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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 June 30, 2013

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(&i8) 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 reduddile such reports), and (2) has been
subject to such filing requirements for the pastiag@s. Yes 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 precediBgribnths (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 fileilx] Accelerated filer O

Non-accelerated filerd Smaller reporting companyd
(Do not check if a Smaller reporting compa



Indicate by check mark whether the Registrantsbedl company (as defined in Rule 12b-2 of the Bxgfe Act). YesO No

39,246,279 shares of common stock were outstaradingf the close of business on October 24, 2013.
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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, that ogte in highly concentrated
industries;

*  Our sales cycle is long and unpredictable;

*  Our material weaknesses in our internal controkctliiave impeded, and may continue to impede, dlityab file timely and
accurate periodic reports may cause us to incuifgignt additional costs and may continue to affea 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 effecuobuwasiness;

*  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 propérfringement by others;

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

e Our acquisition strategy subjects us to risks aateat with evaluating and pursuing these opporiemind 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;



Table of Contents

* Changes in accounting pronouncements or taxaties nr practices may adversely affect our finanaults;

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

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

*  We have significant operations in locations whiohld be materially and adversely impacted in thenéwf 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 wdtée us to incur additional expenses, may makesapiply chain more complex,
and may result in damage to our relationships waitstomers; and

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

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

such statements.
Explanatory Note

Although this Report relates to the three and sixtis ended June 30, 2013, certain informatiomesgnted as of the time this Report is
being filed, rather than as of June 30, 2013. @Quirtess and financial condition as of the dateRgiport is filed is different from what our
business and financial condition was as of Jun2G03.

During 2012, the Company commenced an internalsitig@tion in response to information it received@@rning certain issues, including
contract documentation issues, related to a limitenber of customer transactions in South Korearirg the review of information in
connection with the internal investigation, quassiovere raised that prompted the Company to coraloomprehensive and extensive review
of its revenue recognition accounting for certaintiple element arrangements. The Company retagxpérienced counsel, assisted by an
experienced outside accounting consulting firrgtersee the accounting review undertaken by thegaosn The Company completed that
review in October 2013.

The delay in filing our periodic reports began watth announcement, on November 15, 2012, regardingacounting review of our
application of accounting principles related to @@mpany’s sales of multiple element arrangemehts!l®@CVD systems in certain
transactions originating in 2009 and 2010. We cotetl examinations of our MOCVD transactions tedaine whether the revenue and
related expenses were recognized in the appro@ia@unting period. Subsequently, we expande@otounting review to other relevant
transactions of similar multiple element arrangetsenmising since 2009. In the course of our actingmeview, we have examined more t|
100 multiple element arrangements.

The primary focus of the Company’s accounting nrevi®encerned whether the Company correctly inteegaraind applied generally accepted
accounting principles in the United States (“U.@AP") relating to revenue recognition for multipdéement arrangements as set forth in
Securities and Exchange Commission Staff AccourBinlietin No. 104: Revenue Recognition, and ASC-865 Revenue Recognition:
Multiple Element Arrangements (formerly known aFEI00-21 and EITF 08-01), to certain sales of Vegmalucts.

We often enter into large orders with our custoneerssisting of several elements. For accountinmggses, these are called multiple element
arrangements, and can include systems, upgrades, garts, service, as well as certain other ite@s: accounting review examined the
selected sales transactions to determine whetheCdimpany appropriately: (1) identified all of #lements in its arrangements with
customers; (2) determined the proper units of agtiog as part of the arrangements; and (3) allactite arrangements’ consideration to each
of the units of accounting under the applicableoaating standards. As a result of our accountingeve we identified errors in the
consolidated financial statements related to gresiods. The errors were primarily attributabléhte misapplication of U.S. GAAP for
recognizing revenue and related costs under maléf@ment arrangements and accounting for wareaiie assessed the materiality of these
errors, both quantitatively and qualitatively, arwhcluded that these errors were not materialyiddally or in the aggregate, to our
consolidated financial statements in 2012 or ahgoprior periods.
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While performing the foregoing accounting reviewr €hief Executive Officer and the Chief Finandlficer supervised and participated in
conducting an evaluation of the effectiveness afioternal control over financial reporting basadtbe criteria in Internal Control—
Integrated Framework issued by the Committee ohSpiing Organizations of the Treadway Commissi@(SQ”). Based upon that
evaluation, management identified material weake®ssthe Company’s internal control over financ&gdorting and therefore management
concluded that we did not maintain effective ingrcontrol over financial reporting through theealat this Report based on the criteria
established by COSO.

Notwithstanding the material weaknesses discuss” Part |. Item 4. Controls and Proceduréén this report and based upon our accoun
review performed during the delayed filing periodst management has concluded that our condenssol@ated financial statements
included in this report on Form10-Q have been meghan accordance with U.S. GAAP for interim finaldnformation.

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.comie 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. Tfilisgs are posted to our website as soon as reddpipracticable after we electronically
file such material with the SEC.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

Veeco Instruments Inc. and Subsidiaries

Condensed Consolidated Statements of Operations

(In thousands, except per share data)

Net sales
Cost of sales
Gross profit
Operating expenses (incom
Selling, general and administrati
Research and developme
Amortization
Restructuring
Other, net
Total operating expenses
Operating (loss) income
Interest income, net
(Loss) income from continuing operations beforeme taxe
Income tax (benefit) provision
(Loss) income from continuing operations

Discontinued operation
Income from discontinued operations before incoaxes
Income tax provision

Income from discontinued operations

Net (loss) incomu

(Loss) income per common sha

Basic:
Continuing operation
Discontinued operations
(Loss) income

Diluted :
Continuing operation
Discontinued operations
(Loss) income

Weighted average shares outstand
Basic
Diluted

(Unaudited )
For the three months endec For the six months endec
June 30, June 30,
2013 2012 2013 2012
$ 97,43 % 136,54 $ 159,21¢ $ 276,45t
62,79¢ 75,29! 102,02- 149,93-
34,64( 61,254 57,19: 126,52:
19,77¢ 20,89: 39,421 40,66¢
20,87( 23,91( 41,60 47,21¢
85t 1,18¢ 1,711 2,40(
— — 531 63
(52) 14€ 352 111
41,45 46,13¢ 83,62¢ 90,45¢
(6,817 15,12( (26,436 36,06¢
23€ 32¢ 42¢€ 532
(6,576 15,44¢ (26,009 36,59¢
(2,495) 4 43¢ (11,856 9,12¢
(4,08)) 11,01 (14,15) 27,47
— 1,21¢ — 1,13¢
— 412 — 381
— 807 — 757
$ (4,08) $ 1181¢ $ (14,15) $ 28,23(
$ (0.11) $ 0.2¢ $ 0.3) $ 0.72
— 0.0z — 0.0z
$ (0.11) $ 031 $ (0.37) $ 0.72
$ (0.11) $ 026 $ (0.37) $ 0.71
— 0.0z — 0.0z
$ (0.11) $ 03¢ $ 0.37) $ 0.7¢
38,76« 38,37( 38,74( 38,31t
38,76« 38,98¢ 38,74( 38,92t

The accompanying notes are an integral part obtheadensed consolidated financial statements

5
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Veeco Instruments Inc. and Subsidiaries
Condensed Consolidated Statements of Comprehensifleoss) Income
(In thousands)

Net (loss) incomi
Other comprehensive (loss) income, net of
Available-for-sale securitie
Unrealized loss on available-for-sale securities @f
taxes of $63, $(24), $79 and $(6
Less: Reclassification adjustments for (gains)dess
included in net (loss) incon
Net unrealized loss on available-for-sale secwritie
Foreign currency translation (net of taxes of ${176
$(37), $(189) and $(30
Comprehensive (loss) income

(Unaudited)
For the three months endec For the six months endec
June 30, June 30,
2013 2012 2013 2012
$ (4,08) $ 11,81¢ $ (14,15) $ 28,23(
(187) (66) (162) (184)
13 1 (0 ©
(19€) (65) (212) (199
(499 244 (1,267) (245
$ (4,776 $ 11,997 $ (15,626 $ 27,79:

The accompanying notes are an integral part obtbeadensed consolidated financial statements

6
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Assets
Current asset:
Cash and cash equivalel
Shor-term investment
Restricted cas
Accounts receivable, n
Inventories
Prepaid expenses and other current a:
Deferred income taxes
Total current asse
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

Deferred revenu

Income taxes payab

Current portion of long-term debt
Total current liabilities

Deferred income taxe
Long-term debi
Other liabilities

Total liabilities
Equity:

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

Preferred stock, 500,000 shares authorized; n@shssued and outstandi

Common stock; $.01 par value; authorized 120,0@gares; 39,254,671 and 39,328,503 shares

issued and outstanding in 2013 and 2012, respéc

Additional paic-in-capital
Retained earning

Accumulated other comprehensive inca

Total equity
Total liabilities and equity

The accompanying notes are an integral part oetbheadensed consolidated financial statements

7

June 30, December 31
2013 2012
(Unaudited)
$ 241,54¢ 384,55
340,33 192,23
3,44¢ 2,017
44,73¢ 63,16¢
64,10 59,801
32,89¢ 32,15¢
16,91¢ 10,54t
743,98 744,48
96,94¢ 98,30z
55,82¢ 55,82¢
5,13¢ 93t
19,26: 20,97
16,90¢ 16,78
$ 938,06¢ 937,30
$ 46,94¢ 26,085
59,17¢ 74,26(
17,29: 9,38(
11z 2,292
27¢ 26€
123,80¢ 112,28
7,16¢ 7,131
1,99t 2,13¢
4,77¢ 4,53(
137,75 126,09:
39¢ 39¢
713,45 708,72:
81,97: 96,12
4,49¢ 5,97:
800,31° 811,21:
$ 938,06¢ 937,30
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Veeco Instruments Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows
(In thousands)
(Unaudited)

Cash Flows from Operating Activities
Net (loss) incomi
Adjustments to reconcile net (loss) income to resthcprovided by operatir
Depreciation and amortizatic
Deferred income taxe
Non-cash equit-based compensatic
Excess tax benefits from stock option exerc
Non-cash items from discontinued operatis
Other, ne
Changes in operating assets and liabilii
Accounts receivabl
Inventories
Accounts payabl
Accrued expenses, deferred revenue and other tliabitities
Income taxes payab
Other, net
Net cash provided by operating activit

Cash Flows from Investing Activities
Capital expenditure
Proceeds from sales of st-term investment
Payments for purchases of sl-term investment
Proceeds from sale of assets from discontinued set
Other

Net cash (used in) provided by investing activi

Cash Flows from Financing Activities
Proceeds from stock option exerci:
Restricted stock tax withholding
Excess tax benefits from stock option exerc
Repayments of long-term debt

Net cash (used in) provided by financing activi

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

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Non-cash investing and financing activitie:
Transfers from property, plant and equipment temtary
Transfers from inventory to property, plant andipment

The accompanying notes are an integral part oetbheadensed consolidated financial statements

8

Six months endec

June 30,
2013 2012

(14,159 $ 28,23(
7,98¢ 7,83¢
(10,577 587
6,292 7,144
(461) (97¢)
— (1,285
26 —
18,09¢ 7
(4,219 22,88¢
20,91: (7,756
(7,095) (12,47¢)
(1,709 (1,205
(1,365 17,28¢
13,75! 60,27¢
(5,999 (16,607
272,44¢ 99,53:
(420,76 (49,019
— 3,75¢
(718) —
(155,03)) 37,67¢
31:& 2,161
(2,335 (1,330
461 97¢&
(132) (127)
(1,699 1,68¢
(32) (515)
(143,009 99,12¢
384,55° 217,92.
24154t $ 317,04°
2,22¢  $ —

1,144
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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 reity accruals) have been included. Operating re$oitthe three and six months ended
June 30, 2013, are not necessarily indicative @fd#isults that may be expected for the year erdewepmber 31, 2013. For further
information, refer to the consolidated financialtetents and footnotes thereto included in our ameport on Form 10-K for the year ended

December 31, 2012.

