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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended March 31, 2014

OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 0-16244

VEECO INSTRUMENTS INC.

(Exact Name of Registrant as Specified in Its Girart

Delaware 11-2989601
(State or Other Jurisdiction of (I.R.S. Employer
Incorporation or Organizatiol Identification Number

Terminal Drive
Plainview, New York 11803
(Address of Principal Executive Office (Zip Code)
Registrant’s telephone number, including area c(&l8) 677-0200

Website:.www.veeco.com

Indicate by check mark whether the Registranthél filed all reports required to be filed by Sexti3 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiach shorter period that the Registrant was redudadile such reports), and (2) has been
subject to such filing requirements for the pastia@s. Yesx] No O

Indicate by check mark whether the registrant ldsmstted electronically and posted on its corpo¥ab site, if any, every Interactive Data
File required to be submitted and posted pursuaRide 405 of Regulation S-T during the precedi@gribnths (or for such shorter period
that the registrant was required to submit and posh files). YesX] No O

Indicate by check mark whether the Registrantli&sg@e accelerated filer, an accelerated filer, a-accelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer,” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated filelX] Accelerated filerOd Non-accelerated fileid Smaller reporting compan
(Do not check if a Smaller reporting compa

Indicate by check mark whether the Registrantsbell company (as defined in Rule 12b-2 of the Exgfe Act). YesDl  No



40,039,513 shares of common stock were outstaradiraf the close of business on April 25, 2014.
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Safe Harbor Statement

This quarterly report on Form 10-Q (the “Reportdntains forward-looking statements within the magrof Section 27A of the Securities
Act of 1933, as amended, and Section 21E of tharies Exchange Act of 1934, as amended. Discassiontaining such forward-looking
statements may be found in Part I. Items 2 and&dfieas well as within this Report generally. tidiion, when used in this Report, the
words “believes,” “anticipates,” “expects,” “estitea,” “plans,” “intends” “will” and similar expregmns are intended to identify forward-
looking statements. All forward-looking statemeats subject to a number of risks and uncertaititiascould cause actual results to differ

materially from projected results. These risks andertainties include, without limitation, the fmNing:

»  Our operating results have been, and may contimbe tadversely affected by unfavorable market itimmd;

«  Timing of market adoption of light emitting diod&.ED”) technology for general lighting is uncertain

e Qur failure to successfully manage our outsoureictiyities or failure of our outsourcing partnessperform as anticipated could
adversely affect our results of operations andadmility to adapt to fluctuating order volumes;

»  The further reduction or elimination of foreign goamment subsidies and economic incentives may adleaffect the future order
rate for our metal organic chemical vapor depasi{itIOCVD”) equipment;

e Our operating results have been, and may contmbe tadversely affected by tightening credit meske

e Our backlog is subject to customer cancellatiomodification and such cancellation could resuliétreased sales and increased
provisions for excess and obsolete inventory anbilities to our suppliers for products no longeeded,;

*  Our failure to estimate customer demand accuratlyd result in excess or obsolete inventory anii#ibilities to our suppliers for
products no longer needed, while manufacturingiiapgions or delays could affect our ability to rheestomer demand;

»  The cyclicality of the industries we serve direaffects our business;

*  Werely on a limited number of suppliers, some bbm are our sole source for particular components;

*  Our sales to LED and data storage manufacturenrsigindy dependent on these manufacturers’ salesdiosumer electronics
applications, which can experience significant tilita due to seasonal and other factors, whichldeoaterially adversely impact
our future results of operations;

We are exposed to the risks of operating a globsiness, including the need to obtain export liesrfer certain of our shipments
and political risks in the countries we operate;

«  We may be exposed to liabilities under the For&ognrupt Practices Act and any determination thatiskated these or similar lay
could have a material adverse effect on our busjnes

e The timing of our orders, shipments, and revenaegeition may cause our quarterly operating regalftuctuate significantly;

We operate in industries characterized by rapildrtelogical change;

»  We face significant competition;

«  We depend on a limited number of customers, locatidarily in a limited number of regions, whicheypte in highly concentrated
industries;

*  Our sales cycle is long and unpredictable;

*  We are subject to internal control evaluations attelstation requirements of Section 404 of the &aeb-Oxley Act and any delays
or difficulty in satisfying these requirements @gative reports concerning our internal controlsd@d@dversely affect our future
results of operations and our stock price;

*  The price of our common shares may be volatileandd decline significantly;

»  Ourinability to attract, retain, and motivate k@ayployees could have a material adverse effecuobuwsiness;

*  We are subject to foreign currency exchange risks;

«  The enforcement and protection of our intellecpraberty rights may be expensive and could divertlimited resources;

We may be subject to claims of intellectual proparfringement by others;

« If we are subject to cyber-attacks we could inalbssantial costs and, if such attacks are sucdessfuld result in significant
liabilities, reputational harm and disruption ofr aperations;

e Our acquisition strategy subjects us to risks aateat with evaluating and pursuing these opporieménd integrating these
businesses;

We may be required to take additional impairmertrghs for goodwill and indefinite-lived intangitdssets or definite-lived
intangible and long-lived assets;
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* Changes in accounting pronouncements or taxaties nr practices may adversely affect our finanaults;

*  We are subject to risks of non-compliance with emwvinental, health and safety regulations;

*  We have significant operations in locations whioluld be materially and adversely impacted in thengéwf a natural disaster or
other significant disruption;

We have adopted certain measures that may havéaiativer effects which may make an acquisitioawsfCompany by another
company more difficult;

*  New regulations related to conflict minerals wdtde us to incur additional expenses, may makesapply chain more complex,
and may result in damage to our relationships waitstomers; and

e The matters set forth in this Report generallyluding the risk factors set forth in “Part . ItebA. Risk Factors.”

Consequently, such forward looking statements shbelregarded solely as the current plans, estinzeteé beliefs of Veeco Instruments Inc.
(together with its consolidated subsidiaries, “V@ethe “Company”, “we”, “us”, and “our”, unlessetcontext indicates otherwise). The
Company does not undertake any obligation to upalayeforward looking statements to reflect futuvergts or circumstances after the date of
such statements.

Available Information

We file annual, quarterly and current reports, infation statements and other information with tB€SThe public may obtain information
by calling the SEC at 1-800-SEC-0330. The SEC mlamtains a website that contains reports, proxyiaformation statements, and other
information regarding issuers that file electrofiicaith the SEC. The address of that sitevisw.sec.gov

Internet Address

We maintain a website where additional informattoncerning our business and various upcoming evamtde found. The address of our
website isvww.veeco.comiWe provide a link on our website, under Investorg-irancial Information — SEC Filings, through which
investors can access our filings with the SEC uidiclg our annual reports on Form 10-K, quarterfyorés on Form 10-Q, current reports on
Form 8-K and all amendments to such reports. Tfilrsgs are posted to our website as soon as reddpipracticable after we electronically
file such material with the SEC.
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Item 1. Financial Statements

Net sales

Cost of sales
Gross profit
Operating expense

Selling, general and administrati

Research and developme
Amortization
Restructuring

Total operating expenses
Other operating, net

Changes in contingent consideration

Operating income (loss)

Interest income (expense), net
Income (loss) before income taxes
Income tax provision (benefit)

Net income (loss

Income (loss) per common sha

Basic:
Income (loss)
Diluted :
Income (loss)

Weighted average shares outstand

Basic
Diluted

PART I. FINANCIAL INFORMATION

Veeco Instruments Inc. and Subsidiaries
Condensed Consolidated Statements of Operations
(In thousands, except per share data)

(Unaudited )

For the three months endec

March 31,

2014 2013
90,84. $ 61,78
57,06¢ 39,22¢
33,77 22,55:
21,66 19,64¢
19,76¢ 20,731

2,90 85€
392 531
44.73( 41,77
(212) 404
(29,366 -
18,62 (19,622
164 192
18,79: (19,43)
(36S) (9,36))
19,16( $ (10,079
0.4¢ $ (0.26)
0.4 $ (0.26)
39,17 38,71¢
39,931 38,71¢

The accompanying notes are an integral part obtheadensed consolidated financial statements

4
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Veeco Instruments Inc. and Subsidiaries
Condensed Consolidated Statements of Comprehensiveome (Loss)
(In thousands)

(Unaudited)
For the three months endec
March 31,
2014 2013
Net income (loss $ 19,16( $ (10,079
Other comprehensive income (loss), net of
Available-for-sale securitie
Unrealized gain (loss) on availa-for-sale securitie 50 27
Benefit (provision) for income taxe — 16
Less: Reclassification adjustments for gains inetlich net income (loss) — (59
Net unrealized gain (loss) on available-for-salusigies 50 (16)
Foreign currency translatic
Foreign currency translatic 13z (750
Benefit (provision) for income taxes — (13
Net foreign currency translation 132 (763
Other comprehensive income (loss), net of tax 18z (779
Comprehensive income (loss) $ 19,34 $ (20,850

The accompanying notes are an integral part obtheadensed consolidated financial statements

5
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Veeco Instruments Inc. and Subsidiaries
Condensed Consolidated Balance Sheets
(In thousands, except share data)

Assets
Current asset:
Cash and cash equivalel
Shor-term investment
Restricted cas
Accounts receivable, n
Inventories
Deferred cost of sale
Prepaid expenses and other current a
Deferred income taxes
Total current assets
Property, plant and equipment at cost,
Goodwill
Deferred income taxe
Intangible assets, n
Other assets
Total assets
Liabilities and equity
Current liabilities:
Accounts payabl
Accrued expenses and other current liabili
Customer deposits and deferred reve
Income taxes payab
Deferred income taxe
Current portion of long-term debt
Total current liabilities

Deferred income taxe
Long-term debt
Other liabilities

Total liabilities

Equity:

Preferred stock, 500,000 shares authorized; n@shssued and outstandi
Common stock; $.01 par value; authorized 120,0@db@res; 40,015,173 and 39,666,195 shar

issued and outstanding in 2014 and 2013, respéc
Additional paic-in capital
Retained earning
Accumulated other comprehensive income
Total equity
Total liabilities and equity

The accompanying notes are an integral part obtbeadensed consolidated financial statements

6

March 31, December 31
2014 2013
(Unaudited)
$ 21468. $ 210,79¢
267,40: 281,53
764 2,73¢
50,72( 23,82
52,07: 59,72¢
2,64¢ 724
26,12 22,57¢
10,79¢ 11,71¢
625,20: 613,64
86,91: 89,13¢
91,34¢ 91,34¢
397 397
111,81 114,71¢
38,88: 38,72¢
$ 95455 $ 947,96
$ 28,29 $ 35,75¢
38,06 51,08
41,17 34,75¢
5,53¢ 6,14¢
15¢ 15¢
29€ 29C
113,52: 128,19:
26,32t 28,05:
1,771 1,847
49€ 9,64¢
142,11¢ 167,73¢
40C 397
734,21 721,35:
73,02( 53,86(
4,80¢ 4,621
812,44 780,23(
$ 95455 $ 947,96¢
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Veeco Instruments Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows
(In thousands)
(Unaudited)

Cash Flows from Operating Activities
Net income (loss
Adjustments to reconcile net income (loss) to r@eshcfrom operating activitie
Depreciation and amortizatic
Deferred income taxe
Non-cash equit-based compensatic
Provision for bad det
Gross profit from sales of lab toc
Change in contingent considerati
Excess tax benefits from eqi-based compensatic
Changes in operating assets and liabilii
Accounts receivabl
Restricted cas
Inventories
Prepaid expenses and other current a:
Accounts payabl
Accrued expenses, customer deposits, deferred ueveamd other current liabilitie
Income taxes payab
Other, net
Net cash provided by (used in) operating activi

Cash Flows from Investing Activities
Capital expenditure
Proceeds from the liquidation of st-term investment
Payments for purchases of sl-term investment
Proceeds from sale of lab tox
Other

Net cash provided by (used in) investing activi

Cash Flows from Financing Activities
Proceeds from stock option exerci:
Restricted stock tax withholding
Excess tax benefits from eqi-based compensatic
Repayments of long-term debt
Net cash provided by (used in) financing activi

Effect of exchange rate changes on cash and casvatnts
Net increase (decrease) in cash and cash equis

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

The accompanying notes are an integral part oetheadensed consolidated financial statements

7

Three months endec

March 31,
2014 2013

$ 19,16( $ (10,077
5,771 3,927
(799) (6,215)
4,72z 2,57¢
(42) 16
(920) —
(29,369 —
— (31
(26,939 20,00«
1,97¢ —
8,15( (8,395)
(3,410 (6,507)
(7,432 6,45¢
11,60¢ 1,764
(612) (1,555)
(265) 8,50¢
(18,407 10,48¢
(2,139 (1,619
32,03( 101,23¢
(17,989 (271,719
2,34( —
(124) —
14,11¢ (172,096
8,31¢ 28C
(170) (132)
— 31
(79 (65)
8,07¢ 114
89 60
3,88¢ (161,43
210,79¢ 384,55
$ 214,68: $ 223,12
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Veeco Instruments Inc. and Subsidiaries
Notes to Condensed Consolidated Financial StatemenfUnaudited)

Note 1—Basis of Presentation

The accompanying unaudited condensed consolidetaddial statements of Veeco Instruments Inc. ftogrewith its consolidated
subsidiaries, “Veeco”, the “Company”, “we”, “us™d “our”, unless the context indicates otherwissajénbeen prepared in accordance with
accounting principles generally accepted in thed¢hBtates (“U.S.”) for interim financial informati and with the instructions to Form 10-Q
and Article 10 of Regulation S-X. Accordingly, thdg not include all of the information and footretequired by U.S generally accepted
accounting principles (“U.S. GAAP”) for completadincial statements. In the opinion of managemdradaistments considered necessary
for a fair presentation (consisting of normal rety accruals) have been included. Operating re$attthe three months ended March 31,
2014, are not necessarily indicative of the reghlis may be expected for the year ending Dece®ibe2014. For further information, refer
the consolidated financial statements and footnthiexeto included in our annual report on Form 1fbkthe year ended December 31, 2013.

