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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

(Mark One)
& ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OFTHE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2002
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number 0-16244

VEECO INSTRUMENTS INC.

(Registrant)
Delaware 11-2989601
(State or other jurisdiction (I.R.S. Employer Identification No.)
of incorporation or organizatiol
100 Sunnyside Boulevarc 11797
Woodbury, New York (Zip Code)

(Address of principal executive office

Registrant's telephone number, including area (516) 67°-0200
Website:www.veeco.com
Securities registered pursuant to Section 12(hefct:
None

Securities registered pursuant to Section 12(gheRct:
Common Stock, par value $.01 per share

Indicate by check mark whether the Regist(d) has filed all reports required to be filgd®ection 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the Registrard vesjuired to file such reports), and
(2) has been subject to such filing requirementsHe past 90 days. Ye& No O

Indicate by check mark if disclosure ofidglient filers pursuant to Item 405 of Registrat®# is not contained herein, and will not be
contained, to the best of Registrant's knowledyegfinitive proxy or information statements incorgted by references in Part Il of this
Form 10-K or any amendment to this Form 10-&

Indicate by check mark if the Registrarasaccelerated filer (as defined in Rule 12b-thefExchange Act) Yedsl No O

The aggregate market value of the votinglsheld by non-affiliates of the Registrant, basadhe closing price of the Common Stock
on June 28, 2002 as reported on The Nasdaq Natfitexddet, was approximately $484,218,000. SharégSaosfimon Stock held by each offic
and director and by each person who owns 5% or wfdiee outstanding Common Stock have been exclérded this computation in that
such persons may be deemed to be affiliates. Btexmination of affiliate status is not necessaailyonclusive determination for other
purposes



At March 20, 2003, the Registrant had 28,231 outstanding shares of Common Stock.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant's Proxy Staterf@arthe Annual Meeting of Stockholders to be hatdMay 9, 2003 are incorporated by
reference into Part 1l of this Annual Report orrifRal0-K.

SAFE HARBOR STATEMENT

This Annual Report on Form 10-K (the "Refjocontains forward-looking statements within theaning of the Private Securities
Litigation Reform Act of 1995. Discussions contaigpisuch forward-looking statements may be founiteims 1, 3, 7 and 7A hereof, as well
as within this Report generally. In addition, whesed in this Report, the words "believes," "antitgs," "expects,” "estimates," "plans,"
"intends," and similar expressions are intendedeatify forward-looking statements. All forwardeking statements are subject to a number
of risks and uncertainties that could cause acasllts to differ materially from projected resufsctors that may cause these differences
include, but are not limited to:

. the dependence on principal customers and theceyclature of the data storage, telecommunicatioreléss, semiconductor,
research and industrial industries,

. rapid technological change and risks associatell thé acceptance of new products by individualamsts and by the
marketplace,

. fluctuations in quarterly operating results,

. risk of cancellation or rescheduling of orders,

. risks associated with evaluating and pursuing aitipmn opportunities and integrating acquired basges into our business,

. loss of key management or our inability to attiawd retain sufficient numbers of managerial, ergyimg and other technical
persons,

. the highly competitive nature of industries in whithe Company operates,

. changes in foreign currency exchange rates, and

. matters set forth in this Report generally, inchgdthe risk factors set forth in "ltem 7. Manageti@iscussion and Analysis of

Financial Condition and Results of Operations".

Consequently, such forward-looking stateisishould be regarded solely as the Company'srdystans, estimates and beliefs. The
Company does not undertake any obligation to upaiayeforwardlooking statements to reflect future events oruwinstances after the date
such statements

Available Information

We file annual, quarterly and current répanformation statements and other informatiothwlie Securities and Exchange Commission
(the "SEC"). The public may read and copy any nigtewe file with the SEC at the SEC's Public Refee Room at 450 Fifth Street, N.W.,
Washington, D.C. 20549. The public may obtain infation on the operation of the Public ReferencerRby calling the SEC at 1-800-SEC-
0330. The SEC also maintains an Internet sitedbiatains reports, proxy and information statemeansd, other information regarding issuers
that file electronically with the SEC. The addre$shat site ishttp://www.sec.gov.

Internet Address

We maintain a website where additional imfation concerning our business and various upcgmuents can be found. The address of
our website isvww.veeco.comWe provide a link on our website, under InvesteFinancial Info—SEC Filings, through which invegaan
access our filings with the SEC, including our aadmeport on Form 10-K, quarterly reports on Foi®aQ, current reports on Form 8-K, and
all amendments to those reports. These filingpasted to our internet as soon as reasonably gabtdi after we electronically file such
material with the SEC



Iltem 1. Business.
The Company

Veeco Instruments Inc. (together with iesolidated subsidiaries, "Veeco", the "Company"we") designs, manufactures, markets and
services a broad line of equipment primarily usgdnanufacturers in the data storage, semicondactditelecommunications/wireless
industries. These industries help create a widgearfi information age products such as computegnated circuits, personal computers, |
disk drives, network servers, fiber optic netwoidigital cameras, wireless phones, TV set-top baxespersonal digital assistants. Our broad
line of products featuring leading edge technolaligws customers to improve time to market of rgteration products. Veeco's products
are also enabling advancements in the growing &élianoscience and other areas of scientific addstrial research.

Our process equipment products precisghpsié or remove (etch) various materials in the afacturing of advanced thin film magnetic
heads (TFMHSs) for the data storage industry, sendaotor deposition of mask reticles, and telecompaiions/ wireless devices. Our
metrology equipment is used to provide criticaface measurements on semiconductor devices and BFWHis equipment allows
customers to monitor their products throughoutttamufacturing process in order to improve yieldgluce costs and improve product
quality. Our metrology solutions are also key instents used by many universities, scientific latmias and industrial applications.

Demand for our products has been drivethbyincreasing miniaturization of microelectrontmponents; 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
giant magnetoresistive (GMR) and tunneling magmsisitve (TMR) TFMHs which require additional maacturing steps and the ability to
conduct critical measurements for quality contrad ather purposes during the manufacturing proddss ability of Veeco's products to
precisely deposit thin films, and/or etch sub-micpatterns and make critical surface measuremeritese components enables
manufacturers to improve yields and quality infddgrication of advanced microelectronic devices.

Veeco serves its worldwide customers thihooigr global sales and service organization loctirmlighout the United States, Europe,
Japan and Asia Pacific. At December 31, 2002, Véecbl,067 employees, with manufacturing, reseanchdevelopment and engineering
facilities located in New York, California, Minnetsg Colorado and Arizona.

Veeco was organized as a Delaware corporati 1989.
Our Strategy
Veeco's strategy is to:

. Capitalize on the long-term growth opportunitieshia data storage and telecommunications/wiretehsstries by expanding
process equipment and metrology solutions;

. Pursue focused market opportunities in the semiettod industry in which Veeco has specific techgglteadership;

. Pursue market opportunities in scientific researmth capitalize on the growing worldwide investmientanoscience and
nanotechnology through the sale of Veeco's enabfietjology instruments;

. Pursue internal growth, as well as strategic adipis and, where appropriate, to further expamdGobmpany's breadth of
product line;
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. Leverage Veeco's technology and strategic custoateionships and assist customers' time to mdodkeheir new products;
. Utilize the Company's industry-leading global salad service network to further strengthen custamlationships.

Recent Events

In October 2002, the Company announceaia gésigned to reduce its operating costs by appedgly $24.0 million in 2003. The plan
included layoffs of approximately 20% of its empdeg, primarily in the process equipment group,thadtlosure of certain facilities. As a
result of these actions and due to the continueakmaess in the Company's served markets and thetaimtg of their recovery, Veec



recorded a $124.0 million charge in the fourth tgranf 2002. The charge consisted of a $15.0 milisite-off of inventory (included in cost
of sales) in the process equipment group for thernalization and discontinuance of certain produngts; $2.6 million of severance and
business relocation costs as a result of the war&feeduction and consolidation or elimination eftain facilities; $6.4 million of costs
related to the proposed merger with FEI Companf("Hincluding investment banking, legal, accouagtiand other expenses related to the
terminated merger agreement); $0.3 million for epayment penalty on the early extinguishment of;detdl $99.7 million in asset
impairment charges, primarily in the process eqepngroup. The asset impairment charge includesi$8#lion of impairment to goodwill,
in accordance with Statement of Financial Accounttandards ("SFAS") No. 142. The Company concludatithe goodwill arising from
the acquisition of Applied Epi, Inc. ("Applied Epj'which took place in September 2001, was sigaifity impaired due to the severe and
continued weakness in the telecommunications/véselledustry and the uncertainty of its recoveryaddition to the goodwill impairment,
asset impairment charges also included $3.5 miftiothe impairment of two buildings (CVC, Inc. MC") and lon Tech, Inc. ("lon Tech")
facilities) and $1.8 million for the impairment other fixed assets due primarily to the closinghefse facilities.

On January 9, 2003, the Company and FEtljoannounced the mutual termination of their neer@greement that was entered into on
July 11, 2002. Veeco and FEI mutually determinetta@roceed with the merger due to the difficseall market and economic conditions,
and the uncertain timing of an industry recovery.

Industry Background

General Introduction: The market for microelectronic components aurgs to be driven by corporate and consumer usdgasfatior
age products such as networked personal complREs)(servers and the Internet, among others. \ii@l€ompany believes that the PC
server markets are the primary driver of disk drwné growth, disk drives are also increasinglynigeiised for emerging applications such as
television set-top boxes, video-on-demand systamd,small electronic devices such as digital camana personal digital assistants.

Continued demand for smaller, faster asd &xpensive microelectronic components, partilyulathe computer industry, has led to
increasing miniaturization. This increasing minraation is achieved through an increased numbenafufacturing steps involving greater
use of precise etching and deposition equipmergdtition, metrology systems are used throughautthnufacturing process in order to
monitor process accuracy, product quality, repeltsabnd to measure critical dimensions and otbteysical features such as film thickness,
line width, step height, sidewall angle and surfameghness, thereby improving yields. Telecommuiooa/wireless components,
semiconductor devices, TFMHs and other electroommonents often consist of many intricate pattemsircuits or film layers. Depending
upon the specific design of any given integratedudt, a

variety of film thicknesses and a number of layard film types will be used to achieve desired ganfince characteristics.

Trends in the Data Storage Industryin order to satisfy market demand for devicéh greater storage capacity, the data storage
industry developed new head designs incorporatigigen areal densities which enable storage of rdata. The capacity of disk drives is
largely determined by the capability of the magneticording heads, which read and write signale batd disks. In November 2002,
Peripheral Research forecasted that GMR head ptioduwill grow from approximately 730 million hea@s2001 to 750 million heads in
2005. In November 2002, Gartner Dataquest foreddkeg the volume shipments of hard drives wilk@ase from 200 million units in 2001
to over 250 million units by 2006. The Company &edis that despite capital spending constraintamilie data storage industry, substantial
investment continues to be made in GMR and moramakd technology. In 2003, Veeco intends to intcedieveral new Process Equipment
products to respond to the data storage industoyiinued technology advances.

Trends in the Semiconductor IndustryCurrent semiconductor industry technology teeimtlude smaller feature sizes (sutk3 microt
line widths), larger substrates (i.e., the transitio 300mm wafers) and the increased use of noglydh the manufacturing process. In fact,
according to VLSI the percentage of capital expemds being devoted to metrology tools by semicet@tumanufacturers is the fastest
growing part of the equipment business and VLSt¢dasts that these expenditures will increase fropnoimately $1.8 billion in 2002 (or
10% of the $17.3 million wafer fab equipment mayketapproximately $4.5 billion in 2005 (or 12%tbe $37.1 billion wafer fab equipment
market). Semiconductor manufacturers use metraoglg in their wafer fabrication facilities to deteprocess deviations as early in the
manufacturing process as possible. These toolsriial for yield enhancement resulting in cogtuetion in this increasingly competitive
environment. Veeco has sold over 100 automated itéorce Microscope (AFM) systems to be used ie-tiy manufacturers of
semiconductor chips in their fabrication facilities

Another trend in the semiconductor indugtrthat research and development expendituresmcenductor companies and photomask
manufacturers are increasing to extend the capiabitif photomasks, which are used to create at&ipatterns on semiconductor wafers.
example of this is the investment being made t@higvextreme ultraviolet processes to be usedamtanufacturing of photomasks. Veeco
has created metrology and selected process equiratucts to respond to these industry trendd$,idiieg our Dimension X3D AFM for
photomask metrology and our NEXUS Low Defect Dgn@iDD) ion beam deposition (IBD) system for advadg@hotomask deposition.

Trends in the Research Industry A meaningful trend in the research industrihis growth in nanotechnology investment occurring a
the scientific and university level. Nanotechnoldga field of science whose goal is to controividtlial atoms and molecules to potentially
create computer chips and other devices that atesémds of times smaller than current technolgugesiit. Nanoscience and nanotechnol



have received significant funding from the U.S. atiter countries, and are beginning to impact madystries, including life sciences, data
storage, semiconductor, telecommunications andriabtaciences. According to the National Nanotedbgy Institute (NNI) (1/03)
worldwide nanotechnology funding has increased famproximately $400 million in 1997 to over $2 inifi in 2002. Evolution Capital, an
industry research company based in the United Kingdorecasted in 2002 that nanotechnology woubdvgo be a $1.5 trillion industry by
2010. Veeco's metrology instruments are used bgteahnology researchers and Veeco currently sehearly every major scientific or
research organization engaged in the field of reafotology. In 2002 Veeco introduced several new ARMd Scanning Probe microscopes
(SPMs) to respond to the growing need for spe@dlizcientific research metrology tools and intelndatroduce additional AFM and SPM
products in 2003.

Trends in the Telecommunications/Wirelessistry:  Beginning in 2001 and continuing through 2002, telecommunications indus
underwent a severe downturn caused by industrycapecity, overly aggressive manufacturing rampdduice manufacturers, and a glut of
optical components. Despite this downturn, Veeatinaed to broaden its equipment solutions toithdsistry, expanding more into the
wireless/active device segment. In September 2@y purchased Applied Epi, a leading supplier BEMechnology to the wireless dev
industry. Applied Epi's equipment is used to maotufee wireless devices such as power amplifiergli@gion specific integrated circuits
(ASICs) for cell phones, PDAs and base stationsoAding to Micrologic Research, the worldwide wigd chip equipment market is
forecasted to grow from approximately $20 billion2001 to over $40 billion in 2005. The Companyiéads that future growth in this
industry will be tied to the trend toward convergemnd integration of semiconductor, telecommuiunatand wireless devices to produce
cheaper, faster integrated components. Despitertheing slump in the telecommunications/wirelesskaiain 2002, Veeco has continued to
receive technology buys from worldwide customersR&D applications.

Veeco's Products

Veeco offers two principal product linesogess equipment and metrology. Veeco divestddatsdetection business in January 2000,
and its remaining industrial measurement busingsXfay) in May 2002. Historical contribution to restles by each of these product lines is
shown below for the years indicated:

Year ended December 31,

2002 2001 2000

(Dollars in millions)

Process Equipmel $ 146.7  $ 277 $ 216.2
% of net sale 49.1% 61.7% 57.5%

Metrology $ 152: $ 172.C  $ 159.¢
% of net sale 50.% 38.2% 42.5%

See Note 8 to the Consolidated Financiategtents of the Company for additional informatiegarding the Company's reportable
segments and sales by geographic location.

Below is a matrix indicating the marketsee's Process Equipment and Metrology product fasnére primarily sold to:

Scientific Research/

PROCESS EQUIPMENT Data Storage Semiconductor Telecom/Wireless Industrial
lon Beam Depositio X X X

lon Beam Etct X X

Physical Vapor Depositio X

Molecular Beam Epitax X X X
Diamond Like Carboil X

METROLOGY

Atomic Force Microscopes

(automated X X

Research AFMs and SP) X
Stylus Profilers X X X
Optical Interferometer X X X




Process Equipmel

Veeco produces and sells several typesaafgss equipment able to precisely deposit orthichfilm products used in the manufacture
of telecommunications components such as filtetslasers, data storage components such as TFMHspaoihlty semiconductors such as
GaAs (gallium arsenide) devices and MRAM (magnetitdom access memory). Veeco's process equipnmahigrline includes:

lon Beam Deposition (IBD) SystemsVeeco's IBD systems utilize an ion beam to da@gmecise layers of thin films and may be mated
to Veeco's cluster system platform to allow eitbarallel or sequential etch/deposition processesbkam deposition systems deposit high
purity thin film layers and provide maximum unifatynand repeatability.

lon Beam Etch (IBE) SystemsVeeco develops and produces ion beam etchnsgstdiich etch precise, complex features for use
primarily by data storage and telecommunicationscgemanufacturers in the fabrication of discretd ategrated microelectronic devices.

Physical Vapor Deposition (PVD) Systems/eeco believes that its PVD system, which dépaseater than 20 types of materials, c
manufacturers the most flexible platform for depiéhgy nextgeneration data storage applications. The NEXUS Pxdvides multiple target
speeding the transition from development to high#@ production.

Molecular Beam Epitaxy (MBE) SystemsMBE is the process of precisely depositingap#lly aligned atomically thin crystal layers,
or epilayers, of elemental materials onto a sutistraan ultra-high vacuum environment. For manypound semiconductors, MBE is the
critical first step of the fabrication process,jmbitely determining device functionality and penfiamce. The performance characteristics of
compound semiconductors are dependent on the Hiryststructure, chemical composition, number, pretise thickness of the epilayers. As
a result, MBE is considered to be one of the highakie added steps in the production of compo@mticonductors. Veeco provides a broad
array of MBE components and systems.

Diamond-Like Carbon (DLC) Deposition System Veeco's DLC deposition system deposits protectoatings on advanced TFMHSs.
The system consists of a single cassette vacuudioldaand a high vacuum processing chamber withibndeam sources.

Metrology

Veeco's surface metrology product lineudels atomic force/scanning probe microscopes,aptietrology tools and stylus profilers.
These products offer a broad range of solutiormgdomers in the data storage and semiconductostinds, as well as versatile tools for use
by research and development centers and univearsitie

Atomic Force/Scanning Probe Microscopes (AFM/SPMs)

Veeco produces a broad range of AFM/SPMipets designed for data storage, semiconductorresearch and other industrial
applications. Veeco's Series Vx™ Atomic Force Feofielivers a combination of atomic force resauatwith long-scan capability, which is
ideal for monitoring specific thin film process dipptions in semiconductor manufacturing and spegfowth applications in semiconductor
metrology, such as Chemical Mechanical Planaringi@MP). The Vx-330 has been sold into all majons®nductor fabs and is an award-
winning tool (Semiconductor International Magaz2@¥91), and in 2002 Veeco introduced a next-gera@r&D AFM for lithography
applications. Veeco's NanoScope products are wiskdygl by leading nanotechnology research centeigwide. In 2002, Veeco introduced
several new products, including the NanoMan andiRicce systems, designed specifically for the neirase market.
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The atomic force microscope "feels" the glnsurface directly using a probe consisting eégy sharp tip mounted on a microscopic
spring arm (a cantilever). The interaction of thelye with the surface is detected by measuringededins of the cantilever with an optical
beam system. AFMs permit resolution at the moledelzel. Veeco developed some of the first AFMsduiisecommercial applications and
most of the SPMs manufactured and sold by VeecédBMs. SPMs, and particularly AFMs, can directlyasere both lateral and vertical
shapes with nanometer resolution and with direct@pability. In contrast, light-based metrologytinments, including confocal
microscopes, have limited lateral resolution forasweements of less than half the wavelength of,lighless than about 250 nanometers. In
addition to topography, AFMs can also directly mgasnagnetic field (such as magnetic bits on a Hesk); electric field; hardness (such as
thin film integrity); electric charge density (suak dopant concentrations in semiconductors); tesiyme (such as temperature distribution in
disk drive recording head elements); and varioesribal properties (such as the difference in biggireference among biological
molecules). AFMs make these measurements on abngsurface; in air, vacuum or under fluids; anthwiinimal sample preparation.

Stylus Profilers

Stylus profilers are used to produce csessgional representations and/or quantitative nreasents, which are displayed on a video
monitor. Veeco's stylus profiler systems utilizeracision translation stage which creates relatieion between the sample and a diamond
tipped stylus. As the sample moves under the stglugace variations cause vertical translatiothefstylus, which is tracked and measu



Stylus profilers are widely used for height, widpitch and roughness measurements of featuresnicaeductor devices, magnetic and
optical storage media (e.g., hard drives), flatgbaiisplays and hybrid circuits. Veeco believes ttsastylus profiler products are recognized
for their accuracy, repeatability, ease of usetaotnology features, and are designed to meetge rafindustry specifications and customer
requirements.

Optical Metrology (Interferometry) Products

Substantially all of Veeco's optical mebd@y instruments are designed to make non-contafstcimeasurements using interferometry
technology. This process involves the use of eitlfgte light or laser sources to measure surfaoghness and shape by creating interference
patterns from the optical path difference betwdwmntést surface and a reference surface. Usingnaination of phase shifting interferometry
(PSI) and vertical scanning interferometry (VStiede instruments are designed to rapidly and migaiseasure and characterize a range of
surface sizes and shapes. Veeco's major opticdlpt® include th&T family andSP3000and theHD-Seriesoptical profilers. TheNT family
product line measures surface roughness, heightstapes. ThelD-Seriesnstruments are a line of microstructure measurémgnipment
used by manufacturers of mass memory componertgling manufacturers of TFMHSs, disks, drives anspgmnsionsHD-Seriesinstruments
are used for research and development, productiotial, process improvement, incoming parts inspacfinal parts inspection and field
failure analysis.

Service and Sales

Veeco recognizes that its customer semiganization is a significant factor in the Comparsuccess. The Company provides service
and support on a warranty, service contract ondividual service-call basis. Veeco also offersaded warranty 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. Thernpany believes that offering 24 hour,

7 day per week worldwide support creates strongjationships with customers and provides a sigaificompetitive advantage.
Approximately

5.9% of Veeco's net sales for the year ended DeeeB1h 2002 constituted revenues from service apgat.

Veeco sells its products worldwide throwglnious strategically located sales and serviciitfas located in the U.S., Europe, Asia
Pacific, and Japan. As of December 31, 2002, Veegoloyed 139 sales and marketing representati®sfidld service representatives and
98 product support representatives. During thesyeaded December 31, 2002 and 2001, Veeco recapt@dximately $5.6 million and
$30.6 million in revenues from independent represéres, respectively, which represented approxefgeé2% and 7% of total consolidated
revenues, respectively. During 2002 and 2001, nesemelated to the sale of process equipment's apgiroximated $1.7 million and
$18.4 million, respectively, and revenues relatethe sale of metrology's units approximated $318am and $12.2 million, respectively.

Customers

Veeco sells its products to many of theldisrmajor data storage, semiconductor and teleaamgations/wireless component
manufacturers, and to customers in other industrésgarch centers and universities. For the yedgdkDecember 31, 2002, 40% of Veeco's
sales were to scientific research and industristauers, 32% to data storage customers, 15% totalmunications/wireless, and 13% to
semiconductor customers. We rely on certain pradapstomers for a significant portion of our sateduding Seagate Technology, Inc.,
which has been one of our largest customers dtniedast three years. Sales to Seagate accoumté8%e, 7%, and 18% of Veeco's total net
sales in the years ended December 31, 2002, 2862@00, respectively. If any principal customescdintinues its relationship with us or
suffers economic setbacks, our business, prosgaaacial condition and operating results couldegerially and adversely affected.

Research and Development

Veeco believes that continued and timelyettgpment of new products and enhancements tamgigtoducts are necessary to maintain
its competitive position. Veeco works collaboralyveith its customers to help ensure its technolagyg product roadmaps are aligned with
customer requirements. Veeco's research and deweldprograms are organized by product line; newdycts have been introduced into
each of Veeco's product lines in each of the rasttyears.

Veeco's research and development expersesapproximately $53.9 million, $59.7 million a$81.2 million, or approximately 18.0%,
13.3% and 13.6% of net sales, for the years endémsember 31, 2002, 2001 and 2000, respectively.eTeérsenses consisted primarily of
salaries, project material and other product dgarakent and enhancement costs.

Manufacturing

The Company's principal manufacturing ati&s, which consist principally of design, asseymiohitegration and test operations,



organized by product and take place at our fagdlith Plainview, New York, Santa Barbara, CalifarrBunnyvale, California, Tucson,
Arizona, Ft. Collins, Colorado, and St. Paul, Misot.

The Company's manufacturing and researdtdamelopment functions are organized by produvilias. The Company believes that 1
organizational structure allows each product famignager to more closely monitor the products foictv he is responsible, resulting in
more efficient sales, marketing, manufacturing sestarch and development. The Company seeks toasmplcustomer responsiveness,
customer service, high quality products and a nideractive management style. By implementing tlreaeagement philosophies, the
Company believes that it has increased its coniperiéss and positioned itself for future growth.
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Certain of the components and sub-assemini@uded in the Company's products are obtairsed & single source or a limited group of
suppliers. Although the Company does not believ®dependent upon any of these suppliers as aseakee or limited source for any critical
components, the inability of the Company to devaltiprnative sources, if required, an inabilitynieet a demand, a prolonged interruption in
supply or a significant increase in the price oé @n more components could adversely affect the gamyis operating results.

Backlog

Veeco's backlog decreased from $122.0anikit December 31, 2001 to $89.1 million at Decam3lie 2002. Backlog adjustments for
2002 included order cancellations of $20.9 millidthe Company's backlog generally consists of prodrders for which a purchase order
been received and which are scheduled for shipmigin twelve months. Veeco schedules productioiisofystems based on order backlog
and customer commitments. Because certain of timep@oy's orders require products to be shippederséme quarter in which the order\
received, and due to possible changes in delivergdules, cancellations of orders and delays pnséint, the Company does not believe that
the level of backlog at any point in time is anwete indicator of the Company's future performaiuee to the current weak business
environment, the Company may continue to experieaoeellation and/or rescheduling of orders.

Competition

In each of the markets that it serves, \ddaces substantial competition from establishedpetitors, some of which have greater
financial, engineering, manufacturing and marketiegpurces than Veeco. In addition, many of Veqmaducts face competition from
alternative technologies, some of which are motaldished than those used in Veeco products. Signif factors for customer selection of
metrology and process equipment tools include sygterformance, accuracy, repeatability, ease gfrediability, cost of ownership, and
technical service and support. Veeco believesnipetes favorably on the basis of these factoradh enarket Veeco serves. None of Veeco's
competitors competes with Veeco across all of Vegomduct lines.

Veeco competes with metrology product maaufrers such as KLA-Tencor, Seiko, Hitachi, Zygofdration and a variety of small
manufacturers. Veeco competes with process equipmanufacturers such as Anelva, Unaxis, Hitachrdim, Riber, and Oxford
Instruments.

Intellectual Property

Veeco's success depends in part on itgiptapy technology. Although Veeco attempts to @coits intellectual property rights through
patents, copyrights, trade secrets and other mesdinere can be no assurance that Veeco will lea@bprotect its technology adequately or
that competitors will not be able to develop simtlchnology independently. Veeco believes thatetlgeno single patent which is material to
its operations.

Veeco has patents and exclusive and nolugxe licenses to patents owned by others covear@mtain of its products, which Veeco
believes provide it with a competitive advantagee®o has a policy of seeking patents on inventionserning new products and
improvements as part of its ongoing research, deweént and manufacturing activities. Veeco belighias there are no patents which are
critical to its operations, and that the successsdjusiness depends primarily on the technicpégise, innovation, and experience of its
employees.

Veeco also relies upon trade secret prioteor its confidential and propriety informatiofihere can be no assurance that others will not
independently develop substantially equivalent gegary information and techniques or otherwisengaicess to Veeco's trade secrets or that
Veeco can meaningfully protect its trade secretsddition, the Company cannot be certain thatlithet be
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sued by third parties alleging that the Companyihi@mged their patents or other intellectual pedy rights. If any third party sues Vee:



the Company's business, results of operationsiandial condition could be materially adverselyeatéd.

Following the merger with Digital Instruntenin September 1998, Veeco and IBM entered irtmas license agreement providing for
the grant by Veeco to IBM and the grant by IBM tee¢o of the non-exclusive right to make, use atld\&&1/SPM products utilizing
technology covered by certain patents held by VeeablBM, respectively. The agreement is schedideskpire in August 2003, although,
the Company expects to negotiate an extensiori®atireement with IBM prior to that time.

Employees

At December 31, 2002, the Company had 1ebb@loyees, of which there were 259 in manufactuaind testing, 139 in sales and
marketing, 150 in service, 98 in product suppdsf) 1 engineering, research and development, ahdnli®&formation technology, general
administration and finance. The success of the @miylp future operations depends in large part elfCitmpany's ability to recruit and retain
engineers, technicians and other higbliffed professionals who are in considerable dama&here can be no assurance that the Compar
be successful in retaining or recruiting key persdnThe Company believes that its relations wileimployees are good.

Other than Edward H. Braun and John F. Riinthe Company's Chairman and Chief Executiffie€ and the Company's Executive
Vice President and Chief Financial Officer, resp@ty, the Company's executive officers are nogyémeral, subject to employment
agreements or non-competition agreements with timagany.

Item 2. Properties.

The Company's headquarters office andritejpal manufacturing, research and developmedtsates and service facilities, as well as
the approximate size and the segments which usliph facilities, are:

Approximate

Owned Facilities Location Size (sq. ft.) Mortgaged Use

Fort Collins, CO (1 47,00( No Process Equipmel
Rochester, NY (1 90,00( No Process Equipmel
Plainview, NY 80,00( No Process Equipmel
Santa Barbara, C. 100,00( Yes Metrology

St. Paul, MN 125,00( Yes Process Equipmel
Tucson, AZ (2 110,00( No Metrology

Approximate Lease

Leased Facilities Location Size (sq. ft.) Expires Use
Fremont, CA 14,00( 200¢ Process Equipmel
San Diego, C/ 11,00( 200t Metrology
Sunnyvale, C£ 26,00( 200: Metrology
Woodbury, NY 32,00 2011 Headquarter

Q) The land and building are classified as assetsfobelshle at December 31, 2002. See Note 7 to tms@idated Financial Statements
of the Company for further discussion.