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. Theimtquarter ends are determined at the beginnirepoh year based on the W&ek quarters
The 2013 interim quarter ends are March 31, Juren80September 29. The 2012 interim quarter ends #eril 1, July 1 and September 30.
For ease of reference, we report these interimtguands as March 31, June 30 and September 30 interim condensed consolidated
financial statements. We have reclassified cedainpunts previously reported in our financial statata to conform to the current
presentation, including amounts related to disometil operations.

Accounting Revie\

During 2012, the Company commenced an internalsitig@tion in response to information it received@arning certain issues, including
contract documentation issues, related to a limitetiber of customer transactions in South Korearirg the review of information in
connection with the internal investigation, quessiovere raised that prompted the Company to coralaomprehensive and extensive review
of its revenue recognition accounting for certaintiple element arrangements. The Company retagxeérienced counsel, assisted by an
experienced outside accounting consulting firmguersee the accounting review undertaken by thepgaomn The Company completed that
review in October 2013.

The delay in filing our periodic reports began wath announcement, on November 15, 2012, regardingazounting review of our
application of accounting principles related to @@mpany’s sales of multiple element arrangemehitéatal Organic Chemical Vapor
Deposition (“MOCVD") systems in certain transacgagriginating in 2009 and 2010. We conducted erations of our MOCVD
transactions to determine whether the revenue elated expenses were recognized in the appro@iateunting period. Subsequently, we
expanded our accounting review to other relevamsactions of similar multiple element arrangemariting since 2009. In the course of
our accounting review, we have examined more ti¥hnultiple element arrangements.

The primary focus of the Company’s accounting revi®ncerned whether the Company correctly integorand applied generally accepted
accounting principles relating to revenue recognifior multiple element arrangements as set fortBdcurities and Exchange Commission
Staff Accounting Bulletin No. 104: Revenue Recogmnif and ASC 605-25Revenue Recognition: Multiple Element Arrangeméfaemerly
known as EITF 00-21 and EITF 08-01), to certairsalf Veeco products.

We often enter into large orders with our custonterssisting of several elements. For accountirrggaes, these are called multiple element
arrangements, and can include systems, upgrades, garts, services, as well as certain other itelng accounting review examined the
selected sales transactions to determine whetheCdmpany appropriately: (1) identified all of #lements in its arrangements with
customers; (2) determined the proper units of actiog as part of the arrangements; and (3) allactte arrangements’ consideration to each
of the units of accounting under the applicableoaoting standards. As a result of our accountaview we identified errors in the
consolidated financial statements related to gr@iods. The errors were primarily attributabléhte misapplication of U.S. GAAP for
recognizing revenue and related costs under maléj@ment arrangements and accounting for wareaMie assessed the materiality of these
errors, both quantitatively and qualitatively, ammhcluded that these errors were not materialyiddally or in the aggregate, to our
consolidated financial statements in 2012 or ahgoprior periods.



Table of Contents

Notwithstanding the material weaknesses discuss” Part . Item 4. Controls and Proceduréand based upon the accounting review
discussed above, our management has concludeduhabnsolidated financial statements are faidyest in all material respects in
accordance with U.S. GAAP for interim financialtetaents.

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 andalisce of contingent assets and liabilities ahefdate 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 servicespwtnce for doubtful accounts; inventory valuatiggoverability and useful lives of property,
plant and equipment and identifiable intangiblee&ssnvestment valuations; fair value of derivasivrecoverability of goodwill and long-
lived assets; recoverability of deferred tax asdietsilities for product warranty; accruals forrtmgencies; equity-based payments, including
forfeitures and performance based vesting; andlitiab for tax uncertainties. Actual results coudidfer from those estimates.

(Loss) Income Per Common Share

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

Three months endec Six months endec
June 30, June 30,
2013 2012 2013 2012
Basic weighted average shares outstan 38,76« 38,37( 38,74( 38,31t
Dilutive effect of stock options and restrictedcht: — 61€ — 61C
Diluted weighted average shares outstan 38,76+ 38,98t 38, 74( 38,92

Basic (loss) income per common share is computied tise weighted average number of common shartssamaing during the period.
Diluted (loss) income per common share is compugdg the weighted average number of common ska@sommon equivalent shares
outstanding during the period.

Potentially dilutive securities attributable to stainding stock options and restricted stock wepgagmately 0.9 million and 1.2 million
common equivalent shares during the three and sintims ended June 30, 2013, respectively. Potgntailtive securities attributable to
outstanding stock options and restricted stock wwpmroximately 1.5 million and 1.3 million commoguévalent shares during the three and
six months ended June 30, 2012, respectively.

Approximately 0.7 million and 0.6 million commonwggalent shares were excluded from the calculatiodiluted net loss per share during
the three and six months ended June 30, 2013,atsglyg, because their effect on loss per shareamtisdilutive due to the net loss sustained
during the respective periods.

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 senliee® been rendered; prices are contractually fixetbterminable; 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 seraos. ffor sales arrangements that contain multipteents, we split the arrangement into
separate units of accounting if the individuallyielered 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 irieroplation of each other. When we have separate ahaccounting, we allocate revenue to
each element based on the following selling prieednchy: vendor-specific objective evidence (“VSDiEavailable; third party evidence
(“TPE") if VSOE is not available; or our best estita of selling price (“BESP”) if neither VSOE noPE is available. For the majority of the
elements in our arrangements we utilize BESP. Tleunting guidance for selling price hierarchy dat include BESP for arrangements
entered into prior to January 1, 2011, and as sugchecognized revenue for those arrangements asiloed below.

10
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We consider many facts when evaluating each obal@s arrangements to determine the timing of texeecognition, 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 arrangementsisiomer source inspection of the system is padrin our facility or test data is sent to
the customer documenting that the system is funictgpto the agreed upon specifications prior tavéey. 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 dinere is no substantive contingency remainingeeléo the acceptance provisions as of
that date, subject to the retention amount comgtdascribed below. For new products, new appboatof existing products or for products
with substantive customer acceptance provisiongewve cannot objectively demonstrate that theriaitgpecified in the contractual
acceptance provisions have been achieved pricglteedy, revenue and the associated costs arerddfand fully recognized upon the receipt
of final customer acceptance, assuming all othezrmee recognition 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 instamoese such provisions are included, we defer atmee until such rights expire. In many
cases our products are sold with a billing retentigpically 10% of the sales price (the “retentamount”), which is typically payable by the
customer when field acceptance provisions are ceteg The amount of revenue recognized upon dglifea system or upgrade is limited
to the lower of i) the amount that is not contingemon acceptance provisions or ii) the value alied to the delivered elements, if such se
part of a multiple-element arrangement.

For transactions entered into prior to January01,12under the accounting rules for multiple-eletrerangements 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 wagefentil 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 installatigocess 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 sotivitees. 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 installatimuo$ystems to be inconsequential and perfunctdafive to the system as a whole, and as
a result, do not consider such services to be arapelement of the arrangement. As such, we atbeucost 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 custernidied upon the receipt of written customer gataace.

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

Note 2 — Discontinued Operations
There was $0.8 million in income from discontinugzkrations with no sales recorded for the threesanthonths ended June 30, 2012.
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Note 3—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 equigal®ath items may include liquid money market antgiureasury bills, government
agency securities and corporate debt. The investntleat are classified as cash equivalents aredaat cost, which approximates fair value.

Short-Term Investments

Available-for-sale securities consist of the follagy (in thousands:

June 30, 201:
Gains in Losses in
Accumulated Accumulated
Other Other
Amortized Comprehensive Comprehensive Estimated Fair
Cost Income Income Value
United States treasuri $ 196,06: $ 27 % 28) $ 196,06:
Corporate bond 75,837 4 (219) 75,62¢
Goverment agency securiti 64,64 8 (13 64,64
Commercial pape 4,00( — — 4,00(
Total available-for-sale securities $ 34054° $ 39 $ (254 $ 340,33

During the three and six months ended June 30,,20/8lable-for-sale securities were liquidatedtfiial proceeds of $171.2 million and
$272.4 million, respectively. There were minimabgg realized gains on these sales for the thresiamdonths ended June 30, 2013.

December 31, 201,

Gains in Losses in
Accumulated Accumulated
Other Other
Amortized Comprehensive Comprehensive Estimated Fair
Cost Income Income Value
United States treasuri $ 184,10: $ 76 $ — $ 184,17¢
Government agency securities 8,05¢ — — 8,05¢
Total available-for-sale securities $ 192,15¢ $ 7€ $ — $ 192,23«
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During the three and six months ended June 30,,20/2lable-forsale securities were liquidated for total proce&ds55.9 million and $99.
million, respectively. There were minimal grossliial gains on these sales for the three and siximsended June 30, 2012.

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

June 30, 201:
Less than 12 months Total
Estimated Gross Unrealized Estimated Fair Gross Unrealized
Fair Value Losses Value Losses
Corporate bond $ 66,35. $ (219 $ 66,35, $ (219
United States treasuri 44,88: (28) 44,88 (28)
Government agency securiti 7,98 (13) 7,981 (13
Total $ 119,21¢ $ (2549) $ 119,21¢ $ (254)

As of December 31, 2012 we did not hold any shemtatinvestments that were in a loss position. Vdendit hold any short-term investments
that have been in an unrealized loss position 2ambnths or longer for the periods noted in théetabove.

The Company regularly reviews its investment pdidfto 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 failue has been lower than the cost basis; tlaadial condition and near-term prospects of
the investee; and whether it is more likely thahthat the Company will be required to sell theusig prior to recovery. The Company
believes the gross unrealized losses on the Congpahgrt-term investments as of June 30, 2013 wemgorary in nature and therefore did
not recognize any impairment.

Contractual maturities of available-for-sale dedatugities are as followsilf thousands:

June 30, 201:
Estimated Fair Value

Due in one year or le: $ 247,93
Due in =—2 years 32,27:
Due in —3 years 60,124

Total availabl-for-sale securitie $ 340,33:

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

Restricted Cas

As of June 30, 2013 and December 31, 2012, restrizash consisted of $3.4 million and $2.0 milli@spectively, which serves as collateral
for bank guarantees that provide financial asswdimat the Company will fulfill certain customerligiations. This cash is held in custody by
the issuing bank and is restricted as to withdrawaise while the related bank guarantees areamalistg.

