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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the quarterly period ended September 30, 2009

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 Ghrart

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

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

Website:.www.veeco.com

Indicate by check mark whether the registranth@s filed all reports required to be filed by Sewti3 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wegjuired to file such reports), and
(2) has been subject to such filing requirementsHe past 90 days. Yd&l No O

Indicate by check mark whether the registrant ldsnstted electronically and posted on its corpo¥&eb site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T (8232.405 of ttiapter) during the preceding 12
months (or for such shorter period that the regigtwas required to submit and post such fileggs 0 No O

Indicate by check mark whether the registrantlearge accelerated filer, an accelerated filer, @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.

Large accelerated fileX] Accelerated filed

Non-accelerated file[d Smaller reporting comparl
(Do not check if a smaller reporting compa



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

32,777,024 shares of common stock, $0.01 par ysushare, were outstanding as of the close ohbasion October 20, 2009.
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SAFE HARBOR STATEMENT
This Quarterly Report on Form 10-Q (the “Reportihtains forward-looking statements within the magrof Section 27A of the
Securities Act of 1933, as amended, and Sectiona2ifie Securities Exchange Act of 1934, as amend®sicussions containing such

forward-looking statements may be found in Itenan@ 3 hereof, as well as within this Report gemerai addition, when used in this

Report, the words “believes,” “anticipates,” “exfget “estimates,” “plans,” “intends,” and similakgressions are intended to identify

forward-looking statements. All forward-looking sments are subject to a number of risks and waiogigs that could cause actual results to
differ materially from projected results. These&signd uncertainties include, without limitatiome tfollowing:

e Our failure to successfully implement outsourcietj\aties or failure of our outsourcing partnersperform as anticipated could
adversely affect our results of operations andaduility to realize the benefits of the recent irase in MOCVD order volume.

. Negative worldwide economic conditions could regulh decrease in our net sales and an increase ioperating costs, which
could adversely affect our business and operaénglts;

*  Our sales to HB-LED and data storage manufactamersighly dependent on these manufacturers’ $ateonsumer
electronics applications, which can experienceiamt volatility due to seasonal and other fastarhich could materially
adversely impact our future results of operations;

We are exposed to risks associated with enterirgnegrging segment within the solar industry;

*  We may be required to take additional impairmertrgas for goodwill and indefinite-lived intangitdssets or definite-lived
intangible and long-lived assets;

*  Any failure by us to execute our planned cost rédns successfully could result in total costs argenses that are greater tl
expected;

e The cyclicality of the industries we serve diredffects our business;

We operate in industries characterized by rapildrtelogical change;

*  We face significant competition;

*  We depend on a limited number of customers thatadpeén highly concentrated industries;

*  The timing of our orders, shipments, and revengegsition may cause our quarterly operating resalfiuctuate significantly;
« Changes in our product mix may cause our quartgrgrating results to fluctuate significantly;

e Our backlog is subject to customer cancellatiomodification and such cancellation could resuliécreased sales and
increased provisions for excess and obsolete inwgnt

*  Our sales cycle is long and unpredictable;

*  Manufacturing interruptions or delays could affeat ability to meet customer demand, while theufalto estimate customer
demand accurately could result in excess or olesaigentory;

Werely on a limited number of suppliers;
e Our inability to attract, retain, and motivate kayployees could have a material adverse effecuobusiness;

*  We are exposed to the risks of operating a globsiness;
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*  We are subject to foreign currency exchange risks;
»  The enforcement and protection of our intellecpralperty rights may be expensive and could divertvaluable resources;
We may be subject to claims of intellectual proparfringement by others;

»  Our acquisition strategy subjects us to risks d@aset with evaluating and pursuing these opporiesind integrating these
businesses;

*  We are substantially leveraged, which could adweifect our ability to adjust our business top@sd to competitive
pressures and to obtain sufficient funds to finamaefuture needs;

« Changes in accounting pronouncements or taxati@s ar practices may adversely affect our finan@alilts;

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

*  We are subject to the internal control evaluatiand attestation requirements of Section 404 oBStdwbanes-Oxley Act;
*  We are subject to risks of non-compliance with esrvinental, health and safety regulations;

*  We have significant operations in California ankestlocations which could be materially and adJgreapacted, in the event
of a natural disaster or other significant disropti

We have adopted certain measures that may havéalativer effects which may make an acquisitionwsfCompany by
another company more difficult; and

*  The other matters discussed under the heading “f#amant’s Discussion and Analysis of Financial Cbadiand Results of
Operations” contained in this Report and in the dalrReport on Form 10-K for the year ended DecerBheP008 of Veeco
Instruments Inc. (“Veeco,” the “Company,” or “we”").

Consequently, such forward-looking statements shbalregarded solely as our current plans, estsvaatd beliefs. We do not
undertake any obligation to update any forward-loglstatements to reflect future events or circamsts after the date of such statements.

Available Information

We file annual, quarterly and current reports, infation statements and other information with teeusities and Exchange
Commission (the “SEC”). The public may read andycapy materials we file with the SEC at the SEQIbIRR Reference Room at 450 Fifth
Street, N.W., Washington, D.C. 20549. The publiymltain information on the operation of the Pulitieference Room by calling the SEC
at 1-800-SEC-0330. The SEC also maintains an laetesite that contains reports, proxy and informaitatements, and other information
regarding issuers that file electronically with ®EC. The address of that site is http://www.sec.go

Internet Address

We maintain a website where additional informationcerning our business and various upcoming ewvam$e found. The address
of our website is www.veeco.com. We provide a limkour website, under Investors — Financial Infaiota— SEC Filings, through which
investors can access our filings with the SEC uidiclg our Annual Reports on Form 10-K, Quarterhp&#s on Form 10-Q, Current Reports
on Form 8-K, and all amendments to such reportssé&liilings are posted to our Internet site, as smoreasonably practicable 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

Net sales
Cost of sale:
Gross profit
Operating expense
Selling, general, and administrative expe
Research and development expe
Amortization expens
Restructuring expens
Asset impairment charg
Other (income) expense, r
Total operating expens
Operating income (lost
Interest expense, n
Income (loss) before income tax
Income tax provisiol
Net income (loss) including noncontrolling inter
Net loss attributable to the noncontrolling intel
Net income (loss) attributable to Vee

Income (loss) per common sha
Net income (loss) attributable to Vee
Diluted net income (loss) attributable to Vet

Weighted average shares outstant
Diluted weighted average shares outstan

(In thousands, except per share data)

(Unaudited)

Three months ended

Nine months ended

September 30, September 30,
2009 2008 2009 2008

$ 98,91: $ 115,70¢ $ 233,78. $ 332,46!
58,00¢ 69,62¢ 148,10¢ 196,02t
40,90¢ 46,08: 85,67« 136,43¢
21,04: 23,58¢ 59,471 70,52¢
13,72 15,30: 39,77( 45,17:
1,77 3,14¢ 5,43 7,53(
1,192 4,12( 7,561 6,99¢
— — 304 28t
(312) (219) 1,097 (591)
37,42( 45,94¢ 113,64¢ 129,92(
3,48¢ 137 (27,977) 6,51¢
1,65¢€ 1,792 5,06: 5,09i
1,832 (1,655 (33,035 1,422
562 812 1,342 2,86(
1,27( (2,467) (34,37) (1,43¢)
— (54) (65) (200)
$ 1,27 $ (2,419 $ (3431) $ (1,23¢)
$ 004 $ (0.06 $ (1.09 $ (0.02)
$ 0.04 $ (0.06) $ (1.09 $ (0.04)
31,60¢ 31,45¢ 31,54( 31,29:
32,37¢ 31,45¢ 31,54( 31,29:

See accompanying notes.

5




Table of Contents

Assets
Current asset:
Cash and cash equivalel
Accounts receivable, n
Inventories
Prepaid expenses and other current a:
Deferred income taxe
Total current asse
Property, plant, and equipment at cost,
Goodwill
Intangible assets, n
Other asset
Total asset

Liabilities and shareholders’ equity
Current liabilities:
Accounts payabl
Accrued expense
Deferred profil
Current portion of lon-term debt
Income taxes payab
Total current liabilities
Deferred income taxe
Long-term debt
Other noi-current liabilities

Shareholder equity:
Shareholder equity attributable to Veec
Noncontrolling interes

Total shareholde’ equity

Total liabilities and sharehold¢ equity

Veeco Instruments Inc. and Subsidiaries
Condensed Consolidated Balance Sheets
(In thousands)

See accompanying notes.
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September 30 December 31
2009 2008
(Unaudited)
$ 109,44: $ 103,79¢
64,26( 59,65¢
74,99¢ 94,93(
8,05¢ 6,42¢
2,22¢ 2,18¢
258,98! 266,99¢
59,29« 64,37:
59,42: 59,16(
32,11¢ 38,81¢
8 192
$ 409,82 $ 429,54
$ 28,52. % 29,61(
73,44°¢ 66,96¢
2,331 1,34¢
20¢€ 19¢€
23 354
104,53 98,47(
5,23 4,54(C
100,28t¢ 98,33(
1,652 2,391
198,12( 225,02¢
— 784
198,12( 225,81(
$ 409,82 $ 429,54
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Veeco Instruments Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows
(In thousands)
(Unaudited)

Operating activities
Net loss attributable to Vee:

Nine months endec
September 30,

Adjustments to reconcile net loss to net cash plexviby operating activitie

Depreciation and amortizatic

Deferred income taxe

Amortization of debt discour

Non-cash inventory writ-off

Non-cash shar-based compensatic

Non-cash restructuring char

Non-cash asset impairment cha

Other, ne

Changes in operating assets and liabilit
Accounts receivabl
Inventories
Accounts payabl
Accrued expenses, deferred profit, and other ctitiailities
Other, ne

Net cash provided by operating activit

Investing activities

Capital expenditure

Payments for net assets of businesses acquiredf cash acquire
Payments for ea-outs of businesses acquit

Other, ne

Net cash used in investing activiti

Financing activities

Proceeds from stock issuant

Repayments of lor-term debt

Restricted stock tax withholding

Net cash provided by (used in) financing activi

Effect of exchange rate changes on cash and casvadnts
Net increase in cash and cash equival

Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

Non-cash investing and financing activitie:

Accrual of payments for net assets of businessgsirac
Transfers from property, plant, and equipment te@ntory
Transfers from inventory to property, plant, andipment

2009 2008
$ (34,31) $ (1,239
16,07 18,13¢
682 1,26(
2,11¢ 2,18¢
1,52€ —
5,95: 5,671
— 3,01¢
304 28E
13 (269)
(4,059) 6,66:
19,54( (1,709
(1,189 (4,169)
14,93( (5,449)
(1,109) (1,979)
20,47 22,42(
(5,189 (10,43)
(2,419 (10,970)
(9,839) —
352 104
(17,089 (21,299
2,90¢ 681
(14€) (270)
(495) (96¢)
2,26¢ (55¢)
(8) 35
5,64z 601
103,79 117,08
$ 109,44, $ 117,68
$ 1,000 $ 3,527
$ 1,15¢ $ 404
$ 23 $ 38E

See accompanying notes.
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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 have been prepared in accadaitit accounting
principles generally accepted in the United Stedeiterim financial information and with the imgttions to Form 10-Q and Article 10 of
Regulation S-X. Accordingly, they do not includédadlthe information and footnotes required by Wy8nerally accepted accounting
principles for complete financial statements. le ¢ipinion of management, all adjustments consideeedssary for a fair presentation
(consisting of normal recurring accruals) have heetuded. Operating results for the three montigs@ine months ended September 30,
2009 are not necessarily indicative of the redblis may be expected for the year ending Decembe2@9. For further information, refer
the financial statements and footnotes theretauded in our Annual Report on Form 10-K for the yeladed December 31, 2008.

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 perititk interim quarter ends are determined at tiggnb@g of each year based on the 13-
week quarters. The 2009 interim quarter ends areM29, June 28, and September 27. The 2008 mégrarter ends were March 30,
June 29, and September 28. For ease of referemoport these interim quarter ends as March@ie 30, and September 30 in our interim
condensed consolidated financial statements.

Net Income (Loss) Per Common Share

The following table sets forth the reconciliatioihweighted average shares outstanding and dilutgghted average shares
outstanding (in thousands):

Three months ended Nine months ended
September 30, September 30,
2009 2008 2009 2008
Weighted average shares outstanc 31,60¢ 31,45¢ 31,54( 31,29:
Dilutive effect of stock options and restrictedcito
awards and unit 767 — — —
Diluted weighted average shares outstan 32,37¢ 31,45¢ 31,54( 31,29t

Net income (loss) per common share is computedyubi;m weighted average number of common sharetaadtag during the
period. Diluted net income (loss) per common sliemmputed using the weighted average numbermhuan shares and common
equivalent shares outstanding during the perioé. &ffect of approximately 308,000, 140,000 and @0%.common equivalent shares for the
nine—month period ended September 30, 2009 anthtbe-month and nine-month periods ended SepteBih&A008, respectively, were
excluded from the diluted weighted average shanéstanding due to the net loss sustained in thiegheDuring the three-month period
ended September 30, 2009, options to purchaseilli@nshares of common stock (at prices rangirgrfr$18.31 to $72.00 per share) were
excluded from the computation of diluted earningsghare due to exercise prices that exceeded/énage market price of our common
stock for the period.

During the second quarter of 2007, we exchange@8.8Irillion of our 4.125% convertible subordinatestes due December 2008
(the “Old Notes”) for $117.8 million of a new segief 4.125% convertible subordinated notes duelApri2012 (the “Notes”), leaving $25.2
million of Old Notes outstanding. During the fduduarter of 2008, we repaid the remaining $25IBaniof Old Notes outstanding.

The Notes meet the criteria for determining the&tfbf the assumed conversion using the treasack stethod of accounting, as
long as we have the ability and the intent to setté principal amount of the Notes in cash. Utlderterms of the Notes, we may pay the
principal amount of converted Notes in cash omhiares of common stock. We have indicated thaintend to pay such amounts in cash.
Using the treasury stock method, the impact odsimed conversion of the Notes was anti-dilutivetfe three and nine months ended
September 30, 2009 and
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2008, as the average stock price for each pericdogbow the conversion price of $27.23. The maxmmumber of common equivalent
shares issuable upon conversion at September 80,8s approximately 5.4 million, after giving afféo the $12.2 million of Notes that we
repurchased d uring the fourth quarter of 2008.Msate 8 for further details on our debt.