(2) The Company's optical metrology business utilizggaximately 75,000 square feet of this facilitheTbalance is available for
expansion.

The Santa Barbara and St. Paul facilittessabject to mortgages, which at December 31, 208 outstanding balances of, $6.3 million
and $4.2 million, respectively. The Company alssés small
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offices in Chadds Ford, Pennsylvania and Edinaigisota, for sales and service. The Company's foseigsidiaries lease space for use as
sales and service centers in England, France, Gegtritaland, Japan, Korea, Malaysia, Singaporen&hnd Taiwan. The Company believes
its facilities are adequate to meet its currentleee

Item 3. Legal Proceedings.

Environmental



The Company may, under certain circumstsnoe obligated to pay up to $250,000 in connegiittin the implementation of a
comprehensive plan of environmental remediatidtsa®lainview, New York facility. The Company hasdm indemnified for any liabilities it
may incur in excess of $250,000 with respect tosrgh remediation. No comprehensive plan has berired to date. Even without
consideration of such indemnification, the Compeags not believe that any material loss or expengmbable in connection with any
remediation plan that may be proposed.

The Company is aware that petroleum hydimracontamination has been detected in the stileasite of a facility leased by the
Company in Santa Barbara, California. The Compasydeen indemnified for any liabilities it may inevhich arise from environmental
contamination at the site. Even without consideratf such indemnification, the Company does néebe that any material loss or expense
is probable in connection with any such liabilities

The former owner of the land and buildingvhich the Company's Santa Barbara, Californiaotey operations are located has
disclosed that there are hazardous substancespneske ground under the building. Managemenielek that the comprehensive
indemnification clause that is part of the purchem®tract provides adequate protection againseamironmental issues that may arise.

Non-Environmental

On August 15, 2001, a lawsuit was commeticeke Superior Court of California, County of &glara, by Toyo Corporation (“Toyc
against ThemoMicroscopes Corp. ("TM"), the Compdrhermo Spectra Corporation and Thermo Electromp@uation. The lawsuit related
to a Distribution Agreement between Toyo and TMemdhich Toyo had been appointed the exclusiveidigor for the sale of TM produc
in Japan. In the lawsuit, Toyo claimed, among othergs, that TM breached the Distribution Agreetraamd that the Company, Thermo
Spectra and Thermo Electron intentionally interflength Toyo's contractual relationship with TM,each case, by virtue of the sale of the
outstanding shares of TM to the Company, which Taljeges constituted an assignment of the DisiobuAgreement without Toyo's
consent. In February 2003, the parties agreedimtipte to settle the lawsuit, with the Company amermo Electron each making an equal
payment to Toyo. The Company adequately providethis liability in purchase accounting for the Tadquisition and thus the settlement of
this lawsuit will not have an impact on the condated results of operations, nor will it have aenat impact on the Company's consolidated
balance sheet or its cash position. See Notelfet€bnsolidated Financial Statements of the Comfmmyurther discussion.

The Company is involved in various othgyaleproceedings arising in the normal course dbitsiness. Based upon the advice of
counsel, the Company does not believe that theaté resolution of these matters will have a maltadverse effect on the Company's
consolidated financial position, results of opemasi or cash flows.

Item 4. Submission of Matters to a Vote of Secity Holders.
None.
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PART Il
Item 5. Market for Registrant's Common Equity and Related Stockholder Matters.

The Company's Common Stock is quoted onNABDAQ National Market under the symbol "VECQ".el'8002 and 2001 high and
low closing prices are as follows:

2002 2001

High Low High Low
First Quarter $ 391z $ 2501 $ 6412 $ 36.1¢
Second Quarter 37.4% 21.6¢ 55.7¢ 34.0¢
Third Quarter 24.2¢ 11.15 41.21 21.1C
Fourth Quarter 14.4( 9.17 37.9:2 24.4z2

On March 20, 2003, the closing price fa @ompany's Common Stock on the NASDAQ Nationalkdbwas $17.34. As of March 20,
2003, the Company had approximately 211 shareroferecord.

In December 2001 and January 2002, the @agnjssued $220.0 million of 4.125% convertible@ulinated notes, which are due in
2008, in a private placement. The notes are coierat the option of the holder, at any time ompdor to maturity into shares of comm



stock at a conversion price of $38.51 per share.@bmpany pays interest on these notes on Juned2December 21 of each year. The n
will mature on December 21, 2008. The total $220illion of convertible subordinated notes are catibke into approximately 5,712,800
shares of Veeco Common Stock, which number is stiljeadjustment in the event of stock splits amdain other transactions.

The Company has not paid dividends on the@on Stock. The Company intends to retain futareiags, if any, for the development
of its business and, therefore, does not anticitietethe Board of Directors will declare or pay @ividends on the Common Stock in the
foreseeable future. In addition, the provisionshef Company's current credit facility limits ther@eany's ability to pay dividends. The Board
of Directors will determine future dividend polibased on the Company's consolidated results oftipes, financial condition, capital
requirements and other circumstances.

The following table gives information abauwr Common Stock that may be issued under outyeqgompensation plans as of
December 31, 2002. See Note 5 to the Consoliddteth€ial Statements included herein for informatiegarding the material features of
these plans.

Number of securities
remaining available for
future issuance under

Number of securities to Weighted average equity compensation
be issued upon exercise exercise price of plans (excluding
of outstanding options, outstanding options, securities reflected in
warrants and rights warrants and rights column (a))
Plan category (@) (b) (c)
Equity compensation plans approved by
security holder: 4,895,66.(A)$ 31.59: 909,43!
Equity compensation plans not approvec
security holder: 916,99YB)$ 26.73¢ 139,68t
Total 5,812,65! 1,049,12
| 1

(A) Includes 82,867 stock options assumed in conneutitinthe acquisition of CVC on May 10, 2000, whitlerger was approved by
stockholders.

(B) Includes 387,514 stock options assumed in conrreutith the acquisition of Applied Epi, Inc. on Septber 17, 2001.
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Iltem 6. Selected Consolidated Financial Data.

The financial data set forth below shouddréad in conjunction with "Management's Discussind Analysis of Financial Condition and
Results of Operations" and with the Company's Clidfested Financial Statements and notes theretadecl elsewhere in this Form 10-K.

Years ended December 31,

2002 2001 2000 1999 1998

(In thousands, except per share data)

Statement of Operations Data(1),(2),(3)

Net sales $ 298,88 $ 44925. $ 376,111 $  312,44¢ $ 26341
Cost of sale: 183,04:(4) 260,14(5) 219,57(®6) 164,78 145,28t
Gross profit 115,84 189,10: 156,53! 147,66 118,12!
Costs and expens 142,82 154,11- 131,46¢ 102,88 88,11
Merger and restructuring expen: 11,24¢4) 3,04¢(5) 14,20¢(6) 2,60((7) 7,50((7)
Write-off of purchased in-process

technology — 8,20((5) — 2,4748) —
Write-off of deferred charge — — — — 67%
Asset impairment chargs 99,66%(4) 3,41¢(5) 3,72%(6) — —
Operating (loss) incom (137,89) 20,32t 7,13¢ 39,70¢ 21,831

Interest expense (income), | 6,00z (577) (2,307%) (69%) 2,18t



(Loss) income from continuing operation

before income taxe (143,89) 20,90z 8,44¢ 40,40: 19,65:
Income tax (benefit) provisia (20,519 6,02( 5,78( 15,30z 6,012
(Loss) income from continuing operatic (123,38¢) 14,88: 2,66¢ 25,10: 13,64(

Discontinued operation:

Loss from operations, net of tax — (2,450 (2,167) (1,387 3
Loss on disposal, net of tax (34¢€) (2,129 — (1,739 —
Loss from discontinued operations, net ¢
taxes (34€) (4,577) (2,167) (3,12 ©)]
Cumulative effect of change in accountir
principle, net of taxes (¢ — — (18,387 — —
Net (loss) incom $ (123,730 % 10,30¢ $ 17,880 $ 21,984(10) $ 13,637(10)
I I I I I
(Loss) income per common share:
(Loss) income per common share from
continuing operation $ 4.29) 3% 057 $ 011 $ 1.22 $ 0.7t
Loss from discontinued operatio (0.07) (0.17) (0.09) (0.15) (0.00)
Cumulative effect of change in accountir
principle — — (0.77) — —
Net (loss) income per common sh $ 4.25) $ 04C $ 0.75) $ 1.07(10) $ 0.75(10)
I I I I I
Diluted (loss) income per common share
from continuing operation $ 4.29) % 0.5¢ $ 011 $ 1.17 $ 0.7¢C
Loss from discontinued operatio (0.07) (0.17) (0.09) (0.15) (0.00)
Cumulative effect of change in accountir
principle — — (0.73) — —
Diluted net (loss) income per common
share $ 4.2ty $ 03¢ $ 0.7 $ 1.0Z(10) $ 0.7((10)
I I I I I
Weighted average shares outstanc 29,09¢ 25,931 23,80¢ 20,60¢ 18,77¢
Diluted weighted average shares
outstanding 29,09¢ 26,35¢ 25,12¢ 21,46: 19,43¢
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Years ended December 31,

2002 2001 2000 1999 1998

(In thousands, except per share data)

Balance Sheet Data(1),(2),(3
Cash, cash equivalents and short-term

investment: $ 214,29 $ 203,15c % 90,31+ $ 80,73¢ $ 23,59¢
Goodwill 30,65¢ 125,58! 9,481 6,50( 4,187
Working capital 351,10t 358,02: 220,46: 171,97 97,977
Total asset 606,81¢ 755,51¢ 422,52! 338,74« 213,17
Long-term debt (including current

installments 230,58! 219,06: 16,06: 38,70 35,86¢
Shareholders' equit 307,57: 423,97 282,90t 223,94 127,71¢

Q) During December 2001, the Company classified ilsigtrial measurement operating segment as a disaedtoperation. The
Statement of Operations and Balance Sheet datdl fpears presented have been restated accordibgé/Note 7 to the Consolidated
Financial Statements.

2) Prior to the merger with Veeco on May 5, 2000, Q3/Scal year end was September 30. Thereforettter8ent of Operations de



for 1999 and 1998 was derived from CVC's finanstatements for the respective twelve months endptegber 30. In addition, the
Balance Sheet data for 1999 and 1998 was derieed @VC's balance sheet as of September 30.

3) Prior to the merger with Veeco on November 4, 1988, Tech's fiscal year end was June 30. In commeetith the merger, the
financial results of lon Tech were recast for 1898onform to Veeco's December 31 year-end.

(4) Veeco incurred merger, restructuring and assetinmeat charges of $126.0 million during the yeadeshDecember 31, 2002. Of
these charges, $99.7 million related to asset imyit charges ($94.4 million for goodwill impairnte$3.5 million for impairment c
land and buildings and $1.8 million for impairmeiither fixed assets), $15.0 million was assodiatéh the write-off of inventory
(included in cost of sales), $6.4 million was dogite write-off of costs associated with the termtiion of the FEI merger agreement,
$5.4 million was for severance and business rdlmtabsts and $0.3 related to a prepayment pefaltye early extinguishment of
debt. The merger and restructuring charges aretaffgpart by approximately $0.8 million of incomedated to the settlement of a post-
retirement benefit plan of the process equipmeginent. See Note 7 to the Consolidated Financidaé®iants.

(5)  Veeco incurred merger and restructuring charg&®28f2 million during the year ended December 30120f these charges,
$13.6 million related to the write-off of inventofincluded in cost of sales), $8.2 million relatedhe write-off of purchased in-
process technology ($7.0 million resulting from geguisition of Applied Epi and $1.2 million frorhe acquisition of TM),
$3.0 million represented restructuring costs and $#3llion was for the write-down of long-lived ads. See Note 7 to the
Consolidated Financial Statements.

(6) Veeco incurred merger and reorganization charg&8®f3 million during the year ended December 8002 of which $33.0 million
related to the merger with CVC. Of these charg&§,¥million related to a write-off of inventoryn@luded in cost of sales),
$14.0 million represented merger and reorganizatasts (of which $9.2 million related to investmbanking, legal and other
transaction costs and $4.8 million pertained tolidate facility and personnel costs) and $3.7 wiillivas for the write-off of long-
lived assets. See Note 2 to the Consolidated Fab&tatements.
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) During 1999, Veeco recorded charges of $2.6 miltedated to merger expenses in connection withnteger with lon Tech. In 1998,
Veeco recorded merger and reorganization experisgs®million related to the merger with Digitalstruments.

(8) During 1999, Veeco recorded a $2.5 million chargated to the write-off of purchased in-processimetogy ($1.3 million related to
the acquisition of OptiMag Inc. ("OptiMag") and 8Imillion related to CVC's acquisition of Commonie&cientific Corporation).

9) Effective January 1, 2000, Veeco changed its metfi@dcounting for revenue recognition in accorégawih SAB 101.

(10) Veeco adopted SAB 101 effective January 1, 2000. tH&s adoption taken place on January 1, 1998neetne, net income per
common share and diluted net income per commoresiraa pro forma basis would have been as follows:

1999 1998
Net income $ 1369 $ 12,68:
Net income per common she $ 0.6e $ 0.6¢
Diluted net income per common share $ 0.6¢ $ 0.6t

Item 7. Management Discussion and Analysis of f@ncial Condition and Results of Operations.
Overview

Veeco designs, manufactures, markets awites a broad line of equipment primarily usechignufacturers in the data storage,
semiconductor and telecommunications/wireless imighss Veeco's instruments are also enabling adrarnts in the growing field of
nanoscience and other areas of scientific and tridusesearch. Our process equipment productdgagadeposit or remove (etch) various
materials in the manufacturing of advanced TFMHdlie data storage industry, semiconductor deposif mask reticles, and
telecommunications/wireless devices. Our metrolegyipment is used to provide critical surface mesments on semiconductor devices
TFMHSs. This equipment allows customers to monilairt products throughout the manufacturing proéessder to improve yields, reduce
costs and improve product quality. Our metrologlpons are also key instruments used by many usities, scientific laboratories and
industrial applications.

During the past several years, Veeco hrasgthened both the process equipment producttidehe metrology product line through
strategic acquisition:
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Results of Operations

The following table sets forth, for the ipeis indicated, the relationship (in percentagésetected items of Veeco's consolidated
Statements of Operations to its total net sales:

Year ended December 31,

2002 2001 2000
Net sales 100.%  100.(% 100.(%
Cost of sale: 61.2 57.¢ 58.4
Gross profit 38.¢ 42.1 41.€
Operating expense
Selling, general and administrative expense 25.¢ 18.2 20.1
Research and development expense 18.C 13.c 13.€
Amortization expense 4.t 2.1 1.C
Other (income) expense, net (0.2 0.€ 0.2
Merger and restructuring expenses 3.8 0.7 3.8
Write-off of purchased in-process technology — 1.8 —
Asset impairment charges 33. 0.8 1.C
Total operating expens 84.¢ 37.¢ 39.7
Operating (loss) incom (46.7) 4.t 1.¢
Interest expens 3.t 0.t 0.7
Interest incom (1.5 (0.7) (2.0
(Loss) income from continuing operations beforeome taxe: (48.7) 4.7 2.2
Income tax (benefit) provisic (6.9) 14 1t
(Loss) income from continuing operatic (41.9) 3.2 0.7
Loss from discontinued operations, net of te (0.2) (2.0 (0.6)
Cumulative effect of change in accounting principlet of taxe: — — (4.9
Net (loss) incomi (41.4%) 2.2% (4.€%)

Years Ended December 31, 2002 and 2001

Net sales were $298.9 million for the yeaded December 31, 2002, representing a decre&d®0f4 million, or 33%, when compared
to the year ended December 31, 2001. Sales in fBg Burope, Japan and Asia Pacific, accounted#®, 17%, 18% and 18%, respectively,
of the Company's net sales for the year ended Deeefl, 2002. Sales in the U.S. decreased by ajppatedy $103.3 million from 2001. TI
decrease in U.S. sales is primarily attributablarté$87.9 million decrease in process equipmeassdue primarily to a decline of
$53.8 million in sales of ion beam deposition pretdito the optical telecommunications industrywadl as a decrease of $45.0 million in
sales of etch and deposition products to the datage industry. The decrease in U.S. process smuipsales is offset slightly by a
$10.9 million increase in the sale of molecularrbegpitaxy (MBE) equipment to the telecommunicatiand research industries by the
Company's Applied Epi subsidiary, which was acglireSeptember 2001, in a transaction accountedsar purchase. U.S. metrology sales
decreased by $15.4 million from 2001, primarilyga®sult of a $5.5 million decline in the sale ¢tMs to semiconductor customers, as well
as a $9.3 million decrease in the sale of SLC prtsdio data storage customers. European salesadedrby $29.0 million when compared to
the prior year, which is primarily attributableadb28.2 million drop in process equipment salesisting principally of a decrease in sales of
etch and deposition products to data storage cestorivietrology sales in Europe decreased by 4%1 & million. Although European sales
of AFMs decreased by $2.5 million, this was offisgpart by a $1.2 million increase in the sale pfical
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interferometry products to the semiconductor antitaptelecommunications industries. Sales in Jatemmeased by $36.6 million from 20!



The decrease is principally a result of a $30.%ionildecline in process equipment sales. Salest® storage customers dropped by

$19.2 million, while sales to the telecommunicasiomdustry declined by $13.5 million. This was [y offset by a $1.8 million increase in
MBE sales to telecommunications and research custrvietrology sales in Japan decreased by $5libmiprimarily as a result of a

$4.5 million decrease in AFM sales, as well as .2 $dillion decrease in optical metrology salestipalarly to semiconductor and
telecommunications customers. Sales in Asia Pacifieased by $15.7 million over the comparablel28€riod, principally as a result of a
$17.0 million increase in the sale of etch and défmm products to data storage customers, offepairt by a $3.8 million decrease in sales of
ion beam deposition products to telecommunicatasiomers. Metrology sales in Asia Pacific alsseased by $2.0 million over 2001, due
to a $4.6 million increase in sales of optical rmktgy products to data storage customers, as well%2.6 million increase in sales of optical
interferometry products to semiconductor and tetemoinications customers, offset by a $5.2 millioordase in sales of AFMs, principally
the semiconductor industry. The Company believasttiere will continue to be quarter-to-quarteliatwns in the geographic concentration
of sales.

Process equipment sales in 2002 were dg\afected by the downturn in the data storage tefetommunications industries, causing a
decrease of $130.5 million from prior year sale$2#7.3 million. This was due to a $72.1 milliorpgrin etch and deposition product sales,
principally to the data storage market, as wekh 1.2 million decrease in optical filter depasitsales to the telecommunications industry.
MBE sales, primarily to research and wireless wi@nunications customers were $30.5 million durimgear ended December 31, 2002,
compared to $17.8 million in 2001. Metrology salese also affected, primarily by the downturn ie emiconductor industry causing a
decrease of $19.8 million from $172.0 million irethear ended December 31, 2001. This decreaseilmitble to a $17.2 million decrease
the sale of AFMs, primarily to the semiconductod aesearch/industrial industrieas well as a $4.5 million decrease in optical fet@metry
sales, predominantly to the data storage and sewhicbor industries. The decrease in metrology saéespartially offset by a $1.9 million
increase in the sale of optical metrology products.

Veeco received $289.1 million of orderstfug year ended December 31, 2002, representifg de@rease from $318.9 million of orders
in the comparable 2001 period. Process equipmeleredecreased by $38.9 million to $135.0 milliprmarily due to the continued
downturn in the data storage and telecommunicatimhsstries. Orders for etch and deposition equigieold primarily to the data storage
industry, decreased $34.1 million, from the prieas, while orders for optical filter deposition gguent decreased $27.0 million from the
comparable 2001 period. The decrease in procesgreent orders is offset in part by a $22.2 millioorease in MBE orders, primarily to
telecommunications and research customers. Meyaaders increased by $9.1 million to $154.1 milliceflecting a 6% increase in orders
for AFMs as well as a 5% increase in orders foroaptmetrology products. The book-to-bill ratio fire year ended December 31, 2002,
which is calculated by dividing orders receiveaigiven time period by revenue recognized in thatestime period, was 0.97 to 1.

For the year ended December 31, 2002, tmepany experienced order cancellations of $20.8amjlthe majority of which related to
the data storage and optical telecommunication&ehafFhe Company also experienced reschedulingd®ralelivery dates by customers.
Due to the weak business environment, the Comparyaontinue to experience cancellation and/or edglng of orders.

During the years ended December 31, 2082801, the Company incurred merger and restrugugharges of $126.0 million and
$28.2 million, respectively, of which $15.0 millipar 5.0% of net sales, and $13.6 million, or 3.8Pfet sales, respectively, related to the
write off of inventory, which is included in cost sales. Gross profit for the year ended DecembeP302, decreased to
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38.8% from 42.1% in 2001. Excluding the merger segdructuring charges in both years, gross prefa aercentage of net sales decreased tc
43.8% from 45.1%. The decreased gross marginnsgpily due to the significant volume decrease ftbmprior year, particularly in process
equipment sales.

Selling, general and administrative expsrefe$75.9 million, or 25.4% of sales, for the yeaded December 31, 2002 represented a
decrease of $6.5 million, or 8%, from $82.4 millior2001. The expense is higher as a percentagalesd due to the 33% decrease in sales
volume from 2001. The dollar decrease is principattributable to a decrease in selling and comiomissxpense resulting from the decreased
sales volume, as well as cost reduction effortdemented by the Company. The decrease is partiffgt by a $6.1 million increase in
selling, general and administrative expenses oAfygied Epi and TM subsidiaries, both of which wercquired by the Company during the
third quarter of 2001.

Research and development expense for dweeysled December 31, 2002, of $53.9 million repreed a decrease of $5.8 million, or
10%, from the comparable period of 2001, due priljméw cost reduction efforts implemented by then@mny in all product areas, except for
AFM. This decrease is offset in part by the impzc$4.3 million in research and development experigepplied Epi and TM.

Amortization expense for the year endeddbduer 31, 2002, of $13.3 million represented aree of $3.9 million from the
comparable period of 2001, due primarily to thamgfible assets acquired during the third quart@O06fL in connection with the Applied Epi
and TM acquisitions. This amount is offset in ggri$1.5 million of reduced amortization expensated to the accounting requirement to no
longer amortize goodwill, in accordance with SFA& Ml42,Goodwill and Other Intangible Assetshich became effective on January 1,
2002. Under SFAS No. 142, goodwill is to be revidwanually for impairment. As previously mention#te Company recorded a goodwill
impairment charge of $94.4 million in the fourthagier of 2002



In conjunction with the plan announced by €ompany in October 2002 to reduce operating dns$24.0 million in 2003, as well as
the continued weakness in the Company's servedeatsaakd the uncertainty of their recovery, the Camygrecorded merger and restructu
charges of approximately $124.0 million during tberth quarter of 2002. The $24.0 million in futwest savings is expected to affect each
of the four quarters of 2003. In addition, it idiaipated that of the $24.0 million in cost savingpproximately $8.0 million is to reduce cost
of sales, and approximately $16.0 million will regéwperating expenses, including selling, generdleaministrative expenses. Of the
$124.0 million charge, approximately $4.2 milliorilwequire future cash outlays. The $124.0 millicmarge consisted of a $15.0 inventory
write-down (included in cost of sales) in the pEEequipment segment, due to rationalization ascbdiinuance of certain product lines,
$2.6 million of personnel costs and business reloea$6.4 million of mergerelated expenses, $0.3 million for a prepaymenalpgion earl
extinguishment of debt and $99.7 million in assgpairment charges, primarily in the process equigraegment. The $99.7 million in asset
impairment charges included a $94.4 million writesth of goodwill, $3.5 million for the impairment ofo buildings and $1.8 million for the
impairment of other fixed assets (see Note 1 tdbesolidated Financial Statements of the Company).
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In light of current economic conditions,vesll as the significant decline in process equiphsales, the Company implemented a plan to
rationalize certain product lines, which requiréstdntinuance or modification of several produéis a result of the significant reduction in
sales volume and the rationalization of produadirexcess plant capacity existed. Part of thetplaeduce future operating costs consiste
consolidation or elimination of certain facilitiessulting in the reduction of excess capacity. fflam includes closing two process equipment
manufacturing facilities, in Fort Collins, Coloradad Rochester, New York. The manufacturing adtisiof the Rochester facility ceased as
of December 31, 2002, and the manufacturing aigs/ivf the Fort Collins facility are in the procedseing phased out. The manufacturin
both of these sites will be transferred to the Canys Plainview, New York facility. As a resultthiis reorganization, the Company recorded
an inventory write-down of approximately $15.0 moifl. In connection with these actions, certain pictg sold to the data storage industry
were discontinued. These products include cerfysipal vapor deposition equipment. A portion a§ firoduct line's inventory is not usee
and thus has been written-off by the Company. THeGmillion charge also consists of the discorgimee or modification of certain
telecommunications product lines, due to the caeihdecline in the telecommunications industrysThdustry has seen a significant decline
due to excess of fiber optic capacity created pptenic carriers as well as current economic d@ri, which have resulted in a significant
decrease in capital spending.

The $2.6 million charge for personnel castd business relocation includes severance cbafspooximately $1.6 million and business
relocation costs of approximately $1.0 million. everance charges relate to a workforce reduofiapproximately 180 employees, loca
in all operations of the Company. The majoritytod job classifications affected were in productimurchasing, engineering, service, sales
and marketing and were concentrated in the proagsi®ment segment. Business relocation costs 6fréillion include costs related to rer
payments and/or lease termination fees on leageagmts relating to locations vacated by the Cosngaraddition, the business relocation
costs include operating costs of the Rochestelitfathiat has ceased manufacturing operations. &begrating costs will be incurred while
the building is being marketed for sale. As of Dmber 31, 2002, approximately $1.0 million in teration benefits has been paid and
approximately $0.6 million remains accrued, whial e paid by the third quarter of 2003. As of Retber 31, 2002, approximately
$0.1 million of business relocation costs has lpgd and approximately $0.9 million remains accru@tithe $0.9 million remaining,
approximately $0.2 million is expected to be paidhe first quarter of 2003, $0.5 million is expetto be paid by the end of 2003 and
approximately $0.2 million in the aggregate is eiptited to be paid monthly through the third quanfe2005.

On July 11, 2002, the Company enteredamueerger agreement with FEI, headquartered inldills, Oregon. On January 8, 2003, the
agreement was terminated. Veeco incurred approrign6.4 million in expenses related to the propaserger with FEI. Merger-related
costs were accounted for as an asset, and the @grmaanded to allocate these direct costs to thel@mse price of the acquisition. However,
due to the termination of the merger agreemensgeticests were written off. These costs includel Jegaounting, tax, investment banking .
regulatory fees and printing costs. As of Decen®1er2002, $3.7 million of these costs have beed aad approximately $2.7 million
remains accrued, which will be paid in the firsager of 2003.

In conjunction with the restructuring iretprocess equipment segment and the closure ahmvafacturing facilities, the Company has
classified the two facilities as held for sale &8©ecember 31, 2002. In accordance with SFAS N4, iifese facilities are measured at the
lower of their carrying amount or fair value lesstto sell. Accordingly, an impairment charge 8f3million was recorded by the Company.
Fair value was determined by the Company based tgm@nt market data. Land, buildings and otherdfixgsets held for sale of
approximately $10.2 million are included in prepaidenses and other current assets in the accoingabgnsolidated Balance Sheet at

20

December 31, 2002. The sale of these two faciliiexpected to occur by the end of 2003. Certanhimery and equipment and furniture
and fixtures with a net book value of $1.8 millishe majority of which is a result of the closinfgtioe Rochester facility, were deemed to
have no future value and, thus, the Company hatewrbff those assets and has included this chargsset impairment in the accompanying
Consolidated Statement of Operations for the yade@ December 31, 2002.

As a result of the Rochester facility beangilable for sale, the Company paid down a texam land mortgage related to the buildi



Due to the prepayment of the term loan, the Compeas/required to pay a penalty of approximatel$0illion in December 2002, which is
included in the merger and restructuring charglénaccompanying Consolidated Statement of Op@&sfar the year ended December 31,
2002.

During the three months ended Septembe2®R, the Company incurred a restructuring chafgaproximately $0.9 million related to
cost reduction efforts in response to continuingrppdustry conditions and the decreased levekof arders. The $0.9 million charge
includes severance related costs for approximd@imnanagement and manufacturing employees pritgilpghted in the process equipment
segment. As of December 31, 2002, approximatel 80llion has been expended and approximately 80llton remains accrued, which is
anticipated to be paid in the first quarter of 2008is charge is offset in part by approximately8h@illion of income related to the settlement
of a post-retirement benefit plan of the processmgent segment.

During the three months ended June 30, 20@2Company incurred a restructuring charge pf@pmately $1.1 million related to the
reductions in work force announced in the fourthrtgr of 2001 and the first quarter of 2002. Thel $iillion charge includes severance
related costs for approximately 30 employees, whicluded both management and manufacturing empkpencipally located in the
process equipment segment. As of December 31, 2p@2oximately $0.6 million has been expended gmiaximately $0.5 million remains
accrued, which is expected to be paid in the fjugtrter of 2003.

