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Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
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Form 10-K.  o
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(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).  Yes o     No þ

Aggregate market value of the voting and non-voting common equity held by nonaffiliates of the registrant as of
June 30, 2007 based on the closing price of the registrant�s Common Stock on such date as reported by the Nasdaq
Global Market: $1,252,682,585.
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DOCUMENTS INCORPORATED BY REFERENCE
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

MKS� management believes that this Annual Report on Form 10-K contains �forward-looking statements� within the
meaning of the Private Securities Litigation Reform Act of 1995, Section 27A of the Securities Act and Section 21E
of the Securities Exchange Act. When used herein, the words �believe,� �anticipate,� �plan,� �expect,� �estimate,� �intend,� �may,�
�see,� �will,� �would� and similar expressions are intended to identify forward-looking statements. These forward-looking
statements reflect management�s current opinions and are subject to certain risks and uncertainties that could cause
actual results to differ materially from those stated or implied. MKS assumes no obligation to update this information.
Risks and uncertainties include, but are not limited to; those discussed in the section entitled �Risk Factors.�

PART I

Item 1. Business

MKS Instruments, Inc. (the �Company� or �MKS�) was founded in 1961 as a Massachusetts corporation. We are a leading
worldwide provider of instruments, subsystems and process control solutions that measure, control, power, monitor
and analyze critical parameters to improve process performance and productivity of advanced manufacturing
processes.

We are managed as one operating segment. We group our products into three product groups: Instruments and Control
Systems, Power and Reactive Gas Products and Vacuum Products. Our products are derived from our core
competencies in pressure measurement and control, materials delivery, gas composition analysis, electrostatic charge
management, control and information technology, power and reactive gas generation and vacuum technology.

Our products are used in diverse markets, applications and processes. Our primary served markets are manufacturers
of capital equipment for semiconductor devices and for other thin film applications including flat panel displays, solar
cells, data storage media and other advanced coatings. We also leverage our technology in other markets with
advanced manufacturing applications including medical equipment, pharmaceutical manufacturing and energy
generation and environmental monitoring.

For over 45 years, we have focused on satisfying the needs of our customers by establishing long-term, collaborative
relationships. We have a diverse base of customers that includes manufacturers of semiconductor capital equipment
and semiconductor devices, thin film capital equipment used in the manufacture of flat panel displays, solar cells, data
storage media and other coating applications; and other industrial, medical and manufacturing companies, and
university, government and industrial research laboratories. Our top 10 customers for the year ended December 31,
2007 were Applied Materials, Hitachi, Lam Research, Novellus Systems, Oviso Manufacturing, Philips, PSK Tech,
Samsung, Tokyo Electronics and Ultra Clean Technology.

We file reports, proxy statements and other documents with the Securities and Exchange Commission. You may read
and copy any document we file at the SEC Headquarters at Office of Investor Education and Assistance, 100 F Street,
NE, Washington, D.C. 20549. You should call 1-800-SEC-0330 for more information on the public reference room.
Our SEC filings are also available to you on the SEC�s Internet site at http://www.sec.gov.

Our internet address is www.mksinstruments.com. We are not including the information contained in our website as
part of, or incorporating it by reference into, this annual report on Form 10-K. We make available free of charge
through our web site our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K
and amendments to these reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act
of 1934, as amended, or the Exchange Act, as soon as reasonably practicable after we electronically file such materials
with the Securities and Exchange Commission.
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Markets and Applications

We are focused on improving process performance and productivity by measuring, controlling, powering, monitoring
and analyzing advanced manufacturing processes in semiconductor, thin film and other market sectors.
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We estimate that approximately 68%, 70% and 71% of our net sales for the years ended December 31, 2007, 2006 and
2005, respectively, were to semiconductor capital equipment manufacturers and semiconductor device manufacturers.
Approximately 8%, 8% and 8% of our net sales in the years ended December 31, 2007, 2006 and 2005, respectively,
were for other thin-film processing equipment applications, including flat panel displays; solar cells, data storage
media, and other thin film coatings. Approximately 24%, 22% and 21% of our net sales in the years ended
December 31, 2007, 2006 and 2005, respectively, were for other manufacturing applications. These include, but are
not limited to, medical equipment; energy generation and environmental monitoring processes; pharmaceutical and
other industrial manufacturing; and university, government and industrial research laboratories.

