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PART |
Item 1. Business

Information contained or incorporated by refererinethis report contains forward-looking statementEhese forward-looking
statements are based on current expectations aliefvand involve numerous risks and uncertainttieeg could cause actual results
to differ materially from expectations. These fard¢looking statements should not be relied upopraslictions of future events as
we cannot assure you that the events or circumstneflected in these statements will be achievedilboccur. You can identify
forward-looking statements by the use of forwamklng terminology such as “may,” “will,” “expect,™anticipate,” “estimate” or
“continue” or the negative thereof or other variatis thereon or comparable terminology which coutt# projected financial
information. These forward-looking statements atdject to risks, uncertainties and assumptionsuabbegal Corporation
including, but not limited to, industry conditionsgonomic conditions, acceptance of new technaogiel market acceptance of
Tegal Corporation’s products and service. Foriscdission of the factors that could cause actuslits to differ materially from the
forward-looking statements, see the “Part |, Itef-2Risk Factors” and the “Financial Condition” seoti set forth in “Part Il, Item
7—Management’s Discussion and Analysis of Finar€@idition and Results of Operations,” beginningpage 18 below and such
other risks and uncertainties as set forth belowthiis report or detailed in our other SEC reportadafilings. We assume no
obligation to update forward-looking statements.

All dollar amounts are in thousands unless spetigherwise.
The Company

Tegal Corporation, a Delaware corporation (“Tegalthe “Company”), designs, manufactures, markaetsservices plasma etch
and deposition systems that enable the producfiamtegrated circuits (“ICs”), memory and relateitroelectronics devices used in
portable computers, cellphones, PDAs and RFID agfitins; megapixel imaging chips used in digital aallphone cameras; power
amplifiers for portable handsets and wireless neting gear; and MEMS devices like accelerometerns doatomotive airbags,
microfluidic control devices for ink jet printerand laboratory-on-a-chip medical test kits. Etghéimd deposition constitute two of
the principal IC and related device production pascsteps and each must be performed numerousitinides production of such
devices.

We were formed in December 1989 to acquire theaijpars of the former Tegal Corporation, a divisafMotorola, Inc. Our
predecessor company was founded in 1972 and adgbyeMotorola, Inc. in 1978. We completed our aiitpublic offering in
October 1995.

On August 30, 2002, we acquired all of the outstam@ommon stock of Sputtered Films, Incorporat&¥F(”), a privately held
California corporation. SFl is a leader in the iges manufacture and service of high performancgsiglal vapor deposition
sputtering systems for particular applicationshie semiconductor and semiconductor packaging induSFI was founded in 1967
with the development of its core technology, th&$s.

On November 11, 2003, we acquired substantiallyo&lthe assets and certain liabilities of Simplyst&ms Corporation,
(“Simplus”), a development stage company. Simgiad developed a deposition cluster tool and cepaiented processes for
barrier, copper seed and high-K dielectric appiicet. Simplus had coined the term “nano-layer déjmm” or “NLD” to describe its
unique approach to molecular organic chemical vajgmosition (“MOCVD”). We are continuing to devplthese NLD processes
and related tools, and are in the process of markétem to a limited number of key customers antjdevelopment partners.

On May 28, 2004, we purchased substantially alhefassets and assumed certain liabilities of Eigsivative Systems, Inc.
(“FDSI"). FDSI, a privately held development stagmmpany, was founded in 1999 as a spin-off of /S| had developed a high-
throughput, low cost-of-ownership physical vapopation (“PVD”") system with highly differentiatetgchnology for leading edge
memory and logic device production on 200 and 30bmmeter wafers. We have postponed further in&idevelopment of products
based on this technology, but we are seeking dpredat partners and possible licensees for aspétite wnique technologies that
we acquired.

Semiconductor Industry Background

Over the past twenty years, the semiconductor ingduss experienced significant growth. This growts resulted from the
increasing demand for ICs from traditional IC maskesuch as personal computers, telecommunicatimmssumer electronics,
automotive electronics and office equipment, asl wel developing markets, such as wireless commiioia multimedia and
portable and network computing. As a result of timsreased demand, semiconductor device manufastirave periodically
expended significant amounts of capital to buildyrsemiconductor fabrication facilities (“fabs”) atwml expand existing fabs. More
recently, growth has slowed, and the industry isunrag as the cost of building new wafer fabs haséased dramatically. While
unit demand for semiconductor devices continueide, the average selling prices of chips contiueédcline. There is growing
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pressure on semiconductor device manufactureredoce manufacturing costs while increasing theevalutheir products. The
semiconductor industry has also been historicaltfical, with periods of rapid expansion followed jperiods of over-capacity.

Growth in the semiconductor industry has been drive large part, by advances in semiconductorgpeydnce at a decreasing
cost per function. Advanced semiconductor procgstnhnologies increasingly allow semiconductor wfiacturers to produce ICs
with smaller features, thereby increasing processipeed and expanding device functionality and nmgroapacity. As ICs have
become more complex, however, both the number aivg f state of the art process tools requirednenufacture ICs have
increased significantly. As a result, the costerhgonductor manufacturing equipment has beconiaasasingly large part of the
total cost of producing advanced ICs.

To create an IC, semiconductor wafers are subjettteal large number of complex process steps. Theethrimary steps in
manufacturing ICs are (1) deposition, in which gelaof insulating or conducting material is depedion the wafer surface, (2)
photolithography, in which the circuit pattern iojcted onto a light sensitive material (the phegest), and (3) etch, in which the
unmasked parts of the deposited material on theneaé selectively removed to form the IC circuaittprn.

Each step of the manufacturing process for ICsiregspecialized manufacturing equipment. Todagsmpb-based systems are
used for the great majority of both deposition &bching processes. During physical vapor depositiensemiconductor wafer is
exposed to a plasma environment that forms contisitbin films of electrically insulating or eledaily conductive layers on the
semiconductor wafer. During a plasma etch procal® (known as “dry etch”), a semiconductor wafeeiposed to a plasma
composed of a reactive gas, such as chlorine, wétiches away selected portions of the layer unihgrlthe patterned photoresist
layer.

Business Strategy

Our business obijective is to utilize the technasgihat we have developed internally or acquirdgdreally in order to increase
our market share in process equipment for both @mmductor manufacturing and nanotechnology dewadeidation (i.e.. devices
smaller than about 100 nanometers). In the reuast; we have focused on competing with more bsiesiol competitors by being
“designed-in” to the advanced device fabricatioangl of our customers. We have done so primarilgityaging in research and
development activities on behalf of our custombeg bur more established competitors were unwilinginable to perform. Many
of these advanced devices promise substantialnseets consumer demand for certain functions growsn@w markets are created.
However, the timing of the emergence of such denmsuhighly uncertain. In addition, the successitggration by our customers of
all the various technical processes required toufeture a device at an acceptable cost is alddyhimcertain. While we have seen
increased demand from our customers this fiscal, yga cannot accurately predict the timing of thebk emergence of these
markets. Even though our sales have increasedish@ year, due to the cyclical nature of ourustily, we expect that net orders
will continue to fluctuate. In the meantime, owsts for maintaining our research and developméotte and our service and
manufacturing infrastructure have remained consiait some cases increased.

At the present time, we are continuing our traasithf the Company’s dependence on these highlyedigtable markets to more
established equipment markets, where our succekpendent more on our ability to apply successfulir engineering capabilities
to solving existing manufacturing problems. We dorcarefully manage this transition by limitingronesearch and development
efforts to the most promising near-term sales ojpdties, while at the same time redirecting alt auailable resources toward new
products aimed at established equipment marketcaise of our relatively small size, our abilitynieet the needs of individual
customers is far more important to our success #idrer macroeconomic factors or industry-wide destsuch as cyclicality,
although both of these factors affect our perforoeaas well. As a result, our methods of evaluatimgprogress will continue to be
highly customer-focused.

In order to achieve our business strategy, wearesed on the following key elements:

Maintaining our Technology Leadership Position isBvNMaterials Etch- We have become a leading provider of etch psoces
solutions for a set of new materials central to gheduction of an array of advanced semiconduator manotechnology devices in
emerging markets. Incorporation of these new ria$eris essential to achieving the higher devicasdis, lower power
consumption and novel functions exhibited by thevewt generation of cell phones, computer memofilesr optic switches and
remote sensors. Currently, we are a leading sepplietch solutions to makers of various advariced-volatile” memories, as well
as to device makers incorporating compound metadscertain high-K dielectric materials into theivites. Our new materials
expertise also includes the etching of so-calleshfpound-semi” materials, such as gallium arserg@djum nitride and indium
phosphide, widely used in telecom device productibmaddition, we are known for our capabilityetth certain noble metals, such
as gold and platinum, as well as certain propyetampound metals. This capability is increasingtportant in advanced memory
development and in the production of Micro-EleatidMechanical Systems (“MEMS”), a type of commeltgiaproduced
nanotechnology device, especially useful to themotive industry. We intend to maintain our leathgp position in new materials
etch through our own internal development effonsl ahrough various joint development programs armtipction efforts with
leading device manufacturers.



Strengthening our Position in Deposition Processliipment —Since 2002, we have completed two acquisitionslegosition
products incorporating the same unique “sputtertephnology. In December 2006, as a result ob#tdement of our litigation with
Advanced Modular Systems (“AMS”) and others, weoasquired the assets and know-how of a similapsiéipn system. These
deposition tools enable the production of highliented, thin piezoelectric flms composed of aluammnitride. Such films are
incorporated into high frequency filters called Béicoustic Wave (“BAW”) and Film Bulk Acoustic Resators (“FBARS”) used in
cellular telephone and wireless communicationsa addition our PVD products are well-suited for légggions within so-called
“back-end” semiconductor manufacturing processesluding backside metallization of ultra-thin wafeand underbump metal
processes. These processes are important to pEwEres, as well as certain advanced, wafer-leaekgging schemes, which are
increasingly being used for high-pin-count logiclanemory devices.

Introducing a New Product into Established Equipimiarket - The continued development of our NLD technologgresents
our belief that we have a compelling solution tritical process need in present-day and futureé@rductor device fabrication. As
device geometries continue to shrink, conventiah@&mical vapor deposition (“CVD”) process equipmisnincreasingly incapable
of depositing thin conformal films in high-aspeatio trenches and vias. In addition, there appele significant applications of our
NLD technology in barrier films and high-K matesaleposition. Atomic Level Deposition (“ALD”) isne technology for satisfying
this deposition requirement. However, ALD has salvehortcomings, including low throughput and timtions on film type and
quality, which we believe our NLD technology oventes.

Maintaining our Service Leadership Positien Tegal has been consistently recognized bycostomers for providing a high
level of customer support, a fact that has beeachby our top rankings for several consecutive y@athe annual survey conducted
by VLSI Research, Inc. We expect to maintain aomddbon this reputation as we seek new customerboith emerging and
established markets.

Products
Etch Technologies

Tegal’s historical strength has been in plasma tgchnologies. We currently offer products thadrads widely divergent needs
of semiconductor and nanotechnology device manufexs.

As ICs become increasingly complex, certain etelpstequired to manufacture a state of the artd@anhd leading edge etch
technology, where the ability to perform the etchgess is more important than the cost of the tdolother applications, low cost-
of-ownership and high performance in routine precgeps are essential.

Today, the semiconductor industry is faced with tieed to develop and adopt an unprecedented nuohbresw materials as
conventional films are running out of the physipadperties needed to support continuing shrinkdiérsize and to provide improved
performance. Certain of these new materials praseique etch production problems. For example,ute of certain films, such as
platinum, iridium and Lead Zirconate Titanate (“PYTcurrently being used in the development of nofatile memories and
integrated passive devices, is presenting newerhgdis to semiconductor manufacturers. Magnetidormnaccess memory devices
incorporate unique magnetic materials in the dewiractures, as do certain proposed resistive randocess memory devices.
While these new films contribute to improved devigerformance and reduced die size, their uniquegstiezs make them
particularly difficult to etch and, therefore, réggumore advanced etch process technologies.