Accounts Receivable, N

Accounts receivable are shown net of the allowdacdoubtful accounts of $0.5 million as of June 3013 and December 31, 2012.
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Inventories

Inventories are stated at the lower of cost (ppaly first-in, first-out) or market. Inventoriesugsist of (in thousands:

June 30, December 31
2013 2012
Materials $ 36,49¢ $ 36,52!
Work in proces: 19,81t 13,36:
Finished goods 7,798 9,921
$ 64,107 $ 59,80:

Cost Method Investment

As of June 30, 2013 and December 31, 2012 we learded a total investment of $15.3 million and.$million, respectively, in a rapidly
developing organic light emitting diode (“OLED”) ggpment company (the “Investment”). Our ownersiniphe Investment is approximately
15.3% of the preferred shares and a 12.0% intardise total of the company. Since we do not egignificant influence on the Investment,
this investment is treated under the cost meth@taordance with applicable accounting guidance.fah value of this investment is not
estimated because there are no identified everdsasrges in circumstances that may indicate an-titla@temporary decline in the fair val
of the investment, and we are exempt from estirgatiterim fair values because the investment doésneet the definition of a publicly
traded company. This investment is recorded inraiBseets in our Condensed Consolidated BalanceasSigésequently, during the third
quarter of 2013, we invested an additional $0.8ionilin the Investment.

Customer Deposits

As of June 30, 2013 and December 31, 2012, we bstdmer deposits of $27.4 million and $32.7 millicespectively, which are recorded as
a component of accrued expenses and other cuiabiiities.

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 ratenaterial usage and labor costs incurred in
correcting product failures during the warrantyiper This accrual is recorded in accrued expensdother current liabilities in our
Condensed Consolidated Balance Sheets. We pailydissess the adequacy of our recognized warliahility and adjust the amount as
necessary. Changes in our warranty liability dyitime period are as followsr{ thousand$:

June 30,
2013 2012
Balance as of the beginning of period $ 494: % 8,731
Warranties issued during the per| 1,80¢ 1,54
Settlements made during the per (2,540 (3,625
Changes in estimate during the period — 25
Balance as of the end of period $ 4206 $ 6,67¢

In the current year’s presentation we no longeluihe installation in the accrued warranty balartieerefore, in order to conform the balance
to current year presentation, we have reclass#ie@47 million from the beginning balance of 20t2raed warranty to accrued installation
which, along with accrued warranty, is also a congmt of accrued expenses and other current lisilit
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Mortgage Payabl

We have a mortgage payable with approximately $#lBon outstanding as of June 30, 2013 and $2 Mianioutstanding as of December
2012. The mortgage accrues interest at an annieabfd.91%, and the final payment is due on Jania2020. The fair value of the
mortgage as of June 30, 2013 was approximately$flién and $2.6 million as of December 31, 2012.

Accumulated Other Comprehensive Incc

The components of accumulated other comprehensoggrie are n thousands:

As of June 30, 201: Gross Taxes Net

Translation adjustmen $ 5967 $ (52¢) $ 5,43¢
Minimum pension liability (1,285 51C (775)
Unrealized loss on available-for-sale securities (215) 50 (16E)
Accumulated other comprehensive income $ 4,467 $ 32 $ 4,49¢
As of December 31, 201 Gross Taxes Net

Translation adjustmen $ 7,04C $ (339 $ 6,701
Minimum pension liability (1,285 51C (775)
Unrealized gain on available-for-sale securities 76 (29) 47
Accumulated other comprehensive income $ 5831 $ 14z $ 5,97¢

Note 4—Segment Information

We manage the business, review operating resultsissess performance, as well as allocate resobassd upon four reporting units that
are aggregated into two segments: the VIBE and ki@chl reporting units which are reported in outdD@torage segment; and the MOCVD
and molecular beam epitaxy (“MBE”) reporting unithich are reported in our Light Emitting Diode (“DE) and Solar segment. In
identifying the reporting units, management consdehe economic characteristics of operating seggriacluding the products and services
provided, production processes, types or classesstbmer and product distribution. Our LED & Saagment consists of MOCVD
systems, MBE systems and thermal deposition souftese systems are primarily sold to custometisér ED, wireless devices and solar
industries, as well as to scientific research austs. This segment has manufacturing, product dpwent and marketing sites in Somerset,
New Jersey; Poughkeepsie, New York; and St. Pamind$ota. Our Data Storage segment consists abtheeam etch, ion beam depositi
diamond-like carbon, physical vapor deposition dieithg and slicing products sold primarily to cusers in the data storage industry. This
segment has manufacturing, product developmentreréleting sites in Plainview, New York; Camaril@alifornia; and Ft. Collins,
Colorado.

We evaluate the performance of our reportable satprimsed on income (loss) from continuing openatleefore interest, income taxes,
amortization and certain items (in the aggregaggrisent profit (loss)”), which is the primary indioarused to plan and forecast future
periods. The presentation of this financial measac#itates meaningful comparison with prior peispas management believes segment
profit (loss) reports baseline performance and firogides useful information. Certain items includstructuring charges and equity-based
compensation expense. The accounting policieseofghortable segments are the same as those @gbsirithe summary of critical
accounting policies.
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The following tables present certain data pertgnmour reportable segments and a reconciliatimegment profit (loss) to income (loss)
from continuing operations before income taxesterthree and six months ended June 30, 2013 &t} Bspectively, and goodwill and
total assets as of June 30, 2013 and DecembeD32,(in thousands:

Unallocated
LED & Solar Data Storage Corporate Total

Three months ended June 30, 2013
Net sales $ 75,93¢ $ 21,50: $ — $ 97,43t
Segment profit (loss) $ 312¢ % (121) $ (5,247 $ (2,249
Interest income, ne — — 23¢€ 23€
Amortization (532 (329 — (85%)
Equity-based compensation (1,316 (488) (1,909 (3,719
Income (loss) from continuing operations beforeine taxe: $ 1,27¢ $ (932) $ (6,920 $ (6,576
Three months ended June 30, 2012
Net sales $ 86,77¢ $ 49,76¢ $ — $ 136,54
Segment profit (loss) $ 9,587 $ 12,13¢ $ (1,409 $ 20,31¢
Interest income, ne — — 32¢ 32¢
Amortization (861) (329) — (1,185
Equity-based compensation (1,09¢6) (440 (2,47%) (4,019
Income (loss) from continuing operations beforeme taxe: $ 7,63C $ 11,37: $ (3,559 $ 15,44¢
Six months ended June 30, 201
Net sales $ 11824 $ 40,97¢ $ — $ 159,21¢
Segment (loss) profit $ (8,099 $ 254 % (10,05 $ (17,909
Interest income, ne — — 42¢ 42¢
Amortization (1,069 (647) — (1,717
Equity-based compensatic (2,02¢) (61€) (3,64¢) (6,297)
Restructuring (423) (50) (58) (537)
Loss from continuing operations before income te $ (11,61) $ (1,06) $ (13,339 $ (26,009)
Six months ended June 30, 201
Net sales $ 18235 $ 94,10¢ $ — $ 276,45t
Segment profit (loss) $ 27,070 % 21,08¢ $ (2,489 $ 45,67
Interest income, ne — — 532 532
Amortization (1,729 (67€) — (2,400
Equity-based compensatic (2,109 (857) (4,19)) (7,149
Restructuring (59) (5) — (63)
Income (loss) from continuing operations beforeme taxe: $ 23,18¢ § 19,557 § (6,149 $ 36,59¢

Unallocated
As of June 30, 201. LED & Solar Data Storage Corporate Total
Goodwill $ 55,82¢ $ — $ — 3 55,82¢
Total asset $ 257,03( % 39,27 % 641,76 $ 938,06
As of December 31, 201
Goodwill $ 55,82¢ $ — % — $ 55,82¢
Total asset $ 276,35 $ 38,66 $ 622,28¢ $ 937,30«
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Note 5— 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 liab#itibat we have the ability to
access.

» Level 2 inputs utilize other-than-quoted priced tr@ observable, either directly or indirectlyvee2 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 @essified within the Level 3 category.
a result, the unrealized gains and losses for agsttin the Level 3 category may include changefair value that were attributable to both
observable (e.g., changes in market interest ratelnobservable (e.g., changes in historical emyplata) inputs.

The major categories of assets and liabilities mneabon a recurring basis, at fair value, as 08 R0y 2013 and December 31, 2012, are as
follows (in thousand$:

June 30, 201:

Level 1 Level 2 Level 3 Total
United States treasuries $ 206,06. $ — 3 — 3 206,06:
Commercial pape — 4,00( — 4,00(
Corporate bond — 75,62¢ — 75,62¢
Government agency securities — 86,44( — 86,44(
Total $ 206,06 $ 166,06¢ $ — 3 372,12

December 31, 201.

Level 1 Level 2 Level 3 Total
United States treasuries $ 278,69( $ — 3 — 3 278,69¢
Government agency securities — 123,05« — 123,05«
Total $ 278,69{ $ 123,05 $ — 3 401,75

Consistent with Level 1 measurement principlesduoey bills and treasury notes are priced usingeaotarket prices of identical securities.
Consistent with Level 2 measurement principles, mential paper, corporate bonds and government ggawurities are priced with matrix
pricing.

Government agency securities and treasury billsatexclassified as cash equivalents are carriedsaf which approximates market value.
Accordingly, no gains or losses (realized/unredljzeave been incurred for cash equivalents. Alegimnents classified as available-for-sale
are recorded at fair value within short-term investts in the Condensed Consolidated Balance Sheets.
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In determining the fair value of its investmentsl égvels, the Company uses pricing information fimniging services that value securities
based on quoted market prices in active marketsratdx pricing. Matrix pricing is a mathematicalluation technique that does not rely
exclusively on quoted prices of specific investnsebut on the investment'’s relationship to otherdbenarked quoted securities. The
Company has a challenge process in place for imagtvaluations to facilitate identification andetution of potentially erroneous prices.
The Company reviews the information provided byttiied-party service provider to record the faitueof its portfolio.