Consistent with prior years, we report interim dees, other than fourth quarters which always em®ecember 31, on a 13-week basis
ending on the last Sunday of each period. Theintguarter ends are determined at the beginnireof year based on the W8ek quarters
The 2014 interim quarter ends are March 30, Juren29September 28. The 2013 interim quarter ends March 31, June 30 and
September 29. For ease of reference, we repos thessim quarter ends as March 31, June 30 ante®dyer 30 in our interim condensed
consolidated financial statements. We have redladsiertain amounts previously reported in ouaficial statements to conform to the
current presentation.

Use of Estimates

The preparation of financial statements in confoymiith U.S. GAAP requires management to make estand assumptions that affect the
reported amounts of assets and liabilities andafisice of contingent assets and liabilities atdate of the financial statements and the
reported amounts of revenues and expenses dugngplorting period. Significant estimates made lypagement include: the best estimate
of selling price for our products and servicespwhnce for doubtful accounts; inventory obsoleseenecoverability and useful lives of
property, plant and equipment and identifiablengible assets; investment valuations; fair valudesfvatives; recoverability of goodwill ai
long lived assets; recoverability of deferred tageds; liabilities for product warranty; accountfogacquisitions; accruals for contingencies;
equity-based payments, including forfeitures armdiogpmance based vesting; and liabilities for taxentainties. Actual results could differ
from those estimates.

Income (Loss) Per Common Sh

The following table sets forth the reconciliationbasic weighted average shares outstanding antédilveighted average shares outstanding
(in thousands:

Three months endec

March 31,
2014 2013
Basic weighted average shares outstanding 39,17: 38,71¢
Dilutive effect of stock options and restrictedcito 76C —
Diluted weighted average shares outstanding 39,931 38,71¢

Basic income (loss) per common share is computied tise weighted average number of common sharssamaing during the period.
Diluted income (loss) per common share is compusdg the weighted average number of common ska@sommon equivalent shares
outstanding during the period. For the three moatided March 31, 2013, we reported a net lossegipé to common shareholders, and
accordingly, the basic and diluted weighted avesdgaes outstanding are equal because any indebasic weighted average shares
outstanding would be antidilutive. As a result, tiee three months ended March 31, 2013, we exclQdedillion common equivalent shares
that would have otherwise been dilutive.
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Additionally, not included above, were additiontdck options and restricted stock outstanding liaat exercise or grant prices in excess of
the average market value of our common stock duhiageriod and are therefore antidilutive. Theezenl.4 million of such underlying
shares for the three months ended March 31, 20d2@1h3, respectively.

Revenue Recognitic

We recognize revenue when all of the followingeria have been met: persuasive evidence of angemaent exists with a customer; deliv

of the specified products has occurred or senhiea® been rendered; prices are contractually fxetbterminable; and collectability is
reasonably assured. Revenue is recorded inclutipgiag and handling costs and excluding applicédstes related to sales. A significant
portion of our revenue is derived from contractuahngements with customers that have multiple eteésy such as systems, upgrades,
components, spare parts, maintenance and serags. (for sales arrangements that contain multipfeents, we split the arrangement into
separate units of accounting if the individuallyidEred elements have value to the customer oaradatone basis. We also evaluate whether
multiple transactions with the same customer ateel party should be considered part of a mulgfdenent arrangement, whereby we assess
among other factors, whether the contracts or ageets are negotiated or executed within a shoe fiame of each other or if there are
indicators that the contracts are negotiated irtezoplation of each other. When we have separate ahaccounting, we allocate revenue to
each element based on the following selling prieganchy: vendor-specific objective evidence (“VSPiEavailable; third party evidence
(“TPE") if VSOE is not available; or our best estita of selling price (“BESP’f neither VSOE nor TPE is available. We utilize 8 for the
majority of the elements in our arrangements. Tde@anting guidance for selling price hierarchy dad include BESP for arrangements
entered into prior to January 1, 2011, and as suchecognized revenue for those arrangements asiloes below.

We consider many facts when evaluating each obal@s arrangements to determine the timing of reeeacognition, including the
contractual obligations, the customer’s creditwiortss and the nature of the customer’s post-dglimeceptance provisions. Our system sales
arrangements, including certain upgrades, generallyde field acceptance provisions that may ideléunctional or mechanical test
procedures. For the majority of our arrangementsistomer source inspection of the system is paedrin our facility or test data is sent to
the customer documenting that the system is funictgpto the agreed upon specifications prior tovéey. Historically, such source inspect
or test data replicates the field acceptance pmnssthat will be performed at the customer’s piter to final acceptance of the system. As
such, we objectively demonstrate that the critgpiecified in the contractual acceptance provisaasachieved prior to delivery and,
therefore, we recognize revenue upon delivery sineee is no substantive contingency remainingedl&o the acceptance provisions at that
date, subject to the retention amount constraistriged below. For new products, new applicatidnsxgsting products or for products with
substantive customer acceptance provisions whe@awaot objectively demonstrate that the critepiecfied in the contractual acceptance
provisions have been achieved prior to deliveryeneie and the associated costs are deferred anpddobgnized upon the receipt of final
customer acceptance, assuming all other revenogmgon criteria have been met.

Our system sales arrangements, including certagnagies, generally do not contain provisions fontrigf return or forfeiture, refund, or other
purchase price concessions. In the rare instanbesavsuch provisions are included, we defer akkmere until such rights expire. In many
cases our products are sold with a billing retenttgpically 10% of the sales price (the “retentamount”), which is typically payable by the
customer when field acceptance provisions are cetegl The amount of revenue recognized upon dglivea system or upgrade, if any, is
limited to the lower of i) the amount billed thatriot contingent upon acceptance provisions thé)value of the arrangement consideration
allocated to the delivered elements, if such safeit of a multiple-element arrangement.

For transactions entered into prior to January01,12under the accounting rules for multiple-eletre@rangements in place at that time, we
deferred the greater of the retention amount ordlaive fair value of the undelivered elementsdibon VSOE. When we could not estat
VSOE or TPE for all undelivered elements of anrageanent, revenue on the entire arrangement wase@fentil the earlier of the point
when we did have VSOE for all undelivered elementthe delivery of all elements of the arrangement.

Our sales arrangements, including certain upgrageserally include installation. The installatiopess is not deemed essential to the
functionality of the equipment since it is not cden that is, it does not require significant chasdo the features or capabilities of the
equipment or involve building elaborate interfaoesonnections subsequent to factory acceptancehadie a demonstrated history of
consistently completing installations in a timelgmmer and can reliably estimate the costs of satiities. Most customers engage us to
perform the installation services, although theseather
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third-party providers with sufficient knowledge whould complete these services. Based on theswr$agte deem the installation of our
systems to be inconsequential or perfunctory radat the system as a whole, and as a result, doonsider such services to be a separate
element of the arrangement. As such, we accrued$ieof the installation at the time of revenueogggtion for the system.

In Japan, where our contractual terms with custergenerally specify title and risk and rewardswhership transfer upon customer
acceptance, revenue is recognized and the cusierbiled upon the receipt of written customer gataace. During the fourth quarter of
fiscal 2013, we began using a distributor for altvadlsof our product and service sales to custoriredapan. Title and risk and rewards of
ownership of our system sales still transfer toenat-customers upon their acceptance. As sucte th@o impact to our policy of
recognizing revenue upon receipt of written acasggdrom the end customer.

Revenue related to maintenance and service cosigacognized ratably over the applicable cohtexen. Component and spare part
revenue are recognized at the time of deliverycooedance with the terms of the applicable salemgement.

Recent Accounting Pronounceme

Reporting Discontinued Operations and DisclosureBigposals of Components of an En. In April 2014, the FASB issued ASU No. 2014-
08 that changes the threshold for reporting disnaetl operations and adds new disclosures. Thegn@ance defines a discontinued
operation as a disposal of a component or grogoiponents that is disposed of or is classifiededd for sale and “represents a strategic
shift that has (or will have) a major effect oneantity’s operations and financial results.” Forpdisals of individually significant components
that do not qualify as discontinued operationsgrtity must disclose pre-tax earnings of the disdasomponent. For public business entities,
this guidance is effective prospectively for abmsals (or classifications as held for sale) ofifponents of an entity that occur within annual
periods beginning on or after December 15, 2014 iaterim periods within those years. Early adapi® permitted, but only for disposals
classifications as held for sale) that have nohlreported in financial statements previously iglsoleavailable for issuance. We do not ex|
the adoption of this guidance to have a materighioh on our consolidated financial statements.

Presentation of an Unrecognized Tax Benefit WhietaOperating Loss Carryforward, a Similar Tax LossTax Credit Carryforwarc
Exists:In July 2013, the FASB issued ASU No. 2013-Rfegsentation of an Unrecognized Tax Benefit WhBetOperating Loss
Carryforward, a Similar Tax Loss, or Tax Credit @#orward Exists ASU 2013-11 requires entities to present an wyeized tax benefit,
or a portion of an unrecognized tax benefit, asduction to a deferred tax asset for a net operétss carryforward, a similar tax loss, or a
tax credit carryforward when settlement in this mamis available under the tax law. This ASU ieefiive prospectively for fiscal years, and
interim periods within those years, beginning abecember 15, 2013. We adopted this as of Jany&914 and it did not have a material
impact on our consolidated financial statements.

Presentation of Financial Statemenin April 2013, the FASB issued ASU No. 2013-07,éBentation of Financial Statements (Topic 205):
Liguidation Basis of Accounting.” The objective A8U 2013-07 is to clarify when an entity should lgpthe liquidation basis of accounting.
The update provides principles for the recognitiod measurement of assets and liabilities and nements for financial statements prepared
using the liquidation basis of accounting. This AiSl&ffective prospectively for fiscal years, anterim periods within those years, beginr
after December 15, 2013. We adopted this as ofaigrly 2014 and will evaluate the materiality sfiifnpact on our consolidated financial
statements when there are any indications thaidiégion is imminent.

Paren’s Accounting for the Cumulative Translation Adpasnt:In March 2013, the FASB issued ASU No. 20134Ratent’s Accounting for
the Cumulative Translation Adjustment upon Deredogmnof Certain Subsidiaries or Groups of Assetihin a Foreign Entity or of an
Investment in a Foreign Enti. This new standard is intended to resolve diveisipractice regarding the release into net incoifne
cumulative translation adjustment (“CTA”) upon dewgnition of a subsidiary or group of assets withiforeign entity. ASU No. 2013-05 is
effective prospectively for fiscal years (and iimereporting periods within those years) beginrafigr December 15, 2013. We have adopted
this as of January 1, 2014 and currently anticiff@éit could have an impact on our consolidatedrfcial statements, in the event of
derecognition of a foreign subsidiary in 2014 doseguently. We cannot currently estimate the amoLGITA to be released into income

from any potential derecognition.
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Note 2 — Business Combinations

On October 1, 2013 (“the Acquisition Date”), Veammuired 100% of the outstanding common sharewvating interest of Synos
Technology, Inc. (“Synos”). The results of Synopkerations have been included in the consolidateshéial statements since that date. Sy
is an early stage manufacturer of fast array scanaiomic layer deposition (“FAST-ALD'fpols for OLED and other applications. As a re
of the acquisition, the Company has entered the Alddket which is complimentary to the CompanWOCVD LED offerings. The purcha
price allocation is still preliminary.

As part of Veeco’s acquisition agreement with Syrbbsre were certain contingent payments due te¢himg shareholders of Synos
dependent on the achievement of certain milestarfesaggregate fair value of the contingent comaiitn arrangement as of December 31,
2013 was $29.4 million.

We estimate the fair value of acquisition-relatedtmgent consideration based on management’s pildpaveighted present value of the
consideration expected to be transferred duringeh®minder of the earn-out period, based on trectmst related to the milestones. The fair
value of the contingent consideration is reasselsgers on a quarterly basis based on a collaberafifort of our operations, finance and
accounting groups using additional informationtdseicomes available. Any change in the fair valugnoacquisition’s contingent
consideration liability results in a remeasurengaih or loss that is recorded in the earnings af pleriod. As of March 31, 2014, we
determined that the agreed upon post-closing riest were not met or are not expected to be aaheve therefore reversed the remaining
$29.4 million liability of the contingent considéian and recorded it as a change in contingentiderstion in the Condensed Consolidated
Statement of Operations.

The post-closing milestones are divided into twottmencies. The first, tied to receipt of certpimchase orders, had an evaluation date of
March 31, 2014, which, was not met and accounte§26.2 million of the reversed liability. The sechis based on achieving certain full
year 2014 revenue and gross margin thresholds hveie unlikely to be met and accounted for $9.2ionilof the reversed liability. As ¢
March 31, 2014 the second contingency, with a marinpotential value of $75.0 million, remains conttally outstanding.

Note 3—Income Taxes

At the end of each interim reporting period, wdreate the effective income tax rate expected tagmicable for the full year. This estimate
is used to determine the income tax provision oefieon a year-to-date basis and may change isegjent interim periods.

