
Ultra Clean Holdings, Inc.
Form 10-Q
May 09, 2018

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

(Mark One)

☒QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
For the quarterly period ended March 30, 2018

or

☐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 000-50646

Ultra Clean Holdings, Inc.

(Exact name of registrant as specified in its charter)

Delaware 61-1430858
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

26462 Corporate Avenue, Hayward, California 94545
(Address of principal executive offices) (Zip Code)

(510) 576-4400

Edgar Filing: Ultra Clean Holdings, Inc. - Form 10-Q

1



Registrant’s telephone number, including area code

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes  ☒    No  ☐

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files).    Yes  ☒    No  ☐

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer,” “smaller reporting
company” and “emerging growth company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer☐ Accelerated filer ☒

Non-accelerated filer ☐  (Do not check if a smaller reporting company) Smaller reporting company ☐

Emerging growth company ☐
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ☐

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

Number of shares outstanding of the issuer’s common stock as of April 27, 2018: 38,724,272 
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PART I. FINANCIAL INFORMATION

ITEM 1.Financial Statements
ULTRA CLEAN HOLDINGS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited; in thousands, except share and per share amounts)

March 30, December 29,
2018 2017

ASSETS
Current assets:
Cash and cash equivalents $ 162,365 $ 68,306
Accounts receivable, net of allowance of $103 and $69, respectively 83,660 90,213
Inventories 261,798 236,840
Prepaid expenses and other 13,225 12,089
Total current assets 521,048 407,448
Equipment and leasehold improvements, net 36,839 32,246
Goodwill 85,248 85,248
Purchased intangibles, net 30,489 31,587
Deferred tax assets, net 5,032 4,951
Other non-current assets 2,181 1,932
Total assets $ 680,837 $ 563,412
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Bank borrowings $ 54,779 $ 12,381
Accounts payable 169,592 173,521
Accrued compensation and related benefits 11,004 10,788
Deferred rent, current portion 676 670
Other current liabilities 9,441 9,987
Total current liabilities 245,492 207,347
Bank borrowings, net of current portion — 39,893
Deferred tax liability 10,017 9,981
Deferred rent and other liabilities 5,792 5,886
Total liabilities 261,301 263,107
Commitments and contingencies (See Note 9)
Stockholders’ equity:
Preferred stock — $0.001 par value, 10,000,000 authorized; none

   outstanding — —
Common stock — $0.001 par value, 90,000,000 authorized;

   38,721,506 and  33,664,940 shares issued and outstanding,

   in 2018 and 2017, respectively 39 34
Additional paid-in capital 283,665 188,639
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Common shares held in treasury, at cost, 601,944 shares in 2018 and

   2017 (3,337 ) (3,337 )
Retained earnings 137,863 113,122
Accumulated other comprehensive gain 1,306 1,847
Total stockholders’ equity 419,536 300,305
Total liabilities and stockholders’ equity $ 680,837 $ 563,412

(See accompanying Notes to Condensed Consolidated Financial Statements)
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ULTRA CLEAN HOLDINGS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited; in thousands, except per share data)

Three Months Ended
March 30, March 31,
2018 2017

Sales $314,842 $ 204,594
Cost of goods sold 266,038 167,099
Gross profit 48,804 37,495
Operating expenses:
Research and development 3,029 2,906
Sales and marketing 3,805 3,051
General and administrative 15,062 11,765
Total operating expenses 21,896 17,722
Income from operations 26,908 19,773
Interest and other income (expense), net 326 (938 )
Income before provision for income taxes 27,234 18,835
Income tax provision 2,493 4,494
Net income $24,741 $ 14,341

Net income per share:
Basic $0.67 $ 0.43
Diluted $0.66 $ 0.42
Shares used in computing net income per share:
Basic 36,723 33,061
Diluted 37,491 33,865

(See accompanying Notes to Condensed Consolidated Financial Statements)
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ULTRA CLEAN HOLDINGS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME  

(Unaudited; in thousands)

Three Months
Ended
March 30,March 31,
2018 2017

Net income $24,741 $ 14,341
Other comprehensive income:
Change in cumulative translation adjustment 336 98
Cash flow hedges:
Change in fair value of derivatives 9 13
Adjustment for net gain (loss) realized and included in net income (886 ) 7
Total change in unrealized gain (loss) on derivative instruments (877 ) 20
Other comprehensive income (loss), net of tax (541 ) 118
Comprehensive income $24,200 $ 14,459

(See accompanying Notes to Condensed Consolidated Financial Statements)
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ULTRA CLEAN HOLDINGS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited; in thousands)

Three Months Ended
March 30, March 31,
2018 2017

Cash flows from operating activities:
Net income $24,741 $ 14,341
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 1,316 1,214
Amortization of finite-lived intangibles 1,098 1,231
Amortization of debt issuance costs 38 38
Stock-based compensation 2,563 1,382
Change in the fair value of financial instruments (856 ) 310
Loss on the disposal of fixed assets 52 —
Changes in assets and liabilities:
Accounts receivable 6,839 (20,078 )
Inventories (24,660 ) (19,068 )
Prepaid expenses and other (1,089 ) 246
Deferred income taxes (46 ) (58 )
Other non-current assets (255 ) (245 )
Accounts payable (4,214 ) 23,793
Accrued compensation and related benefits 187 2,908
Income taxes payable (2,358 ) 2,149
Other liabilities 1,723 981
Net cash provided by operating activities 5,079 9,144
Cash flows from investing activities:
Purchases of equipment and leasehold improvements (5,911 ) (2,784 )
Net cash used for investing activities (5,911 ) (2,784 )
Cash flows from financing activities:
Proceeds from bank borrowings 10,222 1,000
Proceeds from issuance of common stock 94,330 1,383
Principal payments on bank borrowings (7,873 ) (4,697 )
Employees’ taxes paid upon vesting of restricted stock units (1,862 ) (1,582 )
Net cash provided by (used for) financing activities 94,817 (3,896 )
Effect of exchange rate changes on cash and cash equivalents 74 6
Net increase in cash and cash equivalents $94,059 $ 2,470
Cash and cash equivalents at beginning of period 68,306 52,465
Cash and cash equivalents at end of period $162,365 $ 54,935

Supplemental cash flow information:
Income taxes paid $4,761 $ 2,418
Income tax refunds $5 $ 25
Interest paid $435 $ 551
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Non-cash investing and financing activities:
Restricted stock issued $7,751 $ 7,003
Equipment and leasehold improvements purchased included in accounts payable $2,686 $ 658

(See accompanying Notes to Condensed Consolidated Financial Statements)
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ULTRA CLEAN HOLDINGS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. Organization and Significant Accounting Policies

Organization — Ultra Clean Holdings, Inc. (the “Company” or “UCT”) was founded in November 2002 for the purpose of
acquiring Ultra Clean Technology Systems and Service, Inc. Ultra Clean Technology Systems and Service, Inc. was
founded in 1991 by Mitsubishi Corporation and was operated as a subsidiary of Mitsubishi until November 2002,
when it was acquired by UCT. UCT became a publicly traded company in March 2004. Ultra Clean Technology
(Shanghai) Co., Ltd (“UCTS”) and Ultra Clean Micro-Electronics Equipment (Shanghai) Co., Ltd. (“UCME”) were
established in 2005 and 2007, respectively, to facilitate the Company’s operations in China. In December 2015, UCTS
merged into UCME. Ultra Clean Asia Pacific, Pte, Ltd. (Singapore) was established in fiscal year 2008 to facilitate the
Company’s operations in Singapore. In July 2012, UCT acquired American Integration Technologies LLC (“AIT”) to
add to the Company’s existing customer base in the semiconductor and medical spaces and to provide additional
manufacturing capabilities. In February 2015, UCT acquired Marchi Thermal Systems, Inc. (“Marchi”), a designer and
manufacturer of specialty heaters, thermocouples and temperature controllers. Marchi delivers flexible heating
elements and thermal solutions to our customers. The Company believes heaters are increasingly critical in equipment
design for the most advanced semiconductor nodes. In July 2015, UCT acquired MICONEX s.r.o. (“Miconex”), a
privately-held provider of advanced precision fabrication of plastics, to expand the Company’s capabilities with
existing customers.