Note 6 — Derivative Financial Instruments

We use derivative financial instruments to minimiize impact of foreign currency exchange rate chamg earnings and cash flows. In the
normal course of business, our operations are exjpimsfluctuations in foreign currency exchangesatn order to reduce the effect of
fluctuating foreign currencies on short-term fore@irrency-denominated intercompany transactiodsoémer known foreign currency
exposures, we enter into monthly forward contrasdfs.do not use derivative financial instrumentstfading or speculative purposes. Our
forward contracts are not expected to subject usaterial risks due to exchange rate movementsuseagains and losses on these contracts
are intended to offset exchange gains and loss#seamderlying assets and liabilities. We havedesignated these economic hedges as
accounting hedges pursuant to the accounting gaéddrhne forward contracts are marked-to-marketutiinoearnings. We conduct our
derivative transactions with highly rated finandititutions in an effort to mitigate any matermalunterparty risk. The following tables are in
thousands:

June 30, 201:
Maturity Notional Fair
Not Designated as Hedges under ASC 81 Component of Dates Amount Value
Foreign currency exchange forwards Prepaid expenses and othe
current assel July 2013 3,30( 32
Total Derivative Instruments $ 330 $ 32
December 31, 201.
Maturity Notional Fair
Not Designated as Hedges under ASC 81 Component of Dates Amount Value
Foreign currency exchange forwards Prepaid expenses and othe
current assel January 201 9,59( 244
Total Derivative Instruments $ 959 $ 244
Location of Realized Net For the three months For the six months
(Loss) Gain and Changes in ended June 30 ended June 30
Derivative the Fair Value of Derivatives 2013 2012 2013 2012
Foreign currency exchange forwards Other, ne $ (7)) $ (158 $ 157 $ (78)
Weighted average notional amount of
derivatives outstandin $ 136( $ 256( $ 199« $ 2,501
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Note 7— Commitments, Contingencies and Other Mattexr

Restructuring and Other Charg

During the six months ended June 30, 2013 and 204200k measures to improve profitability, incloglia reduction of discretionary
expenses, realignment of our senior managementaeansonsolidation of certain sales, business dndrastrative functions. As a result of
these actions, we recorded a restructuring ch&r§je.6 million and $0.1 million, respectively. Wealdhot record any restructuring charges
during the three months ended June 30, 2013 and 201

For the six months endec

June 30,
2013 2012
Personnel severance and related costs $ 43t 3 63
Other associated costs 96 —
$ 531 $ 63
Restructuring Liability
The following is a reconciliation of the restrudhg liability through June 30, 2013r( thousands:
Unallocated
LED & Solar Data Storage Corporate Total

Short-term liability
Balance as of January 1, 2C $ 44¢ 3 1,30¢ $ 11¢ % 1,87¢

Restructuring 422 51 58 531

Cash payments (805) (926) (16€) (1,899
Balance as of June 30, 2013 $ 65 $ 43z $ 11 3 50¢

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

The following is a reconciliation of the restrughg liability through December 31, 2012n(thousands:

Unallocated
LED & Solar Data Storage Corporate Total
Short-term liability
Balance as of January 1, 2C $ 534 $ 12¢ % 294 3 95€
Restructuring 874 1,68¢ 13¢ 2,69:
Cash payments (960) (504) (310 (1,779
Balance as of December 31, 2012 $ 44 3 1,30¢ $ 11¢ $ 1,87¢

Note 8— Subsequent Events

Notice of Potential C-Listing : During our internal control evaluation and acdingreview, we were unable to timely file our yetic
statements with the SEC and, as of the date oRéport, have yet to become current with all oguned filings. We have been notified by
the NASDAQ Stock Market that our common stock tigtivill be suspended if we have not filed all of outstanding periodic reports with
the SEC on or before November 4, 2013. If our stealelisted, then it will no longer be traded ba NASDAQ Global Select Market,
however, it would continue to trade in the over-tio@inter market, which may have an adverse efiethe trading price of our stock.
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Acquisition of Synos Technology, In‘Synos”) : On October 1, 2013, we acquired Synos, whichghssand manufactures Fast Array
Scanning™ Atomic Layer Deposition systems (“ALDHpt are enabling the production of flexible orgdigbt-emitting diode (“OLED”)
displays for mobile devices. The initial purchasiegis $70 million. The agreement also includegam-out feature that would require an
additional payment of up to $115 million if futuperformance milestones are achieved prior to Deee®b, 2014. With the earn-out feature,
the total maximum potential purchase price is $t@8on. Synos is headquartered in Fremont, Catifarand has approximately 50
employees. Preliminary purchase accounting allonatfor Synos are not yet available.

Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations
Executive Summary

Veeco Instruments Inc. (together with its consdédasubsidiaries, “Veeco”, the “Company”, “we”, “uand “our”, unless the context
indicates otherwise) creates Process Equipmenetisiles technologies for a cleaner and more ptivéuworld. We design, manufacture i
market equipment to make light emitting diodes (’E) and hard-disk drives, as well as for concdotrphotovoltaics, power
semiconductors, wireless components, and micrdrel@echanical systems (“MEMS”).

Veeco develops highly differentiated, “best-in-slaBrocess Equipment for critical performance st€pg products feature leading
technology, low cost-of-ownership and high througthCore competencies in advanced thin film tecbgiels, over 200 patents, and decades
of specialized process know-how helps us to stalyeatorefront 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 concentrator
photovoltaics, as well as to R&D applications.

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

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

As of September 30, 2013, Veeco’s approximately &@ployees support our customers through produtpascess development, training,
manufacturing, and sales and service sites in tBe, South Korea, Taiwan, China, Singapore, Jdpargpe and other locations.

Veeco Instruments was organized as a Delaware @ipo in 1989.

Highlights of the Second Quarter of 2013

*  Revenue was $97.4 million, a 28.6% decrease frenséitond quarter of 2012.
*  Bookings were $84.8 million, a 17.3% decrease ftoensecond quarter of 2012.

* Net (loss) income from continuing operations was B million, or $(0.11) per share, compared to.@Iillion, or $0.28 per share,
in the second quarter of 2012.

»  Gross margins were 35.6%, compared to 44.9% is¢hend quarter of 2012.
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Outlook

Through the first nine months of 2013, we havessan any clear signs that customer overcapacayitMOCVD business and weak end-
market demand in our Data Storage segment will awgin the near term. Our customers continue sodyapending tightly and limit
capacity expansions. The LED industry is stilamequipment digestion period and near term vigibi#émains limited. With few MOCVD
deals available, we have also experienced incrgadeidg pressure. In our Data Storage segmemthard drive customers are experiencing
weak end-market demand which has resulted in exnassifacturing capacity, therefore they are onlkinmselect technology purchases.
While our overall bookings have continued to dexlim 2013, bookings in our Data Storage segmerg baen relatively flat for the first nine
months of 2013 compared to the first nine month20df2.

While the Company has been actively working to oedcosts during this extended business downtuitingrpressure and persistent low
volumes in MOCVD represent significant headwindd have caused the Company to move to a loss in.2013

Our outlook discussion above constitutes “forwardking statements” within the meaning of SectioA ®7 the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchaogef 1934, as amended. Our expectations regafditure results are subject to risks
and uncertainties. Our actual results may diffetemally from those anticipated.

You should not place undue reliance on any forwaeotting statements, which speak only as of thegdtitey are made.

Results of Operations:

Three Months Ended June 30, 2013 and 2012

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. Tterim quarter ends are determined at the beginvfiegch year based on the 13-week
quarters. The 2013 interim quarter ends were Maichlune 30 and September 29. The 2012 interintequamds are April 1, July 1 and
September 30. For ease of reference, we repos thessim quarter ends as March 31, June 30, apteBder 30 in our interim condensed
consolidated financial statements.

The following table shows our Condensed Consoltl&tatements of Operations, percentages of salds;amparisons between the three
months ended June 30, 2013 and 20dallars in thousand¥:
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Net sales

Cost of sales

Gross profit

Operating expenses (incom
Selling, general and

administrative

Research and developme
Amortization
Other, net

Total operating expenses

Operating (loss) incom

Interest income, net

(Loss) income from continuing

operations before income ta

Income tax (benefit) provision
(Loss) income from continuing
operations

Discontinued operation
Income from discontinued
operations before income
taxes
Income tax provision
Income from discontinued
operations

Net (loss) incomi

Three months endec

Dollar and Percentage

* Not Meaningful

Net Sales and Bookin

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

Segment Analysis
LED & Solar
Data Storag:
Total

Regional Analysis
Americas

Europe, Middle East and Afric

Asia Pacific
Total

June 30, Change
2013 2012 Period to Period
97,43¢ 100.%$ 136,54 100.%6$ (39,110 (28.60%

62,79¢ 64.4 75,29: 55.1 (12,499 (16.6€)
34,64( 35.¢€ 61,25¢ 44 ¢ (26,619 (43.9)
19,77¢ 20.2 20,89: 15.2 (1,119 (5.9
20,87( 21.4 23,91( 17.5 (3,040 (12.7)
85¢E 0. 1,18t 0.¢ (330 (27.9)
(52) (0.2) 14€ 0.1 (19€) *
41,457 42.F 46,13¢ 33.¢ (4,687) (10.2
(6,817) (7.0) 15,12( 11.1 (21,93) *
23€ 0.2 32¢ 0.2 (93) (28.9)

(6,576 (6.7) 15,44¢ 11.2 (22,025

(2,495 (2.€) 4,43¢ 3.3 (6,939
(4,08)) (4.2) 11,01 8.1 (15,092 *
— — 1,21¢ 0.¢ (1,219 *
— — 417 0.3 (412) *
= = 807 0.6 (807) *
(4,087 (4.2%$  11,81¢ 8.7%% (15,899 *
Sales Dollar and

Three months ended June 3(

Percentage Chan

o[}
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2013 Percent of Total 2012 Percent of Total Period to Period

$ 75,93 77.% $  86,77¢ 63.€% $  (10,84% (12.5%
21,50z 22.1% 49,76¢ 36.4% (28,267) (56.9%

$ 97,43¢ 100.% $ 136,54 100.(% $ (39,119 (28.0%
$ 12,64 13.% $ 23,81¢ 17.% $  (11,17) (46.9%
6,93( 7.1% 12,57: 9.2% (5,647 (44.9%
77,86 79.% 100,15¢ 73.4% (22,299 (22.9%

$ 97,43 100.(% $ 136,54 100.% $  (39,11)) (28.0%
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Our LED & Solar segment sales decreased in 2013apilly due to industry overcapacity following owero years of strong customer
investments. Our Data Storage sales decreasdd B1due to customer fabrication facility overcapaand weak hard drive demand. Our
Data Storage sales in 2012 were favorably impauyetthe replacement of equipment at one of our costts site that was damaged by the
floods in Thailand. By region, net sales decreaseskia Pacific, primarily due to a significantatease in MOCVD sales in China resulting
from industry overcapacity. Net sales in the Amasiless than 1% is outside U.S.) and Europe, Mi#dist and Africa (‘EMEA”") also
decreased, due to reduced end-market demand nesiutim the weak global economy. We believe thatetwill continue to be period-to-
period variations in the geographic distributiorsafes.

Bookings decreased 17.3% to $84.8 million from $&0Rillion in the prior year period, primarily atiutable to a 24.8% decrease in LED &
Solar bookings, principally driven by a declindli©®CVD bookings due to industry overcapacity. Sih@tting a peak in second quarter of
2011, Veeco's bookings have slowed dramaticallytal®iorage bookings increased 5.7% from the pear period. Customers remain
hesitant to make further investments as eser hard drive demand has slowed. We continuggerince weak overall market conditions
to overcapacity in all of our businesses.

Our book-to-bill ratio for the three months endedd 30, 2013, which is calculated by dividing bawjd recorded in a given time period by
revenue recognized in the same time period, wat.87Our backlog as of June 30, 2013 was $140l®m compared to $150.2 million as
of December 31, 2012. During the three months eddeé 30, 2013, we recorded backlog adjustmerdapmfoximately $3.4 million related
principally to orders that no longer met our bogkariteria. Our backlog consists of orders for whige received a firm purchase order, a
customer-confirmed shipment date within twelve rhgrdnd a deposit, where required. As of June 318,20e had customer deposits of
$27.4 million.