Fair Value of Financial Instruments

We believe the carrying amounts of our financiationments, including cash and cash equivalentguats receivable, accounts
payable, and accrued expenses, reflected in tlwrgmamnying condensed consolidated financial stat&syapproximate fair value due to their
short-term maturities. The fair value of our deitJuding current maturities, is estimated usirdjsctounted cash flow analysis based on the
estimated current incremental borrowing rates ifmilar types of securities, or based on market edtur our publicly-traded debt (see
Note 8).

Derivative Financial Instruments

We use derivative financial instruments to minimize impact of foreign exchange rate changes amregs and cash flows. In the
normal course of business, our operations are expimsfluctuations in foreign exchange rates. bleotto reduce the effect of fluctuating
foreign currencies on short-term foreign currenep@minated intercompany transactions and other krforeign currency exposures, we
enter into monthly forward contracts. We do not degvative financial instruments for trading oesplative purposes. Our forward contracts
are intended to offset exchange gains and loss#seamderlying assets and liabilities; both theverd contracts and the underlying assets
and liabilities are adjusted to current exchandesrthrough earnings. We conduct our derivativestations with highly rated financial
institutions in an effort to mitigate any matergaédit risk. The weighted average notional amotimiesivative contracts outstanding during
the three and nine months ended September 30,\28@9@pproximately $1.3 million and $3.1 millionspectively.

The condensed consolidated results of operatiarthéothree and nine months ended September 30,i86lide aggregate foreign
currency losses of approximately $0.1 million add4$million, respectively. The loss of $1.4 millifor the nine months ended September 30,
2009 was net of gains of approximately $0.2 milliefated to forward contracts. The condensed dmfaged results of operations for the
three and nine months ended September 30, 2008Imelggregate foreign currency gains of less tBah ®illion and approximately $0.1
million, respectively, which were net of lossesapproximately $0.1 million and $0.3 million, respeely, related to forward contracts.

These amounts were recognized and included in @th@yme) expense, net in the accompanying Conde@isasolidated Statements of
Operations.

As of September 30, 2009, losses of $0.1 millidates to forward contracts were included in accresgoenses and subsequently
paid in October 2009. As of December 31, 2008, @pprately $0.9 million of losses related to forwaahtracts were included in accrued
expenses and subsequently paid in January 200hkdarward contracts with a total notional amowht$3.1 million were entered into in
September 2009 and will be settled in October 200 fair value of these contracts at inceptios wero, which did not significantly char
at September 30, 2009.

Convertible Debt

In May 2008, new accounting guidance was issuetkéuires a portion of our convertible debt toallecated to equity. We
implemented the new guidance as of January 1, 288%ave applied it retrospectively to all peripdssented, as required. See Note[3ebi
for a discussion of the impact of implementing tiegv guidance.

Subsequent Events

We have evaluated the condensed consolidated fadastatements for subsequent events through lihg fiate of this Form 10-Q.

9
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Note 2—Acquisitions
Fluens Corporation

In 2006 we purchased 19.9% of the common stocKueris Corporation (“Fluens”). Veeco and Fluensehjaintly developed a
next-generation process for high-rate depositioalafinum oxide for data storage applications.r &zounting purposes we had
consolidated Fluens into our financial results financial position, and recorded the remaining 8®dortion of its net loss and net assets
noncontrolling interest. On May 14, 2009, we aogghithe remaining 80.1% of Fluens for $1.5 millgdas an earn-out arrangement based on
future performance. Since we already were conatitig Fluens, the purchase of the remaining 80. % tneated in accordance with the
applicable accounting guidance as a transactiomgrebareholders and not as a new business acguisifihus no gain or loss was
recognized upon the purchase of the 80.1% poré¢ind the difference between the purchase priceditduthe earn-out consideration and the
amount by which noncontrolling interest was redusedhe balance sheet was attributed to equityesfcd. Such difference amounted to
approximately $1.0 million, and was recorded astaiithl paid-in capital.

We paid $0.5 million of the $1.5 million purchasicp of the 80.1% remaining portion of Fluens uptosing, as well as $0.2 milli
in respect of the earn-out arrangement. We paetarsl installment of $0.5 million of the purchasegon September 30, 2009. We will pay
the remaining $0.5 million of the $1.5 million ihe fourth quarter of 2009, which is included inraed expenses in the accompanying
condensed Balance Sheet at September 30, 2008td¢°dor purchase of the remaining 80.1%, approieiye81% of Fluens was owned by
individual then serving as Senior Vice Presideriteéco.

In July 2009, Veeco acquired certain assets froyStar Technologies, Inc. (“DayStar”) in order taelerate Veeca' penetration ¢
the rapidly growing copper, indium, gallium, selemi (CIGS) solar market. Veeco purchased selegfeghment, took over leased facilities
and hired employees from DayStar’s R&D group irftGti Park, New York. In connection with these sactions, Veeco paid DayStar $1.9
million in cash.

Note 3—Share-Based Compensation
Share-based compensation cost is measured atathiedate, based on the fair value of the awardjsaretognized as expense over

the employee requisite service period . The follmgacompensation expense was included in the casdkeoonsolidated statements of
operations for the three months and nine monthea&e@ptember 30, 2009 and 2008 (in thousands):

Three months ended Nine months ended
September 30, September 30,
2009 2008 2009 2008
Shar-based compensation expel $ 2,40C $ 2,04¢ 3 595 $ 5,671

As of September 30, 2009, the total unrecognizedpemsation cost related to nonvested restrictazk stevards and stock option
awards is $9.5 million and $10.2 million, respeelv The related weighted-average period over whie expect that such unrecognized
compensation costs will be recognized as experggpioximately 2.63 years for the nonvested rdsttistock awards and 2.28 years for
option awards.

A summary of our restricted stock awards includiestricted stock units as of and for the nine memtided September 30, 2009, is
presented below:

Weighted- Average

Shares Grant-Date

(000s) Fair Value
Nonvested at beginning of ye 67¢ $ 17.7¢
Granted 501 9.2¢
Vested (164 19.5¢
Forfeited (including cancelled awarc (115 16.4:
Nonvested at September 30, 2( 901 12.8¢

10
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A summary of our stock option plans as of and fiernine months ended September 30, 2009, is pezkbatow:

Weighted-
Average
Weighted- Aggregate Remaining
Shares Average Intrinsic Contractual
(000s) Exercise Price Value (000s) Life (in years)
Outstanding at beginning of ye 557 $ 20.2¢
Granted 1,60¢ 10.8:¢
Exercisec (192 15.1C
Forfeited (including cancelled optior (1,85%) 22.8¢
Outstanding at September 30, 2( 5,131 16.5¢ $ 30,123 4.4
Options exercisable at September 30, 2 2,708 19.6¢ $ 8,79« 2.8

Note 4—Balance Sheet Information
Accounts Receivable, net

Accounts receivable are shown net of the allowdacedoubtful accounts of $0.9 million as of SeptenB0, 2009 and December

2008.
Inventories
Inventories have been determined by the lower sf mincipally first-in, first-out) or market. entories consist of (in thousands):
September 30 December 31
2009 2008

Raw material $ 47,117 % 57,81t

Work in proces: 19,50z 28,73

Finished good 8,38( 8,38z

$ 74,99¢ $ 94,93(

Accrued Warranty

We estimate the costs that may be incurred un@ewdrranty we provide and recognize a liabilitytie amount of such costs at the
time the related revenue is recognized. Factatsafiect our warranty liability include produciltae rates, material usage and labor costs
incurred in correcting product failures during tharranty period. We periodically assess the adegabour recognized warranty liability
and adjust the amount as necessary. Changes waotanty liability during the nine months endeg@enber 30, 2009 and 2008 are as
follows (in thousands):

Nine months ended
September 30,

2009 2008
Balance at beginning of peri $ 6,892 $ 6,50z
Warranties issued during the per 2,71¢ 4,96:
Settlements made during the per (3,069 (4,096
Balance at end of peric $ 6,53¢ $ 7,36¢

11
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Note 5—Segment Information

We manage the business, review operating resultessess performance, as well as allocate resobasesd upon three separate
reporting segments that reflect the market focusagh business. The Light Emitting Diode (“LED”)3blar Process Equipment segment
consists of metal organic chemical vapor deposifitOCVD”) systems, molecular beam epitaxy (“MBESystems, thermal deposition
sources, and other types of deposition systemstosgeposit materials on flexible and glass subetraThese systems are primarily sold to
customers in the high-brightness light emittingd#id“HB-LED") and solar industries, as well as tiestific research customers. This
segment has product development and marketingisit®smerset, New Jersey, St. Paul, Minnesotal.amell, Massachusetts. The Data
Storage Process Equipment segment consists afithigeiam etch, ion beam deposition, diamond-likbararphysical vapor deposition, and
dicing and slicing products sold primarily to custrs in the data storage industry. This segmenphaduct development and marketing ¢
in Plainview, New York, Ft. Collins, Colorado andrfa Barbara, California. In our Metrology segmerg design and manufacture atomic
force microscopes, scanning probe microscopesispriofilers, and optical interferometers usedrtivige critical surface measurements in
research and production environments. This brasddi products is used in universities, researchitias and scientific centers worldwide.
production environments such as semiconductor, statage and other broad industries, our metrologtyuments enable customers to
monitor their products throughout the manufactupngcess to improve yields, reduce costs, and ivgpooduct quality. This segment has
product development and marketing sites in Canoagifid Santa Barbara, California and Tucson, Arizona

We evaluate the performance of our reportable satgriEsed on income (loss) from operations befdgezast, income taxes,
amortization and certain items (“segment profisgld), which is the primary indicator used to péard forecast future periods. The
presentation of this financial measure facilitate=saningful comparison with prior periods, as manag# believes segment profit (loss)
reports baseline performance and thus providesiLisgdrmation. Certain items excluded from segmuanafit (loss) include restructuring
expenses, asset impairment charges, inventory-ofifite and equity-based compensation expense. ddmuating policies of the reportable
segments are the same as those described in tleagyraf critical accounting policies.

The following tables present certain data pertgnmour reportable segments and a reconciliatiaegment profit (loss) to income
(loss) before income taxes for the three monthsrémel months ended September 30, 2009 and 2008yaaaill and total assets as of
September 30, 2009 and December 31, 2008, reselyctin thousands):

LED & Solar Data Storage Unallocated
Process Process Corporate
Equipment Equipment Metrology Amount Total

Three months ended September 30, 20(

Net sales $ 52,96¢ $ 21,72.  $ 24,22¢  $ — $ 98,91
Segment profit (loss $ 9,59/ $ 1,49¢ $ 40€ $ (2,647 $ 8,851
Interest expense, n — — — 1,65¢ 1,65¢
Amortization expens 792 40E 507 73 1,771
Equity-based compensation expe! 24E 303 29C 1,562 2,40(
Restructuring expens 20C 224 411 357 1,192
Income (loss) before income tax $ 8,357 $ 56€ $ (800) $ (6,297) $ 1,832
Three months ended September 30, 2008

Net sales $ 40,98: $ 43,25¢ $ 3147C $ — $ 115,70¢
Segment profit (loss $ 563C $ 7,04 $ 297 $ (2,59) $ 10,38(
Interest expense, n — — — 1,792 1,792
Amortization expens 1,58i 952 49t 114 3,14¢
Equity-based compensation expel 14¢€ 304 251 1,347 2,04¢
Restructuring expen: — — 437 3,68: 4,12(
Purchase accounting adjustm(1) 927 — — — 927
Income (loss) before income tay $ 297C $ 578t $ (886) $ (9,52) $ (1,659
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Nine months ended September 30, 20!
Net sales

Segment profit (loss

Interest expense, n

Amortization expens

Equity-based compensation expe!
Restructuring expen:

Inventory write-off

Asset impairment charg

Income (loss) before income tax

Nine months ended September 30, 20(
Net sales

Segment profit (loss

Interest expense, n

Amortization expens

Equity-based compensation expel
Restructuring expens

Asset impairment charg

Purchase accounting adjustm(1)
Income (loss) before income tax

As of September 30, 200
Goodwill
Total asset

As of December 31, 2008
Goodwill
Total asset

LED & Solar Data Storage Unallocated
Process Process Corporate
Equipment Equipment Metrology Amount Total
$ 107,05( $ 56,21¢ $ 70,517 $ — $ 233,78.
$ 541C $ (1,149 $ (5,309 $ (6,149 $ (7,185
— — — 5,06: 5,06:
2,341 1,21: 1,662 221 5,43
61¢ 892 847 3,59¢ 5,95
1,12¢ 3,054 2,791 587 7,561
— 1,52¢ — — 1,52¢
— 304 — — 304
$ 1,321 $ (8,132 $ (10,619 $ (15,609 $ (33,039
$ 128,20! $ 104,09t $ 100,16: $ — $ 332,46!
$ 23,13 $ 11,13¢ % 1,21 3 (7,557 $ 27,927
— — — 5,091 5,091
3,04( 2,85¢ 1,29¢ 33¢ 7,53(
328 693 597 4,05¢ 5,671
— 124 627 6,24 6,99¢
— — — 28t 28t
927 — — — 927
$ 18,84( $ 7,466 $ (1,309 $ (23,580 $ 1,422
LED & Solar Data Storage Unallocated
Process Process Corporate
Equipment Equipment Metrology Amount Total
$ 51,98¢ $ — 3 743: % — 3 59,42:
$ 163,47. $ 48,57 $ 77,417 $ 120,36¢ $ 409,82!
$ 51,727 $ — $ 743 % — $ 59,16(
$ 137,037 $ 84,33t $ 85,39( $ 122,77¢  $ 429,54:

(1) This adjustment relates to the required capitibn of profit in inventory associated with taequisition of Mill Lane, which is included

cost of sales.

Corporate total assets are comprised principallyash and cash equivalents at September 30, 2@0Derember 31, 2008.