We estimate that approximately 39%, 34% and 37% of our net sales for the years ended December 31, 2007, 2006 and
2005, respectively, were to customers located in international markets. International sales include sales by our foreign
subsidiaries, but exclude direct export sales. Please refer to Note 11 in the Notes to Consolidated Financial Statements
for further geographical sales information.

Semiconductor Manufacturing Applications

The majority of our sales are derived from products sold to semiconductor capital equipment manufacturers and
semiconductor device manufacturers. Our products are used in the major semiconductor processing steps such as
depositing thin films of material onto silicon wafer substrates and etching and cleaning circuit patterns. In addition, we
provide specialized instruments and software to monitor and analyze process performance.

We anticipate that the semiconductor manufacturing market will continue to account for a substantial portion of our
sales. While the semiconductor device manufacturing market is global, major semiconductor capital equipment
manufacturers are concentrated in Japan and the United States.

Other Thin Film Manufacturing Applications

Our products are used in the manufacture of flat panel displays, data storage media, solar cells and other coatings
including architectural glass that require the same or similar thin film deposition processes as semiconductor
manufacturing.

Flat Panel Display Manufacturing

Flat panel displays are used in electronic hand-held devices, laptop computers, desktop computer monitors, and
television sets. We sell products to flat panel display equipment manufacturers and to end-users in the flat panel
display market. Major manufacturers of flat panel displays are concentrated in Japan, Korea and Taiwan, and major
manufacturers of flat panel display equipment are concentrated in Japan and the United States. The transition to larger
panel sizes and higher display resolution is driving the need for improved process control to reduce defects.

Solar Cells

Our products are used in crystalline silicon and emerging thin film processes to manufacture photovoltaic (PV) cells.
Crystalline silicon technology requires wafer based deposition systems and is currently the dominant manufacturing
technology. Thin film deposition on a non-silicon substrate, such as glass, is the emerging technology.

Data Storage Media

Our products are used to manufacture storage media which store and read data magnetically; optical storage media
which store and read data using laser technology; hard disks; data storage devices; and digital video discs.
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The transition to higher density storage capacity requires manufacturing processes incorporating tighter process
controls. Major manufacturers of storage media are concentrated in Japan and the Asia Pacific region, and major
manufacturers of storage media capital equipment are concentrated in Europe, Japan and the United States.
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Other Advanced Coatings

Thin film coatings for diverse applications such as architectural glass and packaging are deposited using processes
similar to those used in semiconductor manufacturing. Thin film processing manufacturers are concentrated in
Europe, Japan and the United States.

Other Advanced Applications

Our products are used in other energy generation and environmental monitoring processes such as nuclear fuel
processing, fuel cell research, greenhouse gas monitoring and chemical agent detection; medical instrument
sterilization; consumable medical supply manufacturing and pharmaceutical manufacturing. Our power delivery
products are also incorporated into other end-market products such as medical imaging equipment. In addition, our
products are sold to government, university and industrial laboratories for vacuum applications involving research and
development in materials science, physical chemistry and electronics materials. Major equipment and process
providers and research laboratories are concentrated in Europe, Japan and the United States.

Acquisitions

We completed three acquisitions in 2006. On January 3, 2006, we completed our acquisition of Ion Systems, Inc.
(�Ion�), a leading provider of electrostatic management solutions located in Alameda, California. Ion�s ionization
technology monitors electrostatic charges to reduce process contamination and improve yields, which complements
our process monitoring and control technologies. Additionally, on January 3, 2006, we completed our acquisition of
Umetrics, AB (�Umetrics�), a leader in multivariate data analysis and modeling software located in Umea, Sweden.
Umetrics� multivariate data analysis and modeling software converts process data into useable information for yield
improvement, when linked with our open and modular platform of process sensors and data collection, integration,
data storage and visualization capabilities. On October 11, 2006, we completed our acquisition of Novx Corp. (�Novx�),
a provider of electrostatic charge monitoring technology for semiconductor, data storage, telecommunication, medical
device and other markets. Novx�s technology expands our capability to monitor, detect and control electrostatic charge
in advanced process environments, such as semiconductor and hard disk drive manufacturing.

We completed one acquisition in 2007. On November 7, 2007, we acquired Yield Dynamics, Inc. (�YDI�), a provider of
yield management technology located in Sunnyvale, California. YDI�s data and yield management software, along
with MKS� portfolio of sensors that control critical processes, data collection and integration hardware, and real-time
fault detection and classification software, provides a comprehensive offering for generating, collecting and analyzing
process sensor data and correlating the data to wafers, chambers and tools across the semiconductor fab as well as
other thin film manufacturing processes.

