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EXPLANATORY NOTE REGARDING RESTATEMENT OF OUR CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

This quarterly report contains the restatement of our condensed consolidated statements of operations and cash flows for the three months ended
December 31, 2005.

As previously announced on November 1, 2006, a Special Committee was established by our Board of Directors to conduct an independent
investigation relating to our historical stock option practices. We requested the independent review following an internal review of our historical
stock option practices, which was a voluntary review initiated in light of news of the option practices of numerous companies across several
industries. The Special Committee, comprised of three independent members of our Board of Directors, retained independent outside counsel
and forensic accountants to assist in conducting the investigation. Together with its independent counsel, the Special Committee conducted an
extensive review of historical stock option practices including all awards made by us between January 1, 1995 and September 30, 2006, (the
Relevant Period ) that included the review of over one million documents and interviews of over 30 current and former employees, directors and
advisors.

As a result of the investigation, our management and the Special Committee, with the assistance of independent legal counsel and forensic
accounting experts, determined that incorrect measurement dates for a significant number of stock option awards during the Relevant Period
were used, resulting in errors in our accounting related to stock option compensation expenses during the Relevant Period. We determined that
corrections to previously issued consolidated financial statements were required to reflect additional material charges for stock-based
compensation expenses and related income and payroll tax effects.

Options granted during the Relevant Period to purchase an aggregate of approximately 8,735,590 shares were determined to have incorrect
measurement dates. Accordingly, our consolidated retained earnings as of December 31, 2005 has been restated to incorporate an aggregate of
approximately $20.6 million in incremental stock-based compensation charges, including payroll taxes, net of a $5.1 million tax benefit, during
the period from January 1, 1995 through December 31, 2005. We determined that the revised measurement dates for accounting purposes
differed from the originally recorded measurement dates due primarily to a number of factors, including (1) delays in the final determination or
approval of the awards, (2) retroactive selection of grant dates, (3) the absence of definitive documentation regarding approval, and (4) other
process-related issues. These included annual grants to existing employees and officers and option grants made to new hires or to employees
recently promoted.

In those cases in which we previously used a measurement date that we determined was incorrect, we have developed and applied a
methodology to remeasure those stock option grants and record the relevant stock-based compensation charges. For more information on our
restatement, including the methodology we adopted, see Part I. Item 2, Management s Discussion and Analysis of Financial Condition and
Results of Operations Restatement of Condensed Consolidated Financial Statements and Note 3 of Notes to Condensed Consolidated Financial
Statements appearing in Part I. Item 1 of this quarterly report.

In addition to restatements for stock-based compensation, we recorded restatements to correct other errors that occurred in the fiscal 2006
periods which have been reflected in the restated condensed consolidated financial statements. These restatements, including the nature thereof,
are further discussed in Note 3 of Notes to Condensed Consolidated Financial Statements appearing in Part I. Item 1 of this quarterly report.

All financial information contained in this quarterly report gives effect to the restatements of our consolidated financial statements as described
above.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This quarterly report contains certain forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934. All statements included in or incorporated by reference in this quarterly report, other than
statements of historical fact, are forward-looking statements. These statements are generally accompanied by words such as trend, may,  will,
could, would, should, expect, plan, anticipate, rely, believe, estimate, predict, intend, potential, continue, forecast
or other comparable terminology, including without limitation statements made under Future Trends , Our Strategy , discussions regarding our
bookings and in Management s Discussion and Analysis of Financial Condition and Results of Operations . Forward-looking statements also
include the assumptions underlying or relating to any of the foregoing statements. Actual results of Coherent, Inc. (referred to herein as the
Company, we, our or Coherent) may differ significantly from those anticipated in these forward-looking statements as a result of various factors,
including those discussed in the sections captioned Future Trends,  Risk Factors, = Key Performance Indicators, as well as any other cautionary
language in this quarterly report. All forward-looking statements included in the document are based on information available to us on the date
hereof. We undertake no obligation to update these forward-looking statements as a result of events or circumstances or to reflect the
occurrence of unanticipated events or non-occurrence of anticipated events.
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PART I. FINANCIAL INFORMATION

Item I. FINANCIAL STATEMENTS

Net sales

Cost of sales

Gross profit

Operating expenses:

Research and development
In-process research and development
Selling, general and administrative
Restructuring and other charges
Amortization of intangible assets
Total operating expenses

Income from operations

Other income (expense):

Interest and dividend income
Interest expense

Other net

Total other income, net

Income before income taxes
Provision for income taxes

Net income

Net income per share:
Basic
Diluted

Shares used in computation:
Basic
Diluted

COHERENT, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited; in thousands, except per share data)

@>H FH

Three Months Ended
December 30, December 31,
2006 2005
(As Restated) (1)

147,509 $ 130,994
85,535 75,000
61,974 55,994
18,322 14,748

690
33,484 29,888
137
1,943 2,444
53,886 47,770
8,088 8,224
6,073 1,881
(1,782) (268)
983 (140)
5274 1,473
13,362 9,697
2,604 860
10,758 $ 8,837
0.34 $ 0.28
0.33 $ 0.28
31,339 31,124
32,125 31,471

(1) See Note 3, Restatement of Condensed Consolidated Financial Statements of the accompanying Notes to Condensed Consolidated Financial Statements.