During the three months ended March 3122€te Company incurred a restructuring chargedd #illion related to the reduction in
work force announced in the fourth quarter of 20His charge includes severance related costgpfimoaimately 60 employees, which
included both management and manufacturing emp$olpeated at the Company's Minnesota metrologyNewl York process equipment
operations. As of December 31, 2002, this accrae fully expended.

Other income, net, for the year ended Ddxear1, 2002 improved to $0.3 million over the camgble 2001 period from other expense,
net, of $2.5 million, due to a decrease in foreigrmrency exchange losses, which occurred pringipalthe first quarter of 2001.

Interest expense, net, of $6.0 milliontfor year ended December 31, 2002, increased $6i6mifom the comparable 2001 period as a
result of the issuance of $220.0 million of 4.128&fivertible subordinated notes, which occurredéednber 2001 and January 2002.

Income taxes for the year ended Decembe2@12 amounted to a benefit of $20.5 million, 4¥dof loss before income taxes, as
compared with income tax expense of $6.0 milliar2@% of income before income taxes in 2001. Theeloeffective tax rate for 2002 is d
to approximately $94.4 million of non-deductibleaches related to the write-down of goodwill undEAS No. 142.

In connection with the sale of its industrneasurement segment in May 2002, the Compaigyded an additional $0.3 million loss on
the disposal of the discontinued operations duttiegyear ended December 31, 2002, net of appro&lynd0.2 million of taxes.
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Years Ended December 31, 2001 and 2000

Net sales were $449.3 million for the yeaded December 31, 2001, representing an incré&#3d. million, or 19%, when compared
to the year ended December 31, 2000. Sales in 18g Burope, Japan and Asia Pacific, accounte84%s, 18%, 20% and 8%, respectively,
of the Company's net sales for the year ended Deeefl, 2001. Sales in the U.S. increased by appeatgly $53.8 million from 2000. The
increase in U.S. sales is primarily attributable t846.3 million increase in process equipmentsalee to increased etch and deposition
equipment sales to the data storage industry, Asas/acreased sales of optical filter deposifwaducts to the telecommunications industry.
Sales of MBE equipment have also contributed tartbeease in U.S. process equipment sales by appately $9.8 million over the
comparable 2000 period, which have no comparabl& lg&les. European sales increased by $26.0 midio#8%, when compared to the
prior year. This increase is primarily a resuladd3% increase in process equipment sales. Thark3&ase is a result of a $6.4 million
increase in etch and deposition products sold pifyn@® the data storage industry, a $1.4 milliogrease in sales of optical filter deposition
products sold principally to the telecommunicatiordustry and $7.4 million of sales of MBE equiprhsald mainly to the
telecommunications industry. Metrology sales indpérincreased by 43%, which was principally theltesf an increase of $12.3 million, or
59%, in AFM sales to the semiconductor and resdadistrial industries. Of the $12.3 million, $Xr6llion was attributable to sales from t
Company's TM Microscopes subsidiary, which was @&edun July of 2001 using the purchase methodcobanting, and therefore there w
no comparable sales in 2000. The 59% increase lightly offset by a $1.5 million decline in opticaletrology sales of interferometry
products to the data storage and semiconductosinds. Sales in Japan increased by $9.9 milliar thwe prior year, primarily as a result of
increased metrology sales of 47% for AFMs and 2@P@ptical metrology products. Japan's processpegent sales remained relatively flat
compared to the prior 2000 period. Sales in Askiflealecreased by $16.9 million over the compagatf)O0 period, as a result of decreased
sales in optical metrology products. This decreasalted from the decline in sales of the slideelerown (SLC) product line of
approximately $15.6 million to data storage custamer the prior comparable period, which wasialiytoffset by an increase in AFM
sales. The Company believes that there will cometitaube quarter-to-quarter variations in the gegigiaconcentration of sales.

Process equipment sales of $277.3 mill@rtHe year ended December 31, 2001, increase@ $dllion, or 28%, over the prior year,
due partially to a $27.9 million increase in optifiifer deposition sales to the telecommunicatiomustry. Etch and deposition product sa



principally to the data storage market, also inseelsby $15.3 million over the prior year. MBE saksa result of the Applied Epi acquisiti
were $17.8 million during the year ended Decemlie2B01. Metrology sales of $172.0 million for tyear ended December 31, 2001
increased by $12.2 million from the year ended Dduer 31, 2000, reflecting a 37% increase in the sBAFMs, primarily to the
semiconductor and research/industrial industradfset by a 39% decrease in sales of optical nagsoproducts, which was attributable to
above mentioned decrease in sales of the SLC prdidado data storage customers and a $10.0 mitliecrease in interferometry sales, for
the most part to the data storage and semicondinctostries, from the year ended December 31, 2000.

Veeco received $318.9 million of orderstfoe year ended December 31, 2001, representii§cadécrease from $596.8 million of
orders in the comparable 2000 period. Process erniporders decreased 56% to $173.9 million, pilgndue to the significant business
downturn in the telecommunications industry. Ordersoptical filter deposition equipment decrea$d61.4 million from the comparable
2000 period. Orders for etch and deposition equipsald primarily to the data storage industngcrdased by $73.3 million from the prior
year. Metrology orders decreased 28% to $145.0amjlteflecting a 16% decrease in orders for AFElsvall as a 50% decrease in orders
optical metrology products. The order declinesaaresult of the general economic slowdown that has
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had a very significant impact on the telecommumices, data storage and semiconductor marketshbaompany serves. The book-to-bill
ratio for the year ended December 31, 2001 wast0.711

For the year ended December 31, 2001, dmepany experienced order cancellations of $136lBomi of which approximately $110.0
million related to the optical telecommunicationarket, for which Veeco is a significant supplier.

From 1999 through the beginning of 200, tdidlecommunications industry experienced rapiduamecedented growth. In connection
with this growth, telecommunications companies $jpdlions of dollars installing long haul opticaétworks in order to meet growing
telecommunications needs. These networks use adlegy called Dense Wavelength Division MultiplegiDWDM"). Certain of Veeco's
lon Beam Systems are used to manufacture DWDMtdilishich create multiple optical channels that lbarcarried by optical fiber. During
this period DWDM filters were in extremely high dand, which created a worldwide shortage. In ordédeeep up with this demand, optical
telecommunications customers placed numerous mitisystem orders that were to be shipped ovetipheilquarters.

In early 2001, it became apparent that n@drifiese optical telecommunications customersdtadmulated too much debt and
constructed too many optical networks. This cauBede companies to reduce their capital spendirijaa a result, demand for the filters
started to evaporate. Many customers cancellediarityeof their multi-unit orders. By the end ofdlsecond quarter of 2001, a substantial
amount of the backlog for systems used for manufag DWDM filters had been cancelled.

During the years ended December 31, 20812800, the Company incurred merger and restrugugharges of $28.2 million and
$33.0 million, respectively, of which $13.6 millipar 3.0% of net sales, and $15.3 million, or 4dPet sales, respectively, related to the
write off of inventory, which is included in cost sales. Gross profit for the year ended DecembeRB01 increased to 42.1% from 41.6% in
2000. Excluding the merger and restructuring cleangéoth years, gross profit as a percentagetofales decreased slightly to 45.1% from
45.7% due primarily to a mix change resulting inrmrease in process equipment sales with lowerageegross margins, as well as a decline
in optical metrology sales.

Selling, general and administrative experseb82.4 million for the year ended December20)1 increased by $6.8 million compared
to $75.6 million in 2000. The dollar increase ikted to increased sales volume, primarily in tl&@vAproduct line and deposition equipment
for optical filters.

Research and development expense for dweeysled December 31, 2001 of $59.7 million, ineeesby $8.5 million over the
comparable period of 2000, due primarily to additioresearch and development in certain lon TedhA&M product areas, as well as the
inclusion of the newly acquired businesses of AgplEpi and TM, which were not included in Veec@sraling in 2000.

Amortization expense for the year endeddbdzer 31, 2001, of $9.5 million, increased by $8illion over the comparable period of
2000, due to the intangible assets acquired inection with Applied Epi and TM acquisitions.

Other expense, net for the year ended DieeeBil, 2001 increased $1.6 million over the comiplar2000 period, due to the impact of
foreign currency exchange losses, principally mfirst quarter of 2001.

During the year ended December 31, 20@L.Cibmpany recorded restructuring charges of apprabealy $20.0 million in response to the
significant downturn in the telecommunications istily and the overall weak business environment @hivnturn has affected Veeco's
customers' ability to purchase capital equipmedtiarevidenced by a significant decline in the omd¢e for the Company's products. The
$20.0 million charge consisted of a $13.6 millionteroff of inventory
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(included in cost of sales) related to order cdatiehs and the rationalization of certain prodirets, $3.0 million related to personnel costs
and business relocation and $3.4 million was ferwthite-down of long-lived assets. Of the $13.86liomil write-off of inventory,
approximately $9.6 million was associated with @@npany's process equipment segment, which salfeply to the telecommunications
and data storage industries and approximately idlion related to Veeco's metrology segment, whielis mainly to the semiconductor,
research and data storage industries. During the yeeco experienced a significant amount of ocdeicellations for products for which
many of the raw materials had been purchased frittre cancellation date due to the amount of l&ad-necessary to build many of these
tools. The $3.0 million charge for personnel andibess relocation costs principally relates to fpptaimsolidations and a workforce reduction
of approximately 230 employees, located in all aiens of the Company. The majority of the job sifisations that were eliminated
included manufacturing, sales and marketing, dubdgalownturn in the economy. As of December 3022@pproximately $2.5 million of
personnel and business relocation costs have lzérapd approximately $0.5 million remains accru@fithis $0.5 million liability,
approximately $0.3 million relates to rental paytsern a lease agreement for space the Companyabated and will be paid over the next
three years and $0.2 million relates to terminatiosts that will be paid in the first quarter o020 The write-down of long-lived assets to
estimated fair value related primarily to the waiti of goodwill and intangible assets acquired@annection with the SLC product line of
approximately $2.5 million, which has been phaset] @s well as the write-down of certain machireeng equipment of approximately

$0.9 million, which was deemed to have no futurei®a

In connection with the Applied Epi acquitsit, the Company recorded a $7.0 million write-affthe fair values of acquired in-process
technology projects that had not reached techncébdeasibility and had no alternative uses. Actagly, this amount was expensed at the
acquisition date. Applied Epi's in-process techgplealue is comprised of programs related to retesystems, production systems,
performance products and metal organic chemicabivdeposition (MOCVD) systems that were approxinyad€%, 40%, 50% and 25%
complete, respectively, at the date of acquisitidre value assigned to purchased in-process temjjoalas determined by using the income
approach, which involves estimating the discouatiéertax cash flows attributable to projects, basedhenprojects' stage of completion. 1
rate used to discount net cash flows to their priegalue was 25%. As of December 31, 2002, progratased to both research and
performance products are 100% complete. As of Deeeidl, 2002, programs related to production systam 59% complete, with one
program being cancelled and one program being postpdue to current market and business conditits. regard to the MOCVD
systems, due to the current market and busineghtams and as a result of the Company's reorgtinizin the process equipment segment
(see Note 7), these programs have been abandorted Bpmpany.

In connection with the TM acquisition, apgimately $1.2 million of the purchase price wéds@dted to in-process technology projects
for projects that had not reached technologicadifglity and had no alternative future uses andthivte amounts were expensed as of the date
of acquisition. On the date of acquisition, the onigay of TM's in-process technology value was coisgut of the Fanou project (which
included the Aurora Il product), which was approgitely 90% complete, with the remainder completeithé first quarter of 2002. The vall
assigned to purchased pmecess technology was determined by using themiecapproach and the rate used to discount nefflcaghto their
present value was 28%. The actual results of thedaroject did not differ materially from the umlyéng assumptions used by the Compi

Expenditures to complete both Applied Epilsl TM's projects are subject to change, givetivertainties of the development process,
and no assurances can be given that deviationstfrese estimates will not occur. Additionally, fhv@jects will require maintenance R&D
after they have reached a state of technologichcammercial feasibility. There are risks associatith these
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projects, and there is no assurance that thesegtsayill meet with technological or commercial cess.

In May 2002, the Company sold the remairadéhe industrial measurement business. This sagmas comprised of the x-ray
fluorescence thickness measurement systems. IadaB000, the Company sold its leak detection lssinwhich was part of this segment.
Accordingly, the Company has classified the indaktmeasurement business as a discontinued oper&#des for the industrial measurernr
business totaled $6.0 million, $10.6 million and #1million for the years ended December 31, 2@000 and 1999, respectively. During the
year ended 2001, the Company recorded a loss poddikof discontinued operations of $2.1 milliomjeth is net of income taxes
$1.5 million and includes the write-off of approxately $1.0 million of goodwill that was previousilocated to this segment. During 1999,
the Company incurred a loss on disposal of its tgtlction business of $1.7 million, which is neincome taxes of $0.8 million. Loss from
discontinued operations for the years ended DeceBihe2001, 2000 and 1999 was $2.5 million, $2.Bioni and $1.4 million, respectively,
which is net of income taxes of $1.7 million, $inflion and $0.6 million, respectively. The assetdd included accounts receivable,
inventories, prepaid expenses and other curreptsaasad fixed assets and included certain liagdliissumed by the purchaser. The net asset:
held for sale of approximately $4.6 million werelided in prepaid expenses and other current assiits accompanying Consolidated
Balance Sheet at December 31, 2001.

Income taxes for the year ended Decembe2@11 amounted to $6.0 million, or 29% of incomant continuing operations before
income taxes as compared with $5.8 million, or 68%000. The higher effective tax rate for 200du to approximately $10.0 million of
non-deductible charges related to the $33.0 millr@rger and restructuring charges incurred in aartjon with the merger with CVC.

Liquidity and Capital Resources



Although the Company experienced an opggatash use of $(2.2) million during 2002, fundsrirthe sale of its industrial measuremr
business of $3.7 million, as well as proceeds fthensale of property, plant and equipment of $1il8am and funds from financing activitie
including the issuance of a $20.0 million over-dient of subordinated debt and the proceeds frenetlercise of stock options and stock
issuances under the Company's employee stock megtan, were sufficient to fund capital expendituand debt repayments. The ratio of
current assets to current liabilities was 6.2 atehd of 2002, compared with 4.4 at the end of 208& Company's primary source of funds at
December 31, 2002, consisted of $214.3 millionasftcand cash equivalents. This amount represems@ase of $11.1 million from the
December 31, 2001 balance of $203.2 million.

Cash used by operations totaled $2.2 millioring the year ended December 31, 2002. Thisiatraonsisted primarily of the net loss of
$123.7 million plus non-cash charges for depremiasind amortization, net loss on the disposal sfatitinued operations, non-cash
restructuring and other expenses, and a stockroptémme tax benefit aggregating $144.1 millionn&d as a decrease in accounts receiv
and inventory of $25.0 million and $3.6 millionspectively. Accounts receivable decreased duegtddlcrease in sales during the fourth
quarter of 2002. Receivables generally are dueinvBB-60 days, other than customers in Japan wiegrment terms range from 960 days
These items were offset by decreases in accoupsbjgaand accrued expenses, deferred profit aret othrent liabilities and an increase in
deferred taxes of $7.0 million, $28.1 million ar2l% million, respectively. Deferred profit for thear ended December 31, 2002, decreased
by $8.6 million, primarily as a result of reven@eognition on tools that received final customereatance, as well as a decrease in the
number of tools that are deferred as of Decembg2@12, due to a lower level of sales and produgtthat impacts timing of revenue
recognition. Accrued expenses and other currebilii@s (excluding deferred profit) decreased $1®iillion, primarily as a result of a
$4.8 million decrease in customer deposits andltiegaa $3.9 million decrease in accrued instalfaand
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warranty, and $3.8 million of tax payments madedrduthe year related to sales and foreign taxeadtfition, accrued expenses decreased as
a result of a $1.4 million decline in accrued basiand commission expense related to the declisal@s volume and orders, as well as a
$1.5 million decrease in other employee benefits tduthe reduction in workforce previously discukse

Cash flows from investing activities of $2nillion for the year ended December 31, 2002aaresult of the proceeds from the sale of the
Company's industrial measurement business of $8lidmwhich closed in May 2002, proceeds from tade of property, plant and
equipment of $1.8 million and net maturities ofdeterm investments of $6.0 million, offset by capigxpenditures of $8.6 million.

In December 2001, the Company issued $20dli@dn of 4.125% convertible subordinated not@sd in January 2002, the Company
issued an additional $20.0 million of notes pursuaran over-allotment option. The notes are cdiitver, at the option of the holder, at any
time on or prior to maturity into shares of comnsbock at a conversion price of $38.51 per share.dbmpany pays interest on these notes
on June 21 and December 21 of each year. The witesature on December 21, 2008. In connectiorhwlitis offering, the Company
purchased approximately $25.9 million of U.S. goweent securities, which have been pledged to tistete under the indenture, as security
for the exclusive benefit of the holders of theasofThese securities will be sufficient to providethe payment in full of the first six
scheduled interest payments due on the notes asddpresent restricted investments. The balantteesé pledged securities as of
December 31, 2002 was $17.5 million. Except wittpeet to these pledged securities, the notes hredinated in right of payment to all
other indebtedness of the Company. The notes pagyable upon certain change of control events aod the acceleration of certain other
indebtedness for money borrowed of the CompanyerAfte third anniversary of issuance, the notes Ineaedeemed at the option of the
Company at the redemption prices set forth in tigiemture relating to the notes.

Cash flows provided by financing activittesaled $12.0 million. The generation of cash fridmancing activities in 2002 primarily
resulted from the $20.0 million subordinated del#reallotment option exercise in January 2002, ek as $1.2 million from stock issuance,
offset in part by $9.8 million of repayments of ¢pterm debt and debt issuance costs.

On April 19, 2001, the Company entered ant100 million revolving credit facility (as amesd] the "Facility"). The Facility's interest
rate is a floating rate based on the prime rath@fending banks and is adjustable to a maximuena&l/ 4% above the prime rate in the
event the Company's ratio of debt to cash flowsess a defined amount. A LIBOR based interestagtien is also provided. The Facility
has a term of four years and borrowings under tw@liey may be used for general corporate purpasesjding working capital and
acquisitions. The Facility contains certain resivie covenants, which among other things, impaséditions with respect to the incurrence of
indebtedness, the payment of dividends, long-teasds, investments, mergers, acquisitions, comasiolics and sales of assets. The Company
is also required to satisfy certain financial testd the accounts receivable of the Company amdaterial domestic subsidiaries are pledged
to secure the Company's obligations under the iBadih connection with a recent amendment of theilty, certain financial covenants were
amended to allow for the fourth quarter 2002 restning charges as well as certain definitions vaamended. As of December 31, 2002, and
for all prior periods, the Company was in compliamdth the covenants set forth in the Facility.gfecember 31, 2002, there were no
borrowings outstanding under the Facility, andGmenpany was contingently liable for letters of ¢ted approximately $3.3 million issued
under the Facility.

In October 2002, the Company repaid oniésahortgages upon maturity in the amount of appnaxely $2.0 million.

In February 2003, in connection with a lailvsommenced by Toyo, the Company agreed in ladb settle the lawsuit (see Note 7 of
the Consolidated Financial Statements of the Comfarfurther discussion
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At December 31, 2002, Veeco's contractaahmbligations and commitments relating to itst ddtigations and lease payments are as
follows (in thousands):

Less than 1
Contractual Obligations Total year 1-3 years 4-5 years After 5 years
Long-term debt $ 230,58 $ 312 $ 691 $ 5978 $ 223,60
Operating lease 14,917 3,13¢ 4,14 3,40( 4,23¢
Letters of credi 3,28t 3,28t — — —

$ 248,781 $ 6,72¢ $ 483t $ 937t $ 227,84:

The Company believes that existing cashrizas together with cash generated from operatiodsamounts available under the
Company's $100.0 million Facility will be sufficieto meet the Company's projected working capital ather cash flow requirements for the
next twelve months, as well as the Company's conishobligations, detailed in the above table rdkie next five years.

Application of Critical Accounting Policies

General: Veeco's discussion and analysis of its findreoadition and results of operations are based\eeco's consolidated
financial statements, which have been prepareddardance with accounting principles generally ptee in the United States. The
preparation of these financial statements reqeesco to make estimates and judgments that afieateported amounts of assets, liabilities,
revenues and expenses. On an on-going basis, nraeagievaluates its estimates and judgments, ingjuitiose related to bad debts,
inventories, intangible assets and other long liasskts, income taxes, warranty obligations, retring costs and contingent litigation.
Management bases its estimates and judgments tomi¢és experience and on various other factorsdha believed to be reasonable under
the circumstances, the results of which form theidBor making judgments about the carrying valiesssets and liabilities that are not
readily apparent from other sources. Actual resukty differ from these estimates under differesuagptions or conditions. The Company
considers certain accounting policies related vemee recognition, the valuation of inventorieg, ittmnpairment of goodwill and indefinite-
lived intangible assets and the impairment of Iiwed assets to be critical policies due to thénestion processes involved in each.

Revenue Recognition: Effective January 1, 2000 the Company chantgeehéthod of accounting for revenue recognitioadoordance
with Staff Accounting Bulletin (SAB) No. 10Revenue Recognition in Financial Statemerise Company recognizes revenue when
persuasive evidence of an arrangement existsgetles's price is fixed or determinable and colleitity is reasonably assured. For products
produced according to the Company's published Spatidons, where no installation is required ortatigtion is deemed perfunctory and no
substantive customer acceptance provisions erigtnue is recognized when title passes to the mastaenerally upon shipment. For
products produced according to a particular cust@nspecifications, revenue is recognized whemtbduct has been tested and it has been
demonstrated that it meets the customer's spetifitsaand title passes to the customer. The amufuretvenue recorded is reduced by the
amount of any customer retention (generally 10%0%), which is not payable by the customer unstafiation is completed and final
customer acceptance is achieved. The amount afroestretention is recorded in accounts receivalitle a/corresponding liability recorded
in deferred profit. At December 31, 2002 and 2CRi14 million and $3.3 million, respectively, areoeded in accounts receivable and
deferred profit pertaining to customer retentidnstallation is not deemed to be essential to timetionality of the equipment since
installation does not involve significant changeshte features or capabilities of the equipmertiwilding complex interfaces and connectic
In addition, the equipment could be installed by ¢astomer or other vendors and generally theafasstallation approximates only 1% to
2% of the sales value of the related equipmentniEer applications of the Company's products, fav peoducts or for products with
substantive customer acceptance provisions wheferpence
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cannot be fully assessed prior to meeting cust@pecifications at the customer site, revenue isgeized upon completion of installation
and receipt of final customer acceptance. Sintetttgoods generally passes to the customer ugpmsnt and 80% to 90% of the contract
amount becomes payable at that time, inventorgliswed and accounts receivable is recorded foetitiee contract amount. The profit on
these transactions is deferred and recorded agei@ferofit in the accompanying balance sheet®étember 31, 2002 and 2001,

$4.6 million and $11.2 million, respectively, areorded in deferred profit pertaining to shipmemitere revenue recognition has been
deferred. Service and maintenance contract reveanee®corded as deferred revenue, which is indlidether accrued expenses, and
recognized as revenue on a straight-line basistbeeservice period of the related contract. Them@any provides for warranty costs at the
time the related revenue is recognized.

Inventory Valuation: Inventories are stated at the lower of cosh@ppally first-in, first-out method) or market. Magement evaluates
the need to record adjustments for impairment eéiory on a quarterly basis. The Company's paticg assess the valuation of



inventories, including raw materials, work-in-presefinished goods and spare parts. Obsolete iomeat inventory in excess of
management's estimated usage for the next 18 t@o2#h's requirements is written-down to its estadanarket value, if less than its cost.
Inherent in the estimates of market value are mamagt's estimates related to Veeco's future manuifag schedules, customer demand,
technological and/or market obsolescence, posaltdenative uses and ultimate realization of exaassntory.

Goodwill and Indefinite-Lived Intangible &t Impairment: The Company has significant intangible assdtged to goodwill and
other acquired intangibles. In assessing the reeabiley of the Company's goodwill and other indéte-lived intangible assets, the Company
must make assumptions regarding estimated futte ftaws and other factors to determine the faiu@af the respective assets. If it is
determined that impairment indicators are presedtthat the assets will not be fully recoverabitejrtcarrying values are reduced to
estimated fair value. Impairment indicators incluaimong other conditions, cash flow deficits, astdric or anticipated decline in revenue or
operating profit, adverse legal or regulatory depeaients, accumulation of costs significantly inessof amounts originally expected to
acquire the asset and a material decrease initheafae of some or all of the assets. Assets svaped at the lowest levels for which there
identifiable cash flows that are largely indeperiddrithe cash flows generated by other asset graCipanges in strategy and/or market
conditions could significantly impact these assuons, and thus Veeco may be required to record inmgat charges for these assets not
previously recorded. The Company completed thédirghe required impairment tests on goodwill amdkfinite lived intangible assets in the
first quarter of 2002. Based upon the judgment ahagement, it was determined that there was noiimpat to goodwill or intangibles with
indefinite lives as of January 1, 2002. During fimerth quarter of 2002, management determineddbatto the continued weakness in the
telecommunications industry and the uncertaintgheftiming and speed of recovery, impairment indicawere present. Under SFAS
No. 142, if impairment indicators are present,fievalue of the reporting unit must be determinBdsed upon the judgment of managen
goodwill arising from the September 2001 Applied &guisition, which constitutes the telecommuriarag reporting unit, included in the
process equipment operating segment, was deemticsigtly impaired. As a result, the Company refgm an impairment charge of
$94.4 million and has written down goodwill relatedhe telecommunications reporting unit to apprately $7.5 million as of
December 31, 2002.

Long Lived Asset Impairment:The carrying values of long-lived assets amgogéally reviewed to determine if any impairment
indicators are present. If it is determined thathsimdicators are present and the review indicduasthe assets will not be fully recoverable,
based on undiscounted estimated cash flows oveethaining depreciation period, their carrying easare reduced to estimated fair value.
Impairment indicators include, among other condsiccash flow deficits, an historic or
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anticipated decline in revenue or operating prafityerse legal or regulatory developments, accuinnlaf costs significantly in excess of
amounts originally expected to acquire the assétsamaterial decrease in the fair value of somal@f the assets. Assets are grouped at the
lowest level for which there is identifiable castwis that are largely independent of the cash flgeuserated by other asset groups. During
2002, $5.3 million in fixed asset impairment chargeere recorded by the Company, in conjunction tithrestructuring in the process
equipment segment. The Company recorded $0.9 mitlidixed asset impairment charges in 2001. Asgiong utilized by management in
reviewing for impairment of long-lived assets cobkdeffected by changes in strategy and/or makaditions which may require Veeco to
record additional impairment charges for thesetasas well as impairment charges on other libreg assets not previously recorded. Dui
December 2001, approximately $2.5 million of intéahg assets were written off in connection withteged out product line.

Risk Factors That May Impact Future Results

In addition to the other information settfoherein, the following risk factors should beefally considered by shareholders of and by
potential investors in the Company.

We depend on the microelectronics industry. The cyicality of the data storage, telecommunications/weless, semiconductor, research
and industrial industries directly affects our bushess.

Veeco's business depends in large part th@ooapital expenditures of data storage, telecomirations/wireless and semiconductor
manufacturers, as well as research and industr&bmers, which accounted for the following perages of our net sales for the periods
indicated:

Year ended December 31,

2002 2001 2000
Data Storag 32% 31% 44%
Telecommunications/Wirele: 15% 30% 23%
Semiconducto 13% 17% 14%
Research and Industri 40% 22% 19%

The data storage, telecommunications/wssglsemiconductor, research and industrial indisstrie cyclical. These industries have
experienced significant economic downturns at weritbmes in the last decade, characterized by @iméa product demand, accelers



erosion of average selling prices and producticer@apacity. A downturn in one or more of these gtdes or the businesses of one or more
of our customers could have a material adversetadfe our business, prospects, financial condiéiod operating results.

The current global downturn in general egnit conditions and in the markets for our cust@hgroducts is resulting in a reduction in
demand for some of our products. We have experikticeeffects of the global economic downturn imgnareas of our business. During
downturn and any subsequent downturns we cannoteageu that our sales or margins will not declize.a capital equipment provider, our
revenues depend in large part on the spendingrpsaité our customers, who often delay expenditarasancel orders in reaction to variatic
in their businesses or general economic conditiBasause a high proportion of our costs are fixed,ability to reduce expenses quickly in
response to revenue short-falls is limited. In@grged economic downturn, we may not be abledaae our significant fixed costs, such as
continued investment in research and developmecdital equipment requirements. In addition, dyian economic downturn we may
experience delays in collecting receivables, whigy impose constraints on our working capital.
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Our customers may be adversely affected by rapid énological change and we may be unable to maintatimely product
introduction.

The data storage, telecommunications/wsszlsemiconductor manufacturing, research and tridusdustries are subject to rapid
technological change and new product introductaoms enhancements. Our ability to remain competitiviedepend in part upon our ability
to develop in a timely and cost effective mannev aed enhanced systems at competitive prices aadciarately predict technology
transitions. In addition, new product introductimrsenhancements by our competitors could causelad in sales or loss of market
acceptance of our existing products. Increased etitiyg pressure could also lead to intensifiedg@dompetition resulting in lower margins,
which could materially and adversely affect ouribass, prospects, financial condition and operatasglts. Our success in developing,
introducing and selling new and enhanced systempsrdis upon a variety of factors, including:

. our product offerings,

. timely and efficient completion of product desigrdalevelopment,
. timely and efficient implementation of manufactyyiprocesses,

. effective sales, service and marketing, and

. product performance in the field.

Because new product development commitnrentt be made well in advance of sales, new pradiaisions must anticipate both the
future demand for the products under developmethtla® equipment required to produce such prodWéescannot be certain that we will be
successful in selecting, developing, manufactuaindg marketing new products or in enhancing exigtirmglucts.

