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PART |
ITEM 1. BUSINESS.
THE COMPANY

Veeco is a leader in the design, manufacture, niackand servicing of a broad line of precision roketgy and process equipment used to
measure, test and manufacture microelectronic ptedar the data storage and semiconductor in@dgstiieeco's precision metrology
equipment is primarily used to measure critical@isions on thin film magnetic heads (TFMHSs) andisentductor devices. The Company's
process equipment is primarily used to etch an@siematerials in the manufacture of TFMHs.

Demand for Veeco's products has been driven bintlreasing miniaturization of microelectronic compats; the need for manufacturers to
meet reduced time-to-market schedules while engthia quality of those components; and, in the dteage industry, the introduction of
new magnetoresistive (MR) and giant magnetoresigt&MR) TFMHs which require additional manufactgrsteps and the ability to cond
critical measurements for quality control and otherposes during the manufacturing process. THiyabi Veeco's products to deposit
precise thin films, precisely etch sub-micron patteand make critical surface measurements in tt@sg@onents enables manufacturers to
improve yields and quality in the fabrication ofvadced microelectronic devices, such as TFMHs andconductor devices.

Veeco sells its products worldwide to many leadimgnufacturers in the data storage, semiconductbodrer industries, as well as research
and development centers and universities. Customeltsle IBM, Seagate, Read-Rite, Siemens, Lawrénermore National Laboratory,
TDK and Storage Technology.

RECENT DEVELOPMENTS

On February 2, 1999, the Company completed a pofficing, pursuant to which 1,000,000 shares ah@wn Stock, par value $.01 per
share, were issued and sold by the Company fo0$5%r share, less underwriting discounts and casiors of $2.34 per share. The
Company expects to use the net proceeds of theraffeapproximately $49 million) for capital expetutes including additional clean
manufacturing areas and expanded customer appliciaboratories and for working capital and geneoaporate purposes, including
potential acquisitions. In addition, as part of phublic offering, certain stockholders of the Compaold 2,575,000 shares of Common Stock.
The Company did not receive any of the proceeds fiee sale of shares by the selling stockholders.

On May 29, 1998, the Company merged with Digitatlaments, Inc., of Santa Barbara, California (1@2iJ). Under the merger agreement,
Digital shareholders received 5,583,725 sharese&ficd common stock. The merger has been accountad &opooling of interests and,
accordingly, historical data has been restateddiude Digital data



INDUSTRY BACKGROUND

TFMHSs and semiconductor devices are fabricateddsfopming a complex series of process steps onialurmoxide-titanium carbide
substrates or silicon wafers. The three primarggaties of wafer processing steps are deposittootofithography and etching. Similarly, t
production of TFMHSs includes many steps of pategnetch and deposition. Each of these steps isayrepeated several times during the
fabrication process to create multi-layered stmeguThe resulting semiconductor device or TFMHstgis of many intricate patterns on
circuits. Depending upon the specific design of givgn integrated circuit, a variety of film thiokss and a number of layers and film types
will be used to achieve desired performance chariatics. Continued demand for smaller, fasterlasd expensive microelectronic
components, particularly in the computer industias led to increasing miniaturization. This inciegsniniaturization of microelectronic
components, including TFMHs and semiconductor desjibas resulted in an increased number of manuiiagtsteps which require greater
use of precise etching and deposition equipmergdtition, metrology systems are used throughautthnufacturing process in order to
improve yields by monitoring process accuracy, pobdjuality, repeatability and by measuring critdnensions and other physical features
such as film thickness, line width, step heigldesgiall angle and surface roughness.

The market for microelectronic components (inclgditisk drives, TFMHs and semiconductor devices)drasn rapidly in recent years,
driven by corporate and consumer use of data stardagnsive products such as networked persongbatars (PCs), Windows NT client
servers and the Internet, among others. Veecoveslithat annual unit growth in PCs, hard disk drized MR/GMR heads has been since
1997 in the 10%-15% range, 12%-17% range and 20%+2hge, respectively, and will continue to groveath rates until 2001. While the
Company believes that the PC market is the prirdemer of disk drive unit growth, disk drives ars@increasingly being used for emerging
applications such as television set-top boxes,osmedemand systems, and small electronic deviegls as digital cameras and personal
digital assistants.

TRENDS IN THE DATA STORAGE INDUSTRY .--In order t@tisfy market demand for devices with greater gjereapacity, the data
storage industry has responded with new head desigorporating the higher areal densities requioestore more data. The capacity of disk
drives is largely determined by the capabilityled tmagnetic recording heads, which read and wigteats onto hard disks. According to data
storage industry sources, areal densities haveibesrasing since 1990 at approximately a 60% dmateand are expected to continue t
so until at least 2005. With more storage capaeityiring multiple disks per drive, magnetic headduiction is growing faster than the
overall disk drive industry. Prior to 1998, mostgnatic heads being produced were inductive, buteesigns utilize MR and GMR heads,
which allow for higher areal densities. Inductivealds were limited to areal densities of approxilgdte? gigabits per square inch (Gbits/ir
while MR heads allow for 5 Gbits/in2 and GMR heads expected to allow for 50 Gbits/in2 by the y2@05.

The Company believes that substantial investmemtiisg made in GMR technology and that the industtyansitioning from producing
approximately 30 million GMR heads in 1998 to



producing nearly 100 million GMR heads in 1999, 37ilion in 2000 and 775 million in 2001. In additi, the conversion to smaller sized
heads (i.e., "pico," "femto" vs. the "nano" designsrently in production) requires tighter dimemsibtolerance control.

As a result of the increased miniaturization of méectronic components, the data storage indistsyrecently experienced a trend toward
the expanded use of in-line metrology products/feid improvement and integrated test program&éngroduction of TFMHs and hard
disks. Since the new heads are more sensitive anel complicated to manufacture, there is a grewed for 100% testing of critical process
steps. In addition, such testing allows manufactut@ ramp up production more quickly and improiadds on these next generation heads.

TRENDS IN THE SEMICONDUCTOR INDUSTRY.--Current sesonductor industry technology trends include smdéature sizes (sub-
.25 micron line widths), larger substrates (ileg transition to 300mm wafers) and the increasediisnetrology in the manufacturing
process. The semiconductor industry is also undieggoends related to advanced interconnect anthita mechanical polishing (CMP)
technologies. Semiconductor manufacturers use fogiraools in their wafer fabrication facilities tetect any process deviations as early in
the manufacturing process as possible. These doelsritical for yield enhancement resulting intaegluction.

VEECO'S PRODUCTS

Veeco offers three primary product lines: metrolgmpcess equipment and industrial measurementoititial contribution to net sales by
each of these product lines is shown below foryde's indicated:

YEAR ENDED DECEMBER 31,

1998 1997 1996
(DOLLARS IN MILLIONS)
Metrology $126.2 $112.8 $92.1
% OF NET SALES 61.0% 52.0% 55.8%
Process Equipment $60.9 $84.5 $53.2
% OF NET SALES 29.5% 39.0% 32.2%
Industrial Measurement $19.7 $19.4 $19.8
% OF NET SALES 9.5% 9.0% 12.0%

See note 8 of Consolidated Financial Statementseo€ompany for additional information regarding tbompany's reportable segments.
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METROLOGY EQUIPMENT

Veeco's metrology product line includes atomic édscanning probe microscopes, optical interferoraetad stylus profilers. These products
offer a broad range of solutions to customers éndhita storage and semiconductor industries, dsasgkrsatile tools for use by research and
development centers and universities.

ATOMIC FORCE/SCANNING PROBE MICROSCOPES (AFM/SPMS)

In May 1998, Veeco merged with Digital, a leadeARM/SPM technology. By merging with Digital, Veecomplemented its existing fam

of metrology products by adding next generation ASRM technology capable of resolving and imagingonaeter-level dimensional
variations and surface properties. Over time, #agure sizes in integrated circuits and magnetiiesielements of data storage devices have
decreased. Today, the smallest feature sizes egrated circuits are on the order of 250 nanome®dass are in place to fabricate integrated
circuits with feature sizes as small as 180 and 80 nanometers within the next few years.

The Atomic Force Microscope "feels" the sample atefdirectly using a probe consisting of a veryshtip mounted on a microscopic spring
arm (a cantilever). The interaction of the prob#hwie surface is detected by measuring deflectidtise cantilever with an optical beam
system. AFMs permit resolution at the moleculaeleigital developed some of the first AFMs used@ommercial applications and most of
the SPMs manufactured and sold by Digital are AFSMSs, and particularly AFMs, can directly measwth lateral and vertical shapes
with nanometer resolution and with direct 3D cafighiln contrast, light-based instruments, incluglinterferometric and confocal
microscopes, have limited lateral resolution forasweements of less than half the wavelength of,lighless than about 250 nanometers.
Digital's AFM products utilize its patented Tappingde technology, achieving the high resolution atatility previously obtainable only
through destructive physical contact with the sanspirface while employing a light touch previousthievable only through the less stable
non-contact mode.

In addition to topography, AFMs can also directlgasure magnetic field (such as magnetic bits card dhisk); electric field; hardness (such
as thin film integrity); electric charge densityi¢h as dopant concentrations in semiconductonsipéeature (such as temperature distribution
in disk drive recording head elements); and varichemical properties (such as the difference idibigp preference among biological
molecules). AFMs make these measurements on abngsurface; in air, vacuum or under fluids; anthwiinimal sample preparation.

Veeco produces a broad range of AFM/SPM productigyded for data storage, semiconductor, and otttrsirial and research applications.
These products include the NANOSCOPE DIMENSION SERSEPMS, NANOSCOPE SPMS AND BIOSCOPE SPMS. The BIOBE
SPMS are specifically designed for biological sces Veeco's high-end DIMENSION 9000 SPM, the fifsvhich was shipped in May
1998, meets clean room specifications for full



wafer fab compatibility. Veeco believes this prodigowell suited for on-line integrated circuit addta storage processing applications,
because it is available with tip evaluation andbensted tip exchange. Selling prices of these prisdwange from $40,000 to $700,000.

From July 1993 through December 1998, Veeco wasxhkisive worldwide sales and marketing represisatéo market, sell and service 1
IBM-manufactured SXM Workstation AFM to customengihe semiconductor and data storage industridgving the merger with Digital,
which provided Veeco with access to Digital's AFIRS technology and products, Veeco entered intogaeeament with IBM in December
1998 pursuant to which Veeco's exclusive rightsawerminated. The parties continue to maintainraeclusive business relationship with
respect to the SXM Workstation, pursuant to whigetb may market and sell product units previouslylpased by Veeco and IBM will
continue to provide replacement parts to Veecotthke Veeco to satisfy its warranty obligationgsacustomers. IBM continues to be a
major customer of each of Veeco's product lines."S8eistomers."

OPTICAL INTERFEROMETRY PRODUCTS

Substantially all of Veeco's optical instrumenteduced by Wyko Corporation ("Wyko"), are designeanake non-contact surface
measurements using interferometry technology. Thesaiments employ either white light or laserrees to measure surface roughness and
shape by creating interference patterns from thieappath difference between the test surfacesareference surface. Using a combinatic
phase shifting interferometry (PSI) and verticarsdng interferometry (VSI), these instrumentsdesigned to rapidly and precisely measure
and characterize a range of surface sizes and sh@gking prices for optical interferometry instrents range from approximately $90,000 to
$170,000.

Veeco's major optical products include the NT2@68,SP3000 and the HD-SERIES optical profilers. Nf2000 product line measures
surface roughness, heights and shapes. The WYKO®RP®r advanced packaging applications, measudace height, bump volume and
diameter and bump coplanarity on silicon wafers egrdmic substrates. Wyko's HD-SERIES instrumergsdine of microstructure
measurement equipment used by manufacturers of mas®ry components including manufacturers of hedidks, drives and suspensions.
HD-SERIES instruments are used for research anélal@ment, production control, process improventam) parts inspection, incoming
parts inspection, and field failure analysis.

During 1998, Veeco received multiple orders for W' kiD2100 and HD3300 in-line measurement tools fleading data storage
manufacturers for advanced MR and GMR thin filmdhpeoduction, including IBM, Seagate and Read-Rddye used for 100% in-line
testing of TFMHSs. The latest model, the HD330@& moduction-configured optical profiler that refsddy measures both pole-tip recession
and air-bearing surface flatness on either nangiaar-series TFMHSs in one pass. The HD3300 systdth,its smaller footprint, allows
TFMH manufacturers to further monitor and refineithmanufacturing processes for next-generatiohdvigreal densities. The system's
increased speed and reliability allow 100% in-fmeduction testing of thin film magnetic slidersopiding a means for
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improving head yields with a corresponding rapigljaeck of the customer's investment in the system.
STYLUS PROFILERS

Stylus profilers are used to produce cross-sedti@paesentations and/or quantitative measuremesish are displayed on a video monitor.
Veeco's stylus profiler systems utilize a precidiamslation stage which creates relative motidween the sample and a diamond tipped
stylus. As the sample moves under the stylus, seifariations cause vertical translation of théustywhich is tracked and measured. Stylus
profilers are widely used for height, width, pitahd roughness measurements of features on semitondevices, magnetic and optical
storage media (e.qg., hard drives), flat panel digpland hybrid circuits. Veeco believes thattighus profiler products are recognized for their
accuracy, repeatability, ease of use and techndkayres, and are designed to meet a range aftitydspecifications and customer
requirements. Each of Veeco's stylus profilers ipotates a proprietary software package to agsita collection, analysis and
interpretation. Stylus profilers have selling pade the range of approximately $30,000 to $300,@@pending upon product specifications,
materials handling capability and specific applimas.

PROCESS EQUIPMENT

Veeco's process equipment product line includds atd deposition systems, primarily for data steragplications. Veeco's deposition
products include ion beam deposition (IBD) systediesnond-like carbon (DLC) deposition systems ahgsgral vapor deposition (PVD)
systems. Veeco offers ion beam etch/IBD/PVD teobgiek in a single cluster tool to provide dataagercustomers a total solution for the
manufacture of next generation MR/GMR TFMHSs. Sellprices of Veeco process equipment products riiogeapproximately $650,000 to
$3,000,000.

ETCH SYSTEMS

Veeco develops and produces ion beam etch syssadsunder the MICROETCH brand name. These sysgtohsprecise, complex features
for use primarily by data storage and semiconductanufacturers in the fabrication of discrete aridgrated microelectronic devices such as
TFMHSs. Veeco believes that it holds the leadergloigition in the overall market for ion beam etchaiygtems utilized for production of
TFMHs.

lon beam etching permits precise sub-micron lowperature etching of a wide variety of materialsjuding many which cannot be etched
by other processes, and has emerged as a leabicptaon process in the TFMH data storage indufstrypoth circuit patterning and
micromachining. This technology is utilized in niplé steps of the advanced TFMH fabrication procesaddition, as the demand for
integrated circuits and microsensors with sub-nmnideatures grows, Veeco believes the demand fobéam etching systems will increase.
Each process equipment product is available asgesioadlock system or in an automated (multi-chamcluster tool configuration. These
systems provide flexibility and



throughput by either permitting the etch processdrur in up to three parallel chambers or by caormgi with ion beam deposition or physi
vapor deposition.

DEPOSITION SYSTEMS

ION BEAM DEPOSITION SYSTEMS. IBD-350 ion beam dejiims systems utilize an ion beam to deposit tiimg$ and may be mated to
Veeco's Cluster System platform to allow eitheaflalr or sequential etch/deposition processes.|BBe350 deposits high purity thin film
layers and provides maximum uniformity and repeéitab

DIAMOND-LIKE CARBON DEPOSITION SYSTEMS. Veeco's DI-B50V diamond-like carbon deposition system has lusveloped to
deposit protective coatings on advanced TFMHSs.Shs¢éem consists of a single cassette vacuum loadiog a high vacuum processing
chamber with two ion beam sources.

PHYSICAL VAPOR DEPOSITION SYSTEMS. Veeco's PVD Cytnaesystems are available in either a planetastaiic configuration
which can be used to deposit films in several waie planetary configuration produces films withigh degree of uniformity, repeatability
and process control. Multiple targets of differardterials are provided in a single chamber to pedeposition of a stack of films. The PVD
Cymetra systems are also available in static cardigpons. These consist of individual chambers cidd to a single target material.

IBE/IBD/PVD CLUSTER TOOLS. Veeco's cluster tool fieait allows for combinations of etch and depositimodules to address the
challenging manufacturing requirements of MR/GMRVIHEs.

INDUSTRIAL MEASUREMENT EQUIPMENT

Veeco's industrial measurement products includeaX-#Riorescence thickness measurement systemslisgsweak detection/vacuum
equipment. These products have applications inde wange of industries including electronic, aeaosp transportation and semiconductor.
Selling prices for industrial measurement produatge from approximately $20,000 to $1,700,000.

X-RAY FLUORESCENCE THICKNESS MEASUREMENT SYSTEMS

Veeco believes that its X-Ray Fluorescence (XRBj&ys incorporate an advanced technology for nstrgive thickness and composition
measurement of plated parts, providing high acguaacl precision on a cost-effective basis. As itriesincrease their emphasis on tighter
process control manufacturing specifications (¢3Q 9000), XRF technology has become importanttdues speed, repeatability, accuracy
and nondestructive measurement capability. Due to increasi@iaturization of components in the microelestes industry and the increas
need for on-line production testing, Veeco belietes the XRF market will grow and that XRF tectogy will be brought into new
applications, such as microelectronic, data stoeegemetal finishing electrical corrosion resistamatings. Veeco's XRF products incorpo
Veeco's XPert software package, which



operates in a Microsoft Windows environment an@fffeatures including advanced user-friendly fater and sophisticated statistical data
analysis.

LEAK DETECTION/VACUUM EQUIPMENT

For over 50 years, Veeco (and its predecessors) piduced mass spectrometry leak detection equipused for the non-destructive
precise identification of the size and locatioreztks in sealed components. Leak detectors areingedroad range of electronic, aerospace
and transportation products, with applicationshia production of automotive airbags, semicondugéstices, air conditioning and
refrigeration components, chemical valves, medieaices such as pacemakers, and fiber optic cabthiption. Veeco also produces vact
systems, including vacuum pumping stations and ggughich are sold primarily to industrial customer

SERVICE AND SALES

Veeco recognizes that its customer service orgtoiz a significant factor in the Company's swscd he Company provides service and
support on a warranty, service contract or an iddal service-call basis. Veeco also offers enhdnearranty coverage and services,
including preventative maintenance plans, on-aadl @n-site service plans and other comprehensiviceearrangements, product and
application training, consultation services andiehdur hotline service for certain products. Thenpany believes that offering sevday pel
week, 24-hour per day worldwide support to its oomrs creates stronger relationships with custoameigporovides a significant competitive
advantage. Approximately 14.8% of Veeco's net dalethe year ended December 31, 1998 constititeeinues from service and support
the sale of spare parts and components. Thesdsraselincluded in Veeco's process equipment, foglyand industrial measurement sales.

Veeco sells its products worldwide through 19 sgadally located sales and service facilities, udahg nine in the U.S., five in Europe, three
in Asia Pacific, and two in Japan. In 1997 and 1988:co expanded its direct worldwide sales and@®support organization to focus on
combined field service and customer support foakco process equipment and metrology productef Ascember 31, 1998, Veeco
employed 102 sales and marketing representativitd B® field service representatives.
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CUSTOMERS

Veeco sells its products to many of the world'sanédpta storage and semiconductor manufacturedsoacustomers in other industries,
research centers and universities. For the yearceD@cember 31, 1998, 55% of Veeco's sales watattostorage customers, 20% to
semiconductor customers and 25% to others. Duhisgperiod, sales to Veeco's top three customBM, Read-Rite and Seagate, accounted
for approximately 35% of total sales.

Veeco's major customers include:

Alps Read- Rite

AMD Samsu ng

Applied Magnetics/DAS Devices Seaga te

Headway Technologies Seiko

Hewlett Packard Sharp

Hitachi Sieme ns
Hutchinson Technology Silma g

Ibiden SONY

IBM Stora ge Technology
Intel Texas Instruments
Lawrence Livermore National Laboratory TDK

Quantum Toshi ba

RESEARCH AND DEVELOPMENT

Veeco believes that continued and timely develogroEnew products and enhancements to existingymtsdcare necessary to maintain its
competitive position. Veeco utilizes informatiorpplied by its distributors and customers to desigd develop new products and product
enhancements and to reduce time-to-market for {heshicts.

Veeco's research and development programs areipegany product line; new products have been inteed into each of Veeco's product
lines in each of 1998, 1997 and 1996. During teeti&o years, Veeco has introduced new ion bearogiiégn, diamond-like carbon coating
and physical vapor deposition systems, Digitaliheeleduced new AFM/SPM products and Wyko has inticedi several new production-
oriented interferometry products.

In addition, Veeco has leveraged technology onmapamy-wide basis to develop new products. In 19%@®@co's AFM and stylus profiler
research teams collaborated in the developmemieo¥k-series Atomic Force Profiler.