See Accompanying Notes to Condensed Consolidated Financial Statements
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COHERENT, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited; in thousands, except par value)

ASSETS
Current assets:
Cash and cash equivalents $
Short-term investments
Accounts receivable net of allowances of $3,548 and $3,275, respectively
Inventories
Prepaid expenses and other assets
Deferred tax assets
Total current assets
Property and equipment, net
Restricted cash, non-current
Goodwill
Intangible assets, net
Other assets
Total assets $

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Current portion of long-term obligations $
Convertible subordinated notes
Accounts payable
Income taxes payable
Other current liabilities
Total current liabilities
Long-term obligations
Other long-term liabilities
Convertible subordinated notes
Commitments and contingencies (Note 11)
Stockholders equity:
Common stock, par value $.01 per share:
Authorized 500,000 shares
Outstanding 31,564 shares and 31,412 shares, respectively
Additional paid-in capital
Notes receivable from stock sales
Accumulated other comprehensive income
Retained earnings
Total stockholders equity
Total liabilities and stockholders equity $

December 30,

2006

434,826
85,862
95,034
99,792
25,338
34,735
775,587
148,912
3,779
73,216
37,522
65,604

1,104,620

8
199,762
27,941
15,531
75,956
319,198
1,318
41,791

313
374,337
(324)
53,695
314,292
742,313
1,104,620

See Accompanying Notes to Condensed Consolidated Financial Statements.

September 30,
2006

445,231
48,767
111,446
101,494
21,256
29,201
757,395
148,592
3,709
71,871
38,863
62,094
1,082,524

8

29,498
17,720
79,352
126,578
1,276
37,419
199,747

311
367,290

(324)
46,693
303,534
717,504
1,082,524
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COHERENT, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited; in thousands)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Purchased in-process research and development
Depreciation and amortization

Amortization of intangible assets

Deferred income taxes

Stock-based compensation

Excess tax benefit from stock-based compensation arrangements
Tax benefit from employee stock options

Non-cash restructuring and other charges (recoveries)
Amortization of bond issue costs

Other non-cash expense (income)

Changes in assets and liabilities, net of effect of acquisitions:
Accounts receivable

Inventories

Prepaid expenses and other assets

Other assets

Accounts payable

Income taxes payable/receivable

Other current liabilities

Other long-term liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Purchases of property and equipment

Proceeds from dispositions of property and equipment

Purchases of available-for-sale securities

Proceeds from sales and maturities of available-for-sale securities
Acquisition of businesses, net of cash acquired

Change in restricted cash

Premiums paid for life insurance contracts

Other net

Net cash used in investing activities

Cash flows from financing activities:

Repayment of capital lease obligation

Cash overdrafts increase (decrease)

Issuance of common stock under employee stock option and purchase plans
Repurchase of common stock

Excess tax benefits from stock-based compensation arrangements
Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash and cash equivalents

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

(continued)

December 30,
2006

Three Months Ended
December 31,
(As Restated) (1)
10,758 $ 8,837
690
6,220 6,516
1,943 2,444
(578) 2,760
3,491 3,682
(77) (69)
60
(114)
292 14
70 40
17,435 2,330
1,531 3,969
(2,642) 1,883
(2,006) (1,055)
(1,913) 2,750
(2,446) 4,519)
(5,537) (8,992)
2,307 (740)
28,734 20,600
(5,037) (4,068)
143 20
(213,601) (79,411)
176,506 80,778
(4,455)
14) 4
(2,800)
196 (48)
(44,607) (7,180)
@
(1,874) 831
3,784 3,596
(8,599)
77 69
1,986 (4,103)
3,482 1,436
(10,405) 10,753
445,231 97,507
434,826 $ 108,260
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COHERENT, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited; in thousands)

Supplemental disclosure of cash flow information:
Cash paid during the period for:

Interest

Income taxes

Cash received during the period for:

Income taxes

Noncash investing and financing activities:

Portion of Iolon purchase price not yet paid (included in other current liabilities)
Unpaid property and equipment

Net retirement of restricted stock awards

@»h PH P

393
6,542

1,008

1,273
225

@D L

@ PH P

546
2,162

1,056

512
582

(1) See Note 3, Restatement of Condensed Consolidated Financial Statements of the accompanying Notes to Condensed Consolidated Financial Statements.

(concluded)

See Accompanying Notes to Condensed Consolidated Financial Statements

11
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COHERENT, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements have been prepared pursuant to the rules and regulations of the
Securities and Exchange Commission ( SEC ). Certain information and footnote disclosures normally included in financial statements prepared in
accordance with accounting principles generally accepted in the United States of America ( GAAP ) have been condensed or omitted pursuant to
such rules and regulations. These interim condensed consolidated financial statements and notes thereto should be read in conjunction with the
Coherent, Inc. (referred to herein as the Company, we, our or Coherent) consolidated financial statements and notes thereto filed on Form 10-K

for the fiscal year ended September 30, 2006. In the opinion of management, all adjustments necessary for a fair presentation have been made

and include only normal recurring adjustments. Interim results of operations are not necessarily indicative of results to be expected for the year.
Our fiscal year ends on the Saturday closest to September 30. Fiscal years 2007 and 2006 include 52 weeks each.