The process of developing new high techglmapital equipment products and services is cerghd uncertain, and failure to
anticipate customers' changing needs and emergitgological trends accurately and to develop tainkappropriate intellectual property
could significantly harm our results of operatioge must make long-term investments and commitifsggumt resources before knowing
whether our predictions will eventually result irogucts that the market will accept. We have irs@significant resources in the
development of certain products utilizing physieaibor deposition technology, which has been slogaio customer acceptance. Further,
after a product is developed, we must be able toufagture sufficient volumes quickly and at low ts0§ 0 accomplish this, we must
accurately forecast volumes, mix of products anafigarations that meet customer requirements, amdnay not succeed.

We depend on a limited number of customers that opate in highly concentrated industries.

We rely on certain principal customersdaignificant portion of our sales. Based on nkiss&eagate Technology, Inc. is our top
customer. The following table sets forth the petagea of our net sales to Seagate (our only custeritiersales greater than 10% in any of the
past three years) for the following periods:

Year Ended December 31,

2002 2001 2000

Seagat 13% 7% 18%

If any principal customer discontinuesrékationship with us or suffers economic setbaokss,business, prospects, financial condition
and operating results could be materially and asbhgraffected. Our ability to increase sales infthiare will depend in part upon our ability
to obtain orders from new customers. We canno&iaio that we will be able to do so. In additibecause a relatively small number of Ie
manufacturers, many of whom are our customers, o@mithe industries in
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which they operate, it may be especially diffidolt us to replace these customers if we lose thesiness. A substantial portion of orders in
our backlog are orders from our principal customers

Because we do not have long-term contracts with owustomers, our customers may cease purchasing garoducts at any time if we
fail to meet their needs.

We do not have long-term contracts with customers. As a result, our agreements with osttocters do not provide any assurance of
future sales. Accordingly:

. our customers can cease purchasing our produatsydtme without penalty,
. our customers are free to purchase products francampetitors,

. we are exposed to competitive price pressure o eater, and

. our customers are not required to make minimumtases.

If we do not succeed in obtaining new saleters from new or existing customers, it will bavnegative impact on our results of
operations.

Our quarterly operating results fluctuate significantly.

Our quarterly results have fluctuated digantly in the past and we expect this trend toticme. Factors which affect our quarterly
results include:

. cyclical patterns of capital spending by customers,

. changes in the market for personal computers, m&tagrvers, telecommunication/wireless devicestleroproducts
incorporating telecommunications/wireless, dataagfe or semiconductor/research technology,

. market acceptance of our systems and our custoprediicts,

. specific economic conditions in the telecommunaagiwireless, data storage or semiconductor/relséadastries,
. our acquisitions and financings,

. changes in product mix,

. the timing of significant orders and customer ataepe of our products,

. the introduction of new products and technologicabvations by us and our competitors,

. production and quality problems and resulting st@pthdelays,

. changes in the cost of materials, and

. disruption in our sources of supply.

Many of these factors are beyond our cénifrour new orders, net sales or operating resulia particular quarter do not meet
expectations, our stock price may be adverselyctHte

Our business and financial results for a particularperiod could be materially and adversely affected orders are cancelled or
rescheduled or if an anticipated order for even onsystem is not received in time to permit shippingluring the period.

Customer purchase orders are subject toetlation or rescheduling by the customer, gengsaith limited or no penalties. In addition,
Veeco has, in limited circumstances, permitted mejstomers to return previously shipped produttsrder to maintain business
relationships with such customers. Therefore, lmarkl the amount of purchase orders at any paatiddte is not
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necessarily indicative of actual sales for any sading period. In addition, we derive a substampiation of our net sales in any fiscal period
from the sale of a relatively small number of hijgiced systems. As a result, the timing of recagnibf revenue for a single transaction
could have a material effect on our sales and ¢ipgreesults for a particular fiscal period. Baakladjustments for the year ended
December 31, 2002 included order cancellation26f%million.

Variations in the amount of time it takes for us tosell our systems may cause fluctuations in our ofing results.

Historically, we have experienced long angredictable sales cycles. Variations in the llerdtour sales cycles could cause our net
sales, and therefore our business, financial cmmdibperating results and cash flows, to fluctwaigely from period to period. These
variations often are based upon factors partiallgamnpletely outside our control. The factors thifect the length of time it takes us to
complete a sale depend upon many elements, ingudin

. the efforts of our sales force and our independalgs representatives,
. the history of previous sales to a customer,

. the complexity of the customer's manufacturing psses,

. the internal technical capabilities and sophisiticadf the customer, and
. the capital expenditure budget cycle of our custsme

As a result of these and a number of dileors that influence our sales cycles with patéiccustomers, the period between our initial
contact with a potential customer and the time wiverrecognize revenue from that customer, if evaries widely. Our sales cycle typically
can range up to twelve months. Sometimes our sgitds can be much longer, particularly during aoneenic downturn or when the sales
cycle involves developing new applications for systems and technology. During these cycles, waribsubstantial resources to our sales
efforts before receiving any revenue, and we magneceive any revenue from a customer despitethales efforts.

In addition to lengthy and sometimes unjutadble sales cycles, the build cycle, or the titiakes us to build a product to customer
specifications, typically ranges from one to sixniis. During this period, the customer may cartsediider, although generally it will be
required to pay us a fee based on which stageediuiid cycle we have completed.

For many of our products, after a customechases one of our systems we provide an acasppeariod during which the customer n
evaluate the performance of the system and poligrigect the system. In addition, customers oftgaluate the performance of one of our
systems for a lengthy period before purchasingaadjtional systems. The number of additional preslaccustomer may purchase from us, if
any, often depends on many factors that are difffou us to predict accurately, including a custwte capacity requirements and changing
market conditions for its products. As a resultr@fse evaluation periods and other factors, thegéetween a customer's initial purchase
and subsequent purchases, if any, often variedyyidied variations in length of this period can saéurther fluctuations in our operating
results.
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Our strategy of pursuing acquisitions subjects usa risks associated with evaluating and pursuing thee opportunities and integrating
these businesses into our business.

We have considered numerous acquisitioroppities and completed several significant adtjaiss during the past five years. In
addition, we may consider acquisitions of, or digant investments in, other businesses in theréutdicquisitions involve numerous risks,
many of which are unpredictable and beyond ourrogrihcluding:

. difficulties and increased costs in connection viritiegration of the personnel, operations, techgie®and products of
acquired companies,

. diversion of management's attention from other atp@nal matters while evaluating and pursuing ttguésition as well as
while integrating the business once acquired,

. the inability to retain the key employees of acgdicompanies, especially if the acquired busiress e relocated or the
responsibilities of such key employees are to lznghd,

. lack of synergy, or inability to realize expectguiargies, resulting from the acquisition, and

. acquired assets becoming impaired as a resultbhtdogical advancements or worse-than-expectddnpesince by the



acquired company, which could require us to reeoctiarge to earnings for such impairment.

Our inability to effectively manage thesgaisition risks could materially and adverselyeaffour business, prospects, financial
condition and operating results.

In addition, if we issue equity securittegpay for an acquisition, the ownership percentg#fgmur then-existing shareholders would be
reduced and the value of the shares held by ounrdkisting shareholders could be diluted, which caifdct the trading price of our comm
stock and of the subordinated notes. If we use taphy for an acquisition, the payment could digantly reduce the cash that would be
available to fund our operations or to use for pfhgposes, including making payments on the subateld notes. Also, acquisition financing
may not be available on favorable terms or atraiture acquisitions may also require us to asswn#ngent liabilities that could have a
material adverse effect on our business, prospitsicial condition or operating results.

The loss of key management or our inability to attact and retain sufficient numbers of managerial, egineering and other technical
personnel could have a material adverse effect oupbusiness.

Our continued success depends, in part) kpg managerial, engineering and technical persaaswell as our ability to continue to
attract and retain additional personnel. In paltiguwe depend on our Chairman and Chief Exec@@iffecer, Edward H. Braun. The loss of
key personnel could have a material adverse effectur business, prospects, financial conditioapmrating results. We may not be able to
retain our key managerial, engineering and techeitgloyees. Our growth is dependent on our abifitgttract new highly skilled and
qualified technical personnel, in addition to persel that can implement and monitor our financia emanagerial controls and reporting
systems. Attracting qualified personnel is difficand we cannot assure you that our recruitingresfto attract and retain these personnel
be successful.

We cannot be certain that we will be able to competsuccessfully in our highly competitive industries

The industries in which we operate arerisédy competitive. Established companies, both dbimand foreign, compete with each of
product lines. Many of our competitors have grefitemcial, engineering, manufacturing and marlgtiesources than us. A substantial
investment is required by customers to install iategrate capital equipment into a production liks.a result, once a manufacturer has
selected a particular vendor's capital equipmeatb@lieve that the manufacturer generally reliemnupat equipment for the specific
production line application and
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frequently will attempt to consolidate its othepital equipment requirements with the same ventlocordingly, if a particular customer
selects a competitor's capital equipment, we expeexperience difficulty selling to that custonfier a significant period of time. We believe
that our ability to compete successfully dependa onmber of factors both within and outside of camtrol, including:

. price,

. product quality,

. breadth of product line,

. system performance,

. cost of ownership,

. global technical service and support, and

. success in developing or otherwise introducing pevducts.

We cannot be certain that we will be abledmpete successfully in the future.

We are exposed to the risks of operating a globaliness, including risks associated with exchangate fluctuations and legal and
regulatory changes.

We are exposed to foreign currency exchaaggerisks that are inherent in our anticipatddssaales commitments and assets and
liabilities that are denominated in currencies pthan the United States dollar. Failure to suffitty hedge or otherwise manage foreign
currency risks properly could adversely affect mwenues and gross margins. We also are exposetttest rate risks inherent in our debt
obligations and investment portfolios.

In 2002, approximately 53% of our total sales were generated from sales outside the USttgds, and in 2001 approximately 4



our total net sales were generated from salesdsutse United States. We expect sales from non+daBkets to continue to represent a
significant, and possibly increasing portion of tatal sales in the future. Our non-U.S. sales@etations are subject to risks inherent in
conducting business abroad, many of which are @&i@ir control, including:

. periodic economic downturns and unstable politezalironments,

. longer sales cycles,

. multiple, conflicting and changing governmental $aand regulations,

. protectionist laws and business practices thatrflneal companies,

. price and currency exchange controls,

. fluctuations in the relative values of currencies,

. difficulties protecting intellectual property,

. unexpected changes in trading policies, regulatequirements, tariffs and other barriers, and

. difficulties in managing a global enterprise, irdihg staffing, collecting accounts receivable, ngang distributors and

representatives and repatriation of earnings.

Changes in the relative values of currenoecur from time to time and may, in some instanbave a material effect on our results of
operations. In particular, a weakening of the earrthe yen could result in a weakening of our olWéirzancial results. Although we attempt
mitigate our exposure to fluctuations in currenggte@nge rates, these hedging activities may natyavbe available or adequate to eliminate,
or even mitigate, the impact of our exchange raposure. As a result of
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this exchange rate exposure, as well as the odlstort listed above, we may experience a matatigdrae effect upon our business, prosp
financial condition and operating results.

We do not have any derivative financiatinsients for speculative or trading purposes. Werdnto monthly forward contracts to
reduce the effect of fluctuating foreign currenaesshort-term foreign currency-denominated interpany balances and other known
currency exposures. The average notional amoustialf contracts was approximately $1.9 million far year ended December 31, 2002. As
of December 31, 2002, we did not have any opendadwontracts. We estimate that based upon ountmlsheet at December 31, 2002, a
10% change in foreign exchange rates impact opgréiss by approximately $0.6 million.

Our operating results are influenced by the perfornance of Asian economies, which have experiencedrsfgcant downturns during the
past few years.

In recent years, Asian economies (includiagan) have been highly volatile and recessiomasylting in significant fluctuations in loc
currencies and other instabilities. Approximated@@of our sales in 2002 and approximately 28% ofsales in 2001 were derived from this
region. Instabilities in Asian economies (includifgpan) may continue and recur again in the futdnéch could have a material adverse
effect on our business, prospects, financial caodiind operating results. Our exposure to thenessi risks presented by Asian economies
(including Japan) will increase to the extent watoue to expand our operations in that region.

We may be subject to claims of intellectual propest infringement.

Several of our competitors hold patentseciog a variety of technologies included in somewf products. In addition, some of our
customers may use our microelectronics productagptications that are similar to those coveredhege patents. From time to time, we and
our customers have received correspondence fromarapetitors claiming that some of our productsjsed by our customers, may be
infringing one or more of these patents. As ofdh&e of this filing, none of these allegations temilted in litigation. Competitors or others
may, however, assert infringement claims againstrusir customers in the future with respect taentror future products or uses, and these
assertions may result in costly litigation or requis to obtain a license to use intellectual priypéghts of others. If claims of infringement
are asserted against our customers, those custamagrseek indemnification from us for damages @eases they incur.

If we become subject to infringement clgime will evaluate our position and consider thaikable alternatives, which may include
seeking licenses to use the technology in questiatefending our position. These licenses, howawas, not be available on satisfactory
terms or at all. If we are not able to negotiaeeribcessary licenses on commercially reasonalnes ter successfully defend our position, it
could have a material adverse effect on our busjiEespects, financial condition and operatingliss



We are exposed to the risks that third parties mayiolate our proprietary rights and our intellectual property rights may not be well
protected in foreign countries.

Our success depends on the protectionrgbimprietary rights. In our industry, intellectuabperty is an important asset that is alway
risk of infringement. We incur costs to obtain andintain patents and defend our intellectual priyp&Y¥e rely upon the laws of the United
States and of other countries in which we develmgmufacture or sell our products to protect ouppetary rights. However, these
proprietary rights may not provide the competitdvantages that we expect, or other parties mdieoga, invalidate or circumvent these
rights.

Further, our efforts to protect our intetleal property may be less effective in some caemtvhere intellectual property rights are not as
well protected as in the United States. Many U.S.
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companies have encountered substantial problem®tacting their proprietary rights against inframgent in foreign countries. We derived
approximately 53% of our sales from foreign cowgstiin 2002, and approximately 46% of our sales fimmign countries in 2001. If we fall
to adequately protect our intellectual propertyhiese countries, it could be easier for our corgrstiio sell competing products.

Infringement of our proprietary rights byhérd party could result in lost market and salpportunities, as well as increased costs of
litigation.

We rely on a limited number of parts, components ath equipment manufacturers. Failure of any of thessuppliers to perform in a
timely or quality manner could negatively impact revenues.

Failure of critical suppliers of parts, qgooments and manufacturing equipment to deliveiicafft quantities in a timely and cost-
effective manner could negatively affect our bussé&Ve currently use numerous vendors to supplg,p@mponents and subassemblies for
the manufacture and support of our products. Howeeme key parts may be obtained only from a sisgpplier or a limited group of
suppliers.

We also rely on a limited number of equiptmaanufacturers to develop and supply the equipnmsed to manufacture our products.
The failure of these manufacturers to develop tiveleequipment on a timely basis could have a ntadverse effect on the business and
results of operations. In addition, as a resuthefsmall number of equipment suppliers, we magnbee exposed to future cost increases for
this equipment.

We may not obtain sufficient affordable funds to fund our future needs for manufacturing capacity andresearch and development.

We need to continue to make significanitehpxpenditures to continue and expand our oeraiand to enhance our manufacturing
capability to keep pace with rapidly changing teslbgies. Also, our industry is characterized bynked for continued investment in rese:
and development. If we fail to invest sufficienithyresearch and development, our products couldrbedess attractive to potential
customers. As a result of our emphasis on resear@llevelopment and technological innovation, @érating costs may increase in the
future. We expect our research and developmentnegseto increase as a percentage of our net sald®fforeseeable future. During the |
few years, the markets for equity and debt seesrhiave fluctuated significantly, especially wiéispect to technology-related companies, anc
during some periods offerings of those securitegehbeen extremely difficult to complete. As a teso the future we may not be able to
obtain the additional funds required to fund ouergpions and invest sufficiently in research aneettgpment on reasonable terms, or at all.
Such a lack of funds could have a material adveffeet on our business, prospects, financial caoriind operating results.

Terrorist acts and acts of war may seriously harm or business and revenues, costs and expenses amaficial condition.

Terrorist acts or acts of war (whereveated around the world) may cause damage or disrujtiour company, our employees,
facilities, partners, suppliers, distributors amdtomers, which could significantly impact our neues, costs and expenses and financial
condition. The terrorist attacks that took placéhi@ United States on September 11, 2001 were cegeated events that have created many
economic and political uncertainties, some of whitdhy materially harm our business and results efaons. The potential for future
terrorist attacks, the national and internatioeapionses to terrorist attacks, and other acts nbmaostility have created many economic and
political uncertainties, which could adversely affthe business and results of operations in watsdannot
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presently be predicted. We will be largely uninsli@r losses and interruptions caused by terradtt and acts of we



Unforeseen environmental costs could impact our fure net earnings.

Some of our operations will use substamegalated under various federal, state and intemmaltlaws governing the environment. We
could be subject to liability for remediation if wi® not handle these substances in complianceapijtlicable laws. It is our policy to apply
strict standards for environmental protection tessinside and outside the United States, even whesubject to local government
regulations. We will record a liability for envirorental remediation and related costs when we cen#i@ costs to be probable and the
amount of the costs can be reasonably estimated.

Our articles of incorporation, by-laws, shareholderrights plan and Delaware law may have anti-takeoweeffects which will make an
acquisition of our company by another company mordifficult.

Our board of directors has the authoritistue up to 500,000 shares of preferred stockafid the rights, preferences, privileges and
restrictions, including voting rights, of these sawithout any further vote or action by the hoddef our common stock. We have designi
30,000 of those shares as Series A Junior Pref&tmzk for potential issuance under our sharehaldats plan described below. The rights
of the holders of any preferred stock that maysseed in the future may adversely affect the rightie holders of our common stock. The
issuance of the preferred stock could have theedfemaking it more difficult for a third party @cquire a majority of our outstanding voting
stock, thereby delaying, deferring or preventindhange in control of Veeco that a holder of our wwn stock might consider in its best
interest. Furthermore, such preferred stock mag ledler rights, including economic rights seniootls common stock and, as a result, the
issuance of the preferred stock could have a nahidiverse effect on the market value of our comstook.

Our board of directors is divided into #adasses of directors with staggered terms. Tistegce of a classified board may render
certain hostile takeovers more difficult and makmare difficult for a third party to acquire coaoltiof Veeco in certain instances, thereby
delaying, deferring or preventing a change in aadrdf Veeco that a holder of our common stock migtisider in its best interest. Further, if
shareholders are dissatisfied with the policied@ndiecisions of our board of directors, the existeof a classified board will make it more
difficult for the shareholders to change the conitpms (and therefore the policies) of our boarddoEctors in a relatively short period of tin

We have adopted a shareholder rights piader which we have granted to our shareholdehdsrip purchase shares of junior
participating preferred stock. These rights cowddeyally discourage a merger or tender offer farammmon stock that is not approved by
our board of directors by increasing the cost tdaing any such transaction and, accordingly, ¢twalve an adverse impact on a takeover
attempt that a shareholder of Veeco might congimée in its best interest.

Furthermore, we have adopted and may ifiufuee adopt certain other measures that may treeveffect of delaying, deferring or
preventing a change in control of Veeco. Certaisuwh measures may be adopted without any furthterar action by the holders of our
common stock. These measures may have anti-taketfeets, which may delay, defer or prevent a takeattempt that a holder of our
common stock might consider in its best intergsaddition, certain other provisions of our cectiie of incorporation and bylaws relating to,
without limitation, (a) actions required to be taka a meeting of shareholders rather than byemricbnsent, (b) the percentage of
shareholders required to call a special meetirghafeholders, (c) a limitation on the maximum nundfelirectors, (d) removal of directors
only for "cause," and (e) the percentage of shddehn® required to approve amendments to our bylevay, have anti-takeover effects, which
may delay, defer or prevent a takeover attemptahmailder of our common stock might consider irbést interest.
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We are subject to the provisions of SecfioB of the General Corporation Law of the StatBelaware, which prohibits a Delaware
corporation from engaging in any "business comimndtwith an "interested stockholder" for a perftthree years after the date of the
transaction in which the person became an intetesgtekholder, unless the business combinatioppscaed in a prescribed manner. A
"business combination" includes mergers, asses salevell as certain transactions resulting imarftial benefit to the interested stockholder.
Subject to certain exceptions, an "interested $tolcler” is a person who, together with affiliatesl @ssociates, owns, or within three years
did own, 15% or more of the corporation's votingckt The operation of Section 203 may have angdakr effects, which may delay, defer
or prevent a takeover attempt that a holder ofcounmon stock might consider in its best interest.

ltem 7A. Quantitative and Qualitative Disclosure about Market Risk.
Market Risk

The principal market risks (i.e. the ridkass arising from adverse changes in market ratelsprices) to which the Company is exposed
are:

. rates on debt and short-term and long-term investmpertfolios, and

. exchange rates, generating translation and traosagdins and losse



Interest Rate

Veeco centrally manages its debt and imvest portfolios considering investment opportusitd risks, tax consequences and overall
financing strategies. Veeco's investment portfatiossist of cash equivalents and obligations of gdvernment agencies. These investments
in obligations of the U.S. government are considdreld to maturity securities. Accordingly, the amts are carried at amortized cost.
Assuming year-end 2002 variable debt and investhesnts, a one-point change in interest rates wootchave a material impact on net
interest expense. In December 2001 and January, #@Zompany issued $220.0 million of 4.125% cotilvie subordinated notes. The
notes are convertible, at the option of the holdegny time on or prior to maturity into sharesofnmon stock at a conversion price of
$38.51 per share. The Company pays interest oe tiees on June 21 and December 21 of each yéaredshpayments commenced on
June 21, 2002 (see Note 3 to the Company's Coasetid-inancial Statements). The notes will matar®ecember 21, 2008. After the third
anniversary of the issuance, the notes may be meetbat the option of the Company, at the redempitiares set forth in the indenture.

Foreign Operation:

Operating in international markets involeaposure to movements in currency exchange ratesh are volatile at times. The economic
impact of currency exchange rate movements on Viseoomplex because such changes are often linkedriability in real growth,
inflation, interest rates, governmental actions athetr factors. These changes, if material, coalgse the Company to adjust its financing
operating strategies. Consequently, isolating ffezof changes in currency does not incorpora¢sé other important economic factors.

Veeco's net sales to foreign customersesgmted approximately 53% of Veeco's total nesdal@002, 46% in 2001 and 50% in 2000.
The Company expects that net sales to foreign mes®will continue to represent a large percentdgéeeco's total net sales. Veeco's net
sales denominated in foreign currencies represapprbximately 17% of Veeco's total net sales i02205% in 2001 and 9% in 2000. The
aggregate foreign exchange gains (losses) inclidédtermining consolidated results of operatioeser$0.1 million, $(1.9) million and
$(0.8) million in 2002, 2001 and 2000, respectivéty2002 and 2001, the foreign currency excharage @oss) is net of approximately ($1
and
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$0.4 million of realized hedging (losses) gainspeztively, which were recorded and included ireo{income) expense, net. As of
December 31, 2002, approximately $0.3 million afSles related to forward contracts are includeddénueed expenses and have been
subsequently paid in January 2003. As of DecembgeP@02, there were no open forward contracts. ¥éeexposed to financial market
risks, including changes in foreign currency exgwarates. To mitigate these risks, Veeco usesataré/financial instruments. Veeco does
not use derivative financial instruments for spativé or trading purposes. The Company entersmranthly forward contracts to reduce the
effect of fluctuating foreign currencies on shanrt foreign currency-denominated intercompany #&atisns and other known currency
exposures. The average notional amount of suchamiatwas approximately $1.9 million for the yeaded December 31, 2002. The change
in currency exchange rate that has the largestdhgatranslating Veeco's international operatingg) profit are the Japanese Yen and the
Euro. The Company estimates that based upon isbalsheet at December 31, 2002, a 10% changeeigricexchange rates impact
operating loss by approximately $0.6 million. Then@pany believes that this quantitative measurertiesent limitations because, as
discussed in the first paragraph of this sectibdpés not take into account any governmental @€t changes in either customer purchasing
patterns or our financing and operating strategies.

Item 8. Financial Statements and Supplementary &a.

The consolidated financial statements ef@ompany are listed in the Index to Consolidatedri€ial Statements and Financial
Statement Schedule filed as part of this Form 10-K.

Quarterly Results of Operations

The following table presents selected feialdata for each quarter of fiscal 2002 and 2@3dthough unaudited, this information has
been prepared on a basis consistent with the Coytgpandited financial statements and, in the opimibthe Company's management, refl
all adjustments (consisting only of normal recugradjustments) that the Company considers neceiwaayfair presentation of this
information in accordance with generally acceptezbanting principles. Such quarterly results arermezessarily indicative of future results
of operations and should be read in conjunctioh wie audited financial statements of the Compaulythe notes thereto.

Quarterly Statements of Operations (In thousands):

Fiscal 2002 Fiscal 2001
Q1 Q2 Q3 Q4(1) Year Q1(2) Q2(2) Q3(2) Q4(1) Year
Net sales $ 8014¢% 77,33¢$ 72,75 % 68,64« $ 298,88 $ 125,38t $ 112,09* $ 114,27¢ $  97,49¢ $449,25:

Cost of sale: 46,41« 42,137 38,40t 56,08¢ 183,04: 66,69¢ 58,95¢ 63,89¢ 70,600 260,14



Gross profit 33,73t 35,20: 34,34¢ 12,55¢ 115,84: 58,69( 53,13¢ 50,38( 26,89¢ 189,10:

Costs and expens 36,16: 36,15( 36,32¢ 34,19( 142,82° 39,08: 36,62¢ 37,51¢ 40,88¢ 154,11
Merger and restructuring expent 837 1,05( 83 9,27¢ 11,24¢ — 1,00( — 2,04¢ 3,04¢
Write-off of purchased in-process

technology — — — — — — — 8,20( — 8,20(
Asset impairment chargs — — — 99,66° 99,66° — — — 3,41¢ 3,41¢
Operating (loss) incom (3,269 (1,99¢) (2,060 (130,57 (137,89 19,60% 15,51 4,661 (19,45¢) 20,32t
Interest expense (incom 1,48¢ 1,471 1,38¢ 1,651 6,002 (767) (397) (263) 85C (577)
(Loss) income from continuing

operations, before income tax (4,750 (3,479 (3,449 (132,229 (143,89) 20,374 15,91( 4,92¢ (20,30¢)  20,90:
Income tax (benefit) provisia (1,599 (1,85€) (1,36€) (15,699 (20,519) 7,15¢ 5,43t 2,727 (9,300 6,02(
(Loss) income from continuing

operations (3,159 (1,619 (2,082) (116,53)) (123,389 13,21¢ 10,47¢ 2,197 (11,00 14,88:
Loss from discontinued operations, |

of taxes — — — — — (34%) (47%) (349) (1,287 (2,450
Loss on disposal of discontinued

operations, net of taxt (346) — — — (346) — — — (2,127 (2,127
Net (loss) incom $ (3,499 $ (1,619 $ (2,08 $ (116,53)$ (123,730 $ 12,87 $ 10,00( $ 1,846 $ (14,419 $ 10,30¢
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Quarterly Statements of Operations:
Fiscal 2002 Fiscal 2001
Q1 Q2 Q3 Q4 Year Q1(2) Q2(2) Q3(2) Q4 Year
(Loss) income per common share:
(Loss) income per common share from contint
operations $ 0.1 % (0.0¢) $ 0.0 $ (4.00) $ 429 % 054 $ 04z $ 0.0¢ $ (0.3 $ 0.57
Loss on discontinued operatio (0.02) — — — (0.02) (0.02) (0.02) (0.02) (0.12) (0.1%)
Net (loss) income per common sh $ 0.12) $ (0.0¢) $ 0.07) $ (4.00 $ (4.25) $ 0.5z $ 0.4C $ 0.07 $ (050 $ 0.4C

Diluted (loss) income per common share from

continuing operation $ 0.1 $ (0.0¢) $ (0.07) $ (4.00) $ 4.29 % 0.5z $ 0.4z $ 0.0¢ $ (0.39) $ 0.5¢
Loss on discontinued operatio (0.01) — — — (0.01) (0.01) (0.02) (0.02) (0.12) (0.1%)
Diluted net (loss) income per common sh $ 0.12) $ (0.0¢) $ (0.07) $ (4.00) $ 4.25 % 051 $ 0.4C $ 0.07 $ (0.50$ 0.3¢
5§ __§ 5§ _§F 5§ §F§ 5§y §y B |
Weighted average shares outstanc 29,02: 29,08 29,137 29,14: 29,09¢ 24,67¢ 24,767 25,41% 28,857 25,937
Diluted weighted average shares outstan 29,02: 29,08: 29,137 29,14: 29,09¢ 25,23( 25,21¢ 25,66¢ 28,85: 26,35¢
) In December 2002 and December 2001, the Companyrad charges of $15.0 million and $13.6 millioespectively, for the write-off of inventory (see td to the Company's

Consolidated Financial Statements). These chamgeimeuded in cost of sales.

@) During December 2001, the Company discontinuedhdastrial measurement operating segment. As dtréise quarterly information for the first threearters of 2001 noted
above has been restated from that previously @ilethe Quarterly Reports on Form 10-Q. See Notetfig Consolidated Financial Statements.