Our effective tax rate for the three months endeddid 31, 2014 was a benefit of 2.0% compared tengfit of 48.2% during the three
months ended March 31, 2013. A tax benefit fohgaeriod was provided to the extent of future reakx of taxable temporary differences
which relate primarily to tax deductible intangibl®©ur effective tax rate for 2014 differed frone #xpected net operating loss carry forward
benefit at the U.S. federal statutory rate of 35¥wnarily because of the inability to recognize shemefit due to uncertainties relating to
future taxable income in terms of both its timinglats sufficiency, which would enable us to realibe federal carry forward benefit. The
effective tax rate was also impacted because wadtigrovide a tax provision on the gain from te#lement of the contingent consideration
related to the Synos acquisition. Our effectivertte for 2013 differed from the U.S. federal stautyi rate as a result of the jurisdictional mix
of earnings in our foreign locations, an incomeliarefit related to the generation of current yeaearch and development tax credits, and
legislation enacted in the first quarter of 2013akirextended the Federal Research and Developmredit@or both the 2012 and 2013 tax
years.

Note 4—Balance Sheet Information

Cash and Cash Equivalents

Cash and cash equivalents include cash and céitdity liquid investments. Highly liquid investmentvith maturities of three months or less
when purchased may be classified as cash equiga®uath items may include liquid money market antgWJ.S. treasuries, government

agency securities and corporate debt. The invesdtntieat are classified as cash equivalents aredaat cost, which approximates fair value.
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Short-Term Investments

Total available-for-sale securities and gains asdés in accumulated other comprehensive incores) (tmnsist of the followingif
thousandy:

March 31, 2014

Gains in Losses in
Accumulated Accumulated
Other Other
Amortized Comprehensive Comprehensive Estimated Fair
Cost Income Income Value
U.S. treasurie $ 130,88¢ $ 25 3 — $ 130,91
Corporate dek 73,41( 76 (13 73,47
Government agency securiti 59,00« 11 — 59,01t
Commercial pape 4,00( — — 4,00(
Total available-for-sale securities $ 267,30: $ 11z $ (13) $ 267,40:
December 31, 201
Gains in Losses in
Accumulated Accumulated
Other Other
Amortized Comprehensive Comprehensive Estimated Fair
Cost Income Income Value
U.S. treasurie $ 130,95t $ 22 % 1 $ 130,97
Corporate dek 77,58: 55 (36) 77,60
Government agency securiti 61,00¢ 9 — 61,01
Commercial pape 11,947 — — 11,947
Total available-for-sale securities $ 281,48¢ $ 8¢ $ (37) $ 281,53¢

During the three months ended March 31, 2014 ai@ 28vailable-for-sale securities were liquidatedtbtal proceeds of $32.0 million and
$101.2 million, respectively. For the three morghsled March 31, 2014 there were no realized gairtkese liquidations, which were all
maturities of investments. For the three monthsdrdarch 31, 2013 the gross realized gains on thedes were $0.1 million. The cost of
securities sold is based on specific identification

The table below shows the fair value of short-tamestments that have been in an unrealized lositigro for less than 12 months$n(
thousandy:

March 31, 2014

Less than 12 months Total
Estimated Gross Unrealized Estimated Fair Gross Unrealized
Fair Value Losses Value Losses
Corporate dek $ 25,91¢ $ (13 $ 25,91¢ $ (13)
Total $ 2591¢ $ (13) $ 2591¢ $ (13
December 31, 201.
Less than 12 months Total
Estimated Gross Unrealized Estimated Fair Gross Unrealized
Fair Value Losses Value Losses
Corporate dek $ 37,65« $ (36) $ 37,65« $ (36)
U. S. treasurie 29,06¢ (1) 29,06¢ (1)
Total $ 66,72: $ (37 $ 66,72: $ (37)

We did not hold any short-term investments thaehasen in an unrealized loss position for 12 moatHenger for the periods noted in the
tables above.
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The Company regularly reviews its investment pdidgfto identify and evaluate investments that hancations of possible impairment.
Factors considered in determining whether an uizezhloss was considered to be temporary or otier-temporary and therefore impaired
include: the length of time and extent to which falue has been lower than the cost basis; tlaadiml condition and near-term prospects of
the investee; and whether it is more likely thahthat the Company will be required to sell theusiég prior to recovery. The Company
believes the gross unrealized losses on the Corfgpahngrt-term investments as of March 31, 2014@adember 31, 2013 were temporary in
nature and therefore did not recognize any impaitme

Contractual maturities of available-for-sale dedatigities are as followsili thousand$:

March 31, 2014
Estimated Fair Value

Due in one year or le: $ 207,91:
Due in -2 years 47,62
Due in =3 years 11,86¢

Total availabl-for-sale securitie $ 267,40:

Actual maturities may differ from contractual matigis because some borrowers have the right taocaliepay obligations with or without
call or prepayment penalties.

Restricted Cas

As of March 31, 2014 and December 31, 2013, restticash was $0.8 million and $2.7 million, respety, which serves as collateral for
bank guarantees that provide financial assuraratete Company will fulfill certain customer obligans. This cash is held in custody by the
issuing bank and is restricted as to withdrawals® while the related bank guarantees are outsigndi

Accounts Receivable, N

Accounts receivable are presented net of allowéorcdoubtful accounts of $2.7 million and $2.4 oitl as of March 31, 2014 and
December 31, 2013, respectively. We evaluate tHeatability of accounts receivable based on a doatipn of factors. In cases where we
become aware of circumstances that may impair ees’s ability to meet its financial obligationsgbsequent to the original sale, we will
record an allowance against amounts due, and theeelnice the net recognized receivable to the atrtberwe reasonably believes will be
collected. For all other customers, we recognizalrxwance for doubtful accounts based on the lenftime the receivables are past due
consideration of other factors such as industnydit@ms, the current business environment andig®tical experience.

Inventories

Inventories are stated at the lower of cost (ppalty first-in, first-out) or market. Inventoriesusist of (in thousandy:

March 31, December 31
2014 2013
Materials $ 27,48t $ 34,30:
Work in proces: 16,827 12,90(
Finished goods 7,76( 12,52t
$ 52,07. $ 59,72¢
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Property, Plant and Equipment, N

As of March 31, 2014, we are holding $5.8 millidrtaols, that were previously used in our labor&®rfor sale. These tools are carried in
machinery and equipment, as a component of propalapt and equipment, net in our Condensed Catesteldl Balance Sheets. These tools
are the same type of tools we sell to our custorndise ordinary course of our business. Duringttitee months ended March 31, 2014, we
converted and sold $1.4 million of tools that wel lpaeviously used in our laboratories as Veecoif@aitEquipment at an aggregate selling
price of $2.3 million which is included in revenimeour Condensed Consolidated Statements of Opasati

Cost Method Investment

On September 28, 2010, we completed a $3.0 miltisastment in a rapidly developing organic lightigimg diode (also known as OLED)
equipment company (the “Investment”). We investecdditional $10.3 million and $1.2 million in thevestment during 2012 and 2011,
respectively. In 2013, we invested an additionadi$gillion in the Investment in the form of bridgetes bearing 4% interest. The bridge
notes are payable in equity at the time of a ligyidvent or a qualifying equity investment rountherwise they are payable in cash one year
from the date of issuance. During the three moettfied March 31, 2014, we invested an additiond 80llion in the Investment in the form
of additional bridge notes. Subsequent to quaridr we invested an additional $0.6 million in thielge notes. As of March 31, 2014 and
December 31, 2013, we have a 15.4% ownership giribferred shares, and effectively hold a 11.0%emakmip interest of the total company.
Since we do not exert significant influence on lthestment, this investment is treated under tts e@thod in accordance with applicable
accounting guidance. This investment is recordemthier assets in our Condensed Consolidated Batineets as of March 31, 2014 and
December 31, 2013.

Customer Deposits and Deferred Revenue

As of March 31, 2014 and December 31, 2013 , wechatbmer deposits of $31.3 million and $27.5 wnilj respectively recorded as a
component of customer deposits and deferred revenue

Accrued Warrant

We estimate the costs that may be incurred un@ew#rranties we provide and record a liabilityhie amount of such costs at the time the
related revenue is recognized. Factors that affiectvarranty liability include product failure ratematerial usage and labor costs incurred in
correcting product failures during the warrantyiper This accrual is recorded in accrued expensdther current liabilities in our
Condensed Consolidated Balance Sheets. We petiigdisaess the adequacy of our recognized warieiijity and adjust the amount as
necessary. Changes in our warranty liability dutimg period are as followsr{ thousands:

March 31,
2014 2013
Balance as of the beginning of period $ 5,66z $ 4,94;
Warranties issued during the per| 643 47¢
Settlements made during the per (1,199 (1,34))
Changes in estimate during the period — —
Balance as of the end of period $ 511C $ 4,07¢

Mortgage Payabl

We have a mortgage payable with approximately $2lllon outstanding as of March 31, 2014 and Decendi, 2013. The mortgage
accrues interest at an annual rate of 7.91%, anfirthl payment is due on January 1, 2020. We estirthe fair value of the mortgage as of
March 31, 2014 and December 31, 2013 was approglynd.2 million and $2.3 million, respectively.
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Accumulated Other Comprehensive Incc

The components of accumulated other comprehensoggrie are n thousands:

As of March 31, 2014 Gross Taxes Net

Translation adjustmen $ 5851 $ 392 % 5,45¢
Minimum pension liability (1,160 424 (73€)
Unrealized gain on available-for-sale securities 99 (18) 81
Accumulated other comprehensive income $ 4,79C $ 14 $ 4,80/
As of December 31, 201 Gross Taxes Net

Translation adjustmen $ 571¢ % 392 % 5,32¢
Minimum pension liability (1,160 424 (73€)
Unrealized gain on available-for-sale securities 49 (18) 31
Accumulated other comprehensive income $ 4607 $ 14 3 4,621

Common Stock

During the three months ended March 31, 2014, 3bshares of common stock were issued as a rdsstthek option exercises and 12,532
restricted stock awards vested, for which, 4,84&krehwere withheld to cover taxes and cancelled.

Note 5—Segment Information

We have five identified operating segments thatggregate into two reportable segments: the VIBEMachanical reporting units which

are reported in our Data Storage segment; and #tel mrganic chemical vapor deposition (“MOCVD”)placular beam epitaxy (“MBE”)

and atomic layer deposition (“ALD”) reporting undése reported in our LED & Solar segment. We marnhgdusiness, review operating
results and assess performance, as well as allasdarces, based upon our reporting units thkgatehe market focus of each business. The
LED & Solar segment consists of MOCVD systems, MB&tems, thermal deposition sources, ALD technolyy other types of deposition
systems. These systems are primarily sold to cuea®im the LED, OLED and solar industries, as \&slto scientific research customers.
segment has product development and marketingisi®smerset, New Jersey, Poughkeepsie, New YadriRal, Minnesota, Fremont,
California, and Korea. The Data Storage segmergistmof the ion beam etch, ion beam depositiaamdid-like carbon, physical vapor
deposition, and dicing and slicing products soidharily to customers in the data storage industhis segment has product development and
marketing sites in Plainview, New York, Ft. Colljr@olorado and Camarillo, California.

We evaluate the performance of our reportable satprimsed on income (loss) from operations befaszast, income taxes, amortization
and certain items (“segment profit (loss)”), whishithe primary indicator used to plan and foreéfatsire periods. The presentation of this
financial measure facilitates meaningful comparigath prior periods, as management believes segprefit (loss) reports baseline
performance and thus provides useful informaticert&@n items include restructuring expenses, asgeirment charges, equity-based
compensation expense and other non-recurring it€hesaccounting policies of the reportable segmargthe same as those described in the
summary of critical accounting policies.
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The following tables present certain data pertgnour reportable segments and a reconciliatimegment profit (loss) to income (loss)
before income taxes for the three months ended iM2it¢ 2014 and 2013, respectively, and goodwill tatal assets as of March 31, 2014
December 31, 2013if thousands:

LED & Solar Data Storage Unallocated Total
Three months ended March 31, 2014
Net sales $ 70,75 $ 20,08t $ — $ 90,84
Segment profit (loss) $ 2,12¢ $ (64€) $ (4,200 $ (2,729
Interest income (expense), | — — 164 164
Amortization (2,579 (329 — (2,909
Equity-based compensatic (2,179 (699) (1,850 (4,727
Restructuring (164) (22¢) — (392
Changes in contingent consideration 29,36¢ — — 29,36¢
Income (loss) before income taxes $ 26,57¢ $ (1,899 $ (5,886 $ 18,79:
Three months ended March 31, 201
Net sales $ 42,300 $ 19,47: $ — 3 61,78
Segment profit (loss) $ (11,22) $ 37 $ (4,81) $ (15,659
Interest income (expense), | — — 192 192
Amortization (532 (329 — (85€)
Equity-based compensatic (710 (130) (1,739 (2,579
Restructuring (423 (50) (58 (5317)
Income (loss) before income taxes $ (12,887 $ (129) $ (6,416 $ (19,437
As of March 31, 2014 LED & Solar Data Storage Unallocated Total
Goodwill $ 91,34¢ $ — 3 — 3 91,34¢
Total asset $ 373,02: $ 43,87: $ 537,66. $ 954,55
As of December 31, 201
Goodwill $ 91,34¢ $ — $ — $ 91,34¢
Total asset $ 359,46 $ 37,91 $ 550,59! $ 947,96¢

As of March 31, 2014 and December 31, 2013 unatatassets were comprised principally of cash astl equivalents, restricted cash and
short-term investments.