2. TERMINATED ACQUISITION

Excel Technology, Inc.

On February 21, 2006, we entered into a definitive agreement to acquire Excel Technology, Inc. ( Excel ), a manufacturer of photonics-based
solutions, consisting of laser systems and electro-optical components, primarily for industrial, commercial, and scientific applications. On
October 25, 2006, we received a prohibition order from the German Federal Cartel Office (FCO) regarding our proposed acquisition. The
acquisition had previously been approved by antitrust authorities in the United States. None of the multiple remedy proposals offered by
Coherent to the FCO addressing the overlap in the low-power carbon-dioxide laser market were satisfactory to the FCO. On November 1, 2006,
we received notice from Excel that it was terminating the merger agreement. As a result, our fourth quarter fiscal 2006 results included a pre-tax
charge of $5.9 million for previously capitalized costs related to the terminated merger agreement. In addition, our results for the first quarter of
fiscal 2007 include a pretax charge of $0.3 million for additional costs incurred during the period related to the terminated merger agreement.

3. RESTATEMENT OF CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Background

Based upon an investigation and determinations made by a Special Committee of the Board of Directors and management s undertaking of a
separate review of historical stock option activity subsequent to the filing of our quarterly report for the quarter ended July 1, 2006, we identified
errors in our accounting related to stock-based compensation expense in prior periods.

As previously announced on November 1, 2006, a Special Committee was established by our Board of Directors to conduct an independent
investigation relating to our historical stock option practices. The Special Committee, comprised of three independent members of our Board of

12
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Directors, retained independent legal counsel and forensic accountants to assist in conducting the investigation. Together with its independent
counsel, the Special Committee conducted an extensive review of historical stock option practices including all awards made by us between
January 1, 1995 and September 30, 2006 (the Relevant Period ).

On July 26, 2007, we announced that our management and the Special Committee, with the assistance of independent legal counsel and forensic
accounting experts, had determined that incorrect measurement dates for a significant number of stock option awards during the Relevant Period
were used. After receiving the Special Committee s conclusions, we subsequently reviewed stock option grants during the Relevant Period. On
September 26, 2007, our Audit Committee, after consultation with management, determined that additional charges for stock-based
compensation expense were required as a result of such incorrect measurement dates. As a result of the Special Committee s investigation and
our management s subsequent reviews and analyses, options granted during the Relevant Period to purchase an aggregate of approximately
8,735,590 shares were determined to have incorrect measurement dates. We determined that the revised measurement dates for accounting
purposes ( Revised Measurement Date ) differed from the originally recorded measurement dates due primarily to a number of factors, including
(1) delays in the final determination or approval of the awards, (2) retroactive selection of grant dates, (3) the absence of definitive
documentation regarding approval, and (4) other process-related issues. These included annual grants to existing employees and officers and
option grants made to new hires or to employees recently promoted. In those cases in which we previously used a measurement date that we
determined was incorrect, we developed and applied a methodology in determining the revised measurement dates for option grants during the
Relevant Period.

13
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In addition to restatements for stock-based compensation and the related income and payroll tax effects, we recorded adjustments to correct
other errors that occurred prior to fiscal 2007, which have been reflected in the accompanying related condensed consolidated financial
statements.

Restatement Adjustments

Our restated condensed consolidated financial statements for first quarter of fiscal 2006 incorporate adjustments to correct for errors in
stock-based compensation expense, payroll tax expense and other accounting matters, including the income tax impacts related to the

restatement adjustments and other tax errors (collectively, the restatement adjustments ). The table below presents the decrease to net income for
the first quarter of fiscal 2006 of the individual restatement adjustments, which are explained in further detail following the table (in thousands,
except per share data):

First Quarter

of Fiscal 2006

Stock-based compensation
Annual grants to employees $ 428
Annual grants to officers 128
Non-annual grants to employees 90
Non-annual grants to officers 3
Total stock-based compensation expense 649
Payroll taxes, interest and penalties 87
Total stock-based compensation adjustments 736
Other miscellaneous accounting adjustments
Correction of Lambda Physik purchase accounting 138
Correction of accounting for asset retirement obligations 69
Classification of unrealized foreign exchange losses on intercompany note 40

247
Total adjustments to income before income taxes 983
Income tax benefit (504)
Total decrease to net income $ 479
Decrease in diluted earnings per share $ 0.02

Stock-Based Compensation Summary These adjustments are from management s determination, based upon the Special Committee s investigation
and our subsequent reviews and analyses that the initially recorded measurement dates for various categories of option grants during the
Relevant Period were incorrect. These categories were:

®  Annual grants to employees. We determined that the appropriate measurement date for annual grants to employees was the date on which
evidence indicates the allocation of the options to the individual employees was substantially complete, as further described below. As a result,
annual grants for an aggregate of 4,749,940 shares through the first quarter of fiscal 2006 were remeasured and accounted for as fixed awards

under Accounting Principles Board Opinion (APB) No. 25, Accounting for Stock Issued to Employees, or APB 25, for periods prior to fiscal

2006 and under Statement of Financial Accounting Standards ( SFAS ) No. 123 (Revised 2004), Share-Based Payment (SFAS 123(R)), effective
October 2, 2005 and thereafter, using the methodologies described below under Accounting Considerations Stock-Based Compensation.