Note 6—Income Taxes

We or one of our subsidiaries file income tax nesun the U.S. federal jurisdiction and varioudestéocal, and foreign jurisdictions.
During the quarter ended September 30, 2009, tieenial Revenue Service concluded its examinatiauof006 income tax return with a
minor adjustment to our credit carry forwards. Wkterial federal income tax matters have been oded for years through 2006 subject to

subsequent utilization of net operating losses igeged in such years. All material state and logebme tax matters have been concluded for

years through 2005. The majority of our foreigrigdictions have been reviewed through 2007 witly anlew jurisdictions having open t
years between 2004 and 2007. None of our tax retnma currently under examination in the federdlfaneign tax jurisdictions. We a

currently under examination in one state tax jucison.
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Note 7—Comprehensive Income (Loss)

Total comprehensive income (loss) for the threetiimand nine months ended September 30, 2009 &&vi2ds as follows (in
thousands):

Three months endec Nine months endec
September 30, September 30,
2009 2008 2009 2008
Net income (loss) including noncontrolling inter $ 1,27C $ (2,467 $ (34,37) $ (1,43¢)
Other comprehensive income (loss), net of
Foreign currency translatic 96€ (555) 20 1,20¢
Comprehensive income (loss) including
noncontrolling interes 2,23¢ (3,027) (34,357 (230
Comprehensive loss attributable to the nonconirgl
interest — (54) (65) (200)
Comprehensive income (loss) attributable to Ve~ $ 2,23t $ (2,96¢) $ (34.29) $ 380
Note 8—Debt
Convertible Debt

During the second quarter of 2007, we exchange8.8Irillion of Old Notes for $117.8 million of Natgursuant to privately
negotiated exchange agreements with certain hotdehe Old Notes. During the fourth quarter 008pwe repaid in full the $25.2 million
the Old Notes that remained outstanding after doha&nge transactions .

The Notes are initially convertible into 36.727a”ks of common stock per $1,000 principal amoumaies (equivalent to a
conversion price of $27.23 per share or a premifiB8&6 over the closing market price for Veeco's coom stock on April 16, 2007).
Holders may convert the Notes at any time durirmgpriod beginning on January 15, 2012 througltlibee of business on the second day
prior to April 15, 2012 and earlier upon the oceue of certain events including our common stoattihg at prices equal to 130% over the
conversion price for a specified period. TheseeNdtear interest at 4.125% per annum and matufg@oinl5, 2012. We pay interest on
these Notes on April 15 and October 15 of each.y&ae Notes are unsecured and are effectivelyrsiitted to all of our senior and secu
indebtedness, and to all indebtedness and othmlitles of our subsidiaries.

In May 2008, new accounting guidance was issuetk#uaires a portion of convertible debt to be @dked to equity. We
implemented the new guidance as of January 1, 288%ave applied it retrospectively to all peripdssented, as required. The new
guidance requires issuers of convertible debtdhatbe settled in cash to separately accountifer, bifurcate) a portion of the debt
associated with the conversion feature and refjeitss portion to stockholders’ equity. The lifityi portion, which represents the fair value
of the debt without the conversion feature, is et to its face value using the effective intemesthod by amortizing the discount between
the face amount and the fair value. The amortimat recorded as non-cash interest expense. otesMre subject to the new guidasicee
they may be settled in cash upon conversion. Tdmig result of the adoption of the new guidamwee reclassified approximately $16.3
million from long-term debt to additional paid-iapital effective as of the date of issuance ofNb&es. This reclassification created a $16.3
million discount on the debt that will be amortizeer the remaining life of the Notes, which wiét through April 15, 2012. The
reclassification generated a $6.7 million defeteedliability, which we offset with a correspondidgcrease of the valuation allowance by the
same amount. The new guidance requires that veeptr@rior periods as if the guidance was in effsobf the date of issuance. Thus, we
have presented all financial data for prior periadsf we had reclassified this $16.3 million dignband began amortizing it in April 2007.
The retrospective application of the new guidarescdbed above to the results for the three angl mianths ended September 30, 2008
increased the net loss attributable to Veeco irthtee-month period from ($1,673) to ($2,413) aadrdased the net income attributable to
Veeco in the nine-month period from $946 to a os$lof ($1,238), and increased the loss per stiitsugable to Veeco in the three-month
period
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from ($0.05) to ($0.08) and decreased the earrprgshare in the nine-month period from $0.03 lmsa per share of ($0.04).

During the fourth quarter of 2008, we repurchasedggregate principal amount of $12.2 million of thotes for $7.2 million in
cash, of which $7.1 million related to principalda®0.1 million related to accrued interest, redgdime amount outstanding from $117.8
million to $105.6 million. A gross gain of appraxately $5.1 million was recorded on these repurehadsfset by the write-off of
approximately $0.1 million of unamortized deferfawincing costs associated with the Notes, fortagaa of approximately $5.0 million.
Such net gain was reduced to $3.8 million uporetheption of the new guidance described above ,iwtgquired that the gain be calculated
based on the fair value of the portion repurchasedf the repurchase date. The fair value apprdrine carrying value net of the
unamortized discount on the portion repurchased.ditfierence of approximately $1.2 million was reted as a reduction in the gain
originally reported, and thus increased the accatedldeficit as of December 31, 2008 by such amount

For the nine months ended September 30, 2009 0] &8spectively, we recorded approximately $2 Hioniand $2.2 million,
respectively, of additional interest expense irhgaeriod resulting from the amortization of the deilscount. This additional interest expense
did not require the use of cash. The componenigterfest expense recorded on the Notes for tlee thnd nine months ended September 30,
2009 and 2008 were as follows (in thousands):

Three months ended Nine months ended
September 30, September 30,
2009 2008 2009 2008
Contractual interes $ 1,08¢ $ 1,212 $ 3,26¢ $ 3,64:
Amortization of the discount on the Notf 714 74C 2,11¢ 2,18¢
Total interest expense on the Na $ 1,80 $ 195 $ 538( $ 5,821
Effective interest rat 6.8% 6.€% 6.8% 6.6%

The carrying amounts of the liability and equityrgqmonents of the Notes as of September 30, 200®Dandmber 31, 2008,
respectively, were as follows (in thousands):

September 30, December 31,
2009 2008
Carrying amount of the equity compon: $ 16,31¢ $ 16,31¢
Principal balance of the liability compone $ 105,57: $ 105,57-
Less: unamortized discou 8,22¢ 10,33¢
Net carrying value of the liability compone $ 97,34¢ $ 95,23t

At September 30, 2009, $105.6 million of the Notese outstanding with a fair value of approximat®09.8 million.
Mortgage Payable

We also have a mortgage note payable, with appreiyn $3.1 million outstanding at September 30,200he note accrues inter:
at an annual rate of 7.91%, and the final payn®dtie on January 1, 2020. The fair value of this at September 30, 2009 was
approximately $3.4 million.

Credit Agreement

In February 2009, we entered into an amendmentit@xisting credit agreement with HSBC Bank USAtidlzal Association
(“HSBC"), as administrative agent, and the lendemned therein (as amended, the “Credit Agreements)part of the amendment, we
reduced the amount of the revolving credit facjlityodified certain existing covenants and addethsenew covenants. As amended, the
Credit Agreement provides for revolving credit lmwings of up to $30.0 million. The Credit Agreemeras further amended effective
March 27, 2009 to
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modify certain financial covenants, to provide floe cash collateralization of borrowings under@medit Agreement, and to permit the
acquisition of the 80.1% of Fluens’ outstandingcktavhich we did not yet own. The annual interes¢ under the Credit Agreement is a
floating rate equal to the prime rate of the adpamtk plus 2.0%. A LIBOR-based interest rate opisoalso provided. Borrowings may be
used for general corporate purposes, including imgrkapital requirements, as well as permitted &itipns. The Credit Agreement contains
certain restrictive covenants which include thentemiance of minimum cash balances and limitatioitis respect to incurrence of
indebtedness, the payment of dividends, long-teasds, investments, mergers, acquisitions, coasiolitcs and sales of assets. In addition,
under the Credit Agreement, we are required tafyatiertain financial tests, including minimum ptability levels. As of September 30,
2009, we were in compliance with all covenantshef €redit Agreement as amended. Substantialyf allir assets and those of our material
domestic subsidiaries, other than real estate, haga pledged to secure our obligations under thditCAgreement. The revolving credit
facility under the Credit Agreement expires on MeBd, 2012. In the first quarter of 2009, we retrgd an expense of $0.2 million
representing the amount of deferred financing épsl to the portion of the revolving credit fagilivhich was terminated in connection with
the amendment, which is included in other expense,We capitalized $0.1 million in deferred finamgfees that we incurred in connection
with the amendment that was effective February 2088 of September 30, 2009 and December 31, 28882 were no borrowings
outstanding under the Credit Agreement and lettEcsedit outstanding were approximately $0.5 milland $0.4 million, respectively.
Interest expense associated with the Credit Agreeneeorded during the nine months ended SepteBthet009 and 2008, was
approximately $0.2 million for each period.

Note 9— Fair Value Measurements

We implemented new accounting guidance for our firtamcial assets and non-financial liabilities &danuary 1, 2009. This new
guidance defines fair value, establishes a framkfsrmeasuring fair value, and enhances fair valieasurement disclosure. The accounts
subject to the guidance are our long-lived asg@idwill, and intangible assets. The implementatigpanded our fair value disclosures but
did not impact our condensed consolidated finarmiaition or results of operations. However, apmiythe provisions of this new guidance
may impact our periodic fair value measurementddiog-lived assets, goodwill and intangible assetbe future, as fair values calculated
under the new guidance may be different from tlireviues that would have been calculated underipus guidance.

This new guidance requires that we disclose the dfpnputs we use to value such assets, basdutrea ¢ategories of inputs as
defined in such. Level 1 inputs are quoted, urgtdpliprices in active markets for identical aseetmbilities that the company has the ability
to access at the measurement date. Level 2 iapaiisputs other than quoted prices included witlewel 1 that are observable for the asset
or liability, either directly or indirectly, suctsajuoted prices for similar assets or liabilitie®vel 3 inputs are unobservable inputs for the
asset or liability. Unobservable inputs are usechéasure fair value to the extent that observaigets are not available, thereby allowing for
situations in which there is little, if any, marlaattivity for the asset or liability at the meaguent date. We use Level 3 inputs to value all of
our property, plant and equipment, goodwill, artdmgible assets balances. We value such assats@mrecurring basis and did not perfc
a valuation during the first, second or third geestof 2009, though the methodology we would useatoe such assets has not changed since
December 31, 2008. We did not record any gaioss In adjusting the carrying amounts to fair vafuthe three months or nine months
ended September 30, 2009, since we made no suastraént during that period. The carrying amoufifsroperty, plant and equipment,
goodwill, and intangible assets as of Septembe2309 were $59,294, $59,422, and $32,116, resgdgtivihe Company primarily applies
the market approach for recurring fair value measients.

Note 10 — Commitments, Contingencie s and Other M&rs
Restructuring Expenses

During 2008 and through the nine months ended &eye 30, 2009, we have continued our multi-quarten to improve
profitability and reduce and contain spending. Vileehcontinued to make progress against the inigiatihat management has set, continued
our restructuring plan and executed activities wiflocus on creating a more cost effective orgdiozawith a greater percentage of variable
costs. These activities have included downsizirdy@nsolidating some locations, reducing our waitdo consultants and discretionary
expenses and realigning our sales organizatioreagiheering groups.
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Restructuring expenses for the three months arelminths ended September 30, 2009 and 2008 apaest (in thousands):

Three months ended Nine months ended
September 30, September 30,
2009 2008 2009 2008
Personnel severance co $ 1,08¢ $ 82C ¢ 6,23¢ $ 1,141
Leaserelated cost — 282 89: 2,83¢
Modification of equity award — 3,01¢ — 3,01¢
Moving and consolidation activity cos 10€ — 43¢ —
Total restructuring expen: $ 119: $ 4,120 § 7,560 $ 6,99¢

2009 Restructuring and Other Charges

In conjunction with these activities, during the@imonths ended September 30, 2009, we recogreztdicturing charges of
approximately $7.6 million, principally consisting personnel severance costs resulting from a leesdeceduction of 235 employees as well
as the notification of other employees that willttensitioned out of the Company during 2009. Thiuction in workforce included
executives, management, administration, salesenmvite personnel and manufacturing employees coynyde.

During the second quarter of 2009, we vacated @ia [Storage Process Equipment facilities in CatoafilA. As a result, we
incurred an additional restructuring charge, repméag the remaining lease payment obligationsestidnated property taxes for the facility
we vacated, offset by the estimated expected ssibigaome to be received. We made certain assoinsgti determining the charge, which
included estimated sublease income and terms duhlease as well as the estimated discount rdtte tsed in determining the fair value of
the liability. We developed these assumptions dhaseour understanding of the current real estatéket as well as current market interest
rates. The assumptions are based on managemest'sdiimates, and will be adjusted periodicallyeifter information is obtained. We also
incurred charges associated with moving and coaestidin activities for both of these locations. Y¥mcated 27 employees from the Data
Storage Process Equipment segment to Metrologyisa3arbara, CA facility.

We also recorded an inventory write-off of $1.5limil in our Data Storage Process Equipment segasstdciated with the
discontinuance of certain products in connectioti Wwiansitioning to outsourced manufacturing durtimg first quarter of 2009, which is
included in cost of sales.
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The following is a reconciliation of the liabilifypr the 2009 restructuring charge from inceptiomtiyh September 30, 2009 (in
thousands):

LED & Solar Data Storage
Process Process Unallocated

Equipment Equipment Metrology Corporate Total
Shor-term Liability
Personnel severance char $ 99¢ $ 1,87¢ $ 2,78¢ $ 50¢ $ 6,262
Moving costs and consolidation activiti 13t 287 13 — 43¢
Total charged to accru 1,13¢ 2,16: 2,80z 59¢ 6,697
Leastrelated and other cos — 51€ — — 51€
Shor-term/lon¢-term Reclassificatio — 74 — — 74
Cash payment (827) (1,997 (2,429 (2817) (5,527
Balance as of September 30, 2( $ 30€ $ 76z $ 37¢ % 31 3 1,765
Long-term Liability
Leas«related and other cos $ — $ 377 $ — $ — $ 377
Shor-term/lon¢-term Reclassificatio — (74) — — (74)
Balance as of September 30, 2( $ — % 305 $ — $ — % 30¢

The balance of the short-term 2009 restructuriregguad (other than lease-related and other costsjpected to be paid over the next
six to nine months, and the long-term portion Wwél paid over the remaining life of the lease uvtly 1, 2012. We expect to continue our
restructuring program and to incur restructuringrges of $0.3 million throughout the remainder @2, which are principally related to
severance and associated costs.