Product Groups

We group our products into three product groups: Instruments and Control Systems, Power and Reactive Gas Products
and Vacuum Products. Also, please refer to Note 11 in the Notes to Consolidated Financial Statements for further
information.

  1.  Instruments and Control Systems

This product group includes pressure measurement and control, materials delivery, gas composition analysis,
electrostatic charge management and control and information technology products.
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Pressure Measurement and Control Products.  Each of our pressure measurement and control product lines consists
of products that are designed for a variety of pressure ranges and accuracies.

Baratron® Pressure Measurement Products.  These products are typically used to measure the pressure of the gases
being distributed upstream of the process chambers, to measure process chamber pressures and to measure pressures
between process chambers, vacuum pumps and exhaust lines. We believe we offer the widest range of gas pressure
measurement instruments in the semiconductor and advanced thin-film materials processing industries.
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Automatic Pressure and Vacuum Control Products.  These products enable precise control of process pressure by
electronically actuating valves that control the flow of gases in and out of the process chamber to minimize the
difference between desired and actual pressure in the chamber.

In most cases, Baratron pressure measurement instruments provide the pressure input to the automatic pressure control
device. Together, these components create an integrated automatic pressure control subsystem. Our pressure control
products can also accept inputs from other measurement instruments, enabling the automatic control of gas input or
exhaust based on parameters other than pressure.

Materials Delivery Products.  Each of our materials delivery product lines consists of products that are designed for a
variety of flow ranges and accuracies.

Flow Measurement and Control Products.  Flow measurement products include gas and vapor flow measurement
products based upon thermal conductivity, pressure and direct liquid injection technologies. The flow control products
combine the flow measurement device with valve control elements based upon solenoid, piezo-electric and piston
pump technologies. These products measure and automatically control the mass flow rate of gases and vapors into the
process chamber.

Gas Composition Analysis Products.  Gas composition analysis instruments are sold to a variety of industries
including the semiconductor industry.

Mass Spectrometry-Based Gas Composition Analysis Instruments.  These products are based on quadrupole mass
spectrometer sensors that separate gases based on molecular weight. These sensors include built-in electronics and are
provided with software that analyzes the composition of background and process gases in the process chamber. These
instruments are provided both as portable laboratory systems and as process gas monitoring systems used in the
diagnosis of semiconductor manufacturing process systems.

Fourier Transform Infra-Red (FTIR) Based Gas Composition Analysis Products.  FTIR-based products provide
information about the composition of gases by measuring the absorption of infra-red light as it passes through the
sample being measured. Gas analysis applications include measuring the compositions of mixtures of reactant gases;
measuring the purity of individual process gases; measuring the composition of process exhaust gas streams to
determine process health; monitoring gases to ensure environmental health and safety and monitoring combustion
exhausts. These instruments are provided as portable laboratory systems and as process gas monitoring systems used
in the diagnosis of manufacturing processes.

Mass spectrometry-based and FTIR-based gas monitoring systems can indicate out-of-bounds conditions, such as the
presence of undesirable contaminant gases and water vapor or out-of-tolerance amounts of specific gases in the
process, which alert operators to diagnose and repair faulty equipment.

Leak Detection Products.  Helium leak detection is used in a variety of industries including semiconductor, HVAC,
automotive and aerospace to ensure the leak integrity of both manufactured products and manufacturing equipment.
We believe that our products are the smallest mass spectrometer-based helium leak detectors currently available.

Electrostatic Charge Management Products.  Semiconductor, flat panel display and data storage industries are
vulnerable to electrostatic charge-related contamination and yield problems. We design and manufacture products to
control electrostatic attraction, electrostatic discharge and electromagnetic interference. In high throughput industrial
applications such as plastics manufacture and printing, ionization is used to improve process control and productivity.
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Control and Information Technology Products.  We design and manufacture a suite of products that allow
semiconductor and other manufacturing customers to better control their processes through computer-controlled
automation. These products include digital control network products, process chamber and system controllers,
connectivity products and data analysis/information products.

Control Products.  Digital control network products are used to connect sensors, actuators and subsystems to the
chamber and system control computers. They support a variety of industry-standard connection methods as well
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as conventional discrete digital and analog signals. Chamber and system control computers process these signals in
real time and allow customers to precisely manage the process conditions.