Veeco's research and development expenses wemxapately $27.4 million, $24.5 million and $17.7Ihain, or approximately 13.2%,
11.3% and 10.7% of net sales, for each of the yaated December 31, 1998, 1997 and 1996, resplgcfifeese expenses consisted
primarily of salaries, project material and othesquct development and enhancement costs.
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MANUFACTURING

The Company's principal manufacturing activitiebjeh consist of design, assembly and test opemtiake place at its Plainview, New Y
headquarters, where ion beam systems are prodac®dangeburg, New York, where its PVD systemspogluced, in Ronkonkoma, New
York, where its XRF and leak detection/vacuum emugpt product lines are produced, in Santa Barlizalfornia, where the stylus surface
metrology system product line is produced and iosba, Arizona, where interferometry products amepced.

The Company's manufacturing and research and dawelat functions have been organized by product Tihe Company believes that this
organizational structure allows each product lirmager to more closely monitor the products forclvhie is responsible, resulting in more
efficient sales, marketing, manufacturing and regeand development. The Company seeks to emphasitemer responsiveness, customer
service, high quality products and a more intevacmanagement style. By implementing these managgphdosophies, the Company
believes that it has increased its competitiveaesispositioned itself for future growth.

Certain of the components and sub-assemblies iedlidthe Company's products are obtained fromglessource or a limited group of
suppliers. Although the Company does not believ®dependent upon any supplier of the componemisab-assemblies referred to in the
previous sentence as a sole source or limited sdarany critical components, the inability of tBempany to develop alternative sources, if
required, or an inability to meet a demand or dgmged interruption in supply or a significant iease in the price of one or more compor
could adversely affect the Company's operatinglt®su

BACKLOG

The Company's backlog consists generally of produdgrs for which a purchase order has been retaind which are scheduled for
shipment within twelve months. Because a largeqraege of the Company's orders require produdis &hipped in the same quarter in
which the order was received, and due to posshd@ges in delivery schedules, cancellations ofrsrded delays in shipment, the Company
does not believe that the level of backlog at amiptan time is an accurate indicator of the Compsuperformance.

COMPETITION

In each of the markets that it serves, Veeco faabstantial competition from established competismme of which have greater financial,
engineering, manufacturing and marketing resoutitas Veeco. In addition, to a lesser extent manyesco's product lines face competition
from alternative technologies, some of which areerestablished than those used by Veeco in itsugtedSignificant marketing factors for
metrology and process equipment tools include sygterformance, accuracy, repeatability, ease gfrefiability, cost of ownership, and
technical service and support. Veeco believesritprtes favorably on
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the basis of these factors in each of Veeco's denarkets for such products. None of Veeco's comopeicompetes with Veeco across all of
Veeco's product lines.

Veeco competes with metrology product manufactusach as Hitachi, KLA-Tencor, Thermo-Microscope§EACorporation and Zygo
Corporation. Veeco competes with process equipmamiufacturers such as Commonwealth Scientific Gatjmm, Hitachi, Nordiko, CVC
and Balzers. Veeco competes with industrial measent product manufacturers such as Kevex, CMI iatonal, Fischer, Varian
Associates, Leybold and Alcatel.

PATENTS, TRADEMARKS AND OTHER INTELLECTUAL PROPERTY

Veeco's success depends in part on its propriegahnology. Although Veeco attempts to proteciritsllectual property rights through
patents, copyrights, trade secrets and other mesginere can be no assurance that Veeco will lee@protect its technology adequately or
that competitors will not be able to develop simtkchnology independently.

Veeco has more than 75 patents and over 10 exelasigd non-exclusive licenses to patents ownedlmsretovering its various products
which Veeco believes provide it with a competitadvantage. Veeco has a policy of seeking patengsappropriate on inventions
concerning new products and improvements as pdtt ohgoing research, development and manufagiainivities. Veeco believes that
there are no patents which are critical to its apens, and that the success of its business degeirdarily on the technical expertise,
innovation, creativity and marketing and distriloatiability of its employees.

Veeco also relies upon trade secret protectioitgaronfidential and propriety information. The@nde no assurance that others will not
independently develop substantially equivalent gedgry information and techniques or otherwisengaicess to Veeco's trade secrets or
disclose such technology or that Veeco can meauliggirotect its trade secrets. In addition, theany cannot be certain that it will not be
sued by third parties alleging that the Companyihf@mged their patents or other intellectual pedy rights. If any third party sues Veeco,
the Company's business, results of operationsianéial condition could be materially adverseleaféd.

Following the merger with Digital, in September 89%eeco and IBM entered into a cross license ageee providing for the grant by Vee
to IBM and the grant by IBM to Veeco of the non-esive right to make, use or sell SPM productsaitiy technology covered by certain
patents held by Veeco and IBM, respectively. Theagent terminates in August 2003. The cross leagseement replaces a prior patent
license agreement between IBM and Digital.
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ENVIRONMENTAL MATTERS

In October 1993, the California Regional Water @ualontrol Board, Central Coast Region (the "RWQLiBsued a Cleanup and
Abatement Order ("CAQ") for the site (the "Sitef)aofacility which was leased by a predecessord"8lban") of Sloan Technology Corp., a
subsidiary of the Company ("Sloan") in Santa Baab@alifornia. to be discharged into waters of $t@te at the Site where The CAO decli
that Lambda Electronics Inc. ("Lambda"), the Compand certain other parties had caused nor pedhittetain hazardous waste they create,
or threaten to create, a condition of nuisancee (Thmpany is named as a "discharger” in the CA@usEit acquired the assets and
liabilities of Old Sloan pursuant to the acquisitiof the equipment group of a predecessor of thefg2ay (the "Acquisition"); in addition, t
Company may be required to indemnify Lambda forgattions incurred by Lambda as a result of Old Skaperations.)

In compliance with the CAO, the Company submittesbaective action plan for remediating contamidegsils at the Site, by excavating
them, spreading them, tilling them, and then refillthe excavated areas with these soils. The RW@g@Boved this corrective action plan
June 6, 1994 and on November 29, 1994, the SamtmBaCounty Air Pollution Control District exemgtthe corrective action activities
from the District's air permit requirements. Théd semediation was completed in September 1995.Ttmmpany is currently performing post
soil remediation groundwater monitoring.

Reports prepared by consultants hired by the Cognpad by owners of the Site indicate elevated Ewékertain contaminants in samples of
groundwater underneath the Site. Pursuant to th®,@ASeptember 1998 the Company began implementafia groundwater remediation
plan approved by the RWQCB, which includes both'sparging” to remove volatile contaminants frorte$jroundwater and soil and
monthly monitoring of groundwater. The goal of thégnedial effort is to reduce contaminant concéiatna in Site groundwater to drinking
water standards approved by the U.S. Environméhtatection Agency and the RWQCB, or to demonsttsieany residual contamination is
migrating to Site groundwater from off-Site sourcEise Company has been sampling the groundwatérraaath since September. The
December samples did not show any contaminantsealaboratory detection limits. Consistent with themediation plan, the remediation
system has been temporarily shut down; the Comjgacgntinuing groundwater sampling. If contaminamet®ain below RWQCB standards
in subsequent sampling, the Company will ask the BB to close the CAO case. Alternatively, if thexa "rebound" in contaminant levels,
the Company will restart the remedial system argtate it until concentrations are again reducedb&WQCB standards. The Company's
consultants believe that, if there are two episade®ntaminant elimination and rebound, this Wwél a strong indication that contamination is
migrating to the Company's monitor wells from &fte sources. At such a point, the Company woutttkemle that its remedial obligation h
been fulfilled, and it would apply to the RWQCB fdosure of the CAO case.

The Company cannot at this time estimate the extieitd and Lambda's remaining remedial liabilityttee Site since that will depend upon
both the success of the groundwater
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remediation and the Company's ability to demonstiathe RWQCB that any remaining contaminatioSite groundwater is migrating onto
the Site from other sources.

Pursuant to the Acquisition, the Company is requioepay, and has paid for each of the past segarsyup to $15,000 per year of the
expenses incurred in connection with the operadfarertain equipment used in connection with thenitooing and remediation of certain
environmental contamination at the Company's PlamyNew York facility. The Company may under carteircumstances also be obliga
to pay up to an additional $250,000 in connectigth the implementation of a comprehensive planmvirmnmental remediation at the
Plainview facility; pursuant to the terms of theghésition, Lambda (as well as its corporate pargnitech, and certain of Lambda's
subsidiaries) are required to pay all other costsexpenses relating to any such plan of environahe@mediation. Because no such
comprehensive plan of remediation has been reqtirddte, the Company is not in a position to esténmore precisely what any actual
liability might be.

The Company is aware that petroleum hydrocarbotacoination has been detected in the soil at tleeodithe facility leased by its Sloan
subsidiary in Santa Barbara, California (the "Sl8ailding"). For 18 months after the AcquisitiohetCompany owned all of the outstanding
capital stock of a company which held title to 8iean Building, and a leasehold in the propertywhiich the Sloan Building is located. In
July 1991, the capital stock of such company wassfierred to Lambda, pursuant to provisions iretireement relating to the Acquisition.
Although there appears to be no evidence thatet@lpum constituents found in the soil are assediwith any activities of Sloan at the
Sloan Building, under Federal and California enwinental statutes, current "owners and operatoid™awners and operators" at the time of
disposal of hazardous substances may be deemésfbalstemoval and remediation of contaminatioa &cility. In connection with the
Acquisition, Lambda and Unitech plc agreed to indéynthe Company for liabilities incurred by the @pany which arise from the
environmental contamination at the site, and arsgscand expenses relating to the remediation thereo

The former headquarters of Digital, located at Rbbin Hill Road, Santa Barbara, California (the BRoHill Site™), which was acquired in
connection with the Company's merger with DigitaMay 1998, was purchased by Robin Hill Properties, ("Robin Hill*) from Raytheon
Company ("Raytheon") in November 1997. At the tiohsuch purchase, Robin Hill was an affiliate ofal. In connection with the
Company's merger with Digital, Robin Hill became/aolly-owned subsidiary of the Company. In 1994-Raytheon had carried out an
environmental site assessment of its Hollister Ale@ampus, which included the Robin Hill Site, thgh one of its subsidiaries, Raytheon
Engineers & Constructors, Inc. The assessment fquadtities of certain volatile organic compourhincipally trichloroethene and
benzene, above the applicable California maximuntentration levels, in aquifers lying approximaté0+50 feet below the northeast and
southeast corners and along the northern boundédime ®Robin Hill Site, as well as the same and otdeenpounds in deep and shallow
aquifers and in the soil of certain portions of test of the Raytheon Hollister Avenue Campus. Regn reported the findings of the
assessment to the RWQCB and proposed for the RtbiSite that possible off-site sources of the gmunds found under the site be
investigated and for the rest of the Raytheon K@l Avenue Campus that a study
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to determine feasibility and applicability of renmetibn of this part of the Campus be carried ouRaytheon. In response, the RWQCB
suggested additional testing at the Robin Hill &itd acquiesced in Raytheon's proposed study oést®f the Raytheon Hollister Avenue
Campus. The Company understands that the RWQCRBdiass yet ordered an investigation of off-siterses of the compounds found under
the Robin Hill Site, nor has it suggested remediatf the site.

It was a condition of Robin Hill's purchase of tRebin Hill Site that Raytheon carry out additiotedting at the site, including drilling and
sampling additional monitoring wells, sampling #wl and resampling the existing monitoring wellkis testing was conducted by Raytheon
Engineers & Constructors, working under the sutaede of Robin Hill's environmental consultant, PBRvironmental Consultants, Inc. The
testing confirmed the findings of the earlier assgant at the northeast and southeast corners sftthalthough at somewhat different levels
(higher levels of TCP in the southeast corner amabf levels in the northeast corner), but did imod these chemicals above maximum
concentration levels at the other tested portidribesite. In light of these findings, Robin Hilgreed to proceed with the purchase of the site.
The Company understands that Raytheon intendpttréhese findings to the RWQCB.

Under federal and California environmental statutesrent "owners and operators" of a contaminaiieq such as Robin Hill and Veeco, n
be deemed liable for remediating such contaminafitve agreement under which the purchase was conatad provides Robin Hill and its
successors with full indemnification from Raytheaggainst further costs of investigating the Robilt Slite and of remediating hazardous
substances released upon or under the site bémurchase, as well as continued migration oruader the site of identified contaminants.
Under the agreement, Raytheon is responsible écadinduct of discussions with governmental agentiekiding the RWQCB, relative to
investigations and remediation of the Robin HiteSi

EMPLOYEES

At December 31, 1998, the Company had approxima@Fkemployees, comprised of 205 in manufacturirdjtasting, 102 in sales and
marketing, 118 in service and support, 247 in exgjiimg, research and development, and 95 in geaénaihistration and finance. The
success of the Company's future operations deperdsye part on the Company's ability to recrmi¢tl #etain engineers, technicians and other
highly-skilled professionals who are in consideeatiémand. There can be no assurance that the Cgiwihbe successful in retaining or
recruiting key personnel. None of the Company'sleyges is represented by a labor union and the @agnpas never experienced a work
stoppage, slowdown or strike. The Company consiteemployee relations to be good.

None of the Company's senior management or key@mes is subject to an employment agreement; iili@ddnone of such individuals
subject to an agreement not to compete with the faom
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ITEM 2. PROPERTIES.

The Company's corporate headquarters and mantfagtamd research and development facilities focess equipment systems are located
in an 80,000 square foot building in Plainview, N¢ark, which is owned by the Company. The Compadsg amanufactures and designs
products in six other sites in the United Statdsictvinclude a 100,000 square foot facility in Ogahurg, New York, which was sold in
January 1999 as part of the Company's 1998 plamoofjanization, a 100,000 square foot facility irc3on, Arizona, owned by the Company,
a 40,000 square foot facility in Ronkonkoma, Newk, ¢eased by the Company, a 25,000 square fodityaa Santa Barbara, California,
leased by the Company (the Company is currentiketigag this building for sublease as part of thenpany's 1998 plan of reorganization
100,000 square foot facility in Santa Barbara, f6alia, owned by the Company and an 11,000 squantefécility in San Jose, California,
leased by the Company. The Tucson facility is stthifga mortgage, which at December 31, 1998, hamltstanding balance of $2,447,000.
The Santa Barbara facility is subject to a mortgagech at December 31, 1998 had an outstandirgnioal of $6,700,000. The Ronkonkoma
and Santa Barbara leases expire in 2003.

The Company also leases facilities located in fugalifornia and Chadds Ford, Pennsylvania forasssales and service centers for certain
of its products. Subsidiaries of the Company legmsee for use as sales and service centers in 8oufdance; Munchen, Germany;
Manheim, Germany; Cambridge, England; Watford, Bnd] Beijing, China; Hsinchu, Taiwan; Osaka, Jafarkyo, Japan and Penang,
Malaysia. The Company believes its facilities atequate to meet its current needs. Certain le¥edavaronmental contamination have been
detected at the Plainview, New York and Santa Barl@alifornia facilities of the Company. See "Bwesis - Environmental Matters."

ITEM 3. LEGAL PROCEEDINGS.

See "BusinesskEnvironmental Matters" for a description of certaimvironmental matters involving the Company. Ex@spdescribed there|
there are no material legal proceedings involvivg@ompany or any of its subsidiaries.

ITEM 4. SUBMISSION OF MATTERS TO VOTE OF SECURITY H OLDERS.
None.

15



PART Il
ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY A ND RELATED STOCKHOLDER

MATTERS.

The Common Stock is quoted on the NASDAQ Nationatkét under the symbol "VECQO". The 1998 and 19%jh laind low closing prices
are as follows:

1 998 1997
HIGH LOW HIGH LOW
First Quarter $37.19 $20.38 $31.38 $21.88
Second Quarter 42.13 22.94 41.50 25.75
Third Quarter 35.00 22.13 72.50 38.50
Fourth Quarter 54.38 21.63 59.50 19.19

On March 19, 1999, the closing price for the Conym@ommon Stock on the NASDAQ National Market $44.375. As of March 19,
1999, the Company had approximately 226 shareholferecord.

In May, 1998, in connection with the Digital merggre Company issued to the former stockholdeBigital a total of 5,583,725 shares of
Common Stock. The securities were issued withayistetion under the Securities Act of 1933 pursuarsection 4(2) thereof. See
"Business- Recent Developments.”

In July 1997, in connection with the acquisitionM@fko, in exchange for all of the outstanding calpstock of Wyko, the Company issued to
the former stockholders of Wyko a total of 2,868,8hares of Common Stock and to former option heldéWyko options to purchase
136,190 shares of Common Stock. The securities issoed without registration under the Securities @ 1933 pursuant to Section 4(2)
thereof. Options to purchase 30,547 shares of Conthtack were issued with an exercise price of $p&¥Gshare, options to purchase 10,182
shares of Common Stock were issued with an exepcise of $2.18 per share and options to purch&s#69 shares of Common Stock were
issued with an exercise price of $1.27 per share.

The Company has not paid dividends on the CommockSThe Company intends to retain future earniiigs)y, for the development of its
business and, therefore, does not anticipate lleaBoard of Directors will declare or pay any desdls on the Common Stock in the
foreseeable future. In addition, the provisionshaf Company's current credit facility limits ther@eany's ability to pay dividends. The Board
of Directors will determine future dividend politbased on the Company's results of operations, diaboondition, capital requirements and
other circumstances.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA.

The financial data set forth below should be reacoinjunction with "Management's Discussion andisia of Financial Condition and
Results of Operations" and with the Company's Clidested Financial Statements and notes theretadec elsewhere in this Form 10-K.

(IN THOUSANDS, EXCEPT PER SHARE DATA)
YEARS ENDED DECEMBER 31,

1998 1997 1996 1995 1994
STATEMENT OF INCOME DATA:
Net sales $ 206,838 $ 216,728 $165,059 $ 123,97 6 $ 84,959
Cost of sales 111,778 110,680 83,521 61,69 3 45,359
Gross profit 95,060 106,048 81,538 62,28 3 39,600
Costs and expenses 68,527 65,954 48,045 38,77 4 28,352
Merger and reorganization expenses 7,500 (1) 2,250(2) - - - -
Write-off of purchased in-process technology - s -- - --
Legal fees and claims related to litigation - - - - - 2,051
Operating income 19,033 33,644 33,493 23,50 9 9,197
Interest expense (income), net 888 7 (345) 17 9 2,901
Income before income taxes and
extraordinary item 18,145 33,637 33,838 23,33 0 6,296
Income tax provision (benefit) 5,444 7,610 6,941 2,49 7 (584)
Income before extraordinary item 12,701 26,027 26,897 20,83 3 6,880
Extraordinary (loss), net of $355 tax benefit - - - - - (679)
Net income $12,701 $26,027 $26,897 $20,83 3 $6,201
EARNINGS PER SHARE:
Income before extraordinary item per common
share $.87 $1.81 $1.89 $1.52 $.65
Extraordinary (loss) per common share -- - - - (.06)
Net income per common share $.87 $1.81 $1.89 $1.52 $.59
Diluted income before extraordinary item per
common share $.85 $1.75 $1.86 $1.48 $.62
Diluted extraordinary (loss) per common share
- - - - (.06)
Diluted net income per common share $.85 $1.75 $1.86 $1.48 $.56
PRO FORMA PRESENTATION (3):
Income before income taxes and extraordinary
item $18,145 $33,637 $33,838 $23,33 0 $6,296
Pro forma income tax provision 6,898 12,817 12,963 7,05 4 1,926
Pro forma income before extraordinary item 11,247 20,820 20,875 16,27 6 4,370
Extraordinary (loss), net of $355 tax benefit - - - - (679)
Pro forma net income $ 11,247 $ 20,820 $ 20,875 $ 16,27 6 $ 3,691
Pro forma net income per common share $.77 $1.45 $1.46 $1.18 $.35
Pro forma diluted net income per common share
$.76 $1.40 $1.44 $1.16 $.33
Weighted average shares outstanding 14,627 14,392 14,251 13,75 0 10,579
Diluted weighted average shares outstanding 14,887 14,908 14,490 14,06 8 11,056
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AS OF DECEMBER 31,

1 998 1997 1996 1995 1994

BALANCE SHEET DATA:
Cash and cash equivalents $ 23,492 $ 20,444 $ 26,322 $ 20,862 $ 5,610
Working capital 85,526 68,778 61,994 49,324 25,543
Excess of cost over net assets acquired, net 4,187 4,318 4,448 4,579 4,710
Total assets 1 72,837 159,631 113,339 93,248 62,643
Long-term debt (including current

installments) 17,147 17,356 10,669 10,766 2,839
Shareholders' equity 1 13,224 93,758 71,569 58,448 40,910

(1) Merger expenses related to the Digital mergamrewcomprised of transaction fees and expense3.®fillion and a $1.6 million non-cash
compensation charge related to stock issued inrdanoe with a prexisting agreement with a key Digital employee. igaaization expens
consisted of $.5 million for termination benefitsts, $.7 million for an estimated loss on a fusublease of an abandoned office and
manufacturing facility, $.9 million for write-dowrsf long-lived assets held for sale or disposad, $u5 million for other costs. See Note 2 to
the Consolidated Financial Statements.