Note 6— Fair Value Measurements

We have categorized our assets and liabilitiesrdeszbat fair value based upon the fair value ha@marThe levels of fair value hierarchy are
as follows:

» Level 1 inputs utilize quoted prices (unadjustedactive markets for identical assets or liabiitibat we have the ability to
access.

» Level 2 inputs utilize other-than-quoted priced @ observable, either directly or indirectlyvee?2 inputs include quoted
prices for similar assets and liabilities in actimarkets, and inputs such as interest rates aidi gueves that are observable at
commonly quoted intervals.

* Level 3 inputs are unobservable and are typicalseld on our own assumptions, including situatiomsrevthere is little, if any,
market activity.

In certain cases, the inputs used to measuredhievmay fall into different levels of the fair ual hierarchy. In such cases, we categorize
assets or liabilities based on the lowest levaliripat is significant to the fair value measurenierits entirety. Our assessment of the
significance of a particular input to the fair valmeasurement in its entirety requires judgmentcamdiders factors specific to the asset.

Both observable and unobservable inputs may betosgetermine the fair value of positions that @dessified within the
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Level 3 category. As a result, the unrealized gaimglosses for assets within the Level 3 categmy include changes in fair value that were
attributable to both observable (e.g., changesarket interest rates) and unobservable (e.g., @simghistorical company data) inputs.

The major categories of assets and liabilities mnegbon a recurring basis, at fair value, as ofdd&@1, 2014 and December 31, 2013, are as
follows (in thousand$:

March 31, 2014

Level 1 Level 2 Level 3 Total
U.S. treasuries $ 130,91: $ — 3 — 3 130,91«
Corporate dek — 73,47 — 73,47
Government agency securiti — 59,01t — 59,01
Commercial pape — 7,85( — 7,85(
Derivative instrumen — B7E — 573

December 31, 201

Level 1 Level 2 Level 3 Total
U.S. treasuries $ 130,97° $ — % — 3 130,97
Corporate dek — 77,60: — 77,60
Government agency securiti — 61,01 — 61,01
Commercial pape — 11,947 — 11,947
Derivative instrumen — 907 — 907
Contingent consideratic — — (29,369 (29,36%)

Highly liquid investments with maturities of threeonths or less when purchased may be classifiedsisequivalents. Such items may
include liquid money market accounts, U.S. tre&sygovernment agency securities and corporate Tebtinvestments that are classified as
cash equivalents are carried at cost, which appratds fair value. Accordingly, no gains or lossesl{zed/unrealized) have been incurrec
cash equivalents. All investments classified aslabvi@-for-sale are recorded at fair value withimog-term investments in the Condensed
Consolidated Balance Sheets.

In determining the fair value of our investments davels, through a third-party service provideg, uge pricing information from pricing
services that value securities based on quotedeanprices in active markets and matrix pricing. i&apricing is a mathematical valuation
technique that does not rely exclusively on qugecks of specific investments, but on the investi'seelationship to other benchmarked
guoted securities. We have a process in placenf@sitment valuations to facilitate identificatiamdaresolution of potentially erroneous pric
We review the information provided by the third{yaservice provider to record the fair value ofptetfolio.

Consistent with Level 1 measurement principles,. tiéasuries are priced using active market praéédentical securities. Consistent with
Level 2 measurement principles, corporate debtegowent agency securities, commercial paper, andatige instruments are priced with
matrix pricing.

We estimate the fair value of acquisition-relatedtmgent consideration based on management’s pildpaveighted present value of the
consideration expected to be transferred duringeh®minder of the earn-out period, based on foteetated to the milestones. The fair value
of the contingent consideration is reassessed oy asquarterly basis based on a collaborativetedfoour operations, finance and accoun
groups using additional information as it becomeslable. Any change in the fair value of an acjigis’s contingent consideration liability
results in a remeasurement gain or loss that @rded in the earnings of that period. This faiueameasure is based on significant inputs not
observed in the market and thus represents a Bewmasurement. Fair value measurements charactevitgn Level 3 of the fair value
hierarchy are measured based on unobservable itifattare supported by little or no market actiahd reflect our own assumptions in
measuring fair value.
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The significant unobservable inputs used in thevalue measurements of our acquisition-relatediegant consideration include our
measures of the probability of the achievementestfain agreed upon milestones and may includeduyitofitability and related cash flows of
the acquired business or assets, impacted by agggdiscount rates. Significant increases (deaggin any of these inputs in isolation
would result in a significantly lower (higher) faialue measurement. Generally, a change in themggns used for the discount rates is
accompanied by a directionally opposite changaénfair value measurement and a change in the ggisuns used for the future cash flow
accompanied by a directionally similar change mftir value measurement.

A reconciliation of the amount in Level 3 is asldals (in thousands:

Level 3
Balance as of December 31, 2( $ (29,36%)
Addition of contingent consideratic —
Payment on contingent consideration, net of adjast —
Fair value adjustment of contingent considera 29,36¢

Balance as of March 31, 20 $ 00—
Note 7 — Derivative Financial Instruments

We use derivative financial instruments to minimilze impact of foreign exchange rate changes aniregg and cash flows. In the normal
course of business, our operations are exposédcdidtions in foreign exchange rates. In ordaettuce the effect of fluctuating foreign
currencies on short-term foreign currency-denoneitidtercompany transactions and other known fareigrency exposures, we enter into
monthly forward contracts. We do not use derivafimancial instruments for trading or speculativegmses. Our forward contracts are not
expected to subject us to material risks due th&xge rate movements because gains and lossessancibntracts are intended to offset
exchange gains and losses on the underlying aamsétéabilities. The forward contracts are markedviarket through earnings. We conduct
our derivative transactions with highly rated fingah institutions in an effort to mitigate any maaé counterparty risk.

As of March 31, 2014

Fair Maturity Notional
(in thousands) Component of Value Dates Amount
Not Designated as Hedges under ASC
Foreign currency exchange forwai Prepaid and other current ass $ — April 2014  $ 6,40(
Foreign currency colle Prepaid and other current ass BV October 201 34,06¢
Total Derivative Instrument $ 57 $  4046¢
As of December 31, 201
Fair Maturity Notional
(in thousands) Component of Value Dates Amount
Not Designated as Hedges under ASC
Foreign currency exchange forwal Prepaid and other current ass $ 1 January 201 $ 4,70(
Foreign currency colle Prepaid and other current ass 90¢€ October 201 34,06¢
Total Derivative Instrument $ 907 $  38,76¢
Amount of realized net gain (loss
and changes in the fair value o
derivatives
For the three months ended Marct
Location of realized net gain (loss) ani 31,
(in thousands) changes in the fair value of derivative: 2014 2013
Foreign currency exchange forwai  Other operating, n¢ $ (95 $ 22¢
Foreign currency colle Other operating, ne (333 —
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These contracts were valued using market quotdgisecondary market for similar instruments (falue Level 2, please see our footnote
Fair Value Measuremen).

The weighted average notional amount of derivatimetracts outstanding during the three months eiiagh 31, 2014 and 2013 was
approximately $11.5 million and $2.4 million, respeely.

Note 8— Commitments, Contingencies and Other Mattexr

Restructuring and Other Charg

During the three months ended March 31, 2014, weamced the consolidation of our Ft. Collins, Cabtr facility into our Plainview, New
York facility and took additional measures to imypegrofitability in a challenging business enviraemh We expect to substantially complete
the consolidation by the end of 2014. We recor@structuring charges of $0.4 million and notifiggheoximately 49 employees of their
termination from the Company. These charges cathist personnel severance and related costs. WeeEtpincur approximately $1.3

million of additional restructuring charges in ddata Storage segment throughout the remainderbf B€lated to these actions. The
reductions in head count principally relate to Data Storage and MBE businesses.

During the three months ended March 31, 2013, wk toeasures to improve profitability in a challemgbusiness environment and notified
approximately 20 employees of their terminatiomfrithe Company. As a result, we recorded restrugjurharges of $0.5 million consisting
of personnel severance and related costs.

Restructuring Liability

The following is a reconciliation of the restrudhg liability through March 31, 2014ii( thousand$:

Rollforward of Restructuring Liability

Balance as o For the three months ended March 31, 201 Balance as o Short-term
January 1, 2014 Expense Incurred Cash Payments Adjustments March 31, 2014 portion
2012 Restructuring $ 19t $ — $ (20¢9) $ — $ 86 $ 86
2013 Restructurin 33¢ — (125) — 213 213
2014 Restructuring — 392 (20) — 372 372
Total $ 53 §$ 392 $ (2549 $ — 3 671 $ 671

The balance of the short-term liability will be gaiver the next 12 months.

The following is a reconciliation of the restrudhg liability through December 31, 2013 (thousand3:

Rollforward of Restructuring Liability

Balance as o For the year ended December 31, 20’ Balance as o Short-term
January 1, 2013 Expense Incurred Cash Payments Adjustments December 31, 201 portion
2012 Restructurin $ 187t $ — $ (1,680 $ — $ 19t $ 19t
2013 Restructurin — 1,48¢ (1,147 — 33¢ 33¢
Total $ 1,87t $ 1,488 $ (2,827 $ — 53¢ $ 532
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

Executive Summary

Veeco Instruments Inc. (together with its consdédesubsidiaries, “Veeco”, the “Company”, “we”, "ugand “our”, unless the context
indicates otherwise) creates process equipmenetiadiles technologies for a cleaner and more ptivéugorld. We design, manufacture &
market equipment primarily sold to make LEDs andikdisk drives, as well as for solar cells, powemgonductors, wireless components,
and micro-electro-mechanical systems (“MEMS”).

Veeco develops highly differentiated, “best-in-slagrocess equipment for critical performance st€ps products feature leading
technology, low cost-of-ownership and high througthCore competencies in advanced thin film tecbgiels, over 300 patents, and decades
of specialized process know-how help us to stdlieaforefront of these demanding industries.

Veeco’s LED & Solar segmedésigns and manufactures metal organic chemicanagposition (‘“MOCVD”) and molecular beam epitaxy
(“MBE") systems and components sold to manufactuodiLEDs, wireless components, power semicondsctord solar cells, as well as for
R&D applications. Our atomic layer deposition (“Al)Dtechnology is used by manufacturers of flexidleED displays and has further
applications in the semiconductor and solar markets

Veeco's Data Storage segmelesigns and manufactures systems used to creatfiithimagnetic heads (“TFMH"s) that read and wdtga

in hard disk drives. These include ion beam etmh bieam deposition, diamond-like carbon, physieglor deposition, chemical vapor
deposition, and slicing, dicing and lapping systeviikile our systems are primarily sold to hard droustomers, they also have applications
in optical coatings, MEMS and magnetic sensors,exticeme ultraviolet (“EUV”) lithography.

As of March 31, 2014, Veeco had approximately 8@@leyees to support our customers through produtipaocess development, training,
manufacturing, and sales and service sites in tBe, South Korea, Taiwan, China, Singapore, Jdpargpe and other locations.

Veeco Instruments Inc. was organized as a Delae@mmoration in 1989.
Highlights of the First Quarter of 2014

Selected financial highlights include:

. Revenue increased 47.0% to $90.8 million in 20bf661.8 million in 2013 . LED & Solar revenuesrisgsed 67.2% to $70.7
million from $42.3 million in 2013 . Data Storagevenues increased 3.1% to $20.1 million from $88ilbon in 2013 ;

*  Orders increased 45.7% to $102.6 million in 20&dmpared to $70.4 million in 2013 ;

e Our gross margin increased to 37.2% in 2014 frorB%6n 2013 . Gross margins in LED & Solar increbfem 33.1% in 2013 to
37.4% . Data Storage gross margins decreased #od8din 2013 to 36.5% .

*  Our selling, general and administrative expenseased to $21.7 million from $19.6 million in 201S8elling, general and
administrative expenses were 23.9% of net sal@914 compared to 31.8% in 2013 ;

*  Ourresearch and development expenses decrea$2fl.8®million from $20.7 million in 2013 . Reseas@id development expenses
were 21.8% of net sales in 2014 , compared to 3362013 ;

*  Netincome (loss) in 2014 was $19.2 million complaie ($10.1) million in 2013 ;

e Diluted net income (loss) per share in 2014 wad&Gompared to ($0.26) in 2013 .
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Outlook

After a long downturn in our MOCVD business, LEfatilization rates have improved to high levelsmatst key accounts and LED
adoption is happening faster than many had expe@edcustomers are also reporting better markeiagel for LED backlighting products.
is encouraging to see that our leading customerbeginning to place orders for capacity expansidfescurrently anticipate that Veeco’s
second quarter 2014 orders will be similar to dtdvehan first quarter orders. Yet, the timing analgnitude of key customer expansions
could cause MOCVD orders to be lumpy and somewhptadictable on a quarterly basis, and we lack/isibility to see into the second h.
of the year. We continue to invest in MOCVD protacd technology development to further improve mustomers’ cost of ownership and
manufacturing capability. Competitive pricing press which had a dramatic effect on our gross miargi 2013, is also difficult to predict.

Our new ALD business was acquired as a “pre-revebusiness and thus decreased our earnings in 29d.8 currently expected to
negatively impact our financial performance thiaiyas well. The timing of production ALD ordersimur key customer could have a
significant impact on our expected revenue grownith potential return to profitability. We did notcesve any ALD orders from our key
customer in the first quarter.

Our Data Storage orders were very low in the fitstrter. Low growth is expected to continue intiaed drive industry; our customers have
excess manufacturing capacity and they have orép beaking select technology purchases. Future defioammur Data Storage products is
unclear and orders are expected to be lumpy.