Connecting sensors, chambers and tools to the factory network is essential for improving quality and productivity. Our
connectivity products allow information to flow from the process sensors and subsystems and from the process tool
control computer to the factory network. By enabling this information flow, we believe that we help customers
optimize their processes through Advanced Process Control (�APC�), and diagnose equipment problems from a remote
location (�e-diagnostics�).

Information Technology Products:  We design on-line and off-line software products to analyze data to improve the
quality and yield of semiconductor, thin film, biopharmaceutical, injection molding and other manufacturing
processes.

  2.  Power and Reactive Gas Products

This product group includes power delivery products and reactive gas generation products used in semiconductor and
other thin film applications and in medical imaging equipment applications.

Power Delivery Products.  We design and manufacture microwave, DC and RF power delivery systems as well as RF
matching networks and metrology products. In the semiconductor and thin film markets, our power supplies are used
to provide energy to various etching, stripping and deposition processes. Our power amplifiers are also used in
medical imaging equipment.

Reactive Gas Generation Products.  Reactive gases are used to process and clean substrates and to clean process
chambers to reduce particle contamination. A reactive gas is created when energy is added to a stable gas to break
apart its molecules. When the resulting dissociated gas comes into contact with other matter it produces rapid
chemical reactions which result in processing of thin films (deposition of films, etching and cleaning of films and
surface modifications) or equipment cleaning.

Processing Thin Films:  Our reactive gas products include ozone generators and subsystems used for deposition of
insulators onto semiconductor devices, ozonated water delivery systems for advanced semiconductor wafer and flat
panel display cleaning, microwave plasma based products for photo resist removal and a new line of remote plasma
generators which provide reactive gases for a wide range of semiconductor, flat panel and other thin film process
applications.

Equipment Cleaning:  As materials are deposited on wafers, films, or solar cells, the deposited material also
accumulates on the walls of the vacuum process chamber. Our atomic fluorine generators are used to clean the process
chambers between deposition steps to reduce particulates and contamination caused by accumulated build up on the
chamber walls.

  3.  Vacuum Products

This product group consists of vacuum technology products, including vacuum gauges, effluent management
subsystems, valves and components.

Vacuum Gauging Products.  We offer a wide range of vacuum instruments consisting of vacuum measurement
sensors and associated power supply and readout units. These vacuum gauges measure phenomena that are related to
the level of pressure in the process chamber and downstream of the process chamber between the chamber and the
pump. These gauges complement our Baratron capacitance manometers for lower pressure ranges and where less
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accuracy is required. Our indirect pressure gauges use thermal conductivity and ionization gauge technologies to
measure pressure from atmospheric pressure to one trillionth of atmospheric pressure.

Vacuum Valves and Process Solutions.  Our vacuum valves are used on the gas lines between the process chamber
and the pump downstream of the process chamber. Our vacuum process solutions consist of flanges, fittings, traps and
heated lines that are used downstream from the process chamber to control process effluent gasses by preventing
condensable materials from depositing particles near or back into the chamber.
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Customers

Our largest customers include leading semiconductor capital equipment manufacturers such as Applied Materials,
Lam Research, Novellus Systems, and Tokyo Electronics. Sales to our top ten customers accounted for approximately
46%, 49% and 48% of net sales for the years ended December 31, 2007, 2006 and 2005, respectively. Applied
Materials accounted for approximately 20%, 21% and 18% of our net sales for the years ended December 31, 2007,
2006 and 2005, respectively.

Sales, Marketing and Support

Our worldwide sales, marketing and support organization is critical to our strategy of maintaining close relationships
with semiconductor capital equipment manufacturers and semiconductor device manufacturers. We sell our products
primarily through our direct sales force. As of December 31, 2007, we had 203 sales employees worldwide, located in
China, France, Germany, Japan, Korea, the Netherlands, Singapore, Sweden, Taiwan, the United Kingdom and the
United States. We also maintain sales representatives and agents in a number of countries, which supplement this
direct sales force. We maintain a marketing staff that identifies customer requirements, assists in product planning and
specifications, and focuses on future trends in semiconductor and other markets.