Basis of Presentation — The unaudited condensed consolidated financial statements included in this quarterly report on
Form 10-Q include the accounts of the Company and its wholly-owned subsidiaries and have been prepared in
accordance with U.S. generally accepted accounting principles (“GAAP”). This financial information reflects all
adjustments which are, in the opinion of the Company, normal, recurring and necessary for the fair financial statement
presentation for the dates and periods presented. Certain information and footnote disclosures normally included in
our annual financial statements, prepared in accordance with GAAP, have been condensed or omitted. The Company’s
December 29, 2017 balance sheet data were derived from its audited financial statements as of that date.

Principles of Consolidation — The Company’s condensed consolidated financial statements include the accounts of the
Company and its wholly-owned subsidiaries and all intercompany accounts and transactions have been eliminated in
consolidation. The Company uses a 52-53 week fiscal year ending on the Friday nearest December 31. All references
to quarters refer to fiscal quarters and all references to years refer to fiscal years.

Foreign Currency Translation and Remeasurement — The Company has one foreign subsidiary whose functional
currency is not its local currency or the U.S. dollar. The Company remeasures the monetary assets and liabilities of
this subsidiary into its functional currency. Gains and losses from these remeasurements are recorded in interest and
other income (expense), net. The Company then translates the assets and liabilities of this subsidiary into the U.S.
dollar. Gains and losses from these translations are recognized in foreign currency translation included in accumulated
other comprehensive income (AOCI) within stockholders’ equity. For the Company’s foreign subsidiaries where the
U.S. dollar is the functional currency, any gains and losses resulting from the translation of the assets and liabilities of
these subsidiaries are recorded in interest and other income (expense), net.
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Use of Accounting Estimates — The presentation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities, and disclosures of contingent liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Such estimates and
assumptions include reserves on inventory, valuation of deferred tax assets and impairment of goodwill and other
long-lived assets. The Company bases its estimates and judgments on historical experience and on various other
assumptions that it believes are reasonable under the circumstances. However, future events are subject to change and
the best estimates and judgments routinely require adjustment. Actual amounts may differ from those estimates.

Concentration of Credit Risk — Financial instruments which subject the Company to concentrations of credit risk
consist principally of cash and cash equivalents and accounts receivable. The Company sells its products primarily to
semiconductor capital equipment manufacturers in the United States. The Company performs credit evaluations of its
customers’ financial condition and generally requires no collateral.

- 7 -
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Fair Value of Measurements — The Company measures its cash equivalents, interest rate swap contract and forward
contracts at fair value on a recurring basis. Fair value is an exit price, representing the amount that would be received
to sell an asset or paid to transfer a liability in an orderly transaction between market participants. As such, fair value
is a market-based measurement that is determined based on assumptions that market participants would use in pricing
an asset or a liability. Assets and liabilities recorded at fair value are measured and classified in accordance with a
three-tier fair value hierarchy based on the observability of the inputs available in the market used to measure fair
value:

Level 1 — Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active markets.

Level 2 — Inputs that are based upon quoted prices for similar instruments in active markets, quoted prices for identical
or similar instruments in markets that are not active, and model-based valuation techniques for which all significant
inputs are observable in the market or can be derived from observable market data. Where applicable, these models
project future cash flows and discount the future amounts to a present value using market-based observable inputs
including interest rate curves, foreign exchange rates, and credit ratings.

Level 3 — Unobservable inputs that are supported by little or no market activities.

The fair value hierarchy requires an entity to maximize the use of observable inputs and minimize the use of
unobservable inputs when measuring fair value. The following table summarizes, for assets or liabilities measured at
fair value, the respective fair value and the classification by level of input within the fair value hierarchy (in
thousands):

Fair Value Measurement at
Reporting Date Using

Description
March 30,
2018

Quoted Prices in

Active Markets for
Identical Assets

(Level 1)

Significant

Other

Observable

Inputs

(Level 2)

Significant

Unobservable

Inputs

(Level 3)
Other assets:
Interest rate swap $ 24 $ — $ 24 $ —
Forward contracts $ 1,281 $ — $ 1,281 $ —

Fair Value Measurement at
Reporting Date Using

Description December 29,
2017

Quoted Prices in

Active Markets for

Identical Assets

Significant

Other

Observable

Significant

Unobservable

Inputs
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(Level 1)Inputs

(Level 2)

(Level 3)

Other assets:
Interest rate swap $ 30 $ — $ 30 $ —
Forward contracts $ 1,302 $ — $ 1,302 $ —

Derivative Financial Instruments — The Company recognizes derivative instruments as either assets or liabilities in the
accompanying Condensed Consolidated Balance Sheets at fair value. The Company records changes in the fair value
of the derivatives in the accompanying Condensed Consolidated Statements of Operations as interest and other
income (expense), net, or as a component of AOCI in the accompanying Condensed Consolidated Balance Sheets.

Inventories — Inventories are stated at the lower of standard cost (which approximates actual cost on a first-in, first-out
basis) or net realizable value. The Company evaluates the valuation of all inventories, including raw materials,
work-in-process, finished goods and spare parts on a periodic basis. Obsolete inventory or inventory in excess of
management’s estimated usage is written-down to its estimated market value less costs to sell, if less than its cost.
Inherent in the estimates of market value are management’s estimates related to economic trends, future demand for
products, and technological obsolescence of the Company’s products.

Inventory write downs inherently involve judgments as to assumptions about expected future demand and the impact
of market conditions on those assumptions. Although the Company believes that the assumptions it used in estimating
inventory write downs are reasonable, significant changes in any one of the assumptions in the future could produce a
significantly different result. There can be no assurances that future events and changing market conditions will not
result in significant increases in inventory write downs.

- 8 -
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Equipment and Leasehold Improvements, net — Equipment and leasehold improvements are stated at cost, or, in the
case of equipment under capital leases, the present value of future minimum lease payments at inception of the related
lease. Depreciation and amortization are computed using the straight-line method over the lesser of the estimated
useful lives of the assets or the terms of the leases. Useful lives range from three to fifteen years. 

Internal use software — Direct costs incurred to develop software for internal use are capitalized and amortized over an
estimated useful life of three to five years. Costs related to the design or maintenance of internal use software are
expensed as incurred. Capitalized internal use software is included in computer equipment and software.

Construction in progress — Construction in progress is related to the construction or development of property and
equipment that has not yet been placed in service for their intended use and is, therefore, not depreciated. Construction
in progress currently includes capitalized costs related to the Company’s Enterprise Resource Planning (“ERP”)
implementation project.

Income Taxes — The Company utilizes the asset and liability method of accounting for income taxes, under which
deferred taxes are determined based on the temporary differences between the financial statement and tax basis of
assets and liabilities using tax rates expected to be in effect during the years in which the basis differences reverse.
Deferred income taxes arise from temporary differences between the tax basis of assets and liabilities and their
reported amounts in the financial statements, which will result in taxable or deductible amounts in the future. In
evaluating our ability to realize our deferred tax assets within the jurisdiction from which they arise, we consider all
available positive and negative evidence, including scheduled reversals of deferred tax liabilities, projected future
taxable income, tax-planning strategies, and results of recent operations. In projecting future taxable income, we begin
with historical results and incorporate assumptions about the amount of future state, federal, and foreign pretax
operating income adjusted for items that do not have tax consequences. The assumptions about future taxable income
require significant judgment and are consistent with the plans and estimates we are using to manage the underlying
businesses. In evaluating the objective evidence that historical results provide, we consider recent cumulative income
(loss). A valuation allowance is recorded when it is more likely than not that some of the deferred tax assets will not
be realized.