We remain focused on our strategy to turn aroundinancial performance and transition the Complagk to profitable growth by: 1)
developing and launching game-changing new prodhetsenable cost effective LED lighting, flexitile.ED encapsulation and other
emerging technologies; 2) improving customer céstwnership as well as our gross margins; 3) dg\ypnocess improvement initiatives to
make us more efficient; and 4) lowering expenses.clfrently anticipate that our losses will conéinm the near term.

Our outlook discussion above constitutes “forwardking statements” within the meaning of SectioA 27 the Securities Act of 1933, as
amended, and Section 21E of the Securities ExchAogef 1934, as amended. Our expectations reggifditure results are subject to risks
and uncertainties. Our actual results may diffetemally from those anticipated.

You should not place undue reliance on any forwaoting statements, which speak only as of thesittey are made.
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Results of Operations:
Three Months Ended March 31, 2014 and 2013

Consistent with prior years, we report interim dees, other than fourth quarters which always em®ecember 31, on a 13-week basis
ending on the last Sunday within such period. Titerim quarter ends are determined at the begirvfiegch year based on the 13-week
quarters. The 2014 interim quarter ends are Ma@clddne 29 and September 28. The 2013 interim ejuantds were March 31, June 30 and
September 29. For ease of reference, we repoe thessim quarter ends as March 31, June 30, apteBder 30 in our interim condensed
consolidated financial statements.

The following table shows our Condensed Consol@i&tatements of Operations, percentages of saldganparisons between the three
months ended March 31, 2014 and 20#8l{ars in thousand¥.

For the three months endec Dollar and
March 31, Percentage Changt
2014 2013 Period to Period

Net sales $ 90,84: 100.(% $ 61,78: 100.% $ 29,06( 47.(%
Cost of sales 57,06« 62.6%  39,22¢ 63.5% 17,83t 45.5%
Gross profit 33,77. 37.2% 22,55 36.5% 11,22! 49.8%
Operating expense

Selling, general and administrati 21,66" 23.9%  19,64¢ 31.&8% 2,01¢ 10.2%

Research and developme 19,76¢ 21.8%  20,73" 33.6% (969) (4.7%

Amortization 2,90 3.2% 85€ 1.4% 2,047 239.1%

Restructuring 39z 0.4% 531 0.5% (139 (26.2)%
Total operating expenses 44, 73( 49.2%  41,77: 67.6% 2,95¢ 7.1%

Other operating, net (212) (0.2% 404 0.7% (61¢€) *

Changes in contingent consideration (29,36%) (32.9% — 0.C% (29,369 @
Operating income (loss) 18,62° 20.5% (19,629 (31.9% 38,25: *
Interest income (expense), net 164 0.2% 192 0.2% (298) (14.9%
Income (loss) before income taxes 18,79: 20.7% (19,439 (31.5H5% 38,22: *
Income tax provision (benefit) (369) (0.49)% (9,36)) (15.290%  8,99: (96.0)%
Net income (loss $ 19,16( 21.1% $ (10,07) (16.9)%3$ 29,23: *

* Not Meaningful
Net Sale:

The following is an analysis of net sales by segmaed by region (ollars in thousand¥:

Net Sales Dollar and
For the three months ended March 31 Percentage Changt
2014 Percent of Total 2013 Percent of Total Period to Period

Segment Analysis

LED & Solar $ 70,75¢ 77.%% $ 42,307 68.5% $ 28,44¢ 67.2%

Data Storage 20,08¢ 22.1% 19,47 31.5% 61z 3.1%

Total $ 90,84: 100.(% $ 61,78 100.C% $ 29,06( 47.(%
Regional Analysis

Americas (1, $ 7,88C 8.7% $ 12,43! 20.1% $ (4,559 (36.0%

Europe, Middle East and Afric 10,22( 11.2% 4,55( 7.4% 5,67( 124.%

Asia Pacific 72,74, 80.(% 44,79¢ 72.5% 27,94 62.4%

Total $ 90,84: 100.(% $ 61,78: 100.% $ 29,06( 47.(%

(1) Less than 1% of net sales included within the Aoeericaption above have been derived from otheomegiutside the United Stat

22




Table of Contents

Our LED & Solar segment net sales increased in 20itdarily due to increased sales of MOCVD systéonsur LED customers due to
increased capacity demands. Data Storage netwatesessentially flat in 2014 compared to 2013rdyion, net sales increased in Asia
Pacific, primarily due to an increase in MOCVD saile China and Japan. Net sales in Europe, Middkt &nd Africa (‘EMEA”) increased
primarily due to higher sales of MOCVD and Datar&8t products while net sales in the Americas @dse@ primarily due to lower sales of
our LED and Solar products. We believe that thatkecantinue to be period-to-period variations iretgeographic distribution of net sales.

Orders increased 45.7% to $102.6 million from $7#@idion in the comparable prior period. LED & Splaookings increased 104.0% to
$87.2 million, principally due to MOCVD system ordeas our LED customers are making capacity additiData Storage bookings
decreased 44.3% to $15.4 million from the comparabilor period as our customers have excess mauaufag capacity and they have only
been making select technology purchases.

Our book-to-bill ratio for the three months endedribh 31, 2014, which is calculated by dividing biogls recorded in a given time period by
revenue recognized in the same time period, weth.1. Our backlog as of March 31, 2014 was $154l8on, compared to $143.3 million
as of December 31, 2013. During the three montHe@March 31, 2014, we recorded backlog adjustnadrapproximately $0.2 million
related to orders that no longer met our bookirtgiia. Our backlog consists of orders for whichneeeived a firm purchase order, a
customer-confirmed shipment date within twelve rherdand a deposit, where required. As of March 8142we had customer deposits of
$31.3 million.

Gross Profit

Gross profit in dollars and gross margin for thequs indicated were as followslfllars in thousand¥:

For the three months endec

March 31, Dollar and Percentage Changt
2014 2013 Period to Period

Gross profit - LED & Solar $ 26,45 $ 13,98 $ 12,46 89.1%
Gross margir 37.2% 33.1%

Gross profit- Data Storag $ 7,328 3 8,567 $ (1,247) (14.5%
Gross margir 36.5% 44.(%

Gross profit- Total Veecc $ 33,777 % 2255. % 11,22t 49.6%
Gross margir 37.2% 36.5%

LED & Solar gross margins increased primarily dudigher volume, partially offset by a sales mixafer margin products and fewer final
acceptances. Data Storage gross margins decredseipadly due to a sales mix of lower margin protiu

Selling, General and Administrative Expenses

Selling, general and administrative expenses f@périods indicated were as followdd]lars in thousand$:

For the three months endec

March 31, Dollar and Percentage Changt
2014 2013 Period to Period
Selling, general and administrative $ 21,667 $ 19,64¢ $ 2,01¢ 10.2%
Percentage of net sal 23.%% 31.&8%

Selling, general and administrative expenses isec@rimarily due to equity compensation and baxpense and the addition of costs from
our ALD business, which was acquired in the fouptlarter of 2013. Partially offsetting this increasis a reduction in professional fees
associated with our review of revenue accountifgckvwas completed in the fourth quarter of 2013.
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Research and Development Exper

Research and development expenses for the penditaied were as followsdpllars in thousand:

For the three months endec

March 31, Dollar and Percentage Changt
2014 2013 Period to Period
Research and development $ 19,76¢ $ 20,737 $ (969 (4.%
Percentage of net sal 21.8% 33.€%

We reduced our overall research and developmentspg by focusing our research and developmentresgeeon projects in areas we
anticipate to be high-growth. We selectively fundeese product development activities which resluldower professional consulting
expense and personnel and personnel-related costslleas reduced spending for project materidlsis decrease was partially offset by the
addition of research and development costs in & Business, which was acquired in the fourth qeraot 2013.

Amortization

Amortization for the periods indicated were asdal (dollars in thousand¥:

For the three months endec

March 31, Dollar and Percentage Changt
2014 2013 Period to Period
Amortization $ 2,90 $ 85€¢ $ 2,047 239.1%
Percentage of net sal 3.2% 1.4%

Amortization expense increased primarily due todtiditional amortization associated with intangidisets acquired as part of our
acquisition of our ALD business during the fourtiacter of 2013.

Restructuring

Restructuring for the periods indicated were ao¥ad (dollars in thousandy:

For the three months endec

March 31, Dollar and Percentage Changt
2014 2013 Period to Period
Restructuring $ 392 % 531 $ (139 (26.2%
Percentage of net sal 0.4% 0.9%

During the three months ended March 31, 2014, weamced the consolidation of our Ft. Collins, Cabtr facility into our Plainview, New
York facility and took additional measures to imypggrofitability in a challenging business enviraemh We expect to substantially complete
the consolidation by the end of 2014. We recor@stiucturing charges of $0.4 million and notifiggbeoximately 49 employees of their
termination from the Company. These charges catsst personnel severance and related costs. Weeetpincur approximately $1.3
million of additional restructuring charges in ddata Storage segment throughout the remainderbf Bflated to these actions. The
reductions in head count principally relate to bata Storage and MBE businesses.

During the three months ended March 31, 2013, wk toeasures to improve profitability in a challemgbusiness environment and notified
approximately 20 employees of their terminatiomfrihe Company. As a result, we recorded restrugjurharges of $0.5 million consisting
of personnel severance and related costs.
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Changes in Contingent Consideration

Changes in contingent consideration for the perindeated were as followsdpllars in thousand

For the three months endec

March 31, Dollar and Percentage Changt
2014 2013 Period to Period
Changes in contingent consideration $ (29,36¢) $ — 3 (29,36%) *
Percentage of net sal (32.9% 0.C%

* Not Meaningful

As part of Veeco’s acquisition agreement with Syrbbsre were certain contingent payments due te¢himg shareholders of Synos
dependent on the achievement of certain milestarfesaggregate fair value of the contingent comaiitn arrangement as of December 31,
2013 was $29.4 million.

We estimate the fair value of acquisition-relatedtmgent consideration based on management’s pildpaveighted present value of the
consideration expected to be transferred duringeh®inder of the earn-out period, based on trectmst related to the milestones. The fair
value of the contingent consideration is reasselsgers on a quarterly basis based on a collaberafifort of our operations, finance and
accounting groups using additional informationtdseicomes available. Any change in the fair valugnoacquisition’s contingent
consideration liability results in a remeasurengaih or loss that is recorded in the earnings af pleriod. As of March 31, 2014, we
determined that the agreed upon post-closing riest were not met or are not expected to be aaheve therefore reversed the remaining
$29.4 million liability of the contingent considéien and recorded it as a change in contingentiderstion in the Condensed Consolidated
Statement of Operations.

The post-closing milestones are divided into twottmencies. The first, tied to receipt of certpimchase orders, had an evaluation date of
March 31, 2014, which, was not met and accounte§26.2 million of the reversed liability. The sechis based on achieving certain full
year 2014 revenue and gross margin thresholds hvarie unlikely to be met and accounted for $9.2ianilof the reversed liability. As ¢
March 31, 2014 the second contingency, with a marinpotential value of $75.0 million, remains conttally outstanding.

Income Taxe

Income tax provision (benefit) for the periods tated were as followsdollars in thousand:

For the three months endec

March 31, Dollar and Percentage Changt
2014 2013 Period to Period
Income tax provision (benefit) $ (369 $ (9,360) $ 8,99: (96.1)%
Effective tax ratt 2.C% 48.2%

Our provision for income taxes consists of U.Sefad] state and local, and foreign taxes in amon@tessary to align our year-to-date tax
provision with the effective tax rate we expecathieve for the full year.

For the three months ended March 31, 2014, thetaféetax rate was lower than the statutory tag ptncipally because we did not provid
current tax benefit on a portion of our domestie-fax losses as such amounts are not realizaldemore-likely-than-not basis and we have
provided for a full valuation allowance on theseocamts. The effective tax rate was also impactedbse we did not provide a tax provision
on the gain from the settlement of the contingemistderation related to the Synos acquisition.

For the three months ended March 31, 2013, thetaféetax rate was higher than the statutory tée as a result of the jurisdictional mix of
earnings in our foreign locations, an income taxdfi¢ related to the generation of current yeaeaesh and development tax credits, and
legislation enacted in the first quarter of 2013akirextended the Federal Research and Developmredit@or both the 2012 and 2013 tax
years.
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Liquidity and Capital Resources

Our cash and cash equivalents, restricted casklasrtiterm investments consist of the following:

March 31, December 31
2014 2013
Cash and cash equivalents $ 214,68. $ 210,79¢
Restricted cas 764 2,73¢
Short-term investments 267,40: 281,53¢
Cash, cash equivalents, restricted cash and srontihvestments $ 482,84( $ 495,07!

As of March 31, 2014 and December 31, 2013, caditash equivalents of $158.9 million and $150.8iom| respectively, were held outside
the United States. Liquidity is affected by mangtfas, some of which are based on normal ongoirgatipns of our business and some of
which arise from fluctuations related to global mommics and markets. Cash balances are generatdtelthith many locations throughout the
world. It is our current intent to permanently re#st our funds from Singapore, China, Taiwan, Séuttea, and Malaysia outside of the
United States and our current plans do not dematesér need to repatriate them to fund our UniteteStoperations. As of March 31, 2014,
we had $117.5 million in cash held offshore on wahiee would have to pay significant United State®ine taxes to repatriate in the event
that we need the funds for our operations in thiéddrStates. Additionally, local government regiaias may restrict our ability to move cash
balances to meet cash needs under certain circooestaWe currently do not expect such regulatioasrastrictions to impact our ability to
make acquisitions, pay vendors, or conduct operatibroughout the global organization. As of MaBdh 2014 and December 31, 2013, our
restricted cash was in Germany and our short-taxestments were in the United States. We belieaedhr projected cash flow from
operations combined with our cash and short tekrastments will be sufficient to meet our projectentking capital and other cash flow
requirements for the next twelve months, as wetlwscontractual obligations.