(2) During 1997, the Company recorded a $2.3 mmilibarge for merger related fees consisting ofstaent banking, legal and other
transaction costs in connection with the mergeh Wityko.

(3) Pro forma net income and pro forma earningsshare present income taxes as if Digital, which marged with the Company in May
1998 in a transaction accounted for as a poolirigtefests, had been a "C" corporation for all gasipresented and, therefore, subject to
federal income taxes at the corporation level.Radhe merger, Digital had elected "S" corpomatitatus for income tax purposes and,
therefore, was not subject to federal income taxes.

ITEM 7. MANAGEMENT DISCUSSION AND ANALYSIS OF FINAN CIAL CONDITION AND RESULTS OF OPERATIONS.
OVERVIEW

Veeco is a leader in the design, manufacture, niagkand servicing of a broad line of precision raketgy and process equipment used to
measure, test and manufacture microelectronic ptedar the data storage and semiconductor ingsstRrecision metrology equipment is
primarily used to measure critical dimensions an fttim magnetic heads (TFMHs) and semiconductofics. Process equipment is
primarily used to etch and deposit materials inrttamufacture of TFMHSs.
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During the last several years, Veeco has increbsergphasized its metrology product line, whichagted for $126.2 million or 61.0% of
its net sales for the year ended December 31, T988.emphasis was demonstrated by the mergersMytto in July 1997 and Digital in
May 1998. These mergers resulted in a broadenitigeafnetrology product line by adding the opticakiferometry products manufactured
by Wyko and atomic force/scanning probe microscaopasufactured by Digital to the stylus profiler gugts manufactured by Veeco.
Veeco's net sales for 1998 included $102.5 miléitiributable to sales of Wyko and Digital produdfseco's consolidated financial condition
and results of operations have been retroactiveslfated to reflect Veeco's mergers with Wyko argitBli which have been accounted for as
poolings of interests.

RESULTS OF OPERATIONS

The following table sets forth, for the periodsicated, the relationship (in percentages) of setkitems of Veeco's consolidated statements
of income to its total net sales:

YEAR ENDED DECEMBER 31,

1998 1997 1996
Net sales 100.0% 100.0% 100.0%
Cost of sales 54.0 51.1 50.6
Gross profit 46.0 48.9 49.4
Operating expenses:
Research and development 13.2 11.3 10.7
Selling, general and administrative 20.3 19.2 18.0
Other-net (-3) -- 0.4
Merger and reorganization expenses 3.6 1.0 -
Write-off of purchased in-process technology -- 1.9 --
Total operating expenses 36.8 33.4 29.1
Operating income 9.2 15.5 20.3
Interest expense (income), net 0.4 0.0 (0.2)
Income before income taxes 8.8 155 20.5
Income tax provision 2.7 3.5 4.2
Net income 6.1% 12.0% 16.3%
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YEARS ENDED DECEMBER 31, 1998 AND 1997

Net sales were $206.8 million for the year endeddbeber 31, 1998, representing a decrease of $8i@mur 4.6%, when compared to t

year ended December 31, 1997. The decrease inrsfllgs a 27.9% decrease in process equipmest pattially offset by an 11.9

increase in metrology sales. Sales in the U.Sgf®jrJapan and Asia Pacific, respectively, accaliote48.8%, 19.0%, 16.8% and 10.4%,
respectively, of the Company's net sales for tlae gaded December 31, 1998. Sales in the U.S. alieapproximately 18.2%, while
international sales included a 79.3% increase hoE| a 16.8% increase in Japan and a 43.8% dedreasia Pacific from the comparable
1997 period. The decrease in U.S. sales principaflgcts reduced process equipment sales to ttatege customers. The increase in sales in
Europe and in Japan principally reflects incregeegess equipment sales to data storage custotoagswith increased metrology sales for
data storage and semiconductor applications. Toeedse in sales in Asia Pacific principally refieatdecrease in sales of all product lines
resulting from the economic downturn in that regibhe Company believes that there will continubaaquarter to quarter variations in the
geographic concentration of sales.

Metrology sales of $126.2 million for the year edd#ecember 31, 1998 increased by $13.4 millionlo8% over the comparable 1997 pe
principally reflecting increased purchases of metyp products for in-line inspection of criticakgts in data storage applications. Process
equipment sales of $60.9 million for the year enDedember 31, 1998, decreased by $23.6 milliori7d®% from the comparable 1997
period, as sales of ion beam etch products declpedially offset by increased sales of new depwsiproducts associated with the transition
to magnetoresistive (MR) and giant magnetoresigtBMR) thin film magnetic heads (TFMHS). lon beatohesales continue to be negativ
affected by excess capacity in the data storagesing Industrial measurement sales for the yede@mecember 31, 1998, of $19.7 million
increased 1.5% over the comparable 1997 period.

Veeco received $221.4 million of orders for theryeaded December 31, 1998, representing a 1.3%aserfrom $218.6 million of orders in
the comparable 1997 period. Metrology orders ireeddl2.4% to $131.4 million reflecting increasecchases of in-line metrology products
for production applications such as PTR (pole ¢ipession) measurements for new MR and GMR thintilagnetic heads. Process equipr
orders decreased 7.3% to $71.7 million as a re$altreduction in orders of ion beam etch produefecting weak data storage market
conditions, including industry-wide overcapacityduistrial measurement orders decreased 25.1% t8 $iilion as a result of a reduction in
orders of industrial leak detection equipment. Bhek-to-bill ratio for the year ended December B498 was 1.07 to 1.

Gross profit for the year ended December 31, 19%®5.1 million represents a decrease of $11.0anilfrom the comparable 1997 period.
Gross profit as a percentage of net sales decréagk0% for 1998 from 48.9% for 1997, principadiye to a decrease in gross margin for
the process equipment product line. This decliselted from lower sales volume,
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increased field support, warranty, facility andoimhation system costs and the increase in saleswfdeposition products with lower initial
gross margins than established ion beam etch pradlitce metrology product line experienced higleddfservice and warranty costs as it
expanded sales of production related inspectiols toadata storage customers at a variety of iatéynal locations.

Research and development expense for the year &wtminber 31, 1998 of $27.4 million increased by $fillion or 11.9% over the
comparable period of 1997, as the Company contitiugsrest in new product development in each®pibduct lines with particular
emphasis on in-line inspection tools in the megyplproduct line and deposition tools for its pracegquipment line.

Selling, general and administrative expenses oftpdtllion for the year ended December 31, 1998aierd relatively flat when compared to
1997.

As described in Note 2 to the Company's Consoldlgteancial Statements, for the year ended DeceBhet998, the Company recorded a
$7.5 million pre-tax charge for merger and reorgation expenses principally related to the mergér Rigital during such period. During
the year ended December 31, 1997, the Companydetar $4.2 million write-off for the fair values a€quired in-process engineering and
development projects that had not reached techivalofgasibility and have no future alternativesiaed a $2.3 million charge related to the
merger with Wyko.

Income taxes for the year ended December 31, 19@8ated to $5.4 million or 30% of income beforeane taxes as compared to $7.6
million or 23% of income before income taxes fag #ame period of 1997. These effective tax raftecteDigital's "S" Corporation status for
five months in 1998 (through the merger date) camgbéo a full year in 1997. As an "S" Corporati®igital was not subject to federal
income taxes at the corporation level.

YEARS ENDED DECEMBER 31, 1997 AND 1996

Net sales were $216.7 million for the year endeddb®ber 31, 1997 representing an increase of appately $51.7 million or 31.3%, whe
compared to the year ended December 31, 1996.rithesise reflects growth in Veeco's process equiparehmetrology product lines. Sales
in the U.S. increased approximately 54.2%, whiterimational sales included a 27.3% increase in Raigific, a 5.2% increase in Europe and
a 4.5% decrease in Japan.

Sales of metrology products increased by 22.5%ppoaximately $112.8 million in 1997 compared to @$8incipally as a result of increased
sales of Wyko optical interferometers, Dektak stypwofilers and scatterometers, atomic force mawpes and Digital SPM systems. Sales of
Wyko optical interferometers increased by 81% ectfhg increased acceptance by the semiconduatasiry of non-contact optical
measurement for advanced packaging. Sales of Dekghls profilers and scatterometers increasedllsy 2flecting acceptance of new
product introductions in the data storage and semdigctor industries. Atomic force microscope saleseased 15% reflecting increased
demand for advanced semiconductor applicationsoMsEnope Dimension SPM systems sales increased by
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approximately 16%, partially offset by a decreassdles of Digital's other product groups. Salgsro€ess equipment increased by 59% to
approximately $84.5 million in 1997 compared to 898riven principally by increased demand fromdlaga storage industry for equipment
used in the production of MR and GMR heads for ldghsity hard drives. Of this increase, approxitge88% was due to growth in volume,
with the balance of the increase due to a shifustomer demand to multi-process modules with as®d automation which resulted in an
approximately 47% higher average selling price system. Sales of industrial measurement produets approximately $19.4 million in
1997, which remained relatively flat when compaied996.

Veeco received approximately $218.6 million of ged@ 1997 compared to approximately $186.1 milim1996, reflecting both the
increased demand for high density hard drives heatontinued industry transition to the next geti@naMR thin film magnetic heads as w
as increased semiconductor industry investmentvarced products. The book-to-bill ratio was 1®1 for the year ended December 31,
1997.

Gross profit increased to approximately $106.0iamill or 48.9% of net sales for 1997, compared th%&illion or 49.4% of net sales for
1996. This decrease in gross margin is principattifibutable to a decrease in gross margin in Bligiscanning probe/atomic force
microscopes from 57.4% in 1996 to 56.2% in 1997.

Research and development expense increased byxapptely $6.8 million to approximately $24.5 miltipor 11.3% of net sales in 1997
compared to approximately $17.7 million or 10.7%alles in 1996, due to increased R&D investmeptdgess equipment and metrology.
Increased R&D investment was made in process earipim physical vapor deposition (PVD) and in i@aim deposition. In metrology,
increased investments were made in Wyko opticatietometer products for both data storage andammductor market products along with
investments in Dektak stylus profilers for the semniductor, data storage and flat panel display etar&nd investments in Digital products
for integrated circuit and data storage application

Selling, general and administrative expenses iseay approximately $11.9 million to 19.2% of sales in 1997 from 18.0% for 1996.
Selling expense increased $9.0 million, principdile to higher sales commissions resulting fronhédrigales volume, increased
compensation and travel expense as a result ofiauali sales and service personnel required to@tipeeco’'s growth and an increase in
advertising and marketing to support new products.

Operating expenses in 1997 include merger costsried in connection with the merger with Wyko Caigt@n of approximately $2.3
million, consisting of investment banking, legatlasther transaction costs. Operating expensesdn &&o include the effect of a $4.2 mill
charge representing the write-off of the fair valwé in-process engineering and development pojbett had not reached technological
feasibility and have no future alternative uses.

Income taxes amounted to $7.6 million or 22.6%nebme before income taxes for 1997 as compare€.forfillion or 20.5% of income
before income taxes for 1996. The principal
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reason for the low effective tax rate when compaoettie statutory income tax rate is due to Difité#" Corporation status. As an "S"
Corporation, Digital was not subject to federalonee taxes at the corporation level.

LIQUIDITY AND CAPITAL RESOURCES

Net cash provided by operations totaled $10.8 amilln 1998 compared to $18.1 million in 1997 and8.82nillion in 1996. Cash provided |
operations in 1998 resulted from (i) net incomespion-cash charges for depreciation and amortizagiod certain merger and reorganization
charges of $20.9 million plus (ii) increases ofraetl expenses and other current liabilities, ahdratet operating assets and liabilities of :
million and $1.1 million, respectively, and a dexse in accounts receivable of $2.7 million. Thémms$ were partially offset by an increase in
inventories and a provision for deferred incomestaaf $8.8 million and $1.1 million, respectiveds well as a decrease in accounts payable
of $5.8 million. The increase in inventories igiatitable to an increase in inventory at the Congfsadomestic manufacturing and
international sales locations to support new produmductions. Cash from operations in 1997 reesbifrom (i) net income plus non-cash
charges for depreciation and amortization and thiwff of purchased in-process technology of #3aillion plus (ii) increases of accounts
payable, accrued expenses and other currenttiabjland other net operating assets and lialsilafe$8.7 million, $4.5 million and $.6

million, respectively. These items were partialfiset by increases in accounts receivable, invéggand a provision for deferred income
taxes of $12.8 million, $13.6 million and $1.7 nah, respectively. The increases in accounts retédy inventories, accounts payable and
accrued expenses are attributable to the incre8®d sales volume. Cash from operations in 199@tegsfrom (i) net income plus non-cash
charges for depreciation and amortization of $28ilflon plus (ii) increases of accounts payableraed expenses and other current
liabilities, and other net operating assets arlliiees of $2.9 million, $4.1 million and $1.2 rdn, respectively. These items were partially
offset by increases in accounts receivable, invesg@nd deferred income taxes of $4.2 million738illion and $0.9 million, respectively.
The increases in accounts receivable, inventaaiesyunts payable and accrued expenses are attiibiahe increased 1996 sales volume.

Net cash used in investing activities in 1998 &da$8.1 million compared to $25.4 million in 199%&84.1 million in 1996. Veeco ma
capital expenditures of $8.1 million in 1998, comgzhto $21.0 million in the comparable 1997 periGdpital expenditures in 1998 were
principally for engineering and application lab gopent. Cash used for investing activities in 19@marily related to the PVD acquisition
($4.4 million) and capital expenditures ($21.0 raii). Capital expenditures in 1997 included thechase of a 100,000 square foot buildin
California for $9.7 million for the Company's mdtgy business, as well as for manufacturing faesitlaboratory and test equipment and
business system upgrades. Cash used in investingias in 1996 was for capital expenditures.

Net cash provided by financing activities totaldd4$million in 1998 compared to $1.6 million in I88nd a use of cash of $14.0 million
1996. The generation of cash in 1998 resulted fpomeceeds from stock issuances partially offsetibyributions to former
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Digital shareholders of $2.0 million. The generataf cash in 1997 resulted from proceeds from #ie af Common Stock and proceeds fi
long-term debt offset by distributions to formegiZal shareholders of $10.0 million. Cash usedd86lprincipally resulted from distributions
of $14.0 million to former Digital shareholders.

On February 2, 1999, the Company completed a pofficing, pursuant to which 1,000,000 shares ah@wn Stock, par value $.01 per
share, were issued and sold for $52.00 per stem® uinderwriting discounts and commissions of $@e34hare. The Company expects to use
the net proceeds of the offering (approximately.84fillion) for capital expenditures including cfemanufacturing areas and expanded
customer application laboratories and for workiagital and general corporate purposes, includingrg@l acquisitions.

The Company has an unsecured $40.0 million Crexdillify (the "Credit Facility") which may be usedrfworking capital, acquisitions and
general corporate purposes. The Credit Facilitydbderest at the prime rate of the lending bahksjs adjustable to a maximum rate of
1/4% above the prime rate in the event the Compaaio of debt to cash flow exceeds a definedratiLIBOR-based interest rate option is
also provided. As of December 31, 1998 there weramounts outstanding under the Credit Facility.

The Company will be required to repay promissoriea@mwed to former stockholders of Digital in tlygeegate principal amount of
$8,000,000 when they become due in March 2000 ribtes bear interest at an annual rate of 7.21%.

The Company believes that existing cash balanagsher with cash generated from operations and ate@vailable under the Credit
Facility will be sufficient to meet the Company®jected working capital and other cash flow reguients through 1999.

YEAR 2000

The Year 2000 Issue is the result of computer piogrusing two digits rather than four to definedbplicable year. Any of the Company's
computer programs or hardware or other equipmexttitive date-sensitive software or embedded chiysretognize a date using "00" as
the year 1900 rather than the year 2000. This caddlt in a system failure or miscalculations aagislisruptions of operations, including,
among other things, a temporary inability to preceansactions, send invoices, or engage in simdamal business activities.

Based on recent assessments, the Company has ideithmat it needs to modify or replace portiongobusiness systems' software and
certain hardware so that those systems will prgpéilize dates beyond December 31, 1999. The Compeesently believes that with
modifications or replacements of its business systexisting software and certain hardware, the Goys computer programs should be
able to continue to operate effectively after Deloen81, 1999. However, if such modifications arglaeements are not made, or are not
completed in a timely manner, the Year 2000 Issuddchave a material impact on the operations ®Gbmpany. Furthermore, in addition
its own systems, the Company relies directly awlité@ctly on external systems of its customers,

24



suppliers, creditors, financial organizations,iti¢is providers and governmental agencies (coitetj "Third Parties").

The Company is utilizing both internal and extenmgalources to resolve the Year 2000 Issue followiphased approach which is comprised
of inventory and assessment, planning and renaviatsting and implementation. The following desesi the Company's efforts to identify
and address its and applicable Third Party Yeab288ues with respect to a) the Company's infoonagchnology (IT) and non-IT systems,
including facilities and infrastructure, b) the Goamy's products and c¢) the Company's suppliers:

a) The Company's IT and non-IT systems includingifees and infrastructure:

In 1997, the Company completed the installation obw business system for its process equipmenindndtrial product lines which has
been certified by the vendor as Year 2000 compligine Company recently completed its assessmenteatidg of its business systems fo
metrology business lines. Based upon such assesametesting, along with installing vendor upgraded relying upon compliance
statements received from its software and hardwamneors, the Company believes its metrology busisgstems will properly utilize dates
beyond December 31, 1999. Furthermore, the Comjganythe process of installing a new businessesgdor its sales and service offices in
Europe that the vendor has certified is Year 20@@miant.

The Company recently completed its inventory arstssment of its desktop systems and laptops. Thp&@uy currently uses standard "off
the shelf" vendor-supplied software on its desldpgtems and laptops. Based upon this assessmefpthpany is not aware of any business
critical remediation that is required and belietrest its business critical desktop systems anafaptvill properly utilize dates beyond
December 31, 1999.

The Company is in the process of assessing its 3@@0 risk with respect to telephone and commuitinatsystems, utility systems and
building security systems. Formal inquiries wenatde Third Parties in December 1998 inquiringasuch Third Parties' Year 2000
readiness. The Company anticipates completingsgessment before June 30, 1999.

b) The Company's products:

The Company has recently completed its inventodyassessment of its products' Year 2000 readingizeng testing guidelines prepared by
Sematech, a consortium of suppliers to worldwideisenductor manufacturers. The Company plans toptpmith Sematech's guidelines
Year 2000 compliance for its metrology and pro@sgspment lines. The Company's new products argrks to be Year 2000 ready;
however, some of the Company's older productsredjuire upgrades for Year 2000 readiness. The Coynipéends to provide upgrades for
certain of
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such products, some of which will be provided tstomers without charge. Notwithstanding such effanhy failure of the Company's
products to perform, including system malfunctidog to the onset of Year 2000, could result inetadigainst the Company which could
have a material adverse effect on the Companylgaédnrss results of operations or financial conditionsuch event, the Company's customers
could choose to convert to other Year 2000 readdywts in order to avoid such malfunctions, whiohld have a material adverse effect on
the Company's business, financial condition orltesf operations.

¢) The Company's suppliers:

The Company is in the process of assessing itsfisigmt suppliers and subcontractors regardingstaéus of their Year 2000 readiness. To
date, the Company is not aware of any Year 20Qgifisat would materially impact the Company's besss$n financial condition or results of
operations. However, the Company has no meanssofiag that suppliers or subcontractors will be Y2200 ready. The inability of
suppliers or subcontractors to complete their 2880 resolution process in a timely fashion coulterially impact the Company. The
Company is unable to determine the effect of namyg@ance by suppliers or subcontractors.

The Company will utilize both internal and externedources to reprogram or replace, test, and mgi¢ the software and operating
equipment for Year 2000 modifications. The totadtanf the Year 2000 project is estimated at $40D005750,000 and is being funded
through operating cash flows. To date, the Comesyincurred approximately $250,000 of which $100,8as been expensed and $150
has been capitalized, related to all phases of #z& 2000 project. Of the total remaining projemsts, approximately $100,000 to $250,000 is
attributable to the purchase of new software aratamg equipment which will be capitalized. Theegning $50,000 to $250,000 relates to
repair of hardware and software and external ceasutosts and will be expensed as incurred.

Management of the Company believes it has an éffeptogram in place to resolve the Year 2000 Isswetimely manner. As noted above,
the Company has not yet completed all necessargeghat the Year 2000 program. In the event the Gompoes not successfully complete
any additional phases, the Company's ability tbulsiness with its suppliers and customers may sreiplied. In addition, there can be no
assurance that the systems of Third Parties witbiwthe Company interacts will not suffer from Y@&00 problems, or that such problems
would not have a material adverse effect on the @amy's business, financial condition or resultepdrations. In particular, Year 2000
problems that have been or may in the future betiiiied with respect to the IT and Non-IT systenfi§ bird Parties having widespread
national and international interactions with pessand entities generally (for example, certaini@ &lon-IT systems of governmental
agencies, utilities and information and financiatworks) could have a material adverse impact erCthmpany's financial condition or res
of operations.