6500 Series Etch Products

We offer several models of our 6500 series etchldywts configured to address film types and apptioat desired by our
customers. We introduced the 6500 series too®8¥land since that time have extended the prothectd address new applications
including:

* new high-K dielectrics and associated materiaksduin capacitors at sub-0.5 micron for non-vaatilemories and integrated
passive devices;

» shallow trench isolation used to isolate tramsgsidriven by increased packing densities usedemany devices employing
design rules at or below 0.25 micron;

* sub-0.5 micron multi-layer metal films composdaluminum/copper/silicon/titanium alloys;

* sub-0.5 micron polysilicon;

« compound semiconductor IlI-V materials; and

» leading edge thin film head materials.

All 6500 Series Plasma Etch systems feature €itegal's patented dual-frequency HRe™ CCP or Sp&ctzP process module
technology. The production tested cluster platfatesign incorporated on all 6500 systems accommedgther one or two etch
process modules for processing of 100 to 200mm reatéach module can be configured to run indepéenpleEtesses-optimizing
flexibility, minimizing downtime and maximizing waf throughput. The 6500 system comes standard avith vacuum cassette



elevator for wafer input/output. Optionally, a sedovacuum cassette elevator or patented Rinse-Binige™ corrosion passivation
station may be added within the standard framehEgstem incorporates full cluster tool technolegth the latest innovations in
contamination control and factory automation. Wdigve our 6500 Series systems have demonstrated éfffectiveness in

addressing the challenges of etching new mateénasroduction environment.

900 Series Etch Products

We introduced our 900 series family of etch systém4984 as the advanced etch tool of that erar @ years, we have
enhanced the 900 series family as systems capbpkrforming certain routine etch steps requirethm production of silicon-based
IC devices and, more recently, as etch tools fowaaded specialty devices such as gallium arsenite high-speed
telecommunications devices. The 900 series etdemmgsare aimed at pad, zero layer, non-selectivielej backside, planarization
and small flat panel display applications, thimfietch applications used in the manufacture of-wedig heads for the disk drive
industry and gallium arsenide and other I11-V matisrused in high-speed digital wireless telecomications applications.

The 90ACS] was introduced in July 2000. This system has ergdhthe functionality of the 900 series with adéatures such
as user-friendly GUI (graphical user interface)ctowscreens, better process control and an imprtoe@dport system that increase
efficiency, while preserving durability.

Deposition Technologies

Certain deposition technologies or processes dterbsuiited than others for depositing differemiay of films. PVD is used for
both metallic thin film deposition and, in reactii?/D processes, for dielectric thin film depositigxn important application for
PVD is the deposition of thin films where residfith stress must be closely controlled in ordecteate specific desired electrical
results, as in precision thin film resistor fabtioa, or to avoid physically deforming the subsitats in the fabrication of power MOS
devices on ultra-thin silicon wafers. We believatt enabling tight control of stress and other psscparameters, along with
minimizing overall contamination levels during PMBIn film deposition processes, is increasinglyogtized by IC manufacturers
as key features that differentiate PVD tool prodwnid PVD tool makers. We also believe these dipeshwill be important to
device makers in the related industries of composewhiconductor device fabrication, LED fabricati@ptical communication
device manufacturing, in MEMS fabrication, andhe field of wafer-level packaging processes forrogtectronic devices.

Our established 200mm PVD technologies addresfotiosving applications:

» dielectric layers for surface acoustic wave (SAW) &lm bulk acoustic resonators (FBARS);

» chip packaging technologies requiring stress conrmulti-layer under bump metallization (UBM);
» IC front side interconnect metallization;

e Ohmic contact formation and metallization of thidneafers for high power transistors;

» deposition of thin film resistors with fine tunimg thermal capacitance of resistance (TCR);

» barrier and seed layer deposition in deep vias;

» encapsulating films for light emitting diodes (LED)

» dielectric layers for integrated gate bipolar tistess (IGBT); and

» automobile electronics requiring high adhesion prtps of the backside metal film stacks.

Endeavor PV7 Products

We offer several models of our Endeavor PVD proslegonfigured to address film types and applicatiesired by the customer.
We introduced the Endeavor series tool in 1992samce that time have expanded the product lineltyess new applications. The
Endeavor PVD cluster tool features our patentedu8I@ magnetron sputtering source. The platform g@gieed to accept up to five
process modules including a wide array of bothedigic and metal sputtering configurations in addito plasma pre-clean modules.
The transport system can accommodate 50 to 200mfarsvar 6" square reticles, in a unique "sputtér-agentation that is
extremely gentle and reliable. The unique handéiypgtem is especially advantageous for backsidellmateon on delicate ultra-thin
silicon wafers, as it handles them without flippiog applying any mechanical pressure. Each systewmrporates state-of-the-art
cluster tool technology with the latest innovatiamgontamination control and factory automation.

AMS 7 PVD Products

As a result of the settlement of our litigation lwiAMS and others, the assets and know-how related series of PVD system
products were transferred to us on March 1, 200ie AMS PVD systems are targeted specifically atdeposition of aluminum
nitride for BAW and FBAR filtering devices for cgdhones and other wireless devices, are the coomeref commercial RfMEMS
fabrication today. We currently offer the AMS sysis in two configurations, including a single-madglystem (“SMS”) and a
multiple-module system (“MMS”).



Compact™ NLD

We are currently developing the Compact™ 360 NLister tool as a new 200mm/300mm-capable bridgethadlwill serve as
the introductory platform for Tegal's patented N&myer Deposition process. NLD is a unique cycli©®VD process for highly
conformal coatings that incorporates plasma fileatment with each deposition cycle. This offers blemefits of atomic layer
deposition with the potential for a much higher a&fion rate. NLD also offers the benefit of ufiig common MOCVD precursor
materials that are readily available for a wideietgrof metal, metal oxide and metal nitride filnThe Tegal Compact platform can
accommodate all wafer sizes from 100 to 300mm & dwo or three process module configurations, withide variety of front-end
loadlock options including FOUP and EFEM.

Customers

The composition of our top five customers has ckdrfgom year to year, but net system sales toaufive customers in each of
fiscal 2008, 2007, and 2006, accounted for 87.2P@8%, and 68.9%, respectively, of our total neteyssales. ST Microelectronics
accounted for 57.8% of our total revenue in fis2d08. ST Microelectronics and International Réstiiccounted for 43.1% and
13.4% respectively, of our total revenue in fis2@07. ST Microelectronics accounted for 54.3% wf wtal revenue in fiscal 2006.
Other than these customers, no single customeesepted more than 10% of our total revenue in Ifi26@8, 2007, and 2006.
Although the composition of the group comprising lamgest customers may vary from year to year|dbe of a significant customer
or any reduction in orders by any significant casto, including reductions due to market, economicampetitive conditions in the
semiconductor and related device manufacturinggtrguwould have a material adverse effect on us.

Backlog

We schedule production of our systems based upter dracklog and customer commitments. We includeuinbacklog only
orders for which written purchase orders have lamsepted and shipment dates within the next 12 msdmve been assigned. As of
March 31, 2008 and 2007, our order backlog was $28D$1,172, respectively. Booked system ordersuavgct to cancellation by
the customer, but with substantial penalties ex@epghe case of orders for evaluation systems orsfstems that have not yet
incurred production costs. Orders may be subjectgoheduling with limited or no penalty. Some osd&re received for systems to
be shipped in the same quarter as the order isvegteAs a result, our backlog at any particulaeda not necessarily indicative of
actual sales for any succeeding period.

Marketing, Sales and Service

We sell our systems worldwide through a networkiva direct sales personnel and two independeessapresentatives in sales
offices located throughout the world. In the UnitBthtes, we market our systems through direct gaesonnel located in two
regional sales offices located in San Jose, Caldoand Petaluma, California. In addition, we pdavfield service and applications
engineers through our regional locations and oualB@a headquarters in order to ensure dedicatdthiteal and field process
support throughout the United States on short aotic

We maintain direct sales, service and process stupapabilities in the United States, Germany, kalg as well as through third-
party representatives in Japan, South Korea, Chiaayan and Singapore. In addition to these intional direct sales and support
organizations, we also market our systems throndbgendent sales representatives in Israel, Imtdiararkey.

International sales, which consist of export sditem the United States either directly to the eséruor to one of our foreign
subsidiaries, accounted for approximately 72%, 686, 76% of total revenue for fiscal 2008, 2001 2806, respectively.

Revenues by region for each of the last threelfigzars were as follows:

Years Ended March 31,
2008 2007 2006
United States .........cccveeeveveeeiiieeeiireeenn, $ 9,262 $ 7,398 $ 5,142
Asia, excluding Japan..........ccccccceeeeee. . 9,970 7,008 5,624
JAPAN.....ciiie i 805 2,042 2,31p
GErmany........ccceevveveeeeiiiiiiieeeeeeeemcoeees 2,879 3,115 2,313
Europe, excluding Germany.................. 009, 2,700 6,366
Total saleS.......c.oovvviiiiiiiiiii e $ 32925 $ 22263 $ 21,757

We generally sell our systems on 30-to-60 day treedins to our domestic and European customerso@ess in Asia, other
than Japan, are generally required to deliver terletf credit payable in U.S. dollars upon systempment. Sales to other



international customers, including Japan, are didgher in local currency or U.S. dollars. We eiptite that international sales will
continue to account for a significant portion ofeéaue in the foreseeable future.

We generally warrant our new systems for 12 momthd our refurbished systems for 6 months from shigmOur field
engineers provide customers with call-out repaid amintenance services for a fee. Customers may eaiger into repair and
maintenance service contracts covering our syst¥vestrain customer service engineers to perforntimeuservices for a fee and
provide telephone consultation services generahaffee.

The sales cycles for our systems vary depending wieether the system is an initial design-in, reomar used equipment. Initial
design-in sales cycles are typically 12 to 18 mengharticularly for 6500 and Endeavor series systdm contrast, reorder sales
cycles are typically 4 to 6 months, and used systal®s cycles are generally 1 to 3 months. Thalrdesign-in sales cycle begins
with the generation of a sales lead, which is fe#dd by qualification of the lead, an analysis & tustomer’s particular applications
needs and problems, one or more presentations goctistomer (frequently including extensive paritipn by our senior
management), 2 to 3 wafer sample demonstratiolewfed by customer testing of the results and esitennegotiations regarding
the equipment’s process and reliability specifmasi. Initial design-in sales cycles are monitdogdsenior management for correct
strategic approach and resource prioritization. Mégy, in some rare instances, need to provide tlstomer with an evaluation
system for 3 to 6 months prior to the receipt &ifra purchase order.

Research and Development

The market for semiconductor capital equipmenthiaracterized by rapid technological change. Weebelithat continued and
timely development of new systems and enhancentergsisting systems is necessary for us to mairgaincompetitive position.
Accordingly, we devote a significant portion of qaersonnel and financial resources to researctdanelopment programs and seek
to maintain close relationships with our customersrder to be responsive to their system needs.

Our research and development encompasses the ifojjaaveas: plasma etch, physical vapor depositimh éhemical vapor
deposition (especially NLD) technologies, procebsracterization and development, material scieraqgdicable to etch and
deposition environments, systems design and aothits electro-mechanical design and software emging. We emphasize
advanced plasma and reactor chamber modeling diieabin order to accelerate bringing advancednaber designs to market. We
employ multi-discipline teams to facilitate shongineering cycle times and rapid product develogmen

As of March 31, 2008, we had 19 full-time employeleslicated to equipment design engineering, prosggport and research
and development. Research and development expimdescal 2008, 2007, and 2006 were $3,705, $4,646 $4,753, respectively,
and represented 11.3%, 20.9%, and 21.8% of totehtee, respectively. Such expenditures were priynasied for the development
of new processes, continued enhancement and custiion of existing systems, processing customeiptesyin our demonstration
labs and providing process engineering supporistomer sites.

Manufacturing

Both our etch and deposition systems are produtezuramanufacturing facility in Petaluma, CalifaaniOur manufacturing
activities consist of assembling and testing coreptsiand sub-assemblies, which are then integratiedinished systems. We have
structured our production facilities to be drivdther by orders or by forecasts and have adopteebdular system architecture to
increase assembly efficiency and design flexihilye have also implemented “just-in-time” manufaictg techniques in our
assembly processes. Through the use of such ted®i§00 series system manufacturing cycle timlesapproximately 14 days and
cycle times for our Endeavor systems and our 68@i@és products take 2 to 3 months.

