of fiscal 2006. The Company recorded $1.2 million related to service revenue and
$0.3 million of associated cost of goods sold which had a $0.9 million, or $0.03 per share, impact on fourth quarter of fiscal 2006
profit. The entry had no impact on the full year fiscal 2006 financial results.
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The Company's fiscal quarters are generally 13 weeks, all ending on a Saturday. The fiscal year ends on the last Saturday in
August and consists of 52 or 53 weeks.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of the Company is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Rule 13a-15(f) under the Exchange Act of 1934 (the “Exchange Act”). The Company’s internal
control system was designed to provide reasonable assurance to the Company’s management and Board of Directors regarding the
preparation and fair presentation of published financial statements. Under the supervision and with the participation of management,
including our Chairman and Chief Executive Officer and Chief Financial Officer, we conducted an assessment of the effectiveness of
our internal control over financial reporting as of August 25, 2007. In making this assessment, management used the criteria set forth
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control — Integrated Framework.

Based on our assessment using the criteria set forth by COSO in Internal Control — Integrated Framework, management
concluded that our internal control over financial reporting was effective as of August 25, 2007.

The Company’s independent registered public accounting firm has issued an attestation report on the Company’s internal control
over financial reporting. This report appears on the following page.

Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

As of the end of the period covered by this report, we conducted an evaluation, under the supervision and with the participation of
the principal executive officer and principal financial officer, of our disclosure controls and procedures (as defined in Rules 13a-14(c)
and 15d-14(c) under the Exchange Act). Based on this evaluation, the principal executive officer and principal financial officer
concluded that our disclosure controls and procedures are effective to ensure that information required to be disclosed by us in reports
that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in
Securities and Exchange Commission rules and forms.

Changes in Internal Controls Over Financial Reporting

There was no changes in our internal control over financial reporting during our most recently completed fiscal quarter that have
materially affected, or were reasonably likely to materially affect, our internal control over financial reporting.
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Report of Independent Registered Public Accounting Firm Regarding Internal Control Over Financial Reporting

The Board of Directors and Stockholders
FSI International, Inc.:

We have audited FSI International Inc.’s (the “Company”) internal control over financial reporting as of August 25, 2007, based
on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). FSI International Inc.’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in the
accompanying Management’s Report on Internal Control over Financial Reporting. Our responsibility is to express an opinion on the
Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control
over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness
of internal control based on the assessed risk. Our audit also included performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures that (1)
pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being
made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, FSI International, Inc. maintained, in all material respects, effective internal control over financial reporting as of
August 25, 2007, based on criteria established in Internal Control — Integrated Framework issued by COSO.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets of FSI International, Inc. and subsidiaries as of August 25, 2007 and August 26, 2006, and the related
consolidated statements of operations, stockholders’ equity and comprehensive loss, and cash flows for each of the years in the three-
year period ended August 25, 2007, and our report dated November 1, 2007 expressed an unqualified opinion on those consolidated
financial statements. As disclosed in Notes 1 and 13 to the consolidated financial statements, the Company adopted the provisions of
Statement of Financial Accounting Standards No. 123 (revised 2004), Share-Based Payment, on August 28, 2005 and Securities and
Exchange Commission Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year Misstatements When Quantifying
Misstatements in Current Year Financial Statements, as of August 27, 2006.

/s/ KPMG LLP

Minneapolis, Minnesota
November 1, 2007
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ITEM 9B. OTHER INFORMATION

None.
PART III

Certain information required by Part III is incorporated by reference to our definitive proxy statement for the annual meeting of
shareholders to be held on January 16, 2008 and which will be filed with the Securities and Exchange Commission pursuant to
Regulation 14A within 120 days after August 25, 2007.

Except for those portions specifically incorporated in this report by reference to our proxy statement for the annual meeting of
shareholders to be held on January 16, 2008, no other portions of the proxy statement are deemed to be filed as part of this Report on
Form 10-K.

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information concerning our directors and our board committees required by this item is incorporated by reference to the
information under the captions "Election of Directors" and "Compliance with Section 16(a) of the Securities and Exchange Act of
1934" in our proxy statement for the annual meeting of shareholders to be held on January 16, 2008. For information concerning
executive officers, see Item 4A of this Form 10-K Report.