The Company does not currently have any contingefays and has not yet determined its
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most reasonably likely worst case scenario witpeesto the Year 2000 Issue. The Company currénilythe process of reviewing its Year
2000 compliance plans to determine what continggteys, if any, are appropriate. There can be soraace that such measures will pre
the occurrence of Year 2000 problems, which coakkha material adverse effect upon the Compangiséss, results of operations or
financial condition.

RISK FACTORS THAT MAY IMPACT FUTURE RESULTS

Certain information provided by the Company, staeta made by its employees or information incluideits filings with the Securities and
Exchange Commission may contain statements whieHfarward-looking statements" which involve risksd uncertainties. The following
risk factors should be considered by shareholdeas@ by potential investors in the Company.

DEPENDENCE ON MICROELECTRONICS INDUSTRY; CYCLICALN OF DATA STORAGE AND SEMICONDUCTOR
INDUSTRIES. Veeco's business depends in largeupem the capital expenditures of data storage amdcenductor manufacturers which
accounted for the following percentages of the Camyfs net sales for the periods indicated:

YEAR ENDED DECEM BER 31,
1998 1997 1996
Data Storage 54.9% 53.2% 45.5%
Semiconductor 19.5% 19.8% 23.0%

The data storage and semiconductor industries Ibae characterized by cyclicality. These industnege experienced significant economic
downturns at various times in the last decade adtarized by diminished product demand, accelertesion of average selling prices and
production overcapacity. Recently, the data stoeagksemiconductor industries have experiencectove oversupply and poor operating
results and, as a result, Veeco's sales to datagstand semiconductor customers were weaker i@ 2 in 1997.
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FLUCTUATIONS IN QUARTERLY OPERATING RESULTS. Veecnfuarterly results have fluctuated significantltie past and we
expect this trend to continue. Factors which afégerterly results include:

- specific economic conditions in the data storagé semiconductor industries
- the timing of significant orders

- shipment delays

- specific feature requests by customers

- the introduction of new products by Veeco anddmpetitors

- production and quality problems

- changes in the cost of materials

- disruption in sources of supply

- seasonal patterns of capital spending by customer

- a downturn in the market for personal computerstoer products incorporating data storage teagywand semiconductors
- market acceptance of Veeco's systems and Veagstemers' products

Many of these factors are beyond Veeco's contrdlekéco's net sales levels in a particular quattenot meet expectations, Veeco's operating
results will be adversely affected, which may hameadverse impact on the Company's Common Stoce. pri

RAPID TECHNOLOGICAL CHANGE; IMPORTANCE OF TIMELY PRDUCT INTRODUCTION. The data storage and semicotaiuc
manufacturing industries are subject to rapid tetigical change and new product introductions artthacements. Veeco's ability to remain
competitive will depend in part upon the Compamyiity to develop in a timely and cost effectivammer new and enhanced systems at
competitive prices and to accurately predict tedmptransitions. In addition, new product introtlans or enhancements by Veeco's
competitors could cause a decline in sales ordbssarket acceptance of Veeco's existing prodlietseased competitive pressure could also
lead to intensified price competition resultingamer margins, which could materially and adverssfgct the Company's business, financial
condition and results of operations. The Compasiteess in developing, introducing and selling aed enhanced systems depends upon a
variety of factors, including:

- Veeco's product offerings

- timely and efficient completion of product desigmd development
- timely and efficient implementation of manufadhgr processes

- effective sales, service and marketing

- product performance in the field

Because new product development commitments musidale well in advance of sales, new product datssinust anticipate both the future
demand for the products under development anddghipmment required to produce such products. Veaooat be certain that the Company
will be successful in selecting, developing, mantifing and marketing new products or in enhaneixigting products.
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LIMITED SALES BACKLOG. Veeco's backlog at the beging of a quarter typically does not include alesarequired to achieve Veeco's
sales objective for that quarter. Moreover, alttoser purchase orders are subject to cancellatioescheduling by the customer, generally
with limited or no penalties. Therefore, backlog@ay particular date is not necessarily represiestaf actual sales for any succeeding pe
The Company's net sales and operating resultsdaaeter may depend upon orders obtained for systerbe shipped in the same quarter
the order is received. In addition, Veeco derivesiastantial portion of its net sales in any figuaiod from the sale of a relatively small
number of highpriced systems. As a result, the timing of recagnibf revenue for a single transaction could haveaterial adverse effect
Veeco's sales and operating results. Veeco's lassare financial results for a particular periodldde materially and adversely affected if
an anticipated order for even one system is n&ived in time to permit shipping during the period.

HIGHLY COMPETITIVE INDUSTRY. The data storage anghsiconductor capital equipment industries are sggncompetitive.
Established companies, both domestic and foreigmpete with each of Veeco's product lines. Manyeéco's competitors have greater
financial, engineering, manufacturing and marketiegpurces than the Company. A substantial invedtimeequired by customers to install
and integrate capital equipment into a productine.|As a result, once a manufacturer has selectedticular vendor's capital equipment,
Veeco believes that the manufacturer generallgselpon that equipment for the specific produdiioe application and frequently will
attempt to consolidate its other capital equipmeqgtirements with the same vendor. Accordinglg, farticular customer selects a
competitor's capital equipment, the Company expectxperience difficulty in selling to that custenfor a significant period of time. The
Company believes that Veeco's ability to competesssfully depends on a number of factors bothimwdhd outside of Veeco's control,
including:

- price

- product quality

- breadth of product line

- system performance

- cost of ownership

- global technical service and support

- success in developing or otherwise introducing peoducts

Veeco cannot be certain that it will be able to peta successfully in the future.
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DEPENDENCE ON PRINCIPAL CUSTOMERS; INDUSTRY CONCERATION. Veeco relies on Veeco's principal custonfera
significant portion of Veeco's sales. Veeco's ppakcustomers include International Business MaehiCorporation ("IBM"), Seagate
Technology, Inc. ("Seagate") and Read-Rite CorRefld-Rite"). The following table sets forth theqaestage of Veeco's net sales to such
principal customers for the periods indicated:

YEAR EN DED DECEMBER 31,
1998 1997 1996
IBM 17.4% 5.9% 4.1%
Seagate 10.6% 13.9% 10.5%
Read-Rite 7.1% 11.0% 10.6%
Next five top customers 10.9% 11.8% 7.8%

If the Company lost a major customer, or a sigaificportion of Veeco's sales to any major custoiheould adversely affect Veeco's results
of operations. Veeco's ability to increase saldhénfuture will depend in part upon Veeco's apilit obtain orders from new customers. The
Company cannot be certain that it will be abledcsd. In addition, a relatively small number ofy@manufacturers, many of whom are
Veeco's customers, dominate the data storage nydursd, to a lesser extent, the semiconductor imgu$ any of these large manufacturers
discontinues its relationship with Veeco or suffecenomic setbacks, Veeco's results of operationlslbe materially and adversely affected.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE AB  OUT MARKET RISK.
MARKET RISK
The principal market risks (i.e. the risk of lossimg from adverse changes in market rates ar@grito which the Company is exposed are:

- interest rates on debt and short-term investmpertfolios
- foreign exchange rates, generating translati@htamsaction gains and losses

INTEREST RATES

Veeco centrally manages its debt and investmertfgtios considering investment opportunities argksi tax consequences and overall
financing strategies. Veeco's investment portfatiogsist of cash equivalents; accordingly, they@tlagramounts approximate market value. It
is the Company's practice to hold these investmentsaturity. Assuming year-end 1998 variable defat investment levels, a one-point
change in interest rates would not have a matienighct on net interest expense.
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FOREIGN OPERATIONS

Operating in international markets sometimes ingslgxposure to volatile movements in currency exgbaates. The economic impact of
currency exchange rate movements on Veeco is carbgleuase such changes are often linked to vatjainilreal growth, inflation, interest
rates, governmental actions and other factors.& blkanges, if material, can cause the Companyjtistats financing and operating
strategies. Consequently, isolating the effecthainges in currency does not incorporate these ottpartant economic factors.

Vecco's net sales to foreign customers represeqmebximately 51.2% of Veeco's total net sales9i®8l 43.2% in 1997 and 51.7% in 1996.
The Company expects net sales to foreign customi#irsontinue to represent a large percentage aodés total net sales. Veeco's net sales
denominated in foreign currencies represented appedely 12.9% of Veeco's total net sales in 1¥8% in 1997 and 7.3% in 1996. The
Company generally has not engaged in foreign cayréedging transactions. The aggregate foreignangh gains and (losses) included in
determining consolidated results of operations #&&4,000, ($34,000), and $(153,000) in 1998, 188d,1996, respectively.

Changes in currency exchange rates that would hese the largest impact on translating Vecco'snaienal operating profit include the
German mark and Japanese yen. The Company estithates10% change in foreign exchange rates wioyldct reported operating profit
by less than $2.5 million. The Company believes thia quantitative measure has inherent limitatibacause, as discussed in the first
paragraph of this section, it does not take intmant any governmental actions or changes in eghstomer purchasing patters or our
financing and operating strategics.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements of the Company are listete Index to Consolidated Financial StatementsRinancial Statement Schedule files
part of this Form 10-K.

QUARTERLY RESULTS OF OPERATIONS

The following table presents selected financiahdat each quarter of fiscal 1998 and 1997. THisrination is unaudited, has been prepared
on a basis consistent with the Company's auditehtial statements and, in the opinion of the Campgananagement, reflects all
adjustments (consisting only of normal recurringuatinents) that the Company considers necessagyf@ir presentation of this information
in accordance with generally accepted accountiimgimes. Such quarterly results are not necessiadicative of future results of operations
and should be read in conjunction with the auditeahcial statements of the Company and the nbi®to.
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QUARTERLY STATEMENTS OF INCOME (IN THOUSANDS, EXCEP T FOR PER SHARE DATA):

FISCAL 199 8 FISCAL 19 97

Q1+ Q2 Q3 Q4  YEAR Q1* Q2 Q3 Q4 YEAR
Net sales $53,659 $51,147 $50,539 $51,493 $206,838 $49,210 $54,547 $55,195 $57,776  $216,728
Cost of sales 29,518 27,048 27,317 27,895 111,778 25,216 27,379 28,234 29,851 110,680
Gross profit 24,141 24,099 23,222 23,598 95,060 23,994 27,168 26,961 27,925 106,048
Cost and expenses 16,502 18,165 16,882 16,978 68,527 14,081 15,865 16,028 19,980 65,954
Merger and
reorganization
expenses - 7,500 - - 7,500 - - 2,250 -- 2,250
Write-off of
purchased
in-process - - - - - -- 4,200 - -- 4,200
technology
Operating income
(loss) 7,639 (1,566) 6,340 6,620 19,033 9,913 7,103 8,683 7,945 33,644
Interest expense
(income) 198 267 283 140 888 55 75 (209) 86 7
Income (loss) before
income taxes 7,441 (1,833) 6,057 6,480 18,145 9,858 7,028 8,892 7,859 33,637
Income tax provision
(benefit) 1,733  (51) 1,817 1,945 5444 2557 1,363 2,007 1,683 7,610
Net income (loss) $5,708 $(1,782) $ 4,240 $4,535 $12,701 $ 7,301 $5,665 $6,885 $6,176 $ 26,027

Net income (loss)

per common share $ .39 $(0.12) $ .29 $ 31%$ 8 $ 51% 39% 48
Diluted net income

(loss) per common

share $ .39 $(0.12) $ .29 $ 30$ 8 $ 50% .38% .46 $ 41 $ 1.75

PRO FORMA
PRESENTATION:
Income (loss) before

income taxes $7,441 $(1,833) $6,057 $6,480 $18,145 $ 9,858 $7,028 $ 8,892 $7,859 $33,637
Pro forma income tax
provision (benefit)y 2,836  (678) 2,241 2,499 6,898 3,792 2,709 3,350 2,966 12,817

Pro forma net income
(loss) $ 4,605 $(1,155) $ 3,816 $3,981 $11,247 $ 6,066 $4,319 $5,542 $4,893 $20,820

Pro forma net income

(loss) per common

share $ .32 $ (.08) $ .26 $ 27% 77 $ 42 $.30% .38 $ 34 $ 145
Pro forma diluted net

income (loss) per

common share $ 31 $ (.08) $ .26 $ 26% .76 $ 41 $29 $ .37 $ 33 $ 1.40
Weighted average
shares outstanding 14,510 14,566 14,654 14,774 14,627 14,308 14,352 14,432 14,458 14,392

Diluted weighted
average shares
outstanding 14,733 14,827 14,860 15,125 14,887 14,734 14,848 15,049 14,981 14,908

*Restated from previously filed Form 10-Q for theagter ended March 31, 1998 due to the Digital merg
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A variety of factors influence the level of the Coamy's net sales in a particular quarter includicgnomic conditions in the semiconductor,
data storage and flat panel display industriestithimg of significant orders, shipment delays,@fie feature requests by customers, the
introduction of new products by the Company anad@spetitors, production and quality problems, ¢fegnin material costs, disruption in
sources of supply, seasonal patterns of capitaidspg by customers, and other factors, many of whie beyond the Company's control. In
addition, the Company derives a substantial pouiits revenues from the sale of products whichehan average selling price in excess of

$750,000. As a result, the timing of recognition@fenue from a single transaction could have rifsignt impact on the Company's net s
and operating results in any given quarter.

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

None.
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PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT.

Reference is made to the Registrant's definitivxystatement to be filed with the Securities amdiange Commission within 120 days a
the end of the Registrant's fiscal year for infaioraconcerning directors and executive officershaf Registrant.

ITEM 11. EXECUTIVE COMPENSATION.

Reference is made to the Registrant's definitivxystatement to be filed with the Securities amdiange Commission within 120 days a
the end of the Registrant's fiscal year for infatioraconcerning executive compensation.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT.

Reference is made to the Registrant's definitioxypstatement to be filed with the Securities ardiange Commission within 120 days a
the end of the Registrant's fiscal year for infatioraconcerning security ownership of each persoown by the Company to own benefici
more than 5% of the outstanding shares of CommockSof each director of the Company and all exgeutfficers and directors as a group.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS.

Reference is made to the Registrant's definitivxystatement to be filed with the Securities amdiange Commission within 120 days a
the end of the Registrant's fiscal year for infaioraconcerning certain relationships and relataddactions.
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PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K.

(a) (1) The Registrant's financial statements togretvith a separate table of contents are anneswesid

(2) The financial statement schedule is listechangeparate table of contents annexed hereto.

(3) Exhibits:
EXHIBIT
Number Exhibit

21

2.2

3.1

3.2
4.1

10.5
10.6
10.7
10.8

10.9

Agreement and Plan of Merger among Veeco |
Instruments, Inc. and its Security holders

(8).

Agreement and Plan of Merger among Veeco |
Acquisition Corp. and Wyko Corporation and
April 28, 1997. (6)

Form of Amended and Restated Certificate o
Company. (7)

Form of Amended and Restated By-Laws of th
Form of Certificate for Common Stock. (1)

Distributor Agreement, dated as of Decembe
Technology Corporation and ULVAC Corporati

Amendment to Distributor Agreement, dated
between Sloan Technology Corporation and U

Exclusive Sales Agreement, dated as of Jul
Instruments and the Company. (2)

Exclusive Sales Agreement, dated as of Jul
Company and Seiko Instruments. (2)

Distributor Agreement, dated March 5, 1993
Seiko Instruments.(2)

10.11 Letter Agreement, dated November 22, 1993

F. Rein, Jr. (1)
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on. (2)

March 11, 1993, by and
LVAC Japan, Ltd.(2)

y 1, 1993, between Seiko
y 1, 1993, between the
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10.12 First Amendment and Restatement of Stock O
October 13, 1994 between the Company and J

10.13 Agreement dated as of February 7, 1994, ef
1993, between the Company and Robert Oates
1 thereto dated as of October 13, 1994. (1

10.15 Veeco Instruments Inc. 1994 Stock Option P
@

10.19 Letter Agreement dated January 16, 1995 be
Kiernan. (3)

10.20 Amended and Restated Veeco Instruments Inc
Plan. (4)

10.21 Veeco Instruments Inc. Employees Stock Pur

10.24 Lease dated July 1, 1993 and lease renewal
between Lambda (Santa Barbara) Inc., a Cal
Veeco Instruments Inc., a Delaware Corpora

10.25 Credit Agreement dated July 31, 1996 among
N.A. and The Chase Manhattan Bank. (5)

10.26  Security Agreement dated July 31, 1996 amo
N.A. and The Chase Manhattan Bank. (5)

10.27 Guarantee Agreement dated July 31, 1996 am
Bank N.A. and The Chase Manhattan Bank. (5

10.28 Guarantor's Security Agreement dated July
Technology Corporation, Fleet Bank N.A. an

®)

10.29 The Pledge Agreement dated July 31, 1996 a
Bank N.A. and The Chase Manhattan Bank. (5

10.30 The Patent and Trademark Security Agreemen
the Registrant, Fleet Bank N.A. and The Ch

10.32 Lease Extension dated as of November 1, 19
Wilson and Veeco Instruments Inc. (9)

10.33 Letter Agreement, dated December 2, 1997 b
and Dr. Donald Kania. (9)

10.34 Amendment No. 2 to credit agreement, dated
Veeco Instruments, Inc. and Fleet Bank N.A
Bank.*
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21.1 Subsidiaries of the Registrant. *
23.1 Consent of Ernst & Young LLP. *

27.1 Financial Data Schedule of Veeco Instrumen ts Inc. for the year ended
December 31, 1998.*

27.2  Financial Data Schedule of Veeco Instrumen ts Inc. for the year ended
December 31, 1997 (Restated).*

*FILED HEREWITH

(1) Previously filed as an Exhibit to the RegistimiRegistration Statement on Form S-1 (Registatio. 33-85184) and incorporated herein
by reference.

(2) Previously filed as an Exhibit to the RegistmiRegistration Statement on Form S-1 (Regisindtio. 33-85184) and incorporated herein
by reference; confidential treatment granted.

(3) Previously filed as an Exhibit to the Registiménnual Report on Form 10-K for the fiscal yeaded December 31, 1994 and
incorporated herein by reference.

(4) Previously filed as an Exhibit to the RegistimRegistration Statement on Form S-1 (Registatio. 33-93958) and incorporated herein
by reference.

(5) Previously filed as an Exhibit to the Registm@uarterly Report on Form 10-Q for the quartetesl June 30, 1996 and incorporated
herein by reference.

(6) Previously filed as an Exhibit to the RegistmQuarterly Report on Form 10-Q for the quartedezl March 31, 1997 and incorporated
herein by reference.

(7) Previously filed as an Exhibit to the Registlm@uarterly Report on Form 10-Q for the quartedezl June 30, 1997 and incorporated
herein by reference.

(8) Incorporated by reference from the Registradtigent Report on Form 8-K dated March 9, 1998.

(9) Previously filed as an Exhibit to the RegistlmAnnual Report on Form 10-K for the fiscal yeaded December 31, 1997 and
incorporated herein by reference.

(b) Reports on Form 8-K.

The Registrant filed a Form 8-K on January 11, 1@8&h included the Registrant's consolidated foanstatements and related financial
data, retroactively restated to reflect the Regigts mergers with Wyko Corporation in
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July 1997 and Digital Instruments, Inc. in May 19@®ich were accounted for as pooling of interéstasactions.

The Registrant filed a Form 8-K on January 22, 189®rting the Registrant's unaudited sales andrsrfr the quarter and year ended
December 31, 1998, and reference was made to ¢iss pelease dated January 21, 1999, announcingréaahation.

(c) Exhibits: See Index to Exhibits.
(d) Consolidated Financial Statement Schedule.
SCHEDULE II.--VALUATION AND QUALIFYING ACCOUNTS

All other schedules are omitted because they arapmicable or the required information is showrihie Consolidated Financial Statements
or notes thereto.
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SIGNATURES

Pursuant to the requirements of Section 13 or 16f(the Securities Exchange Act of 1934, as ameénithe Registrant has duly caused this
report to be signed on its behalf by the undersigtieereunto duly authorized.

VEECO INSTRUMENTS INC.
By:

/'s/ Edward H. Braun

Edward H. Braun
CHAI RVAN, CHI EF EXECUTI VE OFFI CER AND PRESI DENT

Pursuant to the requirements of the Securities &xgh Act of 1934, as amended, this report has sigeed below by the following persons
on behalf of the Registrant and in the capacitiesan the dates indicated.