Competition

The semiconductor capital equipment industry ishlyigompetitive. Our principal competitors are AxiZechnology, Inc., OC
Oerlikon Corporation AG, Ulvac Japan, Ltd., and @amAnelva Technix Corporation, as well as Applieatbtials, Inc., Lam
Research Corporation, Novellus and Tokyo Electrionited. We believe that the principal competitfaetor in the critical segments
of the equipment industry is technical performané¢he system, followed closely by the existencecadtomer relationships, the
system price, the ability to provide service anthigcal support on a global basis and other relatest factors. We believe that the
principal competitive factor in the non-criticalgseents of the equipment industry is system priokowed closely by the technical
performance of the system, the existence of estadali customer relationships, the ability to prowddevice and technical support on
a global basis and other related cost factors.

Intellectual Property
We hold an exclusive license or ownership of apjpnately 62 U.S. patents, including both depositnd etch products, and

approximately 14 corresponding foreign patents dogevarious aspects of our systems. We have gipbtieal for approximately 28
additional U.S. patents and approximately 60 aolditi foreign patents. Of these patents, a few exgsrearly as 2008, others expire



as late as 2024 with the average expiration oauyrinn approximately 2020. We believe that the darmabf such patents generally
exceeds the life cycles of the technologies distdasnd claimed therein. We believe that althoughptiitents we have exclusively
licensed or hold directly will be of value, theylmot determine our success, which depends praflgipupon our engineering,

marketing, service and manufacturing skills. Howeire the absence of patent protection, we mayweevable to competitors who

attempt to imitate our systems, processes and raetuing techniques. In addition, other companied mventors may receive

patents that contain claims applicable to our systand processes. The sale of our systems covgredch patents could require
licenses that may not be available on acceptahtestdf at all. We also rely on trade secrets atieioproprietary technology that we
seek to protect, in part, through confidentialigreements with employees, vendors, consultantsotiret parties. There can be no
assurance that these agreements will not be bréatita we will have adequate remedies for anydbrea that our trade secrets will
not otherwise become known to or independently ldges by others.

6500 Series

The original versions of the system software for etch and deposition systems were either develaptednally or jointly
developed by us and third-party software vendors.nMd perpetual, non-exclusive, non-royalty-beglioenses to use and enhance
this software. The enhanced versions of the soéwarrently used on etch and deposition systeme hadergone multiple releases
of the original software, and such enhancement® wewreloped exclusively by us. Neither the softwamedor nor any other party
has any right to use our current release of theesysoftware. However, we cannot make any assesatat this software will not
be illegally copied or reverse-engineered by eithestomers or third parties.

Endeavor

The original version of the system softwamedur Endeavor series systems was developed kye$gai Films, Inc. The enhanced
version of this software currently used on our Eawvibe series systems has undergone multiple reledisbes original software, and
such enhancements were developed exclusively bjosother party has any right to use our currelgase of the system software.
However, we cannot make any assurances that tftvgase will not be illegally copied or reverse-engéred by either customers or
third parties.

9xx ACS

The original version of the system softwanedor 9xx series systems was developed by Tega&l.€hhanced version of this
software currently used on our 9xx ACS series systkas undergone multiple releases of the origioftvare, and such
enhancements were developed exclusively by usother party has any right to use our current reledishe system software.
However, we cannot make any assurances that tftvgagse will not be illegally copied or reverse-engéred by either customers or
third parties.

Compact

The original version of the system software fmur Compact series systems was developed joiniti Adventa Control
Technologies. For each shipment of a Compact systenpurchase from ACT a perpetual, non-exclusoenke to use and ship this
software. Neither the software vendor nor any offeety has any right to use our current releaghisefsystem software. However,
we cannot make any assurances that this softwdteneti be illegally copied or reverse-engineereddither customers or third
parties.

Employees

As of March 31, 2008 we had a total of 73 regulap®yees, 2 part-time contract personnel and Stifué contract personnel. Of
our regular employees, 19 are in engineering, aseéarch and development, 18 are in manufacturidgoperations, 25 are in
marketing, sales and customer service and suppdrfLa are in executive and administrative positidviany of our employees are
highly skilled, and our success will depend in pgrbon our ability to attract, retain and developtsemployees. Skilled employees,
especially employees with extensive technologi@aikigrounds, remain in demand. There can be noassuwe will be able to
attract or retain the skilled employees that maynéeessary to continue our research and developmamufacturing or marketing
programs. The loss of any such persons, as wehe$ailure to recruit additional key personnelairiimely manner, could have a
material adverse effect on us.

None of our employees are represented by a labimnuor covered by a collective bargaining agreem&hé consider our
employee relations to be good.

Item 1A. Risk Factors

We wish to caution you that there are risks andeutainties that could affect our business. Thesksriand uncertainties include, but
are not limited to, the risks described below anskewhere in this report, particularly in “Forwarddoking Statements.” The
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following is not intended to be a complete disaussif all potential risks or uncertainties, asstnot possible to predict or identify
all risk factors.

The semiconductor industry is cyclical and may exgéence periodic downturns that may negatively affeccustomer demand
for our products and result in losses such as thosxperienced in the past.

Our business depends upon the capital expenditidresmiconductor manufacturers, which in turn depen the current and
anticipated market demand for ICs. The semiconduatdustry is highly cyclical and historically hasxperienced periodic
downturns, which often have had a detrimental éffecthe semiconductor industry’s demand for sendotor capital equipment,
including etch and deposition systems manufactbgeds. In response to the current prolonged ingiwdtw-down, we have initiated
a substantial cost containment program and contplateorporate-wide restructuring to preserve oshcalowever, the need for
continued investment in research and developmestiple capital equipment requirements and extensngoing customer service
and support requirements worldwide will continu€litoit our ability to reduce expenses in resporsé¢he current and any future
downturns. As a result, we may continue to expegeoperating losses such as those we have expediém the past, which could
materially adversely affect us.

Our competitors have greater financial resources ath greater name recognition than we do and thereforenay compete more
successfully in the semiconductor capital equipmernhdustry than we can.

We believe that to be competitive, we will requéignificant financial resources in order to offebrmad range of systems, to
maintain customer service and support centers wittll and to invest in research and development.yM#nour existing and
potential competitors, including Aviza Technolo@yys., OC Oerlikon Corporation AG, Ulvac Japan, |.thd Canon Anelva Technix
Corporation, Applied Materials, Inc., Lam Resea@rporation, Novellus and Tokyo Electron Limitedve substantially greater
financial resources, more extensive engineeringaufiseturing, marketing and customer service andoasrtipcapabilities, larger
installed bases of current generation etch, dapasiind other production equipment and broadergg®equipment offerings, as well
as greater name recognition than we do. We carssora@ you that we will be able to compete succgsfgainst these companies in
the United States or worldwide.

Our customers are concentrated and therefore the &s of a significant customer may harm our business.

The composition of our top five customers has ckdrfgom year to year, but net system sales toaufive customers in each of
fiscal 2008, 2007, and 2006 accounted for 87.2%8%7 and 68.9% respectively, of our total net gyssales. ST Microelectronics
accounted for 57.8% of our total revenue in fi2a08. ST Microelectronics and International Réamtificcounted for 43.1% and
13.4%, respectively, of our total revenue in fis2a07. ST Microelectronics accounted for 54.3%wf total revenue in fiscal 2006.
Other than these customers, no single customeegepted more than 10% of our total revenue in Ifi2688, 2007, and 2006.
Although the composition of the group comprising Bugest customers may vary from year to year|dhs of a significant customer
or any reduction in orders by any significant cuso, including reductions due to market, economicampetitive conditions in the
semiconductor and related device manufacturingstrguwould have a material adverse effect on us.

Our potential customers may not adopt our productdecause of their significant cost or because our femntial customers are
already using a competitor’s tool.

A substantial investment is required to install amdgrate capital equipment into a semiconductodpction line. Additionally,
we believe that once a device manufacturer hasteele particular vendor’s capital equipment, thanufacturer generally relies
upon that vendor’'s equipment for that specific picitbn line application and, to the extent possiblébsequent generations of that
vendor’s systems. Accordingly, it may be extreniRicult to achieve significant sales to a partaucustomer once that customer
has selected another vendor’s capital equipmemissrthere are compelling reasons to do so, susiyr@ificant performance or cost
advantages. Any failure to gain access and aclsiales to new customers will adversely affect tteessisful commercial adoption of
our products and could have a material adverseteffeus.

We depend on sales of our advanced products to casters that may not fully adopt our product for production use.

We have designed our advanced etch and deposittmtugts for customer applications in emerging nimsf polysilicon and
metal which we believe to be the leading edge dfcat applications for the production of advancesimiconductor and other
microelectronic devices. Revenue from the saleusfamlvanced etch and deposition systems accouote®D®6, 69%, and 69%, of
total revenue in fiscal 2008, 2007, and 2006, rethpely. Our advanced systems are currently besggdyrimarily for research and
development activities or low volume productionr ear advanced systems to achieve full market adiepbur customers must
utilize these systems for volume production. Wencanassure you that the market for devices incatomy emerging films,
polysilicon or metal will develop as quickly or the degree we expect. If our advanced systemstaahieve significant sales or
volume production due to a lack of full customeogiibn, we will be materially adversely affected.
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Until recently, we have incurred operating lossesral may not be profitable in the future. Our plansto maintain and increase
liquidity may not be successful.

We incurred net income/(losses) of $18.1 millid®l3.2) million, and ($8.9) million for the yearsden March 31, 2008, 2007,
and 2006, respectively, and (used) generated ¢ask from operations of ($5.1) million, $12.8 nulli, and ($11.6) million in these
respective years. We have raised approximately4$dfilion from the sale of stock and warrantsretitutional investors in fiscal
2006. Of the amount raised in fiscal year 2006eteon $18,161 was achieved through the 2005 PNRE.believe that these proceeds
and the release of the litigation suspense, cordbivith the effects of consolidation of operations @ontinued cost containment will
be adequate to fund operations through fiscal 2888. However projected sales may not materializk unforeseen costs may be
incurred. If the projected sales do not materiglize will need to reduce expenses further andiseradditional capital which may
include capital raises through the issuance of delejuity securities. If additional funds areseal through the issuance of preferred
stock or debt, these securities could have righisijleges or preferences senior to those of oummon stock, and debt covenants
could impose restrictions on our operations. Moegpsuch financing may not be available to us aeptable terms, if at all. Failure
to raise any needed funds would materially adveraéct us.

Our quarterly operating results may continue to fluctuate.

Our revenue and operating results have fluctuateldaae likely to continue to fluctuate significgntfom quarter to quarter, and
we cannot assure you that we will achieve profitighin the future.

Our 900 series etch systems typically sell for ggicanging between $250,000 and $600,000, whiteprof our 6500 series
critical etch systems and our Endeavor depositystesn typically range between $1.8 million and $3i0ion. To the extent we are
successful in selling our 6500 and Endeavor seiystems, the sale of a small number of these sgstégthprobably account for a
substantial portion of revenue in future quartars] a transaction for a single system could hamgbatantial impact on revenue and
gross margin for a given quarter.

Other factors that could affect our quarterly ofiataresults include:

» our timing of new systems and technology announcesrend releases and ability to transition betwseduct versions;
» seasonal fluctuations in sales;

» changes in the mix of our revenues representedibyarious products and customers;

« adverse changes in the level of economic activithe United States or other major economies irclwhie do business;
» foreign currency exchange rate fluctuations;

» expenses related to, and the financial impactadsiple acquisitions of other businesses; and

» changes in the timing of product orders due to preted delays in the introduction of our custom@rsiducts, due to
lifecycles of our customers’ products ending eatl®an expected or due to market acceptance afusiomers’ products.

Some of our sales cycles are lengthy, exposing oghe risks of inventory obsolescence and fluctuatns in operating results.