A summary of the cash flow activity for the threemths ended March 31, 2014 is as follovus thousands:

Cash Flows from Operating Activities

Net income (loss $ 19,16(
Non-cash charge:
Change in contingent considerati (29,369
Depreciation and amortizatic 5,771
Non-cash equit-based compensatic 4,722
Other (1,760
Changes in operating assets and liabilit
Accounts receivabl (26,939
Inventories 8,15(
Accounts payabl (7,432
Accrued expenses, customer deposits, deferred uevaamd other current liabilitie 11,60¢
Other (2,319
Net cash provided by (used in) operating activi $ (18,407

The primary cash drivers of the $18.4 million u$eash from operations were:

* A $26.9 million use of cash due to the increasaccounts receivable, primarily due to the timingnebicing to customers resulting
in receivables remaining outstanding at the entti@tuarter;

* A $7.4 million use of cash due to the decreaseooants payable primarily driven by reduced puraiactivity;
* An $8.2 million generation of cash due to the daseein inventory due to our reduced purchasingiggctand;
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* An $11.6 million generation of cash due to the éase in accrued expenses primarily driven by isa®a payroll related accruals
and customer deposits.

Cash Flows from Investing Activities

Proceeds from the liquidation of st-term investment $ 32,03(
Payments for purchases of sl-term investment (17,989
Other 78
Net cash provided by (used in) investing activi $ 14,11¢

The primary cash driver of the $14.1 million genieraof cash from investing was due to the netitigtion of short-term investments during
the period.

Cash Flows from Financing Activities

Proceeds from stock option exerci: $ 8,31¢
Other (240
Net cash provided by (used in) financing activi $ 8,07¢

The primary cash driver of the $8.1 million genienatof cash from financing was an $8.3 million gextion of cash due to stock option
exercises.

As of March 31, 2014, restricted cash consists008 $nillion which serves as collateral for bank iguiees that provide financial assurance
that the Company will fulfill certain customer @alse obligations. This cash is held in custodyhbyigsuing bank, and is restricted as to
withdrawal or use while the related bank guaran&esutstanding.

Subsequent to quarter end, on April 11, 2014, wesdted an additional $0.6 million in our cost metirovestment in the form of additional
bridge notes.

Contractual Obligations

There have been no significant changes to our ‘‘@otuial Obligations” table, except for purchase oviments, in Part II, Item 7,
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations” of our 2018wl report on Form 10-K. As of
March 31, 2014 our purchase commitments are $88liBm Pursuant to our agreement to acquire Sym@smay be obligated to pay up to
additional $75 million if certain conditions are imé@/e currently do not expect this contingency ¢ontet.
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Application of Critical Accounting Policies
General

Our discussion and analysis of our financial caaditind results of operations are based upon ond€wsed Consolidated Financial
Statements, which have been prepared in accordetitaccounting principles generally accepted i thnited States. The preparation of
these financial statements requires us to makeats and judgments that affect the reported ammairgssets, liabilities, revenues and
expenses. Management continually monitors and aetesuts estimates and judgments, including thelseed to bad debts, inventories,
intangible and other long-lived assets, incomedawarranty obligations, restructuring costs, amatiogent liabilities, including potential
litigation. Management bases its estimates andmgdgs on historical experience and on various ddmors that are believed to be
reasonable under the circumstances, the resultbioh form the basis for making judgments aboutdfeying values of assets and liabilities
that are not readily apparent from other sourcetu@ results may differ from these estimates unlifégrent assumptions or conditions. We
consider certain accounting policies related t@newe recognition, short-term investments, the wmlnaf inventories, the impairment of
goodwill and indefinite-lived intangible assetss iimpairment of long-lived assets, fair value measents, warranty costs, income taxes and
equity-based compensation to be critical policies th the estimation processes involved in eachh¥Ve reclassified certain amounts
previously reported in our financial statementsdaform to the current presentation.

Revenue Recognitic

We recognize revenue when all of the followingesia have been met: persuasive evidence of angamaent exists with a customer; deliv

of the specified products has occurred or seniee® been rendered; prices are contractually fxetbterminable; and collectability is
reasonably assured. Revenue is recorded inclutiipgiag and handling costs and excluding applicédpes related to sales. A significant
portion of our revenue is derived from contractuabngements with customers that have multiple eftesy such as systems, upgrades,
components, spare parts, maintenance and serans. ffor sales arrangements that contain multipteents, we split the arrangement into
separate units of accounting if the individuallyidered elements have value to the customer oaradatone basis. We also evaluate whether
multiple transactions with the same customer ateel party should be considered part of a mulgfdenent arrangement, whereby we assess
among other factors, whether the contracts or ageets are negotiated or executed within a shod fr@me of each other or if there are
indicators that the contracts are negotiated iniezoplation of each other. When we have separate ahaccounting, we allocate revenue to
each element based on the following selling prieganchy: vendor-specific objective evidence (“VSPiEavailable; third party evidence
(“TPE") if VSOE is not available; or our best estita of selling price (“BESP”) if neither VSOE noPE is available. We utilize BESP for
the majority of the elements in our arrangemeniie dccounting guidance for selling price hierardtdynot include BESP for arrangements
entered into prior to January 1, 2011, and as sugchecognized revenue for those arrangements asiloed below.

We consider many facts when evaluating each obal@s arrangements to determine the timing of teveecognition, including the
contractual obligations, the customer’s creditwimielss and the nature of the customer’s post-dgli@eceptance provisions. Our system sales
arrangements, including certain upgrades, genaralyde field acceptance provisions that may idelfunctional or mechanical test
procedures. For the majority of our arrangementsistomer source inspection of the system is paedrin our facility or test data is sent to
the customer documenting that the system is funictgpto the agreed upon specifications prior tovéey. Historically, such source inspect
or test data replicates the field acceptance piangsthat will be performed at the customer’s piter to final acceptance of the system. As
such, we objectively demonstrate that the critepi@cified in the contractual acceptance provisaesachieved prior to delivery and,
therefore, we recognize revenue upon delivery sineee is no substantive contingency remainingedl&o the acceptance provisions at that
date, subject to the retention amount constraistrileed below. For new products, new applicatidnesxesting products or for products with
substantive customer acceptance provisions whemaweot objectively demonstrate that the critepiecfied in the contractual acceptance
provisions have been achieved prior to deliveryeneie and the associated costs are deferred dnddobgnized upon the receipt of final
customer acceptance, assuming all other revenogmgon criteria have been met.

Our system sales arrangements, including certadnagies, generally do not contain provisions fontrigf return or forfeiture, refund, or other
purchase price concessions. In the rare instanbesavguch provisions are included, we defer akbmere until such rights expire. In many
cases our products are sold with a billing retenttgpically 10% of the sales price (the “retentamount”), which is typically payable by the
customer when field acceptance provisions are ceteql The amount of revenue
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recognized upon delivery of a system or upgradanyf, is limited to the lower of i) the amount édlthat is not contingent upon acceptance
provisions or ii) the value of the arrangement adestion allocated to the delivered elementsydtssale is part of a multiple-element
arrangement.

For transactions entered into prior to January01,12under the accounting rules for multiple-eletregrangements in place at that time, we
deferred the greater of the retention amount oretative fair value of the undelivered elementsdzhon VSOE. When we could not estal
VSOE or TPE for all undelivered elements of anrsgeanent, revenue on the entire arrangement wage@fentil the earlier of the point
when we did have VSOE for all undelivered elementthe delivery of all elements of the arrangement.

Our sales arrangements, including certain upgrageserally include installation. The installatiomgess is not deemed essential to the
functionality of the equipment since it is not cdex that is, it does not require significant chesdo the features or capabilities of the
equipment or involve building elaborate interfacesonnections subsequent to factory acceptanceha¥e a demonstrated history of
consistently completing installations in a timelpmmer and can reliably estimate the costs of aatifiities. Most customers engage us to
perform the installation services, although theeeather third-party providers with sufficient kniedge who could complete these services.
Based on these factors, we deem the installati@muo$ystems to be inconsequential or perfunctelative to the system as a whole, and as a
result, do not consider such services to be a agpatement of the arrangement. As such, we atloeueost of the installation at the time of
revenue recognition for the system.

In Japan, where our contractual terms with custergenerally specify title and risk and rewardswhership transfer upon customer
acceptance, revenue is recognized and the custeriflied upon the receipt of written customer gtaace. During the fourth quarter of
fiscal 2013, we began using a distributor for altvadlsof our product and service sales to custoriredapan. Title and risk and rewards of
ownership of our system sales still transfer toenat-customers upon their acceptance. As sucte th@o impact to our policy of
recognizing revenue upon receipt of written acasgedrom the end customer.

Revenue related to maintenance and service cosigacognized ratably over the applicable cohtexen. Component and spare part
revenue are recognized at the time of deliverycooedance with the terms of the applicable salemgement.

Short-Term Investments

We determine the appropriate balance sheet cleasifn of our investments at the time of purchaskevaluate the classification at each
balance sheet date. As part of our cash managgragrtam, we maintain a portfolio of marketable sii@s which are classified as available-
for-sale. These securities include United Statsstiries and government agency securities withritiasuof greater than three months.
Securities classified as available-for-sale aréediat fair market value, with the unrealized gaamd losses, net of tax, included in the
determination of comprehensive income (loss) apdnted in equity. Net realized gains and lossesrataded in net income (loss).

Inventory Valuatior

Inventories are stated at the lower of cost (ppalty first-in, first-out method) or market. On aagterly basis, management assesses the
valuation and recoverability of all inventoriesassified as materials (which include raw materispgre parts and service inventory), work-in-
process and finished goods.

Materials inventory is used primarily to suppo thstalled tool base and spare parts sales asdieved for excess quantities or
obsolescence by comparing on-hand balances taibatasage, and adjusted for current economic itiomd and other qualitative factors.
Historically, the variability of such estimates H@en impacted by customer demand and tool utdzattes.

The work-in-process and finished goods inventomgriscipally used to support system sales andvieweed for recoverability by considering
whether on hand inventory would be utilized toifuthe related backlog. As we typically receivepdsits for our orders, the variability of tt
estimate is reduced as customers have a vestedshie the orders they place with us. Recovetgtoli such inventory is evaluated by
monitoring customer demand, current sales trendgpasduct gross margins. Management also consietigative factors such as future
product demand based on market outlook, which sedarincipally upon production requirements résglfrom customer purchase orders
received with a customer-confirmed
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shipment date within the next twelve months. Hisglly, the variability of these estimates of fidyproduct demand has been impacted by
backlog cancellations or modifications resultingnfrunanticipated changes in technology or custatearand.

Following identification of potential excess or olete inventory, management evaluates the needit® down inventory balances to its
estimated market value, if less than its cost. dahiein the estimates of market value are managesnestimates related to our future
manufacturing schedules, customer demand, techicalagnd/or market obsolescence, possible altarmaes, and ultimate realization of
potential excess inventory. Unanticipated changekemand for our products may require a write dohimventory that could materially
affect our operating results.

Goodwill and Indefinite-Lived Intangible Asset Impzent

Gooduwill represents the excess of the cost of guiaition over the fair value of the net assetsuaegl. We account for goodwill and
intangible assets with indefinite useful lives atardance with relevant accounting guidance relaiggodwill and other intangible assets,
which states that goodwill and intangible asseth widefinite useful lives should not be amortizkdt instead tested for impairment at least
annually at the reporting unit level. Our policytésperform this annual impairment test in the fbuquarter, using a measurement date of
October 1st, of each fiscal year or more frequeifiitppairment indicators arise. Impairment indimat include, among other conditions, cash
flow deficits, a historical or anticipated decliimerevenue or operating profit, adverse legal gutatory developments and a material decr

in the fair value of some or all of the assets.

The guidance provides an option for an entity itst fassess qualitative factors to determine whetteeexistence of events or circumstances
leads to a determination that it is more likelyrtment (that is, a likelihood of more than 50%) ttred fair value of a reporting unit is less than
its carrying amount. If, after assessing the totalf events or circumstances, an entity determinissnot more likely than not that the fair
value of a reporting unit is less than its carryamgount, then performing the two-step impairmest it unnecessary.

If we determine the two-step impairment test isassary, we are required to determine if it is appade to use the operating segment, as
defined under guidance for segment reporting, @seporting unit, or one level below the operasagment, depending on whether certain
criteria are met. We have identified five reportingts that are required to be reviewed for impainin The five reporting units are aggrege
into two segments: the VIBE and Mechanical repgrtinits which are reported in our Data Storage segnand the MOCVD, MBE and
ALD reporting units which are reported in our LEDS®lar segment. In identifying the reporting umitanagement considered the economic
characteristics of operating segments includingptioelucts and services provided, production pragsgpes or classes of customer and
product distribution.

We perform this impairment test by first comparthg fair value of our reporting units to their resfive carrying amount. When determining
the estimated fair value of a reporting unit, wiéiagt a discounted future cash flow approach sieg®rted quoted market prices are not
available for our reporting units. Developing tletimate of the discounted future cash flow requsigsificant judgment and projections of
future financial performance. The key assumpticgedun developing the discounted future cash flaresthe projection of future revenues
and expenses, working capital requirements, rebghoavth rates and the weighted average cost dfalan developing our financial
projections, we consider historical data, curratgrinal estimates and market growth trends. Chatogasy of these assumptions could
materially change the fair value of the reportimit.u/Ne reconcile the aggregate fair value of @jarting units to our adjusted market
capitalization as a supporting calculation. Theusidjd market capitalization is calculated by miytig the average share price of our
common stock for the last ten trading days pridh®measurement date by the number of outstarmdimgmon shares and adding a control
premium.