The Company continued to maintain a full valuation allowance on its federal, state, and one of its Singapore
subsidiary’s deferred tax amounts as of March 30, 2018. Income tax positions must meet a more likely than not
recognition threshold to be recognized. Income tax positions that previously failed to meet the more likely than not
threshold are recognized in the first subsequent financial reporting period in which that threshold is met. Previously
recognized tax positions that no longer meet the more likely than not threshold are derecognized in the first
subsequent financial reporting period in which that threshold is no longer met. The Company recognizes potential
accrued interest and penalties related to unrecognized tax benefits within the Condensed Consolidated Statements of
Operations as income tax expense. The calculation of tax liabilities involves significant judgment in estimating the
impact of uncertainties in the application of complex tax laws. Resolution of these uncertainties in a manner
inconsistent with the Company’s expectations could have a material impact on its results of operations and financial
position. Management believes that it has adequately provided for any adjustments that may result from these
examinations; however, the outcome of tax audits cannot be predicted with certainty.

The determination of the Company’s tax provision is subject to judgments and estimates.
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Revenue Recognition — See Note 3 to the Company’s Condensed Consolidated Financial Statements.

Research and Development Costs — Research and development costs are expensed as incurred.

Net Income per Share — Basic net income per share is computed by dividing net income by the weighted average
number of shares outstanding for the period. Diluted net income per share is calculated by dividing net income by the
weighted average number of common shares outstanding and common equivalent shares from dilutive stock options
and restricted stock using the treasury stock method, except when such shares are anti-dilutive. See Note 7 to the
Company’s Condensed Consolidated Financial Statements.

Segments — The Financial Accounting Standards Board’s (FASB) guidance regarding disclosure about segments in an
enterprise and related information establishes standards for the reporting by public business enterprises of information
about reportable segments, products and services, geographic areas, and major customers. The method for determining
what information to report is based on the manner in which management organizes the reportable segments within the
Company for making operational decisions and assessments of financial performance. The Company’s chief operating
decision-maker is considered to be the Chief Executive Officer. The Company operates in one operating segment, and
therefore, has one reportable segment.

- 9 -

Edgar Filing: Ultra Clean Holdings, Inc. - Form 10-Q

15



Business Combinations — The Company recognizes assets acquired (including goodwill and identifiable intangible
assets) and liabilities assumed at fair value on the acquisition date. Subsequent changes to the fair value of such assets
acquired and liabilities assumed are recognized in earnings, after the expiration of the measurement period, a period
not to exceed 12 months from the acquisition date. Acquisition-related expenses and acquisition-related restructuring
costs are recognized in earnings in the period in which they are incurred.

Stock-Based Compensation Expense

The Company maintains stock-based compensation plans which allow for the issuance of equity-based awards to
executives, directors and certain employees. These equity-based awards include stock options, restricted stock awards
(“RSAs”) and restricted stock units (“RSUs”) which can be either time-based or performance-based. The Company has not
granted stock options to its employees since fiscal year 2010. The Company also maintains an employee stock
purchase plan that provides for the issuance of shares to all eligible employees of the Company at a discounted price.

Stock-based compensation expense includes compensation costs related to estimated fair values of stock options and
awards granted. The estimated fair value of the Company’s equity-based awards, net of expected forfeitures, is
amortized on a straight-line basis over the awards’ vesting period, typically three years for RSUs and one year for
RSAs, and is adjusted for subsequent changes in estimated forfeitures related to all equity-based awards and
performance as it relates to performance-based RSUs. The Company applies the fair value recognition provisions
based on the FASB’s guidance regarding stock-based compensation.

Employee Stock Purchase Plan

The Company also maintains an employee stock purchase plan (“ESPP”) that provides for the issuance of shares to all
eligible employees of the Company at a discounted price. Under the ESPP, substantially all employees may purchase
the Company’s common stock through payroll deductions at a price equal to 95 percent of the fair market value of the
Company’s stock at the end of each applicable purchase period.

Restricted Stock Units and Restricted Stock Awards

The Company grants RSUs to employees and RSAs to non-employee directors as part of the Company’s long term
equity compensation plan.

Restricted Stock Units — RSUs are granted to employees with a per share or unit purchase price of zero dollars and
either have time based or performance based vesting. RSUs typically vest over three years, subject to the employee’s
continued service with the Company. For purposes of determining compensation expense related to these RSUs, the
fair value is determined based on the closing market price of the Company’s common stock on the date of award. The
expected cost of the grant is reflected over the service period, and is reduced for estimated forfeitures.

During the quarter ended March 30, 2018  the Company granted 174,900 RSUs, with a weighted average fair value of
$19.57 per share, and granted 87,050 performance stock units with a weighted average fair value of $19.25 per share.
During the three months ended March 30, 2018, 92,410 vested shares were withheld to satisfy withholding tax
obligations, resulting in the net issuance of 294,661 shares. As of March 30, 2018, approximately $14.1 million of
stock-based compensation cost, net of estimated forfeitures, related to RSUs and performance stock units (PSU)
remains to be amortized over a weighted average period of 1.7 years. As of March 30, 2018, a total of 1,489,250
RSUs and PSUs remain outstanding with an aggregate intrinsic value of $28.7 million and a weighted average
remaining contractual term of 1.2 years.
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Restricted Stock Awards — As of March 30, 2018, a total of 45,000 RSAs were outstanding. The total unamortized
expense of the Company’s unvested restricted stock awards as of March 30, 2018 was $0.1 million.

- 10 -
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The following table summarizes the Company’s RSU, PSU and RSA activity for the three months ended March 30,
2018:

Shares

Aggregate

Fair Value

(in thousands)
Unvested restricted stock units and restricted stock awards

   at December 29, 2017 1,676,312 $ 38,706
Granted 261,950
Vested (387,071 )
Forfeited (16,941 )
Unvested restricted stock units and restricted stock awards

   at March 30, 2018 1,534,250 $ 29,534
Vested and expected to vest restricted stock units and

   restricted stock awards at March 30, 2018 1,297,887 $ 24,984

The following table shows the Company’s stock-based compensation expense included in the Condensed Consolidated
Statements of Operations (in thousands):

Three Months
Ended
March 30,March 31,
2018 2017

Cost of sales (1) $506 $ 343
Research and development 61 53
Sales and marketing 202 124
General and administrative 1,794 862

2,563 1,382
Income tax benefit (236 ) (330 )
Stock-based compensation expense, net of tax $2,327 $ 1,052

(1)Stock-based compensation expenses capitalized in inventory for the three months ended March 30, 2018 and
March 31, 2017 was not significant.

Recently Adopted Accounting Pronouncements
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Effective December 30, 2017, the Company adopted FASB Accounting Standards Codification (ASC) 606, Revenue
from Contracts with Customers (Topic 606) using the modified retrospective approach, which requires the recognition
of the cumulative effect of initially applying the standard (if any) as an adjustment to the opening retained earnings of
the fiscal year beginning December 30, 2017.  The adoption of Topic 606 did not result in the recognition of a
cumulative adjustment to the opening retained earnings under the modified retrospective approach, nor did it have a
material effect on the Company’s financial position or results of operations.  The adoption of Topic 606 did, however,
result in the addition of required disclosures within the notes to financial statements. This new standard replaced the
previous revenue recognition guidance under U.S. GAAP. See Note 3, Revenue Recognition in Notes to Condensed
Consolidated Financial Statements.

Our implementation team consisted of senior leadership from finance, legal, sales and operations with periodic
progress reporting to management and to the audit committee of our board of directors.  Implementation consisted of a
review of the Company’s significant contracts and an evaluation of our systems and control environment to support
additional disclosures under the new standard, as well as updates to our policies and procedures.

During our assessment, we considered whether the adoption would require a transition from point-in-time revenue
recognition to an over-time approach for products produced by us without an alternative use, which would result in
acceleration of revenue.  We concluded based on enforceable rights or prevailing terms and conditions included in the
agreements with our customers, an enforceable right of payment that includes a reasonable profit throughout the
duration of the contract does not exist.  Therefore, we will remain at a point-in-time approach and record revenue at
the point control transfers to our customers.

- 11 -
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Beginning fiscal 2018, the Company adopted ASU No. 2016-15, Statement of Cash Flows (Topic 230): Classification
of Certain Cash Receipts and Cash Payments, which clarifies classification of seven different cash receipts and
payments on statement of cash flows and on how the predominance principle should be applied. The adoption of this
guidance did not have an impact on the Company’s consolidated financial statements.