Audit Committee Financial Expert

Our board of directors has determined that at least one member of our Audit and Finance Committee, Mr. James A. Bernards, is
an “audit committee financial expert,” as that term is defined under Section 407 of the Sarbanes-Oxley Act of 2002 and the rules
promulgated by the SEC in furtherance of Section 407. Mr. Bernards is independent, as that term is defined under the National
Association of Securities Dealers’ listing standards.

Code of Business Conduct and Ethics

We have adopted a code of business conduct and ethics applicable to all of our directors and employees, including our principal
executive officer, principal financial officer, controller and other employees performing similar functions. A copy of this code of
business conduct and ethics is available on our website at www.fsi-intl.com.

We intend to disclose any waiver of our code of business conduct and ethics for our directors or executive officers in future Form
8-K filings within four business days following the date of such waiver. We also intend to post on our website at www.fsi-intl.com
any amendment to, or waiver from, a provision of our code of business conduct and ethics that applies to our principal executive
officer, principal financial officer, controller and other employees performing similar functions within four business days following
the date of such amendment or waiver.

ITEM 11. EXECUTIVE COMPENSATION
The information required by this item is incorporated by reference to the information under the captions "Executive
Compensation" and "Compensation of Directors" in our proxy statement for the annual meeting of shareholders to be held on January

16, 2008.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this item is incorporated by reference to the information under the captions "Security Ownership of
Management and Certain Beneficial Owners" and "Equity Compensation Plan Information" in our proxy statement for the annual
meeting of shareholders to be held on January 16, 2008.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this item is incorporated by reference to the information under the caption "Interests of Management
and Others in Certain Transactions" in our proxy statement for the annual meeting of shareholders to be held on January 16, 2008.
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ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item is incorporated by reference to the information under the captions “Independent Auditors’
Fees” and “Auditor Independence” in our proxy statement for the annual meeting of shareholders to be held on January 16, 2008.

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

Page Number
in this Report
(a)(1) Index to Financial Statements
Consolidated Statements of Operations — Years ended August 25, 2007, August 26,
2006 and AUGUSE 27, 2005 ......ooeeeiiiieeeiiiee e e e e e e eeeenneeas 29
Consolidated Balance Sheets — August 25, 2007 and August 26, 2006............ccceeeeenneee. 30
Consolidated Statements of Stockholders' Equity and Comprehensive (Loss) Income —
Years ended August 25, 2007, August 26, 2006 and August 27, 2005.........ccceveeecvveeernnenn. 31
Consolidated Statements of Cash Flows — Years ended August 25, 2007, August 26,
2006 and AUGUSE 27, 2005 ......ooeeeiiieeeeieie et e e e e e eeeenneeas 32
Notes to Consolidated Financial Statements..............coecveeeeiiiieeriiieeeieie e 33
Report of Independent Registered Public Accounting Firm ..........ccccceevieiniiiiiiincennen. 50
Quarterly financial data for fiscal 2007 and 2006 (unaudited)............ccovveerrciirereineeennnen. 51

(2)(2) Financial Statement Schedule
All schedules are omitted because they are not applicable or the required information is
shown in the consolidated financial statements or notes thereto.