SIGNATURES TITLE DATE
/s/ Edward H. Braun Direct or, Chairman, Chief Executive Officer and March 26, 1999
Edward H. Braun Presid ent (principal executive officer)
/s/ Richard A. D'Amore Direct or March 26, 1999

Richard A. D'Amore

/sl Joel A. Elftmann Direct or March 26, 1999

Joel A. Elftmann

/sl Virgil Elings, Ph.D. Direct or March 26, 1999

Virgil Elings, Ph.D.
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/sl Heinz K. Fridrich

Direct

Heinz K. Fridrich

/s/ John A. Gurley

Direct

John A. Gurley

/s/ Dr. Paul R. Low

Direct

Dr. Paul R. Low

/s/ Roger D. McDaniel

Direct

Roger D. McDaniel

/sl Irwin H. Pfister

Direct

Irwin H. Pfister

/sl Walter J. Scherr

Direct

Walter J. Scherr

/s/ John F. Rein, Jr.

Vice P

John F. Rein, Jr.

/s/ John P. Kiernan
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ting officer)
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Report of Independent Auditors
To the Shareholders and the Board of Directors ¥éestruments Inc.

We have audited the accompanying consolidated balsineets of Veeco Instruments Inc. and Subsidiééeco” or the "Company") as of
December 31, 1998 and 1997, and the related cdasedl statements of income, shareholders' equitycash flows for each of the three
years in the period ended December 31, 1998. Glitsaalso included the financial statement schettutbe accompanying Index. The
financial statements and schedule are the resplitysiti the Company's management. Our responsgyhii to express an opinion on these
financial statements and schedule based on outsaidé did not audit the financial statements afital Instruments, Inc. and Affiliates
("Digital"), which merged with Veeco in May 1998high statements reflect total assets constituthih 2s of December 31, 1997, and total
revenues constituting 23% in 1997 and 30% in 199Beconsolidated totals. Those statements wetiealiby other auditors whose report
has been furnished to us, and our opinion, in sadat relates to data included for Digital, is&d solely on the report of other auditors.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and dis@lssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell as evaluating the overall financial statetpeesentation. We believe that our
audits and the report of other auditors provideasonable basis for our opinion.

In our opinion, based on our audits and the reploother auditors for 1996 and 1997, the consdadiddinancial statements referred to above
present fairly, in all material respects, the cdidsted financial position of Veeco Instruments.land Subsidiaries at December 31, 1998 and
1997, and the consolidated results of their opmatand their cash flows for each of the threes/gathe period ended December 31, 199
conformity with generally accepted accounting piples. Also, in our opinion, the related financghtement schedule, when considered in
relation to the basic financial statements takea a$ole, presents fairly in all material respebesinformation set forth therein.

/sl Ernst & Young LLP

Mel vill e, New York
February 8, 1999
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Veeco Instruments Inc. and Subsidiaries

Consolidated Balance Sheets
(DOLLARS IN THOUSANDS)

ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, less allowance for doubtful
in 1998 and $1,005 in 1997
Inventories
Prepaid expenses and other current assets
Deferred income taxes

Total current assets

Property, plant and equipment at cost, net

Excess of cost over net assets acquired, less accum
of $1,171 in 1998 and $1,040 in 1997

Other assets, net

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY Current liabil
Accounts payable
Accrued expenses
Income taxes payable
Current portion of long-term debt

Total current liabilities

Deferred income taxes
Long-term debt
Notes payable to former Digital shareholders
Other liabilities
Shareholders' equity:
Preferred stock, 500,000 shares authorized; no s
outstanding
Common stock, 25,000,000 shares authorized; 14,8
shares issued and outstanding in 1998 and 1997

Additional paid-in capital
Retained earnings
Cumulative translation adjustment

Total shareholders' equity

Total liabilities and shareholders' equity

SEE ACCOMPANYING NOTES.

DECEMBER 31,

1998 1997
$ 23492 $ 20,
accounts of $1,725
43,018 44,
53,324 44,
1,388 1,
5,910 4,
127,132 116,
37,204 33,
ulated amortization
4,187 4,
4,314 5,
$ 172,837 $ 159,
ities:
$ 15624 $ 21,
24,549 22,
1,226 3,
207
41,606 47,
925
8,940 9,
8,000 8,
142
hares issued and
41,030 and 14,475,719
, respectively
148
62,810 54,
49,806 39,
460
113,224 93,
$ 172,837 $ 159,




Veeco Instruments Inc. and Subsidiaries

Consolidated Statements of Income
(IN THOUSANDS, EXCEPT PER SHARE DATA)

YEAR ENDED DECEMBER 31,

1998 1997 1996
Net sales $ 206,838 $ 216,728 $ 165,0 59
Cost of sales 111,778 110,680 83,5 21
Gross profit 95,060 106,048 81,5 38
Costs and expenses:
Research and development expense 27,374 24,470 17,7 02
Selling, general and administrative expense 41,951 41,591 29,7 12
Other--net (798) (207) 6 31
Merger and reorganization expenses 7,500 2,250 -
Write-off of purchased in-process technology
- 4,200 -
76,027 72,404 48,0 45
Operating income 19,033 33,644 33,4 93
Interest expense (income), net 888 7 3 45)
Income before income taxes 18,145 33,637 33,8 38
Income tax provision 5,444 7,610 6,9 41
Net income $ 12,701 $ 26027 $ 26,8 97
Earnings per share:
Net income per common share $.87 $1.81 $1. 89
Diluted net income per common share $.85 $1.75 $1. 86
Pro forma income tax presentation:
Income before income taxes $18,145 $33,637 $33,8 38
Pro forma income tax provision 6,898 12,817 12,9 63
Pro forma net income $11,247 $20,820 $20,8 75
Pro forma earnings per share:
Pro forma net income per common share $.77 $1.45 $1. 46
Pro forma diluted net income per
common share $.76 $1.40 $1. 44
Weighted average shares outstanding 14,627 14,392 14,2 51
Diluted weighted average shares outstanding 14,887 14,908 14,4 90

SEE ACCOMPANYING NOTES.
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Veeco Instruments Inc. and Subsidiaries

Consolidated Statements of Shareholders' Equity
(DOLLARS IN THOUSANDS)

ADDITIONAL CUMULATIVE
COMMON STOCK PAID-IN RETAINED TRANSLATION COMPREHENSIVE
SHARES AMOU NT  CAPITAL EARNINGS ADJUSTMENT TOTA L INCOME

Balance at December 31, 1995 14,234,749 $ 14 3 $47,398 $10,181 $ 769 $58,4 91
Exercise of stock options and

stock issuances under 48,807 - 285 - - 2 85

stock purchase plan
Translation adjustment - - - - (104) 1 04) $ (104)
Net income - - - 26,897 - 26,8 97 26,897
Distributions to former
shareholders of Digital - - - (14,000) - (14,0 00)
Balance at December 31, 1996 14,283,556 14 3 47,683 23,078 665 71,5 69 $ 26,793
Exercise of stock options and

stock issuances under stock 192,163 2 2,068 - - 2,0 70

purchase plan
Translation adjustment - - - - (631) 6 31) $ (631)
Stock option income tax benefit - - 1,790 - - 1,7 90
Sale of stock 2,933 2,9 33
Net income - - - 26,027 - 26,0 27 26,027
Distributions to former
shareholders of Digital - - - (10,000) - (10,0 00)
Balance at December 31, 1997 14,475,719 14 5 54,474 39,105 34 93,7 58 $ 25,396
Exercise of stock options and

stock issuances under stock 365,311 3 3,562 - - 3,5 65

purchase plan
Translation adjustment - - - - 426 4 26 $ 426
Stock option income tax benefit - - 3,189 - - 3,1 89
Non-cash compensation charge - - 1,585 - - 1,5 85
Net income - - - 12,701 - 12,7 01 12,701
Distributions to former

shareholders of Digital - - - (2,000) - (2,0 00)
Balance at December 31, 1998 14,841,030 $ 14 8  $62,810 $49,806 $ 460 $113, 224 $ 13,127

SEE ACCOMPANYING NOTES.




Veeco Instruments Inc. and Subsidiaries

Consolidated Statements of Cash Flows
(DOLLARS IN THOUSANDS)

YEAR ENDED DECEMBER 31,
1998 1997 1996

OPERATING ACTIVITIES
Net income $ 12,701 $ 26,027 $ 26,8 97
Adjustments to reconcile net income to net cash

provided by operating activities:

Depreciation and amortization 4,703 2,215 2,0 41
Deferred income taxes (1,085) (2,709) (8 95)
Non-cash merger and reorganization expenses 3,544 - -
Write-off of purchased in-process technology - 4,200 -
Changes in operating assets and liabilities:
Accounts receivable 2,695 (12,805) (4,2 05)
Inventories (8,836) (13,633) (8,6 84)
Accounts payable (5,823) 8,694 29 01
Accrued expenses and other current liabiliti es 1,847 4,483 4,0 86
Other, net 1,073 638 1,2 29
Net cash provided by operating activities 10,819 18,110 23,3 70

INVESTING ACTIVITIES
Capital expenditures (8,138) (21,047) 4,0 67)

Net assets of business acquired (4,375) -
Net cash used in investing activities (8,138) (25,422) (4,0 67)
FINANCING ACTIVITIES
Proceeds from stock issuance 3,565 5,003 2 85
Proceeds from long-term debt - 6,800 -
Distributions to former shareholders of Digital (2,000) (10,000) (14,0 00)
Other (209) (160) 2 89)
Net cash provided by (used in) financing activities 1,356 1,643 (14,0 04)
Effect of exchange rate changes on cash and cash eq uivalents

(989) (209) 1 61
Net increase (decrease) in cash and cash equivalent S 3,048 (5,878) 54 60
Cash and cash equivalents at beginning of year 20,444 26,322 20,8 62
Cash and cash equivalents at end of year $ 23,492 $ 20,444 $26,3 22

SEE ACCOMPANYING NOTES.



Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 1998
1. SIGNIFICANT ACCOUNTING POLICIES
BUSINESS

Veeco Instruments Inc. ("Veeco" or the "Company$igns, manufactures, markets and services a bineadf precision metrology and
process equipment used to measure, test and maumefaticroelectronic products for the data storaige semiconductor industries. Veeco's
precision metrology equipment is primarily usedreasure critical dimensions on thin film magnegadts and semiconductor devices. The
Company's process equipment is primarily useddio @hd deposit materials in the manufacture offilimmagnetic heads. Veeco sells its
products worldwide to many of the leading manufesrtsiin the data storage, semiconductor and otickssiries, as well as research and
development centers and universities.

USE OF ESTIMATES

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the amounts reportttkifinancial statements and accompanying notesiahresults could differ from those
estimates.

PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include tumants of Veeco and its subsidiaries. Intercompgmys and transactions have been
eliminated in consolidation.

REVENUE

Revenue is recognized when title passes to themest generally upon shipment. Service and maimmaontract revenues are recorded as
deferred income, which is included in other accrexpenses, and recognized as income on a straghbdsis over the service period of the
related contract. The Company provides for (1)astmated costs of fulfilling its installation ofiitions and (2) warranty costs at the time the
related revenue is recorded.
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
CASH FLOWS

The Company considers all highly liquid investmensith a maturity of three months or less when pasgl to be cash equivalents. Interest
paid during 1998, 1997 and 1996 was approximatgjg¢35,000, $1,103,000 and $734,000, respectivetprhe taxes paid in 1998, 1997 and
1996 was approximately $4,683,000, $5,370,000 &yd0$,000, respectively.

INVENTORIES
Inventories are stated at the lower of cost (ppally first-in, first-out method) or market.
DEPRECIABLE ASSETS

Depreciation and amortization are generally compibtethe straight-line method and are charged agaioome over the estimated useful
lives of depreciable assets.

INTANGIBLE ASSETS

Excess of cost of investment over net assets adjisrbeing amortized on a straight-line basis d@eyears. Other intangible assets, included
within other assets on the balance sheet, congisisipally of purchased technology, patents, safaicenses and deferred finance costs of
$2,095,000 and $3,663,000, which are net of accatmdlamortization of $1,423,000 and $1,501,000eszelnber 31, 1998 and 1997,
respectively. Other intangible assets are amortized periods ranging from 3 to 17 years.

ENVIRONMENTAL COMPLIANCE AND REMEDIATION

Environmental compliance costs include ongoing mesiance, monitoring and similar costs. Such castespensed as incurred.
Environmental remediation costs are accrued wheit@mental assessments and/or remedial effortprafgable and the cost can be
reasonably estimated.
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
FOREIGN OPERATIONS

Foreign currency denominated assets and liabilitiegranslated into U.S. dollars at the exchaatesrexisting at the balance sheet date.
Resulting translation adjustments due to fluctusgim the exchange rates are recorded as a sepamp®nent of shareholders' equity.
Income and expense items are translated at thageexchange rates during the respective periods.

RESEARCH AND DEVELOPMENT COSTS

Research and development costs are charged tosexperincurred and include expenses for developofier@w technology and the transit
of the technology into new products or services.

ADVERTISING AND PROMOTIONAL EXPENSE

The cost of advertising is expensed as of thedhstving. The Company incurred $3,988,000, $4,688dhd $3,307,000 in advertising costs
during 1998, 1997 and 1996, respectively.

STOCK BASED COMPENSATION

The Company accounts for its stock-based compamsplans in accordance with Accounting Principlesi8l Opinion No. 25, "Accounting
for Stock Issued to Employees" (APB 25) and reldmeerpretations. Under APB 25, because the exemige of the Company's employee
stock options is set equal to the market pricdefinderlying stock on the date of grant, no corsggon expense is recognized.

FAIR VALUE OF FINANCIAL INSTRUMENTS

The carrying amounts of the Company's financiarimeents, including cash and cash equivalents,uatsaeceivable, accounts payable and
accrued expenses approximate fair value due toshert maturities.
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
1. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The fair values of the Company's debt, includingext maturities, are estimated using discountsti iaw analyses, based on the estimated
current incremental borrowing rates for similaragpf securities. The carrying amount of the Comjsathebt at December 31, 1998 and 1
approximates fair value.

EARNINGS PER SHARE

Basic and diluted earnings per share is calculiat@dcordance with Statement of Financial Accounttandards ("SFAS") No. 128,
"Earnings per Share". All earnings per share anmiarntall periods have been presented, and whemppate, restated to conform to the
requirements of SFAS No. 128.

The following table sets forth the reconciliatiocihweighted average shares outstanding and dilutgghted average shares outstanding:

1998 1997 1996

(IN THOUSANDS)

Weighted average shares outstanding 14,627 14,392 14,251
Dilutive effect of stock options 260 516 239

Diluted weighted average shares outstanding
14,887 14,908 14,490

RECLASSIFICATIONS
Certain amounts in the 1997 and 1996 financiaésiants have been reclassified to conform with #83Jpresentation.
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
2. BUSINESS COMBINATIONS AND BASIS OF PRESENTATION

On May 29, 1998, Veeco merged with Digital Instrumise Inc. ("Digital"), a leader in scanning proliefaic force microscopy (SPM/AFM).
Under the merger, Digital shareholders receive8%,85 shares of Veeco Common Stock. The mergeae@sunted for as a pooling of
interests and, accordingly, historical financialadaas been restated to include Digital data. Mezgpenses were comprised of transaction
fees and expenses of $3,300,000 and a $1,585,000ast compensation charge related to stock isaumrtordance with a pre-existing
agreement with a key Digital employee. Reorgamzragixpenses, principally related to the Digital ty#er consisted of $509,000 for
severance costs, $750,000 for an estimated loasuture sublease of an abandoned office and metomiiag facility, $887,000 for write-
downs of long-lived assets held for sale or dispasd $469,000 for other costs. The Company implestkits reorganization plan in an
effort to integrate Digital into the Company, colidate manufacturing facilities, terminate its metikg and distribution agreements for a
Metrology product which competed directly with Qi and reduce other operating expenses. Theasecosts covered 13 management
and manufacturing employees located in Santa Bayl@alifornia, and Plainview and Orangeburg, Newkyio the Metrology and Process
Equipment segments, respectively. Termination bengaid during 1998 approximated $300,000. Théeasde loss covered an office and
manufacturing facility in Santa Barbara, Californ@harges associated with the sublease loss wihixover the remaining life of the lease.
The write-down of long-lived assets, to estimatetirealizable value, related primarily to three SXtdmic force microscopes previously
used for demonstration and testing purposes in &sdédetrology segment.

The Company owns 50% of Digital Instruments Gmblgeaman company, which exclusively distributed Bit§ products in Germany and

Eastern Europe through September 30, 1998. The @wmymgccounts for its investment in Digital InstrurteeGmbH under the equity method
of accounting. Prior to the merger, Digital hadcedel "S" Corporation status for income tax purp@sestherefore was not subject to federal
income taxes at the corporation level. As a resfullhe merger, Digital's "S" Corporation electioassterminated. Pro forma net income and

pro forma net income per share as shown in thenaganying Consolidated Statements of Income refiectsme taxes for Digital as if it had

been a "C" Corporation for all periods presented.

F-11



Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
2. BUSINESS COMBINATIONS AND BASIS OF PRESENTATIOCONTINUED)

On July 25, 1997, a wholly-owned subsidiary of Meeterged into Wyko Corporation ("Wyko") of Tucsdrjzona, a leading supplier of
optical interferometric measurement systems foidéita storage and semiconductor industries. Utaemierger, Wyko shareholders received
2,863,810 shares of Veeco Common Stock and hotdergtions to acquire Wyko common stock receivetions to acquire an aggregate of
136,190 shares of Veeco Common Stock. The mergelaaeounted for as a pooling of interests transaciMerger expenses of
approximately $2,250,000 pertaining to investmemtking, legal fees and other otime transaction costs were charged to operatipgrese:
during the year ended December 31, 1997.

The following table displays the revenues and metbiine of the separate companies for the periodegigg the business combinations and
the amounts after the mergers through December@8:

YEAR ENDED DECEMBER 31,

1998 1997 1996

Revenues:

Veeco (pre-mergers) $ 56,363 $ 71,211 $ 96,832

Wyko - 18,285 18,210

Digital 22,667 51,320 50,017

Veeco (post-mergers) 127,808 75,912

Combined $ 206,838 $ 216,728 $ 165,059
Net income:

Veeco (pre-mergers) $ 188 $ 2,723 $ 8,038

Wyko - 3,472 2,797

Digital 4,242 13,744 16,062

Veeco (post-mergers) 8,271 6,088 -

Combined $ 12,701 $ 26,027 $ 26,897
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
2. BUSINESS COMBINATIONS AND BASIS OF PRESENTATIOCONTINUED)

On April 10, 1997, Veeco acquired from Materialss®arch Corporation, certain assets of the Phygigabr Deposition data storage busin
for cash of $4,375,000 plus the assumption of meli@bilities. The acquisition was accounted feing the purchase method of accounting.
Accordingly, the purchase price was allocated &ortét assets acquired based on their estimatedafaies as determined by an independent
appraisal, including $4,200,000 allocated to ingess engineering and development projects. Theiasso projects had not reached
technological feasibility and had no alternativaufe uses and thus the amounts allocated to swpbcps were expensed as of the date of
acquisition.

3. BALANCE SHEET INFORMATION

DECEMBER 31,

1998 1997
(IN THOUSANDS)
Inventories:

Raw materials $ 28,202 $ 25,277
Work in process 12,652 8,528
Finished goods 12,470 11,020

$ 53,324 $ 44,825

DECEMBER 31, ESTIMATED
1998 1997 USEFUL LIVES

(IN THOUSANDS)
Property, plant and equipment:

Land $ 5,166 $ 5,166

Buildings and improvements 18,382 19,543  10-39 years

Machinery and equipment 27,686 19,708 3-7 years

Leasehold improvements 1,831 516 3-7 years
53,065 44,933

Less accumulated depreciation and
amortization 15,861 11,589

$ 37,204 $ 33,344
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)

3. BALANCE SHEET INFORMATION (CONTINUED)

DECEMBER 31,
1998 1997

(IN THOUSANDS)
Accrued expenses:

Litigation reserve $ 1,500 $ 1,500
Payroll and related benefits 5,090 5,713
Taxes, other than income 4,019 1,996
Deferred service contract revenue 738 594

Customer deposits and advanced billings 2,292 2,262
Installation and warranty 6,119 4,638
Other 4,791 5,443

$ 24,549 $ 22,146

4. LONG-TERM DEBT

The Company has an unsecured credit facility, asnaled on January 31, 1999 (the "Credit Facilityhich may be used for working capital,
acquisitions and general corporate purposes. TadiFacility provides the Company with up to $4llion of availability. The Credit
Facility's interest rate is the prime rate of thieding banks, but is adjustable to a maximum raié496 above the prime rate in the event the
Company's ratio of debt to cash flow exceeds anddfratio. A LIBOR based interest rate option &grovided. The Credit Facility expires
December 31, 2001, but under certain conditiom®iwertible into a term loan, which would amortirearterly through December 31, 2005.

The Credit Facility contains certain restrictiveszenants, which among other things, impose limitatiwith respect to incurrence of certain
additional indebtedness, payments of dividendg-t@nm leases, investments, mergers, consolidatindspecified sales of assets. The
Company is also required to satisfy certain finahtgsts.