As semiconductor device manufacturers have become increasingly sensitive to the significant costs of system
downtime, they have required that suppliers offer comprehensive local repair service and close customer support.
Manufacturers require close support to enable them to repair, modify, upgrade and retrofit their equipment to improve
yields and adapt new materials or processes. To meet these market requirements, we maintain a worldwide sales and
support organization in 17 countries. Technical support is provided from offices in China, France, Germany, Japan,
Korea, the Netherlands, Singapore, Taiwan, the United Kingdom and the United States. Repair and calibration
services are provided at 30 service depots located worldwide. We typically provide warranties from one to three years,
depending upon the type of product.

Research and Development

Our products incorporate sophisticated technologies to power, measure, control and monitor increasingly complex
gas-related semiconductor manufacturing processes, thereby enhancing uptime, yield and throughput for our
semiconductor device manufacturing customers. Our products have continuously advanced as we strive to meet our
customers� evolving needs. We have developed, and continue to develop, new products to address industry trends, such
as the shrinking of integrated circuit critical dimensions to 65 nanometers and below. In addition, we have developed,
and continue to develop, products that support the migration to new classes of materials and ultra-thin layers, such as
copper for low resistance conductors, high-k dielectric materials for capacitors and gates and low-k dielectric
materials for low loss insulators that are used in small geometry manufacturing. We have undertaken an initiative to
involve our marketing, engineering, manufacturing and sales personnel in the concurrent development of new
products in order to reduce the time to market for new products. Our employees also work closely with our customers�
development personnel helping us to identify and define future technical needs on which to focus research and
development efforts. We support research at academic institutions targeted at advances in materials science and
semiconductor process development. As of December 31, 2007, we had 486 research and development employees,
primarily located in the United States. Our research and development expenses were $72.2 million, $69.7 million and
$55.9 million for the years ended December 31, 2007, 2006 and 2005, respectively. Our research and development
efforts include numerous projects, none of which are individually material, and generally have a duration of 12 to
30 months.

Manufacturing
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Our manufacturing facilities are located in China, Germany, Israel, Japan, Mexico, the United Kingdom and the
United States. Manufacturing activities include the assembly and testing of components and subassemblies, which are
integrated into products. We outsource some of our subassembly work. We purchase a wide range of electronic,
mechanical and electrical components, some of which are designed to our specifications. We consider our lean
manufacturing techniques and responsiveness to customers� significantly fluctuating product demands to be a
competitive advantage.
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Competition

The market for our products is highly competitive. Principal competitive factors include:

� historical customer relationships;

� product quality, performance and price;

� breadth of product line;

� manufacturing capabilities; and

� customer service and support.

Although we believe that we compete favorably with respect to these factors, there can be no assurance that we will
continue to do so.

We encounter substantial competition in most of our product lines, although no single competitor competes with us
across all product lines. Certain of our competitors may have greater financial and other resources than us. In some
cases, competitors are smaller than we are, but well established in specific product niches. Celerity offers products
that compete with our pressure and materials delivery products. Advanced Energy and Horiba offer materials delivery
products that compete with our product line of mass flow controllers. Nor-Cal Products and VAT offer products that
compete with our vacuum components. Inficon offers products that compete with our vacuum measurement and gas
analysis products. Brooks Automation and Inficon offer products that compete with our vacuum gauging products.
Advanced Energy offers products that compete with our power delivery and reactive gas generator products.

Patents and Other Intellectual Property Rights

We rely on a combination of patent, copyright, trademark and trade secret laws and license agreements to establish
and protect our proprietary rights. As of December 31, 2007, we owned 327 U.S. patents, 237 foreign patents and had
126 pending U.S. patent applications. Foreign counterparts of certain of these applications have been filed or may be
filed at the appropriate time.

We require each of our employees, including our executive officers, to enter into standard agreements pursuant to
which the employee agrees to keep confidential all of our proprietary information and to assign to us all inventions
while they are employed by us.

For a discussion of litigation relating to our intellectual property, see �Item 3. Legal Proceedings.�

Employees

As of December 31, 2007, we employed 2,924 persons.  We believe that our ongoing success depends upon our
continued ability to attract and retain highly skilled employees for whom competition is intense. None of our
employees are represented by a labor union or are party to a collective bargaining agreement. We believe that our
employee relations are good.

Item 1A. Risk Factors
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Our business depends substantially on capital spending in the semiconductor industry which is characterized by
periodic fluctuations that may cause a reduction in demand for our products.