14
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®  Annual grants to officers. For annual grants to officers during fiscal years 1995, 1996, 1997, 1999, 2000 and 2002, we adopted a
methodology to remeasure these option grants to a revised measurement date, as described below under Accounting Considerations Stock-Based
Compensation , and accounted for these grants as fixed awards under APB 25 or SFAS 123(R), as applicable. The grants represented options to
purchase an aggregate of 1,251,500 shares through the first quarter of fiscal 2006. For annual grants to officers during other fiscal years during

the Relevant Period, management determined that the original measurement date was properly determined.

®  Non-annual grants to employees. Non-annual grants to employees are initial grants to newly hired employees or incremental grants to
existing employees upon their promotion. For non-annual grants to employees, we adopted a methodology to remeasure these option grants to a
revised measurement date, as described below under Accounting Considerations Stock-Based Compensation , and accounted for these grants as
fixed awards under APB 25 or SFAS 123(R), as applicable. The grants represented options to purchase an aggregate of 2,380,150 shares through
the first quarter of fiscal 2006.

®  Non-annual grants to officers. Non-annual grants to officers are initial grants to newly hired officers or incremental grants upon an existing
employee s promotion to an officer position. For non-annual grants to officers, we adopted a methodology to remeasure these option grants to a
revised measurement date, as described below under Accounting Considerations Stock-Based Compensation , and accounted for these grants,
which represented options to purchase an aggregate of 351,500 shares through the first quarter of fiscal 2006, as fixed awards under APB 25 or
SFAS 123(R), as applicable.

Payroll taxes, interest and penalties In connection with the stock-based compensation charges included in the restatement, certain options
previously classified as Incentive Stock Options ( ISO ) were determined to have been granted with an exercise price below the fair market value
of our stock on the revised measurement date. Under U.S. tax regulations, ISOs may not be granted with an exercise price less than the fair
market value on the date of grant, and therefore might not qualify for ISO tax treatment. We refer to these stock options as the Affected ISOs.
The potential disqualification of ISO status exposes us to additional payroll related withholding taxes on the exercise of options granted to U.S.
employees, and interest and penalties for failing to properly withhold taxes on the exercise of those options. Additionally, we recorded tax,
interest, and penalty expenses with respect to certain options granted in the U.K. which were determined to have been granted with an exercise
price below the fair market value of our common stock on the revised measurement date ( U.K. Options ). The tax, interest and penalty expenses
were recorded in the periods in which the underlying stock options were exercised. Then, in periods in which the liabilities were legally
extinguished due to statutes of limitations, the expenses were reversed and recognized as a reduction in the related functional expense in our
consolidated statements of operations. The net U.S. and U K. tax liabilities at December 30, 2006 for this potential disqualification of ISO tax
treatment for the Affected ISO s and the U.K. Options totaled $1.2 million.

Management and the Board are considering possible ways to address the impact that Section 409A of the Internal Revenue Code ( IRC ) may
have as a result of the exercise price of stock options being less than the fair market value of our common stock on the revised measurement
date. IRC Section 409A imposes significant additional taxes to our employees on stock options granted with an exercise price lower than the fair
market value on the date of grant that vest after December 31, 2004. The Internal Revenue Service ( IRS ) has issued transition rules under IRC
Section 409A that allows for a correction, or cure , for non-exercised, non-executive options subject to IRC Section 409A. We continue to
evaluate the potential corrections or cures in light of the additional time relief granted by the IRS through December 2008.

Other miscellaneous accounting adjustments In addition to stock-based compensation related charges, we recorded adjustments to correct errors
in the condensed consolidated financial statements for the fiscal 2006 periods that had not been previously reflected in our condensed
consolidated financial statements. These restatements relate to the correction of errors in the purchase accounting related to our acquisition of a
39.62% interest in Lambda Physik in fiscal 2003, the failure to adopt the provisions of SFAS No. 143  Accounting for Asset Retirement
Obligations and the correction of the classification of unrealized foreign exchange gains and losses related to an intercompany note.

16
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Income tax benefit We reviewed the income tax effect of the stock-based compensation charges, and we believe that the proper income tax
accounting for U.S. stock options under GAAP depends, in part, on the tax distinction of the stock options as either ISOs or non-qualified stock
options ( NSOs ). Under U.S. tax regulations, ISOs may not be granted with an exercise price less than the fair market value on the date of grant.
Because of the potential impact of the measurement date changes on the qualified status of Affected ISOs, we have determined that all Affected
ISOs might not be qualified ISOs under the tax regulations, and therefore should be accounted for as if they were NSOs for income tax

accounting purposes. The Company recorded a tax benefit with respect to the Affected ISOs. To the extent an ISO was not disqualified through

a same day sale or sold before fulfilling the holding period requirements related to the Affected ISOs, the recorded tax asset was written off to
earnings when the statute of limitations for the year of exercise closed.