2008 Restructuring and Other Charges

During the three months ended March 31, 2008, werded a $2.6 million restructuring charge for easlated costs as part of the
consolidation of our Corporate headquarters intoRdainview, New York manufacturing facility. Thiharge primarily consisted of the
liability for the remaining lease payments and grbyptaxes relating to the facility we vacatedseffby expected sublease income. We made
certain assumptions in determining the charge, lwincluded estimated sublease income and ternfeedfublease as well as the estimated
discount rate to be used in determining the fadweraf the net cash flows. We developed these gstoins, based on our understanding of
current real estate market as well as current manteyest rates, which are adjusted periodicadlgdnl upon new information, events and
changes in the real estate market. During the liaguaarter of 2008, we adjusted these assumptiorchwésulted in an additional
restructuring charge of $1.1 million.
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The following is a reconciliation of the liabilifpr the 2008 restructuring charge from December2B®08 through September 30,
2009 (in thousands):

LED & Solar Data Storage

Process Process Unallocated
Equipment Equipment Metrology Corporate Total

Shor-term Liability

Balance as of December 31, 2( $ 66C $ 27C % 534 $ 1,85¢ $ 3,32
Shor-term/lon¢-term Reclassificatio — — — 814 814
Cash payment (370 (26¢) (457) (1,26%) (2,360)
Reversal of accru: (4) (2) (5) (12) (23)
Balance as of September 30, 2( $ 28€ $ — 9 72 $ 1,39% $ 1,75¢
Long-term Liability

Balance as of December 31, 2( $ — 3 — 9 — 3 1,62( $ 1,62(
Shor-term/lon¢-term Reclassificatio — — — (814) (814)
Balance as of September 30, 2( $ — § — § — § 80€ §$ 80€

The balance of the 2008 restructuring accrualedl&d the lease for the former Corporate headgsadexpected to be paid over the
remaining life of that lease through June 2011, thedemaining balance of the 2008 restructurirayuad is expected to be paid over the next
nine months.

2007 Restructuring and Other Charges

As of December 31, 2008, we had a balance of $@l@min the liability related to restructuring atges incurred in 2007. We made
cash payments of $0.1 million against this liapilit the first quarter of 2009, and paid the renmajrbalance of $0.1 million during the sec
quarter of 2009.
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations.
Executive Summary

We design, manufacture, market, and service ergbbiutions for customers in the high-brightneghtliemitting diode (“HB-
LED") , solar, data storage, scientific researeémigonductor, and industrial markets. We haveitgptbchnology positions in our three
segments: Light Emitting Diode (“LED”) & Solar Rress Equipment, Data Storage Process Equipmeniatidiogy.

In our LED & Solar segment, we design and manufaatuetal organic chemical vapor deposition (“MOCYBYystems, molecular
beam epitaxy (“MBE”) systems and sources, and difps of deposition systems such as web and gtessrs, which we sell primarily to
manufacturers of HB-LEDs and solar panels, as agtb scientific research customers.

In our Data Storage segment, we design and manuéaicn beam etch, ion beam deposition, diamoreldiérbon, physical vapor

deposition, and dicing and slicing systems prilgarged to create thin film magnetic heads (“TFMH$&3t read and write data on hard disk
drives.

In our Metrology segment, we design and manufacitomic force microscopes (“AFMs”), scanning prahieroscopes (“SPMs”),
stylus profilers, and optical interferometers usegrovide critical surface measurements in reseand production environments. This broad
line of products is used in universities, resedaciiities and scientific centers worldwide. In gdeetion environments such as semiconductor,
data storage and other industries, our metrologlyuments enable customers to monitor their pradincbughout the manufacturing process
to improve yields, reduce costs, and improve produality.

We currently maintain facilities in Arizona, Califoa, Colorado, Massachusetts, Minnesota, New yensé New York, with sales
and service locations in North America, Europeada@nd the Asia Pacific region.

Highlights of the Third Quarter of 2009

* Revenue was $98.9 million, a 15% decrease fronthihé quarter of 2008, and up 37% from the secamattgr of 2009.

e Orders were $225.6 million, up 150% from the thycchrter of 2008, and up 129% from the second quaft2009.

* Netincome was $1.3 million, or $0.04 per sharengared to net loss of $2.4 million, or ($0.08) peare, in the third quarter of
2008, and a net loss of $14.7 million or ($0.47%) gieare, in the second quarter of 2009.

e Gross margins were 41.4%, compared to 39.8% ithihe quarter of 2008, and 33.9% in the secondtguaf 2009.

* Restructuring charges totaled $1.2 million and ¢ipally consisted of personnel severance costs.

The third quarter showed marked improvement forcédeom an order, revenue and earnings perspe@iveearnings improved
from the previous quarter due to 37% higher revenbetter product mix, outsourcing initiatives anaterials cost management. The
significant recovery in revenues is primarily doghe strong demand for Veeco’'s MOCVD systems pdittipally to HB-LED
manufacturers.

Third quarter orders of $225.6 million were theHggt in Veeca history. We received orders of $179.2 milliorour LED & Sola
segment, $17.2 million in our Data Storage segraadt$29.2 million in our Metrology segment. Veees lexperienced a significant increase
in industry demand for our MOCVD systems, with aniner of HB-LED manufacturers placing multi-unit erd as they ramp production for
laptop and TV backlighting. Veeco MOCVD systemgeavalso ordered by leading U.S. HB-LED manufactiterramp production for
general illumination. Momentum continued in oupper, indium, gallium, selenium (“CIGS”) solar busss in the third quarter, with a
second key customer win for our FastFlex thermgpakition systems and a repeat multi-million dodleder for thermal deposition
components from a leading CIGS manufacturer. AltfioData Storage orders remained weak, we expedem@d% sequential improvement
in Metrology orders, driven by new product succass a modest pick-up in activity from both researot industrial customers.

20




Table of Contents
Outlook

Veeco’s fourth quarter 2009 revenues are currdatiycasted to be between $120-$130 million and uveeatly anticipate that our
book-bill ratio will remain positive. Veeco’s 2008venue guidance is now $353-$363 million, up froevious guidance of $310-$325
million.

Veeco's backlog at September 30, 2009 was $286lbmi$238.5 million of which is in our LED & Softssegment. In addition, we
continue to experience positive business trendsirfMOCVD business, with a high level of custonmgeiest in our K465 MOCVD system.
We are currently ramping up our manufacturing cépae satisfy our backlog of orders and anticipbhteistomer requirements.

As we look toward the future, we believe that tH&-EED industry is at the beginning of a multi-ydd©OCVD tool investment cycle
as HB-LEDs increase their penetration in laptop &xacklighting, and gain momentum for generairilination. We are also seeing strong
interest in our thermal deposition solutions far thanufacturing of CIGS solar cells, and beliews Yeeco is well positioned to increase our
business in this market. In addition, overall basiconditions in our Data Storage and Metrologynests appear to be improving from the
trough levels we experienced earlier this year.

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 Secuitiglsange Act of 1934, as amended. Our expectategeding future results are subject
to risks and uncertainties. Our actual results diffigr materially from those anticipated. Risks@dated with our ability to achieve these
results are set forth in Iltems 1, 1A, 3, 7 and @Aur annual report on Form 10-K for the year erldedember 31, 2008 and in our most
recent quarterly reports on Form 10-Q for the ararended March 31, 2009 and June 30, 2009, aswvaly modifications or revisions to
risk factors contained in our subsequent filingthwie SEC.

You should not place undue reliance on any forwaodting statements, which speak only as of thesdtitey are made.
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Results of Operations:

Three Months Ended September 30, 2009 and 2008

The following table shows our Condensed Consol@l&tatements of Operations, percentages of salds;amparisons between the

three months ended September 30, 2009 and 200d8&r&livl thousands):

Three months endec Dollar and
September 30, Percentage
2009 2008 Change (1)

Net sales $ 98,911 100.% $ 115,70¢ 100.% $ (16,79¢) (14.5%
Cost of sale: 58,00¢ 58.€ 69,62¢ 60.2 (11,62) (16.7)
Gross profit 40,90¢ 41.4 46,08: 39.¢ (5,17%) (11.2)
Operating expense

Selling, general, and

administrative expens 21,04: 21.: 23,58¢ 20.4 (2,547%) (20.¢)
Research and development
expense 13,721 13.¢ 15,30z 13.2 (1,587) (10.9)

Amortization expens 1,771 1.8 3,14¢ 2.7 (1,379 (43.6)

Restructuring expens 1,192 1.2 4,12( 3.€ (2,929 (71.7)

Other income, ne (312) (0.3 (213 (0.2) (99) 46.5
Total operating expens 37,42( 37.€ 45,94¢ 39.7 (8,520 (18.6)
Operating incom: 3,48¢ 3.5 137 0.1 3,351 2446.(
Interest expense, n 1,65¢ 1.7 1,792 1t (136€) (7.€)
Income (loss) before income tax 1,832 1.9 (1,655 (1.4 3,48 N/M
Income tax provisiol 562 0.6 812 0.7 (250) (30.€)
Income (loss) including

noncontrolling interes 1,27(C 1.3 (2,467 (2.2 3,73 N/M
Noncontrolling interes — 0.0 (54) 0.C 54 (100.0
Net income (loss) attributable

Veeco $ 1,27( 1.3% $ (2,419 2.0% $ 3,68 N/M

(1) N/M — denotes not meaningful as change mowvas fnegative to positive, or vice versa.
Net Sales and Orders

Net sales of $98.9 million for the three monthsezh8eptember 30, 2009 were down 14.5% compardzt tooimparable 2008
quarter. The following is an analysis of sales ardkrs by segment and by region (dollars in thodsh

Sales Orders
Three months endec Dollar and Three months endec Dollar and Book-to-Bill
September 30, Percentage Change September 30, Percentage Change Ratio
2009 2008 Year to Year 2009 2008 Year to Year 2009 2008
Segment Analysis
LED & Solar Process Equipme $ 52,96¢ $ 40,98: $ 11,98: 29.2% $ 179,22¢ $ 25,77¢ $ 153,45: 595.4% 3.3¢ 0.62
Data Storage Process Equipm 21,72: 43,25¢ (21,53 (49.9) 17,24% 32,35¢ (15,11¢ (46.7) 0.7¢ 0.7t
Metrology 24,22¢ 31,47( (7,249 (23.0 29,16¢ 32,03: (2,866 (8.9 1.2C 1.02
Total $ 98,91: $ 115,70¢ $ (16,796 (14.5% $ 225,63 $ 90,16¢ $ 135,47: 150.2% 2.2¢ 0.7¢
Regional Analysis
Americas $ 18,26¢ $ 38,86t $ (20,597 (53.0% $ 38,43¢ $ 31,25¢ $  7,18C 23.(% 2.1C 0.8C
Europe, Middle East and Afric
(“EMEA") 19,17¢ 28,57¢ (9,400 (32.9 19,39: 22,65( (3,25¢) (14.9) 1.01 0.7¢
Japar 5,01% 6,602 (1,599 (24.7) 5,96& 7,76¢ (1,809 (23.9) 1.1¢ 1.1¢
Asia Pacific 56,45¢ 41,66: 14,79: 35.F 161,84 28,49( 133,35¢ 468.1 2.87 0.6€
Total $ 98,91: $ 115,70¢ $ (16,796 (14.5% $ 225,63 $ 90,16¢ $ 135,47: 150.2% 2.2¢ 0.7¢

LED & Solar Process Equipment sales were up 29 2%ompared to the third quarter of 2008 primarilg do an increase in deme
for HB-LED backlighting applications. The book-tdtbatio, which is calculated by dividing ordemceived in a given period by revenue
recognized in the same time period, in that segimentased to 3.38 from 0.63 in the comparabletquaf 2008, indicating a strong

improvement in business for the LED & Solar segmédddta Storage Process Equipment segment salksedkeloy 49.8% as compared to the

third quarter of 2008 resulting from the contingbolwdown in capital spending by our data storagdaruers. Additionally, Metrology sales
decreased by 23.0% as compared to the third quafr08, primarily due to a slowdown in the
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semiconductor and data storage markets. By regetsales decreased by 53.0%, 32.9% and 24.18¢ iArhericas, EMEA and Japan,
respectively, and were up 35.5% in Asia Pacifienariily as a result of the increase in demand forlHE® products. We believe that there
will continue to be quarter-to-quarter variationgtie geographic distribution of sales.

Orders for the third quarter of 2009 increased B§.2% from the comparable 2008 period, mainly duiaé¢ $179.2 million in
LED & Solar Process Equipment orders, which wenegipally driven by HB-LED manufacturers ramping pipduction for television and
laptop backlighting applications. The 46.7% deceeasdData Storage Process Equipment orders resudtedcustomers continuing to be
cautious about their capital spending. The 8.9%eaiese in Metrology orders is principally due tev ldemand from customers in the
semiconductor and data storage markets.

Our overall book-to-bill ratio for the third quartef 2009 was 2.28 to 1, an improvement over thie & 0.78 to 1 in the comparable
quarter of 2008. Our backlog as of September 809 2vas $286.5 million, compared to $147.2 millasnof December 31, 2008. During the
quarter ended September 30, 2009, we experienaitbigaadjustments of approximately $0.4 millionuddto changing business conditions
and weak capital equipment spending by certairpoosts in our businesses, we may continue to expmrieancellations and/or rescheduling
of orders.

Gross Profit

Gross margin for the quarter ended September 3B, 20as 41.4%, compared to 39.8% in the third quart 2008, primarily due to
material cost savings, the impact of manufactuand overhead cost reductions associated with thection in workforce, and favorable
product mix. LED & Solar Process Equipment grossgima increased to 41.7% from 36.0% in the pricarygeriod, primarily due to an
increase in sales volume and a decrease in prodsts associated with increased purchasing to suppdtiple tool orders received from our
HB-LED customers compared to the prior-year perincddition, the prior-year period included a retitin in LED & Solar gross profit of
$0.9 million related to the acquisition of Mill LanThis reduction was the result of purchase adtmynvhich required adjustments to
capitalize inventory at fair value. Data Storagedess Equipment gross margins remained flat deati@®o decrease in sales volume as a
result of cost reductions and improved product fuigtrology gross margins decreased to 42.0% fror@%4principally due to lower sales
volume.