(a)(3) Exhibits
2.1 Agreement and Plan of Reorganization, dated as of January 21, 1999 among FSI International, Inc., BMI
International, Inc. and YieldUP International Corporation.(7)
2.2 Agreement and Plan of Reorganization by and Among FSI International, Inc., Spectre Acquisition Corp.,
and Semiconductor Systems, Inc.(1)
2.3 Asset Purchase Agreement dated as of June 9, 1999 between FSI International, Inc. and The BOC Group,
Inc.(8)
3.1 Restated Articles of Incorporation of the Company.(2)
3.2 Restated and Amended By-Laws.(15)
3.5 Articles of Amendment of Restated Articles of Incorporation.(9)
10.1 FSI International, Inc. 1997 Omnibus Stock Plan (as amended and restated April 2001).(13)
10.2 Form of Incentive Stock Option Agreement for the FSI International, Inc. 1997 Omnibus Stock Plan, as
amended.(16)
10.3 Form of Incentive Stock Option Agreement for Outside Directors for the FSI International, Inc. 1997
Omnibus Stock Plan, as amended.(16)
10.9 Amended and Restated Employees Stock Purchase Plan.(13)
10.15 License Agreement, dated October 15, 1991, between the Company and Texas Instruments
Incorporated.(3)
10.16 Amendment No. 1, dated April 10, 1992, to the License Agreement, dated October 15, 1991, between the
Company and Texas Instruments Incorporated.(3)
10.17 Amendment effective October 1, 1993 to the License Agreement, dated October 15, 1991 between the
Company and Texas Instruments Incorporated.(4)
10.18 Amended and Restated Directors' Nonstatutory Stock Option Plan.(5)
10.19 Management Agreement between FSI International, Inc. and Donald S. Mitchell, effective as of January 2,
2001. (Similar agreements between the Company and its executive officers have been omitted but will be
filed if requested in writing by the commission.) (12)#
10.20 FSI International, Inc. 1994 Omnibus Stock Plan.(6)
10.26 Summary of Employment Arrangement between the Company and Don Mitchell dated December 12,
1999. (11)#
10.30 Employment Agreement entered into as of December 12, 1999 by and between FSI International, Inc. and
Donald S. Mitchell. (10)#
10.31 Agreement made and entered into as of March 4, 2001 by and between FSI International, Inc. and Benno
G. Sand. (14)#
10.40 Termination and Release Agreement dated as of May 15, 2007 with Mitsui & Co., Ltd., Chlorine engineers
Corp., Ltd., MBK Project Holdings Ltd. and m*FSI LTD.(17)
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10.41 Stock Purchase Agreement dated as of May 15, 2007 by an among FSI International, Inc., MBK Project
Holdings Ltd., Chlorine Engineers Corp. Ltd., Yasuda Enterprise Development III Limited Partnership,
Mizuho Capital Co., Ltd., Mr. Hideki Kawai, Mr. Takanori Yoshioka and Mr. Satoshi Shikami. (exhibits
omitted)(17)

21.0 Subsidiaries of the Company. (filed herewith)

23.0 Consent of KPMG LLP, independent registered public accounting firm. (filed herewith)

24.0 Powers of Attorney from the Directors of FSI International, Inc. (filed herewith)

31.1 Certification by Principal Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
(filed herewith)

31.2 Certification by Principal Financial and Accounting Officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002. (filed herewith)

32.1 Certification of Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C. Section 1350,
as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. (filed herewith)

# Identified exhibit is a management contract, compensation plan or arrangement.

(1) Filed as an Exhibit to the Company's Registration Statement on Form S-4 (as amended) dated March 21, 1996, SEC File No. 333-
1509 and incorporated by reference.

(2) Filed as an Exhibit to the Company's Report on Form 10-Q for the quarter ended February 24, 1990, SEC File No. 0-17276, and
incorporated by reference.

(3)Filed as an Exhibit to the Company's Report on Form 10-K for the fiscal year ended August 29, 1992, File No. 0-17276, and
incorporated by reference.

(4) Filed as an Exhibit to the Company's Report on Form 10-K for the fiscal year ended August 28, 1993, SEC File No. 0-17276, and
incorporated by reference.

(5) Filed as an Exhibit to the Company's Report on Form 10-Q for the fiscal quarter ended May 28, 1994, SEC File No. 0-17276, and
incorporated by reference.

(6) Filed as an Exhibit to the Company's Report on Form 10-K for the fiscal year ended August 27, 1994, SEC File No. 0-17276, and
incorporated by reference.

(7) Filed as an Exhibit to the Company's Report on Form 8-K, filed by the Company on January 27, 1999, SEC File No. 0-17276 and
incorporated by reference.

(8) Filed as an Exhibit to the Company's Report on Form 8-K, filed by the Company on June 24, 1999, SEC File No. 0-17276 and
incorporated by reference.

(9) Filed as an Exhibit to the Company's Report on Form 10-K for the fiscal year ended August 28, 1999, SEC File No. 0-17276, and
incorporated by reference.

(10) Filed as an Exhibit to the Company's Report on Form 10-Q for the fiscal quarter ended February 26, 2000, SEC File No. 0-17276
and incorporated by reference.

(11) Filed as an Exhibit to the Company's Report on Form 10-K for the fiscal year ended August 26, 2000, SEC File No. 0-17276 and
incorporated by reference.