Beginning fiscal 2018, the Company adopted ASU 2017-01, Business Combinations (Topic 805): Clarifying the
Definition of a Business, which clarifies the definition of a business to assist entities with evaluating whether
transactions should be accounted for as acquisitions (or disposals) of assets or businesses. The impact of the adoption
on the Company's financial position and results of operations will be dependent upon future acquisitions or disposals,
if any.

Beginning fiscal 2018, the Company adopted ASU No. 2017-09, Stock Compensation: Scope of Modification
Accounting, which clarifies when changes to the terms or conditions of a share-based payment award must be
accounted for as a modification. The new guidance requires the application of modification accounting if the value,
vesting conditions or classification of the award changes. The impact of the adoption of this guidance will depend on
whether the Company makes any future modifications of share-based payment awards.

Recent Accounting Pronouncements Not Yet Adopted

In February 2016, the FASB issued Accounting Standards Update (ASU) No. 2016-02, Leases (Topic 842). Topic 842
supersedes the lease recognition requirements in ASC Topic 840, Leases. The guidance specifies that an entity who is
a lessee under lease agreements should recognize lease assets and lease liabilities for those leases classified as
operating leases under previous FASB guidance. The guidance is effective beginning in the first quarter of 2019. Early
adoption is permitted.  In transition, lessees and lessors are required to recognize and measure leases at the beginning
of the earliest period presented using a modified retrospective approach. The Company is evaluating the impact of
adopting this guidance on the Company’s consolidated financial statements. The Company currently expects that its
operating lease commitment will be subject to the new standard and recognized as right-of-use asset and operating
lease liability upon adoption of this standard, which will increase the total assets and total liabilities that it reports
relative to such amounts prior to adoption.

In January 2017, the FASB issued Accounting Standards Update No. 2017-04, Intangibles-Goodwill and Other (Topic
350): Simplifying the Test for Goodwill Impairment, which requires companies to perform goodwill impairment test
by comparing the fair value of a reporting unit with its carrying amount. The amendment will be effective for the
Company beginning in its first quarter of fiscal year 2020. The amendment is required to be adopted prospectively.
Early adoption is permitted. The Company is evaluating the impact of adopting this amendment to its consolidated
financial statements.

In August 2017, the FASB issued ASU 2017-12, Derivatives and Hedging (Topic 815): Targeted Improvements to
Accounting for Hedging Activities, which improves the financial reporting of hedging relationships to better portray
the economic results of an entity’s risk management activities in its financial statements and simplifies the application
of hedge accounting. This standard will be effective for the Company beginning in its first quarter of fiscal year 2019
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with early adoption permitted. The Company is evaluating the impact of adopting this amendment to its consolidated
financial statements and related disclosures.

2. Financial Instruments

Derivative Financial Instruments

The Company utilizes foreign currency forward contracts with a local financial institution in the Czech Republic to
reduce the risk that its cash flows and earnings of its Miconex subsidiary will be adversely affected by foreign
currency exchange rate fluctuations and uses certain interest rate derivative contracts to hedge interest rate exposures
on existing floating rate debt. The Company classifies its foreign currency forward contracts and interest rate
derivative contracts primarily within Level 2 of the fair-value hierarchy discussed in Note 1 of the Company’s
Consolidated Financial Statements as the valuation inputs are based on quoted prices and market observable data of
similar instruments. The Company does not use derivatives for speculative or trading purposes.

Cash Flow Hedges

In September 2015, the Company entered into an interest rate swap with East West Bank and City National Bank with
a notional amount of $20.0 million pursuant to which the Company pays the counterparty a fixed rate of 0.99% and
receives interest at a variable rate equal to the London Interbank Offered Rate (LIBOR) rate the Company is required
to pay under its term loan, or 1.65%, as of March 30, 2018. This interest rate swap effectively locks in a fixed interest
rate of 2.99% on $6.2 million of the $7.4 million term loan as of March 30, 2018, with a decreasing notional amount
based on prorated quarterly principal payments over the remaining period of
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the term loan. Gains or losses on the effective portion of a cash flow hedge are reflected as a component of AOCI and
subsequently recorded to interest and other income (expense) when the hedged transactions are realized. If the hedged
transactions become probable of not occurring, the corresponding amounts in AOCI would be immediately
reclassified to interest and other income (expense), net. As of March 30, 2018, the effective portion of the Company’s
cash flow hedge before tax effect was less than $0.1 million, of which less than $0.1 million is expected to be
reclassified from AOCI into earnings within the next 12 months.

Non-Designated Derivatives

A portion of Miconex’s forward contracts with a total notional amount of $5.8 million is not designated as a hedging
instrument. The Company recognizes gains and losses on these contracts, as well any related costs, in interest and
other income (expense), net.

The Company records all derivatives in the Condensed Consolidated Balance Sheets at fair value. The Company’s
accounting treatment for these derivative instruments is based on its hedge designation. The following tables show the
Company’s derivative instruments at gross fair value (in thousands) as of March 30, 2018 and December 29, 2017.

March 30, 2018
Fair Value ofFair Value of
DerivativesDerivatives Not

Balance Sheet
Designated
as Designated as Total

Location Hedge InstrumentsHedge Instruments Fair Value
Derivative assets and liabilities:
Level 2:
Interest rate swap Prepaid expenses and other $24 $ — $ 24
Forward contracts Prepaid expenses and other $150 $ 591 $ 741
Forward contracts Other non-current assets $118 $ 422 $ 540

December 29, 2017
Fair Value ofFair Value of
DerivativesDerivatives Not

Balance Sheet
Designated
as Designated as Total

Location Hedge InstrumentsHedge Instruments Fair Value
Derivative assets and liabilities:
Level 2:
Interest rate swap Prepaid expenses and other $ 30 $ — $ 30
Forward contracts Prepaid expenses and other $ 714 $ — $ 714
Forward contracts Other non-current assets $ 588 $ — $ 588

The effect of derivative instruments in cash flow hedging relationships on income and other comprehensive income
(OCI) is summarized below (in thousands):
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Gains (Losses) Recognized in OCI on Derivatives Before Tax Effect

(Effective Portion)
Three Months Ended
March 30, March 31,
2018 2017

Derivatives in Cash Flow Hedging Relationship
Interest rate swap $ (15 ) $ 13
Forward contracts $ 24 $ —

Gains Reclassified from AOCI into Income (Effective
Portion)

Three Months
Ended
March 30,March 31,

Income Statement Location 2018 2017
Derivatives in Cash Flow Hedging

   Relationship
Interest rate swap Interest and other income (expense), net $ 10 $ 7
Forward contracts Cost of goods sold $ 42 $ —
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There were no gains (losses) recognized in income on derivatives that are excluded from the effectiveness testing and
ineffective portion of the cash flow hedge for the three months ended March 30, 2018 and March 31, 2017.

The effect of derivative instruments not designated as hedging instruments on income for the three months ended
March 30, 2018 was $1.0 million and not significant for the three months ended March 31, 2017.

3. Revenue Recognition

On December 30, 2017, the Company adopted Topic 606 using the modified retrospective method to those contracts
which were not completed as of December 30, 2017.  The adoption of Topic 606 did not have a material effect on the
Company’s financial position or results of operations.

Revenue is recognized when control of the promised goods or services is transferred to the Company’s customers, in
an amount that reflects the consideration the Company expects to be entitled to in exchange for those goods or
services. The Company assesses collectability based on the credit worthiness of the customer and past transaction
history. The Company performs on-going credit evaluations of customers and generally does not require collateral
from customers.

The Company operates in one operating and reportable segment as the nature of the Company’s products and
production processes, as well as type of customers and distribution methods, is consistent among all of the Company’s
products.  The Company sells its products primarily to customers in the semiconductor capital equipment
industry.  The Company’s revenues are highly concentrated, and we are therefore highly dependent upon a small
number of customers. Typical payment terms with our customers range from thirty to sixty days.

The Company’s most significant customers (having accounted for 10% or more of sales) and their related sales as a
percentage of total sales were as follows:

Three Months
Ended
March 30,March 31,
2018 2017

Lam Research Corporation 66.2 % 58.7 %
Applied Materials, Inc. 21.4 26.9
Total 87.6 % 85.6 %

Two customers’ accounts receivable balances, Lam Research Corporation and Applied Materials, Inc., were
individually greater than 10% of accounts receivable as of March 30, 2018 and as of December 29, 2017, and in the
aggregate represented approximately 69.5% and 75.8% of accounts receivable, respectively.