As of December 31, 1998 and 1997, no borrowingewetstanding under the Company's Credit Facility.
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
4. LONG-TERM DEBT (CONTINUED)

In April 1995, the stockholders of Digital receiveitributions in the amount of $8,000,000 in thenf of unsecured promissory notes,
bearing interest at 7.21 percent per annum wittré@st due quarterly and principal due on or befféaech 31, 2000. Interest relating to these
notes approximated $577,000 for each of the yeated1998, 1997 and 1996.

Long-term debt consists of two mortgage notes payalach secured by the land and building subgetti¢ respective mortgage. One
mortgage note payable bears interest at a rat&®§ 8nd matures on October 14, 2002. The othergaget note payable bears interest at rate
of 7.75% for the first five years with a final pagnt due in December 2007. At the end of five yettiesjnterest rate will change each year
based on the bank's index rate plus 1.75%.

This note payable is being amortized over 25 yedtsa balloon payment due at the end of ten ydamsg-term debt matures as follows:

(IN THOUSANDS)

1999 $ 207
2000 245
2001 267
2002 2,181
2003 136
Thereafter 6,111
9,147
Less current portion 207
$ 8,940

5. SHAREHOLDERS' EQUITY AND STOCK COMPENSATION PLAN

Net income and earnings per share determined oo fopna basis as if the Company had accountetlSstock options granted subsequ
to December 31, 1994 under the fair value methtichated at the date of grant using a Black-Schogg®n pricing model follows:
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
5. SHAREHOLDERS' EQUITY AND STOCK COMPENSATION PLAN(CONTINUED)

DECEMBER 31,

1998 1997 1996

(IN THOUSANDS, EXCEPT PER SHARE AMOUNT)
Pro forma net income $ 9,032 $ 24,784 $ 26,399
Pro forma net income per share $ .62 $ 1.72 $ 1.85
Pro forma diluted net income per share $ .62 $ 1.67 $ 1.83

FIXED OPTION PLANS

The Company has two fixed option plans. The Veastriments Inc. Amended and Restated 1992 Emplogéask Option Plan (the "Stock
Option Plan™) provides for the grant to officersld@®y employees of up to 2,126,787 options (104dtions available for future grants as of
December 31, 1998) to purchase shares of Commahk 8fahe Company. Stock options granted pursuatité Stock Option Plan become
exercisable over a thrgear period following the grant date and expireratitn years. The Veeco Instruments Inc. 1994 Sogation Plan fol
Outside Directors, as amended (the "Directors'@pfllan”), provides for the automatic grant of ktoptions to each member of the Boar
Directors of the Company who is not an employethefCompany. The Directors' Option Plan providegtie grant of up to 115,000 options
(15,003 options available for future grants as e€&@mber 31, 1998) to purchase shares of Commok 8tdlse Company. Such options
granted are exercisable immediately and expire tdteyears. In connection with the merger with \Wytkolders of the then outstanding
Wyko stock options received options to purchasaggregate of 136,190 shares of Veeco Common Stock.

The fair values of the options issued under theplaas at the date of grant were estimated wittfdhewing weighted-average assumptions
for 1998, 1997 and 1996: risk-free interest rat6.686, 6.3% and 6.3%, respectively, no dividenddyieolatility factor of the expected
market price of the Company's Common Stock of 58086 and 50%, respectively, and a weighted-averageoted life of the option of four
years.
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Veeco Instruments Inc. and Subsidiaries

Notes to Consolidated Financial Statements (contiraal)

5. SHAREHOLDERS' EQUITY AND STOCK COMPENSATION PLAN(CONTINUED)

A summary of the Company's stock option plans d&3emfember 31, 1996, 1997 and 1998, and changesydie years ended on those dates

is presented below:

1996
OPTI

SHARES PRI

(000) PERS
Outstanding at beginning of year 606 $
Granted 175 1
Exercised (32)
Forfeited 91) 1
Outstanding at end of year 658 $
Options exercisable at year-end 324 $
Weighted-average fair value of

options granted during the year $

1997 1998

ON WEIGHTED-AVERAGE WEIGHT
CE SHARES  EXERCISE SHARES E
HARE  (000) PRICE  (000)

885 658 $944 1154 $
368 681 3222 1,037
2.68  (165) 9.76  (336)
367 (20 2160  (168)

9.44 1,154 $22.64 1,687 $

5.72 330 $ 9.25 346 $

6.24 $14.83 $

The following table summarizes information abowetl stock options outstanding at December 31, 1998:

OPTIONS OU
NUMBER
OUTSTANDING
AT DECEMBER WEIGHTED-AV

RANGE OF 31, 1998 REMAINI
EXERCISE PRICE (000'S) CONTRACTUAL
$ 0.69 2 3.8
2.18 8 15
4.50 18 5.6
9.50- 13.38 75 6.7
1450 - 21.63 88 7.6
22.00- 32.41 1,318 9.1
33.06 - 47.44 169 8.8
50.25- 57.25 9 8.6
0.69 - 57.25 1,687 8.8

TSTANDING OPTIONS EXERCISAB
NUMBER
OUTSTANDING
ERAGE AT DECEMBER

NG WEIGHTED-AVERAGE 31,1998 WEIGHTED
LIFE EXERCISE PRICE (000's) EXERCIS

$ 0.69 2 $0
2.18 8 2
4.50 18 4
12.41 65 12
16.35 39 16
25.33 144 25
39.19 67 39
51.81 3 51
$25.46 346 $24
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
5. SHAREHOLDERS' EQUITY AND STOCK COMPENSATION PLAN(CONTINUED)
EMPLOYEE STOCK PURCHASE PLAN

Under the Veeco Instruments Inc. Employee Stockliage Plan (the "Plan™), the Company is authoriaéssue up to 250,000 shares of
Common Stock to its full-time domestic employee=anty all of whom are eligible to participate. Undlee terms of the Plan, employees can
choose each year to have up to 6% of their anrassd barnings withheld to purchase the Company'sx@enstock. The purchase price of
stock is 85% of the lower of its beginning-of-yearend-of-year market price. Under the Plan, then@any issued 29,352 shares, 12,996
shares and 14,278 shares to employees in 1998,at#b¥996, respectively. The fair value of the eaypés’ purchase rights were estimated
using the following assumptions for 1998, 1997 4886, respectively: no dividend yield for all yeaas expected life of one year for all
years; expected volatility of 59%, 70% and 70%; esk-free interest rates of 5.3%, 5.3%, and 5.2%. Tamgktedaverage fair value of tho
purchase rights granted in 1998, 1997 and 1996989, $6.58 and $5.20, respectively.

As of December 31, 1998, the Company has resendf$, 796 and 176,898 shares of Common Stock foarsse upon exercise of stock
options and issuance of shares pursuant to the iReigmectively.

PREFERRED STOCK

The Board of Directors has authority under the Canyfs current Amended and Restated Certificatea@drporation to issue shares of
preferred stock with voting and economic rightbéodetermined by the Board or Directors.
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Veeco Instruments Inc. and Subsidiaries

Notes to Consolidated Financial Statements (contiraal)

6. INCOME TAXES

Deferred income taxes reflect the net tax effettemporary differences between the carrying anmohissets and liabilities for financial

reporting purposes and the amounts used for in¢armpurposes. Significant components of the Comgaigferred tax liabilities and assets
are as follows:

DECEMBER 31,
1998 1997

(IN THOUSANDS)
Deferred tax liabilities:

Tax over book depreciation $ 925 $ 702
Deferred tax assets:

Inventory valuation 2,861 2,247

Foreign net operating loss carryforwards 246 1,084

Warranty and installation 2,380 1,878

Other 669 387
Total deferred tax assets 6,156 5,596
Valuation allowance (246) (994)
Net deferred tax assets 5,910 4,602
Net deferred taxes $ 4,985 $ 3,900

For financial reporting purposes, income (losspbefncome taxes consists of:

YEAR ENDE D DECEMBER 31,
1998 1997 1996
(IN THOUSANDS)
Domestic $16,130 $33,654 $34,135
Foreign 2,015 a7 (297)
$18,145 $33,637 $33,838
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6. INCOME TAXES (CONTINUED)

Veeco Instruments Inc. and Subsidiaries

Notes to Consolidated Financial Statements (contiraal)

Significant components of the provision (benefit) income taxes are presented below:

Current:
Federal
Foreign
State
Utilization of research tax credits

Deferred:
Federal
Foreign
State

YEAR ENDED DECEMBER 31,
1998 1997 1996

(IN THOUSANDS)

$ 4,436 $ 7371 $ 6,442

546 306 129
1,547 1,642 1,542
- - (277)
6,529 9,319 7,836
(968) (1,517) (795)
90 - -
(207) (192) (200)
(1,085) (1,709) (895)

$ 5,444 $ 7,610 $ 6,941
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
6. INCOME TAXES (CONTINUED)

The following is a reconciliation of the income texpense computed using the federal statutoryteatee Company's actual income tax
expense:

YEAR ENDED DECEMBER 31

1998 1997 1996
(IN THOUSANDS)
Tax at U.S. statutory rates $ 6,351 $ 11,773 $ 118 43
State income taxes (net of federal benefit) 817 925 8 56
Goodwill amortization 46 46 46
Nondeductible merger expenses 1,164 700 -
Other nondeductible expenses 140 116 52
Operating losses not currently realizable 14 335 2 25
Income of "S" Corporation not subject to
federal corporation tax (1,513) (4,875) (5,7 28)
Operating losses currently realizable (168) (13) -
Research and development tax credit (796) (619) (1 84)
Benefit of foreign sales corporation (457) (479) (1 73)
Other (154) (299) 4
$ 5,444 $ 7,610 $ 69 41

One of the Company's foreign subsidiaries has petating loss carryforwards for foreign tax purmosapproximately $500,000 at
December 31, 1998, which expire in the year 2002.
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
7. COMMITMENTS AND CONTINGENCIES AND OTHER MATTERS
MINIMUM LEASE COMMITMENTS

Minimum lease commitments as of December 31, 188@roperty and equipment under operating leaseeagents (exclusive of renewal
options) are payable as follows:

(IN THOUSANDS )
1999 $ 1,572
2000 1,301
2001 1,042
2002 986
2003 625
Thereafter 190
$ 5,716

Rent charged to operations amounted to $1,702§10079,000 and $1,408,000 in 1998, 1997 and 1€3pectively. In addition, the
Company is obligated under the leases for certiiar@xpenses, including real estate taxes andanse.

ROYALTIES

The Company has arrangements with a number of piairtles to use patents in accordance with liceagseements. Royalties and license fees

expensed under these agreements approximated $27%,0L6,000 and $986,000 in 1998, 1997 and 1@3pectively.
ENVIRONMENTAL REMEDIATION

In compliance with a Cleanup and Abatement OrdeéAQ") issued by the California Regional Water Qyaontrol Board, Central Coast
Region (the "RWQCB"), the Company, in Septembersl@dmpleted soil remediation of a site which weeskd by a predecessor of the
Company.
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
7. COMMITMENTS AND CONTINGENCIES AND OTHER MATTERSCONTINUED)

The cost of the soil remediation was approxima$dy,000. The Company is currently performing past+e&mediation groundwater
monitoring at the site. Reports prepared by coastdtindicate certain contaminants in samplesadgpiwater from underneath the site.
Pursuant to the CAOQ, in September 1998, the Compaggn implementation of a groundwater remedigtlan approved by the RWQCB.
The Company cannot at this time estimate the exteitd remaining remedial liability at the sitexsé that will depend upon both the success
of the groundwater remediation and the Companytigyato demonstrate to the RWQCB that any remajndontamination in site groundwe

is migrating onto the site from other sources.

The Company may, under certain circumstances, ligadéd to pay up to $250,000 in connection with ifnplementation of a comprehens
plan of environmental remediation at its Plainvié&dew York facility. The Company has been indemuifier any liabilities it may incur in
excess of $250,000 with respect to any such reredidNo comprehensive plan has been requiredtm @®espite such indemnification, the
Company does not believe that any material loexpense is probable in connection with any remexfigilan that may be proposed.

The Company is aware that petroleum hydrocarbortacoination has been detected in the soil at tieeodia facility leased by the Company
in Santa Barbara, California. The Company has lremnified for any liabilities it may incur whidrise from environmental contaminati
at the site. Despite such indemnification, the Canypdoes not believe that any material loss or es@és probable in connection with any
such liabilities.

The former owner of the land and building in whi2igital's operating facilities and offices are lta@d has disclosed that there are hazardous
substances present in the ground under the builiagagement believes that the comprehensive indieation clause that is part of the
purchase contract provides adequate protectiomstgany environmental issues that may arise.
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
7. COMMITMENTS AND CONTINGENCIES AND OTHER MATTERSCONTINUED)
LITIGATION

The Company is a defendant in several litigatiottens. The ultimate outcome of these matters cabaalketermined at this time; however,
management believes that settlements, if any, iigdtlon costs, will not have a material impactthe Company's consolidated financial
position, results of operations or cash flows.

RELATED PARTY TRANSACTION

Balances and transactions with Digital GmbH thatraflected in the accompanying consolidated fir@rstatements are as follows:

1998 1997 1996
(IN THOUSANDS)
Accounts receivable $ - $ 1,788 $ 922
Sales 4,337 3,025 3,461

The Company makes purchases of inventory from gpeosn which is owned partially by an individual wiscalso employed by the
Company. Payments to this related company in 18987 and 1996 were approximately $4,883,000, $30020and $2,937,000,
respectively.

CONCENTRATION OF CREDIT RISK

The Company's business depends in large part ingocapital expenditures of data storage and semhimbor manufacturers which accoun
for the following percentages of the Company'ssadts:

D ECEMBER 31
1998 1997 1996
Data storage 54.9% 53.2% 45.5%
Semiconductor 19.5% 19.8% 23.0%
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)

7. COMMITMENTS AND CONTINGENCIES AND OTHER MATTERSCONTINUED)

Sales to one customer accounted for approximai#®ly, 5% and 4%, sales to another customer accofmteghproximately 11%, 14% and
11% and sales to another customer accounted fooxprately 7%, 11% and 11% of the Company's netssdlring the years ended
December 31, 1998, 1997 and 1996, respectivelyh BAthe Company's segments sell to these majaomiess. At December 31, 1998 and
1997, accounts receivable due from three custorepresented 38% and 24% of aggregate accountyabteirespectively.

The Company manufactures and sells its produatergpanies in different geographic locations. ThenGany performs periodic credit
evaluations of its customers' financial conditiganerally does not require collateral, and whepr@miate, requires that letters of credit be
provided on foreign sales. Receivables generadfydae within 30-60 days. The Company's net accaentsvable are concentrated in the
following geographic locations:

DECEMBER 31,
1998 1997
United States $ 17,858 $ 22,131
Europe 11,711 8,856
Far East 11,776 12,738
Other 1,673 1,202
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
8. FOREIGN OPERATIONS, GEOGRAPHIC AREA AND PRODUGEGMENT INFORMATION

Revenue and long-lived assets related to operaitiothe United States and other foreign countrgeefaand for the years ended December 31,
1998, 1997 and 1996 are as follows:

NET SALES TO

UNAFFILIATED CUST OMERS LONG-LIVED ASSETS
1998 1997 1996 1998 1997 1 996
United States $ 199,263 $ 212,288 $ 160,290 $ 41,024 $ 37,547 $ 17,834
Foreign Countries 39,103 13,698 12,129 367 115 120
Eliminations (31,528) (9,258 ) (7,360) - -
$ 206,838 $ 216,728 $ 165,059 $ 41,391 $ 37,662 $ 17,954

The aggregate foreign exchange gains and (lossesjpied in determining consolidated results of apens were $774,000, $(34,000), and
$(153,000) in 1998, 1997, and 1996, respectively.

In June 1997, the Financial Accounting Standardsr@dssued SFAS No. 131, "Disclosures about Segnadran Enterprise and Related
Information." As of January 1, 1998, the Compangmdd SFAS No. 131 and retroactively applied ildauary 1, 1996. The adoption of this
statement had no impact on the Company's repodeticome or shareholders' equity.

The Company has three reportable segments: meyrgbogcess equipment and industrial measuremest Cdmpany's metrology product
line manufactures and distributes to customerbérdata storage and semiconductor industries, hasveesearch and development centers
and universities. The Company's process equipnredupt line includes etch and deposition systemimgoily for data storage applications.

The Company's industrial measurement products appkcations in a wide range of industries inclgdélectronic, aerospace, transportation
and semiconductor.
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)

8. FOREIGN OPERATIONS, GEOGRAPHIC AREA AND PRODUGEGMENT INFORMATION
(CONTINUED)

The Company evaluates performance based on prdéise from operations before income taxes. Thewtting policies of the reportable
segments are the same as those described in tmeasyraf significant accounting policies. Costs exield from segment profit primarily
consist of corporate expenses, including incomedaas well as other non-recurring charges forffased in-process technology,
reorganization and asset impairment charges anganeglated costs. Corporate expenses are comgmisedrily of general and
administrative expenses.

The Company's reportable segments are businessthaitoffer different products. The reportablensegts are each managed separately
because they manufacture and distribute distiradymsts with different production processes.

The following represents the reportable productrsags of the Company:

NET SALES OPERATING INCOME (LOSS) TOTAL ASSETS
1998 1997 1 996 1998 1997 1996 1998 19 97 1996

Metrology $126,160 $112,751 $92 ,107 $26,328 $23,748 $22,446 $ 73,445 $ 68 ,025 $47,136
Process equipment 60,931 84,530 53 ,198 2,232 19,510 12,562 55,375 52 ,028 25,325
Industrial measurement 19,747 19,447 19 , 754 (5) (381) (393) 16,807 13 162 12,765
Unallocated corporate - - - (2,022) (2,783) (1,122) 27,210 26 416 28,113
amount
Merger and reorganization
expenses - - - (7,500) (2,250) - - - -
Write-off of purchased
in-process technology - - - - (4,200) - - - -
Total $206,838 $216,728 $165 ,059 $19,033 $33,644 $33,493 $172,837 $159 ,631 $113,339
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Veeco Instruments Inc. and Subsidiaries

Notes to Consolidated Financial Statements (contiraal)

8. FOREIGN OPERATIONS, GEOGRAPHIC AREA AND PRODUGEGMENT INFORMATION
(CONTINUED)

OTHER SIGNIFICANT ITEMS

YEAR ENDED DECEMBER 31,

1998 1997 1996
Depreciation and amortization expense:
Metrology $ 1,674 $ 522 $ 582
Process equipment 2,389 1,320 1,131
Industrial measurement 122 15 1
Unallocated corporate 518 358 327
Consolidated depreciation and amortization
expense $ 4,703 $ 2,215 $ 2,041
Expenditures for long-lived assets:
Metrology $ 1,488 $ 13,216 $ 589
Process equipment 5,907 8,162 3,236
Industrial measurement 65 646 95
Unallocated corporate 678 1,548 147
Consolidated expenditures for
long-lived assets $ 8,138 $ 23,572 $ 4,067

9. DEFINED CONTRIBUTION BENEFIT PLANS

The Company maintains three defined contributi@mglunder Section 401(k) of the Internal RevenudeCBrincipally all of the Company's
domestic full-time employees are eligible to paptide in one of the three plans. Under the plample@yees may contribute up to a maximum
of 15% to 20% of their annual wages, dependincghemptan. Employees are immediately vested in t@itributions. Other than Digital's

plan, the plans provide for partial matching cdnitions by the Company, which vest over a five-ymaiod. Company contributions to the
plans were $507,000, $296,000 and $205,000 in 10887 and 1996, respectively.
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Veeco Instruments Inc. and Subsidiaries
Notes to Consolidated Financial Statements (contiraal)
10. SUBSEQUENT EVENTS

On February 2, 1999, the Company completed a poffiicing pursuant to which 1,000,000 shares of @am Stock, par value $.01 per
share were issued and sold for $52.00 per shasulederwriting discounts and commissions of $p&4share. In addition, as part of the
public offering, certain stockholders of the Conmypanpld 2,575,000 shares of Common Stock. The Cogngahnot receive any of the
proceeds from the sale of shares by the sellinckbtders.
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COL. A

DESCRIPTION

Deducted from asset accounts:
Year ended December 31, 1998:
Allowance for doubtful accounts
Valuation allowance on net deferred tax assets

Deducted from asset accounts:
Year ended December 31, 1997:
Allowance for doubtful accounts
Valuation allowance on net deferred tax assets

LDeducted from asset accounts:
Year ended December 31, 1996:
Allowance for doubtful accounts
Valuation allowance on net deferred tax assets

Veeco Instruments Inc. and Subsidiaries

Schedule lI--Valuation and Qualifying Accounts

COoL. B CoL.C
ADDITIONS
BALANCE AT CHARGED TO CHARGED TO
GINNING OF COSTS AND OTHER
PERIOD EXPENSES ACCOUNTS DED

$ 1,005,000 $ 746,000 $ - $
994,000 - -

$ 1,999,000 $ 746,000 $ - $

$ 803,000 $ 403000 $ - $
795,000 199,000 -

$ 1,598,000 $ 602,000 $ - $

$ 692,000 $ 200000 $ - $
1,913,000 - - 1

$ 2,605000 $ 200,000 $ - $ 1

COL.D COL.E
BALANCE AT
END OF
UCTIONS PERIOD

26,000 $ 1,725,000
748,000 246,000

201,000 $ 1,005,000
- 994,000

89,000 $ 803,000
795,000
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Exhibit 10.34
AMENDMENT NO. 2 TO CREDIT AGREEMENT
This Agreement (this "Agreement") is made this 3fest of January, 1999 by and among:
VEECO INSTRUMENTS, INC., a corporation organizedlanthe laws of the State of Delaware (the "Borndyyand

FLEET BANK, N.A., a national banking associatiomanized under the laws of the United States ("Flegtd THE CHASE MANHATTAN
BANK, a New York banking corporation ("Chase", eflively with Fleet, the "Banks").