Operating Expenses

Selling, general and administrative expenses dsetehy $2.5 million, or 10.8%, from the prior-ygariod, primarily due to lower
salary and related expenses resulting from theopaed reductions taken as part of management’suctating plan as well as cost savings
initiatives resulting in less occupancy, travel amtiertainment, marketing, and other operating es@& This decrease was partially offset by
an increase in bonus and profit sharing and highgable expenses associated with the sales ramihED & Solar segment.

Research and development expense decreased $liod findm the third quarter of 2008, primarily dteea more focused approach
to metrology and data storage product developménith were partially offset by the continuationimfestments in higher-growth end
market opportunities, particularly in our LED &l8pbsegment. As a percentage of sales, reseaccearelopment increased to 13.9% in the
third quarter of 2009 from 13.2% in the third gearf 2008.

Amortization expense was $1.8 million in the thirearter of 2009, compared to $3.1 million in thiedlguarter of 2008, primarily
due to a reduction in our intangible assets rasyfiiom asset impairment charges taken duringdbehi quarter of 2008.

Restructuring expense of $1.2 million for the thguarter of 2009 consisted primarily of personmeiesance and related costs
resulting from the reduction in workforce. Restwing expense of $4.1 million during the third cea of 2008 consisted of $3.7 million
associated with the mutually agreed upon terminatfcche employment agreement of the Company’s é0@EO, as well as $0.4 million for
severance and lease-related charges in our Mejyrslegment.
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Interest Expense, Net

Net interest expense was $1.7 million in the tljudrter of 2009, compared to $1.8 million in thiediyuarter of 2008. Included in
both periods was $0.7 million in non-cash inteeeqiense related to the implementation of new adauyguidance that requires a portion of
convertible debt to be allocated to equity. Theulant debt discount is then amortized into irgeexpense. See “Recent Accounting
Pronouncements” for a further discussion of thelém@ntation of this new guidance.

Income Taxes

The income tax provision for the quarter ended &aper 30, 2009 was $0.6 million compared to $0I8amiin the third quarter of
2008. The 2009 provision for income taxes inclugi@dt million relating to our foreign operations, ialincontinue to be profitable, and $0.2
million relating to our domestic operations. Th&&@rovision for income taxes included $0.5 milli@hating to our foreign operations, and
$0.3 million relating to our domestic operatior3ue to significant domestic net operating lossycforwards, which are fully reserved by a
valuation allowance, our domestic operations ateerpected to incur significant income taxes fa threseeable future.

Nine Months Ended September 30, 2009 and 2008

The following table shows our Condensed Consol@l&tatements of Operations, percentages of salds;amparisons between the
nine months ended September 30, 2009 and 200&(slall thousands):

Nine months ended Dollar and
September 30, Percentage
2009 2008 Change (1)

Net sales $ 233,78 100.% $ 332,46! 100.% $ (98,687) (29.1%
Cost of sale: 148,10¢ 63.4 196,02¢ 59.( (47,919 (24.9)
Gross profit 85,67+ 36.€ 136,43¢ 41.C (50,76%) (37.2)
Operating expense

Selling, general, and

administrative expens 59,471 25.4 70,52¢ 21.2 (12,059 (15.7)
Research and development
expense 39,77( 17.C 45,17: 13.€ (5,407%) (12.0

Amortization expens 5,43 2.3 7,53( 2.3 (2,099 (27.¢)

Restructuring expens 7,567 3.2 6,99¢ 2.1 572 8.2

Asset impairment charg 304 0.1 28t 0.1 19 6.7

Other expense (income), r 1,097 0.5 (591 (0.2 1,68¢ N/M
Total operating expens 113,64t 48.€ 129,92( 39.1 (16,279 (12.5)
Operating (loss) incom (27,977) (12.0 6,51¢ 2.C (34,49) N/M
Interest expense, n 5,068 2.2 5,09i 15 (34 (0.7)
(Loss) income before income ta» (33,039 (14.7 1,422 0.4 (34,457 N/M
Income tax provisiol 1,34z 0.6 2,86( 0.9 (1,51¢) (53.1)
Loss including noncontrolling

interest (34,379 14.7 (1,43¢) (0.4) (32,939 (2,290.¢)
Noncontrolling interes (65) (0.0) (200) (0.7 13¢ (67.5)
Net income (loss) attributable

Veeco $ (34,31 (14.)% $ (1,23¢%) (0.9% $ (33,079 (2,671.0%

(1) N/M — denotes not meaningful as change mowas fiegative to positive, or vice versa.
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Net Sales and Orders

Net sales of $233.8 million for the nine monthsesh&eptember 30, 2009 were down 29.7% comparéx tcomparable 2008
period. The following is an analysis of sales arders by segment and by region (dollars in thodsan

Sales Orders
Nine months endec Dollar and Nine months endec Dollar and Book-to-Bill
September 30 Percentage Changt September 30 Percentage Changt Ratio
2009 2008 Year to Year 2009 2008 Year to Year 2009 2008
Segment Analysis
LED & Solar Process Equipme $ 107,05 $ 128,20! $ (21,15% (16.5% $ 264,09: $ 116,51 $ 147,57¢ 126.7% 247 0.91
Data Storage Process Equipm 56,21¢ 104,09¢ (47,877 (46.0 44,37¢ 124,68! (80,30¢) (64.9 0.7¢ 1.2C
Metrology 70,51% 100,16¢ (29,65 (29.6) 68,88¢ 94,73¢ (25,857) (27.9 0.9¢ 0.9%
Total $ 233,78: $ 332,46! $ (98,687 (29.01% $ 377,35 $ 335,93t $ 41,42 12.2% 1.61 1.01
Regional Analysis
Americas $ 62,10 $ 116,63. $ (54,53() (46.% $ 70,66¢ $ 124,66t $ (53,999 (43.9)% 1.14 1.07
EMEA 52,32¢ 69,607 (17,279 (24.9) 46,88¢ 57,66¢ (10,77% (18.7) 0.9C 0.8¢
Japar 15,00( 29,347 (14,347 (48.9) 20,32¢ 24,54¢ (4,229 17.2) 1.3€ 0.84
Asia Pacific 104,35: 116,88( (12,527 (10.7) 239,47! 129,05¢ 110,41 85.€ 2.2¢ 1.1C
Total $ 233,78: $ 332,46! $ (98,687 (29.9% $ 377,357 $ 33593t $ 41,42 12.5% 1.61 1.01

Sales declined in each segment for the nine mamted September 30, 2009 compared with the saral per2008 due to our
customers’ reluctance to order capital equipmennduhe first half of 2009. LED & Solar Processuffgment sales were down 16.5% from
the same period of 2008 primarily due to a pausmpacity spending as HB-LED customers were casiiowrdering new equipment during
the economic slowdown. Data Storage Process Equipsegment sales declined by 46.0% compared tsaime period of 2008 due to a
slowdown in capital spending by our data storaggauers. Metrology sales decreased by 29.6% frensame period of 2008, primarily
to a slowdown in the semiconductor, data storagkeresearch and industrial markets. By regionsatds decreased by 46.8%, 24.8%, 48
and 10.7% in the Americas, EMEA, Japan, and Asafiearespectively. We believe that there will tiome to be quarter-to-quarter
variations in the geographic distribution of sales.

Orders for the nine months ended September 30, 2@88ased by 12.3% from the comparable 2008 peri@a a segment basis,
orders for LED & Solar Process Equipment incredsed?26.7% from the comparable period in 2008, ppaity driven by HB-LED
manufacturers increasing production for televisiod laptop backlighting applications and demandXi@S deposition systems and
components. The 64.4% decrease in Data Storagesa&zjuipment orders resulted from the continuad dbwn in our customers’ capital
spending. The 27.3% decrease in Metrology ordetlsié to a decrease in demand from customers gethe&onductor, data storage and
research and industrial markets.

Our overall book-to-hill ratio was 1.61 for the aimonths ended September 30, 2009, compared tdak.€He comparable period in
2008. The book-to-bill ratio for the LED & Solardeess Equipment segment improved to 2.47 to 1 i@ to 1 in the same period in
2008. Our backlog as of September 30, 2009 wa6.528illion, compared to $147.2 million as of Ded®mn31, 2008. During the nine
months ended September 30, 2009, we experiencé&tbbaadjustments of approximately $4.3 million, sisting of $3.3 million for order
cancellations and $1.0 million of adjustments etab foreign currency translation. Due to chagdinsiness conditions and weak capital
equipment spending by certain customers in oumiagsies, we may continue to experience cancellaiot®r rescheduling of orders.
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Gross Profit

Gross margin for the nine months ended Septemhe2(8®, was 36.6%, compared to 41.0% in the conym2008 period,
primarily due to the significant decline in saleED & Solar Process Equipment gross margins deectitem 39.6% in the prior-year period
to 36.4%, primarily due to a 16.5% decrease inssabdume as compared to the prior-year period.a3brage Process Equipment gross
margins decreased from 38.9% in the prior-yearopei 34.4%, due to reduced sales volume as walldmrge of $1.5 million to write-off
inventory in the first quarter of 2009 associatéthwertain discontinued data storage product liMetrology gross margins decreased from
45.2% in the prior year period to 38.8%, principalle to lower sales volume.

Operating Expenses

Selling, general and administrative expenses dseetthy $11.1 million, or 15.7%, from the prior-ygariod, primarily due to lower
salary and related expenses resulting from theopaed reductions taken as part of management’suctating plan, a reduction in incentive
bonuses and profit sharing as well as cost savnitigtives resulting in less travel and enterta@gm) occupancy, and consulting, legal, and
professional expenses.

Research and development expense decreased $bof findm the comparable period of 2008, primadlye to a more focused
approach to metrology and data storage productioigwent, which was partially offset by the contitioa of investments in areas that we
believe are higher-growth end market opportunifxesticularly in our LED & Solar segment. As a partage of sales, research and
development increased to 17.0% in the nine momtece September 30, 2009 from 13.6% in the sameg&ri2008.

Amortization expense was $5.4 million in the ninentihs ended September 30, 2009, compared to $#idmim comparable period
of 2008, due to a reduction in our intangible assesulting from asset impairment charges takeimgthne fourth quarter of 2008.

Restructuring expense of $7.6 million for the nenths ended September 30, 2009 consisted of $6i@mof personnel severance
costs resulting from a reduction in workforce.abidition, there were $0.9 million of lease-relatedts and $0.4 million of moving and
consolidation costs incurred in our Data Storage®ss Equipment segment associated with vacatinGamarillo, CA facilities.
Restructuring expense of $7.0 million incurred dgrihe nine months ended September 30, 2008 cedsis$3.7 million associated with the
mutually agreed upon termination of the employnagreement of the Company’s former CEO, $2.6 milbboosts associated with the
consolidation and relocation of our Corporate headgrs, $0.4 million of personnel severance atadee costs and $0.3 million for lease-
related charges in Metrology.

Other expense (income), net for the nine monthe&@®Eptember 30, 2009 includes foreign currenciiage losses of $1.4 millic
Interest Expense, Net

Net, interest expense for the nine months endete8dyer 30, 2009 was $5.1 million, comprised of $8illion in cash net interest
expense and $2.1 million in non-cash interest expealated to the implementation of new accourgimgance that requires a portion of
convertible debt to be allocated to equity. Seec#é¢ Accounting Pronouncements” for further discussf the implementation of this new
guidance. Net interest expense for the nine mogrided September 30, 2008 was $5.1 million, comghia$&2.9 million in cash net interest
expense and $2.2 million in non-cash interest espémat is presented pursuant to the retroactie®eptation requirements of the new
accounting guidance.

Income Taxes

Income tax provision for the nine months ended &aper 30, 2009 was $1.3 million compared to $2/8aniin the comparable
prior year period. The 2009 provision for incomeesincluded $0.9 million relating to our foreigpesations, and $0.4 million relating to our
domestic operations. The 2008 provision for incdaxes included $1.9 million relating to our foreigperations, and $1.0 million relating to
our domestic operations. Due to significant domestt operating loss carry forwards, which aré¢yftéserved by a valuation allowance, our
domestic operations are not expected to incur fiogmit income taxes for the foreseeable future.
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Liquidity and Capital Resources

Historically, our principal cash requirements havduded the funding of acquisitions, capital exgitures and the repayment of
debt. We traditionally have generated cash fronraijmns and financing activities with the issuantdebt and common stock. Our ability to
generate sufficient cash flows from operationssigahdent on the continued demand for our productservices. A summary of the cash
flow activity for the nine months ended Septemi@&rZ009 and 2008 is as follows (in thousands):

Nine months endec
September 30,

2009 2008
Net cash provided by operating activit $ 20,47 $ 22,42(
Net cash used in investing activit| (17,089 (21,29¢)
Net cash provided by (used in) financing activi 2,26: (55¢)
Effect of exchange rates on cash and cash equts: (8) 35
Net change in cash and cash equival 5,642 601
Cash and cash equivalents at beginning of pe 103,79¢ 117,08
Cash and cash equivalents at end of pe $ 109.44: $ 117,68«

We had a net increase in cash of $5.6 million dutire nine months ended September 30, 2009. Geshled by operations was
$20.5 million for this period, as compared to cpebvided by operations of $22.4 million for the quemable 2008 period. Net loss adjusted
for non-cash items used operating cash flows d $llion for the nine months ended September 8092 Net cash provided by operations
for the nine months ended September 30, 2009 wasdhaly impacted by a net decrease in net operatisgts and liabilities of $28.1 millic
This was driven by a decrease in inventories of@pmately $19.5 million due to reduction effortsdathe impact of outsourcing and a $14.9
million increase in accrued expenses, principalutting from customer deposits associated prigaiith the significant increase in orders
our LED & Solar segment. These amounts were phridiiset by an increase in accounts receivabigdof million.

We had a net increase in cash of $0.6 million dutire nine months ended September 30, 2008. CGashled by operations was
$22.4 million for this period. Net income adjusfed non-cash items provided operating cash flows of $29Ilom for the nine months end:
September 30, 2008. Net cash provided by operattwrbke nine months ended September 30, 2008 wasorably impacted by a net
increase in net operating assets and liabilitied6o® million. This was driven by a decrease imatts payable and accrued expenses of
approximately $9.6 million over the prior perioddaan increase of $2.0 million in capitalized patewdts, which were partially offset by a
decrease in accounts receivable of $6.6 million.