Gross Profit

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

Three months endec

June 30, Dollar and Percentage Changt
2013 2012 Period to Period

Gross profit- LED & Solar $ 26,34¢ $ 37,077 $ (20,729 (28.9%
Gross margir 34.1% 42.71%

Gross profit- Data Storag $ 8,291 $ 24,177 $ (15,88¢) (65.71)%
Gross margir 38.6% 48.6%

Gross profi- Total Veecc $ 34,640 $ 61,25¢ $ (26,619 (43.9%
Gross margir 35.6% 44.%

LED & Solar gross margins decreased primarily adulwer average selling prices and fewer final ataeces partially offset by lower plant
and service spending associated with reduced valiame cost reductions in response to lower busiegsts. We anticipate a continuing
weak business environment resulting in persistelting price pressure in our MOCVD business. DBtiarage gross margins decreased
primarily due to a significant reduction in voluraed a sales mix of lower margin products partiaffget by reduced plant and service
spending.

Selling, General and Administrative Expenses

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

Three months endec

June 30, Dollar and Percentage Changt
2013 2012 Period to Period
Selling, general and administrati $ 19,77¢ $ 20,89: $ (1,119 (5.9%
Percent of sale 20.2% 15.2%
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Selling, general and administrative expenses dseteprimarily as a result of a reduction in bomig profit sharing and commission expense
from the reduced level of business in each of egn®ents and cost control measures put into plagsponse to weak market conditions
resulting in lower personnel-related costs andradiseretionary expenses. These reductions wetalbpaoffset by professional fees
associated with our accounting review.

Research and Development Exper

Research and development expenses for the pernditaied were as followsdpllars in thousandy:

Three months endec

June 30, Dollar and Percentage Changt
2013 2012 Period to Period
Research and developme $ 20,87C $ 23,91 $ (3,040 (12.9%
Percent of sale 21.% 17.5%

Research and development expense decreased asnipady strategically focuses on product developrimeateas of high-growth for future
end-market opportunities in our LED & Solar segment

Income Taxe

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

Three months endec

June 30, Dollar and Percentage Changt
2013 2012 Period to Period
Income tax (benefit) provisic $ (2,495 $ 4,43¢ $ (6,937) S
Effective tax ratt (37.9% 28.1%

* Not Meaningful

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

For the three months ended June 30, 2013, the Gontal an effective tax benefit rate of 37.9% awbrded an income tax benefit of $2.5
million from continuing operations. The tax benedite was higher than the statutory tax rate piilndue to tax rate differences in the fore
jurisdictions in which the Company operates anthanme tax benefit related to the generation ofentryear research and development
credits.

For the three months ended June 30, 2012, the Gonigzal an effective tax rate of 28.7% and recoalptbvision for income taxes of $4.4
million from continuing operations. The effectiwaxtrate was lower than the statutory tax rate milgndue to tax rate differences in the
foreign jurisdictions in which the Company operaes an income tax benefit related to the manufacsideduction under IRC Section 199.
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Discontinued Operation

Discontinued operations results for the periodscatgd were as followsdollars in thousand¥:

Three months endec

June 30, Dollar and Percentage Changt
2013 2012 Period to Period
Income from discontinued operations befor:
income taxe: $ — 3 1,21¢ % (1,219 *
Income tax provisiol — 41z (412 *
Income from discontinued operatic $ — % 807 g (807) *

* Not Meaningful

Discontinued operations represent the resultsebgerations of our Metrology business, which wiapaked of in 2010. The three months
ended June 30, 2012 included a gain on the sdledssets of discontinued segment held for sale.

Six months ended June 30, 2013 and 2012

The following table shows our Condensed Consol@i&tatements of Operations, percentages of saldganparisons between the six
months ended June 30, 2013 and 20dallars in thousand}:

Six months endec Dollar and Percentage
June 30, Change
2013 2012 Period to Period
Net sales $ 159,21t 100.% $ 276,45¢ 100.%$ (117,240 (42.9)%
Cost of sales 102,02: 64.1 149,93: 54.2 (47,910 (32.0)
Gross profit 57,19: 35.¢ 126,52. 45.¢ (69,330 (54.9)
Operating expense
Selling, general and
administrative 39,42} 24.¢ 40,66¢ 14.7 (1,239 3.0
Research and developme 41,60 26.1 47,21¢ 17.1 (5,609 (11.9
Amortization 1,711 1.1 2,40( 0.¢ (689) (28.7)
Restructuring 531 0.2 63 0.C 46¢ *
Other, net 352 0.2 111 0.C 241 @
Total operating expenses 83,62¢ 52.t 90,45¢ 32.7 (6,82¢) (7.5)
Operating (loss) income (26,436) (16.€) 36,06¢ 13.C (62,507 *
Interest income, net 42¢ 0.2 532 0.2 (104 (19.5)
(Loss) income from continuing
operations before income tax (26,009 (16.9) 36,59¢ 13.2 (62,60¢€)
Income tax (benefit) provision (11,85¢) (7.9 9,12¢ 3.2 (20,98))
(Loss) income from continuing
operations (14,157) (8.9 27,47: 9.¢ (41,625 @
Discontinued operation
Income from discontinued
operations before income
taxes — 0.C 1,13¢ 0.4 (1,139
Income tax provision — 0.C 381 0.1 (381)
Income from discontinued
operations — 0.C 757 0.2 (757) *
Net (loss) incom $ (14,15) (8.9% $ 28,23( 10.2%$  (42,38) *

* Not Meaningful
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Net Sales and Bookint

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

Sales
For the six months endec Dollar and Percentage
June 30, Change
2013 2012 Period to Period

Segment Analysis

LED & Solar $ 118,24( $ 182,35. $ (64,117 (35.9%

Data Storag 40,97¢ 94,10 (53,129 (56.5)%

Total $ 159,21t $ 276,45t $ (117,241) (42.H%
Regional Analysis

Americas $ 25,077 $ 44,03. $ (18,959 (43.0%

Europe, Middle East and Afric 11,48( 17,80« (6,329 (35.5%

Asia Pacific 122,65¢ 214,62: (91,967) (42.9%

Total $ 159,21t $ 276,45t $ (117,241 (42.9%

Our LED & Solar sales decreased in 2013 primarilg tb industry overcapacity following over two ygaf strong customer investments. |
Data Storage sales decreased in 2013 due to custalnieation facility overcapacity and weak harivd demand. Our Data Storage sales in
2012 were favorably impacted by the replacemerigoipment at one of our customer’s site that wasadged by the floods in Thailand. By
region, net sales decreased in Asia Pacific, pilyndue to a significant decrease in MOCVD sale€hina resulting from industry
overcapacity. Net sales in the Americas and EMEA decreased, due to reduced end-market demanting$wm the weak global
economy. We believe that there will continue tgbeod-to-period variations in the geographic dlsition of sales.

Bookings decreased 28.1% to $155.2 million from32million in the comparable prior period, primamttributable to a 37.7% decrease in
LED & Solar bookings, principally driven by a dewiin MOCVD bookings due to industry overcapacgince hitting a peak in second
quarter of 2011, Veeco'’s bookings have slowed dtaally through 2013. Data Storage bookings inoeda®.7% from the prior year period.
Customers remain hesitant to make further investsr@mend-user hard drive demand has slowed. Wingerto experience weak overall
market conditions due to overcapacity in all of businesses.

Our book-to-bill ratio for the six months ended dud®, 2013, which is calculated by dividing bookimgcorded in a given time period by
revenue recognized in the same time period, wat.27Our backlog as of June 30, 2013 was $140l®&m compared to $150.2 million as
of December 31, 2012. During the six months ended B0, 2013, we recorded backlog adjustmentsmapnately $5.6 million, consistir
of a $4.4 million adjustment related to orders thatonger met our booking criteria as well as djustment related to foreign currency
translation of $1.2 million. As of June 30, 2013 had customer deposits of $27.4 million.
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Gross Profit

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

Six months endec

June 30, Dollar and Percentage Changt
2013 2012 Period to Period

Gross profit- LED & Solar $ 40,33: $ 82,26: $ (41,929 (51)%
Gross margir 34.1% 45.1%

Gross profil- Data Storag $ 16,85¢ $ 44.26( $ (27,409 (61.9%
Gross margir 41.1% 47.(%

Gross profit $ 57,19: $ 126,52: $ (69,330 (54.9%
Gross margir 35.9% 45.8%

LED & Solar gross margins decreased primarily dulwer average selling prices, fewer final accepés and lower volume, partially offset
by lower plant and service spending associated retliced volumes and cost reductions in responigsvier business levels. We anticipate a
continuing weak business environment resultingarsistent selling price pressure in our MOCVD bas# Data Storage gross margins
decreased primarily due to a significant reductiomolume and a sales mix of lower margin prodyetgtially offset by reduced plant
spending.

Selling, General and Administrative Expenses

Selling, general and administrative expenses f@ipériods indicated were as folloygwollars in thousands):

Six months endec

June 30, Dollar and Percentage Changt
2013 2012 Period to Period
Selling, general and administrati $ 39,427 $ 40,66¢ $ (1,239 3.00%
Percentage of sale 24.8% 14.7%

Selling, general and administrative expenses dseteprimarily as a result of a reduction in bousfit sharing and commission expense
from the reduced level of business in each of egn®ents and cost control measures put into plasesponse to weak market conditions
resulting in lower personnel-related costs andradieeretionary expenses. These reductions wet@lbaoffset by professional fees
associated with our accounting review.

Research and Development Exper

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

Six months endec

June 30, Dollar and Percentage Changt
2013 2012 Period to Period
Research and developme $ 41,607 $ 47,21¢ $ (5,609 (11.9%
Percentage of sale 26.1% 17.1%

Research and development expense decreased asnipady strategically focuses on product developrimeateas of high-growth for future
end-market opportunities in our LED & Solar segment
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Restructuring

Restructuring expenses for the periods indicate@ as follows @ollars in thousand}:

Six months endec

June 30, Dollar and Percentage Changt
2013 2012 Period to Period
Restructuring $ 531 $ 63 $ 46¢ 742.%
Percentage of sale 0.2% 0.C%

Restructuring expense increased as we continuedkéomeasures to improve profitability in a chajjieiy business environment. The charge
consists of personnel severance and related costs.

Income Taxe

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

Six months endec

June 30, Dollar and Percentage Changt
2013 2012 Period to Period
Income tax (benefit) provisic $ (11,85¢ $ 9,12t $ (20,98) &
Effective tax ratt (45.0% 24.%

* Not Meaningful

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

For the six months ended June 30, 2013, the Comipadhyn effective tax benefit rate of 45.6% andmed a benefit for income taxes of
$11.9 million from continuing operations. The taenkfit rate was higher than the statutory tax paitaarily due to tax rate differences in the
foreign jurisdictions in which the Company operatasincome tax benefit related to the generatfa@uaent year research and development
tax credits, and a discrete benefit related toslagon enacted in the first quarter of 2013 wheskended the Federal Research and
Development Credit for both the 2012 and 2013 &ary.

For the six months ended June 30, 2012, the Comipaahyan effective tax rate of 24.9% and recorderbuaision for income taxes of $9.1
million from continuing operations. The effectivaxtrate was lower than the statutory tax rate piilgndue to tax rate differences in the
foreign jurisdictions in which the Company operades an income tax benefit related to the manufactideduction under IRC Section 199.