The Company provides warranty on its products for a period of up to two years and provides for warranty costs at the
time of sale based on historical activity. Determination of the warranty reserve requires the Company to make
estimates of product return rates and expected costs to repair or replace the products under warranty. If actual return
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rates and/or repair and replacement costs differ significantly from these estimates, adjustments to recognize additional
cost of sales may be required in future periods. The warranty reserve is included in other current liabilities on the
Condensed Consolidated Balance Sheets and are not considered significant.

The Company’s products are manufactured at our facilities in the U.S.A., China, Singapore and the Czech
Republic.  See Note 10 for geographical revenue details. Sales to customers are initiated through a purchase order and
are governed by our standard terms and conditions, written agreements, or both. Revenue is recognized when
performance obligations under the terms of an agreement with a customer are satisfied; generally, this occurs with the
transfer of control of our products.  Transfer of control occurs at a specific point-in-time.  Based on the enforceable
rights included in our agreements or prevailing terms and conditions, products produced by the Company without an
alternative use are not protected by an enforceable right of payment that includes a reasonable profit throughout the
duration of the agreement. Sales with terms f.o.b. shipping point are recognized at the time of shipment.  For sales
transactions with terms f.o.b. destination, revenue is recorded when the product is delivered to the customer’s site.
Consignment sales are recognized in revenue at the earlier of the period that the goods are consumed or after a period
of time subsequent to receipt by the customer as specified by terms of the agreement, provided control of the promised
goods or services has transferred.

- 14 -
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Revenue is measured as the amount of consideration we expect to receive in exchange for transferring goods or
providing services.  Sales, value-add, and other taxes we collect concurrent with revenue-producing activities are
excluded from revenue. Certain of our customers may receive cash-based incentives, such as rebates or credits, which
are accounted for as variable consideration.  We estimate these amounts based on the expected amount to be provided
to customers and reduce revenues recognized. As of March 30, 2018, an accrual for unpaid customer rebates of $0.3
million is included in accrued expenses on the Company’s Condensed Consolidated Balance Sheet.  The adoption of
Topic 606 did not have a significant impact on our estimates for variable consideration.

4. Balance Sheet Information

Inventories consisted of the following (in thousands):

March 30, December 29,
2018 2017

Raw materials $ 188,553 $ 183,457
Work in process 51,882 43,826
Finished goods 21,363 9,557
Total $ 261,798 $ 236,840

Equipment and leasehold improvements, net, consisted of the following (in thousands):

March 30, December 29,
2018 2017

Computer equipment and software $ 11,858 $ 11,672
Furniture and fixtures 3,330 3,318
Machinery and equipment 20,118 19,781
Leasehold improvements 23,734 22,839
Accumulated depreciation (39,727 ) (38,879 )

19,313 18,731
Construction in progress 17,526 13,515
Total $ 36,839 $ 32,246

5. Goodwill and Purchased Intangible Assets

The Company’s methodology for allocating the purchase price relating to purchase acquisitions is determined through
established and generally accepted valuation techniques. Goodwill is measured as the excess of the cost of the
acquisition over the sum of the amounts assigned to tangible and identifiable intangible assets acquired less liabilities
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assumed. Goodwill and purchased intangible assets with indefinite useful lives are not amortized, but are reviewed for
impairment at least annually and whenever events or changes in circumstances indicate that the carrying value of an
asset may not be recoverable. The Company regularly monitors current business conditions and other factors
including, but not limited to, adverse industry or economic trends and lower projections of profitability that may
impact future operating results.

To test goodwill for impairment, the Company first performs a qualitative assessment to determine whether it is more
likely than not that the fair value of a reporting unit is less than its carrying value. If it is concluded that this is the
case, the Company then performs the two-step goodwill impairment test. Otherwise, the two-step goodwill
impairment test is not required. Under the two-step goodwill impairment test, the Company would in the first step
compare the estimated fair value of each reporting unit to its carrying value. The Company determines the fair value
of each of its reporting units based on a weighting of income and market approaches. If the carrying value of a
reporting unit exceeds its fair value, the Company would then perform the second step of the impairment test in order
to determine the implied fair value of the reporting unit’s goodwill. If the Company determines that the carrying value
of a reporting unit’s goodwill exceeds its implied fair value, the Company would record an impairment charge equal to
the difference.

- 15 -
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The evaluation of goodwill and intangible assets for impairment requires the exercise of significant judgment. In the
event of future changes in business conditions, the Company will be required to reassess and update its forecasts and
estimates used in future impairment analyses. If the results of these future analyses are lower than current estimates, a
material impairment charge may result at that time. Details of goodwill and other intangible assets were as follows (in
thousands):

March 30, 2018 December 29, 2017
Intangible Intangible

Goodwill Assets Total Goodwill Assets Total
Carrying amount $85,248 $ 30,489 $115,737 $85,248 $ 31,587 $116,835

Purchased Intangible Assets

Intangible assets are generally recorded in connection with a business acquisition. The Company evaluates the useful
lives of its intangible assets each reporting period to determine whether events and circumstances require revising the
remaining period of amortization. In addition, the Company reviews indefinite lived intangible assets for impairment
when events or changes in circumstances indicate their carrying value may not be recoverable and tests definite lives
intangible assets at least annually for impairment. Management considers such indicators as significant differences in
product demand from the estimates, changes in the competitive and economic environment, technological advances,
and changes in cost structure. Details of purchased intangible assets were as follows (in thousands):

As of March 30, 2018 As of December 29, 2017
Gross Gross
Carrying Accumulated Carrying Carrying Accumulated Carrying Useful
Amount Amortization Value Amount Amortization Value Life

AIT
Customer relationships $19,000 $ (18,153 ) $ 847 $19,000 $ (17,998 ) $ 1,002 7
Tradename 1,900 (1,900 ) — 1,900 (1,900 ) — 6
Intellectual property/know-how 1,600 (1,314 ) 286 1,600 (1,257 ) 343 7
Marchi
Customer relationships 9,900 (3,135 ) 6,765 9,900 (2,887 ) 7,013 10
Tradename 1,170 (1,170 ) — 1,170 (1,170 ) — 6
Intellectual property/know-how 12,300 (4,367 ) 7,933 12,300 (4,023 ) 8,277 8-12
Miconex
Customer relationships 8,800 (3,129 ) 5,671 8,800 (2,835 ) 5,965 7.5
UCT
Tradename 8,987 — 8,987 8,987 — 8,987 *
Total $63,657 $ (33,168 ) $ 30,489 $63,657 $ (32,070 ) $ 31,587

*The Company concluded that the UCT tradename intangible asset life is indefinite and is therefore not amortized but
is reviewed for impairment at least annually and whenever events or changes in circumstances indicate that the
carrying value of an asset may not be recoverable.
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The Company amortizes its intellectual property/know-how and customer relationships intangible assets for Marchi
and Miconex on a straight-line basis with an estimated economic life of the assets ranging from 7 to 12 years.
Amortization expense was approximately $1.1 million and $1.2 million for the three months ended March 30, 2018
and March 31, 2017, respectively. Amortization expense is charged to general and administrative expense. As of
March 30, 2018, future estimated amortization expense is expected to be as follows (in thousands):

Amortization
Expense

2018 (remaining in year) $ 3,293
2019 4,040
2020 3,543
2021 3,543
2022 3,543
Thereafter 3,540
Total $ 21,502
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6. Borrowing Arrangements

The Company has credit facilities in the U.S. and Czech Republic that expire on February 2, 2019 and March 31,
2020, respectively. The Company and certain of its subsidiaries have agreed to secure all of their obligations under a
credit agreement (the “Credit Agreement”) by granting a first priority lien in substantially all of their respective personal
property assets (subject to certain exceptions and limitations).