Cash used in investing activities of $17.1 millfon the nine months ended September 30, 2009 eskptimarily from $9.8 million
of earn-out payments made to the former ownersibflldne and Fluens, capital expenditures of $5ilian, $1.9 million in payments made
to acquire assets from Daystar Technologies, Imd.$9.5 million of payments made to purchase theieing 80.1% interest in Fluens.
During the remainder of 2009, we expect to inveséstimated additional $5.0 million in capital cs primarily related to engineering
equipment and lab tools used in producing, testimijprocess development of our products and entlanaaufacturing facilities. Cash used
in investing activities of $21.3 million for themeg months ended September 30, 2008 resulted piyrfianin the acquisition of Mill Lane for
$11.0 million, net of cash acquired, as well asteapxpenditures of $10.4 million.

Cash provided by financing activities for the nmenths ended September 30, 2009 totaled $2.3 mill@sulting primarily from
$2.9 million of proceeds received from stock issgenresulting from stock option exercises
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during the third quarter of 2009. Cash used inrfailag activities for the nine months ended Septerbe2008 totaled $0.6 million, resulting
from $1.0 million in restricted stock tax withhahdjs and $0.3 million in mortgage payments, offseptoceeds of $0.7 million from stock
issuances resulting from stock option exercises.

As of September 30, 2009, we have outstanding $1f8lion aggregate principal amount of 4.125% cenible subordinated notes
due April 15, 2012 (the “Notes”). We pay interestthe Notes on April 15 and October 15 of each.y®¥de have previously engaged in
repurchase transactions of our Notes and may enitesimilar transactions in the future dependingmarket conditions, our cash position
and other factors.

In February 2009, we entered into an amendmentit@xisting credit agreement with HSBC Bank USAtiblzal Association
(“HSBC"), as administrative agent, and the lendemned therein (as amended, the “Credit Agreemewts)part of the amendment, we
reduced the amount of the revolving credit facjlityodified certain existing covenants and addethtenew covenants. As amended, the
Credit Agreement provides for revolving credit lmwimgs of up to $30.0 million. The Credit Agreerhams amended effective March 27,
2009 to modify certain financial covenants, to pdevfor the cash collateralization of borrowingsl detters of credit outstanding under the
Credit Agreement, and to permit the acquisitiothef 80.1% of the outstanding stock of Fluens Caon (“Fluens”) which we did not yet
own. The annual interest rate under the CredieAgrent is a floating rate equal to the prime ratb@agent bank plus 2.0%. A LIBOR-
based interest rate option is also provided. Bwings may be used for general corporate purposekiding working capital requirements, as
well as permitted acquisitions. The Credit Agreahtdntains certain restrictive covenants whiclude the maintenance of minimum cash
balances and limitations with respect to incurresfc@debtedness, the payment of dividends, lomgrieases, investments, mergers,
acquisitions, consolidations and sales of asdataddition, under the Credit Agreement, we aresiregl to satisfy certain financial tests,
including minimum profitability levels. As of Sephber 30, 2009, we were in compliance with all cares of the Credit Agreement as
amended. Substantially all of our assets and tbbear material domestic subsidiaries, other tleal estate, have been pledged to secure ou
obligations under the Credit Agreement. The rewgj\credit facility under the Credit Agreement exgion March 31, 2012. During the first
nine months of 2009, we recognized an expense.@fiflion representing the amount of deferredfiiciag fees equal to the portion of the
revolving credit facility which was terminated inrmection with the amendment, which is includedtimer expense, net. We also capitalized
$0.1 million in deferred financing fees that weuned in connection with the February 2009 amendm&here were no borrowings
outstanding as of September 30, 2009 under theitGxgteement, and no borrowings outstanding asefddnber 31, 2008 under the prior
credit agreement. Letters of credit outstandin§egitember 30, 2009 and December 31, 2008 totajgddmately $0.5 million and $0.4
million, respectively. In the second quarter 0020@ve transferred $0.5 million of cash into a liegtd cash account pursuant to the terms of
the March 2009 amendment, which requires cashteddlization of borrowings and letters of credithis amount is included in prepaid and
other current assets. We recorded interest expaseeiated with the Credit Agreement during tine mhonths ended September 30, 2009
and 2008, respectively, of approximately $0.2 wiilin each period.

We believe that existing cash balances togethér egish generated from operations and amounts biaiader the Credit
Agreement will be sufficient to meet our projecteorking capital and other cash flow requirementstti@ next twelve months, as well as our
contractual obligations. We believe we will be atsieneet our obligation to repay the $105.6 millmnstanding Notes that mature on
April 15, 2012 through a combination of conversadrihe notes outstanding, refinancing, cash geeérabm operations, and other means.

In 2006, we invested $0.5 million to purchase 19&%he common stock of Fluens. Veeco and Flueng ljpintly developed a
next-generation process for high-rate depositioalafinum oxide for data storage applicationsMhy 2009, we purchased the remaining
80.1% of the outstanding stock of Fluens for $1ilion plus an earn-out arrangement based on futeréormance. We paid $0.5 million of
the $1.5 million upon closing, as well as $0.2 oillin respect of the earn-out arrangement. We aaeécond installment of $0.5 million of
the purchase price on September 30, 2009. We aylitpe remaining $0.5 million of the $1.5 milliamthe fourth quarter of 2009, which is
included in accrued expenses in the accompanyindestsed Balance Sheet at September 30, 2009t®0ar purchase of the remaining
80.1%, approximately 31% of Fluens was owned bindividual then serving as Senior Vice Presideri¥eéco.

In July 2009, Veeco acquired certain assets froySta Technologies, Inc. (“DayStar”) in order teealerate Veeca' penetration ¢
the rapidly growing CIGS solar market. Veeco pusgbselected equipment, took over leased faciktieshired employees from DayStar’'s
R&D group in Clifton Park, New York. In connectigrith these transactions, Veeco paid DayStar $1lomin cash.
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Contractual Obligations

Significant changes to our “Contractual Obligatibtable in Part Il, ltem 7, “Management’s Discuss@nd Analysis of Financial
Condition and Results of Operations” of our 200&Aal Report on Form 10-K include the following:

* a$9.6 million earn-out payment related to the M#@he acquisition, which we made in the first qeadf 2009;

»  Payment of $0.5 million of the purchase price fluelrs was made on September 30, 2009. We will lpawyegmaining $0.5 million
of the $1.5 million in the fourth quarter of 20@¢hich is included in accrued expenses in the acemyipg condensed Balance St
at September 30, 2009;

»  potential earn-out payments related to the purcb&Béuens, $0.2 million of which we paid in thecead quarter of 2009; and

» theincrease in our purchase commitments from $2ifllibn at December 31, 2008 to $76.7 million &p&mber 30, 2009. The
majority of the increase in purchase commitmenSegttember 30, 2009 relates to increases in pwedrdsrs for materials to fulfill
customer sales orders for MOCVD tools.
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Application of Critical Accounting Policies

General: Our discussion and analysis of our financial ¢om and results of operations are based uporCoamsolidated Financial
Statements, which have been prepared in accordetitaccounting principles generally accepted i thnited States. The preparation of
these financial statements requires us to makenatgs and judgments that affect the reported amairgssets, liabilities, revenues and
expenses. Management continually monitors anduated its estimates and judgments, including thels¢ed to bad debts, inventories,
intangible and other long-lived assets, incomedawarranty obligations, restructuring costs, amatiogent liabilities, including potential
litigation. Management bases its estimates andngdgs on historical experience and on various déwors that are believed to be
reasonable under the circumstances, the resultiioh form the basis for making judgments aboutdeying values of assets and liabilities
that are not readily apparent from other sourcetu@ results may differ from these estimates unlifégrent assumptions or conditions. We
consider certain accounting policies related t@nexe recognition, the valuation of inventories,ithpairment of goodwill and indefinite-
lived intangible assets, the impairment of longethassets, warranty costs, the accounting for iecaixes, and share-based compensation to
be critical policies due to the estimation processeolved in each.

Revenue Recognition: We recognize revenue based on current accougtiitance provided by the Securities and Exchange
Commission and the Financial Accounting Standarolsr& (“FASB”). Our revenue transactions includeesalf products under multiple-
element arrangements. Revenue under these arranteis allocated to each element based upontitsaged fair market value.

We consider a broad array of facts and circumstanten evaluating each of our sales arrangemeunstérmining when to
recognize revenue, including specific terms offibhechase order, contractual obligations to theceust, the complexity of the customer’s
post delivery acceptance provisions, customer twedihiness and the installation process. Revénuecognized when persuasive evidence
of an arrangement exists, the sales price is foredbterminable, collectability is reasonably asduand no uncertainties exist regarding
customer acceptance. For transactions on whicteaeagnize systems revenue, either at the timeipfreint or delivery, our contractual
arrangements with customers do not contain pravssfor right of return or forfeiture, refund or ettpurchase price concessions. Sales
arrangements are reviewed on a case-by-case basgisyer, our products generally fall into one ob tvategories; either instruments or
systems, for which we have established revenuegyretion protocols as described below.

Instruments — For standard products produced aoaptd our published specifications, principallytnedogy instruments sold
typically to universities, research facilities asulentific centers and in general industrial aggilans where installation is inconsequential or
perfunctory and no substantive customer acceptarmasions exist, revenue is recognized when &itld risk of loss pass to the customer,
either at time of shipment or delivery. Acceptan€éhe product by the customer is based upon mgstandard published specifications.
Customer acceptance provisions include initial gpetiuthe customer site, performance of functioast procedures and calibration testing of
the basic features and functionality of the produidtese provisions are a replication of the tgsgpierformed in our facilities prior to
shipment. The skills and equipment required tomete installation of such instruments are not Edeed and are readily available in the
market and are often performed by distributorsepresentative organizations.

Systems - Process equipment systems and certaiolagst systems, which are sold to manufactureteénHB-LED, solar, data
storage and semiconductor industries and are ns@admnufacturing facilities and commercial productémvironments typically include
process acceptance criteria based upon Veeco andftimer specifications. We are generally regquioenstall these products and
demonstrate compliance with acceptance tests augtemer’s facility. Generally, based upon thengeof the sales arrangement, these
products are sold with a retention (typically 10820% of the sales contract value) which is payapléhe customer when installation and
field acceptance is completed. Such installatioesnat considered complex and are not deemed ésgerthe functionality of the equipment
because they do not involve significant changebhadeatures or capabilities of the equipment wolive building complex interfaces or
connections. Installation normally represents @8ty - 4% of the fair value of the sales contra&ales arrangements for these systems are
bifurcated into separate units of accounting omelets based on objective evidence of fair value. fWo elements are the system and
installation of the system. The amount of reveallEcated to each element is based upon its relégiv value. The price charged when the
system or installation service is sold separatelyegally determines fair value. The value of tietallation service is based upon the fair
value of the service performed, including laborjakhs based upon the estimated time to completéntstallation at hourly rates, and mate
components. We recognize revenue for the systetelorered element since the delivered item hasevedithe customer on a standalone
basis, there is objective and
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reliable evidence of the fair value of the undeai@cktitem (i.e, the installation service) and delivery or perforimaof the undelivered item is
considered probable and substantially in our conitased on our historical experience. The valudhefundelivered element is the greater of
the fair value of the installation or the portiditioe sales price that will not be received urité tnstallation is completed.€., the retention
amount). System revenue is generally recognized shgpment or delivery provided title and risk o$$ has passed to the customer. Revenu
from installation services is recognized at theetimeceptance is received from the customer. lath@ngement does not meet all the above
criteria, the entire amount of the sales arrangemsatteferred until the criteria have been metlbelaments have been delivered to the
customer or been completed.

For new products, new applications of existing jieid, or for products with substantive customeeptance provisions where
performance cannot be fully assessed prior to mgetistomer specifications at the customer sitesmae is recognized upon completion of
installation and receipt of final customer accep&nSince title to goods generally passes touktomer upon shipment or delivery and 80%
to 90% of the contract amount becomes payableaatithe, inventory is relieved and accounts redd& & recognized for the amount billed
at the time of shipment. The profit on the amouled for these transactions is deferred and reizeghas deferred profit in the accompany
Consolidated Balance Sheets.

In Japan, generally where our contractual termbk wtistomers specify risk of loss and title trarsfgson customer acceptance,
revenue is recognized and the customer is billeshupceipt of written customer acceptance.

Revenue related to maintenance and service comifsatcognized ratably over the applicable cobteaen. Component and spare
part revenue is recognized at the time of shiproedelivery in accordance with the terms of thel@apple sales arrangement.

Inventory Valuation: Inventories are stated at the lower of cost @ipially first-in, first-out method) or market. Magement
evaluates the need to record adjustments for inmgant of inventory on a quarterly basis. Our polikyo assess the valuation of all
inventories, including raw materials, work-in-presgefinished goods, and spare parts and othercsenwentory. Obsolete inventory or
inventory in excess of management’s estimated ufeaghe next 12 month’s requirements is writterwddo its estimated market value, if
less than its cost. Inherent in the estimates oketaralue are managemengstimates related to our future manufacturingdales, customi
demand, technological and/or market obsolescenssilfle alternative uses, and ultimate realizatioexcess inventory.

Goodwill and Indefinite-Lived Intangible Asset Impairment: The Company does not amortize goodwill or inthlegassets with
indefinite useful lives, but instead tests the bads in these asset accounts for impairment atadeasially at the reporting unit level. Our
policy is to perform this annual impairment testhe fourth quarter of each fiscal year or morgdently if impairment indicators arise.
Impairment indicators include, among other condgiccash flow deficits, a historical or anticipatitline in revenue or operating profit,
adverse legal or regulatory developments, and anabtlecrease in the fair value of some or athefassets.

Pursuant to relevant accounting pronouncementseveeguired to determine if it is appropriate te tise operating segment as
defined under such pronouncements as the repamitgor one level below the operating segmenteddpmg on whether certain criteria are
met. We have identified four reporting units theg required to be reviewed for impairment. Theortépg units are Data Storage Process
Equipment, LED & Solar Process Equipment, AFM amqdi€al Metrology. AFM and Optical Metrology compeishe Metrology operating
segment. In identifying the reporting units mamaget considered the economic characteristics afatipg segments including the products
and services provided, production processes, typelmsses of customer and product distribution.