Discontinued Operation

Discontinued operations results for the periodscatgd were as followsdollars in thousand¥:

Six months endec

June 30, Dollar and Percentage Changt
2013 2012 Period to Period
Income from discontinued operations before
income taxe: $ — 3 1,13¢ $ (1,139 *
Income tax provisiol $ — $ 381 $ (381) *
Income from discontinued operatic $ — $ /51 ¢ (757) *

* Not Meaningful

Discontinued operations represent the resultsebgerations of our Metrology business, which wiapaked of in 2010. The six months
ended June 30, 2012, included a gain on the saledssets of discontinued segment held for sale.
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Liquidity and Capital Resources

A summary of the cash flow activity for the six ntles ended June 30, 2013 and 2012, respectiveds, fisllows (in thousands:

Six months endec

June 30,
2013 2012
Net (loss) incom $ (14,159 $ 28,23(
Net cash provided by operating activit $ 13,757 $ 60,27¢
Net cash (used in) provided by investing activi (155,039 37,67¢
Net cash (used in) provided by financing activi (1,699 1,68¢
Effect of exchange rate changes on cash and casvatnts (32 (51%)
Net (decrease) increase in cash and cash equis (143,009 99,12¢
Cash and cash equivalents at beginning of period 384,55’ 217,92:
Cash and cash equivalents at end of period $ 241,54t $ 317,04

Cash provided by operations during the six montited June 30, 2013 decreased compared to theypdoperiod, primarily driven by the
$42.4 million reduction in net (loss) income frohe tprior year period. Cash provided by operatiareefited from a $3.3 million adjustment
for non-cash items and a $24.6 million net chamgeperating assets and liabilities, primarily driv®y an $18.1 million reduction in accounts
receivable and a $20.9 increase in accounts paydtitd were partially offset by other operatingnite

Cash used in investing activities during the sixithe ended June 30, 2013 declined by $192.7 miltmm the prior year period. The
decrease was primarily attributable to the Compaaintaining a higher short-term investment balameselting in net purchases of shtetm
investment of $148.3 million during the six monérdled June 30, 2013, compared to net sales oft@nortinvestments of $50.5 million
from the prior year period.

Cash used in financing activities during the sixuthg ended June 30, 2013 declined by $3.4 milliomfthe prior year period primarily due
to a $1.8 million reduction in stock option exeecestivity and a $1.0 million increase in restrittock tax withholdings.

As of June 30, 2013, restricted cash consists @f $llion which serves as collateral for bank gudees that provide financial assurance that
the Company will fulfill certain customer obligatis. This cash is held in custody by the issuingband is restricted as to withdrawal or use
while the related bank guarantees are outstanding.

A summary of cash and cash equivalent balancesicted cash and short term investments is asvi@llfin thousandg:

September 30 June 30, December 31
2013 2013 2012
Cash and cash equivalents $ 247,66t $ 241,54¢ $ 384,55
Restricted cas 2,85( 3,44¢ 2,017
Short-term investments 322,48 340,33: 192,23
Cash, cash equivalents, restricted cash and srontihvestments $ 573,00 $ 585,32( $ 578,80:!

On October 1, 2013 we utilized $70 million of tleeefgoing cash balance to close on the Synos Teatyodinc. (“Synos”) acquisition. We
believe that our September 30, 2013 existing catdmbes and our projected cash generated fromtaperavill be sufficient to meet our
projected working capital and other cash flow regmients for the next twelve months, as well ascoatractual obligations.
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Contractual Obligations

There have been no significant changes to our ‘“‘@ontal Obligations” table, except for purchase gotments and restructuring, in

Part Il, Item 7, “Management’s Discussion and Asalof Financial Condition and Results of Operatfoof our 2012 annual report on
Form 10-K. As of June 30, 2013, the purchase comanits outstanding were $65.8 million. As of Septen8®, 2013 our purchase
commitments have been reduced to $58.6 millionstamt to our agreement to acquire Synos, we mapligated to pay up to an additional
$115 million if certain conditions are met. PleaseNote 8-Subsequent Eveimisour consolidated financial statements in thjgoréon

Form 10-Q (the “Report”).

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 accordeatitaccounting principles generally accepted i thnited States. The preparation of
these financial statements requires us to makeats and judgments that affect the reported armairgssets, liabilities, revenues and
expenses. Management continually monitors and etesits estimates and judgments, including thels¢ed to bad debts, inventories,
intangible and other long-lived assets, incomedawarranty obligations, restructuring costs, amdatiogent liabilities, including potential
litigation. Management bases its estimates andmgdags on historical experience and on various ddwors that are believed to be
reasonable under the circumstances, the resultbioh form the basis for making judgments aboutdéeying values of assets and liabilities
that are not readily apparent from other sourcesudl results may differ from these estimates uwliféerent assumptions or conditions. We
consider certain accounting policies related t@nexe 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, including antsuelated to discontinued operations.

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 inclwthipgping and handling costs and excluding apple#dkes 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. [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 shod fr@me 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 priegdnchy: 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. For the majority of the
elements in our arrangements we utilize BESP. Tlheunting guidance for selling price hierarchy dat include BESP for arrangements
entered into prior to January 1, 2011, and as suchecognized revenue for those arrangements asiloes below.
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We consider many facts when evaluating each obal@s arrangements to determine the timing of texeecognition, including the
contractual obligations, the customer’s creditwmoielss and the nature of the customer’s pleditrery acceptance provisions. Our system:
arrangements, including certain upgrades, genaralyde field acceptance provisions that may idelfunctional or mechanical test
procedures. For the majority of our arrangementsjstomer source inspection of the system is pagd in 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
inspection or test data replicates the field acsg provisions that will be performed at the coids site prior to final acceptance of the
system. As such, we objectively demonstrate thattiteria specified in the contractual acceptgmosisions are achieved prior to delivery
and, therefore, we recognize revenue upon delisieige there is no substantive contingency remairetajed to the acceptance provisions at
that date, subject to the retention amount comgtda@scribed below. For new products, new apptinatof existing products or for products
with substantive customer acceptance provisiongewve cannot objectively demonstrate that thergaitgpecified in the contractual
acceptance provisions have been achieved pricglteedy, revenue and the associated costs arerddfand fully recognized upon the receipt
of final customer acceptance, assuming all othezrmee recognition 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 instamoese such provisions are included, we defer atmee until such rights expire. In many
cases our products are sold with a billing retentigpically 10% of the sales price (the “retentamount”), which is typically payable by the
customer when field acceptance provisions are ceteg The amount of revenue recognized upon dglifea system or upgrade is limited
to the lower of i) the amount that is not contingepon acceptance provisions or ii) the valuecalled to the delivered elements, if such sale
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 wagefentil 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 installatigocess 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 acceptance hdVe a demonstrated history of
consistently completing installations in a timelpmmer and can reliably estimate the costs of sotiitees. Most customers engage us to
perform the installation services, although theeeather third-party providers with sufficient kniegdge who could complete these services.
Based on these factors, we deem the installatimuo$ystems to be inconsequential and perfunctdafive to the system as a whole, and as
a result, do not consider such services to be aratpelement of the arrangement. As such, weiadhe cost of the installation at the time
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 custernified upon the receipt of written customer gutaace.

Revenue related to maintenance and service cosisacognized 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 purchamkevaluate the classification at each
balance sheet date. As part of our cash managgmagrtam, we maintain a portfolio of marketable sii@s which are classified as available-
for-sale. These securities include corporate bocmlsmercial paper, treasury bills, treasury notesgovernment agency securities with
maturities of greater than three months. Securif@ssified as available-for-sale are carried mtfearket value, with the unrealized gains and
losses, net of tax, included in the determinatibooonprehensive income (loss) and reported in ggbiiet realized gains and losses are
included in net income (loss).
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Inventory Valuatior

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

Materials inventory is used primarily to suppor fhstalled tool base and spare parts sales ardiesved for excess quantities or
obsolescence by comparing on-hand balances taibatasage, and adjusted for current economic itiond and other qualitative factors.
Historically, the variability of such estimates Heen impacted by customer demand and tool utdzattes.

The work-in-process and finished goods inventomyriscipally used to support system sales andvieweed for excess quantities or
obsolescence by considering whether on hand inwemtould be utilized to fulfill the related backlogs the Company typically receives
deposits for its orders, the variability of thidieste is reduced as customers have a vestedshtarthe orders they place with the Company.
Management also considers qualitative factors ssdinture product demand based on market outlobichais based principally upon
production requirements resulting from customercpase orders received with a customer-confirmeghséint date within the next twelve
months. Historically, the variability of theseigsdtes of future product demand has been impagtdrhtklog cancellations or modifications
resulting from unanticipated changes in technologgustomer demand.

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

Goodwill and Indefinite-Lived Intangible Asset Impaent

The Company does not amortize goodwill or intareyddsets with indefinite useful lives, but instessds the balances in these asset accounts
for impairment at least annually at the reporting level. Our policy is to perform this annual imipment test in the fourth quarter, using a
measurement date of Octobet 1 of each fiscal gearore frequently if impairment indicators arifapairment indicators include, among
other conditions, cash flow deficits, a historioalnticipated decline in revenue or operatingiprativerse legal or regulatory developments,
and a material decrease in the fair value of sonadl of the assets.

Pursuant to the aforementioned guidance we aréregbio determine if it is appropriate to use tipemting segment, as defined under
guidance for segment reporting, as the reportingy anone level below the operating segment, ddpgnon whether certain criteria are met.
We have identified four reporting units that arguieed to be reviewed for impairment. The four ngjpg units are aggregated into two
segments: the VIBE and Mechanical reporting unhgctv are reported in our Data Storage segmenttlOCVD and MBE reporting
units which are reported in our LED & Solar segmdntidentifying the reporting units managementsidered the economic characteristics
of operating segments including the products andees provided, production processes, types @selsof 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 dfalafn 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 the Company’s adjusted
market capitalization as a supporting calculatiime adjusted market capitalization is calculatednjtiplying 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.
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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 pur@dthtechnology, customer-related intangible aspatents, trademarks, covenants not-to-
compete, software licenses and deferred finanaistsc Purchased technology consists of the coggiptary manufacturing technologies
associated with the products and offerings obtathesligh 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 recorded at cost. Intangdssets with definitive useful lives are
amortized using the straight-line method over thstimated useful lives for periods ranging froryears to 17 years.

Property, plant and equipment are recorded at Begireciation is provided over the estimated udefes of the related assets using the
straight-line method for financial statement pugmsAmortization 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 usefigd, 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 defjatistorical 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 indepertdsrthe cash flows generated by other asset grdpsoverability 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.

Fair Value Measuremen

Accounting guidance for our non-financial assets mon-financial liabilities requires that we dissdothe type of inputs we use to value our
assets and liabilities, based on three categofiepots as defined in such. Level 1 inputs aretgdpunadjusted prices in active markets for
identical assets or liabilities that the company thee ability to access at the measurement datel Peinputs are inputs other than quoted
prices included within Level 1 that are observdblethe asset or liability, either directly or imelctly, such as quoted prices for similar assets
or liabilities. Level 3 inputs are unobservableutgpfor the asset or liability. Unobservable inparts used to measure fair value to the extent
that observable inputs are not available, therdlbying for situations in which there is little, #ny, market activity for the asset or liability at
the measurement date. These requirements apply tormg-lived assets, goodwill, cost method invesitrand intangible assets. We use
Level 3 inputs to value all of such assets. The gamy primarily applies the market approach for reng fair value measurements.