11
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We have recorded a net income tax benefit of approximately $5.1 million in connection with the stock-based compensation related expense
during the period from fiscal year 1995 through December 31, 2005. The recognized tax benefit related to affected stock options granted to
officers was limited due to the potential non-deductibility of the related expenses under IRC Section 162(m). This IRS rule limits the amount of
executive compensation that may be deducted for U.S. tax purposes under certain circumstances. We did not record a tax benefit or deferred tax
asset for affected stock options granted to non-U.S., non-U.K. and certain non-German employees because we determined that we could not
receive tax benefits outside of the U.S., U.K. and Germany. The net tax benefit has resulted in an increase of our deferred tax assets for all U.S.
and UK affected stock options and certain German affected stock options prior to the exercise or forfeiture of the related options. Upon exercise
or cancellation of the underlying options, the excess or deficiency in deferred tax assets are written-off to either expense or additional paid-in
capital in the period of exercise or cancellation.

Further, we have recorded additional restatements to income taxes to record the effect of errors identified in the accounting for income tax
contingencies resulting from the misapplication of information available at the date of the misstatement as well as the tax effects of the other
miscellaneous accounting adjustments.

Accounting Considerations Stock-Based Compensation

Prior to the adoption of SFAS 123(R) in fiscal 2006, we originally accounted for all employee, officer and director stock option grants as fixed
grants under APB 25, using the recorded grant date as the measurement date. We issued all grants with an exercise price equal to the fair market
value of our common stock on the recorded grant date, and therefore originally recorded no stock-based compensation expense.

The Special Committee concluded that the measurement dates for certain stock option grants differed from the recorded grant dates for such
grants. As described in APB 25, the measurement date is the first date on which both the number of shares that an individual employee was
entitled to receive and the exercise price are known with finality. Using the methodologies described below we revised the measurement dates
for the indicated option grants during the Relevant Period, and we refer to these revised measurement dates as the Revised Measurement Dates .
For periods prior to fiscal 2006, we calculated stock-based compensation expense under APB 25 based upon the intrinsic value as of the Revised
Measurement Dates of stock option awards determined to be fixed awards under APB 25 and the vesting provisions of the underlying options
through October 1, 2005. We calculated the intrinsic value on the Revised Measurement Date as the closing price of our common stock on such
date as reported on the Nasdaq National Market, now the Nasdaq Global Market, less the exercise price per share of common stock as stated in
the underlying stock option agreement, multiplied by the number of shares subject to such stock option award. We recognized these amounts as
compensation expense on a straight-line basis over the vesting period of the underlying options. Effective October 2, 2005, we adopted the fair
value recognition provisions of SFAS 123(R), requiring us to recognize expense related to the fair value of our stock-based compensation
awards. Therefore, subsequent to fiscal 2005, we calculated stock-based compensation expense based upon the fair value as of the Revised
Measurement Date in accordance with the provisions of SFAS 123(R).

The methodology we used to determine the Revised Measurement Dates associated with prior stock option grants was as follows:

Annual grants to employees For the majority of the annual grants to employees, the process of allocating stock option grants among individual
employees continued beyond the recorded grant date. Based on available evidence, we have determined that the appropriate measurement date
for annual grants to employees was the earliest date on which evidence indicates the allocation of the options to the individual employees was
substantially complete. We defined substantially complete as the point at which evidence indicated that 96% or greater of the grant records had
been determined with finality. Such determination was based on the earliest of the three following actions that could be verified with available
evidence: (1) on evidence of a substantially complete listing of options allocated to individual employees, (2) on evidence of communication
stating that the process was complete supported by records being added into our stock option database application prior to, on or within two days
of such communication or (3) on evidence of dates that the employee records of the grants of the stock option were added to the stock option
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database application (the record added date ), where evidence of a substantially complete listing of options allocated to individual employees was
not available.

12
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After the date on which substantially all granting activities were completed, there were an insignificant number of changes to option awards
attributable to circumstances such as the effective cancellation of a grant because of an employee s termination, or additions due to administrative
error corrections, promotion or individual performance reassessment. Where option awards were added subsequent to the date the allocation
process was substantially complete, we have determined that each award was a separate grant with its own measurement date and that this
subsequent addition was not indicative that the broader granting process for such annual awards had failed to be completed by the Revised
Measurement Date. Measurement dates for individual awards which were not substantially complete by the Revised Measurement Date were
determined based on the earlier of (1) the date the additions were communicated to the stock administrator for addition to the annual grant pool,
(2) the record added date or (3) for periods prior to the implementation of the current stock administration system, the print date of the Notice of
Grant.

Annual grants to officers For annual grants to officers during fiscal years 1995, 1996, 1997, 1999, 2000 and 2002, the grants were awarded
between Board meeting dates and in certain cases between committee meeting dates, and there is a lack of evidence that the price and number of
shares were determined with finality as of the recorded grant date.