We perform this impairment test by first comparthg fair value of our reporting units to their resfive carrying amount. When
determining the estimated fair value of a reporting, we utilize a discounted future cash flow eggzh since reported quoted market prices
are not available for our reporting units. Devéhgpthe estimate of the discounted future cash fleguires significant judgment and
projections of future financial performance. Theylassumptions used in developing the discountedecash flows are the projection of
future revenues and expenses, working capital reongints, residual growth rates and the weightethgeecost of capital. In developing our
financial projections, we consider historical datasrent internal estimates and market growth seridhanges to any of these assumptions
could materially change the fair value of the réipgrunit. We reconcile the aggregate fair valuewf reporting units to the Company’s
adjusted market capitalization as a supportingutafion. The adjusted market capitalization isakdted by multiplying the average share
price of our common stock for the last ten tradiags prior to the measurement date by the numbeutstanding common shares and adding
a control
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premium.

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

Definite-Lived Intangible and Long-Lived Asset Impairment: Longdived assets, such as property, plant, and equipraad intangibl
assets with definite useful lives, are reviewedifigpairment whenever events or changes in circumstindicate that the carrying amoun
an asset may not be recoverable. Impairment itali€énclude, among other conditions, cash flowditsf a historical or anticipated decline
in revenue or operating profit, adverse legal gutatory developments, and a material decreadweeifair value of some or all of the assets.
Assets are grouped at the lowest level for whighdtare identifiable cash flows that are largetiependent of the cash flows generated by
other asset groups. Recoverability of assets teeliband used is measured by a comparison ofattngillg amount of an asset to the
estimated undiscounted future cash flows expecté® tgenerated by the asset. If the carrying amufusm asset exceeds its estimated future
cash flows, an impairment charge would be recoghizehe amount by which the carrying amount ofdkset exceeds the fair value of the
asset.

Fair Value Measurements. On January 1, 2009, we implemented new accountiigagce for our non-financial assets and non-
financial liabilities. This new guidance requiréat we disclose the type of inputs we use to valueassets and liabilities, based on three
categories of inputs as defined in such. Levelplig are quoted, unadjusted prices in active mafketidentical assets or liabilities that the
company has the ability to access at the measutetaén Level 2 inputs are inputs other than guiptéces included within Level 1 that are
observable for the asset or liability, either dilgor indirectly, such as quoted prices for siméasets or liabilities. Level 3 inputs are
unobservable inputs for the asset or liability. beervable inputs are used to measure fair valtleetextent that observable inputs are not
available, thereby allowing for situations in whittere is little, if any, market activity for theset or liability at the measurement date. These
requirements apply to our long-lived assets, gotidarnd intangible assets. We use Level 3 inputgaiue all of such assets, and the
methodology we use to value such assets has nofjetiasince December 31, 2008. The Company priynapiplies the market approach for
recurring fair value measurements.

Warranty Costs. We estimate the costs that may be incurred uth@ewarranty we provide and record a liability ve amount of
such costs at the time the related revenue is réoed, Estimated warranty costs are determinechblyaing specific product and historical
configuration statistics and regional warranty sapposts. Our warranty accrual is affected by pobdailure rates, material usage, and labor
costs incurred in correcting product failures dgrihe warranty period. Unforeseen component faslareexceptional component performa
can also result in changes to warranty costs.tifaevarranty costs differ substantially from ostimates, revisions to the estimated warranty
liability would be required.

Income Taxes: As part of the process of preparing our Constéiddinancial Statements, we are required to esimar income
taxes in each of the jurisdictions in which we @per This process involves estimating the actuakatitax expense, together with assessing
temporary differences resulting from differing tmeant of items for tax and accounting purposessehuifferences result in deferred tax
assets and liabilities, which are included withim €onsolidated Balance Sheets. The carrying vaflweir deferred tax assets is adjusted by a
valuation allowance to recognize the extent to Whiee future tax benefits will be recognized on@enlikely than not basis. Our net deferred
tax assets consist primarily of net operating brss tax credit carry forwards, and timing differeabetween the book and tax treatment of
inventory, acquired intangible assets and otheztagduations. Realization of these net deferrgditsets is dependent upon our ability to
generate future taxable income.

We record valuation allowances in order to redugedeferred tax assets to the amount expected tedhieed. In assessing the
adequacy of recorded valuation allowances, we densi variety of factors, including the scheduledersal of deferred tax liabilities, future
taxable income, and prudent and feasible tax pransirategies. Under the relevant accounting geielaiactors such as current and previous
operating losses are given significantly greateightethan the outlook for future profitability iretermining the deferred tax asset carrying
value.
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At September 30, 2009, we had a valuation allowarfie@proximately $90.5 million against substahiall of our domestic net
deferred tax assets, which consist of net operdtisgyand tax credit carry forwards, as well asperary deductible differences. If we are
able to realize part or all of the domestic defétax assets in future periods, we will reduceporision for income taxes with a release of
the valuation allowance in an amount that corredpanith the income tax liability generated.

Relevant accounting guidance addresses the detgionirof how tax benefits claimed or expected telbéned on a tax return
should be recorded in the financial statements.edsdch guidance, we must recognize the tax befn@fit an uncertain tax position only if it
is more likely than not that the tax position viiét sustained on examination by the taxing autlestittased on the technical merits of the
position. The tax benefits recognized in the finahstatements from such uncertain tax positioesnagasured based on the largest benefi
has a greater than fifty percent likelihood of lgeiealized upon ultimate resolution. We had apipnaxely $1.1 million and $1.0 million of
unrecognized tax benefits at September 30, 200Da&cdmber 31, 2008, respectively, which predomligaetate to positions taken on our
foreign tax returns and all of which representah®unt of unrecognized tax benefits that, if reéoeph would favorably impact the effective
income tax rate in future periods.

Share-Based Compensation: Share-based compensation cost is measured atahiedate, based on the fair value of the awardjsand
recognized as expense over the employee requisitees period. In order to determine the fair watd stock options on the date of grant, we
apply the Black-Scholes option-pricing model. Irdrrin the model are assumptions related to risk-interest rate, dividend yield, expected
stock-price volatility, and option life.

The risk-free rate assumed in valuing the optigrizaised on the U.S. Treasury yield curve in eHietiie time of grant for the
expected term of the option. The dividend yiedduanption is based on the Company’s historicalfange expectation of dividend payouts.
While the risk-free interest rate and dividend gfiate less subjective assumptions, typically basefdctual data derived from public sources,
the expected stock-price volatility and option Bfgsumptions require a level of judgment which nthken critical accounting estimates.

We use an expected stock-price volatility assunmptiat is a combination of both historical volayilicalculated based on the daily
closing prices of our common stock over a periodagtp the expected term of the option and impliektility, utilizing market data of
actively traded options on our common stock, wigicdh obtained from public data sources. We belibaethe historical volatility of the pric
of our common stock over the expected term of {ht@n is a strong indicator of the expected futwkatility and that implied volatility takes
into consideration market expectations of how feitwmlatility will differ from historical volatility Accordingly, we believe a combination of
both historical and implied volatility provides thest estimate of the future volatility of the metrkrice of our common stock.

The expected term, representing the period of thmeoptions granted are expected to be outstandimgtimated using a lattice-
based model incorporating historical post vest@sgerand employee termination behavior.

We estimate forfeitures using its historical exprce, which is adjusted over the requisite sep@@d based on the extent to which
actual forfeitures differ, or are expected to diffeom such estimates. Because of the signifieambunt of judgment used in these
calculations, it is reasonably likely that circuarstes may cause the estimate to change.

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

Recent Accounting Pronouncements

Revenue Recognition: In October 2009, the FASB issued amended guidaiated to multiple-element arrangements which megui
an entity to allocate arrangement consideratidheatnception of an arrangement to all of its delables based on their relative selling prices.
The consensus eliminates the use of the residufioti®f allocation and requires the relative-sgHprice method in all circumstances. All
entities must adopt the guidance no later tham#gnning of their first fiscal year beginning onafter June 15, 2010. Entities may elect to
adopt the guidance through either prospective eaiidin for revenue arrangements entered into, eenadly modified, after the effective de
or through retrospective application to all reveam@ngements for all periods presented. The Coyngaes not believe that this guidance
will have a material impact on its consolidatedafinial statements.
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In October 2009, the FASB issued amended guiddratas expected to significantly affect how ensiteccount for revenue
arrangements that contain both hardware and saftelaments. As a result, many tangible productsréiaon software will be accounted |
under the revised multiple-element arrangementsma® recognition guidance, rather than the softwearenue recognition guidance. The
revised guidance must be adopted by all entitielaiteo than fiscal years beginning on or after JU5e2010. An entity must select the same
transition method and same period for the adopifdyoth this guidance and the revisions to the iplekelement arrangements guidance
noted above. The Company does not believe thagtlidance will have a material impact on its ctidated financial statements.

Convertible debt: In May 2008, new accounting guidance was isshatirequires a portion of convertible debt to becalted to
equity. We implemented the new guidance as ofalgnl, 2009 and have applied it retrospectivelglt@eriods presented, as required. This
new guidance requires issuers of convertible deitdan be settled in cash to separately accoui.®, bifurcate) a portion of the debt
associated with the conversion feature and refjettss portion to stockholders’ equity. The lifityi portion, which represents the fair value
of the debt without the conversion feature, is atsat to its face value over the life of the delmagshe effective interest method by amortiz
the discount between the face amount and the &rev The amortization is recorded as intereséegp. The Notes are subject to such
accounting guidance since they may be settledsh opon conversion. Thus, as a result of the @mopf this accounting guidance, we
reclassified approximately $16.3 million from loteym debt to additional paid-capital effective as of the date of issuancthefNotes. Thi
reclassification created a $16.3 million discounmttoe debt that will be amortized over the remaitife of the Notes, which will be through
April 15, 2012. The reclassification generated & $6illion deferred tax liability, which we offsetith a corresponding decrease of the
valuation allowance by the same amount. Prior pleraye presented as if the new guidance was inteffeof the date of issuance. Thus, we
have presented all financial data for prior perimdhis report as if we had reclassified the $I6ilion and began amortizing the resultant
debt discount in April 2007. The retrospective &gilon of the new guidance described above tadhkelts for the three and nine months
ended September 30, 2008 increased the net lodmittble to Veeco in the three-month period fr&h,673) to ($2,413) and decreased the
net income attributable to Veeco in the nine-mgrehod from $946 to a net loss of ($1,238), anddased the loss per share attributable to
Veeco in the three-month period from ($0.05) to.g8) and decreased the earnings per share inrieermdnth period from $0.03 to a loss per
share of ($0.04).

During the fourth quarter of 2008, we repurchasedggregate principal amount of $12.2 million of tiotes for $7.2 million in
cash, of which $7.1 million related to principalda®0.1 million related to accrued interest, redgdime amount outstanding from $117.8
million to $105.6 million. A gross gain of appraxately $5.1 million was recorded on these repurehasfset by the write-off of
approximately $0.1 million of unamortized deferfadincing costs associated with the Notes, fortagaa of approximately $5.0 million.
Such net gain was reduced to $3.8 million uporetheption of the new accounting guidance, which ireguthat the gain be calculated based
on the fair value of the portion repurchased abhefdate bought back. The fair value approxim#tiectarrying value net of the unamortized
discount on the portion repurchased. The diffezesfcapproximately $1.2 million between the failweaand the amount paid was recorded as
a reduction in the gain originally reported, whinbreased the accumulated deficit as of Decembe?®18 by that amount.

For the three months ended September 30, 2009G08] Bespectively, we recorded approximately $0lliam of additional interest
expense in each period resulting from the amoitinaif the debt discount. For the nine months driieptember 30, 2009 and 2008,
respectively, we recorded approximately $1.4 millid additional interest expense in each periodltieg from the amortization of the debt
discount. This additional interest expense didraquire the use of cash.

The total effect on equity as of the date of adopbn January 1, 2009 was a net increase of $1lliBmmcomprised of an increase
in additional paid-in capital of $16.3 million aad increase in the accumulated deficit of $6.0iomll The $6.0 million is comprised of $2.9
million and $1.9 million in amortization of the dedtiscount for 2008 and 2007, respectively, as aglihe $1.2 million reduction in the gain
that was recorded on the November 2008 repurchases.

Noncontrolling Interest: In December 2007, new accounting requirements wssted by the FASB with the objective to improve
relevance, comparability, and transparency of ithenicial information that a reporting entity progdin its consolidated financial statements.
The most significant provisions of this statemesiuit in changes to the presentation of noncoirigpihterests in the consolidated financial
statements. We implemented these new rules anabidy 1, 2009. The adoption of this statementiter the manner in which we present
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noncontrolling interests for all periods includedthis report, but did not impact our consolidafiiedncial position or results of operations.

Fair Value: In April 2009, the FASB issued new guidance tauregidisclosures about the fair value of finanaiatruments in
interim financial statements in addition to thes#ixig requirement for annual financial statemewts.adopted these new rules for the period
ended June 30, 2009.

Subsequent Events: In May 2009, the FASB issued a new pronouncemdatimg to subsequent events. The tetisequent events
refers to events that occur after the last datkerperiod on which we are reporting through thie dae financial statements are issued, and
which may require recognition or disclosure in financial statements. Adoption of this pronouncetrslould not result in significant
changes in the subsequent events that are repbutrhther requires disclosure of the date througich the company evaluates whether
subsequent events have occurred. We have evalsialisdquent events from the date of these finastEitdments through the date on which
these financial statements were issued.
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Item 3. Quantitative and Qualitative Disclosures Alout Market Risk.

Our net sales to foreign customers representedzaiopately 81.5% and 73.4%, respectively, of oualtoet sales for the three
months and nine months ended September 30, 208%64% and 64.9%, respectively, for the comparabB8 periods. We expect that net
sales to foreign customers will continue to repnéselarge percentage of our total net sales. @usales denominated in foreign currencies
represented approximately 13.6% and 9.7%, of daf tet sales for the three months and nine manbed September 30, 2009,
respectively, and 13.2% and 13.9%, respectivelytHfe comparable 2008 periods.