Sales of our systems depend, in significant pgdnuhe decision of a prospective customer to ad manufacturing capacity
or to expand existing manufacturing capacity, kaftlwhich typically involve a significant capital sonitment. We often experience
delays in finalizing system sales following initisystem qualification while the customer evaluated receives approvals for the
purchase of our systems and completes a new omdgpafacility. Due to these and other factors, systems typically have a
lengthy sales cycle (often 12 to 18 months in igeaof critical etch and deposition systems) dunhgch we may expend substantial
funds and management effort. Lengthy sales cyalbgest us to a number of significant risks, inchglinventory obsolescence and
fluctuations in operating results over which wedléittle or no control.

Because technology changes rapidly, we may not bel@to introduce our products in a timely enough fahion.

The semiconductor manufacturing industry is subjexctrapid technological change and new system doitbons and
enhancements. We believe that our future succemnds on our ability to continue to enhance oustang systems and their process
capabilities, and to develop and manufacture inmely manner new systems with improved process lufies. We may incur
substantial unanticipated costs to ensure produncttionality and reliability early in our productife cycles. We cannot assure you
that we will be successful in the introduction armlume manufacture of new systems or that we wélldble to develop and
introduce, in a timely manner, new systems or eodiaents to our existing systems and processes whi@dfy customer needs or
achieve market adoption.
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Our financial performance may adversely affect themorale and performance of our personnel and our aliity to hire new
personnel.

Our common stock has declined in value below thereige price of many options granted to employeesyant to our stock
option plans. Thus, the intended benefits of tlelsbptions granted to our employees, the creatfoperformance and retention
incentives, may not be realized. As a result, wg lose employees whom we would prefer to retainmag have difficulty in hiring
new employees to replace them. As a result of tliesers, our remaining personnel may seek employmséth larger, more
established companies or companies perceived asghkess volatile stock prices. The loss of argngicant employee or a large
number of employees over a short period of timddcbave a material adverse effect on us.

We may not be able to protect our intellectual proprty or obtain licenses for third parties’ intellecdual property and therefore
we may be exposed to liability for infringement oithe risk that our operations may be adversely affaed.

Although we attempt to protect our intellectual pecty rights through patents, copyrights, tradeetscand other measures, we
may not be able to protect our technology adequatetl competitors may be able to develop similahnelogy independently.
Additionally, patent applications that we may fitleay not be issued and foreign intellectual propéatys may not protect our
intellectual property rights. There is also a tiis&t patents licensed by or issued to us will balehged, invalidated or circumvented
and that the rights granted thereunder will nowjate competitive advantages to us. Furthermoresrstimay independently develop
similar systems, duplicate our systems or desigorat the patents licensed by or issued to us.

Litigation to protect our intellectual property dduesult in substantial cost and diversion of gffny us, which by itself could
have a material adverse effect on our financiald@@m, operating results and cash flows. Furtlaglyerse determinations in such
litigation could result in our loss of proprietatights, subject us to significant liabilities tarth parties, require us to seek licenses
from third parties or prevent us from manufacturmgselling our systems. In addition, licenses urthérd parties’ intellectual
property rights may not be available on reasontstas, if at all.

We are exposed to additional risks associated withternational sales and operations.

International sales accounted for 72%, 67%, and @6%btal revenue for fiscal 2008, 2007, and 20@8pectively. International
sales are subject to certain risks, including thedsition of government controls, fluctuationshe 1J.S. dollar (which could increase
the sales price in local currencies of our systeamf®reign markets), changes in export license atfer regulatory requirements,
tariffs and other market barriers, political ancbmemic instability, potential hostilities, restimts on the export or import of
technology, difficulties in accounts receivableledlion, difficulties in managing representativeificulties in staffing and managing
international operations and potentially adversedansequences. We cannot assure you that anyesé ttactors will not have a
detrimental effect on our operations, financialfesssand cash flows.

We cannot assure you that our future results ofaijmms and cash flows will not be adversely affdcby foreign currency
fluctuations. In addition, the laws of certain ctiigs in which our products are sold may not prevair products and intellectual
property rights with the same degree of protecsisthe laws of the United States.

Evolving regulation of corporate governance and pulic disclosure may result in additional expenses ah continuing
uncertainty.

Changing laws, regulations and standards relatingptporate governance and public disclosure, dicfythe Sarbanes-Oxley
Act of 2002, new Securities and Exchange Commis§iBEC") regulations and Nasdaq Market rules aeating uncertainty for
public companies. We continually evaluate and naordievelopments with respect to new and proposkes and cannot predict or
estimate the amount of the additional costs we mayr or the timing of such costs. These new omgkea laws, regulations and
standards are subject to varying interpretatiomanany cases due to their lack of specificity, asda result, their application in
practice may evolve over time as new guidance @viged by regulatory and governing bodies. Thisld¢daesult in continuing
uncertainty regarding compliance matters and highsts necessitated by ongoing revisions to disotoand governance practices.
We are committed to maintaining high standards aparate governance and public disclosure. As altrese have invested
resources to comply with evolving laws, regulaticasd standards, and this investment may resulnaneased general and
administrative expenses and a diversion of managetime and attention from revenue-generating #i@s/to compliance activities.
If our efforts to comply with new or changed lawsgulations and standards differ from the actisitietended by regulatory or
governing bodies due to ambiguities related to faracregulatory authorities may initiate legal peedings against us and we may be
materially adversely affected.

Our stock price is volatile and could result in a material decline in the value of your investment infegal.

We believe that factors such as announcementsvela@ments related to our business, fluctuatiormuinoperating results, sales
of our common stock into the marketplace, failuce mheet or changes in analysts’ expectations, gkrmmaditions in the
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semiconductor industry or the worldwide economyjamcements of technological innovations or nevdpets or enhancements by
us or our competitors, developments in patents tberointellectual property rights, developmentsour relationships with our

customers and suppliers, natural disasters andreaktb of hostilities could cause the price of oammon stock to fluctuate

substantially. In addition, in recent years thecktmarket in general, and the market for sharesnadll capitalization stocks in

particular, have experienced extreme price fluadnat which have often been unrelated to the opgragerformance of affected
companies. We cannot assure you that the markeg pfiour common stock will not experience sigifit fluctuations in the future,

including fluctuations that are unrelated to ourfgenance.

The exercise of outstanding warrants, options andtber rights to obtain additional shares will dilute the value of our shares of
common stock and could cause the price of our shag@f common stock to decline.

As of March 31, 2008, there were 7,242,736 shafesuo common stock issued and outstanding, 3,446gtares of our
common stock reserved for issuance of shares iEsuglon exercise of outstanding warrants, and shaneerlying equity awards
created or available for grant under our equitgmiive plans, and shares available under our gtocthase plan.

The exercise of these warrants and options anssi@nce of the common stock pursuant to our equintive plans will result
in dilution in the value of the shares of our camtgting common stock and the voting power repredetiitereby. In addition, the
exercise price of the warrants may be lowered uttdeprice adjustment provisions in the event tfiltive issuance,” that is, if we
issue common stock at any time prior to their nibtwt a per share price below such conversionxerase price, either directly or
in connection with the issuance of securities #ratconvertible into, or exercisable for, shareswfcommon stock. A reduction in
the exercise price may result in the issuancesif@ificant number of additional shares upon thereise of the warrants.

The outstanding warrants do not establish a “flabgt would limit reductions in such conversioncprior exercise price. The
downward adjustment of the exercise price of theserants could result in further dilution in thelwa of the shares of our
outstanding common stock and the voting power sspried thereby.

No prediction can be made as to the effect, if &imgt future sales of shares of our common stoctheavailability of shares for
future sale, will have on the market price of oamenon stock prevailing from time to time. Salesolbstantial amounts of shares of
our common stock in the public market, or the petioa that such sales could occur, may adversdbctithe market price of our
common stock and may make it more difficult fortassell our equity securities in the future atradiand price which we deem
appropriate.

To the extent our stockholders and the other heldéour warrants and options exercise such seesidind then sell the shares
of our common stock they receive upon exercise stagk price may decrease due to the additionaliataf shares available in the
market. The subsequent sales of these shares eoctdirage short sales by our securityholders a@mtsitwhich could place further
downward pressure on our stock price. Moreoverdérsl of these warrants and options may hedge plositions in our common
stock by shorting our common stock, which couldter adversely affect our stock price.

Potential disruption of our supply of materials required to build our systems could have a negative fefct on our operations
and damage our customer relationships.

Materials delays have not been significant in regerars. Nevertheless, we procure certain compsnamd sub-assemblies
included in our systems from a limited group of @igrs, and occasionally from a single source seppBSuch components and
assemblies include robots, electro-static chucksyep supplies and flow control devices. Disruptmmtermination of certain of
these sources could have an adverse effect onpauations and damage our relationship with ouracusts.

Any failure by us to comply with environmental reguations imposed on us could subject us to futuredbilities.

We are subject to a variety of governmental reguiast related to the use, storage, handling, digghar disposal of toxic,
volatile or otherwise hazardous chemicals usedumneanufacturing process. We believe that we areently in compliance in all
material respects with these regulations and thathewve obtained all necessary environmental pergaterally relating to the
discharge of hazardous wastes to conduct our mssimdevertheless, our failure to comply with présenfuture regulations could
result in additional or corrective operating cosisspension of production, alteration of our mactufidng processes or cessation of
our operations.

Item 1B. Unresolved Staff Comments
None.

Item 2. Properties
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We maintain our headquarters, encompassing ouru@ixecoffice, manufacturing, engineering and reskaand development
operations, in one leased 39,717 square footffig@iliPetaluma, California. We have a primary éeadich expired in February 2008
with an option to extend for an additional two ofesr terms until 2010. In February the Companyredee the primary lease for one
year and expects to extend the lease for the semoeyear term. Other than certain large piecesapftal equipment leased by us,
we own substantially all of the machinery and emqept used in our facilities.

We have office space in a leased 13,300 squareféeodity in San Jose, California. We have a sab&e agreement for the
premises, signed on December 30, 2005, which ekpmireJanuary 31, 2008. In addition, we have a gmynlease for the same
premises which commenced on February 1, 2008 apidesxon January 31, 2010.

We lease sales, service and process support spMaisach, Germany.

Item 3. Legal Proceedings

As of March 31, 2008, we had no pending materigdllgoroceedings. From to time, we are involvedtimer legal proceedings in
the normal course of business and do not expest thdhave a material adverse effect on our business

Item 4. Submission of Matters to a Vote of Security Holders

No matter was submitted to a vote of security @ddiuring the fourth quarter of fiscal year 2008.
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PART Il
Item 5. Market for the Registrant’'s Common Equity, Relat&lockholder Matters and Issuer Purchases of EquBgcurities

Since May 6, 2003, our common stock has tradedhenNlasdaq Capital Market under the symbol TGALoPt this date, our
common stock traded on the NASDAQ National Marlets October 19, 1995. The following table setghfohe range of high and
low sales prices for our common stock for each tguaturing the prior two fiscal years. The stoclce gives effect to a 1-for-12
reverse stock split that we effected on July 29620

High Low

FISCAL YEAR 2007

First QUArEr........cccuveeeeieeecieeeee e $8.52 $4.32
Second QUArter...........ocvviviiiiieiieeeeee e, 4.80 3.68
Third QUArEr .....veeeiiieeeccee e 6.47 3.69
Fourth Quarter.........cccceeeevvvivviiiieememe e, 6.13 4.65
FISCAL YEAR 2008

First QUArEr ......uvvvveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee, $6.45 $3.11
Second QUAIET..........ccevviviiieieieeeeeee e, 6.50 4.00
Third QUANET ..vvvveeeeieieeeeeieeeeeeeeeme e 7.18 5.28
Fourth Quarter...........cccooeiviviiiiiemmeme e, 6.59 4.40

The approximate number of holders on record ofcomnmon stock as of March 31, 2008 was 181. We hateaid any cash
dividends since our inception and do not anticifetging cash dividends in the foreseeable future.