If the carrying value of the reporting units exceleel fair value we would then compare the impliaid ¥alue of our goodwill to the carrying
amount in order to determine the amount of the impent, if any.

Definite-Lived Intangible and Long-Lived Assets

Definite-lived intangible assets consist of purdthtechnology, customer-related intangible aspatents, trademarks, covenants not-to-
compete, software licenses and deferred finanaistsc Purchased technology consists of the copriptary manufacturing technologies
associated with the products and offerings obtatheslgh acquisition and are initially recordedaat value. Customer-related intangible
assets, patents, trademarks, covenants not-to-¢erapée software licenses that are obtained in guisition are initially recorded at fair
value. Other software licenses and deferred fimancosts are initially
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recorded at cost. Intangible assets with definitiseful lives are amortized using the straight-timethod over their estimated useful lives for
periods ranging from 2 years to 17 years.

Property, plant and equipment are recorded at Begireciation is provided over the estimated udafas of the related assets using the
straight-line method for financial statement pugssAmortization of leasehold improvements is comaguwsing the straighine method ove
the shorter of the remaining lease term or theneg&d useful lives of the improvements.

Long-lived assets, such as property, plant, angpetgnt and intangible assets with definite usefidd, are reviewed for impairment
whenever events or changes in circumstances irdibat the carrying amount of an asset may notbeverable. Impairment indicators
include, among other conditions, cash flow defj@atistorical or anticipated decline in revenueperating profit, adverse legal or regulat
developments and a material decrease in the fhievd some or all of the assets. Assets are gbapthe lowest level for which there are
identifiable cash flows that are largely indepertderthe cash flows generated by other asset grdRpsoverability of assets to be held and
used is measured by a comparison of the carryirguatof an asset to the estimated undiscountedefutash flow expected to be generated
by the asset. If the carrying amount of an assegeds its estimated future cash flows, an impaitrolearge is recognized by the amount by
which the carrying amount of the asset exceedfaihgalue of the asset.

Accounting for Acquisition

Our growth strategy has included the acquisitiobusinesses. The purchase price of these acquisitias been determined after due
diligence of the acquired business, market reseatcdtegic planning, and the forecasting of exgefuture results and synergies. Estimated
future results and expected synergies are sulgigatigment as we integrate each acquisition arngiit to leverage resources.

The accounting for the acquisitions we have madgires that the assets and liabilities acquiredyelsas any contingent consideration that
may be part of the agreement, be recorded atrbsdective fair values at the date of acquisitidns requires management to make
significant estimates in determining the fair valuespecially with respect to intangible assetduting estimates of expected cash flows,
expected cost savings and the appropriate weigiwexhge cost of capital. As a result of these Sagmit judgments to be made we often
obtain the assistance of independent valuatiorsfivie complete these assessments as soon asaraftéc the closing dates. Any excess of
the purchase price over the estimated fair valfigseoidentifiable net assets acquired is recoaedoodwill.

Fair Value Measuremen

Accounting guidance requires that we discloseype bf inputs we use to value our assets and ili@sithat are required to be measured at
fair value, based on three categories of inputiefiged in such. Level 1 inputs are quoted, unddguprices in active markets for identical
assets or liabilities that we have the ability toess at the measurement date. Level 2 inputsiaee than quoted prices included within Level
1 that are observable for the asset or liabilityex directly or indirectly, such as quoted prid@ssimilar assets or liabilities. Level 3 inputs
are unobservable inputs for the asset or liabililyobservable inputs are used to measure fair taltlee extent that observable inputs are not
available, thereby allowing for situations in whitlere is little, if any, market activity for theset or liability at the measurement date. These
requirements apply to our long-lived assets, gobdedst method investment and intangible assets.udé Level 3 inputs to value all of such
assets. We primarily apply the market approachdourring fair value measurements.

Warranty Cost

Our warranties are typically valid for one yeamfrthe date of final acceptance. We estimate thes ¢bat may be incurred under the warre
we provide and record a liability in the amounsath costs at the time the related revenue is réved. Estimated warranty costs are
determined by analyzing specific product and histébrconfiguration statistics and regional warrasipport costs. Our warranty obligation is
affected by product failure rates, material usagel, labor costs incurred in correcting producufais during the warranty period. Unforeseen
component failures or exceptional component peréme can also result in changes to warranty cdststual warranty costs differ
substantially from our estimates, revisions togkttmated warranty liability would be required.
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Income Taxe

We are required to estimate our income taxes ih e&the jurisdictions in which we operate. Thisqess involves estimating the actual
current tax expense, together with assessing teanpdifferences resulting from differing treatmefiitems for tax and financial reporting
purposes. These differences result in deferreddagts and liabilities, which are included withim €onsolidated Balance Sheets. The
carrying value of our deferred tax assets is adflby a partial valuation allowance to recognizedktent to which the future tax benefits \
be recognized on a more likely than not basis. d@ferred tax assets consist primarily of net ojrggdbss and tax credit carry forwards and
timing differences between the book and tax treatro&inventory, acquired intangible assets, aioasset valuations. Realization of these
net deferred tax assets is dependent upon outyabilgenerate future taxable income.

We record valuation allowances in order to redugedeferred tax assets to the amount expected tedhieed. In assessing the adequacy of
recorded valuation allowances, we consider a waagfactors, including the scheduled reversal efedred tax liabilities, future taxable
income and prudent and feasible tax planning gimte Under the relevant accounting guidance, facoch as current and previous oper:
losses are given significantly greater weight ttrenoutlook for future profitability in determinirthe deferred tax asset carrying value.

Relevant accounting guidance addresses the detgiarirof how tax benefits claimed or expected telbéned on a tax return should be
recorded in the financial statements. Under sudtiagiece, we must recognize the tax benefit fromraaertain tax position only if it is more
likely than not that the tax position will be sustad on examination by the taxing authorities, bas® the technical merits of the position.
tax benefits recognized in the financial stateméwot® such uncertain tax positions are measureddas the largest benefit that has a gre
than fifty percent likelihood of being realized upoltimate resolution.

Equity-Based Compensation

We grant equitypbased awards, such as stock options and reststiell or restricted stock units, to certain key kEyges to create a clear ¢
meaningful alignment between compensation and bblter return and to enable the employees to dpwetd maintain a stock ownership
position. While the majority of our equity awardsafure time-based vesting, performance-based eauayds, which are awarded from time
to time to certain key Company executives, vest agiction of performance, and may also be sulbjettte recipient continued employme
which also acts as a significant retention incentiv

Equity-based compensation cost is measured atr#m: date, based on the fair value of the awardanetognized as expense over the
employee requisite service period. In order to meitee the fair value of stock options on the ddtgrant, we apply the Black-Scholes option-
pricing model. Inherent in the model are assumpgti@tated to risk-free interest rate, dividenddj@xpected stock-price volatility and option
life.

The riskfree rate assumed in valuing the options is basati®U.S. Treasury yield curve in effect at timeetiof grant for the expected tern
the option. The dividend yield assumption is basedur historical and future expectation of dividgrayouts. While the riskee interest rat
and dividend yield are less subjective assumptitypécally based on objective data derived fromljukources, the expected stock-price
volatility and option life assumptions require ageof judgment which make them critical accounteggimates.

We use an expected stock-price volatility assunnpttiat is a combination of both historical volagilcalculated based on the daily closing
prices of our common stock over a period equahéoetxpected term of the option and implied volstiland utilization of market data of
actively traded options on our common stock, whiddh obtained from public data sources. We belieaethe historical volatility of the price
of our common stock over the expected term of {it@n is a strong indicator of the expected futuskatility and that implied volatility takes
into consideration market expectations of how feitvwlatility will differ from historical volatility Accordingly, we believe a combination of
both historical and implied volatility provides thest estimate of the future volatility of the metrkrice of our common stock.

The expected option term, representing the peridisng that options granted are expected to betautiing, is estimated using a lattice-based
model incorporating historical post vest exercisé amployee termination behavior.

We estimate forfeitures using our historical exgece, which is adjusted over the requisite sep@@d based on the extent to which actual
forfeitures differ or are expected to differ, fr@auch estimates. Because of the significant amdyotigment
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used in these calculations, it is reasonably likiet circumstances may cause the estimate to ehang

With regard to the weighted-average option lifeuagstion, we consider the exercise behavior of gestts and model the pattern of
aggregate exercises.

We settle the exercise of stock options with neisdyied shares.

With respect to grants of performance based awargsissess the probability that such performariterierwill be met in order to determine
the compensation expense. Consequently, the coripamgxpense is recognized straight-line oventsting period. If that assessment of
the probability of the performance condition begt changes, we would recognize the impact of laege in estimate in the period of the
change. As with the use of any estimate, and owdgrige significant judgment used to derive thosareges, actual results may vary.

We have elected to treat awards with only servareditions and with graded vesting as one awards€guently, the total compensation
expense is recognized straight-line over the exégting period, so long as the compensation egsignized at any date at least equals the
portion of the grant date fair value of the awdralttis vested at that date.

Recent Accounting Pronouncements

Reporting Discontinued Operations and DisclosureBisposals of Components of an En. In April 2014, the FASB issued ASU No. 2014-
08 that changes the threshold for reporting disnaetl operations and adds new disclosures. Thegn@ance defines a discontinued
operation as a disposal of a component or grogowiponents that is disposed of or is classifiededd for sale and “represents a strategic
shift that has (or will have) a major effect onaamiity’s operations and financial results.” Forptisals of individually significant components
that do not qualify as discontinued operationsgiatity must disclose pre-tax earnings of the disdasomponent. For public business entities,
this guidance is effective prospectively for abmsals (or classifications as held for sale) ofijponents of an entity that occur within annual
periods beginning on or after December 15, 2014, iaterim periods within those years. Early adapi® permitted, but only for disposals
classifications as held for sale) that have nohbreported in financial statements previously igsoieavailable for issuance. We do not exj
the adoption of this guidance to have a materighkiot on our consolidated financial statements.

Presentation of an Unrecognized Tax Benefit WhietaOperating Loss Carryforward, a Similar Tax LossTax Credit Carryforwarc
Exists:In July 2013, the FASB issued ASU No. 2013-Rfesentation of an Unrecognized Tax Benefit WhBetOperating Loss
Carryforward, a Similar Tax Loss, or Tax Credit @dorward Exists ASU 2013-11 requires entities to present an wgeized tax benefit,
or a portion of an unrecognized tax benefit, asduction to a deferred tax asset for a net operétss carryforward, a similar tax loss, or a
tax credit carryforward when settlement in this mamnis available under the tax law. This ASU iefive prospectively for fiscal years, and
interim periods within those years, beginning aBRecember 15, 2013. We adopted this as of Jany&®1¥ and it did not have a material
impact on our consolidated financial statements.

Presentation of Financial Statemenin April 2013, the FASB issued ASU No. 2013-07,éBentation of Financial Statements (Topic 205):
Liguidation Basis of Accounting.” The objective A8U 2013-07 is to clarify when an entity should lgpthe liquidation basis of accounting.
The update provides principles for the recogniiod measurement of assets and liabilities and negents for financial statements prepared
using the liquidation basis of accounting. This AiSl&ffective prospectively for fiscal years, anterim periods within those years, beginr
after December 15, 2013. We adopted this as ofalgrily 2014 and will evaluate the materiality sfiitnpact on our consolidated financial
statements when there are any indications thadiégion is imminent.
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Paren’s Accounting for the Cumulative Translation Adpasnt:In March 2013, the FASB issued ASU No. 2013Ratent’s Accounting for
the Cumulative Translation Adjustment upon Deredogmnof Certain Subsidiaries or Groups of Assetihin a Foreign Entity or of an
Investment in a Foreign Enti. This new standard is intended to resolve diveisipractice regarding the release into net incoifne
cumulative translation adjustment (“CTA”) upon degnition of a subsidiary or group of assets withiforeign entity. ASU No. 2013-05 is
effective prospectively for fiscal years (and iimereporting periods within those years) beginrafigr December 15, 2013. We have adopted
this as of January 1, 2014 and currently anticiffzeit could have an impact on our consolidatedrfcial statements, in the event of
derecognition of a foreign subsidiary in 2014 doseguently. We cannot currently estimate the amoLBITA to be released into income

from any potential derecognition.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk

Net sales to foreign customers represented apped®lg91.3% and 79.9% of our total net revenues for ltheet months ended March 31,
2014 and 2013, respectively. We expect that nesdalforeign customers will continue to represelasirge percentage of our total net sales.
Our net sales denominated in foreign currenciesesgmted approximately 22.6% and 3.8% of our twakales for the three months ended
March 31, 2014 and 2013, respectively. The sigaifidncrease in percentage of net sales in foreigrency was driven by a few large sales,
aggregating approximately $16.4 million, that weemominated in Japanese Yen. As of March 31, 204 4elated receivables were still
outstanding. We have an economic hedge in the &rdapanese Yen collars to minimize our exposuah#mges in foreign currency
exchange rates related to these receivables.