A variety of factors influence the leveltbE Company's net sales in a particular quartdudting economic conditions in the
semiconductor, data storage and optical/wireldssdenmunications industries, the timing of sigrafit orders, shipment delays, specific
feature requests by customers, the introductiareef products by the Company and its competitorgjyetion and quality problems, chan
in material costs, disruption in sources of suppbasonal patterns of capital spending by custqrardsother factors, many of which are
beyond the Company's control. In addition, the Canypderives a substantial portion of its revenues fthe sale of products which have an
average selling price in excess of $750,000. Assalt, the timing of recognition of revenue fromimagle transaction could have a significant
impact on the Company's net sales and operatindfsas any given quarter.

Iltem 9. Changes in and Disagreements with Accotants on Accounting and Financial Disclosure.

None



PART IlI
Item 10. Directors and Executive Officers of th&kegistrant.

Reference is made to the Registrant's ii#krproxy statement to be filed with the Secestand Exchange Commission within 120 ¢
after the end of the Registrant's fiscal year fiéorimation concerning directors and executive efficof the Registrant.

ltem 11. Executive Compensation.

Reference is made to the Registrant's ii#irproxy statement to be filed with the Secestand Exchange Commission within 120 ¢
after the end of the Registrant's fiscal year fid@rimation concerning executive compensation.
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Item 12. Security Ownership of Certain Beneficial Qvners and Management and Related Stockholder Matter.

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 Traresctions.

Reference is made to the Registrant's ii#Brproxy statement to be filed with the Secestand Exchange Commission within 120 ¢
after the end of the Registrant's fiscal year fiéoiimation concerning certain relationships andtesl transactions.

Item 14. Controls and Procedures.

The Company's senior management is redplerfsir establishing and maintaining a system s€ldisure controls and procedures (as
defined in Rule 13a-14 and 15d-14 under the Seesifiixchange Act of 1934 (the "Exchange Act")) gesd to ensure that information
required to be disclosed by the Company in thentspbat it files or submits under the Exchange i8cecorded, processed, summarized and
reported, within the time periods specified in 8exurities and Exchange Commission's rules andsfdbisclosure controls and procedures
include, without limitation, controls and procedsidesigned to ensure that information requirecetdibclosed by an issuer in the reports that
it files or submits under the Exchange Act is acalated and communicated to the issuer's managemethigling its principal executive
officer or officers and principal financial officer officers, or persons performing similar funasp as appropriate to allow timely decisions
regarding required disclosure.

The Company has evaluated the effectiveoktf®e design and operation of its disclosure mdstand procedures under the supervision
of and with the participation of management, inalgdhe Chief Executive Officer and Chief Financdtficer, within 90 days prior to the
filing date of this report. Based on that evaluatiour Chief Executive Officer and Chief Finandidficer have concluded that our disclosure
controls and procedures are effective in timelytadg them to material information required to beluded in our periodic Securities and
Exchange Commission filings.

Subsequent to that evaluation there haee be significant changes in our internal contaslsther factors that could significantly affect
these controls after such evaluation.

PART IV
Item 15. Exhibits, Financial Statement Schedulesnd Reports on Form 8-K.

(8  The Registrant's financial statements together aviseparate table of contents are annexed hetetdiriancial statement
schedule is listed in the separate table of costamhexed hereto.

(b) Reports on Form 8-K.

The Registrant filed a Current Report omf8-K on December 17, 2002 announcing that the fi2omy and FEI Company would not be
able to complete the previously announced mergédnember 31, 200:



The Registrant filed a Current Report omf8-K on January 17, 2003 regarding the mutuahiteaition of the merger agreement
between Veeco and FEI Company.
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Unless otherwise indicated, each of thitahg exhibits has been previously filed with tBecurities and Exchange Commission by the

(©)

Exhibits

Company under File No. 0-16244.

Number

Exhibit

Incorporated by Reference to the Following Documerst

2.1

3.1

3.2

4.1

4.2

4.4

Agreement and Plan of Merger, dated as of Sepegb
2001, among Veeco Instruments Inc., Veeco Acqoisiti
Corp., Applied Epi, Inc., the shareholders of Apgli
Epi, Inc. listed on the signature pages theretoRand

E. Colombo, as Stockholders' Representa

Amended and Restated Certificate of Incorporatiothe
Company dated December 1, 1994, as amended J48872,
and July 25, 1991

Amendment to Certificate of Incorporation of Veataied
May 29, 1998

Amendment to Certificate of Incorporation of Veetaied
May 5, 2000

Certificate of Designation, Preferences and Rights
Series A Junior Participating Preferred Stock oéste

Third Amended and Restated Bylaws of the Company,
effective October 26, 200

Rights Agreement, dated as of March 13, 2001, betwe
Veeco Instruments Inc. and American Stock Traresfier
Trust Company, as Rights Agent, including the farfthe
Certificate of Designation, Preferences and Rigbtting
forth the terms of the Series A Junior Participgffreferred
Stock, par value $0.01 per share, as Exhibit Afdn@ of
Rights Certificates as Exhibit B and the SummarRigihts
to Purchase Preferred Stock as Exhibi

Amendment to Rights Agreement, dated as of Septefhbe
2001, between Veeco Instruments Inc. and Ameri¢aokS
Transfer and Trust Company, as rights ag

Amendment No 2 to Rights Agreement, dated as gf I1)
2002, between Veeco Instruments Inc. and Ameri¢caokS
Transfer and Trust Company, as rights ag

Indenture between Veeco and State Street Bank arsd T
Company, N.A., as trustee, dated December 21, 2001,

relating to the 4/ 8% convertible subordinated notes due
2008.
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Current Report on Form 8-K, filed September BQL,
Exhibit 99.1

Quarterly Report on Form 10-Q for the Quarter Ended
June 30, 1997, Exhibit 3.1

Annual Report on Form 10-K for the year ended
December 31, 2000, Exhibit 3

Quarterly Report on Form 10-Q for the Quarter Ended
June 30, 2000, Exhibit 3

Quarterly Report on Form 10-Q for the Quarter Ended
March 31, 2001, Exhibit 3.

Registration Statement on Form S-8 (File No. 83376),
filed November 7, 2000, Exhibit 4

Registration Statement on Form 8-A dated March 15,
2001, Exhibit 1

Current Report on Form 8-K, filed September 21,1200
Exhibit 4.1

Current Report on Form 8-K, filed July 12, 2002,
Exhibit 4.1

Registration Statement on Form S-3 (File No. 83252),
filed March 13, 2002, Exhibit 4.1

10.1

Credit Agreement, dated April 19, 2001 among Veeco

Quarterly Report on Form 10-Q for the Quarter Ended



10.2

10.c

10.4

10.€

10.7

10.€

Instruments Inc., Fleet National Bank, as admiatste
agent, The Chase Manhattan Bank, as syndicatiant,age
HSBC Bank USA, as documentation agent and the fende
named thereir

Amendment and Waiver dated as of September 17, 2001
the Credit Agreement, dated April 19, 2001 amongdée
Instruments Inc., Fleet National Bank, as admiatste
agent, The Chase Manhattan Bank, as syndicatiant,age
HSBC Bank USA, as documentation agent and the fende
named thereir

Consent and Second Amendment dated as of Decerhper 2
2001 to the Credit Agreement, dated April 19, 2@861ong
Veeco Instruments Inc., Fleet National Bank, as
administrative agent, The Chase Manhattan Bank, as
syndication agent, HSBC Bank USA, as documentatgen
and the lenders named there

Third Amendment dated as of February 7, 2002 tcCuteslit
Agreement, dated April 19, 2001 among Veeco
Instruments Inc., Fleet National Bank, as admiatste
agent, The Chase Manhattan Bank, as syndicatiant,age
HSBC Bank USA, as documentation agent and the fende
named thereir

Fourth Amendment dated as of March 20, 2002 taCiselit
Agreement, dated April 19, 2001 among Veeco Insémnis
Inc., Fleet National Bank, as administrative agéhg Chas:
Manhattan Bank, as syndication agent, HSBC Bank SA
documentation agent and the lenders named the

Fifth Amendment dated as of February 5, 2003 tdGteslit
Agreement, dated April 19, 2001 among Veeco
Instruments Inc., Fleet National Bank, as admiatste
agent, JPMorgan Chase Bank, as syndication ag&®CH
Bank USA, as documentation agent and the lendensda
therein.

Security Agreement dated as of March 20, 2002 among
Veeco Instruments Inc., the subsidiaries of Veeoed
therein and Fleet National Bank, as administragigent.

Loan Agreement dated as of December 15, 1999 batwee

Applied Epi, Inc. and Jackson National Life Insuran
Company
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June 30, 2001, Exhibit 10.1

Quarterly Report on Form 10-Q for the Quarter Ended
September 30, 2001, Exhibit 10.1

Annual Report on Form 10-K for the Year Ended
December 31, 2001, Exhibit 10.3

Annual Report on Form 10-K for the Year Ended
December 31, 2001, Exhibit 10.4

Annual Report on Form 10-K for the Year Ended
December 31, 2001, Exhibit 10.5

Quarterly Report on Form 10-Q for the Quarter Ended
March 31, 2002, Exhibit 10.3

Quarterly Report on Form 10-Q for the Quarter Ended
September 30, 2001, Exhibit 10.2

10.1C

10.11

10.1Z

Amendment to Loan Documents effective as of
September 17, 2001 between Applied Epi, Inc. anksim
National Life Insurance Company (executed in JUE2).

Promissory Note dated as of December 15, 1999ddsyie
Applied Epi, Inc. to Jackson National Life Insuranc
Company

Collateral Pledge and Security Agreement among ¥,eec
State Street Bank and Trust Company, N.A., asdeushd a
collateral agent, and State Street Bank and Trastgany,
as securities intermediary, dated as of Decembe?(1.

Supplement No. 1 to Collateral Pledge and Security

Quarterly Report on Form 10-Q for the Quarter Ended
June 30, 2002, Exhibit 10.2

Quarterly Report on Form 10-Q for the Quarter Ended
September 30, 2001, Exhibit 10.3

Registration Statement on Form S-3 (File No. 83252),
filed March 13, 2002, Exhibit 10.1

Registration Statement on Form S-3 (File No. 83252),



10.1¢

10.14

10.1¢

10.1¢

10.17

10.1¢

10.1¢

10.2C

10.21

Agreement among Veeco and State Street Bank arsd Tru
Company, N.A., as trustee and as collateral agewt State
Street Bank and Trust Company, as securities irgdiamny,
dated as of January 3, 20!

Registration Rights Agreement among Veeco and Merri
Lynch, Pierce, Fenner and Smith Incorporated, Saiom
Smith Barney Inc. and Thomas Weisel Partners LIsGhe
initial purchasers of Veeco's'4 8 % Convertible
Subordinated Notes due 2008, dated as of Deceniber 2
2001.

Registration Rights Agreement among Veeco and thmér
Applied Epi Stockholders named therein, dated as of
September 17, 200

Veeco Instruments Inc. Amended and Restated 1992
Employees' Stock Option Plz

Amendment dated May 15, 1997 to Veeco Instruments |
Amended and Restated 1992 Employees' Stock Oplion

Amendment dated July 25, 1997 to Veeco Instrumieits
Amended and Restated 1992 Employees' Stock Oplion

Amendment dated May 29, 1998 to Veeco Instruments |
Amended and Restated 1992 Employees' Stock Oplion

Amendment dated May 14, 1999 to Veeco Instruments |
Amended and Restated 1992 Employees' Stock Oplion

Veeco Instruments Inc. 1994 Stock Option Plan fotstale
Directors.

Amendment dated May 15, 1996 to Veeco Instruments |

Amended and Restated 1994 Stock Option Plan fosi@eit
Directors.
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filed March 13, 2002, Exhibit 10.3

Registration Statement on Form S-3 (File No. 83252),
filed March 13, 2002, Exhibit 10.2

Registration Statement on Form S-3 (File No. 83252),
filed March 13, 2002, Exhibit 10.4

Registration Statement on Form S-1 (File No. 335839
Exhibit 10.20

Registration Statement on Form S-8 (File No. 336685
filed September 5, 1997, Exhibit 1(

Registration Statement on Form S-8 (File No. 336689
filed September 5, 1997, Exhibit 1(

Registration Statement on Form S-8 (File No. 333689
filed May 27, 1999, Exhibit 10.

Registration Statement on Form S-8 (File No. 333689
filed May 27, 1999, Exhibit 10.

Registration Statement on Form S-1 (File No. 338351
Exhibit 10.17

Registration Statement on Form S-8 (File No. 333813
filed July 26, 1996, Exhibit 10.2

10.2Z

10.2:

10.2¢

10.2¢

10.2¢

10.27

10.2¢

Amendment dated May 15, 1997 to Veeco Instruments |
Amended and Restated 1994 Stock Option Plan fosi@eit
Directors.

Amendment dated May 21, 1999 to Veeco Instruments |
Amended and Restated 1994 Stock Option Plan fosi@eit
Directors.

Veeco Instruments Inc. First Amended and Restated
Employees Stock Purchase Plan, dated October 6,

Veeco Instruments Inc. 2000 Stock Option Plan.
Amendment No. 1 to the Veeco Instruments Inc. 28@@k
Option Plan, effective May 11, 20C

Amendment No. 2 to the Veeco Instruments Inc. 2@k
Option Plan, effective May 10, 20C

Veeco Instruments Inc. 2000 Stock Option Plan fonN
Officer Employees

Registration Statement on Form S-8 (File No. 336685
filed September 5, 1997, Exhibit 10.3

Registration Statement on Form S-8 (File No. 333689
filed May 27, 1999, Exhibit 10.3

Annual Report on Form 10-K for the Year Ended
December 31, 2000, Exhibit 10.

Current Report on Form 8-K filed May 9, 2000,
Exhibit 10.1

Registration Statement on Form S-8 (File Number 333
66574) filed August 2, 2001, Exhibit 4

Registration Statement on Form S-8 (File Number 333
88946) filed May 23, 2002, Exhibit 4

Registration Statement on Form S-8 (File Number 333
49476) filed November 7, 2000, Exhibit ¢



10.2¢  Amendment No. 1 to the Veeco Instruments Inc028tbck Registration Statement on Form S-8 (File Numi3&-3
Option Plan for Non-Officer Employees, effectivaath 66574) filed August 2, 2001, Exhibit 4.2
July 26, 2001
10.3C  CVC, Inc. 1999 Non-employee Directors' Stock Opfdan.  Registration Statement on Form S-8 (File Number 333
36348) filed May 5, 2000, Exhibit 4
10.31 CVC, Inc. Amended and Restated 1997 Stock Optian.PI Registration Statement on Form S-8 (File Number 333
36348) filed May 5, 2000, Exhibit 4
10.3z Amended and Restated (1996) Stock Option Plan &8 CV  Registration Statement on Form S-8 (File Number 333
Inc. (formerly, CVC Holdings, Inc. 36348) filed May 5, 2000, Exhibit 4
10.32  Form of Commonwealth Scientific Corporation Non- Registration Statement on Form S-8 (File Number 333
Qualified Stock Option Agreemer 36348) filed May 5, 2000, Exhibit 4
10.3¢  Applied Epi, Inc. 1993 Stock Option Plan. Registration Statement on Form S-8 (File Number 333
69554) filed on September 18, 2001, Exhibit
10.3¢  Applied Epi, Inc. 2000 Stock Option Plan. Registration Statement on Form S-8 (File Number 333
69554) filed on September 18, 2001, Exhibit
10.3¢  Form of Applied Epi, Inc. Non-Qualified Restrict&tock Registration Statement on Form S-8 (File Number 333
Option Agreement 69554) filed on September 18, 2001, Exhibit
10.37  Form of Warrant to Purchase Shares of Common Sibck Quarterly Report on Form 10-Q for the Quarter Ended
Applied Epi, Inc. (assumed in connection with thephed September 30, 2001, Exhibit 4.6
Epi merger and now exercisable for shares of comstark
of Veeco Instruments Inc
45
10.3¢  Employment Agreement dated as of April 3, 2000 leet Quarterly Report on Form 10-Q for the Quarter Ended
Edward H. Braun and Veeco Instruments June 30, 2000, Exhibit 10
10.3¢  Employment Agreement dated as of April 3, 2000 leetwv Quarterly Report on Form 10-Q for the Quarter Ended
John F. Rein, Jr. and Veeco Instruments June 30, 2000, Exhibit 10
10.4C  Letter Agreement, dated December 2, 1997 betweead/e  Annual Report on Form 10-K for the Year Ended
Instruments Inc. and Dr. Don R. Kan December 31, 1997, Exhibit 10.
10.41  Letter Agreement dated January 16, 1995 between the Annual Report on Form 10-K for the Year Ended
Company and John P. Kiern:¢ December 31, 1994, Exhibit 10.
21.1  Subsidiaries of the Registra *
23.1  Consent of Ernst & Young LLF *
99.1  Certification of Chief Executive Officer pursuant18 *
U.S.C. Section 1350, as adopted pursuant to Segfi6rof
the Sarban«Oxley Act of 2002
99.2  Certification of Chief Financial Officer pursuant18 U.S.C *
Section 1350, as adopted pursuant to Section 9@€of
Sarbane-Oxley Act of 2002
* Filed herewith
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SIGNATURES

Pursuant to the requirements of SectionrlB (d) of the Securities Exchange Act of 193%amended, the Registrant has duly caused
this report to be signed on its behalf by the usideed, thereunto duly authorized, on March 273200

VEECO INSTRUMENTS INC

By: /s/ EDWARD H. BRAUN

Edward H. Braun
Chairman and Chief Executive Offic

Pursuant to the requirements of the Seeariixchange Act of 1934, as amended, this reparbleen signed below by the following
persons on behalf of the Registrant and in theaitipa indicated, on March 27, 2003.

Signatures Title

s/ EDWARD H. BRAUN Director, Chairman and Chief Executive Officer (mipal executive

Edward H. Braur officer)
/s/ RICHARD A. D'AMORE
Director
Richard A. D'Amore
/s/ JOEL A. ELFTMANN
Director
Joel A. Elftmanr
/s/ HEINZ K. FRIDRICH
Director
Heinz K. Fridrich
/s/ DOUGLAS A. KINGSLEY
Director
Douglas A. Kingsley
/s/ DR. PAUL R. LOW
Director
Dr. Paul R. Low
/sl ROGER D. MCDANIEL
Director
Roger D. McDanie
47
/s/ IRWIN H. PFISTER
Director
Irwin H. Pfister
/s/ WALTER J. SCHERR
Director

Walter J. Scher

/s/ JOHN F. REIN, JR.

Executive Vice President, Chief Financial OfficedeSecretar



John F. Rein, Ji (principal financial officer’

/sl JOHN P. KIERNAN Vice President, Finance and Corporate Controllen¢pal accounting

officer)

John P. Kiernal
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Edward H. Braun, Chairman and Chief Extae Officer of Veeco Instruments Inc. (the "Comp9, certify that:

1. | have reviewed this annual report on Form 10-Ktfar year ended December 31, 2002 (the "Report");

2. Based on my knowledge, this annual report doesomtain any untrue statement of a material facinoit to state a material
fact necessary to make the statements made, indfghe circumstances under which such statenweeits made, not
misleading with respect to the period covered liy dinnual report;

3. Based on my knowledge, the financial statements odimer financial information included in this aahwveport, fairly present
all material respects the financial condition, tsaf operations and cash flows of the registeenof, and for, the periods
presented in this annual report.

4. The registrant's other certifying officers andé aesponsible for establishing and maintainingld&ae controls and
procedures (as defined in Exchange Act Rules 13anti415d-14) for the registrant and have:

(@ designed such disclosure controls and proceduressore that material information relating to tegistrant, including
its consolidated subsidiaries, is made known tbyusthers within those entities, particularly dgrite period in which
this annual report is being prepared,;

(b) evaluated the effectiveness of the registrantaksrre controls and procedures as of a date waidays prior to the
filing date of this annual report (the "Evaluatioate"); and

(c) presented in this annual report our conclusionsibtine effectiveness of the disclosure controlsamededures based
our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and Véalisclosed, based on our most recent evaluatidhge registrant's auditors
and the audit committee of registrant's board mfadors (or persons performing the equivalent fions):

€)) all significant deficiencies in the design or opiena of internal controls which could adverselyeaff the registrant's
ability to record, process, summarize and repadrftial data and have identified for the registsaantiditors any
material weaknesses in internal controls; and

(b) any fraud, whether or not material, that involvesnagement or other employees who have a significéain the
registrant's internal controls; and

6. The registrant's other certifying officers and Vé@andicated in this annual report whether thereavgggnificant changes in

internal controls or in other factors that coulgngficantly affect internal controls subsequenthe date of our most recent
evaluation, including any corrective actions wiglgard to significant deficiencies and material wessses.

/s/ EDWARD H. BRAUN

Edward H. Braun

Chairman and Chief Executive Officer
Veeco Instruments Inc.

March 27, 200«
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, John F. Rein, Jr., Executive Vice Presid Chief Financial Officer and Secretary of Ve&tgiruments Inc. (the "Company"), certify

that:

(@)

| have reviewed this annual report on Form 10-Ktfer year ended December 31, 2002 (the "Report™);

Based on my knowledge, this annual report doesomtain any untrue statement of a material facinoit to state a material
fact necessary to make the statements made, indfghe circumstances under which such statenweeits made, not
misleading with respect to the period covered liy éinnual report;

Based on my knowledge, the financial statementsodimer financial information included in this amhveport, fairly present
all material respects the financial condition, tesaf operations and cash flows of the registeenof, and for, the periods
presented in this annual report.

The registrant's other certifying officers andé aesponsible for establishing and maintaininglds&ae controls and
procedures (as defined in Exchange Act Rules 13anti415d-14) for the registrant and have:

(@) designed such disclosure controls and proceduressiore that material information relating to tegistrant, including
its consolidated subsidiaries, is made known tbyusthers within those entities, particularly dgrite period in which
this annual report is being prepared,;

(b) evaluated the effectiveness of the registrantdalisre controls and procedures as of a date witidays prior to the
filing date of this annual report (the "Evaluatioate"); and

(©) presented in this annual report our conclusionsiatie effectiveness of the disclosure controls @ededures based
our evaluation as of the Evaluation Date;

The registrant's other certifying officers and Vé&alisclosed, based on our most recent evaludtidhe registrant's auditors
and the audit committee of registrant's board mfaors (or persons performing the equivalent fions):

all significant deficiencies in the design or opena of internal controls which could adverselyeaff the registrant's ability to
record, process, summarize and report financia datl have identified for the registrant's auditorg material weaknesses in
internal controls; and

(b) any fraud, whether or not material, that involveanagement or other employees who have a significéain the
registrant's internal controls; and

The registrant's other certifying officers and V@andicated in this annual report whether theresvgggnificant changes in
internal controls or in other factors that coulgngficantly affect internal controls subsequenthe date of our most recent
evaluation, including any corrective actions wiglgard to significant deficiencies and material wessses.

/sl JOHN F. REIN, JR.

John F. Rein, Jr.
Executive Vice President, Chief Financial Officada

Secretary

Veeco Instruments Inc.
March 27, 200:
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Report of Independent Auditors

To the Shareholders and the Board of Directors
Veeco Instruments Inc.

We have audited the accompanying cons@litlbalance sheets of Veeco Instruments Inc. andidabes (the "Company") as of
December 31, 2002 and 2001, and the related cdasedl statements of operations, shareholdersyequidl cash flows for each of the three
years in the period ended December 31, 2002. Qlitsaalso included the financial statement schetluthe accompanying Index. The
financial statements and schedule are the resplitysii the Company's management. Our responsgyhiti to express an opinion on these
financial statements and schedule based on outsaudi

We conducted our audits in accordance auitliting standards generally accepted in the UrStates. Those standards require that we
plan and perform the audit to obtain reasonablerasse about whether the financial statementsraeedf material misstatement. An audit
includes examining, on a test basis, evidence stipgghe amounts and disclosures in the finarsteements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirg the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, based on our audits, thesotidated financial statements referred to aboesegnt fairly, in all material respects, the
consolidated financial position of Veeco Instrunseinic. and Subsidiaries at December 31, 2002 afdl,20hd the consolidated results of t
operations and their cash flows for each of thedlyears in the period ended December 31, 20@niformity with accounting principles
generally accepted in the United States. Alsouinapinion, the related financial statement schedwhen considered in relation to the basic
financial statements taken as a whole, presentyg faiall material respects the information setlictherein.

As discussed in Note 1, in 2001, the Comatopted the provisions of Statement of Finang@ounting Standards No. 14@podwill
and Other Intangible Asset&nd in 2000, the Company changed its methodvefimge recognition for certain products in accor@anith the
provisions of Staff Accounting Bulletin No. 101.

/sl Ernst & Young LLF

Melville, New York
February 7, 200
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Veeco Instruments Inc. and Subsidiaries

Consolidated Balance Sheets
(Dollars in thousands)

December 31,

2002 2001
Assets
Current asset:
Cash and cash equivalel $ 21429 $ 203,15
Accounts receivable, less allowance for doubtfaloants of $2,815 in 2002 and $3,350 in 2! 68,777 88,44¢

Inventories 86,25( 102,10



Prepaid expenses and other current a: 18,39: 21,95:
Deferred income taxe 31,54¢ 46,83
Total current asse 419,26 462,49(
Property, plant and equipment at cost, 55,87 78,54
Goodwill 30,65¢ 125,58!
Purchased technology, less accumulated amortizafi®®5,287 in 2002 and $5,655 in 2( 39,33: 48,44t
Other intangible assets, less accumulated amadizaf $11,215 in 2002 and $7,524 in 2( 14,42t 15,94
Long-term investment 17,48 23,51¢
Deferred income taxe 28,88¢ —
Other asset 89¢ 99C
Total asset $ 606,81¢ $ 755,51¢
| |
Liabilities and shareholders' equity
Current liabilities:
Accounts payabl $ 13,07¢ $ 19,657
Accrued expense 44,99: 58,07(
Deferred profit 5,96¢ 14,56¢
Income taxes payab 3,80¢ 8,63(
Current portion of lon-term debt 312 3,54¢
Total current liabilities 68,151 104,46°
Deferred income taxe — 10,157
Long-term debt 230,27 215,51¢
Other liabilities 81F 1,40¢
Shareholders' equit
Preferred stock, 500,000 shares authorized; neshssued and outstandi — —
Common stock, 60,000,000 shares authorized; 2%82213nd 29,006,706 shares issued and
outstanding in 2002 and 2001, respectiv 292 29C
Additional paic-in capital 361,94 359,00°
Accumulated (deficit) earning (55,24¢) 68,48¢
Accumulated comprehensive income (Ic 58€ (3,810
Total shareholders' equi 307,57 423,97:
Total liabilities and shareholders' equ $ 606,81¢ $ 755,51¢
I I
See accompanying notes.
F-3
Veeco Instruments Inc. and Subsidiaries
Consolidated Statements of Operations
(In thousands, except per share data)
Year ended December 31,
2002 2001 2000
Net sales $ 208,88" $ 449.25. $ 376,111
Cost of sale: 183,04: 260,14¢ 219,57¢
Gross profit 115,84: 189,10: 156,53!
Costs and expense
Selling, general and administrative expe 75,89¢ 82,42¢ 75,64
Research and development expe 53,88¢ 59,72: 51,23¢



Amortization expens 13,32 9,46¢ 3,73¢
Merger and restructuring expen: 11,24¢ 3,04¢ 14,20¢
Asset impairment chargt 99,66: 3,41¢ 3,722
Write-off of purchased i-process technolog — 8,20( —
Other (income) expense, r (2849) 2,49i 852
253,73t 168,77¢ 149,39°
Operating (loss) incom (137,899 20,32t 7,13¢
Interest expens 10,53t 2,421 2,37¢
Interest incom (4,539 (3,009 (3,68))
(Loss) income from continuing operations beforeome taxe: (143,89) 20,90: 8,44¢
Income tax (benefit) provisic (20,519 6,02( 5,78(
(Loss) income from continuing operatic (123,389 14,88: 2,66¢
Discontinued operation
Loss from operations, net of tax — (2,450 (2,169
Loss on disposal, net of tax (34€) (2,129 —
Loss from discontinued operations, net of te (34¢€) (4,579 (2,169
Cumulative effect of change in accounting principlet of taxe: — — (18,387
Net (loss) incom $ (123,73) $ 10,30¢ $ (17,880
I I I
(Loss) income per common sha
(Loss) income per common share from continuing at@ns $ 4.29 $ 057 $ 0.11
Loss from discontinued operatio (0.07) (0.17) (0.09)
Cumulative effect of change in accounting principlet of taxe: — — (0.77)
Net (loss) income per common sh $ 4.25) $ 04C $ (0.75)
I I I
Diluted (loss) income per common share from coritigwperation: $ 429 $ 0.5€ $ 0.11
Loss from discontinued operatio (0.07) (0.17) (0.09)
Cumulative effect of change in accounting principlet of taxe: — — (0.79)
Diluted net (loss) income per common sh $ 4.25) $ 03¢ $ (0.7))
Pro forma amounts assuming retroactive effect ahge in accounting principl
Net income — — 3 50z
Net income per common she — — $ 0.0z
Diluted net income per common shi — — 3 0.02
Weighted average shares outstanc 29,09¢ 25,937 23,80¢
Diluted weighted average shares outstan 29,09¢ 26,35¢ 25,12¢
See accompanying notes.
F-4
Veeco Instruments Inc. and Subsidiaries
Consolidated Statements of Shareholders' Equity
(Dollars in thousands)
Common Stock Retained
Additional Earnings Unamortized Accumulated Comprehensive
Paid-In (Accumulated Deferred Comprehensive (Loss)
Shares Amount Capital Deficit) Compensation (Loss) Income Total Income

Balance at December 3



1999

Exercise of stock option:
and stock issuances unc
stock purchase ple
Stock option income tax
benefit

Stock issued in
connection with the
Monarch merge
Adjustment to reflect
change in year- end for
CvC