(12) Filed as an Exhibit to the Company's Report on Form 10-Q for the fiscal quarter ended February 24, 2001, SEC File No. 0-17276
and incorporated by reference.

(13) Filed as an Exhibit to the Company's Registration Statement on Form S-8, filed by the Company on March 28, 2003, SEC File
No. 333-104088 and incorporated by reference.

(14) Filed as an Exhibit to the Company's Report on Form 10-K for the fiscal year ended August 31, 2002, SEC File No. 0-17276 and
incorporated by reference.

(15) Filed as an Exhibit to the Company's Report on Form 10-Q for the fiscal quarter ended February 23, 2002, SEC File No. 0-17276
and incorporated by reference.
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(16) Filed as an Exhibit to the Company’s Current Report on Form 8-K, filed by the Company on October 20, 2004, SEC File No. 0-
17276 and incorporated by reference.

(17) Filed as an Exhibit to the Company’s Report on Form 10-Q for the quarter ended May 26, 2007, SEC File No. 0-17276 and
incorporated by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this
Report to be signed on its behalf by the undersigned, thereunto duly authorized.

FSI INTERNATIONAL, INC.

By: _ /s/ Donald S. Mitchell
Donald S. Mitchell, Chairman and
Chief Executive Officer

(Principal Executive Officer)

Dated: November 2, 2007

By: /s/ Patricia M. Hollister
Patricia M. Hollister, Chief Financial Officer
(Principal Financial and Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons,
constituting a majority of the Board of Directors, on behalf of the Registrant and in the capacities and on the dates indicated.

James A. Bernards, Director*
Terrence W. Glarner, Director*
Willem D. Maris, Director*
Donald S. Mitchell, Director*
David V. Smith, Director*

*By: /s/ Patricia M. Hollister
Patricia M. Hollister, Attorney-in-fact

Dated: November 2, 2007
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INDEX TO EXHIBITS

Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Exhibit Description Method of Filing
2.1 Agreement and Plan of Reorganization, dated as of January 21, 1999 among FSI Incorporated by reference
International, Inc., BMI International, Inc. and YieldUP International
Corporation.(7)
2.2 Agreement and Plan of Reorganization by and Among FSI International, Inc., Incorporated by reference
Spectre Acquisition Corp., and Semiconductor Systems, Inc.(1)
2.3 Asset Purchase Agreement dated as of June 9, 1999 between FSI International, Inc. Incorporated by reference
and The BOC Group, Inc.(8)
3.1 Restated Articles of Incorporation of the Company.(2) Incorporated by reference
3.2 Restated and Amended By-Laws.(15) Incorporated by reference
3.5 Articles of Amendment of Restated Articles of Incorporation.(9) Incorporated by reference
10.1 FSI International, Inc. 1997 Omnibus Stock Plan (as amended and restated April Incorporated by reference
2001).(13)
10.2 Form of Incentive Stock Option Agreement for the FSI International, Inc. 1997 Incorporated by reference
Omnibus Stock Plan, as amended.(16)
10.3 Form of Incentive Stock Option Agreement for Outside Directors for the FSI Incorporated by reference
International, Inc. 1997 Omnibus Stock Plan, as amended.(16)
10.9 Amended and Restated Employees Stock Purchase Plan.(13) Incorporated by reference
10.15 License Agreement, dated October 15, 1991, between the Company and Texas Incorporated by reference
Instruments Incorporated.(3)
10.16 Amendment No. 1, dated April 10, 1992, to the License Agreement, dated October Incorporated by reference
15, 1991, between the Company and Texas Instruments Incorporated.(3)
10.17  Amendment effective October 1, 1993 to the License Agreement, dated October 15, Incorporated by reference
1991 between the Company and Texas Instruments Incorporated.(4)
10.18  Amended and Restated Directors' Nonstatutory Stock Option Plan.(5) Incorporated by reference
10.19 Management Agreement between FSI International, Inc. and Donald S. Mitchell, Incorporated by reference
effective as of January 2, 2001. (Similar agreements between the Company and its
executive officers have been omitted but will be filed if requested in writing by the
commission.) (12)#
10.20  FSI International, Inc. 1994 Omnibus Stock Plan.(6) Incorporated by reference
10.26  Summary of Employment Arrangement between the Company and Incorporated by reference
Don Mitchell dated December 12, 1999. (11)#
10.30  Employment Agreement entered into as of December 12, 1999 by Incorporated by reference
and between FSI International, Inc. and Donald S. Mitchell.(10)#
10.31  Agreement made and entered into as of March 4, 2001 by and between FSI Incorporated by reference
International, Inc. and Benno G. Sand. (14)#
10.40  Termination and Release Agreement dated as of May 15, 2007 with Mitsui & Co., Incorporated by reference
Ltd., Chlorine engineers Corp., Ltd., MBK Project Holdings Ltd. and m*FSI
LTD.(17)
10.41  Stock Purchase Agreement dated as of May 15, 2007 by an among FSI International, Incorporated by reference
Inc., MBK Project Holdings Ltd., Chlorine Engineers Corp. Ltd., Yasuda Enterprise
Development III Limited Partnership, Mizuho Capital Co., Ltd., Mr. Hideki Kawai,
Mr. Takanori Yoshioka and Mr. Satoshi Shikami. (exhibits omitted)(17)
21.0 Subsidiaries of the Company. Filed herewith
23.0 Consent of KPMG LLP, independent registered public accounting firm. Filed herewith
24.0 Powers of Attorney from the Directors of FSI International, Inc. Filed herewith
31.1 Certification by Principal Executive Officer Pursuant to Section 302 of the Sarbanes-  Filed herewith
Oxley Act.
31.2 Certification by Principal Financial and Accounting Officer Pursuant to Section 302  Field herewith
of the Sarbanes-Oxley Act.
32.1 Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Filed herewith