We are exposed to financial market risks, includihgnges in foreign currency exchange rates. Taegghin currency exchange rates that
have the largest impact on translating our intéonat operating profit (loss) is the Japanese Yfah@hinese Yuan. We use derivative
financial instruments to mitigate these risks. Vdendt use derivative financial instruments for spative or trading purposes. We generally
enter into monthly forward contracts to reducesdffect of fluctuating foreign currencies on shamrn foreign currency-denominated
intercompany transactions and other known currexppsures. The following tables are in thousands:

As of March 31, 2014

Fair Maturity Notional
(in thousands) Component of Value Dates Amount
Not Designated as Hedges under ASC
Foreign currency exchange forwal Prepaid and other current ass $ — April 2014  $ 6,40(
Foreign currency collar Prepaid and other current ass 573 October 201 34,06¢
Total Derivative Instruments $ 573 $ 40,46¢
As of December 31, 201
Fair Maturity Notional
(in thousands) Component of Value Dates Amount
Not Designated as Hedges under ASC
Foreign currency exchange forwai Prepaid and other current ass $ 1 January 201 $ 4,70(
Foreign currency collar Prepaid and other current ass 90€ October 201 34,06¢
Total Derivative Instruments $ 907 $ 38,76¢
Amount of realized net gain (loss
and changes in the fair value of
derivatives
For the three months ended Marct
Location of realized net gain (loss) an 31,
(in thousands) changes in the fair value of derivative: 2014 2013
Foreign currency exchange forwal Other operating, ne $ 95 $ 22¢
Foreign currency colle Other operating, ne (339 —
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We believe that based upon our hedging strate@@%&a change in foreign exchange rates would havearaterial impact on the Condensed
Consolidated Statements of Operations. We belieakethis quantitative measure has inherent lintitetibecause it does not take into account
any governmental actions or changes in either oust@urchasing patterns or our financing and opeyatrategies.

We centrally manage our investment portfolios coesng investment opportunities and risk, tax coueaces and overall financing
strategies. Our investment portfolio includes fbirdome securities with a fair value of approxinha®267.4 million as of March 31, 2014.
An immediate 100 basis point increase in interatgs may result in a decrease in the fair valubeMarch 31, 2014 portfolio of
approximately $1.4 million. While an increase iteirest rates may reduce the fair value of the imvest portfolio, it is unlikely that we will
realize the losses in our Condensed Consolidatger8ents of Operations unless the individual fiembme securities are sold prior to
recovery or the loss is determined to be other-teamorary.

Item 4. Controls and Procedures

Our senior management is responsible for establishiind maintaining a system of disclosure contints procedures (as defined in Rule 13a-
15 and 15d-15 under the Securities Exchange At984 (the “Exchange Act”)) designed to ensure itifarmation required to be disclosed
by us in the reports that we file or submit under Exchange Act is recorded, processed, summaaizeédeported within the time periods
specified in the Securities and Exchange Commissiahes and forms. Disclosure controls and proceslinclude, without limitation,

controls and procedures designed to ensure tt@aniaftion required to be disclosed by an issuenéréports that it files or submits under the
Exchange Act is accumulated and communicated tasther's management, including its principal exiveuofficer or officers and principal
financial officer or officers, or persons performisimilar functions, as appropriate to allow timdbcisions regarding required disclosure.

We have evaluated the effectiveness of the desidroperation of our disclosure controls and prooesiunder the supervision of and with
participation of management, including the chieg@xive officer and chief financial officer, astbeé end of the period covered by this report.
Based on that evaluation, our chief executive effiend our chief financial officer concluded that disclosure controls and procedures are
effective to ensure that information required tadiselosed by us in reports that we file or sutumidler the Exchange Act is recorded,
processed, summarized and reported within the pieniods specified in Securities and Exchange Cosionisules and forms and is
accumulated and communicated to our managemehiding our principal executive officer and prindifimancial officer or persons
performing similar functions, as appropriate to@waiitimely decisions regarding required disclosure.

There have been no changes in our internal contrat¢her factors during the fiscal quarter endeatdft 31, 2014 that have materially
affected or are reasonably likely to materiallyeaffour internal control over financial reporting.
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Part Il. OTHER INFORMATION
Item 1. Legal Proceedings
Veeco and certain other parties were named asdefiésin a lawsuit filed on April 25, 2013 in thed@rior Court of California, County of
Sonoma. The plaintiff in the lawsuit, Patrick Catbseeks unspecified damages and asserts claitieethaffered burns and other injuries
while he was cleaning a molecular beam epitaxyesystlleged to have been manufactured by Veecolalvsit alleges, among other thin
that the molecular beam epitaxy system was defeetid that Veeco failed to adequately warn of titergial risks of the system. Veeco
believes this lawsuit is without merit and intendslefend vigorously against the claims. Veecmishle to predict the outcome of this action
or to reasonably estimate the possible loss orerafgpss, if any, arising from the claims assettetein. The Company believes that, in the
event of any recovery by the plaintiff from Veesach recovery would be fully covered by Veeco’sinasice.

We are involved in various other legal proceediagsing in the normal course of our business. Waatdelieve that the ultimate resolution
of these matters will have a material adverse effamur consolidated financial position, resukt®perations or cash flows.

Item 1A. Risk Factors
Information regarding risk factors appears in taéeS1arbor Statement at the beginning of this guigrteport on Form 10-Q and in Part | —
Item 1A of our annual report on Form 10-K for treay ended December 31, 2013. There have been eoimhahanges from the risk factors
previously disclosed in our annual report on Fofi¥Klfor the year ended December 31, 2013.
Item 2. Unregistered Sales of Equity Securities andse of Proceeds
None
Item 3. Defaults Upon Senior Securities
None
Item 4. Mine Safety Disclosures
Not Applicable
Item 5. Other Information

None
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Item 6. Exhibits

Unless otherwise indicated, each of the followirbibkits has been previously filed with the SEC bg Company under File No. O-
16244,

Incorporated by Reference to the

Number Description Following Document:
10.1 Letter Agreement dated December 9, 2013 between *

Veeco and David Glas
31.1 Certification of Chief Executive Officer pursuant t *

Rule 13a—14(a) or Rule 15d+4(a) of the Securiti
and Exchange Act of 193

31.2 Certification of Chief Financial Officer pursuamot t *
Rule 13a—14(a) or Rule 15d+4(a) of the Securiti
and Exchange Act of 193

32.1 Certification of Chief Executive Officer pursuant t *
18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbal- Oxley Act of 2002

32.2 Certification of Chief Financial Officer pursuamot t *
18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbal- Oxley Act of 2002

101.INS XBRL Instance **
101.XSC XBRL Scheme *k
101.PRE XBRL Presentatiol **
101.CAL XBRL Calculation xk
101.DEF XBRL Definition xk
101.LAB XBRL Label *x

* Filed herewith

** Filed herewith electronically
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causisd¢iport to be signed on its
behalf by the undersigned thereunto duly authorized

Date: May 5, 201-

Veeco Instruments In

By: /s/ JOHN R. PEELE}

John R. Peeler
Chairman and Chief Executive Offic

By: /s/ DAVID D. GLASS

David D. Glass
Executive Vice President and Chief Financial Offi
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Exhibit 10.1

Veeco
1 Terminal Drives Plainview, NY 11803« Phone: (516) 677-0200 Fax: (516) 714-1206 www.veeco.com

December 9, 2013

David D. Glass
[private address]

Dear Dave:

The purpose of this letter is to confirm our disiars regarding your employment at Veeco InstrumbrtsAs discussed, we expect to
initiate a search shortly to identify a new CFOtloe Company. This will be followed, within four)(Business days, by the required
public disclosure in the form of an 8-K. We will vkowith you over the next few days to draft theuieed disclosure.

We would like you to continue in your current roletil the earlier of (i) the completion of our sefaland commencement of employment
of a new CFO, or (ii) the date six (6) months frtivta date of this notice (the “Service Period”). Weould, of course, be expected to be
fully engaged in your role throughout the Serviegi®d. For the avoidance of doubt, we would coasicur resignation prior to the end
of the Service Period as “voluntary” and you wondl be eligible for the severance benefits desdrii®rein in that circumstance.

Upon termination of your employment following ther@ice Period (other than for Cause), and conditiiompon your execution of a
waiver and release satisfactory to Veeco, whichl@&vmmclude non-competition, non-solicitation anch#gar provisions, you would be
entitled to receive the separation benefits desdrib your offer letter:

*  Eighteen (18) months of salary continuation (wagproximately $577k), and
«  Up to eighteen (18) months of subsidized bendifitsuugh COBRA, and
Twelve (12) months to exercise any stock optioriagat the time of your termination.

In addition, you would be entitled to any equityaad/that vests prior to your separation date:

*  You have restricted stock awards that are schedaledst on January 18, 2014 (8,334 shares cuyremtith $266k) and June 9,
2014 (2,267 shares currently worth $72.5k).

*  You have stock option grants that are scheduleg$t on May 25, 2014 (10,000 options @ $33.00)Jame 9, 2014 (4,300 options
@ $51.70)

Subject to your continued employment and provided you have carried out your responsibilitieshes@ompany’s CFO without any
reduction in commitment or performance during tieevige Period, including but not limited to the ambof time you spend in the
Plainview office, then notwithstanding the datevdrich the Service Period ends, you will be credftedvesting purposes, on the equity
awards described above, through and including 9u2814, effective as of your actual separatioe.dat




It is understood that you are an employee at Wills means that the employment relationship isytofixed period and is terminable at
any time by either you or the Company with or withoause or notice. Nothing herein shall be deetmdé@ an employment agreemen
in any way create an obligation of Veeco to prowadgployment to you or for you to remain an emplogk¥eeco.

Please let me know if you have any questions régauttiis matter.

Sincerely,

/s/ ROBERT W. BRADSHAW

Robert W. Bradshay
Sr. Vice President, Human Resour

Accepted

/s/ DAVID D. GLASS 12-1C-2013
David D. Glass Date

Innovation. Performance. Brilliant.




Exhibit 31.1

CERTIFICATION PURSUANT TO
RULE 13a — 14(a) or RULE 15d — 14(a)
OF THE SECURITIES EXCHANGE ACT OF 1934

I, John R. Peeler, certify that:

1.
2.

I have reviewed this quarterly report on Form 1@86€the period ended March 31, 2014 of Veeco Imstnts Inc.;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omsttéde a material fact necessary to
make the statements made, in light of the circuntsts.under which such statements were made, nlaadisg with respect to the peri

covered by this report;

Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disaie controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedures tesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pregzh

b. Designed such internal control over financial réipgr, or caused such internal control over finaha@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atmuoce with generally accepted accounting princjples

c. Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimgort our conclusions
about the effectiveness of the disclosure conintsprocedures, as of the end of the period cougyedis report based on such
evaluation; and

d. Disclosed in this report any change in the regitsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finalceporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationtexhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registrant’s
internal control over financial reporting.

/s/ JOHN R. PEELE}
By: John R. Peele
Chairman and Chief Executive Offic
Veeco Instruments In
May 5, 2014




Exhibit 31.2

CERTIFICATION PURSUANT TO
RULE 13a — 14(a) or RULE 15d — 14(a)
OF THE SECURITIES EXCHANGE ACT OF 1934

I, David D. Glass, certify that:

1)

2)

3)

4)

5)

| have reviewed this quarterly report on Form 1@€xhe period ended March 31, 2014 of Veeco Imsénts Inc.;

Based on my knowledge, this report does not cortajnuntrue statement of a material fact or omsitéde a material fact necessary to
make the statements made, in light of the circuntsts.under which such statements were made, nlaadisg with respect to the peri
covered by this report;

Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disaie controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to us
by others within those entities, particularly dgrihe period in which this report is being prepared

b) Designed such internal control over financial réipgr, or caused such internal control over finaheaorting to be designed under
our supervision, to provide reasonable assuramgading the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimegport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such evaluati
and

d) Disclosed in this report any change in the registsanternal control over financial reporting thatcurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tlas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant’s
internal control over financial reporting.

/s/ DAVID D. GLASS
By: David D. Glas:
Executive Vice President and Chief Financial Offi
Veeco Instruments In
May 5, 2014




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of Veecstinments Inc. (the “Company) on Form 10-Q forpgkeod ended March 31, 2014
as filed with the Securities and Exchange Commiseinthe date hereof (the “Report”), I, John R.I@e€hief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. Section01 3% adopted pursuant to Section 906 of the Sask@nley Act of 2002, that:

(1) The Report fully complies with the requirementsSefkction 13(a) or 15(d) of the Securities Exchangeof 1934; and

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

/s/ JOHN R. PEELE}
By: John R. Peele
Chairman and Chief Executive Offic
Veeco Instruments In
May 5, 2014

A signed original of this written statement reqdit®y Section 906 has been provided to Veeco Ingmisninc. and will be retained by Veeco
Instruments Inc. and furnished to the SecuritiesExchange Commission or its staff upon request.




Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of Veecstinments Inc. (the “Company) on Form 10-Q forpgkeod ended March 31, 2014
as filed with the Securities and Exchange Commissiothe date hereof (the “Report))David D. Glass, Executive Vice President andet
Financial Officer of the Company, certify, pursuémtl8 U.S.C. Section 1350, as adopted pursuadédstion 906 of the Sarbanes-Oxley Act
of 2002, that:

(1) The Report fully complies with the requirementsSefkction 13(a) or 15(d) of the Securities Exchangeof 1934; and

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

/s/ DAVID D. GLASS
By: David D. Glass
Executive Vice President and Chief Financial Offi
Veeco Instruments In
May 5, 2014

A signed original of this written statement reqdit®y Section 906 has been provided to Veeco Ingmisninc. and will be retained by Veeco
Instruments Inc. and furnished to the SecuritiesExchange Commission or its staff upon request.