Translation adjustmer
Unrealized gain on
available -for -sale
securities

Deferred compensatic
Net loss

Balance at December 3:
2000

Exercise of stock option:
and stock issuances unc
stock purchase ple
Stock option income tax
benefit

Stock issued in
connection with the
Applied Epi acquisitior
Translation adjustmetr
Unrealized loss on
available -for -sale
securities

Minimum pension
liability, net of tax effec
Deferred compensatic
Net income

Balance at December 3:
2001

Exercise of stock option:
and stock issuances unc
stock purchase ple
Stock option income tax
benefit

Translation adjustmer
Minimum pension
liability, net of tax effec
Net loss

Balance at December 3:
2002

21,279,56 $ 212 $ 149,44¢ $ 75,27¢ $ (135 $ (856 $  223,94: $ 20,79¢

|

1,762,65. 18 31,25¢ — — — 31,27 —

= = 28,98¢ = = = 28,98¢ =

282,22 3 — 234 — — 237 —

1,338,20; 13 16,93¢ 54E = = 17,49¢ =

_ _ _ — — (1,279 (1,279 (1,279

— — — — — 16 16 16

— — — — 112 — 112 —

= = = (17,880 - = (17,880 (17,880

24,662,65 247 226,62t 58,17t (23) (2,119 282,90t $ (19,149

|

460,59 4 5,96( — — — 5,961 —

— — 6,19¢ — — — 6,19¢ —
3,883,461 39 120,22 — = = 120,26:

— — — — — (1,629 (1,621) (1,629

_ _ — — — 2 2 2

— — — — — (68) (68) (68)

= = = = 23 = 23 =

— — — 10,30¢ — — 10,30¢ 10,30¢

29,006,70 29C 359,00 68,48¢ — (3,810 423,97 8,61¢

|

214,66t 2 1,761 — — — 1,76¢ —

— — 1,172 — — — 1,172 —

— — — — — 4,49: 4,497 4,49:

— — — — — (97) (97) 97)

— — — (123,730) — — (123,730) (123,73()

29,221,37. $ 292 $ 361,94. $ (55,246 $ — 8 586 $ 307,57 $ (119,339

See accompanying notes.
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Operating activities
Net (loss) incomi

Veeco Instruments Inc. and Subsidiaries

Consolidated Statements of Cash Flows
(In thousands)

Year ended December 31,

2002 2001 2000

$ (123,730 $ 10,30¢ $ (17,880)

Adjustments to reconcile net (loss) income to @shc(used in) provided by

operating activities



Non-cash merger and restructuring exper

Depreciation and amortizatic

Deferred income taxe

Stock option income tax bene

Loss on disposal of discontinued operati

Write-off of purchased i-process technolog

Cumulative effect of change in accounting princi

Other

Changes in operating assets and liabilities, neffett of acquisitions
Accounts receivabl
Inventories
Accounts payabl
Accrued expenses, deferred profit and other culiabitities
Recoverable income tax
Other, ne

Operating activities three months ended 12/—CVC

Net cash (used in) provided by operating activi

Investing activities

Capital expenditure

Proceeds from sale of property, plant and equipi
Proceeds from sale of busines

Payments for net assets of businesses acc
Purchases of availal-for-sale securitie

Sale of availabl-for-sale securitie

Maturities of availabl-for-sale securitie

Purchase of lor-term investment

Maturities of lon-term investment

Investing activities three months ended 12/3—CVC

Net cash provided by (used in) investing activi
Financing activities

Proceeds from stock issuant

Net proceeds from borrowings under lines of cr
Proceeds from lor-term deb

Repayments of lor-term debt and borrowings under lines of cri
Payments for debt issuance cc

Other

Financing activities three months ended 12/3—CVC

Net cash provided by financing activiti

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

Cash and cash equivalents at beginning of

Cash and cash equivalents at end of

114,66« 16,96¢ 19,04+
27,92¢ 22,65¢ 15,47¢
(22,649 (13,406) (22,036
1,172 6,19t 28,98¢
34¢€ 2,12¢ _

— 8,20( —

— — 18,38:

61z 481 (47)
24,99( 18,74¢ (26,219
3,55¢ (9,085 (24,957
(6,960) (14,975 7,43¢
(28,087) (21,229 9,78¢
— 62¢ (4,100)
5,98¢ (5,876) 5,79(
— — 63¢
(2,157) 21,74: 10,30¢
(8,642) (19,180 (17,809
1,79( — 497
3,75( — 3,00(
— (59,55 (13,839

— (284,68Y) (436,01

— 67,94¢ 110,45:

— 243,63 349,57
(2,585) (23,519 —
8,621 — —
— — (52¢)
2,93. (75,367) (4,651)
1,76% 5,962 31,27¢
— 25,00 —
20,00 200,00 —
(8,47%) (33,66 (9,319)
(1,279) (6,000) —
— — 3,621
12,00¢ 191,23 25,58:
(1,640 2,11¢ 2,331
11,14: 139,73 33,56¢
203,15 63,41¢ 29,85:
$ 214,29t $ 203,15 63,41¢
| | |

See accompanying notes.
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Veeco Instruments Inc.



Notes to Consolidated Financial Statement
December 31, 2002
1. Description of Business and Significant Accaiing Policies
Busines:

Veeco Instruments Inc. (together with iesolidated subsidiaries, "Veeco", the "Company"we") designs, manufactures, markets and
services a broad line of equipment primarily usgdnanufacturers in the data storage, semicondactditelecommunications/wireless
industries. These industries help create a widgearfi information age products such as computegnated circuits, personal computers, |
disk drives, network servers, fiber optic netwoidigiital cameras, wireless phones, TV set-top baxespersonal digital assistants. Veeco's
products are also enabling advancements in theiggofield of nanoscience and other areas of sdier@nd industrial research.

Veeco's process equipment products preoiosit or remove (etch) various materials inrttaaufacturing of advanced thin film
magnetic heads (TFMHSs) for the data storage ingusérmiconductor deposition of mask reticles, abeicommunications/wireless devices.
Veeco's metrology equipment is used to providécalisurface measurements on semiconductor desivg§ FMHs. This equipment allows
customers to monitor their products throughoutttamufacturing process in order to improve yieldgluce costs and improve product
quality. Veeco's metrology solutions are also usgdchany universities, scientific laboratories andustrial applications.

Use of Estimates

The preparation of financial statementsdnformity with accounting principles generally apted in the United States requires
management to make estimates and assumptiondfiztttae amounts reported in the consolidatedniiie statements and accompanying
notes. Actual results could differ from those esties.

Principles of Consolidatiol

The accompanying consolidated financiakstents include the accounts of Veeco and its digv@s. Intercompany items and
transactions have been eliminated in consolidation.

Revenue Recognitic

Effective January 1, 2000 the Company ckdrits method of accounting for revenue recogniitioaccordance with Staff Accounting
Bulletin (SAB) No. 101Revenue Recognition in Financial Statemerise Company recognizes revenue when persuasideree of an
arrangement exists, the seller's price is fixedeterminable and collectibility is reasonably asgur

For products produced according to the Camgs published specifications, where no instalfais required or installation is deemed
perfunctory and no substantive customer acceptarmasions exist, revenue is recognized when pileses to the customer, generally upon
shipment.

For products produced according to a paldiccustomer's specifications, revenue is recaghizhen the product has been tested and it
has been demonstrated that it meets the custospetications and title passes to the customeg.arhount of revenue recorded is reduced
by the amount of any customer retention (genefdBt to 20%), which is not payable by the custonmdit installation is completed and final
customer acceptance is achieved. The amount dfroestretention
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is recorded in accounts receivable with a corregpgnliability recorded in deferred profit. At Daober 31, 2002 and 2001, $1.4 million and
$3.3 million, respectively, are recorded in acceueteivable and deferred profit pertaining to @ retentions. Installation is not deemed
to be essential to the functionality of the equipirs@nce installation does not involve significahtinges to the features or capabilities of the
equipment or building complex interfaces and cotioas. In addition, the equipment could be insthlig the customer or other vendors and
generally the cost of installation approximatesyditto to 2% of the sales value of the related eqaipm

For new products, new applications of éxgsproducts, or for products with substantive oastr acceptance provisions where
performance cannot be fully assessed prior to mgetistomer specifications at the customer sitesmae is recognized upon completion of
installation and receipt of final customer acceptarsince title to goods generally passes to temer upon shipment and 80% to 90% of
the contract amount becomes payable at that tieentory is relieved and accounts receivable isndzd for the entire contract amount. The
profit on these transactions is deferred and rexmbesd deferred profit in the accompanying balaheets. At December 31, 2002 and 2001,
$4.6 million and $11.2 million, respectively, aezorded in deferred profit pertaining to shipmenitere revenue recognition has been fully
deferred



Service and maintenance contract revengeseaorded as deferred revenue, which is includether accrued expenses, and recognized
as revenue on a straight-line basis over the sepaciod of the related contract.

The Company estimates the costs that méydoered under its warranty and records a liapilitthe amount of such costs at the time
related revenue is recognized. Factors that affiec€ompany’s warranty liability include historieald anticipated rates of warranty claims
and costs per claim. The Company periodically aesethe adequacy of its recorded warranty liabdlitg adjusts the amount as necessary.

Prior to the adoption of SAB 101, the Compeecognized revenue when title passed, genarpliy shipment. The cumulative effect of
the change from the prior year resulted in a chezgecome of $18.4 million (net of income taxestdR.6 million), which is included in the
Consolidated Statement of Operations for the yadee@ December 31, 2000. The effect of the changh@gear ended December 31, 2000
was to increase income before the cumulative effettie accounting change by $1.3 million ($.05 gieare). The pro forma amounts
presented in the Consolidated Statements of Opematiere calculated assuming the accounting chaagenade retroactively to prior
periods. For the year ended December 31, 200@ ohgpany recognized approximately $67.0 millioneamenue that was included in the
cumulative effect adjustment as of January 1, 200@. effect of that revenue was to increase incoyn®18.4 million (after reduction for
income taxes of $12.6 million) during the year eh@ecember 31, 2000.

Cash Flows

The Company considers all highly liquidéstments with maturity of three months or less whenthased to be cash equivalents.
Interest paid during 2002, 2001 and 2000 was appately $11.5 million, $2.1 million and $2.3 milligrespectively. Income taxes paid in
2002, 2001 and 2000 were approximately $7.1 mil&h9 million and $6.7 million, respectively.
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In connection with the acquisition of Apgdi Epi, Inc. ("Applied Epi") in 2001, the Compasgued shares of Common Stock with a fair
market value of $101.0 million and assumed stodloop and warrants with a fair market value of £1@illion, each of which are non-cash
items and are excluded from the accompanying Cateteld Statement of Cash Flows for the year endszé®ber 31, 2001.

Inventories
Inventories are stated at the lower of ¢pshcipally first-in, first-out method) or market
Depreciable Asse!

Depreciation and amortization are genermdiymnputed by the straight-line method and are @thegainst income over the estimated
useful lives of depreciable assets.

Long-Lived Assets

Effective January 1, 2002, the Company #etbStatement of Financial Accounting Standard6&S') No. 144 Accounting for the
Impairment or Disposal of Long Lived Ass, which addresses financial accounting and repgpftin the impairment or disposal of long-lived
assets and supersedes SFAS No. A2tounting for the Impairment of Long-Lived Assetd Long-Lived Assets to be Disposed &id the
accounting and reporting provisions of APB Opinido. 30,Reporting the Results of Operations for a Dispaga Segment of a Business
See Note 7Restructuring Charge®r discussion of the impact of the current yearge recorded under SFAS No. 144.

Intangible assets consist of customeredlaitangible assets, purchased technology, patemtemarks, covenants not-to-compete,
software licenses and deferred finance costs. diilténassets are amortized over periods ranging ftgyear to 17 years using the straitjine-
method. The estimated aggregate amortization eggensntangible assets with definite lives for leat the five succeeding fiscal years is as
follows (in thousands):

2003 $ 12,65:
2004 10,851
2005 10,57
2006 9,72
2007 6,52(

The carrying values of intangible and ofloeg-lived assets are periodically reviewed teedaine if any impairment indicators are
present. If it is determined that such indicatoes@esent and the review indicates that the asskitsot be fully recoverable, based on
undiscounted estimated cash flows over the remgiaimortization and depreciation period, their cagwalues are reduced to estimated fair
value. Impairment indicators include, among otharditions, cash flow deficits, an historic or aigated decline in revenue or operating
profit, adverse legal or regulatory developmentsuaulation of costs significantly in excess of amts originally expected to acquire



asset and a material decrease in the fair valserof or all of the assets. Assets are groupeck dbwest level for which there are identifiable
cash flows that are largely independent of the dlasts generated by
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other asset groups. During 2002, 2001 and 2000 pappately $5.3 million, $3.4 million and $3.7 nidh, respectively, of impairment
charges relating to property, plant and equipmedtaher long-lived assets were recorded (see Notesl 7).

Derivative Financial Instrument

During 2001, the Company began using dévigdinancial instruments to minimize the impa€fareign exchange rate changes on
earnings and cash flows. In the normal course sinass, the Company's operations are exposedctodiions in foreign exchange rates. In
order to reduce the effect of fluctuating foreigmrencies on short-term foreign currency-denomuh&iéercompany transactions and other
known foreign currency exposures, the Company sitéo monthly forward contracts. The Company dugsuse derivative financial
instruments for trading or speculative purpose® Tbhmpany's forward contracts do not subjectiibéberial risks due to exchange rate
movements because gains and losses on these tsm@traéntended to offset exchange gains and lass#se underlying assets and liabiliti
both the forward contracts and the underlying aszed liabilities are marked-to-market through B The aggregate foreign currency
exchange gain (loss) included in determining cddatéd results of operations was approximately $tlltlon, ($1.9) million and ($0.8)
million in 2002, 2001, and 2000, respectively. 602 and 2001, the foreign currency exchange gass)lis net of approximately ($1.0)
million and $0.4 million of realized hedging (los}@ains, respectively, which were recorded antlidted] in other (income) expense, net. As
of December 31, 2002, approximately $0.3 milliorasises related to forward contracts are includegttrued expenses and have been
subsequently paid in January 2003. As of Decembg@02 and 2001, there were no open forward cctstra

Goodwill

The Company first implemented SFAS No. Xd@odwill and Other Intangible Assats2001, with the acquisitions of TM and Applied
Epi (see Note 2) and fully implemented SFAS No. &d2anuary 1, 2002. The intangible assets thatlassified as goodwill and those with
indefinite lives are no longer amortized underpghevisions of this standard. Intangible assets wéfinite lives will continue to be amortized
over their estimated useful life. The standard aéspires that an impairment test be performedippsrt the carrying value of goodwill and
indefinite lived intangible assets at least anyudlhe Company's policy is to perform this annugbairment test in the fourth quarter of each
fiscal year.

The Company completed the first of the neggimpairment tests of goodwill and indefinitedd intangible assets in the first quarter of
2002. The Company has reviewed its business ardrdieted that four reporting units should be revigvigr impairment in accordance with
the standard. The four reporting units are New Yegkipment and Telecommunications Equipment, wharhprise the process equipment
operating segment, and Atomic Force Microscope WAFand Optical, which comprise the metrology optierg segment. Based upon the
judgment of management, it was determined thaethes no impairment to goodwill or intangibles ésséth indefinite lives as ¢
January 1, 2002.

During the fourth quarter of 2002, in actamce with SFAS No. 142, management evaluated whatty events and circumstances exist
that would require goodwill of a reporting unitlie
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reviewed for impairment. Management determined dioatto the continued weakness in the telecommtioinsaindustry and the uncertainty
of the timing and speed of recovery, impairmentdatbrs were present. In accordance with SFAS Ma, f impairment indicators are
present, the fair value of the reporting unit mustdetermined. Based upon the judgment of managegmodwill arising from the Applied
Epi acquisition, which took place in September 2804l is part of the process equipment operatingeag was deemed significantly
impaired. As a result, the Company recorded an imygnt charge of $94.4 million and has written dayaodwill related to the
telecommunications equipment reporting unit to agjpnately $7.5 million as of December 31, 2002. Thpairment to goodwill is included
in asset impairment charges in the accompanying@imtated Statement of Operations for the year @fEcember 31, 2002. The fair value
of the telecommunications equipment reporting w@is determined by using the income approach, whiablves estimating discounted after
tax cashflows.

Net income (loss) for the year ended De@miii, 2001 and December 31, 2000, includes appairly $1.5 million and $0.7 million,
respectively, of goodwill amortization expense. lging this amount would have resulted in bothinebme per common share and diluted
net income per common share of $0.45 for the yede@ December 31, 2001 and net loss per commoa sh&(0.72) and diluted net loss
per common share of $(0.69) for the year ended mbee 31, 2000.

Environmental Compliance and Remedial



Environmental compliance costs include angaonaintenance, monitoring and similar costs. Stadis are expensed as incurred.
Environmental remediation costs are accrued wheit@mental assessments and/or remedial effortprafgable and the cost can be
reasonably estimated.

Foreign Operation:

Foreign currency denominated assets abdifies are translated into U.S. dollars at thet@ange rates existing at the balance sheet date
Resulting translation adjustments due to fluctuetim the exchange rates are recorded as a sepamp®nent of shareholders' equity.
Income and expense items are translated at thagerexchange rates during the respective periods.

Research and Development Cc

Research and development costs are chéwgeghense as incurred and include expenses felafawent of new technology and the
transition of the technology into new products envices.

Advertising Expens

The cost of advertising is expensed abefitst showing. The Company incurred $3.7 mil)i&6.6 million and $4.9 million in
advertising costs during 2002, 2001 and 2000, cisady.

Stock Based Compensation

At December 31, 2002, the Company hasfigad stock option plans, which are described nfallg in Note 5. In addition, the
Company assumed certain stock option plans andamgnets in connection with various acquisitionsjiasussed in Note 5. The Company
accounts for these stock
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option plans under the recognition and measurepramtiples of APB Opinion No. 2%\ ccounting for Stock Issued to Employees] related
interpretations. No compensation expense is reftkict net income, as all options granted underetipdens had an exercise price equal to the
market value of the underlying common stock ondate of grant. The following table illustrates #féect on net (loss) income and (loss)
income per share if the Company had applied thevédiie recognition provisions, under which compgias expense would be recognized as
incurred, of SFAS No. 123 ccounting for Stock-Based Compensattorstock-based employee compensation.

December 31,

2002 2001 2000

(In thousands, except per share amounts)

Net (loss) income, as report $ (123,730 $ 10,30¢ $ (17,880
Deduct: Total stock-based employee compensatioarese

determined under fair value based method for adirds; net of

related tax effect 27,84¢ 18,69: 12,66¢

Pro forma net los $ (151,57) $ (8,389 $ (30,54

(Loss) income per shar

Net (loss) income per common share, as rept $ (4.25) $ 0.4C $ (0.75)
Net loss per common share, pro for $ (5.2) $ (0.32) $ (1.2¢)
Diluted net (loss) income per common share, asrteg $ (4.25) $ 0.3¢ $ (0.7))
Diluted net loss per common share, pro fo $ (5.2) $ (0.32) $ (1.2¢)

During December 2002, the Company adopteiSSNo. 148 Accounting for Stock-Based Compensation—Trans#i@hDisclosure
The adoption of this standard did not impact thenGany's consolidated financial position or resofteperations.

Fair Value of Financial Instrumen

The carrying amounts of the Company's fam@rinstruments, including cash and cash equitajesmort-term investments, accounts
receivable, accounts payable and accrued expagga®ximate fair value due to their short matwsiti€he carrying amount of the Compar



long-term investments approximate fair value atddelser 31, 2002.

The fair values of the Company's debt,udiig current maturities, are estimated using distad cash flow analyses, based on the
estimated current incremental borrowing rates ifoilar types of securities. The carrying amounthef Company's debt at December 31, :
and 2001 approximates its fair value.

Income (Loss) Per Sha

Income (loss) per share are computed ubimgveighted average number of common shares odtstaduring the period. Diluted
earnings per share are computed using the weigivgge number of common shares and common equivsilares outstanding during the
period. The effect of
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approximately 254,000 common equivalent sharethfoyear ended December 31, 2002 was antidilutiezefore diluted earnings per share
is not presented for such period.

The following table sets forth the recoiation of weighted average shares outstanding datkd weighted average shares outstanding
(in thousands):

2002 2001 2000

Weighted average shares outstanc 29,09¢ 25,931 23,80¢
Dilutive effect of stock options and warra — 41¢ 1,32:
Diluted weighted average shares outstan 29,09¢ 26,35¢ 25,12¢

The assumed conversion of subordinatedextible debentures into approximately 5.7 milli@nunon equivalent shares is antidilutive
for 2002 and 2001 and therefore not included iratheve diluted weighted average shares outstanding.

Other Recent Accounting Pronouncements

In April 2002, the Financial Accounting Btiards Board ("FASB') issued Statement No. Riscission of FASB Statements No. 4, 44,
and 64, Amendment of FASB No. 13 and Technicale€tons.SFAS No. 145 rescinds FASB Statement Ndrdporting Gains and Losses
from Extinguishment of De, an amendment of APB Opinion No. 30. The provisiohStatement 145 related to the rescission détant 4
are effective for financial statements issued i&edl years beginning after May 15, 2002. Certagvisions of SFAS No. 145 related to
Statement 13 are effective for transactions ocegraifter May 15, 2002. All other provisions of tistatement will be effective for financial
statements issued on or after May 15, 2002. Egjication of all the provisions of this Statemé&néncouraged. As such, the Company
adopted SFAS No. 145 in December 2002. The adopfitims Statement did not have a significant immgacthe Company's consolidated
financial position or results of operations.

In July 2002, the FASB issued StatementId&,Accounting for Costs Associated with Exit or Disgddctivities.SFAS No. 146
addresses the accounting and reporting for costeided with exit or disposal activities and riigdi Emerging Issues Task Force EITF)
No. 94-3, "Liability Recognition for Certain Employee Teination Benefits and Other Costs to Exit an Atyiincluding Certain Costs
Incurred in a Restructuring).” It also substaryialllifies EITF Issue No. 88-10, "Costs Associavgth Lease Modification or Termination."
Statement 146 is effective for exit or disposahtits initiated after December 31, 2002, withlgapplication encouraged. The Company
has not yet determined what the effect of the adopif SFAS No. 146 will be on the consolidatedfigial position or results of operation:
the Company.

Reclassification:
Certain amounts in the 2001 consolidatedrfcial statements have been reclassified to confothe 2002 presentation.
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2. Business Combinations and Basis of Presentati



Applied Epi, Inc

On September 17, 2001, a wholly owned slidosi of the Company merged with and into Appliga,Bf St. Paul, Minnesota. As a res
of the merger, Applied Epi became a subsidianhef@ompany. Applied Epi provides molecular beanegyi("MBE") equipment used in
manufacturing high-speed compound semiconductacesvyor telecommunications, optoelectronic anceless markets and is now part of
the Company's process equipment segment. Applieddemded in 1986, was a privately held compangdéf the merger agreement, the
stockholders of Applied Epi received an aggrega® 883,460 shares of Veeco common stock and $28li®n in cash. In addition, the
Company incurred acquisition costs and exchangédrapand warrants of Applied Epi for options anarrants to purchase 1,021,248 shares
of the Company's common stock. The exchanged aptiad warrants were recorded at fair market vasireguthe Black-Scholes option-
pricing model. The merger consideration is compuateébllows (in thousands):

Fair market value of shares isst $ 101,04(
Cash paymer 29,80(
Fair market of stock options/warrants assul 19,22
Transaction cost 2,90t
Total purchase pric $ 152,96¢

I

The merger was accounted for using the purchaseati@tf accounting. The results of operations foplgal Epi since the date of acquisition
are included in the accompanying Consolidated Btames of Operations. The purchase price was a#lddatthe net assets acquired, based
upon their estimated fair values, as follows (iousands):

Accounts receivabl $ 12,38¢
Inventories 11,96¢
Other current asse 4,07¢
Property, plant and equipme 12,81
Goodwill 101,89:
Amortizable intangible asse 48,50(
In-process technoloc 7,00(
Other nol-current assel 67t
Total asset 199,31:
Accounts payabl 2,13¢
Other current liabilitie: 10,58:
Deferred income taxe 22,66:
Long-term debt 10,96(
Total liabilities 46,34+
Total purchase pric $ 152,96¢

|

The purchase price was allocated to intdlagssets as follows: approximately $101.9 millmigoodwill, which is non-amortizable
under SFAS No. 142 and is not deductible for incoaxepurposes; $41.0 million to core technologypeinable over approximately six
years; $1.0 million to nc-compete
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agreements, amortizable over three years; $4.5omilb customer related intangibles, amortizabler®ix months to five years and

$2.0 million to trademarks and trade names, anaistezover ten years. During the fourth quarter@i¥2, the Company recorded an
impairment charge of $94.4 million and has writtlrwn goodwill related to its telecommunications ipqent reporting unit, which
comprises Applied Epi, to approximately $7.5 mitlias of December 31, 2002, in accordance with SNASL42. The purchased in-process
technology, which totaled $7.0 million, includece thalue of products in the development stage, whathnot reached technological
feasibility and for which there were no alternatiueure uses. Accordingly, this amount was experaddte acquisition date. Applied Epi's in-
process technology value was comprised of prograhated to research systems, production system®rp@nce products and metal organic
chemical vapor deposition (MOCVD) systems that vagproximately 40%, 40%, 50% and 25% complete eesgely, at the date of
acquisition. The value assigned to purchased icge®technology was determined by using the in@ppeoach, which involves estimating
the discounted after-tax cash flows attributablpriects, based on the projects' stage of congplelihe rate used to discount net cash flows
to their present value was 25%. As of DecembeRB02, programs related to both research and peafacenproducts are 100% complete. As
of December 31, 2002, programs related to prodoaystems are 59% complete; one program has beeerlza and one program has been
postponed due to current market and business éamglitDue to the current market and business donditand as a result of the Compat



reorganization in the process equipment segmeatNs¢e 7), MOCVD system programs have been abandoynéhe Company.

The following table represents the unautfim forma results of Veeco and Applied Epi, abé combination had been consummated as
of January 1, 2000:

Year Ended December 31,

2001 2000

(In thousands, except per share amounts)

Revenue $ 482,45, % 393,65
Income (loss) from continuing operatic 24,44 (26,089
Net income (loss 19,87 (46,63¢)
Income (loss) per common share from continuing ap@mns $ 08z % (0.97)
Net income (loss) per common sh $ 0.67 $ (1.62)
Diluted income (loss) per common share from coritigwperation: $ 08 $ (0.97
Diluted net income (loss) per common sh $ 065 $ (1.62)

The pro forma results of operations for B¢ Epi for the years ended December 31, 20012808 include charges of $1.1 million and
$20.9 million, respectively, related to stock basethpensation expense. The pro forma results abtipas for the year ended December 31,
2000 include a $7.0 million charge related to thigeaoff of purchased in-process technology.

ThermoMicroscopes Corp.

On July 16, 2001, the Company acquired Moddicroscopes Corp. ("TM"), formerly a subsidiafyTdnermo Electron Corporation,
based in Sunnyvale, California, for cash. TM isanofacturer of atomic force microscopes, scannimgg microscopes, near field optical
microscopes and probes. The
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acquisition was accounted for using the purchasbadeof accounting. The results of operations fisk for the period from July 16, 2001
through December 31, 2001 are included in the apamying Consolidated Statement of Operations ferytar ended December 31, 2001.
Results of operations prior to the acquisitionravematerial to the Consolidated Statements of &jmrs for years ended December 31, 2001
and 2000 and therefore no pro forma financial im@tion has been provided.

In connection with the TM acquisition, appimately $1.2 million of the purchase price wdsedted to in-process technology projects
for projects that had not reached technologicadifglity and had no alternative future uses andthiis amount was expensed as of the date
of acquisition. On the date of acquisition, the oni#y of TM's in-process technology value was coisgul of the Fanou project (which
included the Aurora Il product), which was approgitely 90% complete, with the remainder completetthé first quarter of 2002. The val
assigned to purchasedpmecess technology was determined by using themecapproach and the rate used to discount neffleaghto their
present value was 28%. The actual results of thedaroject did not differ materially from the umlyéng assumptions used by the Compi

CVC, Inc.

On May 5, 2000, a whollgwned subsidiary of the Company merged with CVE, (CVC"), of Rochester, New York. As a result, C
became a wholly-owned subsidiary of the Companydddithe terms of the agreement, CVC shareholdeesved 0.43 shares of Veeco
Common Stock (5,386,238 shares in total) for eaelnesof CVC common stock outstanding. The merger acaounted for as a pooling of
interests and, as a result, historical consolidéitethcial data has been restated to include C\M&. d2VC provides cluster tool equipment
used in the production of disk drive head fabrimatioptical active and passive components and apesemiconductor applications.