# Identified exhibit is a management contract, compensation plan or arrangement.

(1) Filed as an Exhibit to the Company's Registration Statement on Form S-4 (as amended) dated March 21, 1996, SEC File No. 333-
1509 and incorporated by reference.

(2) Filed as an Exhibit to the Company's Report on Form 10-Q for the quarter ended February 24, 1990, SEC File No. 0-17276, and
incorporated by reference.
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(3) Filed as an Exhibit to the Company's Report on Form 10-K for the fiscal year ended August 29, 1992, File No. 0-17276, and
incorporated by reference.

(4) Filed as an Exhibit to the Company's Report on Form 10-K for the fiscal year ended August 28, 1993, SEC File No. 0-17276, and
incorporated by reference.

(5) Filed as an Exhibit to the Company's Report on Form 10-Q for the fiscal quarter ended May 28, 1994, SEC File No. 0-17276, and
incorporated by reference.

(6) Filed as an Exhibit to the Company's Report on Form 10-K for the fiscal year ended August 27, 1994, SEC File No. 0-17276, and
incorporated by reference.

(7) Filed as an Exhibit to the Company's Report on Form 8-K, filed by the Company on January 27, 1999, SEC File No. 0-17276 and
incorporated by reference.

(8) Filed as an Exhibit to the Company's Report on Form 8-K, filed by the Company on June 24, 1999, SEC File No. 0-17276 and
incorporated by reference.

(9) Filed as an Exhibit to the Company's Report on Form 10-K for the fiscal year ended August 28, 1999, SEC File No. 0-17276, and
incorporated by reference.

(10) Filed as an Exhibit to the Company's Report on Form 10-Q for the fiscal quarter ended February 26, 2000, SEC File No. 0-17276
and incorporated by reference.

(11) Filed as an Exhibit to the Company's Report on Form 10-K for the fiscal year ended August 26, 2000, SEC File No. 0-17276 and
incorporated by reference.

(12) Filed as an Exhibit to the Company's Report on Form 10-Q for the fiscal quarter ended February 24, 2001, SEC File No. 0-17276
and incorporated by reference.

(13) Filed as an Exhibit to the Company's Registration Statement on Form S-8, filed by the Company on March 28, 2003, SEC File
No. 333-104088 and incorporated by reference.

(14) Filed as an Exhibit to the Company's Report on Form 10-K for the fiscal year ended August 31, 2002, SEC File No. 0-17276 and
incorporated by reference.

(15) Filed as an Exhibit to the Company's Report on Form 10-Q for the fiscal quarter ended February 23, 2002, SEC File No. 0-17276
and incorporated by reference.

(16) Filed as an Exhibit to the Company’s Current Report on Form 8-K, filed by the Company on October 20, 2004, SEC File No. 0-
17276 and incorporated by reference.