Based on available evidence, we have determined that the appropriate measurement date for annual grants to officers was the date on which
evidence indicates that both the shares awarded to the officers and the exercise price of those shares was known with finality. Such

determination was based on the earliest date of the three following actions that could be verified with available evidence: (1) the date that the
specific number of shares for each officer was approved for grant by the Board as evidenced by the minutes of the Board of Directors meeting,
providing that the approval occurred prior to the submission of the applicable Form 3 or Form 4 to the Securities and Exchange Commission

( SEC ); (2) the record added date, providing that the record was added prior to the submission of the applicable Form 3 or Form 4 to the SEC; or
(3) the date of submission of the applicable Form 3 or Form 4 to the SEC.

Non-annual grants to employees Non-annual grants to employees are initial grants to newly hired employees or incremental grants to existing
employees upon their promotion. For non-annual grants to employees prior to June 2003, our stated process was to select the grant date to be the
Monday after the Human Resources department requested the award. On June 5, 2003, we strengthened our process to require the signature of
the Executive Vice President of HR on all award requests with the grant date to be the Monday after receipt of such signature. Beginning on
June 7, 2006, we changed our process to require three members of an equity grant committee, established by the Board and the Board s
Compensation and H.R. Committee, to meet only on a fixed date once a month to consider any requested awards, with the award effective on
such date or, in the event action was required by written consent, the action would be effective on the date the last consent signature was
received.

Based on available evidence, we determined that the process was not consistently followed during the period from fiscal 1995 through June 4,
2003. As a result, we determined that the appropriate measurement date for non-annual employee grants during the period from fiscal 1995
through June 4, 2003 was the earliest date of the two following actions that could be verified with available evidence: (1) the record added date
and (2) the date the specific grant was approved as evidenced by the minutes of a Board of Directors meeting.

For the period from June 5, 2003 through June 6, 2006, we determined that most of the measurement dates for non-annual grants to employees
during this period followed the stated process and were appropriate. For two grants that we determined did not follow the process, we
determined the appropriate measurement date based on the stated process.

For the period from June 7, 2006 through September 30, 2006, we determined that we followed the process consistently and that all of the
measurement dates for non-annual grants to employees during this period were appropriate.
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Non-annual grants to officers Non-annual grants to officers are initial grants to newly hired officers or incremental grants for existing
employees upon their promotion to an officer position. For non-annual grants to officers, Board or Compensation and H.R. Committee approval
was reflected in written actions. We determined that the original recorded grant dates lacked evidence supporting when such written actions
were executed for ten of the twelve non-annual grants to officers during the period from fiscal 1995 through fiscal 2006.

Based on available evidence, we determined that the appropriate measurement date for each of the ten non-annual grants to officers was the
earliest of the three following actions that could be verified with available evidence: (1) the date written actions reflecting approval by the Board
or Compensation and H.R. Committee were executed; (2) the record added date, providing that the related notice of grant was printed by us prior
to the submission of the applicable Form 3 or Form 4 to the SEC; and (3) the date the applicable Form 3 or Form 4 was submitted to the SEC.

13

21



Edgar Filing: COHERENT INC - Form 10-Q

Non-employee director automatic stock option grants Our 1990 and 1998 Directors Option Plans provide for the automatic and non-discretionary
grant of non-statutory stock options to our non-employee directors, such that the grants require no independent action of the Board of Directors.
The 1998 Directors Plan replaced the 1990 Directors Plan which expired on December 8, 1999 and was approved by stockholders on March 17,
1999. From 1995 through March 27, 2003, under both Plans, each non-employee director was automatically granted a non-discretionary grant of

a non-statutory stock option to purchase 20,000 shares of common stock upon appointment as a member of the Board, and each non-employee
director was granted a non-discretionary grant of a non-statutory stock option to purchase 5,000 shares of our common stock on the date of each
Annual Meeting of Stockholders. The 1998 Directors Plan was amended by the Stockholders on March 23, 2003 to increase the automatic
non-discretionary grant of a non-statutory stock option to purchase shares of common stock upon appointment as a member of the Board from
20,000 to 30,000 shares ( Initial Grant ) and to increase the non-discretionary grant of a non-statutory stock option to purchase shares of our
common stock on the date of and immediately following each Annual Meeting of Stockholders from 5,000 shares to 12,000 shares ( Subsequent
Grant ). The Plans provide that the exercise price shall be equal to the fair market value of the common stock on the date of the grant of the
options. On March 30, 2006, the 1998 Directors Plan was further amended to reduce the Initial Grant from 30,000 to 24,000 shares and the
Subsequent Grant from 12,000 to 6,000 shares. In addition, non-employee directors receive a restricted stock unit of 2,000 shares upon first
joining the Board of Directors and an award of restricted stock units of 2,000 shares on each Annual Meeting of Stockholders where such

director is reelected.

We have determined that, as a result of administrative errors, a total of five automatic grants representing initial options to purchase a total of
140,000 shares under the 1998 Directors Plan upon the appointment of five of our directors to the Board of Directors were documented as
having been made on dates other than as set forth in the 1998 Directors Option Plan. We have corrected the documentation of these grants to
reflect the correct dates and exercise prices, as automatically established under the 1998 Directors Option Plan. Because these actions were
corrections of administrative errors in the documentation, rather than changing any of the terms of the stock option grants as automatically
granted, we determined that there was no accounting charge to be recognized in connection with these corrections, as the correct measurement
date was the date of grant as automatically established by the 1998 Directors Option Plan, and the exercise price was the fair market value of our
common stock on the correct measurement date.