Equity Compensation Plan Information

Plan Category Number of securities to Weighted-average Number of securities
be issued upon exercise of  exercise price of remaining available for

outstanding options and  outstanding options future issuance under

restricted stock awards equity compensation

plans (excluding
securities reflected in

column(a)
(a) (b) (©
Equity compensation Plans approved by securitydrsid

Equity Incentive Plan 1,041 $ 55.56 —
1990 Stock Option Plan 2,703 44,53 —
1998 Equity Participation Plan 664,921 6.22 113,200
2007 Equity Participation Plan 253,977 4.29 546,257
Directors Stock Option Plan 118,655 10.16 9,374

Total 1,041,297 6.35 668,831

Warrants Outstanding

Year Ended March 31,

2008 2007 2006
Number of securities to be issued upon exercismitstanding warrants ....... 1,511,523 1,527,784 47,6383
Weighted-average exercise price of outstandingamsr............................... $12.69 $12.60 $13.44
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COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Tegal Corporation, The NASDAQ Composite Index
And A Peer Group

$600

$0
3/03 3/04 3/05 3/06 3/07 3/08
——8— Tegal Corporation — A — NASDAQ Composite -- O - -Peer Group

* $100 invested on 3/31/03 in stock or index-including reinvestment of dividends.
Fiscal year ending March 31.

Item 6. Selected Financial Data

Year Ended March 31,
2008 2007 2006 2005 2004
(In thousands, except per share data)

Consolidated Statements of Operations Data:

REVENUE......oi it $ 32,925 $ 22,263 $ 21,757 $ 14,888 $ 16,528
GroSS Profit .ooeeeeeeeii e 14,014 5,527 6,016 3,267 4,647
Operating iNCOME (I0SS) ....vvvrriiiiiiiiiiiicececeerirrieeeee e e e e aaee e 1,595 (13,375) (8,839) (13,522) (7,180)
Income tax expense (benefit) ........cccvviieeeeecc e 504 — (532) — —
NEet iNCOME (I0SS) vevvvvvieieeeeei i ccccreree e 18,104  (13,213) (8,880) (15,363) (12,602)
Net income (loss) per share: (1)

BaASIC..uiiiiii ittt $ 253 $ (1.87) $ (1.50) $ (393) $ (6.74)

DIlULEA......eieeeee et ereee e $ 248 $ (1.87) $ (1.50) $ (393) $ (6.74)
Shares used in per share computation:

BaSIC.euiiiieiiiitiii et 7,159 7,065 5,903 3,907 1,870

DIlULEA......iieeeee e ereee e 7,288 7,065 5,903 3,907 1,870

March 31,
2008 2007 2006 2005 2004

(In thousands, except per share data)
Consolidated Balance Sheet Data:

Cash and cash equivalents.............ccocoeecmeeereeieecciee e, $19,271 $25776  $13,787 $ 7,093 $ 7,049
Working capital..........cuevviiiiiiiiiie e 30,724 11,729 22,579 8,056 8,823
TOtAl @SSELS ..ottt e 40,079 41,656 31,491 20,092 22,658
Debt obligations (excluding capital leases, ariddtion

suspense, convertible debentures).........cccccveeriivniinnnee. — 13 13 159 2,450
Stockholders’ eqUItY.........ccocceviviiiiiiimmr e 32,930 14,417 26,040 13,300 14,955

(1) See Note 4 of our Consolidated Financial Statenfentan explanation of the computation of earnipgsshare.
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Item 7. Management’s Discussion and Analysis of Financiab@dition and Results of Operations

All dollar amounts are in thousands unless speatifitherwise.
Share and per share amounts give effect to the-1Faeverse stock split effected on July 25, 2006

Company Overview

Tegal Corporation, a Delaware corporation (“Tegalthe “Company”), designs, manufactures, markaetsservices plasma etch
and deposition systems that enable the productianicro-electrical mechanical systems (“MEMS”), mam devices, integrated
circuits (“ICs”), memory and other related micragtenics devices used in portable computers, cetips, PDAs and RFID
applications; megapixel imaging chips used in digénd cellphone cameras; power amplifiers for adulet handsets and wireless
networking gear; and MEMS devices like acceleronsefier automotive airbags, microfluidic control dtms for ink jet printers; and
laboratory-on-a-chip medical test kits. Etching aeghosition constitute two of the principal IC aethted device production process
steps and each must be performed numerous tinthe production of such devices.

Our business objective is to utilize the technadsghat we have developed internally or acquiredreally in order to increase
our market share in process equipment for both gamiuctor manufacturing and nanotechnology dewateidation, (i.e., devices
smaller than about 100 nanometers). In the rguastt we have focused on etching new materiatsatieaespecially important to the
miniaturization of certain types of capacitors dhd precise deposition processes required for inefiteering devices, both driven
primarily by cell phones and wireless applicatiolée have implemented this strategy primarily by agigg in research and
development activities on behalf of our custombeg bur more established competitors were unwilinginable to perform. Many
of these advanced devices promise substantialnefs consumer demand for certain functions grawdsnew markets are created.
However, the timing of the emergence of such demand the adoption of the devices by consumer mtodoempanies is highly
uncertain. In addition, the successful integratigrour customers of all of the various technigalgesses required to manufacture a
device at an acceptable cost is also highly unicertAs a result of our inability to accurately giet the timing of the emergence of
these markets, our sales have declined since k1 880’s and have increased only recently. Nevkrsise our costs for maintaining
our research and development efforts, service aamdufacturing infrastructure have remained relagiva@nstant or in some cases
have increased.

At the present time, we are transitioning Tegahfra dependence on these highly unpredictable nsmtkeinore established
equipment markets, where our success is dependmeat om our ability to apply successfully our engireg capabilities to solving
existing manufacturing problems. We are carefalgnaging this transition by limiting our researctd alevelopment efforts to the
most promising near-term sales opportunities, whtlehe same time redirecting all our availableoveses toward new products
aimed at established equipment markets. Becausaraklatively small size, our ability to meet theeds of individual customers is
far more important to our success than either macmomic factors or industry-wide factors sucteydicality, although both of
these areas have some effect on our performaneelas As a result, our methods of evaluating otoguess are highly customer
focused.

With our current products, we believe that we haw#icient opportunities in both emerging and drigtmarkets to allow us to
continue a sales growth pattern in the coming yEqually important is the reduction of operatingtso In the coming year, as in
the past 12 months, we are aiming to contain irsg®an operating costs by focusing on the most {@am opportunities while
limiting our exposure to others, continuing thesouwircing of certain activities, such as engineednd software development, and
maintaining our headcount at a low level as we/stid improve operational efficiency.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial caaditand results of operations are based upon ouosatidlated financial
statements, which have been prepared in accordaititeaccounting principles generally accepted i@ tUnited States of America.
The preparation of these financial statements reguis to make estimates and judgments that affeateported amounts of assets,
liabilities, revenues and expenses, and relatetlodisre of contingent assets and liabilities. Oroargoing basis, we evaluate our
estimates, including those related to revenue mitiog, bad debts, sales returns allowance, inugntmtangible and long lived
assets, warranty obligations, restructure expemsdsired taxes and freight charged to customeesb¥ée our estimates on historical
experience and on various other assumptions thadteleve to be reasonable under the circumstatitesesults of which form the
basis for making judgments about the carrying \&lfeassets and liabilities that are not readilyaapnt from other sources. Actual
results may differ from these estimates under diffeassumptions or conditions.

We believe the following critical accounting poéisi are the most significant to the presentationwfconsolidated financial
statements:
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Revenue Recognition

Each sale of our equipment is evaluated on an itha@f basis in regard to revenue recognition. Veeehintegrated in our
evaluation the related interpretative guidanceuidet! in Staff Accounting Bulletins (“SAB”), and @nize the role of the Emerging
Issue Task Force (“EITF”) consensus on Issue 00\2e.first refer to EITF 00-21 in order to determifithere is more than one unit
of accounting and then we refer to SAB104 for rexenecognition topics for the unit of accountinge Wecognize revenue when
persuasive evidence of an arrangement existsetles’s price is fixed or determinable and collbiiiy is reasonably assured.

For products produced according to our publisheecifipations, where no installation is required installation is deemed
perfunctory and no substantive customer accept@ngeisions exist, revenue is recognized when fifessses to the customer,
generally upon shipment. Installation is not deernmebte essential to the functionality of the equiminsince installation does not
involve significant changes to the features or bép@s of the equipment or the building of comypliaterfaces and connections. In
addition, the equipment could be installed by thst@amer or other vendors and generally the coststéllation approximates only
1% of the sales value of the related equipment.

For products produced according to a particulatosnsr’s specifications, revenue is recognized wherproduct has been tested
and it has been demonstrated that it meets theroests specifications and title passes to the eosto The amount of revenue
recorded is reduced by the amount (generally 1@df)ch is not payable by the customer until instadla is completed and final
customer acceptance is achieved.

For new products, new applications of existing piaid, or for products with substantive customeeptance provisions where
performance cannot be fully assessed prior to mgetiistomer specifications at the customer sit8%d @f revenue is recognized
upon completion of installation and receipt of fisastomer acceptance. Since title to goods géipgrasses to the customer upon
shipment and 90% of the contract amount becomeabpat that time, inventory is relieved and act¢sueceivable is recorded for
the entire contract amount. The revenue on thrassdctions is deferred and recorded as deferveshue. As of March 31, 2008 and
2007 deferred revenue as related to systems was &b $1,039. We reserve for warranty costs atithe the related revenue is
recognized.

Revenue related to sales of spare parts is reaagjnipon shipment. Revenue related to maintenamteservice contracts is
recognized ratably over the duration of the contradtnearned maintenance and service revenueligled in deferred revenue. As
of March 31, 2008 and 2007, $0 and $25 of deferegdnue was related to service contracts.

Our return policy is for spare parts and componentg. A right of return does not exist for sysgentustomers are allowed to
return spare parts if they are defective upon pec@iihe potential returns are offset against gmes&enue on a monthly basis.
Management reviews outstanding requests for retumres quarterly basis to determine that the reseawve adequate.

Accounts Receivable — Allowance for Sales Returnsd Doubtful Accounts

We maintain an allowance for doubtful accounts inatde for estimated losses resulting from the ilitgbof our customers to
make required payments. We consider the agingdifidual customer accounts and determine, accgriircorporate policy, which
accounts should be included in the reserve for tloulccounts. If the financial condition of ocustomers were to deteriorate, or
even a single customer was otherwise unable to pajments, additional allowances may be requirednaay materially affect our
consolidated financial position.

Inventories

Inventories are stated at the lower of cost or etaneduced by provisions for excess and obsolesce&lost is computed using
standard cost, which approximates actual cost @irstain, first-out basis and includes materiabda and manufacturing overhead
costs. We estimate the effects of excess and clzmsiee on the carrying values of our inventoriesebaupon estimates of future
demand and market conditions. We establish pravisifor related inventories in excess of productitmand. Should actual
production demand differ from our estimates, addai inventory write-downs may be required. Anyessand obsolete provision is
released only if and when the related inventosesold or scrapped.

We periodically analyze any systems that are irsti@d goods inventory to determine if they areadlit for current customer
requirements. At the present time, our policyhiatt if after approximately 18 months, we deterntimat a sale will not take place
within the next 12 months and the system would $eahble for customer demonstrations or training itansferred to fixed assets.
Otherwise, it is expensed.

The carrying value of systems used for demonstratar training is determined by assessing the @odte components that are
suitable for sale. Any parts that may be rendereshleable as a result of such use are removedtfrersystem and are not included
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in finished goods inventory. The remaining salegidets are valued at the lower of cost or marketyesenting the system’s net
realizable value. The depreciation period fotesys that are transferred to fixed assets is datedrbased on the age of the system
and its remaining useful life (typically five toghit years).

Impairment of Long-Lived Assets

Long-lived assets are reviewed for impairment wienevents or changes in circumstances indicatdlieacarrying amount may
not be recoverable. These indicators may includé,abe not limited to, significant decreases in mharket value of an asset and
significant changes in the extent or manner in Wwtda asset is used. If undiscounted expectedefudash flows are less than the
carrying value of the assets, an impairment losedésgnized based on the excess of the carryinguatraver the fair value of the
assets. No impairment charge has been recordebegears ended 2008, 2007, and 2006, respectively.