Warranty Cost

We estimate the costs that may be incurred un@ew#rranty we provide and record a liability in #raount of such costs at the time the
related revenue is recognized. Estimated warramgisare determined by analyzing specific prodaodttastorical configuration statistics and
regional warranty support costs. Our warranty ailan is affected by product failure rates, matersage, and labor costs incurred in
correcting product failures during the warrantyiper Unforeseen component failures or exceptionatmonent performance can also rest
changes to warranty costs. If actual warranty coi$tsr substantially from our estimates, revisidashe estimated warranty liability would
required.
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Income Taxe

As part of the process of preparing our Condensets@lidated Financial Statements, we are requaestimate our income taxes in each of
the jurisdictions in which we operate. This prodes®lves estimating the actual current tax expettggether with assessing temporary
differences resulting from differing treatment t&fms for tax and accounting purposes. These diféeeresult in deferred tax assets and
liabilities, which are included within our Condeds@onsolidated Balance Sheets. The carrying vdloerodeferred tax assets is adjusted
partial valuation allowance to recognize the extenwhich the future tax benefits will be recogmizen a more likely than not basis. Our net
deferred tax assets consist primarily of tax credity forwards and timing differences betweenttbek and tax treatment of inventory,
acquired intangible assets and other asset vahsatiRealization of these net deferred tax asseksgendent upon our ability to generate fu
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 wadagfactors, including the scheduled reversalefedred tax liabilities, future taxable
income and prudent and feasible tax planning giimte 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 detionrof how tax benefits claimed or expected telaéned on a tax return should be
recorded in the financial statements. Under sudtiagnece, 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

The Company grants equibased awards, such as stock options and reststiell or restricted stock units, to certain key kEyges to crea

a clear and meaningful alignment between compensatid shareholder return and to enable the emgdapedevelop and maintain a stock
ownership position. While the majority of our eguawards feature time-based vesting, performamsed equity awards, which are awarded
from time to time to certain key Company executjwest as a function of performance, and may adssutject to the recipient’s continued
employment which also acts as a significant reteniticentive.

Equity-based compensation cost is measured atr#m: date, based on the fair value of the awardsanetognized 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 assumpti@tated to risk-free interest rate, dividenddjexpected 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 basethe Company’s historical and future expectatibdividend payouts. While the risk-free
interest rate and dividend yield are less subjeaissumptions, typically based on factual datavedrirom public sources, the expected stock-
price volatility and option life assumptions regua level of judgment which make them critical aoging estimates.

We use an expected stock-price volatility assunnpttiat is a combination of both historical voldgilicalculated based on the daily closing
prices of our common stock over a period equahéoetxpected term of the option and implied volgtilutilizing market data of actively
traded options on our common stock, which are abthfrom public data sources. We believe that thitical volatility of the price of our
common stock over the expected term of the opSanstrong indicator of the expected future vatgtdnd that implied volatility takes into
consideration market expectations of how futuretility will differ from historical volatility. Acordingly, we believe a combination of both
historical and implied volatility provides the bestimate of the future volatility of the marketiger of our common stock.

The expected option term, representing the periditng that options granted are expected to betautiing, is estimated using a lattice-based
model incorporating historical post vest exercisd amployee termination behavior.
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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 amdyatigment used in these calculations, it is
reasonably likely that circumstances may causeshtienate to change.

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 awardsssess the probability that such performantarierwill be met in order to determine
the compensation expense. Consequently, the caafi@n expense is recognized straight-line ovewésting period. If that assessment of
the probability of the performance condition beigt changes, the Company would recognize the imgfdbe change in estimate in the
period of the change. As with the use of any egtrend owing to the significant judgment usededw those estimates, actual results may
vary.

The Company has elected to treat awards with @yice conditions and with graded vesting as onardwConsequently, the total
compensation expense is recognized strdightever the entire vesting period, so long ascitiapensation cost recognized at any date at
equals the portion of the grant date fair valuthefaward that is vested at that date.

Recent Accounting Pronouncements

In July 2013, the FASB issued ASU No. 2013-11, $erdgation of an Unrecognized Tax Benefit When a®{&rating Loss Carryforward, a
Similar Tax Loss, or Tax Credit Carryforward ExiSt&SU 2013-11 requires entities to present an cogeized tax benefit, or a portion of an
unrecognized tax benefit, as a reduction to a dsdeilax asset for a net operating loss carryforpasmilar tax loss, or a tax credit
carryforward when settlement in this manner is labée under the tax law. This ASU is effective grestively for fiscal years, and interim
periods within those years, beginning after Decamibe 2013. The Company is evaluating the poteitighct of this adoption on its
consolidated financial statements.

In April 2013, the FASB issued ASU No. 2013-07,éBentation of Financial Statements (Topic 205)uldgtion Basis of Accounting.” The
objective of ASU 2013-07 is to clarify when an gnshould apply the liquidation basis of accountifie update provides principles for the
recognition and measurement of assets and liasilénd requirements for financial statements peepasing the liquidation basis of
accounting. This ASU is effective prospectively figcal years, and interim periods within thosergeheginning after December 15, 2013.
The Company does not anticipate that the adopfithi®standard will have a material impact orcitmsolidated financial statements, absent
any indications that liquidation is imminent.

In March 2013, the FASB issued ASU No. 2013-05,r&gn Currency Matters (Topic 830): Parent’s Acdmugpfor the Cumulative
Translation Adjustment upon Derecognition of Certaubsidiaries or Groups of Assets within a Foré&igtity or of an Investment in a
Foreign Entity.” This ASU addresses the accountinghe cumulative translation adjustment when i@peeither sells a part or all of its
investment in a foreign entity or no longer holdsoatrolling financial interest in a subsidiarygoup of assets that is a nonprofit activity ¢
business within a foreign entity. This ASU is effee prospectively for fiscal years, and interintipds within those years, beginning after
December 15, 2013. The Company is evaluating tiengtial impact of this adoption on its consolidafiedncial statements.

In February 2013, the FASB, issued ASU No. 2013*Didpilities (Topic 405): Obligations Resultingdim Joint and Several Liability
Arrangements for which the Total Amount of the @hbtion Is Fixed at the Reporting Date.” This ASUla$ses the recognition,
measurement, and disclosure of certain obligatiesslting from joint and several arrangements idiclg debt arrangements, other
contractual obligations, and settled litigation gundicial rulings. The ASU is effective for publantities for fiscal years, and interim periods
within those years, beginning after December 18320 he Company is evaluating the potential impécthis adoption on its consolidated
financial statements.

In February 2013, the FASB issued ASU No. 2013*@2@mprehensive Income (Topic 220): Reporting of Amts Reclassified Out of
Accumulated Other Comprehensive Income.” The ASjlires entities to provide information about sigraht amounts reclassified out of
accumulated other comprehensive income by comparehtheir corresponding effect on net income. AB# is effective for public entities
for fiscal years beginning after December 15, 20t Company adopted this ASU in fiscal 2013.
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In January 2013, the FASB issued ASU No. 2013-Baldnce Sheet (Topic 210): Clarifying the Scop®istlosures about Offsetting Assets
and Liabilities”. The ASU clarifies that ordinamatle receivables and certain other receivablesarim the scope of ASU No. 2011-11,
“Balance Sheet (Topic 210): Disclosures about (tffsg Assets and Liabilities.” Specifically, Upda811-11 applies only to derivatives,
repurchase agreements and reverse purchase agtsgamehsecurities borrowing and securities lentliagsactions that are either offset in
accordance with specific criteria contained in FAS&E&ounting Standards Codification or subject toaster netting arrangement or similar
agreement. The amendments in this ASU are effeftiviiscal years, and interim periods within thg®ars, beginning on or after January 1,
2013. The adoption of this standard did not hasmgaificant effect on the Company’s consolidatedficial position.

Item 3. Quantitative and Qualitative Disclosures abut Market Risk

Net sales to foreign customers represented apped®lyn87.0% and 84.2% of our total net revenueshferthree and six months enc

June 30, 2013, respectively, and 82.6% and 84.1%hécomparable 2012 periods. We expect thatales $o foreign customers will contir
to represent a large percentage of our total nes.s@ur net sales denominated in foreign currsn@presented approximately 3.1% and
of our total net sales for the three and six moetided June 30, 2013 respectively, and 1.5% ddd for the comparable 2012 periods.

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 Yea.use derivative financial instruments to
mitigate these risks. We do not use derivativerfaial instruments for speculative or trading pugsodVe generally enter into monthly
forward contracts to reduce the effect of fluctngtioreign currencies on short-term foreign curyedenominated intercompany transactions
and other known currency exposures. The followaldes are in thousands:

June 30, 201
Maturity Notional Fair
Not Designated as Hedges under ASC 81 Component of Dates Amount Value
Foreign currency exchange forwards Prepaid expenses and other current a: July 2013 3,30( 32
Total Derivative Instruments $ 3300% 32
December 31, 201.
Maturity Notional Fair
Not Designated as Hedges under ASC 81 Component of Dates Amount Value
Foreign currency exchange forwards Prepaid expenses and other current a: January 201. 9,59( 244
Total Derivative Instruments $ 959 $ 244
Location of Realized Net For the three months For the six months
(Loss) Gain and Changes it ended June 30 ended June 30
Derivative the Fair Value of Derivatives 2013 2012 2013 2012
Foreign currency exchange forwards Other, ne $ 7D$ (159 $ 157 % (79
Weighted average notional amount of derivati
outstandinc $ 1,36( $ 2,56( $ :I.,99Z $ 2,50]
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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.

Assuming second quarter 2013 investment levelseffieet of a one-point change in interest ratesldioot have a material effect on net
interest expense. We centrally manage our invedtpaatfolios considering investment opportunities aisk, tax consequences and overall
financing strategies. Our investment portfolio udes fixed-income securities with a fair value gp@ximately $340.3 million as of June 30,
2013. These securities are subject to interestisktend will decline in value if interest ratesiease. Based on our investment portfolio as of
June 30, 2013, an immediate 100 basis point inergaimiterest rates may result in a decrease ifaih@alue of the portfolio of approximate
$2.3 million. Our investment portfolio as of Septwmn 30, 2013 had a fair value of approximately $32gillion. An immediate 100 basis

point increase in interest rates may result in@atese in the fair value of the September 30, 2@tBolio of approximately $2.9 million.

While an increase in interest rates may reducéaih@alue of the investment portfolio, it is undily that we will realize the losses in our
condensed consolidated statement of income urilessdividual fixedincome securities are sold prior to recovery orltiss is determined

be other-than-temporary.

Item 4. Controls and Procedures

This Item 4 includes information concerning thetcols and control evaluations referred to in theifieations of our Chief Executive Officer
and Chief Financial Officer required by Rule 13aef4he Exchange Act included in this Report asibikh 32.1 and 32.2.