We estimate that approximately 68%, 70% and 71% of our net sales for the years ended December 31, 2007, 2006 and
2005, were to semiconductor capital equipment manufacturers and semiconductor device manufacturers, and we
expect that sales to such customers will continue to account for a substantial majority of our sales. Our business
depends upon the capital expenditures of semiconductor device manufacturers, which in turn depend upon the demand
for semiconductors. Periodic reductions in demand for the products manufactured by semiconductor capital equipment
manufacturers and semiconductor device manufacturers may adversely affect our business, financial condition and
results of operations.
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Historically, the semiconductor market has been highly cyclical and has experienced periods of overcapacity, resulting
in significantly reduced demand for capital equipment which may result in lower gross margins due to reduced
absorption of manufacturing overhead. In addition, many semiconductor manufacturers have operations and
customers in Asia, a region that in past years has experienced serious economic problems including currency
devaluations, debt defaults, lack of liquidity and recessions. We cannot be certain of the timing or magnitude of future
semiconductor industry downturns. A decline in the level of orders as a result of any downturn or slowdown in the
semiconductor capital equipment industry could have a material adverse effect on our business, financial condition
and results of operations.

Our quarterly operating results have fluctuated, and are likely to continue to vary significantly, which may result in
volatility in the market price of our common stock.

A substantial portion of our shipments occurs shortly after an order is received and therefore we operate with a low
level of backlog. As a result, a decrease in demand for our products from one or more customers could occur with
limited advance notice and could have a material adverse effect on our results of operations in any particular period. A
significant percentage of our expenses is relatively fixed and based in part on expectations of future net sales. The
inability to adjust spending quickly enough to compensate for any shortfall would magnify the adverse impact of a
shortfall in net sales on our results of operations. Factors that could cause fluctuations in our net sales include:

� the timing of the receipt of orders from major customers;

� shipment delays;

� disruption in sources of supply;

� seasonal variations in capital spending by customers;

� production capacity constraints; and

� specific features requested by customers.

In addition, our quarterly operating results may be adversely affected due to charges incurred in a particular quarter,
for example, relating to inventory obsolescence, warranty or asset impairments.

As a result of the factors discussed above, it is likely that we may in the future experience quarterly or annual
fluctuations and that, in one or more future quarters, our operating results may fall below the expectations of public
market analysts or investors. In any such event, the price of our common stock could decline significantly.

The loss of net sales to any one of our major customers would likely have a material adverse effect on us.

Our top ten customers accounted for approximately 46%, 49% and 48% of our net sales for the years ended
December 31, 2007, 2006 and 2005, respectively. The loss of a major customer or any reduction in orders by these
customers, including reductions due to market or competitive conditions, would likely have a material adverse effect
on our business, financial condition and results of operations. During the years ended December 31, 2007, 2006 and
2005, one customer, Applied Materials, accounted for approximately 20%, 21% and 18%, respectively, of our net
sales. None of our significant customers, including Applied Materials, has entered into an agreement requiring it to
purchase any minimum quantity of our products. The demand for our products from our semiconductor capital
equipment customers depends in part on orders received by them from their semiconductor device manufacturer
customers.
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Attempts to lessen the adverse effect of any loss or reduction of net sales through the rapid addition of new customers
could be difficult because prospective customers typically require lengthy qualification periods prior to placing
volume orders with a new supplier. Our future success will continue to depend upon:

� our ability to maintain relationships with existing key customers;

� our ability to attract new customers;

� our ability to introduce new products in a timely manner for existing and new customers; and
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� the successes of our customers in creating demand for their capital equipment products that incorporate our
products.

As part of our business strategy, we have entered into and may enter into or seek to enter into business
combinations and acquisitions that may be difficult and costly to integrate, may be disruptive to our business, may
dilute stockholder value or may divert management attention.

We made several acquisitions in the years 2000 through 2002 and, more recently in 2006 and 2007. As a part of our
business strategy, we may enter into additional business combinations and acquisitions. Acquisitions are typically
accompanied by a number of risks, including the difficulty of integrating the operations, technology and personnel of
the acquired companies, the potential disruption of our ongoing business and distraction of management, possible
internal control weaknesses of the acquired companies, expenses related to the acquisition and potential unknown
liabilities associated with acquired businesses. If we are not successful in completing acquisitions that we may pursue
in the future, we may be required to reevaluate our growth strategy, and we may incur substantial expenses and devote
significant management time and resources in seeking to complete proposed acquisitions that will not generate
benefits for us.