RECITALS:

(A) The Borrower and the Banks are parties to ai€igreement dated as of July 31, 1996, as amehgedmendment No. 1 to Credit
Agreement, dated June 25, 1997 (the Credit Agreeaseso amended being hereinafter referred toea¥tedit Agreement”);

(B) The Borrower has requested that Credit Agreerheramended as provided herein and the Banksilirgwwo amend the Credit
Agreement as set forth herein; and

(C) Any capitalized items not defined herein shalVe the meanings ascribed thereto in the Creditéigent,
NOW, THEREFORE, the parties hereto hereby agrdellasvs:
ARTICLE 1. AMENDMENTS TO REVOLVING CREDIT AGREEMENT

This Agreement shall be deemed to be an amendméme iCredit Agreement and shall not be constroethy way as a replacement or
substitute therefore. All of the terms and provisiof this Agreement are hereby incorporated bsregice into the Credit Agreement as if
such terms and provisions were set forth in futthe

SECTION 1.1. The definition of the term "Amortizati Date" contained in Section 1.1 of the Credite®sgnent is hereby amended and
restated to provide in its entirety as follows:

"Amortization Date" means any date on which analhsient of principal is due with respect to a Tdroan or the Final Term Loan.

SECTION 1.2 The definition of the term "Margin" ¢amed in
Section 1.1 of the Credit Agreement hereby ameiagheldrestated to provide in its entirety as follows:

"Margin" means with respect to any Loan and the @iment Fee:



RATIO OF CONSOLIDATED
SENIOR FUNDED DEBT TO

CONSOLIDATED CASH FLOW PRIME RATE COMMITMENT
PURSUANT TO SECTION 9.4: LIBOR LOANS: FEE LOANS

Greater than or equal to 1.50 .25 .25

3.50:1.00

Greater than or equal to
2.25:1.00 but less than
3.50:1.00 1.25 0 .25

Greater than or equal to
1.00 : 1.00 but less than
2.25:1.00 1.00 0 .25

Less than 1.00 : 1.00 .75 0 .25

The Margin will be set on the first Banking Daytbé fiscal quarter of the Borrower that commendts ¢he date on which the financial
statements referenced in Section 7.8(a) or Sett®(b), as the case may be, are required to beededtl to the Banks, and shall apply to all
Prime Rate Loans and LIBOR Loans outstanding oh slate or to be made on or after such date umntilnbt including, the next date on
which the Margin is reset in accordance with thevigions hereof; provided, however, that if anyafigial statements are not received by the
Banks within the time period relating to such fio@h statements as provided in Section 7.8(a) oti@e 7.8(b) hereof, as the case may be
Margin on all Prime Rate Loans and LIBOR Loans tautding on such date or to be made on or aftedalte the Margin should have been
reset in accordance with the foregoing provisiosms, (@ssuming timely delivery of the requisiteaficial statements), until the day which is
first Banking Day of the fiscal quarter of the Bmoarer which commences following the receipt by tlans of such financial statements, will
be set based on a ratio of equal to or greater3t&i1.00; and further provided, however, thatBaeks shall not in any way be deemed to
have waived any Event of Default or any of themeglies hereunder (including, without limitationedies provided in Article 10 hereof) in
connection with the provisions of the foregoingviso.

SECTION 1.3. The definition of the term "Permiti&dquisition” contained in Section 1.1 of the Creflfreement is hereby amended and
restated to provide in its entirety as follows:

"Permitted Acquisition" means any Acquisition aff@anuary 31, 1999 by the Borrower of any Persarf any division or line of business of
any Person or any assets of any Person (whethensar® or division or line of business, an "Eligiusiness"), either by merger,
consolidation, purchase of stock, or purchase sftasof such Eligible Business provided that thenReed Acquisition Purchase Price of a
Permitted Acquisition or aggregate Permitted Acitjois Purchase Price of all such Permitted Acqigisg during the term of this Agreement
does not exceed $100,000,000 provided, however(ijfeuch Eligible Business is engaged generallihe same line of business as the
Borrower and its Subsidiaries; (ii) the Permittechéisition Purchase Price excluding the value pitedstock issued
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by the Borrower or any of its Subsidiaries of aitls Permitted Acquisitions does not exceed $400@@and (iii) no Default or Event of
Default shall exist immediately before or afterigiy effect to such Permitted Acquisition or regtoim the consummation thereof, and (v)
each of the following conditions shall have beeis§ad:

(a) on or before the date of Closing of such Aditjois, the Banks shall have been provided satisfgatvidence that:

i. such Acquisition shall not be a "hostile" acdfig® or other "hostile" transaction (I.E., suchrtsaction shall have been approved by the
Board of Directors of the Eligible Business);

ii. such Eligible Business, if it is a Person, $hal incorporated in or organized under the lawthefState of the United States or, if such
acquisition is of assets, such assets shall béddda the United States;

iii. if such Acquisition is a stock acquisition,&duAcquisition shall be of greater than 50% ofigsied and outstanding capital stock of such
Eligible Business, whether by purchase or as dtrebmerger or consolidation (provided that ther®aver shall be the surviving corporation
in any such merger or consolidation in which itlieectly involved), and in any event shall consisshares of capital stock with sufficient
voting rights to entitle the Borrower to elect ajongy of the directors of such Eligible Businesglao control the outcome of any shareholder
votes with respect to the shareholders of suclilididusiness;

iv. any new Subsidiary created or acquired shalbbree a Guarantor;

v. if such Acquisition is an asset acquisition, asgets acquired shall be free of Liens, other Bemitted Liens, and, if such Acquisition is a
stock acquisition, the assets of acquired comphal} be free of Liens, other than Permitted Liens;

vi. not less than seven Banking Days prior to lesing of such Acquisition, the Banks shall haverbprovided PRO FORMA closing date
financial statements which shall include consokdabalance sheets, income statements and stateofieatsh flows, which demonstrate that
on a PRO FORMA basis after consummation of the Asition, the Borrower and its Subsidiaries shalitbeompliance with the financial
covenants contained in Article 9 hereof. Such states shall include the Borrower's calculations olestrating such covenant compliance;
and

(vii) the Banks have been provided such other dents) instruments or financial reports as the Bahiedl have reasonably requested.

SECTION 1.4 The definition of the term "Revolvinge@it Commitment” contained in Section 1.1 of thedit Agreement is hereby amen
and restated to provide in its entirety as follows:



"Revolving Credit Commitment" means, with respecéach Bank, the obligation of such Bank to exiemdlit to the Borrower hereunder
and, subject to the terms hereof, in the followaggregate amounts as such amounts may be reduaedardance with the terms hereof

Fleet $24,000,000 Chase $16,000,000

SECTION 1.5. The definition of the term "Revolvigedit Note" contained in Section 1.1 of the Crédjteement is hereby amended and
restated to provide in its entirety as follows:

"Revolving Credit Note" means a promissory not¢hef Borrower in the form of Exhibit A hereto, orygoromissory note issued in
substitution or replacement therefor, evidencirggRevolving Credit Loans made by a Bank hereunder.

SECTION 1.6. The definition of the term "RevolviGgedit Termination Date" contained in Section 1f the Credit Agreement is hereby
amended by deleting the reference to "July 31, 1f#8&efrom and by substituting the following is ftlace:
"December 31, 2001."

SECTION 1.7. Section 1.1 of the Credit Agreemeritegeby further amended by inserting the followdedinitions therein in alphabetical
order:

"Consolidated Debt Service Coverage Ratio" meare particular time, the ratio of (i) ConsolidateBIT to (ii) the sum of (A) Consolidated
Current Portion of Long Term Debt PLUS (B) Consati&tl Interest Expense.

"Consolidated EBIT" means, for any fiscal periodn8olidated Net Income of the Borrower and its flibses before provision for federal
and state income taxes MINUS all extraordinary giaamd PLUS (i) one time charges related to writerts of intangible assets (including
value of in-process research and development tetatPermitted Acquisitions) and (ii) Consolidataterest Expense, all as determined in
accordance with GAAP.

"Consolidated Net Revenue" means, for a partiquéaiod, the consolidated net revenue of the Borr@ame its Subsidiaries for such period
determined in accordance with GAAP.

"Final Maturity Date" means the date on which albhs hereunder have been paid in full and the RexpCredit Commitment has
terminated.



"Final Term Loan" means the term loan made by thekB to the Borrower Pursuant to Section 2.9 hereof

"Final Term Loan Note" means the promissory notthefBorrower substantially in the form of ExhiBi® hereto evidencing the Borrower's
obligations with respect to the Final Term Loan.

"Material Domestic Subsidiary” means a Domesticsglibry if
(i) such Domestic Subsidiary's net revenue corist6% or more of Consolidated Net Revenue OR(ith Domestic Subsidiary's assets
constitute 5% or more of Consolidated Total Assets,

SECTION 1.8. The definition of the term "Loan" caimed in Section 1.1 of the Credit Agreement iehgramended and restated to provide
in its entirety as follows:

"Loan" means a Revolving Credit Loan, a Term Loathe Final Term Loan hereunder.

SECTION 1.9. The definition of the term "Notes" &mined in Section 1.1 of the Credit Agreement iehg amended and restated to provide
in its entirety as follows:

"Notes" means, collectively, the Revolving Creddtds, the Term Notes, if any, and the Final TerrariLblote, if any.

SECTION 1.10. Section 2.7(a) of the Credit Agreenighereby amended by deleting the reference ithese€'$5,000,000" and substituting
the following in its place: "$10,000,000".

SECTION 1.11. Article 2 of the Credit Agreemenhereby amended by inserting the following Sectic¢ha? the end thereof:
Section 2.9 CONVERSION TO FINAL TERM LOAN.

(a) GENERALLY. At the Borrower's option, providddat no Default or Event of Default then exists, Bugrower may elect, by written
notice to the Banks in accordance with Sectiomh@rkof, to convert the outstanding principal badgaotRevolving Credit Loans on the
Revolving Credit Termination Date to a four yeamdoan (the "Final Term Loan"). The Final Term Ibaaitially may be a Prime Rate Loan
or LIBOR Loan or a combination thereof, as deteadiby the Borrower and notified to the Banks incadance with Section 3.1;
PROVIDED, however, that the minimum principal ambahany LIBOR Loan shall be $1,250,000 and, ifajeg, integral multiples of
$100,000.

(b) AMORTIZATION OF THE FINAL TERM LOAN. The pringdal amount of the Final Term Loan shall be repaidixteen (16)
consecutive and substantially equal quarterly ilmstants commencing on the first Banking Day of Barower's first fiscal quarter
commencing after the Revolving Credit Terminaticsatéand continuing on the
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first Banking Day of each fiscal quarter thereafteith a 16th and final installment of all unpaidngipal and interest with respect thereto
being due and payable on the first Banking Dayhefdixteenth
(16th) fiscal quarter following the Revolving Credlermination Date.

(c) INTEREST PERIOD: CONVERSIONS.

(i) If any portion of the Final Term Loan is des&ed as a LIBOR Loan, the Borrower shall selednégrest Period of any duration in
accordance with the definition of Interest Perio®ection 1.1 hereof, subject to the limitatiort tha Interest Period may extend beyond an
Amortization Date, unless after giving effect therg¢he aggregate principal amount of the FinahTepan that is designated as LIBOR
Loans having Interest Periods which end after funlrtization Date shall be less than or equal &tincipal amount of Final Term Loan
be outstanding hereunder after such Amortizatiore Da

(i) Upon the expiration of an Interest Period wigspect to any portion of Final Term Loan tha ISBOR Loan, such portion of Final Term
Loan shall automatically be continued as a Primie Raan except to the extent that such Loan slegfirbpaid hereunder or unless the
Borrower shall have notified the Banks, as provithe8ection 3.1 hereof of its intent to select & heterest Period with respect to such
portion of the Final Term Loan. Subject to thedwling conditions, the Borrower shall have the rightonvert any portion of Final Term
Loan to a different type of Loan (i.e., from a PeilRate Loan to a LIBOR Loan and VICE VERSA):

(2) if less than all of the Final Term Loan at thee outstanding shall be converted, the noticemivy the Borrower to the Banks shall
specify the aggregate amount of the Final Term Ltodre converted;

(2) no portion of the Final Term Loan may be cote@to a LIBOR Loan less than one month prior sorthaturity date of the Final Term
Loan;

(3) a LIBOR Loan may be converted to a differeqetyf Loan only on the last day of an InterestdétErand
(4) no portion of the Final Term Loan may be cote@to a LIBOR Loan during the occurrence and ecamthce of an Event of Default.

(d) THE FINAL TERM LOAN NOTE. The Final Term Loanade by each Bank shall be evidenced by a singlaipsory note of the
Borrower substantially in the form of Exhibit 2.8reto (the "Final Term Notes"), with appropriatedrtions, payable to the order of each
Bank and representing the obligation of the Bornotegray the unpaid principal balance of such Firexin Loan with accrued and unpaid
interest thereon as



provided herein. Each Bank is hereby authorize@tord the date and amount of each payment or ymega of principal thereof, the date
and amount of each interest rate conversion putdag@ection 2.9(c) and the principal amount sutfjeereto and the interest rate applicable
thereto in such Bank's records and/or on a schedhuiexed to and constituting a part of its FinahT&oan Note, and, absent manifest error,
any such recordation shall constitute conclusividence of the accuracy of the information so reedrdROVIDED, however, that the fail
to make any such recordation shall not affect the@®ver's obligations to repay outstanding amountser the Final Term Loan. Each Final
Term Loan Note shall (a) be dated the Revolvingd€fEermination Date, (b) be stated to mature irc@Bsecutive and substantially equal
quarterly installments, as provided above, andgli@)l bear interest for a period from the date dugdm is made on the unpaid principal
amount thereof at the applicable rates per annw@uifigd herein.



(e) USE OF PROCEEDS OF THE FINAL TERM LOAN. The Bawer shall use the proceeds of the Final Term Lioaefinance Revolving
Credit Loans hereunder.

SECTION 1.12. Section 2.7(b) of the Credit Agreetriemereby amended and restated to provide enitisety as follows:
(b) AMORTIZATION OF TERM LOANS.

The principal amount of each Term Loan made byBi#eks hereunder shall be repaid in sixteen (163tsmltially equal quarterly installmer
commencing on the first Banking Day of the calendanth that begins at least 165 days after theglatk Term Loan is made and
continuing on the first Banking Day of each thiadendar month thereafter.

SECTION 1.13.
Section 3.1 of the Credit Agreement is hereby aradrahd restated to provide in its entirety as fedio

Section 3.1. CERTAIN NOTICES. Except as otherwisavigied in this Agreement, notices by the Borroteethe Banks of each borrowing
pursuant to Sections 2.4 and 2.7(a), each prepaymuesuant to Section 3.2, each reduction or teatron of the Revolving Credit
Commitments pursuant to Section 2.8 and each csioreof Loans pursuant to Sections 2.4, 2.7(c)a2.8nd 2.9(c) shall be irrevocable and
shall be effective on the date of receipt onlyeifeived by all of the Banks, by not later than @1am., New York City time, and (a) in the
case of borrowings and prepayments of (i) PrimeRatns, if given the date thereof and (ii) LIBOBals, if given three

(3) Banking Days prior thereto; (b) in the caseeanfuctions or terminations of the Revolving Créiitmmitments, given three (3) Banking
Days prior thereto; (c) in the case of conversipmsuant to Sections 2.4, 2.7(c) and 2.9(c), iegithree (3) Banking Days prior thereto and
(d) in the case of conversions pursuant to Se&id(a), if given three (3) Banking Days prior te@ tRevolving Credit Termination Date. Each
such notification which relates to a borrowing, thoumation or conversion shall specify the amountheftype of Revolving Credit Loan (i.e.,
Prime Rate Loan or LIBOR Loan), the date of theppsed borrowing, whether such Loan represents an
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additional borrowing, a continuation or a convensiand in the case of a LIBOR Loan, the Interesiofldo be used in the computation of
interest with respect thereto. Each such noticting to a reduction or termination of the Revotyi@redit Commitments shall specify the
amount of the Revolving Credit Commitments to umed or terminated. In addition, if such notifioatrelates to a borrowing to fund a
Permitted Acquisition, the Borrower shall notifyetBanks of its election to have such Loan recoated Revolving Credit Loan or a Term
Loan as defined in Section 2.7(a) hereof. Findllshe proceeds of any Revolving Credit Loan arbeaused by the Borrower to finance any
Capital Expenditure, the notification with resprsuch borrowing shall include a statement to dff&ct indicating the amount of the
borrowing to be used for such purposes. Excephimamount of the borrowing which shall be for eBelmk its Commitment Proportion of
the total amount to be borrowed on such date, patification delivered to the Banks hereunder sbatitain the same terms for each Bank.

SECTION 1.14. Section 3.2(d) of the Credit Agreetriemereby amended and restated to provide enitisety as follows:

"(d) any partial prepayment of Term Loans or ofdfifierm Loans hereunder shall be applied to thexneimy installments of principal due on
such Loans in inverse order of maturity and amopregpaid on any such Loan may not be reborrowed."

SECTION 1.15. Section 3.4 of the Credit Agreemeritéreby deleted and the following is substituteitsi place:
Section 3.4. INTENTIONALLY DELETED.

SECTION 1.16. Section 3.7 of the Credit Agreemsriidreby amended by deleting the phrase "one aséhalhpercent (1.50%) per annum
on the face amount of each Letter of Credit, sulijgctherefrom and substituting the following te place: "one and orfelf percent (1.50%
per annum on the face amount of each Letter ofiCisiied prior to January 31, 1999 and one perdé&nha) per annum on the face amount of
each Letter of Credit issued on or after Januaryl999, subject, in each case, to".

SECTION 1.17. Article 5 of the Credit Agreemenhereby amended by inserting the following Secti®dsand 5.5 to the end thereof:
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Section 5.4. SPECIAL CONDITIONS TO FINAL TERM LOANhe Obligations of the Banks to permit the RevadvCredit Loans to be
converted to the Final Term Loans pursuant to
Section 2.9 hereof shall be subject to the additioonditions precedent that on the date of suclvemsion:

(a) Each Bank shall have received a duly executdccampleted Final Term Loan Note; and
(b) No Default or Event of Default shall then béséirg or shall result from such conversion.

Section 5.5. SPECIAL CONDITIONS. Notwithstandingyasther provision of this Agreement, the Banks khal permit the Aggregate
Outstandings plus the aggregate principal balahed @erm Loans to equal or exceed $15,000,00@ssthe Borrower shall have satisfied
the following conditions precedent:

(a) The Borrower shall have delivered to the Celialt Agent, as agent for the Banks, Pledge Agretsrexecuted by the Borrower and each
of the Guarantors that owns capital stock of anyavlal Domestic Subsidiary of the Borrower; and

(b) The Collateral Agent shall have been delivgreslsession of all certificates evidencing captiatls of each Material Domestic Subsidiary
of the Borrower, together with such stock powensceted in blank as the Banks shall require.

SECTION 1.18. Section 7.10 of the Credit Agreenigmereby amended and restated to provide in tteegnas follows:

Section 7.10. SUBSIDIARIES. Simultaneously withitreeation, cause all Domestic Subsidiaries toob®ee Guarantors hereunder and to
deliver to the Banks Guarantees and, if the Aggee@autstandings plus the aggregate principal balahall Term Loans shall have at any
time equaled or exceeded $15,000,000, deliver Blédgeement relating to the capital stock of eacmBstic Subsidiary that is or that
becomes a Material Domestic Subsidiary to the @aih Agent, together with the Certificates evidagahe capital stock of each such
Material Domestic Subsidiary.