Warranty Obligations

We provide for the estimated cost of our productramties at the time revenue is recognized. Ouramdy obligation is affected
by product failure rates, material usage ratesthadefficiency by which the product failure is emted. The warranty reserve is
based on historical cost data related to warrayould actual product failure rates, material esages and labor efficiencies differ
from our estimates, revisions to the estimated aveyrliability may be required.

Accounting for Restructure Expenses
There were no severance charges and no outstaliahigy during fiscal year ended March 31, 2008.

During the fiscal year ended March 31, 2006, werded a severance charge of approximately $27feckta staff reductions of
17 employees, of which approximately $168 was diassas cost of sales, $81 as research and dewelop $12 as sales and
marketing and $10 as general and administrativersgs. We had an outstanding severance liabiligpproximately $15 as of
March 31, 2006.

Deferred Taxes

We record a valuation allowance to reduce our defetax assets to the amount that is more likedy thot to be realized. Based
on the uncertainty of future taxable income, weenh&uly reserved our deferred tax assets as of M&d; 2008 and 2007. In the
event we were to determine that we would be ableatize our deferred tax assets in the futureadjostment to the deferred tax
asset would increase income in the period suchmétation was made.

Accounting for Stock-Based Compensation

We have adopted several stock plans that providissaance of equity instruments to our employeekreon-employee directors.
Our plans include incentive and non-statutory stopkions and restricted stock awards. Stock optams restricted stock awards
generally vest ratably over a four-year period lom @nniversary date of the grant, and expire tamsyafter the grant date. Certain
restricted stock awards may vest on the achievewiespecific performance targets. We also haveleyee stock purchase plans
that allow qualified employees to purchase Tegaftehat 85% of the fair market value on specifiatsl

Prior to April 1, 2006 we accounted for these stbaked employee compensation plans under the nesasot and recognition
provisions of Accounting Principles Board Opiniom.R5, “Accounting for Stock Issued to Employees APB 25, and related
interpretations, as permitted by Statement of FérenAccounting Standards (“SFAS”) No. 123Acctounting for Stock Based
Compensatioh (SFAS 123). With the exception of grants of rigséd stock awards, we generally, recorded nokshased
compensation expense during periods prior to Apr006 as all stock-based grants had exercisespeiqual to the fair market value
of our common stock on the date of grant. We atsmrded no compensation expense in connection auvithemployee stock
purchase plan as they qualified as a non-compeanysaln following the guidance provided by APB 25.

Effective April 1, 2006, we adopted the fair vaheeognition provisions of Statement of Financiatégnting Standards No. 123
(revised 2004), Share Based PayménfSFAS 123R) using the modified prospective triosimethod. Under that transition method,
we recognized compensation expense of $1,664 forfiftal year 2007, and $1,022 the fiscal year 20@8@ch included: (a)
compensation expense for all share-based paymearted prior to but not yet vested as of April @0&, based on the grant date fair
value estimated in accordance with the originavigons of SFAS 123, and (b) compensation expeosealf share-based payments
granted or modified on or after April 1, 2006, kdhem the grant date fair value estimated in acameavith the provisions of SFAS
123R. Compensation expense is recognized onlyhfuset awards that are expected to vest, whereastprtbe adoption of SFAS
123R, we recognized forfeitures as they occurnecddition, we elected the straight-line attribotroethod as our accounting policy
for recognizing stock-based compensation expensallf@awards that are granted on or after ApriQ06. Results in prior periods
have not been restated.
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Accounting for Freight Charged to Customers

Spares and systems are typically shipped “freighéct,” therefore no shipping revenue or costssagiated with the sale.
When freight is charged, it is booked to revenug @ififset for the cost of that freight in the cokt@venue accounts pursuant to
Financial Accounting Standards Board’s (“FASB”) EIT0-10.

Results of Operations

The following table sets forth certain financiarits for the years indicated:

Year Ended March 31,

2008 2007 2006
(In thousands)

REVENUE ...ttt ettt ettt $ 32,925 $ 22,263 $ 21,757
COSE Of FEVENUE ....eiiiiiiie ittt ettt e e 18,911 16,736 15,741

GIrOSS PrOfit ceviiiiiiiie e r e e e e e e e e e e 14,014 5,527 6,016
Operating expenses:

Research and development EXPENSES ........ .o eenernrrmmmmmmreerererreeeeesmme 3,705 4,646 4,753

Sales and Marketing EXPENSES ........uuuuuriemccmcrnreeeeeeeeeesees e rrreeeaeaeeas 4,163 3,909 2,963

General and administrative eXPENSES .....ccouuaiiiaeiii i e e e 4,551 10,347 7,139
Total OPErating EXPENSES ... .uueeiiiiiieiieaaee e ettt e e e e e e e e e e e, 12,419 18,902 14,855

Operating iNCOME (I0SS) .....uuuuruiiieiieiieieeeeaeiee et e e e e e e e e et eeaaaaaeeaens 1,595 (13,375) (8,839)

Other iNCoOmMe (EXPENSE), NEL.......oiieeiiieeeeeeee e e e e e e e e e e, 17,013 162 (573)
Income (loss) before income tax expense (benefit)...........ccoooiiiiiiiiiiiiiiinns 18,608 (13,213) (9,412)

Income tax expense (benefit) ... cceeeee 504 — (532)
NEL INCOME (I0SS) veevviiiiiiiieee e erreee e r e e e e e e e, $ 18,104 $ (13,213) $ (8,880)

The following table sets forth certain financiataléor the years indicated as a percentage of tezen

Year ended March 31,

2008 2007 2006
REVENUE ...eeiiii ittt e eeet et e e e sttt e e e e s ettt et e e e e s sae e e e e e aansaeaeeesasnsneeaens 100.0% 100.0% 100.0%
COSE Of FEVENUE ...ttt et e e e e e e e e e e e e e e e e e e aaaaaas 57.4 75.2 72.3
GrOSS PrOfit ..ttt e e e e e e e e e e e e aaaaeaeas 42.6 24.8 27.7
Operating expenses:
Research and development EXPENSES ........ oo eeereeereeiietiaaaaaaaaaaaaaaaaaanenes 11.3 20.9 21.8
Sales and marketing EXPENSES ......ouuu ittt a e 12.7 17.6 13.6
General and administrative EXPENSES ........ccccccuviiiiriiiiriiieeee e e e e e s e e eeessnnenes 13.8 46.5 32.8
Total OPErating EXPENSES......cccii it i ettt e e e e e e e e e e eeeaaeaaeaaen 37.8 85.0 68.2
Operating iNCOME (I0SS) ...vvvviiiiiiee e reeeaaa e 4.8 (60.2) (40.5)
Other iNCOmMEe (EXPENSE), NEL ..ovviiiieie e e e 51.7 0.9 (2.6)
Income (loss) before income tax expense (benefit).........ccccccvvvviiiiiiiiiiiiiieeeeeeeen, 56.5 (59.3) (43.1)
Income tax expense (DENEFIL) ......uuwriiiiir e 15 — (2.3)
NEL INCOME (IOSS) ..eivvriiieeei ittt e e e s eeeeee e ettt e e e e s st e e e e s s st e e e e e s srtaneaeesansbaeeaeeeans 55.0% (59.3)% (40.8)%

Years Ended March 31, 2008, 2007 and 2006
Revenue

Our revenue is derived from sales of new and réghdd systems, spare parts and non-warranty seR@&enue increased 47.9%
in fiscal 2008 from fiscal 2007 (to $32,925 from2%263). The revenue increase was due principalthé product mix and number
of systems sold, as well as to setting higherraglfirices for some of our advanced systems comgaréuk prior year. Revenue
increased 2.3% in fiscal 2007 from fiscal 2006 %&2,263 from $21,757). The revenue increase wiasipally due to the product
mix as compared to the prior year. Spares andcgesales were flat year to year.

International sales accounted for approximately /8%86, and 76% of total revenue in fiscal 2008,72Ghd 2006, respectively.
We expect that international sales will continu@¢gount for a significant portion of our revenue.

Gross Profit
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Our gross profit as a percentage of revenue (gnasgin) increased to 42.6% in fiscal 2008 compa&oe2i.8% in fiscal 2007.
The increase in the gross margin in fiscal 2008mamed to 2007 was due to the product mix and numwbsgystems sold, as well as
to cost reductions in manufacturing overhead, piilsnan payroll expense. We also reduced leadesrheginning in mid-2006 and
wrote off inventory for the 300mm PVD tool in theaunt of $1.7 million in fiscal 2007. Our gros®firas a percentage of revenue
(gross margin) decreased to 24.8% in fiscal 200Wpaved to 27.7% in fiscal 2006. The decreasedrgtbss margin in fiscal 2007
compared to 2006 was principally due to the wrffeobinventory for the 300mm PVD tool in the amdwf $1.7 million.

Our gross profit as a percentage of revenue has, laeel will continue to be, affected by a varietyfaxctors, including the mix
and average selling prices of systems sold andcdsts to manufacture, service and support new ptoohiroductions and
enhancements. Gross margins for our 6500 seri¢smsysare typically lower than those of our moreur@®00 series systems due to
the inefficiencies and lower vendor discounts aisged with lower order volumes and increased senviestallation and warranty
support. However, gross profit improvement is of@ur highest priorities. We believe that theutes of our expense reduction
efforts will begin to exhibit themselves in grossfit improvements, especially as we expect ouesablume to increase.

Research and Development

Research and development expenses consist prinodriigtlaries, prototype material and other cosseaated with our ongoing
systems and process technology development, apipfisaand field process support efforts.

Research and development expenses decreased &5 $38fiscal 2008 from $4,646 in fiscal 2007. Tdecrease in spending was
due primarily to reimbursement for prototype coasswell as lower depreciation costs. Research dawélopment expenses
decreased to $4,646 in fiscal 2007 from $4,753secef 2006. The decrease was due primarily to icupgyroll and expenses within
non-essential programs.

Sales and Marketing

Sales and marketing expenses primarily consistlafries, commissions, trade show promotion and réidirey expenses. Sales
and marketing expenses remained fairly flat indfi008 compared to fiscal 2007 despite a sigmifieacrease in revenue. Expenses
increased to $4,163 in fiscal 2008 from $3,909isedl 2007. If sales continue to increase, wecgrete an increase in sales and
marketing expenses due to increased commissiomsgpend travel related expenses. Sales and nmarletpenses increased to
$3,909 in fiscal 2007 from $2,963 in fiscal 200&da payroll and other increased costs.

General and Administrative

General and administrative expenses consist ofisajalegal, accounting and related administrageevices and expenses
associated with general management, finance, irgtom systems, human resources and investor melatexctivities. General and
administrative costs decreased to $4,551 in fig68B from $10,347 in fiscal 2007 primarily due &ctkased legal fees as a result of
the settlement of the AMS litigation (describeddvé), a buyout provision in fiscal 2007 in the Petah lease and SFI consolidation
costs. General and administrative cost increas&d®,347 in fiscal 2007 from $7,139 in fiscal 2q@6narily due to increased legal
fees.

Other Income (Expense), Net

Other income (expense), net, consists principdilgedtling of theSputtered Films, Inc. v. Advanced Modular Sputtgtawsuit
(the “AMS litigation”), interest income, gains ataksses on foreign exchange, and retirement of fixesets. We recorded other
income (expense) of $17,013 in fiscal 2008. Initawid to recording the net $14,705 from the setdatof the AMS litigation, we
also recorded $682 from the recognition of foreggchange differences between current and histovedaltions of investment as a
result of the dissolution of our Japan subsidiasgnpleted in December 2007. Net interest income ass higher in the current
fiscal year due to higher cash balances as a rektlie settlement of the AMS litigation earningér interest. We recorded other
income (expense), net of $162 in fiscal 2007.idodl year 2006, we recorded ($573) of other incéempense), net.