As of March 30, 2018, the interest rates on the outstanding Term Loan and Revolving Credit facility were 3.65%
(2.0% fixed and 1.65% variable based on LIBOR) and 3.75% fixed, respectively. In order to manage interest rate risk
on the variable component of the Term Loan the Company entered into an interest rate swap with the Lenders in
September 2015 with a total notional amount of $20.0 million pursuant to which the Company pays the counterparty a
fixed rate of 0.99% and receives interest at a variable rate equal to the LIBOR rate the Company is required to pay
under its Term Loan, or 1.65%, as of March 30, 2018. This interest rate swap effectively locked in a fixed interest rate
of 2.99% on $6.2 million of the $7.4 million term loan balance outstanding as of March 30, 2018, with a decreasing
notional amount based on principal payments over the remaining period of the term loan.

The Credit Agreement requires the Company to maintain certain financial covenants including a consolidated fixed
charge coverage ratio (as defined in the Credit Agreement) of at least 1.25 to 1.00 starting with the end of the first
quarter of fiscal 2015 and a consolidated leverage ratio (as defined in the Credit Agreement) no greater than 3.5 to
1.00 starting with the end of the first quarter of fiscal 2015. The Credit Agreement also includes other customary
affirmative and negative covenants. In December 2015, the Credit Agreement was amended to add a covenant
requiring the Company to maintain a minimum cash balance of $35.0 million at the end of each quarter. The Company
was in compliance with all covenants for the quarter ended March 30, 2018.

The fair value of the Company’s long term debt was based on Level 2 inputs, and fair value was determined using
quoted prices for similar liabilities in inactive markets. The fair value of the Company’s outstanding borrowings under
the Company’s revolving credit facility was based on Level 2 inputs, and fair value was determined using inputs other
than quoted prices that are observable, specifically, discounted cash flows of expected payments at current borrowing
rates. The Company’s carrying value approximates fair value for the Company’s long term debt and revolving credit
facility.

As of March 30, 2018, the Company had outstanding amounts under the Term Loan and Revolving Credit Facility of
$7.4 million and $39.9 million, respectively, which are gross of unamortized debt issuance costs of $0.1 million, for a
total debt balance with this credit facility of $47.2 million.

As of March 30, 2018, Miconex had outstanding amount under a revolving credit facility of 6.1 million euros
(approximately $7.6 million) with an interest rate of 1.3% plus a variable rate based on the Euro Interbank Offered
Rate.

As of March 30, 2018, the Company’s total bank debt was $54.8 million. As of March 30, 2018, the Company had
$0.1 million and 2.1 million euros (approximately $2.6 million) available to borrow on our revolving credit facilities
in the U.S. and Czech Republic, respectively.
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7. Income Tax

On December 22, 2017, the U.S. government enacted the Tax Cuts and Jobs Act of 2017 (TCJA).  The TCJA
significantly revised the future ongoing U.S. corporate income tax by, among other things, lowering U.S. corporate
income tax rates from 35% to 21% and implementing a territorial tax system. Other provisions included an immediate
deduction for qualified investments and limitations on the deductibility of interest expense and executive
compensation. In December 2017, the SEC issued Staff Accounting Bulletin No. 118, Income Tax Accounting
Implications of the Tax Cuts and Jobs Act (SAB 118), which allows companies to record provisional amounts during
a measurement period not to extend more than one year beyond the Act enactment date. Since the TCJA was passed
late in the fourth quarter of 2017, and ongoing guidance and accounting interpretation are expected during the year,
the Company considers the accounting for deferred tax remeasurements, the impact of the transition of U.S.
international taxation from a worldwide tax system to a territorial system and other provisions to be incomplete. There
have been no material changes to the provisional adjustments disclosed in the Company’s 2017 Form 10-K. The
Company is continuing to evaluate the estimates used to record and disclose the effects of the Tax Act.
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Effective January 1, 2018, the TCJA created a new requirement to include in U.S. income global intangible low-taxed
income (GILTI) earned by controlled foreign corporations (“CFC”). The effect of GILTI, and the associated foreign tax
credit, is to effectively create a minimum floor of taxation on CFC profits that must be included currently in the gross
income of the CFCs’ U.S. shareholder. Under U.S. GAAP, we are allowed to make an accounting policy choice of
either (1) treating taxes due on future U.S. inclusions related to GILTI as a current-period expense when incurred (the
“period cost method”) or (2) factoring such amounts into a company’s measurement of its deferred taxes (the “deferred
method”). During the first quarter of 2018, the Company selected the period cost method in recording the tax effects of
GILTI in its financial statements.

The Company’s income tax provision and effective tax rates for the three months ended March 30, 2018 and March 31,
2017 were $2.5 million and 9.2% compared to $4.5 million and 23.9%, respectively. The change in respective rates
reflects, primarily, the recently enacted TCJA as discussed above, changes in the geographic mix of worldwide
earnings and financial results in jurisdictions which are taxed at different rates, the impact of losses in jurisdictions
with full federal and state valuation allowances and tax benefits associated with share-based compensation for the
three months ended March 30, 2018 .  

Company management continuously evaluates the need for a valuation allowance and, as of March 30, 2018,
concluded that a full valuation allowance on its federal and state deferred tax assets as well as the deferred tax assets
of one its Singapore subsidiaries was still appropriate.

The Company provides for U.S. income taxes on its undistributed earnings of foreign subsidiaries as required by the
TCJA. However, the Company does not provide for any withholding taxes on its undistributed earnings of its
subsidiaries that it intends to invest indefinitely outside the U.S. In prior years, the Company determined that a portion
of the current year earnings of one of its China subsidiaries may be remitted in the future to one of its foreign
subsidiaries outside of mainland China and, accordingly, the Company provided for the related withholding taxes in
its condensed consolidated financial statements. The Company does not currently plan to remit any earnings from its
China subsidiaries to any other foreign subsidiary in 2018. If the Company changes its intent to reinvest its
undistributed foreign earnings indefinitely or if a greater amount of undistributed earnings are needed than the
previous anticipated remaining unremitted foreign earnings, the Company could be required to accrue or pay foreign
taxes on some or all of these undistributed earnings. As of March 30, 2018, the Company had undistributed earnings
of foreign subsidiaries that are indefinitely invested outside of the U.S. of approximately $193.1 million. It is not
practicable to determine the tax liability that might be incurred if these earnings were to be distributed.

The Company’s gross liability for unrecognized tax benefits as of March 30, 2018 and March 31, 2017 was $0.3
million and $0.3 million, respectively. Although it is possible some of the unrecognized tax benefits could be settled
within the next twelve months, the Company cannot reasonably estimate the outcome at this time.

8. Net Income Per Share

Basic net income per share excludes dilution and is computed by dividing net income by the weighted average number
of common shares outstanding for the period. Diluted net income per share reflects the potential dilution that would
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occur if outstanding securities or other contracts to issue common stock were exercised or converted into common
stock.
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The following is a reconciliation of the numerators and denominators used in computing basic and diluted net income
(loss) per share (in thousands, except per share data):

Three Months
Ended
March 30,March 31,
2018 2017

Numerator:
Net income $24,741 $ 14,341
Denominator:
Shares used in computation — basic:
Weighted average common shares outstanding 36,723 33,061
Shares used in computation — diluted:
Shares used in computing basic net income per share 36,723 33,061
Dilutive effect of common shares outstanding

   subject to repurchase 761 793
Dilutive effect of options outstanding 7 11
Weighted average shares used in computing diluted

   net income per share 37,491 33,865
Net income per share — basic $0.67 $ 0.43
Net income per share — diluted $0.66 $ 0.42

On February 2, 2018, the Company successfully completed a follow-on offering whereby the Company issued
4,761,905 shares of its common stock. The weighted average impact for the quarter was 2,982,732 shares.

The Company had securities outstanding which could potentially dilute basic net income per share in the future, but
the incremental shares from the assumed exercise of these securities were excluded in the computation of diluted net
income per share, as their effect would have been anti-dilutive. Such outstanding securities consisted of 94,962 for the
three month period ended March 31, 2017 and none for the three months ended March 30, 2018.

9. Commitments and Contingencies

The Company had commitments to purchase inventory totaling approximately $192.9 million at March 30, 2018.