SECTION 1.19. Article 7 of the Credit Agreemenhe&reby amended by inserting the following at the #nereof as a new Section 7.12:
Section 7.12. Y2K. (a) Any (i) reprogramming re@uirto permit the
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proper functioning, in and following the year 2000(A) a Borrower's or any of its Subsidiariestrquuter systems and (B) equipment
containing embedded microchips (including systentsequipment supplied by others) in each case wherfailure to conduct such
reprogramming would result in a material adver$eation the business, properties, assets, prospectmdition, financial or otherwise, of
the Borrower or any of its Subsidiaries, and @8ting of all such systems and equipment, as sogesmmmed, will be completed by June 30,
1999. The cost to the Borrower and each of its Blidrges of such reprogramming and testing andefreasonably foreseeable consequence:
of year 2000 to the Borrower and each of its Sulsibs (including, without limitation, reprogramngirerrors) will not result in a Default or
Event of Default or have a material adverse effecthe business, properties, assets, prospecthdition, financial or otherwise, of the
Borrower or any of its Subsidiaries. Except forlso€ the reprogramming referred to in the precediegtence as may be necessary, the
computer and management information systems dBtiieower and each of its Subsidiaries are and, witlinary course upgrading and
maintenance, will continue to be, sufficient torpérthe Borrower and each of its Subsidiaries toduat their respective business without
having a material adverse effect on the businespgpties, assets, prospects or condition, finhciatherwise, of the Borrower or any of its
Subsidiaries.

(b) In addition, on or before May 15, 1999, the Barer shall complete an assessment of the abflithieocomputer systems of its customers,
suppliers and vendors and of any third party witticlr the Borrowers' or any of its Subsidiariesteyss interface to properly function
following the year 2000 and the Borrower shall fyotfne Banks promptly upon learning of any circuamste with respect to such third party's
systems which could result in a material adversecebn the business, properties, prospects orittondfinancial or otherwise, of the
Borrower or any of its Subsidiaries. Furthermohe, Borrower shall notify the Banks if it is unaldbecomplete such assessment with respect
to any material customer, supplier or vendor.

SECTION 1.20. Section 8.1(e) of the Credit Agreenighereby amended by deleting the reference ithese€'$3,000,000" and substituting
the following in its place: "$5,000,000.

SECTION 1.21. Section 8.4 of the Credit Agreemsriidreby amended by deleting the word "or" from edrately before clause (b) thereof
and inserting the following clause (c) at the dmet¢of:

" (c) sales or other dispositions of assets ofitigeistrial Measurement Division of the Borroweoyided that the fair market value of such
assets sold or disposed of during the term ofAigement shall not exceed $15,000,000 in the agdeeor (d) transfers the assets of the
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Industrial Measurement Division of the Borrowerobiany Guarantor to a wholly owned subsidiary & Borrower provided that such
Subsidiary is a Domestic Subsidiary and providethr that simultaneously with such transfer suehs&liary shall become a Guarantor
hereunder."

SECTION 1.22. Article 9 of the Credit Agreemenhe&reby amended and restated to provide in itsetytars follows:

ARTICLE 9
FINANCIAL COVENANTS

So long as any of the Notes or other Obligatioral semain unpaid, or any Bank shall have any Réwagl Credit Commitment under this
Agreement, the Borrower shall:

Section 9.1 MINIMUM DEBT SERVICE COVERAGE RATIO. Niatain at all times a Consolidated Debt Service €age Ratio of not less
than 2.00:1.00.

Section 9.2 MINIMUM CONSOLIDATED QUICK RATIO. Mairgin at all times a Consolidated Quick Ratio of less than 1.00:1.00.

Section 9.3 MAXIMUM CONSOLIDATED EFFECTIVE LEVERAGEMaintain
at all times a ratio of (A) Consolidated Total Seriiiabilities to (B) Consolidated Effective Net W of not more than 1.50:1.00.

Section 9.4 RATIO OF CONSOLIDATED SENIOR FUNDED DEBO
CONSOLIDATED CASH FLOW. Maintain at all times ai@bf Consolidated Senior Funded Debt to Consadidaiash Flow of not more
than 5:00:1.00.

Section 9.5. PRE-TAX INCOME LOSS. (i) Maintain fany rolling two quarters a minimum Consolidated-Pag Income of not less than
$0; (i) not
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suffer Consolidated Pre-Tax Loss of more than 4@ in any fiscal quarter; and (iii) maintain aaimum Consolidated Pr&ax Income o
$2,000,000 for the fiscal quarter ending Decemider1998.

ARTICLE 2. CONDITIONS PRECEDENT
SECTION 2.1

CONDITIONS TO EFFECTIVENESS. The amendments toGhedit Agreement described in Article 1 above afgect to the following
conditions precedent and shall have no force ecefintil the following conditions are satisfied:

(a) Fleet shall have received a duty executed gutestevolving credit note substantially in therfoof Exhibit A hereto and Chase shall have
received a duly executed substitute revolving ¢nedie substantially in the form of Exhibit B hexdtollectively, such promissory notes are
hereafter referred to as the Substituted Notes);

(b) each Bank shall have received a Guaranteeakdguted by Wyko Corporation and each other Dom&stbsidiary of the Borrower that
has not yet executed a Guarantee,

(c) each Bank shall have received a Guarantorismdtion, in form and substance satisfactory toBheks, duly executed by each Guarantor
that has executed a Guarantee prior to the dagaher

(d) each Bank shall have received the following:

i. a certificate of the Secretary of the Borrowttesting to all corporate action taken by suchtgnimcluding resolutions of its Board of
Directors authorizing the execution, delivery argfprmance of this Amendment, of the SubstituteteN@nd each other document to be
executed by such entity, together with certifiegies of the certificate or articles of incorporatiand the by-laws of such entity; and such
certificate shall state that the resolutions ampa@@te documents thereby certified have not besended, modified, revoked or rescinded as
of the date of such certificate;

ii. a certificate of the Secretary of the Borrowertifying the names and true signatures of thieef§ of such entity authorized to sign this
Amendment and the Substituted Notes and other deotsto be signed by such entity hereunder;
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iii. satisfactory evidence that the Borrower andre@uarantor is duly organized, validly existinglam good standing under the laws of the
jurisdiction of its incorporation and each otheiigdiction where qualification is necessa

iv. a certificate of the Secretary of Wyko Corpaatand of each other Domestic Subsidiary of the®eer that has not yet executed a
Guarantee, dated the date hereof, attesting twglbrate action taken by such entity, includingpfetions of its Board of Directors
authorizing the execution, delivery and performaoicthe Facility Documents and each other docurtebe delivered by it pursuant to the
Agreement, together with certified copies of itgtifieate or articles of incorporation and By-Laves)d such certificate shall state that the
resolutions and corporate documents thereby asitliave not been amended, modified, revoked oindet as of the date of such certifici

v. a certificate of the Secretary of Wyko Corparatand of each Domestic Subsidiary of the Borraivat has not yet executed a Guarantee,
dated the date hereof, certifying the names aradignature of the officers of such entity authedito sign the Facility Documents and the
other documents to be delivered by such entity utide Agreement; and

vi. an opinion of counsel for the Borrower and @warantors as to such matters as the Banks deesnsaey.
ARTICLE 3. REPRESENTATIONS AND WARRANTIES.
The Borrower hereby represents and warrants t8am&s that:

SECTION 3.1. Each and every one of the represemsfnd warranties set forth in the Credit Agredrigetiue in all material respects as of
the date hereof with respect to the Borrower aed3harantors with the same effect as though madkeeodate hereof, and is hereby
incorporated herein in full by reference as if yuléstated herein in its entirety.

SECTION 3.2. No Default or Event of Default, asidedl in the Credit Agreement now exists.

SECTION 3.3. No representation, warranty or statérbg the Borrower or the Guarantors containediharein any other document to be
furnished by the Borrower or the Guarantors in @mtion herewith contains, or at the time of delvehall contain, any untrue statement of
material fact, or omits or at the time of delivshall omit to state a material fact necessary tkensaich representation, warranty or statement
not misleading.
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SECTION 3.4. Each of the Facility Documents, otifian the Security Agreements and the Pledge Agresmeontinues to be in full force
and effect and secure all payment and other olidigeibf the Borrower under the Credit Agreement.

ARTICLE 4. RELEASE OF COLLATERAL.

Simultaneously with the execution and deliveryto$ tAmendment, the Collateral Agent, on behalfhaf Banks shall take all action necessary
to release their liens on and security interesteénCollateral and in the capital stock of any @stic Subsidiary of the Borrower. The Banks
hereby agree that, as of the date hereof, the Bedgreements, the Pledge Agreements and the PatehTrademark Security Agreement
executed prior to the date of this Amendment dhallerminated and the Banks shall have no furigbts thereunder.

ARTICLE 5. MISCELLANEOUS.
This Amendment shall be governed by and constnuegt¢ordance with the laws of the State of New York

Simultaneously with the execution and deliverytog tAmendment the Borrower shall pay an amendnemnbf $30,000, which fee shall be
paid pro rata to the Banks in accordance with tresipective commitment proportions.

IN WITNESS WHEREOF, each of the undersigned hasueel or caused to be duly executed this Amendaenf the date first above
written.

VEECO INSTRUMENTS, INC.
By:
Name:
Title:
FLEET BANK, N.A.
By:
Name: Christopher Mendelsohn

Title: Vice President
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THE CHASE MANHATTAN BANK
By:
Name: Carolyn B. Lattanzi
Title: Vice President
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EXHIBIT A

SUBSTITUTE
REVOLVING CREDIT NOTE

$24,000,000 January ___, 1999 Nassau County, New Yo

VEECO INSTRUMENTS, INC. a corporation organized enthe laws of Delaware (the "Borrower"), for vaheeeived, hereby promises to
pay to the order of FLEET BANK, N.A. (the "Bank™) the office of the Bank located at 300 BroadhollRead, Melville, New York 11747,
on or before December 31, 2001, the principal stfV@ENTY-FOUR MILLION DOLLARS ($24,000,000), or lssthe amount loaned as
Revolving Credit Loans by the Bank to the Borrowarsuant to the Credit Agreement referred to beloMgwful money of the United States
of America and in immediately available funds, ba tate(s) and in the manner provided in said Clggtieement. The Borrower also
promises to pay interest on the unpaid princip&droze hereof, for the period such balance is oudétg, at said office, in like money, at the
rates of interest as provided in the Credit Agresindescribed below, on the date(s) and in the nrgmoeided in said Credit Agreement.

The holder of this Revolving Credit Note shall retthe date, type and amount of each Revolving iCkeén made by the Bank, and the ¢
and amount of each payment or prepayment of préhaipor interest on any Loan, and the principabant subject thereto and the interest
rate with respect thereto on such computer, magdetk, tape or other such electronic data stosaagkretrieval system deemed adequate for
such purpose by the Bank, in its sole and absdlistaetion, which record shall constitute, abseanbifiest error, conclusive evidence of the
accuracy of the information so recorded, but nlufaiso to record or any error in so recording Istfééct the obligation of the Borrower to
repay any such Revolving Credit Loans, with intetkereon, as provided in the Agreement or herein.

This is one of the Revolving Credit Notes refen@éh that certain Credit Agreement (as amendeah fime to time the "Credit Agreement")
dated as July 31, 1996 among the Borrower and #mk8named therein (including the Bank) and evidsitise Revolving Credit Loans me
by the Bank thereunder. All terms not defined hestiall have the meanings given to them in the iCAggteement.

This Note is an amendment and restatement of,sabéing issued in replacement of and in substituto the Revolving Credit Note dated
July 31, 1996 (the "Original Note"), in the originincipal amount of $18,000,000 by the Borrowethe order of the Bank; provided,
however, that all interest accrued and unpaid utideOriginal Note shall be deemed evidenced ts/Nte and payable hereunder from and
after the date of accrual thereof. The executiahdelivery of this Note shall not be construed awédnconstituted repayment of any interes
the Original Note.

The Credit Agreement provides for the acceleratibiine maturity of principal upon the occurrenceceftain Events of Default and for
prepayments on the terms and conditions specifiectin. The Borrower waives presentment, noticgisifonor, protest and any other notice
or formality with respect to this Note.

The terms of this Note may not be changed orally dnly by an instrument duly executed by the
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Borrower and the Bank.
This Note shall be governed by, and interpretedcamstrued in accordance with the laws of the Staiéew York.
VEECO INSTRUMENTS, INC

By:

Name:
Title:
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EXHIBIT B

SUBSTITUTE
REVOLVING CREDIT NOTE

$16,000,000 January ___, 1999 Nassau County, New Yo

VEECO INSTRUMENTS, INC., a corporation organizedlanthe laws of Delaware (the "Borrower"), for v@heceived, hereby promises to
pay to the order of THE CHASE MANHATTAN BANK, (th#Bank") at the office of the Bank located at 395tHd5ervice Road 3rd Floor,
Melville, New York 11747, on or before December 3Q01, the principal sum of SIXTEEN MILLION DOLLAR&16,000,000), or less, the
amount loaned as Revolving Credit Loans by the Bartke Borrower pursuant to the Credit Agreemefdrred to below, in lawful money
the United States of America and in immediatelyilab¢e funds on the date(s) and in the manner pexvin said Credit Agreement. The
Borrower also promises to pay interest on the whpencipal balance hereof, for the period suclabed is outstanding, at said office, in like
money, at the rates of interest as provided irCrealit Agreement described below, on the date(d)imthe manner provided in said Credit
Agreement.

The holder of this Revolving Credit Note shall retthe date, type and amount of each Revolving iCkeén made by the Bank, and the ¢
and amount of each payment or prepayment of prahcipor interest on any Loan, and the principabant subject thereto and the interest
rate with respect thereto on such computer, magdetk, tape or other such electronic data stosagkretrieval system deemed adequate for
such purpose by the Bank, in its sole and absdlistaetion, which record shall constitute, abseanifiest error, conclusive evidence of the
accuracy of the information so recorded, but nlufaiso to record or any error in so recording Iséfééct the obligation of the Borrower to
repay any such Revolving Credit Loans, with intetkereon, as provided in the Agreement or herein.

This is one of the Revolving Credit Notes refen@éh that certain Credit Agreement (as amendeah fime to time the "Credit Agreement")
dated as of July 31, 1996 among the Borrower aadtinks named therein (including the Bank) andendds the Revolving Credit Loans
made by the Bank thereunder. All terms not defimeekin shall have the meanings given to them irCiselit Agreement.

This Note is an amendment and restatement of,sabding issued in replacement of and in substiiutio the Revolving Credit Note dated
July 31, 1996 (the "Original Note"), in the originincipal amount of $12,000,000 by the Borrowethe order of the Bank; provided,
however, that all interest accrued and unpaid utideOriginal Note shall be deemed evidenced tg/Nte and payable hereunder from and
after the date of accrual thereof. The executiahdelivery of this Note shall not be construed awédnconstituted repayment of any interes
the Original Note.

The Credit Agreement provides for the acceleravibtihe maturity of principal upon the occurrenceceftain Events of Default and for
prepayments on the terms and conditions specifiectin. The Borrower waives presentment, noticgisifonor, protest, and any other notice
or formality with respect to this Note.

The terms of this Note may not be changed orally dnly by an instrument duly executed by the Bapand the Bank.
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This Note shall be governed by, and interpretedcamstrued in accordance with the laws, of theeStatNew York.
VEECO INSTRUMENTS, INC.

By:

Name:
Title:
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EXHIBIT C

FORM OF
FINAL TERM LOAN NOTE

us.$

For value received, VEECO INSTRUMENTS, INC., a dae corporation (the "Borrower"), promises to payhe order of

(the "Bank") at the officihe Bank located at the sum of

Dollars ($) in sixteen consecutive quarterly pipat installments of $ commencing ,19__ and on the first Banking
Day each and thereafter until paid in full, all mcacdance with and pursuant to the
Credit Agreement referred to below The Borrowspgromises to pay interest on the aggregate urpmmdrpal amount hereof on the dates
and at the rates provided for in the Credit Agreetm&ll payments of principal and interest shallrbade in lawful money of the United Ste
by the transfer of immediately available funds.

This Note is issued pursuant to, and entitled ltthal benefits of, the Credit Agreement, datedfakuty 31, 1996, between the Bank and the
Borrower (as the same may have been or may heréaftemended from time to time, the "Credit Agreetfje All terms not defined herein
shall have the meanings given to them in the Crsglieement.

The Credit Agreement provides for acceleratiorhefrmaturity of principal upon the occurrence otaier Events of Default and for
prepayments on the terms and conditions specfifiecein. The Borrower hereby waives presentmentateprotest or notice of any kind in
connection with this Note.

The terms of this Note may not be changed orally dnly by an instrument duly executed by the Bawpand the Bank.
THIS NOTE SHALL BE CONSTRUED IN ACCORDANCE WITH AND GOVERNED BY THE
LAWS OF NEW YORK WITHOUT REGARD TO ITS CHOICE OF LA W PRINCIPLES.
VEECO INSTRUMENTS, INC.

By:

Name:

Title:



EX-21.1
Subsidiaries of the Registrant

Subsidiary Jurisdi

Sloan Technology Corporation Delawar
Veeco Instruments S.A. France
Elvion S.A. France

Veeco Instruments GmbH Germany
Veeco Instruments Limited England
Nihon Veeco K.K. Japan

Wyko Corporation Arizoni
Veeco Real Estate, Inc New Yor
Robin Hill Properties, Inc. Califor
Digital Instruments (UK) Limited England
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Exhibit 23.1
Consent of Independent Auditors

We consent to the incorporation by reference inRbgistration Statement (Form S-8 No. 33-87394fgji@ng to the Veeco Instruments Inc.
Amended and Restated 1992 Employees' Stock Oplionad the Veeco Instruments Inc. 1994 Stock @filan for Outside Directors, the
Registration Statement (Form S-8 No. 33-95422)gimrtg to the Veeco Instruments Inc. Employee Stgkchase Plan, the Registration
Statement (Form S-8 No. 33-95424) pertaining toMbeco Instruments Inc. Amended and Restated 189ddyees' Stock Option Plan, the
Registration Statement (Form S-8 No. 333-08981fapeng to the Veeco Instruments Inc. Amended aast&ed 1992 Employees' Stock
Option Plan and the Amended and Restated Veecwinshts Inc. 1994 Stock Option Plan for OutsideeBliors, the Registration Statement
(Form S-8 No. 333-35009) pertaining to the Amended Restated Veeco Instruments Inc. 1994 Stoclo®gptian for Outside Directors and
the Registration Statement (Form S-8 No. 333-35@&tiaining to the Stock Option Agreements datdy 25, 1997 between Veeco
Instruments Inc. and each of Esther J. DavenpariRoberto Constantakis of our report dated Febr8ai®99, with respect to the
consolidated financial statements and scheduleseft¥ Instruments Inc. included in the Annual Reffestm 10-K) for the year ended
December 31, 1998.

/'sl ERNST & YOUNG LLP
Mel vill e, New York
March 26, 1999
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ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONSOLIDATED FINANCIAL
STATEMENTS AS OF DECEMBER 31, 1998 WHICH ARE CONTYED IN FORM 10-K AND IS QUALIFIED IN ITS ENTIRETY B
REFERENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END DEC 31 199
CASH 23,49:
SECURITIES 0
RECEIVABLES 44,74:
ALLOWANCES 1,72¢
INVENTORY 53,32«
CURRENT ASSET? 127,13.
PP&E 53,06¢
DEPRECIATION 15,86!
TOTAL ASSETS 172,83
CURRENT LIABILITIES 41,60¢
BONDS 17,147
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 14¢
OTHER SE 113,07¢
TOTAL LIABILITY AND EQUITY 172,83
SALES 206,83t
TOTAL REVENUES 206,83t
CGS 111,77¢
TOTAL COSTS 69,71«
OTHER EXPENSES 6,31
LOSS PROVISION 0
INTEREST EXPENSE 88¢€
INCOME PRETAX 18,14¢
INCOME TAX 5,44¢
INCOME CONTINUING 0
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 12,70
EPS PRIMARY .87
EPS DILUTED .85



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM CONSOLIDATED FINANCIAL
STATEMENTS AS OF DECEMBER 31, 1997 WHICH ARE CONTYED IN FORM 10-K AND IS QUALIFIED IN ITS ENTIRETY B
REFERENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END DEC 01 199
CASH 20,44
SECURITIES 0
RECEIVABLES 45,93:
ALLOWANCES 1,00t
INVENTORY 44,82¢
CURRENT ASSET¢ 116,49:
PP&E 44,93
DEPRECIATION 11,58¢
TOTAL ASSETS 159,63:
CURRENT LIABILITIES 47,71¢
BONDS 17,35¢
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 14%
OTHER SE 93,61
TOTAL LIABILITY AND EQUITY 159,63:
SALES 216,72¢
TOTAL REVENUES 216,72¢
CGS 110,08(
TOTAL COSTS 66,33¢
OTHER EXPENSES 6,06¢
LOSS PROVISION 0
INTEREST EXPENSE 7
INCOME PRETAX 33,631
INCOME TAX 7,61(
INCOME CONTINUING 0
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 26,027
EPS PRIMARY 1.81
EPS DILUTED 1.7¢
End of Filing
Powerad By I:IH'J‘.['{E. -
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