In addition, with future acquisitions, we could use substantial portions of our available cash as all or a portion of the
purchase price. We could also issue additional securities as consideration for these acquisitions, which could cause
significant stockholder dilution. Further, our prior acquisitions and any future acquisitions may not ultimately help us
achieve our strategic goals and may pose other risks to us.

As a result of our previous acquisitions, we have added several different decentralized operating and accounting
systems, resulting in a complex reporting environment. We will need to continue to modify our accounting policies,
internal controls, procedures and compliance programs to provide consistency across all our operations. In order to
increase efficiency and operating effectiveness and improve corporate visibility into our decentralized operations, we
are currently implementing a worldwide Enterprise Resource Planning (�ERP�) system. We expect to continue to
implement the ERP system in phases over the next few years. Although we have a plan to accomplish the ERP
implementation, we may risk potential disruption of our operations during the conversion periods and the
implementation could require significantly more management time and higher implementation costs than currently
estimated.

An inability to convince semiconductor device manufacturers to specify the use of our products to our customers
that are semiconductor capital equipment manufacturers would weaken our competitive position.

The markets for our products are highly competitive. Our competitive success often depends upon factors outside of
our control. For example, in some cases, particularly with respect to mass flow controllers, semiconductor device
manufacturers may direct semiconductor capital equipment manufacturers to use a specified supplier�s product in their
equipment. Accordingly, for such products, our success will depend in part on our ability to have semiconductor
device manufacturers specify that our products be used at their semiconductor fabrication facilities. In addition, we
may encounter difficulties in changing established relationships of competitors that already have a large installed base
of products within such semiconductor fabrication facilities.

If our products are not designed into successive generations of our customers� products, we will lose significant
net sales during the lifespan of those products.

New products designed by semiconductor capital equipment manufacturers typically have a lifespan of five to ten
years. Our success depends on our products being designed into new generations of equipment for the semiconductor
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industry. We must develop products that are technologically advanced so that they are positioned to be chosen for use
in each successive generation of semiconductor capital equipment. If customers do not choose our products, our net
sales may be reduced during the lifespan of our customers� products. In addition, we must make a significant capital
investment to develop products for our customers well before our products are introduced and before we can be sure
that we will recover our capital investment through sales to the customers in significant volume. We are thus also at
risk during the development phase that our products may fail to meet our customers�
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technical or cost requirements and may be replaced by a competitive product or alternative technology solution. If that
happens, we may be unable to recover our development costs.

The semiconductor industry is subject to rapid demand shifts which are difficult to predict. As a result, our inability
to expand our manufacturing capacity in response to these rapid shifts may cause a reduction in our market share.

Our ability to increase sales of certain products depends in part upon our ability to expand our manufacturing capacity
for such products in a timely manner. If we are unable to expand our manufacturing capacity on a timely basis or to
manage such expansion effectively, our customers could implement our competitors� products and, as a result, our
market share could be reduced. Because the semiconductor industry is subject to rapid demand shifts which are
difficult to foresee, we may not be able to increase capacity quickly enough to respond to a rapid increase in demand.
Additionally, capacity expansion could increase our fixed operating expenses and if sales levels do not increase to
offset the additional expense levels associated with any such expansion, our business, financial condition and results
of operations could be materially adversely affected.

We operate in a highly competitive industry.

The market for our products is highly competitive. Principal competitive factors include:

� historical customer relationships;

� product quality, performance and price;

� breadth of product line;

� manufacturing capabilities; and

� customer service and support.

Although we believe that we compete favorably with respect to these factors, we may not be able to continue to do so.
We encounter substantial competition in most of our product lines. Certain of our competitors may have greater
financial and other resources than we have. In some cases, competitors are smaller than we are, but well established in
specific product niches. We may encounter difficulties in changing established relationships of competitors with a
large installed base of products at such customers� fabrication facilities. In addition, our competitors can be expected to
continue to improve the design and performance of their products. Competitors may develop products that offer price
or performance features superior to those of our products. If our competitors develop superior products, we may lose
existing customer and market share.

Sales to foreign markets constitute a substantial portion of our net sales; therefore, our net sales and results of
operations could be adversely affected by downturns in economic conditions in countries outside of the United
States.

International sales include sales by our foreign subsidiaries, but exclude direct export sales. International sales
accounted for approximately 39%, 34% and 37%, of net sales for the years ended December 31, 2007, 2006 and 2005,
respectively, a significant portion of which were sales to Japan.