Although we determined that there is no accounting charge resulting from the administrative correction, the administrative correction did result
in an increase of the exercise price for each of the five grants. Four of such directors have expressly agreed to the correction to increase the
exercise prices of certain of such grants to purchase 107,800 shares. The fifth director s option expired unexercised; therefore no such agreement
was needed. Further, the three directors who exercised misdocumented grants have reimbursed us for the difference between the aggregate
exercise price as misdocumented and as corrected, in the amounts of $1,195, $1,100 and $1,272, respectively.
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Impact of the Restatement Adjustments on our Condensed Consolidated Financial Statements

The following tables present the impact of the financial statement restatement adjustments on our previously reported condensed consolidated
statements of operations and cash flows for the first quarter of fiscal 2006 (in thousands, except per share data):

First Quarter of Fiscal 2006

As Previously Reported Adjustments As Restated
Net sales $ 130,994 $ $ 130,994
Cost of sales 74,843 157 A,C 75,000
Gross profit 56,151 (157) 55,994
Operating expenses:
Research and development 14,618 130 A 14,748
In-process research and development 690 690
Selling, general and administrative 29411 477 A,C 29,888
Amortization of intangible assets 2,306 138 B 2,444
Total operating expenses 47,025 745 47,770
Income from operations 9,126 (902) 8,224
Other income (expense):
Interest and dividend income 1,881 1,881
Interest expense (231) @37 C (268)
Other net (96) (44) A.D (140)
Total other income, net 1,554 (81) 1,473
Income before income taxes 10,680 (983) 9,697
Provision (benefit) for income taxes 1,364 (504) A.E 860
Net income $ 9,316 $ 479) $ 8,837
Net income per share:
Basic $ 0.30 $ (0.02) $ 0.28
Diluted $ 0.30 $ (0.02) $ 0.28
Shares used in computation:
Basic 31,124 31,124
Diluted 31,475 @F 31,471
A. Adjustments for stock-based compensation expense and the associated payroll taxes, penalties, interest and income tax benefit.
B. Adjustment to correct errors in the amortization of intangibles related to the purchase accounting for our acquisition of a 39.62%
interest in Lambda Physik in fiscal 2003.
C. Adjustments for errors in the accounting for asset retirement obligations.
D. Adjustment to correct the classification of unrealized foreign exchange gains and losses related to an intercompany note.
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Adjustments to correct for errors in income taxes, including the income tax effects of adjustments described in A, C, and D above.

Adjustment to reflect the effect on diluted weighted average shares outstanding as a result of the restatements described in A above.
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Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash provided by
operating activities:

Purchased in-process research and development
Depreciation and amortization

Amortization of intangible assets

Deferred income taxes

Stock-based compensation

Excess tax benefit from stock-based compensation arrangements
Tax benefit from employee stock options

Amortization of bond issue costs

Other non-cash expense (income)

Changes in assets and liabilities, net of effect of acquisitions:
Accounts receivable

Inventories

Prepaid expenses and other assets

Other assets

Accounts payable

Income taxes payable/receivable

Other current liabilities

Other long-term liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Purchases of property and equipment

Proceeds from dispositions of property and equipment

Purchases of available-for-sale securities

Proceeds from sales and maturities of available-for-sale securities
Acquisition of businesses, net of cash acquired

Change in restricted cash

Other net

Net cash used in investing activities

Cash flows from financing activities:

Cash overdrafts increase

Issuance of common stock under employee stock option and
purchase plans

Repurchase of common stock

Excess tax benefits from stock-based compensation arrangements
Net cash used in financing activities

Effect of exchange rate changes on cash and cash equivalents
Net increase in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

As Previously
Reported

9,316

690
6,485
2,306
2,760
3,047

(172)

63

2,330
3,953
1,883
(1,055)
2,750
(4,015)
(9,079)
(740)
20,522

4,014)
20

(79,411)
80,778

(4,455)
4

(83)

(7,166)

831

3,596
(8,599)
172
(4,000)
1,397
10,753
97,507
108,260
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First Quarter of Fiscal 2006

Adjustments

$ (479) $

31C
138 B

635 A,G
103 A
60 H

14 F
(23)CH

16 G

(504) A,E
87T A

78

54)C

40 CF
14

(103) A
(103)
39D

$ $

As Restated

8,837

690
6,516
2,444
2,760
3,682

(69)

60
14
40

2,330
3,969
1,883
(1,055)
2,750
(4,519)
(8,992)
(740)
20,600

(4,068)
20

(79.411)
80,778

(4,455)
4

48)

(7,180)

831

3,596
(8,599)
69
(4,103)
1,436
10,753
97,507
108,260
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A. Adjustments for stock-based compensation expense and the associated payroll taxes, penalties, interest and income tax benefit.

B. Adjustment to correct errors in the amortization of intangibles related to the purchase accounting for our acquisition of a 39.62%
interest in Lambda Physik in fiscal 2003.

C. Adjustments for errors in the accounting for asset retirement obligations.

D. Adjustment to correct the classification of unrealized foreign exchange gains and losses related to an intercompany note.