The Company leases properties domestically in Hayward, California, Austin, Texas, Chandler, Arizona and South San
Francisco, California and internationally in China, Singapore, the Philippines and the Czech Republic. The Company
leases certain of its facilities under non-cancelable leases, which expire on various dates through 2023.

As of March 30, 2018, future minimum payments under these operating leases were as follows (in thousands):
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Fiscal Year
2018  (remaining in year) $6,165
2019 6,022
2020 5,172
2021 4,640
2022 3,840
Thereafter 116
Total minimum lease payments $25,955

From time to time, the Company is subject to various legal proceedings and claims, either asserted or unasserted, that
arise in the ordinary course of business. Although the outcome of the various legal proceedings and claims cannot be
predicted with certainty, the Company has not had a history of outcomes to date that have been material to the
statement of operations and does not believe that any of these proceedings or other claims will have a material adverse
effect on its consolidated financial condition or results of operations.
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On January 29, 2018, the Company disclosed that the former shareholders of Miconex were disputing the Company’s
determination that Miconex failed to achieve the specified performance target applicable to the potential cash “earn-out”
payments under the acquisition agreement for the second annual performance period ended July 2017. The Company
followed the dispute resolution provisions of the acquisition agreement. In April 2018, the dispute was resolved in
favor of the Company and, therefore, no charges related to this dispute were recorded.

10. Geographical Information

The Company’s principal markets include North America, Asia and Europe. The Company’s foreign operations are
conducted primarily through its wholly-owned subsidiaries in China, Singapore and the Czech Republic. Sales by
geographic area represent sales to unaffiliated customers and are based upon the location to which the products were
shipped. The following table sets forth revenue by geographic area (in thousands):

Three Months Ended
March 30, March 31,
2018 2017

United States $184,775 $ 104,356
China 2,166 12,947
Singapore 102,633 60,240
Austria 13,535 11,221
Other 11,733 15,830

$314,842 $ 204,594

At March 30, 2018, approximately $10.6 million and $1.6 million of the Company’s net long-lived assets were located
in Asia and the Czech Republic, respectively, and the remaining balances were located in the United States. At
March 31, 2017, approximately $6.9 million and $1.6 million of the Company’s net long-lived assets were located in
Asia and the Czech Republic, respectively, and the remaining balances were located in the United States.
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ITEM 2.Management’s Discussion And Analysis of Financial Condition And Results Of Operations
You should read the following discussion of our financial condition and results of operations in conjunction with the
condensed consolidated financial statements and the notes thereto included elsewhere in this Quarterly Report on
Form 10-Q and in our Annual Report on Form 10-K filed with the SEC on March 14, 2018. This Quarterly Report on
Form 10-Q contains “forward-looking statements” that involve substantial risks and uncertainties. The statements
contained in this Quarterly Report on Form 10-Q that are not purely historical are forward-looking statements within
the meaning of Section 27A of the Securities Act, and Section 21E of the Securities Exchange Act of 1934, as
amended, including, but not limited to, statements regarding our expectations, beliefs, intentions, strategies, future
operations, future financial position, future revenue, projected expenses, gross margins and plans and objectives of
management. In some cases, you can identify forward-looking statements by terms such as “anticipate,” “believe,”
“estimate,” “expect,” “intend,” “may,” “might,” “plan,” “project,” “will,” “would,” “should,” “could,” “can,” “predict,” “potential,” “continue,”
“objective,” or the negative of these terms, and similar expressions intended to identify forward-looking statements.
However, not all forward-looking statements contain these identifying words. These forward-looking statements
reflect our current views about future events and involve known risks, uncertainties and other factors that may cause
our actual results, performance or achievement to be materially different from those expressed or implied by the
forward-looking statements. Factors that could cause or contribute to such differences include, but are not limited to,
those identified below, and those discussed in the section titled “Risk Factors” included in this Quarterly Report on
Form 10-Q and in our Annual Report on Form 10-K filed with the SEC on March 14, 2018. Furthermore, such
forward-looking statements speak only as of the date of this report. Except as required by law, we undertake no
obligation to update any forward-looking statements to reflect events or circumstances after the date of such
statements.

Overview

We are a global leader in the design, engineering, and manufacture of production tools, modules and subsystems for
the semiconductor capital equipment industry and industry segments with similar requirements including display,
consumer and medical. We focus on providing specialized engineering and manufacturing solutions for these
applications. We enable our customers to realize lower manufacturing costs and reduced design-to-delivery cycle
times while maintaining high quality standards.

We ship a majority of our products to U.S. registered customers with locations both in and outside the U.S. In addition
to U.S. manufacturing, we manufacture products in our Asian facilities to support local and U.S. based customers. We
conduct our operating activities primarily through our wholly owned subsidiaries, Ultra Clean Technology Systems
and Service, Inc., AIT, Ultra Clean Micro-Electronics Equipment (Shanghai) Co., Ltd., Ultra Clean Asia Pacific, Pte,
Ltd., Marchi and Miconex. 

Financial Highlights and Market Trends

Our sales for the first quarter of fiscal 2018 grew to $314.8 million, an increase of 53.9% compared to the comparable
quarter in fiscal 2017, as a result of demand for our products increasing with generally strong demand in the
semiconductor industry, as well as strong execution on time-sensitive orders and a faster than expected ramp up of
new product line wins with our existing customers due to larger than expected demand towards the end of the first
quarter of fiscal 2018. Our operating margin for the first quarter of fiscal 2018 was 8.5%, within our target of 8.0%
and 10.0%. We expect that our operating margin will remain in our target range of 8.0% to 10.0% for the second
quarter of fiscal 2018.

We believe our ability to custom design, manufacture, and deliver on unexpected, time-sensitive orders, as well as our
commitment to customer satisfaction, continues to strengthen our position as a critical supplier to our customers. Our
ability to provide engineering, critical fabrication, integration and testing capabilities on short notice, while meeting
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stringent quality levels, has made us a preferred outsourcing partner in the semiconductor capital equipment industry.
The combination of healthy demand drivers supporting the WFE market, and strengthened balance sheet, positions us
to take advantage of continued opportunities in the semiconductor market over the long-term. We also continue to
actively consider ways to broaden our capabilities and offerings for our customers, both organically and through
strategic acquisitions. We have in the past made acquisitions of complementary businesses and assets and regularly
evaluate opportunities to acquire complementary businesses or assets.

We believe the overall semiconductor market will remain strong from ongoing demand caused by a broad range of
drivers, including emerging application such as autonomous vehicles, the Internet of Things, high performance
computing, artificial intelligence, and technology to support the data sharing economy. We also believe that
semiconductor equipment OEMs are increasingly relying on partners like UCT to fulfill their expanding capacity
requirements. We believe that our revenue and profitability will be slightly lower in the second quarter of fiscal 2018
from the unexpectedly high levels experienced in the first quarter.

- 21 -

Edgar Filing: Ultra Clean Holdings, Inc. - Form 10-Q

38



During the first quarter of 2018 we completed a follow-on offering of our common stock registered with the SEC,
receiving net proceeds of $94.3 million after deducting the underwriting discounts and offering expenses.

Results of Operations

For the periods indicated, the following table sets forth certain costs and expenses and other income items as a
percentage of sales. The table and subsequent discussion should be read in conjunction with our Condensed
Consolidated Financial Statements and Notes thereto included elsewhere in our quarterly report.

Three Months Ended
March 30, March 31,
2018 2017

Sales 100.0 % 100.0 %
Cost of goods sold 84.5 % 81.7 %
Gross profit 15.5 % 18.3 %
Operating expenses:
Research and development 1.0 % 1.4 %
Sales and marketing 1.2 % 1.5 %
General and administrative 4.8 % 5.8 %
Total operating expenses 7.0 % 8.7 %
Income from operations 8.5 % 9.6 %
Interest and other income (expense), net 0.1 % (0.5 )%
Income before provision for income taxes 8.6 % 9.1 %
Income tax provision 0.7 % 2.2 %
Net income 7.9 % 6.9 %

Sales

Sales for the three months ended March 30, 2018 were $314.8 million, an increase of $110.2 million, or 53.9%, from
$204.6 million in the comparable quarter of 2017. The increase in overall sales in the first quarter of 2018 compared
to the first quarter of 2017 is primarily due to an increase in demand from our existing semiconductor customers as a
result of generally strong demand in the semiconductor industry during the period. On a geographic basis, sales in the
U.S. increased $35.1 million to $133.9 million, or 42.5% of sales, for the three months ended March 30, 2018
compared to $98.8 million, or 48.3% of sales, for the comparable period of 2017. Foreign sales increased $75.1
million to $180.9 million, or 57.5% of sales, for the three months ended March 30, 2018 compared to $105.8 million,
or 51.7% of sales, for the comparable period of 2017. We expect sales to be slightly lower in the second quarter of
fiscal 2018 from the unexpectedly high levels experienced in the first quarter of fiscal 2018.