In connection with the settlement of the AMS litiga, we agreed to make a donation of at least #85the University of
California at Santa Barbara. The donation endotihed Director of the California Nano Systems In$éfua position currently
occupied by Professor Evelyn Hu. The position riewn as the Peter A. Clarke Professor and Direotahe California Nano
Systems Institute, in honor of Peter Clarke, thenfter of Sputtered Films, Inc., which Tegal acqlire August 2002. At March 31,
2007, $350 has been expensed to other income (gxperet. This amount was paid in September 2007.

Income Taxes
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In fiscal 2008 our effective tax rate was 2.7%.eTompany recorded $504 as tax expense for thenmeealized in fiscal 2008.
Our effective tax rate was 0% in fiscal 2007. ibtél 2006, our effective rate was a benefit oP&.7The Company recorded a tax
benefit of $532 for the losses incurred in fisca0@&. All deferred tax assets have been fully resbr

In the fiscal years prior to fiscal 2006, the Compgecorded a reserve for the possibility of anitaoidour transfer pricing policy
for sales in foreign countries. During fiscal 20@& contingency reserve in the amount of $532neasrsed. Based on a review at
that time of this reserve, and in accordance vatjuirements at that time, the Company believegtbbability of such an audit was
less than 70%, therefore, reversed the reserve.

Liquidity and Capital Resources

In fiscal 2008 we financed our operations throughcgash provided by operations. The primary sigaift changes in our cash
flow statement were in inventories and the litigatsuspense. The Company increased inventoriasticipation of new sales and
increased costs of raw materials. Litigation snaspedecreased as a result of the final settlenhenAMS litigation. Our original
litigation suspense of $19,500 was reduced by tgment of $995 to settle claims with G&L earlier tire year resulting in a
litigation suspense balance of $18,505 as of Deeerilh, 2007. In January 2008, we reached settlenfem $3,800 payment to
Keker & Van Nest. As a result of this settlemehg litigation suspense of $14,705 was releasedesutded as other income in the
fourth quarter ended March 31, 2008. For morerméftion, see Note 8, “Commitment and Contingenciesbur consolidated
financial statements.

Accounts receivable was flat from fiscal 2007 igcél 2008 despite our additional sales. Full payms due from customers
when system installations are complete. The Compidunough its own field service employees and @mitemployees completed
installations of advanced systems, primarily solthie second and third quarters of fiscal 2008.

Net cash used in operations in fiscal 2008 was355,8ue primarily to the non cash income from theduit settlement amount of
$19,500 partially offset by a net income of $18,504l increased inventories. Net cash providedpgyations was $12,772 in fiscal
2007, due primarily to the litigation suspense ani®f $19,500 partially offset by a net loss 08113 partially offset by non cash
stock compensation expense, and inventory writepofivisions. Net cash used in operations was $81j67fiscal 2006, due
primarily to a net loss of $8,880 and increasefdnounts Receivable offset by decreases in AccoBatmble offset by non cash
stock compensation expense.

Net capital expenditures totaled $483, $691, ar@il$iA fiscal 2008, 2007, and 2006, respectivelypitdéh expenditures in all
three years were incurred principally for demongiraequipment, leasehold improvements and to aeqiesign tools, analytical
equipment and computers.

Notes payable consisted of capital lease obligat@nfixed assets totaling $14 during 2008.

Our consolidated financial statements contemplager¢alization of assets and the satisfactionatiilities in the normal course
of business. We incurred net income (loss) of $148,1(13,213), and $(8,880) for fiscal 2008, 208idd 2006, respectively. We
(used) generated cash flows from operations of0${®, $12,772, and ($11,576) for fiscal 2008, 20& 2006, respectively. To
finance our operations, in fiscal 2007 we recei$4®,500 representing the gross cash proceeds fiensdttlement of the AMS
litigation. We raised $18,410 in net proceeds ftbmsale of our common stock and warrants totiriginal investors in fiscal 2006.
We believe that these proceeds, combined with fileets of the consolidation of operations and awmtd cost containment, will be
adequate to fund operations through fiscal yea92®&®wever, projected sales may not materialize amidreseen costs may be
incurred If the projected sales do not materialize, we wékd to reduce expenses further and raise addiapétal through the
issuance of debt or equity securities. If additidinads are raised through the issuance of predesteck or debt, these securities
could have rights, privileges or preferences setaathose of common stock, and debt covenants coybbse restrictions on our
operations. The sale of equity or debt could resuladditional dilution to current stockholders,dasuch financing may not be
available to us on acceptable terms, if at all.

The following summarizes our contractual obligati@t March 31, 2008, and the effect such obligatiame expected to have on
our liquidity and cash flows in future periods {housands).

Contractual obligations: Less than After
Total 1 Year 1-3 Years 3-5 Years 5 Years

Non-cancelable capital lease obligations.................. $ 5 $ 15 $ — $ — $ -
Non-cancelable operating lease obligations. ........ 936 610 302 24 —
Total contractual cash obligations ...........ccee... $ 951 $ 625 $ 302 $ 24 $ —
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Certain of our sales contracts include provisiomsen which customers would be indemnified by uthaevent of, among other
things, a third-party claim against the customeiiritellectual property rights infringement relat®dour products. There are no
limitations on the maximum potential future paynseander these guarantees. We have accrued no amiouetation to these
provisions as no such claims have been made armtlee we have valid, enforceable rights to theliectual property embedded
in its products.

Recent Accounting Pronouncements

In September 2006, FASB issued Statement of Fiahi®tandards No. 157 (“SFAS No. 157"Fair Value Measurements”
SFAS 157 defines fair value, establishes a framkvior measuring fair value in accordance with gaftgraccepted accounting
principles, and expands disclosures about fairevaheasurements. SFAS 157 does not require any aiewdlue measurements;
rather, it applies under other accounting pronomer@s that require or permit fair value measuremertie provisions of SFAS 157
are to be applied prospectively as of the beginmihthe fiscal year in which it is initially apptie with any transition adjustment
recognized as a cumulative-effect adjustment tooftening balance of retained earnings. The pravssif SFAS 157 are effective
for fiscal years beginning after November 15, 20@érefore, the Company anticipates adopting SF3Sak of April 1, 2008.

In February 2007, FASB issued SFAS No. 15Bhé¢ Fair Value Option for Financial Assets and liidiles” (“SFAS 159").
SFAS 159 provides entities with the option to rémmlected financial assets and liabilities at failue. Business entities adopting
SFAS 159 will report unrealized gains and lossesamings at each subsequent reporting date ors itemwhich fair value option
has been elected. SFAS 159 establishes presengatibdisclosure requirements designed to facilitat@parisons between entities
that choose different measurement attributes foilai types of assets and liabilities. SFAS 15%nexs additional information that
will help investors and other financial statemesgéns to understand the effect of an entity’s chticese fair value on its earnings.
SFAS 159 is effective for fiscal years beginninggaNovember 15, 2007, with earlier adoption petedit We are currently assessing
the impact that the adoption of SFAS 159 may hawvew consolidated financial position, results pémtions or cash flows.

In December 2007, FASB issued SFAS No. 141 (rev&dY¥), ‘Business Combinatiohg“SFAS 141R") which replaces SFAS
No 141. SFAS 141R retains the purchase methodaafuating for acquisitions, but requires a numiderthanges, including changes
in the way assets and liabilities are recognizeth& purchase accounting. It also changes the négmy of assets acquired and
liabilities assumed arising from contingencies,uiegs the capitalization of in-process research @exklopment at fair value, and
requires the expensing of acquisition-related castiicurred. SFAS No. 141R is effective for ther(pany beginning April 1, 2009
and will apply prospectively to business combinagicompleted on or after that date.

In December 2007, FASB issued SFAS No. 16@ricontrolling Interests in Consolidated Financ&htement, - an amendment
of ARB No. 51 (“SFAS 160") which changes the accounting angoréing for minority interests. Minority interestsill be
recharacterized as noncontrolling interests and vél reported as a component of equity separata ftee parent’s equity, and
purchases or sales of equity interests that doesuit in a change in control will be accountedderequity transactions. In addition,
net income attributable to the noncontrolling ietrwill be included in consolidated net incometloa face of the income statement
and, upon a loss of control, the interest soldwall as any interest retained, will be recordedaat value with any gain or loss
recognized in earnings. SFAS No. 160 is effectivetfie Company beginning April 1, 2009 and will Bpprospectively, except for
the presentation and disclosure requirements, whittrepply retrospectively. SFAS 160 has no mialeeffect on the Company’s
consolidated financial statements.

In March 2008, FASB issued SFAS No. 16Djsclosures about Derivative Instruments and Heddhetivities—an amendment
of FASB Statement No. I38SFAS 161"), which requires enhanced disclosuabsut an entity’s derivative and hedging actigitie
and thereby improves the transparency of finamejabrting. The statement requires disclosure a@uihy an entity uses derivative
instruments, (b) how derivative instruments anciteel hedged items are accounted for under SFAS1R®, "Accounting for
Derivative Instruments and Hedging Activities" atglrelated interpretations, and (c) how derivaiiveétruments and related hedged
items affect an entity's financial position, fin@igerformance, and cash flows. SFAS 161 is &ffedfor fiscal years beginning
after November 15, 2008. SFAS 161 has no mateffiett on the Company’s consolidated financialestagnts.

In May 2008, FASB issued SFAS No. 16Phe Hierarchy of Generally Accepted Accounting Biptes' ("SFAS 162"). SFAS
162 identifies the sources of generally acceptedwating principles in the United States. SFAS K6&ffective sixty days following
the SEC's approval of PCAOB amendments to AU Seetidl, "The Meaning of 'Present fairly in confonitith generally accepted
accounting principles™. The Company is currentialaating the potential impact, if any, of the atiop of SFAS 162 on its
consolidated financial statements.

On May 23, 2008, FASB issued SFAS 16A&¢tounting for Financial Guarantee Insurance Contea (“SFAS163”). The new
standard clarifies how SFAS 60, “Accounting and &&pg by Insurance Enterprises”, applies to finahguarantee insurance
contracts issued by insurance enterprises, inajuttia recognition and measurement of premium rexamal claim liabilities. It also
requires expanded disclosures about financial gueeainsurance contracts. SFAS 163 has no matffidt on the Company’'s
consolidated financial statements.
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In June 2007, FASB’s Emerging Issues Task ForcéTEE reached a consensus on EITF Issue No. 07A8c6unting for
Nonrefundable Advance Payments for Goods or Sent@d®e Used in Future Research and Developmeiittes’ (“EITF Issue
No. 07-3") that would require nonrefundable advapagments made by the Company for future researdidavelopment activities
to be capitalized and recognized as an expendeeagobds or services are received by the Compdmy.Company does not expect
EITF Issue No. 07-3 to have a material impact @@ompany’s consolidated financial statements.

In December 2007, FASB ratified the EITF consermu&ITF Issue No. 07-1Atcounting for Collaborative Arrangemehts
that discusses how parties to a collaborative gamarent (which does not establish a legal entithiwisuch arrangement) should
account for various activities. The consensus atef that costs incurred and revenues generatedifamsactions with third parties
(i.e., parties outside of the collaborative arranget) should be reported by the collaborators errdlspective line items in their
income statements pursuant to EITF Issue No. 99Réporting Revenue Gross as a Principal VersusaNetn Agent.”
Additionally, the consensus provides that incona¢éeshent characterization of payments between ttiipants in a collaborative
arrangement should be based upon existing auttieeifaronouncements, analogy to such pronouncenifemds$ within their scope,
or a reasonable, rational, and consistently ap@émbunting policy election. EITF Issue No. 07-#ffective beginning January 1,
2009 and is to be applied retrospectively to afiqus presented for collaborative arrangementdiegisis of the date of adoption.
The Company is currently evaluating the impacts@isdlosures of this standard, but would not exp#€F Issue No. 07-1 to have a
material impact on the Company’s consolidated fongrstatements.

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

Foreign Exchange Risk

Our exposure to foreign currency fluctuations isnarrily related to sales of our products in Europbich are denominated in the
Euro. Changes in the exchange rate between the &wtdhe U.S. dollar could adversely affect ourrapieg results. Exposure to
foreign currency exchange rate risk may increaser evne as our business evolves and our produatsince to be sold into
international markets. Currently, we do not hedgairast any foreign currencies and, as a resultidcmgur unanticipated gains or
losses. For the year ended March 31, 2008, fluciustof the U.S. dollar in relation to the Euro evémmaterial to our financial
statements.