E. Adjustments to correct for errors in income taxes, including the income tax effects of adjustments described in A, C and D above.

F. Reclassification of amortization of bond issue costs from investing to operating cash flows to conform to current period presentation.
G. Reclassification of capitalized stock-based compensation to cash flows from changes in inventories to conform to current period
presentation.

H. Reclassification of tax benefit from employee stock options to conform to current period presentation.

4. RECENT ACCOUNTING STANDARDS

In June 2006, the FASB issued Financial Interpretation No. (FIN) 48, Accounting for Uncertainty in Income Taxes, ( FIN 48 ) which clarifies the
accounting for uncertainty in income taxes recognized in an enterprise s financial statements in accordance with SFAS 109, Accounting for
Income Taxes. FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of
a tax position taken or expected to be taken in a tax return. It also provides guidance on derecognition, classification, interest and penalties,
accounting in interim periods, disclosure, and transition. In addition, in May 2007, the FASB issued FASB Staff Position No. FIN 48-1,
Definition of Settlement in FASB Interpretation No. 48, ( FSP FIN 48-1 ) to amend FIN No. 48 by providing that previously unrecognized tax
benefits can be recognized when the tax positions are effectively settled upon examination by a taxing authority. According to FSP FIN 48-1, an
enterprise s tax position will be considered effectively settled if the taxing authority has completed its examination, the enterprise does not plan to
appeal, and the possibility is remote that the taxing authority would reexamine the tax position in the future. The requirements of FIN 48 and
FSP FIN 48-1 are effective for our fiscal year beginning September 30, 2007. As of the end of fiscal year 2007, we estimate that our tax
contingencies could increase by approximately $1 million to $3 million as a result of the adoption of FIN 48 and FSP FIN 48-1. This amount
would be an adjustment to our retained earnings for fiscal year beginning September 30, 2007.
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In September 2006, the SEC issued Staff Accounting Bulletin 108 Considering the Effects of Prior Year Misstatements When Quantifying
Misstatements in Current Year Financial Statements ( SAB 108 ) addressing how the effects of the carryover or reversal of prior year
misstatements should be considered in quantifying a current year misstatement. The SEC Staff believes that companies should quantify errors
using both a balance sheet and an income statement approach and evaluate whether either of these approaches results in quantifying a
misstatement that, when all relevant quantitative and qualitative factors are considered, is material. SAB 108 also describes the circumstances
where it would be appropriate for a registrant to record a one-time cumulative effect adjustment to correct errors existing in prior years that
previously had been considered immaterial as well as the required disclosures to investors. SAB 108 is effective for us for fiscal year 2007. We
adopted SAB 108 on October 1, 2006 and our adoption did not have an impact on our consolidated financial position and results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities ( SFAS 159 ). SFAS 159
expands the use of fair value accounting but does not affect existing standards, which require assets or liabilities to be carried at fair value.

Under SFAS 159, a company may elect to use fair value to measure certain financial assets and financial liabilities, on an

instrument-by-instrument basis. If the fair value option is elected, unrealized gains and losses on existing items for which fair value has been

elected are reported as a cumulative adjustment to beginning retained earnings. Subsequent to the adoption of SFAS 159, changes in fair value

are recognized in earnings. SFAS 159 is effective for fiscal years beginning after November 15, 2007 with earlier adoption permitted. We have
elected not to early adopt and are currently assessing the impact of SFAS 159 on our consolidated financial position and results of operations.

5. REVENUE RECOGNITION

We recognize revenue when all four revenue recognition criteria have been met: persuasive evidence of an arrangement exists, the product has
been delivered or the service has been rendered, the price is fixed or determinable and collection is probable. Revenue from product sales is
recorded when all of the foregoing conditions are met and risk of loss and title passes to the
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customer. Our products typically include a one-year warranty and the estimated cost of product warranty claims (based on historical experience)
is recorded at the time the sale is recognized. Sales to customers are generally not subject to any price protection or return rights.

The vast majority of our sales are made to original equipment manufacturers ( OEMs ), distributors, resellers and end-users in the non-scientific
market. Sales made to these customers do not require installation of the products by us and are not subject to other post-delivery obligations,
except in occasional instances where we have agreed to perform installation or provide training. In those instances, we defer revenue related to
installation services or training until these services have been rendered. We allocate revenue from multiple element arrangements to the various
elements based upon relative fair values, which is determined based on the price charged for each deliverable on a standalone basis.

Our sales to distributors, resellers and end-user customers typically do not have customer acceptance provisions and only certain of our sales to
OEM customers have customer acceptance provisions. Customer acceptance is generally limited to performance under our published product
specifications. For the few product sales that have customer acceptance provisions because of other than published specifications, (1) the
products are tested and accepted by the customer at our site or by the customer s acceptance of the results of our testing program prior to
shipment to the customer, or (2) the revenue is deferred until customer acceptance occurs.

Sales to end-users in the scientific market typically require installation and, thus, involve post-delivery obligations; however, our post-delivery
installation obligations are not essential to the functionality of our products. We defer revenue related to installation services until completion of
these services.

For most products, training is not provided; therefore, no pos