Gross Profit

Cost of goods sold consists primarily of purchased materials, labor and overhead, including depreciation related to
certain capital assets associated with the design and manufacture of products sold.

Gross profit for the three months ended March 30, 2018 increased $11.3 million to $48.4 million, or 15.5% of sales,
from $37.5 million, or 18.3% of sales, for the three months ended March 31, 2017. The increase in gross profit dollars
in the first quarter of 2018 compared to the same period in 2017 was primarily due to higher volume of products
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shipped. The decrease in gross margin in the first quarter of 2018 compared to the first quarter of 2017 was due
mostly to a change in product mix with higher costs required to meet higher than expected customer demand at the
end of the first quarter of fiscal 2018, as well as due to an accelerated ramp of new products, offset partially by an
increase in labor efficiency. We expect gross profit to decrease in the second quarter of 2018 as compared to the first
quarter of 2018 due to the expected decrease in revenues for the second quarter of 2018 as described above.

Research and Development Expense

Research and development expense consists primarily of activities related to new component testing and evaluation,
test equipment and fixture development, product design, and other product development activities. Research and
development expense for the three months ended March 30, 2018 increased $0.1 million, or 4.2%, to $3.0 million, or
1.0% of sales, compared to $2.9 million, or 1.4% of sales in the comparable period in 2017.
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Sales and Marketing Expense

Sales and marketing expense consists primarily of salaries and commissions paid to our sales and service employees,
salaries paid to our engineers who work with the sales and service employees to help determine the components and
configuration requirements for new products and other costs related to the sales of our products. Sales and marketing
expense for the three months ended March 30, 2018 increased $0.8 million, or 24.7 %, to $3.8 million, or 1.2% of
sales, compared to $3.0 million, or 1.5% of sales, in the comparable period of 2017. The increase in sales and
marketing expenses when comparing the three month period ended March 30, 2018 with the comparable period in
2017 was due primarily to an increase in compensation expense resulting from an increase in employee headcount.  

General and Administrative Expense

Our general and administrative expense has historically consisted primarily of salaries and overhead associated with
our administrative staff, professional fees and amortization of our intangible assets. General and administrative
expense increased $3.3 million, or 28.0%, for the three months ended March 30, 2018, to $15.1 million, or 4.8% of
sales, compared with $11.8 million, or 5.8% of sales, in the comparable period of 2017. The increase was primarily
due to an increase in outside service expenses resulting from the non-capitalizable implementation costs of our
planned new ERP system and higher compensation expense as a result of an increase in employee headcount.

Interest and Other Income (Expense), net

Interest and other income (expense), net, for the three months ended March 30, 2018, was $0.3 million compared to
$(0.9) million in the comparable period of 2017. The decrease in net expense for the three month period ended March
30, 2018 compared to the same period in the prior year was primarily due to an increase in the fair value of the
Company’s non-designated derivative financial instruments and to a decrease in interest expense as a result of a lower
principal balance on our debt.

Income Tax Provision

Our tax expense and effective tax rates for the three months ended March 30, 2018 and March 31, 2017 were $2.5
million and 9.2%, and $4.5 million and 23.9%, respectively. The change in respective rates reflected, primarily,
recently enacted U.S. tax reform whereby the U.S. tax rate decreased from 35% to 21% among other tax changes,
changes in the geographic mix of worldwide earnings and financial results, the impact of losses in jurisdictions with
full federal and state valuation allowances and an increase in tax benefits associated with share-based compensation
for the three months ended March 30, 2018. Company management continuously evaluates the need for a valuation
allowance on its deferred tax assets and, as of March 30, 2018, concluded that a full valuation allowance on its federal,
state, and one of its Singapore subsidiaries was still appropriate.

Liquidity and Capital Resources

In February of 2018, we completed an underwritten public offering of 4,761,905 shares of our common stock, in
which we received net proceeds of approximately $94.3 million, after deducting the underwriting discounts and
offering expenses payable by us.

We have required capital to fund our working capital needs, satisfy our debt obligations, maintain our equipment,
purchase new capital equipment and make strategic acquisitions from time to time. As of March 30, 2018, we had
cash of $162.4 million compared to $68.3 million as of December 29, 2017. Our cash and cash equivalents, cash
generated from operations and amounts available under our revolving line of credit described below were our
principal source of liquidity as of March 30, 2018.
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For the three months ended March 30, 2018, total cash provided by operating activities was $5.1 million, a decrease of
$4.1 million when compared to $9.1 million for fiscal 2017. Operating cash flows generated in the three months ended
March 30, 2018 reflected net income adjusted for the effect of non-cash activities, including depreciation of
equipment and leasehold improvements, amortization of intangible assets and debt issuance costs, stock-based
compensation, loss from disposal of assets, change in the fair value of the financial instruments and changes in
working capital components. The primary drivers of the decrease in cash from operating activities included increases
in inventories, prepaid expenses, deferred income taxes and other non-current assets and decreases of accounts and
income tax payable offset by increase in net income. Our cash flows from operations in any given period are largely
driven by the timing of sales, the collection of accounts receivable and the payment of accounts payable.
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Operating cash flows in the three months ended March 31, 2017 included $4.2 million of non-cash activity comprised
of depreciation, amortization of intangibles, stock compensation expense, amortization of debt issuance costs and a
change in fair value of the contingent earn out payable to the former owners of Miconex. Cash generated from
operating activities included a decrease in prepaid expenses and other of $0.2 million and increases in accounts
payable of $23.8 million, accrued compensation and related benefits of $2.9 million, income taxes payable of $2.1
million and other liabilities of $1.0 million. These increases in cash flow were offset by increases in accounts
receivable, inventories and other assets of $20.1 million, $19.1 million and $0.2 million, respectively, and were driven
primarily from our increase in revenues and related inventory purchases.

Net cash used in investing activities for the three months ended March 30, 2018 was approximately $5.9 million,
attributable mostly to the costs related to the development of the Company’s new enterprise reporting system. Net cash
used in investing activities for the three months ended March 31, 2017 was approximately $2.8 million, attributable to
the expansion of our Singapore and Texas facilities and to the costs related to the development of the Company’s
planned new ERP system. 

Net cash provided by financing activities for the three months ended March 30, 2018 was $94.8 million, primarily due
to the $94.3 million net cash proceeds from our public offering of our common stock in February of 2018 and from
net bank borrowings of $2.3 million. Net cash used in financing activities for the three months ended March 31, 2017
was due primarily to principal payments on borrowings of $4.7 million offset by bank borrowing proceeds of $1.0
million. 

We anticipate that our existing cash and cash equivalents balance and operating cash flow will be sufficient to service
our indebtedness and meet our working capital requirements and technology development projects for at least the next
twelve months. The adequacy of these resources to meet our liquidity needs beyond that period will depend on our
growth, the size and number of any acquisitions, the state of the worldwide economy, our ability to meet our financial
covenants in our credit facility, the cyclical expansion or contraction of the semiconductor capital equipment industry
and the other industries we serve and capital expenditures required to meet possible increased demand for our
products.

In order to expand our business or acquire additional complementary businesses or technologies, we may need to raise
additional funds through equity or debt financings. If required, additional financing may not be available on terms that
are favorable to us, if at all. If we raise additional funds through the issuance of equity or convertible debt securities,
our existing stockholders’ equity interest will be diluted and these securities might have rights, preferences and
privileges senior to those of our
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