(17) Filed as an Exhibit to the Company’s Report on Form 10-Q for the quarter ended May 26, 2007, SEC File No. 0-17276 and
incorporated by reference.
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SUBSIDIARIES

NAME
FSI International Asia, Ltd.
FSI International (France) SARL
FSI International (Germany) GmbH
FSI International (Italy) S.r.1.
FSI International Netherlands B.V.
FSI International (Holding) B.V.
FSI International (UK) Limited
FSI International (Shanghai) Co., Ltd.
FSI International (Korea) Co., Ltd.
FSI International Semiconductor Equipment Pte Ltd
FSI International Israel, Ltd.
SCD Mountain View, Inc.
Semiconductor Systems, Inc.

FSI International, Inc. also owns a 20% interest in m*FSI LTD.
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Taiwan

France
Germany

Italy

The Netherlands
The Netherlands
Scotland
Peoples Republic of China
Korea
Singapore
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Minnesota
California




EXHIBIT 23.0
Consent of Independent Registered Public Accounting Firm

The Board of Directors
FSI International, Inc.:

We consent to incorporation by reference in the registration statements on Form S-8 (Nos. 33-29494, 33-39919, 33-33649, 33-33647,
33-39920, 33-42893, 33-77852, 33-77854, 33-60903, 333-30675, 333-19677, 333-19673, 333-01509, 333-50991, 333-94383, 333-
96275, 333-61164, 333-104088, 333-113735 and 333-122729) and on Form S-3 (No. 333-86148) of FSI International, Inc. of our
reports dated November 1, 2007, relating to the consolidated balance sheets of FSI International, Inc. and subsidiaries as of August 25,
2007 and August 26, 2006, and the related consolidated statements of operations, stockholders’ equity and comprehensive loss, and
cash flows for each of the years in the three-year period ended August 25, 2007 and the effectiveness of internal control over financial
reporting as of August 25, 2007 which reports appear in the August 25, 2007 annual report on Form 10-K of FSI International, Inc.

Our report refers to the Company’s adoption of the provisions of Statement of Financial Accounting Standards No. 123 (revised
2004), Share-Based Payment, on August 28, 2005, and Securities and Exchange Commission Staff Accounting Bulletin No. 108,
Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements, as of
August 27, 2006.

/s/ KPMG LLP

Minneapolis, Minnesota
November 1, 2007
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EXHIBIT 24.0

POWER OF ATTORNEY

KNOW BY ALL MEN BY THESE PRESENTS, that I, the undersigned director of FSI International, Inc. hereby appoint Donald
S. Mitchell and Patricia M. Hollister, and each of them (with full power to act alone), as attorneys and agents for the undersigned, with
full power of substitution for and in name, place, and stead of the undersigned, to sign and file with the Securities and Exchange
Commission under the Securities Exchange Act of 1934, as amended, the annual report on Form 10-K for the fiscal year ended August
25,2007 of FSI International, Inc. and any and all amendments and exhibits thereto, with full power and authority to do and perform
any and all acts and things whatsoever requisite and necessary or desirable, as fully and effectually in all respects as I could do if

personally present.
IN WITNESS WHEREOF, I have hereunto set my hand this 24™ day of October, 2007.
/s/ J.A. Bernards

James A. Bernards

POWER OF ATTORNEY

KNOW BY ALL MEN BY THESE PRESENTS, that I, the undersigned director of FSI International, Inc. hereby appoint Donald
S. Mitchell and Patricia M. Hollister, and each of them (with full power to act alone), as attorneys and agents for the undersigned, with
full power of substitution for and in name, place, and stead of the undersigned, to sign and file with the Securities and Exchange
Commission under the Securities Exchange Act of 1934, as amended, the annual report on Form 10-K for the fiscal year ended August
25,2007 of FSI International, Inc. and any and all amendments and exhibits thereto, with full power and authority to do and perform
any and all acts and things whatsoever requisite and necessary or desirable, as fully and effectually in all respects as I could do if

personally present.
IN WITNESS WHEREOF, I have hereunto set my hand this 25" day of October, 2007.
/s/ T.W. Glarner