Evaluation of Disclosure Controls and Procedur

Disclosure controls and procedures (as defineduiedkl3a-15(e) and 15d-15(e) of the Exchange Aetjlasigned to ensure that information
required to be disclosed in reports filed or subediinder the Exchange Act is recorded, processedimarized and reported within the time
periods specified in the Securities and Exchangar@issions rules and forms and that such information is exdated and communicated
management, including the Chief Executive Officed &hief Financial Officer, to allow timely decisi® regarding required disclosures.

Veeco's management, under the supervision andthéiparticipation of the Chief Executive Officerdatie Chief Financial Officer,
conducted an evaluation of the effectiveness ofifsgn and operation of our disclosure controts@ecedures as of December 31, 2012 in
connection with the preparation of our annual reparForm 10-K, for year ended December 31, 2042 described below, management has
identified material weaknesses in our internal mardgver financial reporting, which is an integcamponent of our disclosure controls and
procedures. As a result of those material wealesessanagement has concluded that our disclosateotoand procedures were not
effective as of June 30, 2013.

Managemen's Report on Internal Control Over Financial Repdrtg

Management of Veeco and its consolidated subgdiannder the supervision of its Chief Executiféd@r and Chief Financial Officer, is
responsible for establishing and maintaining adegjurernal control over financial reporting (adided in Rules 13a-15(f) and 15d-15

(f) under the Exchange Act). Internal control ofieancial reporting is a process designed to prevahsonable assurance regarding the
reliability of financial reporting and the prepacet of financial statements for external reportmgposes in accordance with generally
accepted accounting principles in the United StgtésS. GAAP”). Because of its inherent limitatininternal control over financial
reporting may not prevent or detect misstatemeAtso, projections of any evaluation of effectiveado future periods are subject to the risk
that controls may become inadequate because ofjeban conditions, or that the degree of compliamitie the policies or procedures may
deteriorate. A material weakness is a deficiency combination of deficiencies, in internal cohtvaer financial reporting, such that there is
a reasonable possibility that a material misstatgrokthe annual or interim financial statementh mot be prevented or detected on a timely
basis.

Veeco management, under the supervision of itsf@ecutive Officer and Chief Financial Officer,nucted an assessment of the
effectiveness of its internal control over finarcigporting as of December 31, 2012 based on tkerierestablished internal Control —
Integrated Frameworissued by the Committee of Sponsoring Organizatidrike Treadway Commission (COSO). In conneciuith the
above assessment, Veeco management identifiedltbeihg material weaknesses:
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Inadequate and ineffective controls over the redammof revenue

We did not have adequate controls to ensure thahtee was recorded in accordance with U.S. GAABeckHcally, we noted the following
with respect to our accounting for certain revetmtaasactions:

*  We did not maintain a sufficient complement of parsel with an appropriate level of accounting krexdtge, experience, and
training in the application of U.S. GAAP relatedrévenue recognition for multiple-element arrangetsie

*  We did not design and maintain effective contralsrahe adequate review and approval of custontgrsrat certain of our foreign
subsidiaries to ensure that the order documentatiogived from the customer constituted the fimdko documentation.
Additionally, in some cases, our foreign subsidisudid not always communicate to our corporate atting staff all of the
information necessary to make accurate revenugnéian determinations.

We did not design and maintain adequate procedurefective review and approval controls over dleeurate recording,
presentation and disclosure of revenue and retadst$ related to multiple-element arrangementsydieg ensuring that multiple-
element arrangements were identified, evaluatedeffiedtively reviewed by appropriate accountingspanel. Specifically, we did
not establish adequate procedures or design eféectintrols to:

* Identify the nature of contracts, capture necesdatg and determine how revenue should be recajimzeccordance with
applicable revenue recognition guidance.

»  Ensure consistent communication and coordinatidwédxen and among various finance and finance personnel about t
scope, terms and modifications to customer arraegésn

e  Ensure that all elements included in multiple-elatr@rangements were identified and accounteddprapriately.

»  Assess whether vendor-specific objective evidetite]-party evidence of fair value or, for periods suhssy to January

2011, adequate documentation of management’s dietgtion of best estimate of selling price existeddll the elements in
the arrangement.

As a result of the material weaknesses describedealanagement has concluded that, as of Jurg038, our internal control over financ
reporting was not effective.

Remediation of Material Weaknesses in Internal CaritOver Financial Reporting

Management is committed to the planning and impleat®n of remediation efforts to address the niatareakness. These remediation
efforts, summarized below, which have been impldegtor are in process of implementation, are inédrid both address the identified
material weaknesses and to enhance our overatidialscontrol environment. In this regard, outiatives include:

*  Organizational EnhancementsFhe Company has hired a new Vice President—GlobskRue Recognition who will be
responsible for all aspects of the Compangvenue recognition policies, procedures andwuatogy. The Company has also cre:
three new corporate revenue recognition positibms,of which have already been filled. Additioryalthe Company has replaced
certain key personnel in some of its foreign subsies.

e Training—The Company is developing a comprehensive revesaagnition training program, portions of which haheady been
delivered. This training is focused on seniorlananagement, customer-facing employees as wblisiaess unit, finance, sales
and marketing personnel, including those at owgifpr subsidiaries.
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* Revenue PracticesFhe Company is currently evaluating its revenuetras and has begun implementing changes in those
practices. Improvements are focused in the aregly development of more comprehensive revenuegmition policies and
improved procedures to ensure that such policresuaderstood and consistently applied, (2) bettermunication among all
functions involved in the sales process (e.g.,ssdlesiness unit, foreign subsidiaries, legal, aoting, finance), (3) more
standardization of contract documentation andmregenalyses for individual transactions and (4)esy improvements and
automation of manual processes.

While this remediation plan is being executed,Gloenpany has also engaged additional external resstio support and supplement the
Company’s existing internal resources.

When fully implemented and operational, we belitheemeasures described above will remediate therrabiveaknesses we have identified
and strengthen our internal control over finanmgorting. We are committed to continuing to imprawur internal control processes and will
continue to diligently and vigorously review oundincial reporting controls and procedures. As @rdinue to evaluate and work to improve
our internal control over financial reporting, auanagement may determine to take additional messure

Changes in Internal Control Over Financial Reportm

Other than the ongoing remediation efforts desdriigove, there have been no changes in our inteon&lol over financial reporting during
the fiscal quarter ended June 30, 2013 that haverially affected, or are reasonably likely to miethy affect, our 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 Qadh seeks unspecified damages and asserts claifrtsetisuffered burns and other injuries
while he was cleaning a molecular beam epitaxyesystlleged to have been manufactured by Veeco.lal¥suit alleges, among other
things, that the molecular beam epitaxy systemdedective and that Veeco failed to adequately vedithe potential risks of the
system. Although Veeco believes this lawsuit ishenitt merit and intends to defend vigorously agaimstclaims, and although Veeco
maintains insurance which may apply to this mattex,lawsuit could result in substantial costsedivnanagement’s attention and resources
from our operations and negatively affect our pubtiage and reputation. Because the Company bslitat this potential loss is not
probable or estimable, it has not recorded anyrveseelated to this legal matter.

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 effiamur consolidated financial position, result®perations, or cash flows.

Item 1A. Risk Factors
Information regarding risk factors appears in taéeS1arbor Statement at the beginning of this quigrteport on Form 10-Q, in Part | —
Item 1A of our annual report on Form 10-K for treay ended December 31, 2012 and in Part 1| — ItAroflour quarterly report on
Form 10Q for the quarter ended March 31, 2013. There baes no material changes from the risk factorsipusly disclosed in our annu
report on Form 10-K for the year ended DecembefB12 and our quarterly report on Form 10-Q forgbarter ended March 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

Number Description to the Following Document:

31.1 Certification of Chief Executive Officer pursuantRule 13a— *
14(a) or Rule 15d—14(a) of the Securities and ErgkaAct of
1934.

31.2 Certification of Chief Financial Officer pursuantRule 13a—14 *
(a) or Rule 15d—14(a) of the Securities and Exchahet of
1934.

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. *

Section 1350, as adopted pursuant to Section 9@&of
Sarbane- Oxley Act of 2002
32.2 Certification of Chief Financial Officer pursuant18 U.S.C. *
Section 1350, as adopted pursuant to Section 9€&of
Sarbane- Oxley Act of 2002

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

* 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: November 3, 2013

Veeco Instruments In

By: /s/ JOHN R. PEELE}

John R. Peele
Chairman and Chief Executive Offic

By: /s/ DAVID D. GLASS

David D. Glass
Executive Vice President and Chief Financial Offi
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Unless otherwise indicated, each of the followirgikits has been previously filed with the Secestand Exchange Commission by
the Company under File No. 0-16244.

Incorporated by Reference

Number Description to the Following Document:

31.1 Certification of Chief Executive Officer pursuantRule 13a— *
14(a) or Rule 15d—14(a) of the Securities and ErgkaAct of
1934.

31.2 Certification of Chief Financial Officer pursuantRule 13a—14 *
(a) or Rule 15d—14(a) of the Securities and Exchahet of
1934.

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. *

Section 1350, as adopted pursuant to Section 9@&of
Sarbane- Oxley Act of 2002
32.2 Certification of Chief Financial Officer pursuant18 U.S.C. *
Section 1350, as adopted pursuant to Section 9€&of
Sarbane- Oxley Act of 2002

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

* Filed herewith

** Filed herewith electronically
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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:
| have reviewed this quarterly report on Form 1@€the period ended June 30, 2013 of Veeco Insgtniminc.;

1. Based on my knowledge, this report does not comtaynuntrue 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;

2. Based on my knowledge, the financial statement$odimer 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;

3. 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:

€) Designed such disclosure controls and proceduresused such disclosure controls and procedutles designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

(b) Designed such internal control over financial réipgr, or caused such internal control over finaheaorting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegdorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registsdtsclosure controls and procedures and presantbi report our conclusio
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

(d) Disclosed in this report any change in the regigtsanternal 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

4. 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 weaknesigethe design or operation of internal contratiofinancial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the

registrant’s internal control over financial repogt

/s/ JOHN R. PEELE}
By: John R. Peele
Chairman and Chief Executive Offic
Veeco Instruments In
November 3, 201




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:
| have reviewed this quarterly report on Form 1@€the period ended June 30, 2013 of Veeco Insgtniminc.;

1. Based on my knowledge, this report does not comtaynuntrue 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;

2. Based on my knowledge, the financial statement$odimer 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;

3. 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 proceduresgused such disclosure controls and procedures tiesigned 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 réipor, or caused such internal control over finaheporting 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 princijples

(c) Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsimgport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyeldis report based on such
evaluation; and

(d) Disclosed in this report any change in the regigtsanternal 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

4. 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 riegig’s ability to record, process, summarize aqbrt financial information;
and

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

/s/ DAVID D. GLASS
By: David D. Glass
Executive Vice President and Chief Financial Offi
Veeco Instruments In
November 3, 201




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 forpkeod ended June 30, 2013
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 ctiadiand results of operations of
the Company.

/s/ JOHN R. PEELE}
By: John R. Peele
Chairman and Chief Executive Offic
Veeco Instruments In
November 3, 201

A signed original of this written statement reqdit®y Section 906 has been provided to Veeco Ingnmisninc. 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 forpkeod ended June 30, 2013
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
November 3, 201

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