During June 2000, the Company implementesbeganization plan in an effort to integrate Ci@® the Company, consolidate duplicate
manufacturing facilities and reduce other operatiogts. In connection therewith, Veeco recorde@a®million charge to earnings during
the year ended December 31, 2000, which affecegithcess equipment segment of Veeco. Similar ec¥eCVC provided manufacturing
equipment used in the production of evolving tape disk drive recording head fabrication, opticaivee components, MRAM, and specialty
semiconductor applications. The benefits of thegeeand of the actions taken which resulted irruesiring charges were to reduce
operating costs of Veeco and CVC after the consuiomaf the merger. The benefits of these actioasewealized immediately, as Veeco
experienced cost savings in the process equipnegntent of the Company's operations. Of these chatd®.3 million related to a non-cash
write-off of inventory (included in cost of sale$)14.0 million represented merger and reorganinat@sts (of which $9.2 million related to
investment banking, legal and other transactiotscasd $4.8 million pertained to duplicate facibiyd personnel costs) and $3.7 million was
for the write-down of long-lived assets. The $4i8iam charge for duplicate facility and personwests principally related to the closing of
CVC's Virginia facilities and an approximate 200gmn work force reduction, which included both ngeraent and manufacturing
employees principally located in Alexandria, Vinginand Rochester and Plainview, New York. Veederigined that, following the merge



the operations previously conducted by CVC in tlirgiia facilities could be conducted more effidigrin existing Veeco facilities. This
determination led to the closing of the Virginizifdies and the rationalization of personnel. Huoerual of $14.0 million for merger and
reorganization costs was expended as of Decemh@080, which represented $9.4 million for trangactosts, $3.5 million for termination
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benefits paid and $1.1 million for duplicate fagilcosts. The write-down of long-lived assets tinested fair value related primarily to
leasehold improvements, machinery and equipmentrdadgible assets for CVC's Virginia facilitiess A result of closing CVC's Virginia
facilities and disposing of the duplicate ion beatich and deposition product lines, goodwill anceoihtangibles were impaired, as well as
machinery, equipment, furniture and fixtures araséhold improvements which were deemed to havetneefuse. In addition, the

$15.3 million non-cash write-off of inventory pripally related to CVC's Virginia facilities' produlkine of ion beam etch and deposition
equipment. The Company has integrated this prdiheinto Veeco's existing ion beam etch and demrsproducts and has determined that
a portion of this product line's inventory is ngeable.

Prior to the merger, CVC's fiscal year arab September 30. CVC's operating results foritteetmonths ended December 31, 1999 is
not reflected in Veeco's 1999 or 2000 operatingltesThe following describes the adjustment tairetd earnings in 2000 from changing the
fiscal year end of CVC effective January 1, 2000tiousands):

Revenues from October 1, 1999 to December 31, $ 25,21¢
Expenses from October 1, 1999 to December 31, 24,67
Net income adjustment to Veeco retained earnindamtary 1, 200 $ 54t

I

Atomic Force Microscope Asse¢

On March 23, 2000, the Company purchasetdioeatomic force microscope assets from Inteomati Business Machines Corporation.
The acquisition was accounted for using the purehasthod of accounting. The results of operatioasrecluded in the accompanying
Consolidated Statements of Operations from the afaaequisition. Results of operations prior to #oguisition are not material to the
Consolidated Statement of Operations for the yade@ December 31, 2000.

Slider Level Crown Product Line

On February 11, 2000, Veeco entered irdvadegic alliance with Seagate Technology, InBeéigate™) under which Veeco assumed
production responsibility for Seagate's internad &l Level Crown ("SLC") product line and acquimgghts to commercialize such products
for sale to third parties. The acquisition was aeted for using the purchase method of accounRegults of operations are included in the
accompanying Consolidated Statements of Operationsthe date of acquisition. Results of operatiprisr to the acquisition are not
material to the Consolidated Statement of Operatfonthe year ended December 31, 2000.

In connection with the restructuring in 208ee Note 7), the Company decided to phase el product line and, thus,
approximately $2.5 million of intangible assetsnpipally relating to goodwill that was previousdjlocated to this line of business, were
written-off. This product line generated revenutapproximately $4.6 million and $18.2 million ine years ended December 31, 2001 and
2000, respectively.

Monarch Labs, Inc

On January 31, 2000, Monarch Labs, Inc.qfisrch™), a developer and manufacturer of automgtegi-static test systems for the data
storage industry, merged with a subsidiary of Veeco
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Monarch was a privately-held company located indraont, Colorado. Under the terms of the merger, &oim shareholders received
282,224 shares of Veeco Common Stock. The mergeaseounted for as a pooling of interests transachlowever, since Monarch's
historical results of operations and financial fiosiare not material in relation to those of Vedamancial information prior to the merger is
not restated and $3,000 and $234,000 have beardettlas an adjustment to common stock and addifi@idin capital, respectively, durir
the year ended December 31, 2000.

3. Balance Sheet Information (in thousands):



Inventories:
Raw materials

Work in process
Finished goods

Property, plant and equipme
Land

Buildings and improvements
Machinery and equipment
Leasehold improvements

Less accumulated depreciation and amortize

Accrued expense
Payroll and related benefits

Sales, use and other taxes

Customer deposits and advanced billings
Installation and warranty

Other
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December 31,

2002 2001
$ 50,31: $ 59,06¢
23,36: 26,06¢
12,57¢ 16,97(
$ 86,25( $ 102,10:
| |
December 31,
Estimated
2002 2001 Useful Lives
$ 8,27/ % 9,19¢
34,08( 43,01: 1040 year
67,21¢ 76,71 3-10 year
3,177 4,44¢ 3-7 year:
112,75( 133,37
56,87¢ 54,82¢
$ 55,87: $ 78,547
]
December 31,
2002 2001
$ 11,968 $ 14,84t
10,02« 13,83
5,06: 8,807
4,481 8,331
13,46( 12,24«
$ 44990 $ 58,07
IS EE—

Investment:

Management determines the appropriateititzed®on of securities at the time of purchase amelvaluates such designation as of each
balance sheet date. During the year ended Dece3ib2001, available-for-sale securities with faafues at the date of sale of approximately

$67.9 million were sold.

In connection with the subordinated notiéésring in December 2001 and the exercise of ther @lotment option in January 2002 (see
Note 4), the Company purchased approximately $2#ll#n of U.S. government securities, which haweb pledged to the trustee under
indenture, as security for the exclusive benefihefholders of the notes. These securities reptresstricted investments and will be
sufficient to provide for the payment in full ofgtiirst six scheduled interest payments due omdles, of which two payments of $4.5 mill
were made on June 21, 2002 and December 21, 26@2eTinvestments are classified as held to matmitiyhave a balance of $17.5 million
as of December 31, 2002. The amounts of thesetkmnginvestments are carried at amortized coseaebber 31, 2002.

4. Debt

Credit Facilities

On April 19, 2001, the Company entered amthl00.0 million revolving credit facility (the &€ility"). The Facility's interest rate is



floating rate based on the prime rate of the lepdhianks and is adjustable to a maximum rate/ @®6 above the prime rate in the event the
Company's ratio of debt to cash flows exceeds mefamount. A LIBOR based interest rate optioals® provided. The Facility has a term
of four years and borrowings under the Facility rhayused for general corporate purposes, inclugimfing capital and acquisitions. The
Facility contains certain restrictive covenantsjelitamong other things, impose limitations withpes to the incurrence of indebtedness, the
payment of dividends, long-term leases, investmengsgers, acquisitions, consolidations and sdlassets.

The Company is also required to satisfyateifinancial tests and the accounts receivabtb@fCompany and material domestic
subsidiaries are pledged to secure the Companlggmtibns under the Facility. In connection withezrent amendment of this facility, certain
financial covenants were amended to allow for theth quarter 2002 restructuring charges as wetk#asin definitions were amended. As of
December 31, 2002, and for all prior periods, tloen@any was in compliance with the covenants séh farthe Facility.

As of December 31, 2002 and 2001, no barrgsvwere outstanding under the Facility and a@adfember 31, 2002 and 2001, the
Company was contingently liable for letters of ¢red approximately $3.3 million and $4.0 milliorespectively, issued under the Facility.
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Long-term Debt
Long-term debt is summarized as followstfiousands):
December 31,
2002 2001

Subordinated del $ 220,000 $ 200,00(
Mortgage notes payah 10,441 14,51

Term loan payabl — 4,39(

Other 13€ 16C
230,58 219,06:

Less current portio 31z 3,54¢

$ 230,27 $ 215,51¢

Subordinated Debt

In December 2001, the Company issued $20dli@n of 4.125% convertible subordinated not®s. January 3, 2002, the Company
issued an additional $20.0 million of subordinatetks pursuant to the exercise of an over-allotraptibn. The notes are convertible, at the
option of the holder, at any time on or prior totamdy into shares of common stock at a convergince of $38.51 per share. The Company
pays interest on these notes on June 21 and Dec@hlo¢ each year. Interest payments commencedma J1, 2002 (see Note 3). The notes
will mature on December 21, 2008. After the thinthizersary of the issuance, the notes may be regi@é@tthe option of the Company, at the
redemption prices set forth in the indenture.

Mortgage Notes Payab

Long-term debt at December 31, 2002 alswsists of two mortgage notes payable, secured thgiséand and buildings with carrying
amounts aggregating approximately $23.3 millioDatember 31, 2002. One mortgage note payable (#@i8n at December 31, 2002)
bears interest at a rate of 7.75% through Dece2®@?2, at which time the interest rate will changeteyear based on an average treasury
yield plus 1.75%. This note is being amortized av@eriod of 25 years with the final payment dudbacember 1, 2007. The secc
mortgage note payable ($4.2 million at Decembe2BD?2) bears interest at a rate of 7.91%, witHfitred payment due on January 1, 2020. A
third mortgage was paid off on December 30, 20920nnection with the reorganization of the pro@sspment segment of the business
(see Note 7). A fourth mortgage was paid off onobet 14, 2002.

Term Loan Payable

In April 1998, CVC borrowed $8.0 millionoim a commercial bank. The seven-year term loanmedjmonthly payments of principal
and interest at 8.39% until April 2005. The obligatwas secured by substantially all of the assE@VC. As of December 31, 2001,
$4.4 million was outstanding under this loan. Orc@eber 30, 2002, the term loan was paid off in ection with the
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reorganization of the process equipment segmethiedbusiness and, thus, a prepayment penalty 8fillion was required to be paid by the
Company (see Note 7).

Long-term debt matures as follows (in thousan

2003 $ 312
2004 337
2005 354
2006 37¢€
2007 5,59¢
Thereatftel 223,60°
230,58!

Less current portio 312
$ 230,27

I

5. Stock Compensation Plans and Shareholders' Hiy
Fixed Option Plan:

The Company has four fixed option planse Mieeco Instruments Inc. 2000 Stock Option Plae (000 Plan") was approved by the
Board of Directors and shareholders in May 200@ Z000 Plan, as amended, provides for the grasftiteers and key employees of up to
4,400,000 options (909,435 options available four@ grants as of December 31, 2002) to purchameslof Common Stock of the Compe
Stock options granted pursuant to the 2000 Planrhe@xercisable over a three-year period folloviregggrant date and expire after seven
years. In addition, the 2000 Plan provides for mattic annual grants of stock options to each memb#re Board of Directors of tt
Company who is not an employee of the Company.Videro Instruments Inc. 2000 Stock Option Plan fon{Dfficer Employees (the "Non-
Officer Plan™) was approved by the Board of Direstim October 2000. The Non-Officer Plan providasthe grant to non-officer employees
of up to 670,000 options (139,686 options availdbicuture grants as of December 31, 2002) to lpase shares of Common Stock of the
Company. Stock options granted pursuant to the Qffizer Plan become exercisable over a three-yeaog following the grant date and
expire after seven years. The Veeco InstrumentsAmended and Restated 1992 Employees' Stock Optam(the "1992 Plan") provides
for the grant to officers and key employees ofapito purchase shares of Common Stock of the Caynigdock options granted pursuant to
the Stock Option Plan become exercisable overeetiiear period following the grant date and exafter ten years. The Veeco
Instruments Inc. 1994 Stock Option Plan for Outdddectors, (as amended, the "Directors' OptiomBlgrovides for automatic annual
grants of stock options to each member of the BoaRirectors of the Company who is not an emplogkthe Company. Such options are
exercisable immediately and expire after ten ye&ogh the 1992 Plan and the Directors' Option Plave been replaced by the 2000 Plan and
thus there are no options available for future geanof December 31, 2002 under either plan.

In addition to the four fixed plans, therfmany assumed certain stock option plans and agmsirin connection with the merger with
Applied Epi. The stock option plans do not haveay available for future grants, expire after years from the date of grant and two of the
plans
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vest over three years and one of the plans calisnimediate vesting. As of December 31, 2002, tlaeec387,514 options outstanding under
the various Applied Epi plans. In addition, Veesswamed certain warrants related to Applied Epictviwere in effect prior to the merger
with Veeco. These warrants are fully vested, havexpiration date and have an exercise price of3&per share. At December 31, 2002,
there are 211,603 warrants outstanding. In May 20@0Company assumed certain stock option pladsagreements related to CVC and
Commonwealth Scientific Corporation, a subsidianZ®C, which plans and agreements were in effeicrgo the merger with Veeco. These
plans do not have options available for future tgagenerally vest over a three-to-five year pednd expire after five to ten years from the
date of grant. As of December 31, 2002, there 2r863 options outstanding under the various CVC@ahmonwealth Scientific
Corporation plans.

The fair values of the options issued uridermplans at the date of grant were estimated thétollowing weighted-average assumptions
for 2002, 2001 and 2000: risk-free interest rat8.@%6, 4.2%, and 6.4%, respectively, no divideraddyivolatility factor of the expected
market price of the Company's Common Stock of 7898 and 80%, respectively, and a weighawdrage expected life of the options of 1
years.



A summary of the Company's stock optiomplas of and for the years ended December 31, 200Q, and 2002, is presented below:

2000 2001 2002
Weighted- Weighted- Weighted-
Average Average Average
Shares Exercise Shares Exercise Shares Exercise
(000) Price (000) Price (000) Price
Outstanding at beginning of ye 3,06t $ 21.87 3,06: $ 36.1¢ 4,867 $ 33.8¢
Granted 1,64: 46.66 1,702 34.67  1,65¢ 22.0:
Assumed in acquisitio — — 81C 16.17 — —
Exercisec (1,399 18.62 (4049) 10.52 (137 7.21
Forfeited (247) 32.1(C (309 45.8¢ (57%) 36.64
Outstanding at end of ye 3,06: $ 36.1& 4,867 $ 33.8¢ 581 $ 30.8:
I I I I N
Options exercisable at y«-end 80¢ $ 27.0¢ 2,021 $ 29.3t 2,952 $ 32.8¢
Weighted-average fair value of options grantedrduthe
year $ 29.3¢ $ 17.5¢ $ 13.1¢

The following table summarizes informateout fixed stock options outstanding at DecemtieB802:

Options Outstanding

Options Exercisable

Number Outstanding at ~ Weighted- Average Number Outstanding at

December 31, 2002 Remaining Weighted- Average December 31, 2002 Weighted- Average

Range Of Exercise price (000's) Contractual Life Exercise Price (000's) Exercise Price
$0.27 18€ 8C $ 0.27 18¢ $ 0.27
4.5(- 6.07 67 7.C 5.9¢ 57 5.9€
8.5¢-12.69 47 5.3 10.4C 21 9.7C
12.8¢-18.05 101 5. 14.1( 43 14.1¢
21.0(-31.00 2,65: 6.1 24.3¢ 1,097 27.51
31.74-47.29 2,361 5.1 38.1¢ 1,24¢ 39.41
48.1:-72.00 38t 6.2 54.5% 29C 53.71
74.0€¢-97.88 14 7.€ 78.0¢ 9 78.0¢
5,81: 58 $ 30.8¢ 295 % 32.8¢

Employee Stock Purchase PI

Under the Veeco Instruments Inc. AmendetiRestated Employee Stock Purchase Plan (the "EBP) the Company is authorized to
issue up to 250,000 shares of Common Stock tallitsifne domestic employees, nearly all of whom eligible to participate. Under the
terms of the ESP Plan, employees can choose eactoykave up to 10% of their annual base earniitigheld to purchase the Company's
Common Stock. The purchase price of the stock % 86the lower of its beginning-of-year or end-afay market price. Under the ESP Plan,
the Company issued 78,017 shares, 57,001 shareZbaraB shares to employees in 2002, 2001 and 288fectively. The fair value of the
employees' purchase rights was estimated usinfplibaving assumptions for 2002, 2001 and 2000, eesigely: no dividend yield for all
years; an expected life of one year for all yeaxgected volatility of 74%, 80% and 80%; and -free interest rates of 2.2%, 5.0%, and 6.

The weighted-average fair value of thoselpase rights granted in 2002, 2001 and 2000 wa9$1$16.81 and $21.30, respectively.
Shares Reserved for Future Issuance

As of December 31, 2002, the Company hserved the following shares for future issuancateel to:

Issuance upon exercise of stock opti 6,861,77!
Issuance upon conversion of subordinated 5,712,80:
Issuance upon exercise of warrg 211,608
Issuance of shares pursuant to the ESP 13¢

Total shares reserve 12,786,32



Preferred Stocl

The Board of Directors has authority untther Company's Certificate of Incorporation to isshares of preferred stock with voting and
economic rights to be determined by the Board oe@ors.

6. Income Taxes

Deferred income taxes reflect the net féeces of temporary differences between the cag@mounts of assets and liabilities for
financial reporting purposes and the amounts usethfome tax
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purposes. Significant components of the Comparefarced tax assets and liabilities are as follawshousands):

December 31,

2002 2001
Deferred tax asset
Inventory valuation $ 9,34¢ $ 9,37(
Domestic net operating loss carryforwards 33,40« 17,48¢
Tax credit carryforwards 15,26¢ 10,60¢
Foreign net operating loss carryforwards 693 16¢€
Warranty and installation 1,66 2,89¢
Other accruals 16,32¢ 12,05¢
Deferred profit 2,30¢ 5,751
Other 3,77¢ 4,961
Total deferred tax asse 82,77¢ 63,29¢
Valuation allowanct (3,109 (2,419
Net deferred tax asse 79,67 60,88(
Deferred tax liabilities
Tax over book depreciation 97t 1,84:
Purchased intangible assets 16,50¢ 20,41¢
DISC termination 1,747 1,93¢
Other 9 9
Total deferred tax liabilitie 19,23t 24,20¢
Net deferred taxe $ 60,437 $ 36,67¢

For financial reporting purposes, (losgpime from continuing operations before income taa@ssists of (in thousands):

Year ended December 31,

2002 2001 2000
Domestic $ (155,76 $ 5,15¢ $ 1,48
Foreign 11,86¢ 15,74« 6,96:

$ (143,89) $ 20,90: $ 8,44
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Significant components of the (benefit)\pson for income taxes from continuing operatiane presented below (in thousands):

Year ended December 31,

2002 2001 2000
Current:

Federal $ (1,289 $ 43371 % 7,19C
Foreign 2,545 7,53¢ 2,59(
State 67 1,46: 2,681
1,327 13,33t 12,46!

Deferred:
Federal (21,046 (5,097 (6,092)
Foreign 2,551 (1,969 26¢
State (3,345 (260) (857)
(21,840 (7,315 (6,687)

$ (2051) $ 6,02C $ 5,78(

The following is a reconciliation of thecome tax (benefit) expense from continuing openaticomputed using the Federal statutory
to the Company's actual income tax expense frortirmgng operations (in thousands):

Year ended December 31,

2002 2001 2000
(Benefit) tax at U.S. statutory rat $ (50,369 $ 7,31 $ 2,95¢
State income (benefit) taxes (net of federal bén (3,307) 1,002 89C
Goodwill impairment 33,03¢ — —
Goodwill amortizatior — 414 144
Nondeductible merger expens — — 3,62z
Other nondeductible expens 21C 152 243
In-process purchased technolc — 2,87( —
Research and development tax cr (1,217 (2,602) (1,439
Benefit of extra territorial income exclusi (473 — —
Benefit of foreign sales corporatii — (3,347 (84%)
Net change in valuation allowan 68t 1,917 —
Foreign tax rate differentii 2,03¢ (1,709 291
Other (1,139 — (85)

$ (20,51) $ 6,02 $ 5,78(

The Company has domestic net operatingdasyforwards of approximately $81.4 million, whiexpire in the years 2020 and 2022.

The Company also has credit carryforwafdspproximately $15.3 million, consisting primariy research and development credits,
which expire at various times between 2017 and 2884 foreign tax credits that expire by 2007. Auaéion allowance of approximately
$0.7 million and $1.9 million has been provide®002 and 2001, respectively, in connection withftreign tax credit carryforward.
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7. Commitments and Contingencies and Other Matts

In response to the significant declinehi@ business environment and current market conditine Company has restructured its
business and operations. The actions giving risegaestructuring charges below were implementeatder for Veeco to remain competitive
and such actions are expected to benefit Veecedycing future operating cos



2002 Merger and Restructuring Charges

In conjunction with the plan announced iy €Company in October 2002 to reduce operating dns$24.0 million in 2003, as a resuli
the continued weakness in the Company's servedatsazkd the uncertainty of their recovery, the Camyrecorded merger and restructu
charges of approximately $124.0 million during therth quarter of 2002. The $124.0 million chargasisted of a $15.0 million inventory
write-down (included in cost of sales) in the pEEequipment segment, due to rationalization ascbdiinuance of certain product lines,
$2.6 million of personnel costs and business reloea$6.4 million of mergerelated expenses, $0.3 million for a prepaymenalpgion earl
extinguishment of debt and $99.7 million in assgpairment charges, primarily in the process equigraegment. The $99.7 million in asset
impairment charges included a $94.4 million writesth of goodwill, a $3.5 million impairment of twaiddings and a $1.8 million
impairment of other fixed assets (see Note 1).

In light of current economic conditions,vesll as the significant decline in process equiphsales, the Company implemented a plan to
rationalize certain product lines, which requiréstdntinuance or modification of several produéis a result of the significant reduction in
sales volume and the rationalization of produadirexcess plant capacity existed. Part of thetplaeduce future operating costs consiste
consolidation or elimination of certain facilitiessulting in the reduction of excess capacity. flam includes closing process equipment
manufacturing facilities, in Fort Collins, Coloradad in Rochester, New York. The manufacturingvéts of the Rochester facility ceased
as of December 31, 2002, and the manufacturingities of the Fort Collins facility are in the press of being phased out. The manufactt
at both of these sites will be transferred to tleenPany's Plainview, New York facility. As a resatftthis reorganization the Company
recorded an inventory write-down of approximatelp® million. In connection with these actions,tagr products sold to the data storage
industry were discontinued. These products incletéain physical vapor deposition equipment. Aiparbf this product line's inventory is
not useable and thus has been written-off by theg2amy. The $15.0 million charge also included tisea@htinuance or modification of
certain telecommunications product lines, due ¢éoatntinued decline in the telecommunications itrgud his industry has seen a significant
deterioration due to excess fiber optic capacigatad by telephonic carriers as well as currem@mic conditions, which have resulted in a
significant decrease in capital spending.

The $2.6 million charge for personnel castd business relocation includes severance cbatgpooximately $1.6 million and business
relocation costs of approximately $1.0 million. everance charges relate to a workforce reduofiapproximately 180 employees, loca
in all operations of the Company. The majoritytod job classifications affected were in productipurchasing, engineering, service, sales
and marketing and were concentrated in the praags®ment segment. Business relocation costs 6fiéilion include costs related to rer
payments and/or lease termination fees on leageamgmts relating to locations vacated by the Cosngaraddition, the business relocation
costs include operating costs of the Rochestelitfathiat has ceased manufacturing operations. &begrating costs will be incurred while
the building is being marketed for sale. As of
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December 31, 2002, approximately $1.0 million imtimation benefits has been paid and approxim&@l¢ million remains accrued, which
will be paid by the third quarter of 2003. As ofd@enber 31, 2002, approximately $0.1 million of Inesis relocation costs has been paid and
approximately $0.9 million remains accrued. Of #e9 million remaining, approximately $0.2 millimexpected to be paid in the first
quarter of 2003, $0.5 million is expected to bedgai the end of 2003 and approximately $0.2 miliimthe aggregate is anticipated to be |
monthly through the third quarter of 2005.

On July 11, 2002, the Company enteredamueerger agreement with FEI, headquartered inldills, Oregon. On January 8, 2003, the
agreement was terminated. Veeco incurred approglgn$6.4 million in expenses related to the propaserger with FEI. Merger-related
costs were initially accounted for as an assetthe€Company intended to allocate these direcsdoshe purchase price of the acquisition.
However, due to the termination of the merger agesg, these costs were written off. These costadledegal, accounting, tax, investment
banking and regulatory fees and printing costsofABecember 31, 2002, $3.7 million of these costgehbeen paid and approximately
$2.7 million remains accrued, which will be paidtie first quarter of 2003.

In conjunction with the restructuring iretprocess equipment segment and the closure afhfacturing facilities, the Company has
classified the two facilities as held for sale &®ecember 31, 2002. In accordance with SFAS Nd, flfese facilities are measured at the
lower of their carrying amount or fair value lesstto sell. Accordingly, an impairment charge 8f3million was recorded by the Company.
Fair value was determined by the Company based tgment market data. Land, buildings and otherdfiagsets held for sale of
approximately $10.2 million are included in prepeaipenses and other current assets in the accoingabgnsolidated Balance Sheet at
December 31, 2002. The sale of these two faciliiexpected to occur by the end of 2003. Certanhimery and equipment and furniture
and fixtures with a net book value of $1.8 millidhe majority of which is a result of the closinigtiee Rochester facility, were deemed to
have no future value and, thus, the Company hasewroff those assets and has included this chiarggset impairment charges in the
accompanying Consolidated Statement of Operationthé year ended December 31, 2002.

As a result of the Rochester facility begilable for sale, the Company paid off a teramland mortgage related to the building. Due
to the prepayment of the term loan, the Companyregsired to pay a penalty of approximately $0.8iom in December 2002, which is
included in the merger and restructuring chargekeéraccompanying Consolidated Statement of Op@asfor the year ended December 31,
2002.



During the three months ended Septembe?@R, the Company incurred a restructuring chafggproximately $0.9 million related to
cost reduction efforts in response to continuingrpndustry conditions and the decreased levekof arders. The $0.9 million charge
includes severance related costs for approximdt@limnanagement and manufacturing employees pritgilpghted in the process equipment
segment. As of December 31, 2002, approximatel 80llion has been expended and approximately 80llton remains accrued, which is
anticipated to be paid in the first quarter of 2008is charge is offset in part by approximately8h@illion of income related to the settlement
of a post-retirement benefit plan of the processmgent segment.

During the three months ended June 30, 20@2Company incurred a restructuring charge pf@pmately $1.1 million related to the
reductions in work force announced in the fourthrtgr of
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2001 and the first quarter of 2002. The $1.1 millaharge includes severance related costs for gjppately 30 employees, which included
both management and manufacturing employees péiligilocated in the process equipment segment.fAscember 31, 2002,
approximately $0.6 million has been expended amiagimately $0.5 million remains accrued, whicleigpected to be paid in the first
quarter of 2003.

During the three months ended March 3122@@ Company incurred a restructuring chargedd #illion related to the reduction in
work force announced in the fourth quarter of 20lHis charge includes severance related costgpfmoaimately 60 employees, which
included both management and manufacturing empolpeated at the Company's Minnesota metrologyNewl York process equipment
operations. As of December 31, 2002, this accrae fully expended.

A reconciliation of the fourth quarter 20ibility for personnel, business relocation anerger related costs is as follows (in millions):

Accrued
Accrued Business Accrued
Severance Costs Relocation Costs Merger Costs
Charged to accrui $ 1€ $ 1.0 $ 6.4
Cash payments through December 31, 2 1.C 0.1 3.7
Balance as of December 31, 2( $ 0€ $ 0¢c % 2.7

A reconciliation of the liabilities for thestructuring charges during the first nine momth2002 for severance related costs is as follows
(in millions):

Third Second First
Quarter Quarter Quarter
2002 Charge 2002 Charge 2002 Charge
Charged to accrui $ 0 $ 1.1 % 0.8
Cash payments through December 31, 2 0.4 0.€ 0.8
Balance as of December 31, 2( $ 0 $ 0t $ 0.C

2001 Restructuring Charges

During the year ended December 31, 20@L.Cthmpany recorded restructuring charges of apprately $20.0 million in response to the
significant downturn in the telecommunications istly and the overall weak business environment @hivnturn has affected Veeco's
customers' ability to purchase capital equipmedtwaas evidenced by a significant decline in thesordte for the Company's products. The
$20.0 million charge consisted of a $13.6 millionteroff of inventory (included in cost of saleg)ated to order cancellations and the
rationalization of certain product lines, $3.0 ioifl related to personnel costs and business rédocand $3.4 million was for the write-down
of long-lived assets. Of the $13.6 million writd-of inventory, approximately $9.6 million was aswded with the Company's process
equipment segment, which sells primarily to thedemmunications and data storage industries antx@pgately $4.0 million related to
Veeco's metrology segment, which sells mainly sogdeémiconductor, research and data storage inesisburing 2001, Veeco experienced a
significant amount of order cancellations for protufor which many of the raw materials had beemwlpased prior to the cancellation date
due to the amount of
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lead-time necessary to build many of these todie. §3.0 million charge for personnel and businekxation costs principally related to
plant consolidations and a workforce reductionpgraximately 230 employees, located in all operatiof the Company. The majority of the
job classifications that were eliminated includednmfacturing, sales and marketing, due to the dammrih the economy. As of December
2002, approximately $2.5 million of personnel angihess relocation costs have been paid and appatedy $0.5 million remains accrued.
Of this $0.5 million liability, approximately $0illion relates to rental payments on a lease ages for space the Company has vacated
and will be paid over the next three years and $0llon relates to termination costs that will paid in the first quarter of 2003. The write-
down of long-lived assets to estimated fair vaklated primarily to the writeff of goodwill and intangible assets acquired égmicection with
the SLC product line of approximately $2.5 millias well as the write-down of certain machinery aqdipment of approximately

$0.9 million, which was deemed to have no futureea

A reconciliation of the 2001 liability farersonnel and business relocation costs is asmel{m millions):

Accrued Accrued
Severance Costs Lease Costs
Charged to accrui $ 2€ $ 0.4
Cash payments through December 31, z 1.2 —
Cash payments through December 31, 2 1.2 0.1
Balance as of December 31, 2( $ 02 % 0.3

Minimum Lease Commitmer

Minimum lease commitments as of Decembe2B02 for property and equipment under operagagée agreements (exclusive of
renewal options) are payable as follows (in thodsan

2003 $ 3,13¢
2004 2,30¢
2005 1,84¢
2006 1,717
2007 1,68¢
Thereaftel 4,23¢

$ 14,917

|

Rent charged to operations amounted to $@l®n, $3.8 million and $3.9 million in 2002, 2@ and 2000, respectively. In addition, the
Company is obligated under the leases for certhiar@xpenses, including real estate taxes andanse.