The condensed consolidated results of operatiarthéothree and nine months ended September 30,i86lide aggregate foreign
currency losses of approximately $0.1 million add4$million, respectively. The loss of $1.4 millifor the nine months ended September 30,
2009 was net of gains of approximately $0.2 milliefated to forward contracts. The condensed cateteld results of operations for the tt
and nine months ended September 30, 2008 incluglegate foreign currency gains of less than $0llomiand approximately $0.1 million,
respectively, which were net of losses of approxatya$0.1 million and $0.3 million, respectivelglated to forward contracts. These
amounts were recognized and included in other (m@oexpense, net in the accompanying Condensed(iated Statements of Operatio

We are exposed to financial market risks, includihgnges in foreign currency exchange rates. Theggs in currency exchange
rates that have the largest impact on translatimgrernational operating profit to U.S. dollare ghe Euro and the Japanese Yen. We use
derivative financial instruments to mitigate theis&s. We do not use derivative financial instrutseior speculative or trading purposes. We
generally enter into monthly forward contractseduce the effect of fluctuating foreign currenaesshort-term foreign currency-
denominated intercompany transactions and othewkrourrency exposures. The weighted average ndteonaunt of derivative contracts
outstanding during the three months and nine maended September 30, 2009 was $1.3 million and 1B8libn, respectively.

As of September 30, 2009, losses of $0.1 millidateg to forward contracts were included in otheraed expenses and
subsequently paid in October 2009. As of DecemtePB08, approximately $0.9 million of losses rethto forward contracts were included
in accrued expenses and subsequently paid in JaB0@8. Monthly forward contracts with a total motal amount of $3.1 million were
entered into in September 2009 and will be settigdctober 2009. The fair value of these contratisception was zero, which did not
significantly change at September 30, 2009.

We believe that based upon our hedging prograr@%adhange in foreign exchange rates would havenamaierial impact on the
consolidated results of operations. We believe tthiatquantitative measure has inherent limitatioesause it does not take into account any
governmental actions or changes in either custguerhasing patterns or our financing and operatrategies.

Assuming third quarter 2009 variable debt and itmesit levels, the effect of a one-point changentarest rates would not have a
material effect on net interest expense.

Item 4. Controls and Procedures.

Our senior management is responsible for estahlisiind maintaining a system of disclosure contints procedures (as defined in
Rule 13a-15 and 15d-15 under the Securities Exahawtjof 1934 (the “Exchange Act”)) designed towgesthat information required to be
disclosed by us in the reports that we file or sitlumder the Exchange Act is recorded, processadnsarized and reported within the time
periods specified in the Securities and Exchangar@ission’s rules and forms. Disclosure controld procedures include, without
limitation, controls and procedures designed taenthat information required to be disclosed bysaner in the reports that it files or
submits under the Exchange Act is accumulated amthwinicated to the issuer's management, includsgrincipal executive officer or
officers and principal financial officer or officgror persons performing similar functions, as appate to allow timely decisions regarding
required disclosure.

We have evaluated the effectiveness of the desigroperation of our disclosure controls and proceslunder the supervision of
and with the participation of management, includimg chief executive officer and chief financialicér, as of the end of the period covered
by this report. Based on that evaluation, our ceiefcutive officer and our chief financial offiayncluded that our disclosure controls and
procedures are effective to ensure that informatgpuired to be disclosed by us in reports thafileer submit under the Exchange Act is
recorded, processed, summarized and reported vifthitime periods specified in Securities and ErgeaCommission rules and forms an
accumulated and communicated to our managemehigding our principal executive officer and prindifiaancial officer, or persons
performing similar functions, as appropriate t@wailtimely decisions regarding required disclosure.
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Part Il. OTHER INFORMATION
Item 1. Legal Proceedings.

We are involved in various legal proceedings agisinthe normal course of our business. We ddebeve that the ultimate
resolution of these matters will have a materialeasle effect on our consolidated financial positi@sults of operations or cash flows.

Item 1A. Risk Factors.

Information regarding risk factors appears in tBafé Harbor Statement” at the beginning of thisr@uly Report on Form 1@ and
in Part | — ltem 1A of our 2008 Annual Report anda@terly Report on form 10-Q for the quarterly pdrended June 30, 2009. There have
been no material changes from the risk factorsipusly disclosed in our 2008 Annual Report and @arir Report on form 10-Q for the
quarterly period ended June 30, 2009.
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Item 6. Exhibits.

Unless otherwise indicated, each of the followirbikits has been previously filed with the SEC bhg Company under File No.

16244.
Incorporated by Reference to the
Number Description Following Document:
3.1 Amendment to Certificate of Incorporation of Veetaied May 16, 200 *
10.1 Veeco Instruments Inc. 2009 Management Bonus Ritedd-ebruary 27, *
2009
10.2 Veeco Instruments Inc. 2009 Supplemental Managefiit Sharing Plan *
dated August 20, 20(
31.1 Certification of Chief Executive Officer pursuantRule 13a—14(a) or Rule *
15¢—14(a) of the Securities and Exchange Act of 1!
31.2 Certification of Chief Financial Officer pursuant Rule 13a—14(a) or Rule *
15¢—14(a) of the Securities and Exchange Act of 1!
32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, *
as adopted pursuant to Section 906 of the Sar- Oxley Act of 2002
32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, *

adopted pursuant to Section 906 of the Sart- Oxley Act of 2002

*  Filed herewitr
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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: October 26, 2009
Veeco Instruments In

By: /s/ JOHN R. PEELEF

John R. Peeler
Chief Executive Officer

By: /s/ JOHN F. REIN, JFk

John F. Rein, Jr.
Executive Vice President and Chief Financial Officer
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INDEX TO EXHIBITS

Unless otherwise indicated, each of the followirgikits has been previously filed with the Secastand Exchange Commission by
the Company under File No. 0-16244.

Incorporated by Reference to the

Number Description Following Document:
3.1 Amendment to Certificate of Incorporation of Veetaied May 16, 200 *
10.1 Veeco Instruments Inc. 2009 Management Bonus Ritedd-ebruary 27, *
2009
10.2 Veeco Instruments Inc. 2009 Supplemental Managefiit Sharing Plan *

dated August 20, 20(

31.1 Certification of Chief Executive Officer pursuantRule 13a—14(a) or Rule *
15¢—14(a) of the Securities and Exchange Act of 1!

31.2 Certification of Chief Financial Officer pursuant Rule 13a—14(a) or Rule *
15¢—14(a) of the Securities and Exchange Act of 1!

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, *
as adopted pursuant to Section 906 of the Sar- Oxley Act of 2002

32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, *
adopted pursuant to Section 906 of the Sart- Oxley Act of 2002

*  Filed herewitr
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EXHIBIT 3.1

CERTIFICATE OF AMENDMENT
OF
AMENDED AND RESTATED
CERTIFICATE OF INCORPORATION
OF
VEECO INSTRUMENTS INC.

It is hereby certified that:
1. The name of the corporation (therffwation”) is Veeco Instruments Inc.

2. Article 4 of the amended and restatertificate of incorporation of the Corporati@s,amended to date (the “Certificate of
Incorporation”), is hereby amended to read infisrety as follows:

“4, The corporation shall have authority to isstietal of 60,500,000 shares, to be divided into 60,000 shares
common stock with par value of $0.01 per share508J000 shares of preferred stock with par valu®0dd1 per share.”

3. The amendment of the Certificaténabrporation effective hereby and herein certified been duly adopted in accordz
with the provisions of Section 242 of the Generatfgration Law of the State of Delaware.

Dated as of May 16, 2002

VEECO INSTRUMENTS INC

By: /s/ Gregory A. Robbin
Gregory A. Robbin:
Vice President and General Coun




EXHIBIT 10.1
Veeco Instruments Inc.
2009 Management Bonus Plan

February 27, 2009

Profit Sharing: 25% of Participant’s Bonus Target
» Based on Total Veeco EBITA results
*  Calculated and paid quarterly
» Payable when EBITA 5% of Revenue (subject to review/reduction for Q34hd Q4'09, at the discretion of the
Compensation Committee)
e Suspended for Q1’09 and Q2’09 (representing thieitare of 12.5% of total target bonus)

Management Bonus: 75% of Participant’s Bonus Target
e Metrics (measured and calculated independently)
*  50% Individual Performance Obijectives
e 25% Net Cash from Operations
. 25% Revenue

* Individual Performance
*  Awards will be determined and payable on an anhasis
 Basedon 3to 5 “SMART” objectives developed focteparticipant.
*  Awards range from 0% (for failing to meet minimumpectations) to 100% (for fully achieving the oltjee).
*  Awards for Individual Performance are payable efemvards for financial elements are not payable

*  Financial Performance
 Awards based on Revenue and Net Cash from Opesatach as compared to targets established aetfierting
of the two semi-annual performance periods
* Financial targets set, measured and paid semi-dpnua
e  First Half 2009: January 2009 to June 2009
« Based on the approved Veeco 2009 Business Plan
*  Weighted 40%
»  Second Half 2009: July 2009 to December 2009
»  Established at the beginning of the second hafbpmance period and based on the Veeco 2009
Business Plan and the then current forecast foor&eklalf performance
*  Weighted 60%
*  Metrics established for the following organizations
»  Corporate
*  Process Equipment
» Data Storage/MOCVD
* MBE
e Metrology Group
Optical/Industrial Business Unit (70% BU; 30% MIdsip for Revenue Metric)
AFM Business Unit (70% BU; 30% MI Group for Reverietric)
Solar (Hybrid approach based on bookings, revendesapense management)




Financial Performance Ranges: Revenue

Maximumr
Targe
Thresholt

Maximunr
Targe
Thresholt

Maximurmr
Targe
Thresholt

Maximumr

Targe

Thresholt

Small Business: H1 Revenue Plan

Financial Performance Ranges: Net Cash from Opaisti

2

$30m

Bonus

Performance Award
125% 15C%
10(% 10C%
85% 75%
<8t% 0%

Medium Business: $30m < H1 Revenue
< $60m

Bonus

Performance Award
12(% 15(%
10C% 10(%
85% 75%
<8E% 0%

Large Business: H1 Revenue $60m

Bonus

Performance Award
11(% 15C%
10C% 10(%
85% 75%
<8t% 0%

H1 Net Cash from Operations

Bonus

Performance Award
13(% 15C%
10C% 10(%
85% 75%
<8t% 0%

Awards will be interpolated for performance betwéameshold, target and maximum.




EXHIBIT 10.2
Veeco Instruments Inc.
2009 Supplemental Management Profit Sharing Plan
August 20, 2009
» Based on H2 2009 Business Unit results as meatyr&dBITA
»  Payable when BU EBITA 5% of Revenue
Group (PE & M&I) and Corporate awards will be basedthe weighted average results for relevant Bassirunits

«  Supplemental Profit Sharing pool funded by EBITAd&dh on EBITA as a % of revenue (after taking irtooaint the cost of the
additional bonus):

Supplemental Profit Sharing Pool

EBITA as a % of Revenue % of EBITA
Less than 5% 0%
5% but less than 10 2%
10% but less than 15 4%
15% but less than 20! 6%
EBITA % 20%+ 8%

* As with other profit sharing plans, supplementalfiprsharing awards will be distributed in proportito each individual's target bonus.

»  Supplemental Profit Sharing awards, if earned, éllpaid with normal 2009 bonus (in mid-March 2000} subject to recovery (“claw
back”) in the event the recipient voluntarily temaies his or her employment or is terminated fasean or before December 31, 2010.




Exhibit 31.1
CERTIFICATION PURSUANT TO
RULE 13a — 14(a) or RULE 15d — 14(a)
OF THE SECURITIES EXCHANGE ACT OF 1934
I, John R. Peeler, certify that:
1. | have reviewed this quarterly report on Form 1@6xthe period ended September 30, 2009 of Veestmuments Inc.;
2. Based on my knowledge, this report does not comrtajnuntrue statement of a material fact or omgitée a material fact necessary

to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this report;

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this
report;

4, The registrant’s other certifying officer and | aesponsible for establishing and maintaining disete controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirgg @efined 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 informatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy 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 readeragsurance regarding the reliability of financégorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registmadtsclosure controls and procedures and preséntbds report our conclusio
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehlis 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 regists fourth fiscal quarter in the case of an ameport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finaiceporting; and

5. 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):

€)) All significant deficiencies and material weaknesigethe design or operation of internal contratiofimancial reporting
which are reasonably likely to adversely affectbgistrant’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}
John R. Peele

Chief Executive Officer
Veeco Instruments In
October 26, 2009




Exhibit 31.z
CERTIFICATION PURSUANT TO
RULE 13a — 14(a) or RULE 15d — 14(a)
OF THE SECURITIES EXCHANGE ACT OF 1934
[, John F. Rein, Jr., certify that:
1. | have reviewed this quarterly report on Form 1@6xthe period ended September 30, 2009 of Veestmuments Inc.;
2. Based on my knowledge, this report does not comrtajnuntrue statement of a material fact or omgitée a material fact necessary

to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this report;

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this
report;

4, The registrant’s other certifying officer and | aesponsible for establishing and maintaining disete controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirgg @efined 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 informatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattdy 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 readeragsurance regarding the reliability of financégorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registmadtsclosure controls and procedures and preséntbds report our conclusio
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehlis 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 regists fourth fiscal quarter in the case of an ameport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finaiceporting; and

5. 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):

€)) All significant deficiencies and material weaknesigethe design or operation of internal contratiofimancial reporting
which are reasonably likely to adversely affectbgistrant’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 F. REIN, JF

John F. Rein, Ji

Executive Vice President and Chief Financial Office
Veeco Instruments In

October 26, 200




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 for pegiod ended
September 30, 2009 as filed with the SecuritiesExahange Commission on the date hereof (the “R8parJohn R. Peeler, Chief

Executive Officer of the Company, certify, pursutnil8 U.S.C. Section 1350, as adopted pursuadéttion 906 of the Sarbanes-Oxley Act
of 2002, that:

(1) The Report fully complies with the requirementsSefction 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/ JOHN R. PEELE}
John R. Peele

Chief Executive Officer
Veeco Instruments In
October 26, 200

A signed original of this written statement reqdil®y Section 906 has been provided to Veeco Ingnisninc. and will be retained
by Veeco Instruments Inc. and furnished to the Béesiand Exchange Commission or its staff upauest.




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 for pegiod ended
September 30, 2009 as filed with the SecuritiesExahange Commission on the date hereof (the “R8pgrJohn F. Rein, Jr., Executive

Vice President and Chief Financial Officer of then@pany, certify, pursuant to 18 U.S.C. Section 1380adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirementsSefction 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/ JOHN F. REIN, JF

John F. Rein, Ji

Executive Vice President and Chief Financial Office
Veeco Instruments In

October 26, 200

A signed original of this written statement reqdil®y Section 906 has been provided to Veeco Ingnisninc. and will be retained
by Veeco Instruments Inc. and furnished to the Béesiand Exchange Commission or its staff upauest.