Terrence W. Glarner

POWER OF ATTORNEY

KNOW BY ALL MEN BY THESE PRESENTS, that I, the undersigned director of FSI International, Inc. hereby appoint Donald
S. Mitchell and Patricia M. Hollister, and each of them (with full power to act alone), as attorneys and agents for the undersigned, with
full power of substitution for and in name, place, and stead of the undersigned, to sign and file with the Securities and Exchange
Commission under the Securities Exchange Act of 1934, as amended, the annual report on Form 10-K for the fiscal year ended August
25,2007 of FSI International, Inc. and any and all amendments and exhibits thereto, with full power and authority to do and perform
any and all acts and things whatsoever requisite and necessary or desirable, as fully and effectually in all respects as I could do if

personally present.
IN WITNESS WHEREOF, I have hereunto set my hand this 24™ day of October 2007
/s/ W.D. Maris

Willem D. Maris
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POWER OF ATTORNEY

KNOW BY ALL MEN BY THESE PRESENTS, that I, the undersigned director of FSI International, Inc. hereby appoint Donald
S. Mitchell and Patricia M. Hollister, and each of them (with full power to act alone), as attorneys and agents for the undersigned, with
full power of substitution for and in name, place, and stead of the undersigned, to sign and file with the Securities and Exchange
Commission under the Securities Exchange Act of 1934, as amended, the annual report on Form 10-K for the fiscal year ended August
25,2007 of FSI International, Inc. and any and all amendments and exhibits thereto, with full power and authority to do and perform
any and all acts and things whatsoever requisite and necessary or desirable, as fully and effectually in all respects as I could do if

personally present.
IN WITNESS WHEREOF, I have hereunto set my hand this 24™ day of October 2007.
/s/ D.S. Mitchell

Donald S. Mitchell

POWER OF ATTORNEY

KNOW BY ALL MEN BY THESE PRESENTS, that I, the undersigned director of FSI International, Inc. hereby appoint Donald
S. Mitchell and Patricia M. Hollister, and each of them (with full power to act alone), as attorneys and agents for the undersigned, with
full power of substitution for and in name, place, and stead of the undersigned, to sign and file with the Securities and Exchange
Commission under the Securities Exchange Act of 1934, as amended, the annual report on Form 10-K for the fiscal year ended August
25,2007 of FSI International, Inc. and any and all amendments and exhibits thereto, with full power and authority to do and perform
any and all acts and things whatsoever requisite and necessary or desirable, as fully and effectually in all respects as I could do if

personally present.
IN WITNESS WHEREOF, I have hereunto set my hand this 24™ day of October, 2007.
/s/ D. V. Smith

David V. Smith
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EXHIBIT 31.1
CERTIFICATIONS

I, Donald S. Mitchell, certify that:
1. Thave reviewed this annual report on Form 10-K of FSI International, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances 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 other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

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

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and 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 registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

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

Date: November 2, 2007
/s/ Donald S. Mitchell
Chairman and CEO
(Principal Executive Officer)
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EXHIBIT 31.2
CERTIFICATIONS

I, Patricia M. Hollister, certify that:
1. I have reviewed this annual report on Form 10-K of FSI International, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances 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 other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented
in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

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

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and 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 registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

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

Date: November 2, 2007 /s/ Patricia M. Hollister
Patricia M. Hollister
Chief Financial Officer
(Principal Financial Officer)
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EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER PURSUANT TO SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002 (18 U.S.C. SECTION 1350)

In connection with the Annual Report of FSI International, Inc., a Minnesota corporation (the “Company”), on Form 10-K for the year
ended August 25, 2007 as filed with the Securities and Exchange Commission (the “Report™), each of the undersigned hereby
certifies, pursuant to § 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. § 1350), that to the undersigned’s knowledge:

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

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: November 2, 2007

/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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PERFORMANCE GRAPH

The graph below compares the performance of our common stock to cumulative five year performance on the Nasdaq Stock
Market — U.S. Companies (“Nasdaq-US”) and the PHLX Semiconductor Sector (“SOX Index”), which can be found at
www.phlx.com, over the period of August 31, 2002 through August 25, 2007.