Royalties

The Company has arrangements with a nuwitibird parties to use patents in accordance ligémse agreements. Royalties and lice
fees expensed under these agreements approxinfagdiflion, $1.6 million and $0.5 million in 2002001 and 2000, respectively.

F-29

Related Party Transactic

The Company makes purchases of inventory fa company, which is owned partially by an indidal who was also employed by the
Company. This individual resigned from the Compaffgctive February 10, 2003. Payments to this edlabmpany in 2002, 2001 and 2000
were approximately $4.6 million, $5.0 million and.$ million, respectively.

Environmental Remediatic

The Company may, under certain circumstsnoe obligated to pay up to $250,000 in connegiittin the implementation of a
comprehensive plan of environmental remediatidtsa®lainview, New York facility. The Company hasdm indemnified for any liabilities it
may incur in excess of $250,000 with respect tosgh remediation. No comprehensive plan has berired to date. Even without
consideration of such indemnification, the Compeags not believe that any material loss or expengmbable in connection with any
remediation plan that may be propos



The Company is aware that petroleum hydimracontamination has been detected in the stileasite of a facility leased by the
Company in Santa Barbara, California. The Compasydeen indemnified for any liabilities it may inevhich arise from environmental
contamination at the site. Even without consideratf such indemnification, the Company does néebe that any material loss or expense
is probable in connection with any such liabiliti#&e former owner of the land and building in whtbe Company's Santa Barbara,
California metrology operations are located hasldged that there are hazardous substances piegkatground under the building.
Management believes that the comprehensive ind@matiifn clause that is part of the purchase cohpemides adequate protection against
any environmental issues that may arise.

Litigation

On August 15, 2001, a lawsuit was commeiiicéde Superior Court of California, County of &aglara, by Toyo Corporation ("Toyc
against ThemoMicroscopes Corp. ("TM"), the Compdrhermo Spectra Corporation and Thermo Electrorp@uittion. The lawsuit related
to a Distribution Agreement between Toyo and TMemahich Toyo had been appointed the exclusiveidigbr for the sale of TM produc
in Japan. In the lawsuit, Toyo claimed, among othi&gs, that TM breached the Distribution Agreetramd that the Company, Thermo
Spectra and Thermo Electron intentionally interflength Toyo's contractual relationship with TM,each case, by virtue of the sale of the
outstanding shares of TM to the Company, which Taljeges constituted an assignment of the DisivbuAgreement without Toyo's
consent. In February 2003, the parties agreedimtipte to settle the lawsuit, with the Company dmetrmo Electron each making an equal
payment to Toyo. The Company adequately providethis liability in purchase accounting for the Tadquisition and thus the settlement of
this lawsuit will not have an impact on the condated results of operations, nor will it have aemat impact on the Company's consolidated
balance sheet or its cash position.

The Company is involved in various otheydleproceedings arising in the normal course dbiisiness. Based upon the advice of
counsel, the Company does not believe that theaté resolution of these matters will have a maltedverse effect on the Company's
consolidated financial position, results of opanasi or cash flows.
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Concentrations of Credit Risk

The Company's business depends in largaipan the capital expenditures of data storagecaenmunications/wireless and
semiconductor manufacturers, as well as researtindnstrial customers, which accounted for théofeing percentages of the Company's
net sales:

December 31,

2002 2001 2000
Data storag: 32% 31% 44%
Telecommunications/Wirele: 15% 30% 23%
Semiconducto 13% 17% 14%
Research and Industri 40% 22% 19%

Sales to Seagate accounted for approxigna8sh, 7% and 18% of the Company's net sales dtinmgears ended December 31, 2002,
2001 and 2000, respectively. Each of the Compamgments sell to this major customer. At DecemtePB802, accounts receivable due
from Seagate represented approximately 12% of ggtgeaccounts receivable. At December 31, 200Dbusts receivable due from IBM
represented approximately 11% of aggregate accoecdsvable.

The Company manufactures and sells itsymisdo companies in different geographic locatidngertain instances, the Company
requires advanced deposits for a portion of thessatice in advance of shipment, however, the ritgjof the system sales do not require
such advance payments. The Company does, howeréstmp periodic credit evaluations of its customérencial condition and, where
appropriate, requires that letters of credit bevigled on foreign sales. Receivables generally aeevdthin 30-60 days, other than customers
in Japan where payment terms range from 90-150. ddyesCompany's net accounts receivable are camtedtin the following geographic
locations (in thousands):

December 31,

2002 2001
United State: $ 2469 $ 40,22
Europe 12,57: 25,82¢
Japar 20,42« 14,98:
Asia Pacific 11,04¢ 6,81¢

Other 40 59¢



$ 68,777 $ 88,44¢

Discontinued Operation

In December 2001, the Company signed erleftintent to sell the remainder of the industm@asurement business. In January 2000,
the Company sold its leak detection business, wiigh part of this segment. Accordingly, the Compealagsified the industrial measurement
business as a discontinued operation at Decembh@081. In May 2002, the Company sold the remainfi@s industrial measurement
business. During the year ended December 31, 208Zompany recorded an additional loss on theodadof the discontinued operations
$0.3 million, net of taxes of approximately $0.2limn. During the year ended 2001, the Company méed a loss on disposal of
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discontinued operations of $2.1 million, which & of income taxes of $1.5 million and includes wrée-off of approximately $1.0 million

of goodwill that was previously allocated to thegment. Sales for the industrial measurement bssitadaled $6.0 million and $10.6 million
for the years ended December 31, 2001 and 20Qfkcteely. Loss from discontinued operations fa ylears ended December 31, 2001 and
2000 was $2.5 million and $2.2 million, respectethich is net of income taxes of $1.7 million M5 million, respectively. The assets
sold included accounts receivable, inventoriespgideexpenses and other current assets and fisetsaas well as certain liabilities assumed
by the purchaser. The net assets held for salppbaimately $4.6 million were included in prepaixpenses and other current assets in the
accompanying Consolidated Balance Sheet at DeceBih@001.

8. Foreign Operations, Geographic Area and Prodtt Segment Information

Revenue and long-lived assets related évadipns in the United States and other foreigmt@s as of and for the years ended
December 31, 2002, 2001 and 2000 are as followth@unsands):

Net Sales to
Unaffiliated Customers Long-Lived Assets
2002 2001 2000 2002 2001 2000
United State: $ 262,200 $ 407,400 $ 347,97C $ 54,17, $ 76,76¢ $ 58,23t
Foreign Countrie 143,08! 176,34: 95,88 1,701 1,781 1,68¢
Eliminations (106,407 (134,49) (67,74) — — B

$ 298,88 $ 449,25. $ 376,110 $ 55,87: $ 78,547 $ 59,92¢

Revenue related to the Company's operatindapan and Asia Pacific for the years ended Dbee 31, 2002, 2001 and 2000 are
$46.8 million and $49.3 million, $80.0 million a$83.5 million, and $27.4 million and $15.9 millioespectively.

The Company has two reportable segmentgegs equipment and metrology. The Company's pamspment product line includes
etch and deposition systems, primarily for dataagfe and optical telecommunications applicatiome Tompany's metrology product line
includes AFMs, stylus profilers and optical intedeters sold primarily to customers in the daveasfe and semiconductor industries, as
well as research and development centers and sitiest

The Company evaluates performance baséacome or loss from operations before interesiine taxes and amortization (EBITA).
The accounting policies of the reportable segmargshe same as those described in the summaignificant accounting policies. Costs
excluded from segment profit primarily consist ofgorate expenses, including income taxes, asasedther unusual charges for purchased
in-process technology, restructuring and assetimmest charges and merger-related costs. Corpergenses are comprised primarily of
general and administrative expenses.

The Company's reportable segments are éssumits that offer different products. The regiole segments are each managed separatel
because they manufacture and distribute distinct
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products with different production processes. Tdiliving represents the reportable product segmafittse Company (in thousand



(Loss) income before interest, income taxes al

Net Sales amortization Total Assets
2002 2001 2000 2002 2001 2000 2002 2001 2000

Process equipme $ 146,69: $ 277,24¢ $ 216,28. $ (17,609 $ 37,781 $ 20,74: $ 183,49 $ 337,29: $ 149,84
Metrology 152,19: 172,00: 159,83( 25,90: 27,421 31,09¢ 133,75° 128,06: 112,02¢
Unallocated corporate amot — — — (6,960 (7,20%) (7,719 289,56 290,16: 160,64¢
Merger and restructuring expen — — — (11,249 (3,046 (14,20¢) — — —
Inventory write-off — — — (15,000 (13,547 (15,327) — — —
Asset impairment chargs — — — (99,667 (3,41%) (3,722) — — —
Write-off of purchased in-process

technology — — — — (8,200 — — — |
Total $ 298,88! $ 449,25. $ 376,11: $ (124,57) $ 29,79 $ 10,87« $ 606,81¢ $ 755,51¢ $ 422,52¢

The following table outlines the componeritgoodwill by business segment at December 3022hd 2001 (in thousands):

December 31,

2002 2001
Process Equipmel $ 8,41: $ 102,80t
Metrology 22,24t 22,77%
Total $ 30,65¢ $ 125,58!

Other Significant Items (in thousands):

Year ended December 31,

2002 2001 2000
Depreciation and amortization expen
Process equipment $ 17,87¢ % 13,61¢ % 8,55¢
Metrology 6,761 5,32¢ 4,477
Unallocated corporate 3,29( 3,71z 2,437
Consolidated depreciation and amortization expense $ 27,92¢ $ 22,65 $ 15,47
I I |
Expenditures for lor-lived assets
Process equipment $ 5,168 $ 11,90¢ $  11,65!
Metrology 1,95¢ 2,41¢ 4,241
Unallocated corporate 1,52: 4,85¢ 1,90¢
Consolidated expenditures for long-lived assets $ 8,64¢  $ 19,18¢ $ 17,80
I I |

9. Defined Contribution Benefit Plan

The Company maintains a defined contribuptan under Section 401(k) of the Internal Reve@ade. Principally all of the Company's
domestic full-time employees are eligible to paptite in the plan. Under the plan, employees manritmute up to a maximum of 60% of
their annual wages. Employees are immediately destéheir contributions. Company contributionghe plan were $0.5 million,
$2.2 million and $1.3 million in 2002, 2001 and R0@espectively. Generally, the plan calls for iresbf Company contributions over a five-
year period
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Schedule ll—Valuation and Qualifying Accounts



COL. A COL.B coL.C COL.D COL.E
Additions
Balance at Charged to Charged to Balance at
Beginning of Costs and Other End of
Description Period Expenses Accounts Deductions Period
Deducted from asset accour
Year ended December 31, 20!
Allowance for doubtful accoun $ 3,350,000 $ 1,020,000 $ — $ 1,555,000 $ 2,815,00I
Valuation allowance on net deferre(
tax asset 2,419,001 — 685,00( — 3,104,001
$ 5,769,000 $ 1,020,000 $ 685,000 $ 1,555,000 $ 5,919,001
.| | | | |
Deducted from asset accour
Year ended December 31, 20!
Allowance for doubtful accoun $ 2,067,000 $ 589,00 $ 1,000,000 $ 306,00 $ 3,350,001
Valuation allowance on net deferre(
tax asset 502,00( — 1,998,00!I 81,00( 2,419,00!
$ 2,569,000 $ 589,000 $ 2,998,000 $ 387,000 $ 5,769,001
.| | | | |
Deducted from asset accour
Year ended December 31, 20!
Allowance for doubtful accoun $ 2,354,000 $ 683,000 $ — 3 970,00( $ 2,067,001
Valuation allowance on net deferret
tax asset 655,00( — — 153,00( 502,00(
$ 3,009,000 $ 683,000 $ — % 1,123,000 $ 2,569,00!
.| | | | |
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Exhibit 10.6

FIFTH AMENDMENT dated as of February 7, 2003 (this "AmendmentthéCredit Agreement dated as of April 19, 200larmsnded
September 17, 2001, December 21, 2001, Febru@902 and March 20, 2002 (as further amended, esstatipplemented or modified, the
"Credit Agreement") by and amorMEECO INSTRUMENTS INC., a Delaware corporation (the "CompanyF),EET NATIONAL

BANK, a national banking association, as Administratigeit and as a Lended/?MORGAN CHASE BANK (formerly known as The
Chase Manhattan Bank), a New York banking corponatis Syndication Agent and as a LenH#8BC BANK USA, a national banking
association organized under the laws of the Urfitiadles of America, as Documentation Agent andlasnder, and the other Lenders party
thereto.

WHEREAS, the Company has requested that the Lenders ameiaihgarovisions of the Credit Agreement, and tleaders have agreed to
amend such provisions of the Credit Agreement,exithp the terms and conditions set forth herein;

NOW, THEREFORE, in consideration of the premises and of the muagatements herein contained, the parties here¢e agr follows:
1. Amendments.

(&) The definition of the term "ConsoliddtEBITDA" contained in Section 1.01 of the Creflireement is hereby amended and resi
in its entirety to provide as follows:

"Consolidated EBITDA" shall mean, for any Persondny period, the Consolidated Net Income (Net Lo$such Person and its
Subsidiaries for such period before provision &xdral and state income taxes, minus (a) Consetidaterest Income and (b) all
extraordinary gains, plus (a) one-time chargegsedlto write-downs of intangible assets (including value of inprocess research a
development related to a Permitted Acquisition),Gbnsolidated Interest Expense, (c) depreciati@hanortization expenses, and
(d) restructuring charges of not more than $29@2®recorded in the fiscal quarter ended Decembge?@02, all determined in
accordance with Generally Accepted Accounting Rples applied on a consistent basis. All of theefming categories shall be
calculated with respect to such Person and itsi@iabes on a consolidated basis and shall be tzkxl (without duplication) over the
four fiscal quarters ending on or most recentlyeshgrior to the date of calculation thereof.

(b) The definition of the term "ConsoliddtQuick Ratio" contained in Section 1.01 of thedirAgreement is hereby amended by
inserting the following sentence at the end thereof

"In addition, for purposes of calculating the Cdidated Quick Ratio, if, as of the date of deteration, Consolidated EBITDA less
Consolidated Net Unfunded Capital Expenditures oollang four-quarters basis is less than $20,000,8hen accounts receivable of
the Company and its Subsidiaries on a consolidadss shall be excluded from Consolidated Quickefss® the extent such accou
receivable exceed 50% of Consolidated Quick Assets.

(c) The definition of the term "PermittAdquisition” contained in Section 1.01 of the Ctefjreement is hereby amended by deleting
clause "(h)" therefrom and substituting the follogin its place:

"(h) the aggregate Permitted Acquisition PurchasgeRexcluding consideration consisting of the @amy's common stock) paid in
connection with any single Permitted Acquisitionjroconnection with all Permitted Acquisitionsllegtively, shall not exceed
$100,000,000 from February 7, 2003 through the Réwp Credit Commitment Termination Date, providéugt, the Permitted
Acquisition Purchase Price shall not exceed $150Wif the business which is the subject of suetnftted Acquisition has a
negative Consolidated EBITDA or if Consolidated EBIA cannot be reasonably determined by the Comparsyich Person;"

(d) The table in the definition of "IntstedRate Margin" contained in Section 1.01 of thediirAgreement is hereby amended and
restated in its entirety to provide as follows:

Consolidated Total Funded Debt to Eurocurrency Margin Prime Rate Margin
Consolidated EBITDA (360 day basis) (360 day basis)
Less than 1.50:1.C 1.25% -0-%
Greater than or equal to 1.50:1.00 but less thayoal to
2.00:1:00 1.7% 0.25%
Greater than 2.00:1.( 2.25% 0.5(%

(e) The table in the definition of "Unudeee Rate" contained in Section 1.01 of the Crégitement is hereby amended and restated in
its entirety to provide as follow



Consolidated Total Funded Debt to

Consolidated EBITDA Unused Fee Rat
Less than 1.50:1.C 0.32%%
Greater than or equal to 1.50:1.00 but less thaguoal to 2.00:1.0 0.35(%
Greater than 2.00:1.( 0.37%%

() The definition of the term "Unusedd-Rate" contained in Section 1.01 of the Credie@ment is hereby further amended by
deleting the paragraph following the table settfdinerein and substituting the following in its qea

"The Unused Fee Rate will be set or reset quartarlihe first Business Day of the fiscal quartethef Company that commences after
the date on which the financial statements refetwed Section 6.03(a) or Section 6.03(b) heresthe case may be, are required t
delivered to the Administrative Agent, and shallused to calculate the commitment fee as desciib8éction 3.04 hereof on or after
such date until, but not including, the next datemhnich the Unused Fee Rate is reset in accordaithehe provisions hereof;
provided, however, that if any financial statemearts not received by the Administrative Agent witttie time period relating to such
financial statements as provided in Section 6.08(&ection 6.03(b) hereof, as the case may baJtiused Fee Rate used to calculate
the commitment fee as described in Section 3.0ddi@m or after the date the Unused Fee Rate slawiel been reset in accordance
with the foregoing provisions (i.e. assuming timegfivery of the requisite financial statementsitiltthe day which is the first
Business Day of the fiscal quarter of the Compahictvcommences following the receipt by the Adntiaisve Agent of such

financial statements will be set based on a rdt@greater than 2.00:1.00; and further provided, é&osv, that the Administrative Agent
and the Lenders shall not in any way be deemedve tvaived any Event of Default or any of their eglies hereunder (including,
without limitation, remedies provided in Article N hereof) in connection with the provisions of tteeegoing proviso. During the
occurrence and continuance of an Event of Defaalgownward adjustment, and only upward adjustmeht| be made to the
Unused Fee Rate. Notwithstanding the foregoingngttime that Consolidated EBITDA less Consolidatied Unfunded Capital
Expenditures on a rolling four quarters basis $s han $20,000,000, the Unused Fee Rate shatirbediately reset to 0.375%."

(g) The following definition is inserted Section 1.01 of the Credit Agreement immediatelipwing the definition of the term
"Consolidated Net Income (Net Loss)".

"Consolidated Net Unfunded Capital Expenditureslistnean, for the Company and its Subsidiaries,s0btated Unfunded Capital
Expenditures less the net proceeds, not to exce@d®,000, realized by the Company and its Subsédian a consolidated basis
during the preceding four fiscal quarters from $hée of fixed or capital assets.

(h) Section 7.13(e) of the Credit Agreetrisinereby amended and restated to provide ienitisety as follows:

(e) Consolidated Pre-Tax Income and Codatdd Pre-Tax Loss. Commencing with the fiscalyeyinning January 1, 2004, permit
Consolidated Pre-Tax Income to be less than $Qrfgrtwo consecutive fiscal quarters taken as deyloo suffer a Consolidated Pre-Tax
Loss of greater than $4,000,000, in any one figoatter.

(i) Section 7.13(f) of the Credit Agreemt is hereby amended and restated to provide gnitirety as follows:

"(f) Consolidated EBITDA. Permit Consolidated EBIARo be less than (i) $42,445,000, at March 31.2q0) $25,509,000, at
June 30, 2002, (iii) $11,704,000, at SeptembeRB802, (iv) $8,200,000, at December 31, 2002, (¥),®10,000 at March 31, 2003,
(vi) $14,700,000 at June 30, 2003, (viii) $15,000,&t September 30, 2003 and (viii) $21,000,0etember 31, 2003.

2. Conditions to Effectiveness

This Amendment shall become effective upon redgjphe Administrative Agent of: (a) this Amendmedht)y executed by the Company and
the Guarantors; (b) executed consents from eatliedfenders authorizing the Administrative Agenexecute this Amendment on behalf of
the Lenders; (c) an

amendment fee of $100,000 for the pro rata didiobuo each Lender that consents, on or beforeQl2oon on February 7, 2003, to the
Agent's execution and delivery of this Amendment &) evidence of the merger of (i) Tulakes ResthEe Investments, Inc. with and into
lon Tech, Inc., (ii) Veeco Minneapolis Technologgr@er, Inc. with and into Wyko Corporation and) (fobin Hill Properties, Inc. with and
into Veeco Metrology, LLC.

3. Miscellaneous.

Capitalized terms used herein and not otherwisel@herein shall have the same meanings as défirted Credit Agreemen



Except as expressly amended hereby, the Creditefggat shall remain in full force and effect in actamce with the original terms thereof.

The amendments set forth above are limited spatlifito the matters set forth above and for theesjpanstances and purposes given and do
not constitute directly or by implication a waiv@aramendment of any other provision of the Credjtéement or a waiver of any Default or
Event of Default, whether now existing or hereaétgsing, which may occur or may have occurred.

The Company hereby represents and warrants thaftéa)giving effect to this Amendment, the repreaions and warranties made by the
Company and each of its Subsidiaries pursuantetctiedit Agreement and the other Loan Documentghioh each is a party are true and
correct in all material respects as of the datedfewnith the same effect as though such represensaand warranties had been made on and
as of such date, unless any such representatwaroanty is as of a specific date, in which casefssuch date, and (b) after giving effect to
this Amendment, no Default or Event of Default basurred and is continuing.

This Amendment may be executed in one or more eopaltts, each of which shall constitute an origibat all of which when taken together
shall constitute but one Amendment. This Amendnseatl become effective when duly executed countespeereof which, when taken
together, bear the signatures of each of the ganteeto shall have been delivered to the Admatist Agent.

This Amendment shall constitute a Loan Document.
This Amendment shall be governed by, and constiuedcordance with, the laws of the State of NewkYo

[next page is signature page]

IN WITNESS WHEREOF, the Company and the Administrative Agent, as atigkdron behalf of the Lenders, have caused this
Amendment to be duly executed by their duly auttestiofficers, all as of the day and year first abawitten.

VEECO INSTRUMENTS INC.

By: /s/ JOHN F. REIN, JR.

Name: John F. Rein, Ji
Title: Executive Vice President and Chief Financial Offi

FLEET NATIONAL BANK,
as Administrative Ager

By: /s/ CHRISTOPHER MENDELSOHN

Name:  Christopher Mendelsof
Title: Senior Vice Presidel

The undersigned, not parties to the Credit Agredrnenas Guarantors under their respective Guaswetiecuted in favor of the Lenders,
each hereby (a) accept and agree to the terme dbtbgoing Amendment; (b) acknowledge and confhrat all terms and provisions
contained in their respective Guaranty are, antl géraain, in full force and effect in accordancihatheir respective terms; (c) reaffirm and
ratify all of the representations and covenantdaiord in their respective Guaranty; and (d) regmgsvarrant and confirm the non-existence
of any offsets, defenses and counterclaims tobiigations under its Guaranty.

WYKO CORPORATION VEECO METROLOGY, LLC
By: Veeco Instruments Inc., its Sole Mem
By: /s/ JOHN F. REIN, JR. By: /s/ JOHN F. REIN, JR.
Name: John F. Rein, Ji Name: John F. Rein, Ji
Title: Vice Presiden Title: Executive Vice President and Chief Financial Offi
4

ION TECH, INC. CVC, INC.



By: /s/ JOHN F. REIN, JR.

Name: John F. Rein, Ji
Title: Vice Presiden

CVC PRODUCTS, INC.

By:

Name:
Title:

/s/ JOHN F. REIN, JR.

John F. Rein, Ji
Vice Presiden

APPLIED EPI, INC.

By:

Name:
Title:

/sl JOHN F. REIN, JR.

John F. Rein, Ji
Vice Presiden

By: /s/ JOHN F. REIN, JR.
Name: John F. Rein, Ji

Title: Vice Presiden
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Veeco Instruments Inc.
Annual Report on Form 10-K for the Year Ended Decerher 31, 2002
Exhibit 21.1—Subsidiaries of the Registrant

Subsidiary

Jurisdiction of
Organization

U.S. Subsidiarie
CVC, Inc.
CVC Products, Inc.

lon Tech, Inc

TM Microscopes Corf

Veeco Metrology, LLC

Veeco St. Paul Inc. (f/k/a Applied Epi, Ini

Wyko Corporation (also does business as Veeco MetydGroup)

Foreign Subsidiarie
Nihon Veeco K.K.

Veeco Asia Pte. Ltc
Veeco Instruments Gmb
Veeco Instruments Limite
Veeco Instruments S.A..
Veeco Korea Inc

Veeco Taiwan Inc

DE
DE

CcoO
CA
DE
MN
AZ

Japar
Singapore
Germany

England
France
Korea

Taiwan

Exhibit 21.1
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Exhibit 23.1

Consent of Independent Auditors

We consent to the incorporation by reference ofreport dated February 7, 2003, with respect tatmsolidated financial statements and
schedule of Veeco Instruments Inc. included inAhaual Report (Form 10-K) for the year ended Decengi, 2002 in the following:

The Registration Statement (Form S-8 No. 33-873@4faining to the Veeco Instruments Inc. AmendediReastated 1992
Employees' Stock Option Plan and the Veeco Instnisniéic. 1994 Stock Option Plan for Outside Diregto

the Registration Statement (Form S-8 No. 33-9542Pining to the Veeco Instruments Inc. EmployeelSPurchase Plan;

the Registration Statement (Form S-8 No. 33-95424faining to the Veeco Instruments Inc. AmendetiRestated 1992
Employees' Stock Option Plan;

the Registration Statement (Form S-8 No. 333-08@8tinining to the Veeco Instruments Inc. Amendedl Restated 1992
Employees' Stock Option Plan and the Amended asthiel Veeco Instruments Inc. 1994 Stock Option RlaOutside
Directors;

the Registration Statement (Form S-8 No. 333-35@@#rining to the Amended and Restated Veecoumsnts Inc. 1994
Stock Option Plan for Outside Directors;

the Registration Statement (Form S-8 No. 333-7946%gining to the Veeco Instruments Inc. Amendedi Restated 1992
Employees' Stock Option Plan and the Veeco Instntisnieic. 1994 Stock Option Plan for Outside Diresto

the Registration Statement (Form S-8 No. 333-36848gining to the CVC, Inc. 1999 Non-Employee Biogs' Stock Option
Plan, the CVC, Inc. Amended and Restated 1997 Sdption Plan, the CVC Holdings, Inc. Stock Optidar® the Non-
Qualified Stock Option Agreements Dated as of M&@th1999 Between Commonwealth Scientific Corporatinc. and
Certain Employees and Directors, the Incentive S@ption Agreements Between Commonwealth Scien@ificporation, Inc.
and Certain Employees and the CVC Holdings, InoclSOption Agreements Between CVC Holdings, Ind @ertain
Employees;

the Registration Statement (Form S-8 No. 333-39p&&aining to the Veeco Instruments Inc. 2000 Stption Plan;

the Registration Statement (Form S-8 No. 333-49g¢@@rining to the Veeco Instruments Inc. 2000 S®ption Plan for Non-
Officer Employees;

the Registration Statement (Form S-8 No. 333-66Heé4#aining to amendments to the Veeco Instrumests2000 Stock
Option Plan and to the Veeco Instruments Inc. 28@@k Option Plan for Non-Officer Employees;

the Registration Statement (Form S-8 No. 333-69p84taining to the Applied Epi, Inc. 1993 Stock iOptPlan, the Applied
Epi, Inc. 2000 Stock Option Plan and certain Noralied Restricted Stock Option Agreements betwapplied Epi and
Certain Employees and Former Employees of Appliei E

the Registration Statement (Form S-8 No. 333-88@4@aining to the offer and sale of 2,200,000 eb@f common stock
under the 2000 Stock Option Plan;

and the Registration Statement (Form S-3 No. 3@B8%pertaining to the Veeco Instruments Iné/ 4% Convertible
Subordinated Notes Due 2008, the common stocklidswgon conversion of the notes and certain amuitishares of
common stock.

Melville, New York
March 27, 2002
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Exhibit 99.1

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

In connection with the Annual Report of Yednstruments Inc. (the "Company") on FormKL@er the year ended December 31, 200
filed with the Securities and Exchange Commissiothe date hereof (the "Report”), |, Edward H. Bra@hairman and Chief Executive
Officer of the Company, certify, pursuant to 18 ICSSection 1350, as adopted pursuant to Secti6roBthe Sarbanes-Oxley Act of 2002,
that:

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

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

/s/ EDWARD H. BRAUN

Edward H. Braun

Chairman and Chief Executive Officer
Veeco Instruments Inc.

March 27, 200:

A signed original of this written statemeadjuired by Section 906 has been provided to Véestouments Inc. and will be retained by
Veeco Instruments Inc. and furnished to the Sdaesrdnd Exchange Commission or its staff upon retque
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Exhibit 99.2

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

In connection with the Annual Report of Yednstruments Inc. (the "Company") on FormKL@er the year ended December 31, 200
filed with the Securities and Exchange Commissioithe date hereof (the "Report"), I, John F. Réin,Executive Vice President, Chief
Financial Officer and Secretary of the Companytifgempursuant to 18 U.S.C. Section 1350, as adbptgsuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

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

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

/s/ JOHN F. REIN, JR.

John F. Rein, Jr.

Executive Vice President, Chief Financial Officada
Secretary

Veeco Instruments Inc.

March 27, 200:

A signed original of this written statemeadjuired by Section 906 has been provided to Véestouments Inc. and will be retained by
Veeco Instruments Inc. and furnished to the Sdaesrdnd Exchange Commission or its staff upon retque
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