We anticipate that international sales will continue to account for a significant portion of our net sales. In addition,
certain of our key domestic customers derive a significant portion of their revenues from sales in international
markets. Therefore, our sales and results of operations could be adversely affected by economic slowdowns and other
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risks associated with international sales.

We have significant foreign operations, and outsource certain operations offshore, which pose significant risks.

We have significant international sales, service, engineering and manufacturing operations in Europe, Israel and Asia,
and have outsourced a portion of our manufacturing to Mexico. We may expand the level of manufacturing and
certain other operations that we do offshore in order to take advantage of cost efficiencies available to
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us in those countries. However, we may not achieve the significant cost savings or other benefits that we anticipate
from this program. These foreign operations expose us to operational and political risks that may harm our business,
including:

� political and economic instability;

� fluctuations in the value of currencies and high levels of inflation, particularly in Asia and Europe;

� changes in labor conditions and difficulties in staffing and managing foreign operations, including, but not
limited to, labor unions;

� reduced or less certain protection for intellectual property rights;

� greater difficulty in collecting accounts receivable and longer payment cycles;

� burdens and costs of compliance with a variety of foreign laws;

� increases in duties and taxation;

� costs associated with compliance programs for import and export regulations;

� imposition of restrictions on currency conversion or the transfer of funds;

� changes in export duties and limitations on imports or exports;

� expropriation of private enterprises; and

� unexpected changes in foreign regulations.

If any of these risks materialize, our operating results may be adversely affected.

Unfavorable currency exchange rate fluctuations may lead to lower operating margins or may cause us to raise
prices, which could result in reduced sales.

Currency exchange rate fluctuations could have an adverse effect on our net sales and results of operations and we
could experience losses with respect to our hedging activities. Unfavorable currency fluctuations could require us to
increase prices to foreign customers, which could result in lower net sales by us to such customers. Alternatively, if
we do not adjust the prices for our products in response to unfavorable currency fluctuations, our results of operations
could be adversely affected. In addition, most sales made by our foreign subsidiaries are denominated in the currency
of the country in which these products are sold and the currency they receive in payment for such sales could be less
valuable at the time of receipt as a result of exchange rate fluctuations. We enter into forward foreign exchange
contracts and may enter into local currency purchased options to reduce currency exposure arising from intercompany
sales of inventory. However, we cannot be certain that our efforts will be adequate to protect us against significant
currency fluctuations or that such efforts will not expose us to additional exchange rate risks.

Key personnel may be difficult to attract and retain.

Our success depends to a large extent upon the efforts and abilities of a number of key employees and officers,
particularly those with expertise in the semiconductor manufacturing and similar industrial manufacturing industries.
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The loss of key employees or officers could have a material adverse effect on our business, financial condition and
results of operations. We believe that our future success will depend in part on our ability to attract and retain highly
skilled technical, financial, managerial and marketing personnel. We cannot be certain that we will be successful in
attracting and retaining such personnel.
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Our proprietary technology is important to the continued success of our business. Our failure to protect this
proprietary technology may significantly impair our competitive position.

As of December 31, 2007, we owned 327 U.S. patents, 237 foreign patents and had 126 pending U.S. patent
applications. Although we seek to protect our intellectual property rights through patents, copyrights, trade secrets and
other measures, we cannot be certain that:

� we will be able to protect our technology adequately;

� competitors will not be able to develop similar technology independently;

� any of our pending patent applications will be issued;

� domestic and international intellectual property laws will protect our intellectual property rights; or

� third parties will not assert that our products infringe patent, copyright or trade secrets of such parties.

Protection of our intellectual property rights may result in costly litigation.

Litigation may be necessary in order to enforce our patents, copyrights or other intellectual property rights, to protect
our trade secrets, to determine the validity and scope of the proprietary rights of others or to defend against claims of
infringement. We are, from time to time, involved in lawsuits enforcing or defending our intellectual property rights
and may be involved in such litigation in the future. Such litigation could result in substantial costs and diversion of
resources and could have a material adverse effect on our business, financial condition and results of operations.

We may need to expend significant time and expense to protect our intellectual property regardless of the validity or
successful outcome of such intellectual property claims. If we lose any litigation, we may be required to seek licenses
from others or change, stop manufacturing or stop selling some of our products.

The market price of our common sto
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