The chart below assumes that $100 was invested on August 31, 2002 in each of our common stock, the Nasdaq-US Index and the
SOX index and that all dividends were reinvested.
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August 2002 August 2003 August 2004 _August 2005 August 2006 _August 2007

FSI International,

Inc..cciiiin 100 100 110 91 126 58
Nasdaq-U.S 100 138 142 161 163 196
SOX Index ..... 100 152 124 158 144 165

DIRECT REGISTRATION OF FSI SHARES

As a holder of FSI International common stock, your shares can be held in electronic or book-entry form rather than certificate
form through the Direct Registration System (DRS). With DRS, Computershare Investors Services holds the shares electronically in
an account in your name. You can move shares between the company's records and the broker-dealer of your choice. DRS gives you
full ownership of your shares without the risk of holding certificates, which are subject to loss, theft or damage. You retain full
ownership of the shares and continue to receive all shareholder communications, such as annual reports and proxy voting
materials. You can also receive your account balance via telephone. You may convert the paper certificates you currently hold to
book-entry shares at any time, and any future transfers or issuances of shares will be issued in book-entry form unless you specifically
request a stock certificate. If your shares are held in street name through a broker-dealer and you are interested in participating in
DRS, you may have your broker-dealer transfer the shares to Computershare Investors Services electronically through DRS. For more
information on this service, contact Computershare Investors Services at 312-360-5324.


http://www.phlx.com/

Corporate Information:

Corporate Headquarters:
FSI International, Inc.
3455 Lyman Boulevard
Chaska, Minnesota
55318-3052

Phone: 952.448.5440
Fax: 952.448.2825
Web Address:
http://www.fsi-intl.com

United States:
Chaska, Minnesota
Allen, Texas

International:
France

Germany

Israel

Italy

Japan (m<FSI LTD)
Korea

Peoples Republic of China
Singapore

Taiwan

The Netherlands
United Kingdom

Stockholder Inquiries:
Investors seeking financial
publications or wishing to
be placed on the
Company’s mailing list of
investors may call:
952.448.8922.

Annual Meeting:

All stockholders and other
interested parties are
invited to attend the
Company’s annual
meeting scheduled for
January 16, 2008,
beginning 3:30 p.m. CST
at FSI International, Inc.
3455 Lyman Boulevard,
Chaska, Minnesota.

Independent Auditors:
KPMG LLP
Minneapolis, Minnesota

Registrar and Transfer
Agent:

Computershare Investor
Services, LLC

P.O. Box 43078
Providence, Rhode Island
02940-3078

Phone: 312.360.5324
E-mail:

web.queries@
computershare.com

Stock Listing:
NASDAQ Global Market*"
Symbol: FSII

Directors and Officers:

Board of Directors:
James A. Bernards
President,
Facilitation, Inc.

Terrence W. Glarner
President,
West Concord Ventures, Inc.

Willem D. Maris
President and

Chief Executive Officer,
ASM Lithography N.V.
(retired)

Donald S. Mitchell
Chairman, President and
Chief Executive Officer,
FSI International, Inc.

David V. Smith
Chief Executive Officer,
GlobiTech Holding Company

Corporate Officers:
John C. Ely

Vice President,

Global Sales and Service

Patricia M. Hollister
Chief Financial Officer and
Assistant Secretary

Donald S. Mitchell
Chairman, President and
Chief Executive Officer

Benno G. Sand
Executive Vice President,
Business Development,
Investor Relations and
Secretary

Forward-looking Statements:

Certain statements contained in this document constitute forward-looking statements within the meaning of Section 21E
of the Securities Exchange Act of 1934, as amended, and are subject to the safe harbor created by that statute. Such
forward-looking statements are based upon current expectations and beliefs and involve numerous risks and
uncertainties, both known and unknown, that could cause actual events or results to differ materially from these forward-
looking statements. For a discussion of factors that could cause actual results to differ materially from those described

in this shareholders’ letter, see the discussion of risk factors set forth in Item 7 of the 10-K, included with this report.
Typically we identify forward-looking statements by terminology such as “expects,” “anticipates,” “intends,” “may,”
“should,” “plans,” “believes,” “seeks,” “estimates,” “could,” “would” or the negative of such terms or other comparable
terminology. Although we believe that the expectations reflected in the forward-looking statements are reasonable as of
the date of this letter, we cannot guarantee future results, levels of activity, performance or achievements. We undertake
no duty to update any of the forward-looking statements after the date of this document.
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