Interest Rate Risk

We are only marginally exposed to interest ratk tisough interest earned on money market accoilmsest rates that may
affect these items in the future will depend onketiconditions and may differ from the rates weéhaxperienced in the past. We do

not hold or issue derivatives, commaodity instrunsemtother financial instruments for trading pugms

Item 8. Financial Statements and Supplementary Data

Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders
of Tegal Corporation:

We have audited the accompanying consolidated balance sheets of Tegal Corporation and its subsidiaries (“the
Company”) as of March 31, 2008 and 2007, and the related consolidated statements of operations, stockholders’ equity,
and cash flows for each of the two years in the period ended March 31, 2008. Our audit also included the financial
statement schedule as of and for the years ended March 31, 2008 and 2007 listed in the Index at Item 15(a)(2). These
consolidated financial statements and financial statement schedule are the responsibility of the Company's
management. Our responsibility is to express an opinion on these consolidated financial statements and financial
statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free of material misstatement. The Company is not required to
have, nor have we been engaged to perform, an audit of the Company’s internal control over financial reporting. Our
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audits included consideration of internal control over financial reporting as a basis for designing audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company's internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements,
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Tegal Corporation and its subsidiaries as of March 31, 2008 and 2007 and the results
of their operations and their cash flows for each of the two years in the period ended March 31, 2008 in conformity
with accounting principles generally accepted in the United States of America. Also, in our opinion, the information
presented in the related financial statement schedule as of and for the years ended March 31, 2008 and 2007, when
considered in relation to the basic consolidated financial statements taken as a whole, presents fairly, in all material
respects the information set forth therein.

As discussed in Note 1 to the consolidated financial statements, effective April 1, 2006, the Company changed its
method of accounting for stock-based compensation arrangements as a result of adopting Statement of Financial
Accounting Standards No. 123 (revised 2004), Share-Based Payment applying the modified prospective method.

/s/Burr, Pilger & Mayer LLP
San Francisco, California
June 25, 2008

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

To the Board of Directors and Stockholders
Tegal Corporation

We have audited Tegal Corporation’s consolidatatestents of operations, stockholders’ equity argh dbows for the year ended
March 31, 2006. We have also audited the informagicesented in Schedule Il that is listed in thdeinand appearing under Item
15(a)(2), for the year ended March 31, 2006. THasancial statements and schedule are the resphbitysiof the Company’s
management. Our responsibility is to express aniopion these financial statements and schedukdbas our audit.

We conducted our audit in accordance with the stedwlof the Public Company Accounting Oversight ifd@nited States). Those
standards require that we plan and perform thet éndibtain reasonable assurance about whethdintnecial statements are free of
material misstatement. The Company is not requioedave, nor were we engaged to perform, an addts anternal control over

financial reporting. Our audit included considevatiof internal control over financial reporting asbasis for designing audit
procedures that are appropriate in the circumstrmet not for the purpose of expressing an opimiorthe effectiveness of the
Company's internal control over financial reportidgcordingly, we express no such opinion. An aimitudes examining, on a test
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basis, evidence supporting the amounts and diseesn the financial statements. An audit alsoudek assessing the accounting
principles used and significant estimates made Agagement, as well as evaluating the overall fiilstatement presentation. We
believe our audit provides a reasonable basisufoopinion.

In our opinion, the financial statements referredabove present fairly, in all material respectsgal Corporation’s consolidated
results of its operations and cash flows for tharyended March 31, 2006, in conformity with accaumtprinciples generally

accepted in the United States of America. Als@mun opinion, the information presented in Schedufer the year ended March 31,
2006, presents fairly, in all material respects, itiformation set forth therein when read in contion with the related consolidated
financial statements.

/sl Moss AdamsLP

Santa Rosa, California
June 9, 2006
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TEGAL CORPORATION

CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)

March 31,
2008 2007
ASSETS
Current assets:
Cash and cash EQUIVAIENTS .........couiiiii e a e e e e e e e $ 19,271 % 25,776
Accounts receivable, net of allowances for salagns and doubtful accounts of $191 and $413 at
March 31, 2008 and 2007, rESPECHVEIY .......eeeeeeeiie i i e e e e e e e e s e s eeeeeeees 6,758 6,634
TNV =T (o TS T =] U PPPP PP 11,056 5,567
Prepaid expenses and Other CUIMENT @SSELS c.mrrrrririiiiiiiiiiiiiiiieeee e e e e e e e s e e e e e e e e e e e e e e e s e e s e 788 991
TOtAl CUIMTENT BSSEES. .. oottt ettt e e e e e e e e et e et e e e e beab e e et e e e e et e e e e e e e e e nnnnaneeeneees 37,873 38,968
Property and eqUIPMENT, NET ... ..ottt e e e e e e e e e e aaaeeeaannnaenbbeeeeeeeees 1,213 1,351
Tale=TaloT o] (I= 1Yo KT o = PSP 903 1,161
(@1 g 1=T g TS £ SO ORETRPPPPTRT 90 176
L0 = L= RS ] £ PP PUPPPURT $ 40,079 $ 41,656
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
NOTES PAYADIE ..ooiiiiiiiie ettt e e e e e ettt e e e et e e e e e et e e e e e e et bre e e e e e eanrrrees, $ 14 % 10
Yot oto 10 g1 3 o =\ V7= o[ 2P 1,469 1,974
PaXoTot (0= To [ o doTo [0 (ot VLY== | S 1,770 1,101
D12y o g To V=T o U PRSP 252 1,064
LItIgALION SUSPEINSE ...ttt eet e e e e e e e e e e ettt ettt e et e e aaeaaaaee s e e s aebeebeeseeeeeaeeaaaaaaaeeesses s s s — 19,500
Accrued expenses and other current abilitieS ........cc.eeuiiiiiii e, 3,644 3,590
Total current IabIlItIES ... 7,149 27,239
Commitments and contingencies (Note 8)
Stockholders’ equity:
Preferred stock; $0.01 par value; 5,000,000 shewtwrized; none issued and outstanding........... — —
Common stock; $0.01 par value; 50,000,000 sharttweared; 7,242,736 and 7,106,8&hares
issued and outstanding at March 31, 2008 and 2@8PBECtIVElY ..........cccoeeviiviiiiiicceeeeeeeee e, 72 71
Additional Paid-in CAPILAL.........uuuureeeees e e e e e e e e e s s s s rrrrearaaaaaaaeaeeaeesanaanannnn 123,567 122,473
Accumulated other comprehensive (I0SS) INCOM. .o .iiiiiiiiiiiiiieeie e, (446) 240
AcCUMUIALEA EFICIE ...ttt e e e e e e e e e e e e e e e e e e e e (90,263) (108,367)
Total StOCKNOIAEIS’ EQUILY ......ceiiiiee ettt e e e e e e e e e eeeeeeeaeas 32,930 14,417
Total liabilities and StOCKNOIAEIS’ @QUILY .....eeemeeeiiiiiiiiieiiii e $ 40,079 $ 41,656

See accompanying notes to consolidated financigsients.
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TEGAL CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Year Ended March 31,

2008 2007 2006
REVENUE ...ttt ettt ettt e e e $ 32,925 $ 22,263 $ 21,757
COSE Of FEVENUE ...ttt et e e e e e e e e e e s 18,911 16,736 15,741
GrOSS ProOfit oottt e e e e e e 14,014 5,527 6,016
Operating expenses:
Research and development EXPENSES ........ e e e aenrrnnrnenieeeeeeeeeeaaes, 3,705 4,646 4,753
Sales and marketing EXPENSES .........uuuuticeeeeeeneeieeeaa e e e e e e e aiieeeeeeens 4,163 3,909 2,963
General and administrative eXpenses .........oooveieuuvimneeniiiiiieieeeeeeeeaes, 4,551 10,347 7,139
Total OPErating EXPENSES .. .uuuiiiiiiiieeieeeeeeeiestetrr e e ereeeaeemmmm e e e e e e ennnnnes 12,419 18,902 14,855
Operating iNCOME (I0SS) ....uuvurriiiiiiiiiirieeeeeeirerirrre e e e e e e e e s e e aaeaeaees 1,595 (13,375) (8,839)
Other income (EXPENSE), NEL.......ccoiie e 17,013 162 (573)
Income (loss) before income tax expense (benefit).............coeevecccinnnnns 18,608 (13,213) (9,412)
Income tax expense (benefit) .........ooooiiceeeeee i 504 — (532)
NEt INCOME (I0SS) .evvvvieiiiieeee e eerree e re e e e $ 18,104 $ (13,213) $ (8,880)
Net income (loss) per share:
BaSIC . utieitie ettt ettt ettt ettt e e e e be e e e e eta e e taeeereeenbeeanes $ 253 $ (1.87) % (1.50)
D111 (=T o [ TP OU PR PPURPPI $ 248 $ (1.87) $ (1.50)
Weighted average shares used in per share congngati
BaSIC. ..ttt e r e e e e 7,159 7,065 5,903
D111 (=T o [P U PR PURPPI 7,288 7,065 5,903

See accompanying notes to consolidated financigsients.
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TEGAL CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(in thousands, except share and per share data)

Accumulated Total
Additional Other Accum- Stock- Compre-
Common Stock Paid-in Comprehensive ulated Holders’ Hensive
Shares Amount Capital Income (Loss) Deficit Equity Income (Loss)

Balances at March 31, 2005............ccccceenen. 4,403,627 $ 4 $ 996 $ (1100 $ (86,274) $ 13,300
Common stock issued under option and stock

purchase plans .........ccccceeveiiiiiiiiceeceeeee 9,498 — 96 — — 96
Common stock issued in PIPE .............cccceeeee. 2,570,000 26 20,020 — — 20,046
Common stock issued for services rendered ........ 4,691 — 103 — — 103
Warrants and options to purchase common stock

issued for services rendered..............ccceeu.. — — 953 — — 953
Restricted stock units — vested .............ccc..... 23,266 — 1,231 — — 1,231
Deferred Compensation .............ccccevuvvecmeecn. — — (224) — — (224)
Cost Of EQUILY ......eveieeeiiiiee e — — (1,662) — — (1,662)
Valuation of Warrants in 2005 PIPE — — 435 — — 435
NEL 0SS ..t — — — — (8,880) (8,880) $ (8,880)
Cumulative translation adjustment............cece. — — — 642 — 642 642
Total comprehensive loss.............. — — — — — — 3 (8.238)
Balances at March 31, 2006 7,021,088 70 120,592 532 (95,154) 26,040
Common stock issued stock purchase plans......... ,6642 — 10 — — 10
Warrants and options to purchase common stock

issued for services rendered — — 69 — — 69
Repurchase of fractural shares .............comm (219)
Restricted stock units — vested .............cccc..... 83,334 1 138 — — 139
Stock compensation eXpense..............veeeeeuee — — 1,664 — — 1,664
NEL 0SS ... e — — — — (13,213) (13,213)  $(13,213)
Cumulative translation adjustment............cece. — — — (292) — (292) (292)
Total comprehensive loss.............. — — — — — — $ (13,505)
Balances at March 31, 2007 ............ccccceeenen. 7,106,867 71 122,473 240 (108,367) 14,417
Common stock issued stock purchase plans......... ,7345 — 42 — — 42
Warrants and options to purchase common stock

issued for services rendered...............ceeeun. 40,940 — 29 — — 29

Restricted stock units vested... 89,195 1 — 1

Stock based compensation expense................... — — 1,022 — — 1,022
NEL INCOME ...oiiiiiiiiiieieciee e — — — — 18,104 18,104 $ 18,104
Cumulative translation adjustment............cece. — — — (685) — (685) (685)
Total comprehensive income — — — — — — $ 17,418
Balances at March 31, 2008...............ccceeeuee. 7,242,736  $ 72 $ 123,566 445) $ (90,263) $ 32,930

See accompanying notes to consolidated financigsients.
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TEGAL CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended March 31,

2008 2007 2006
Cash flows from operating activities:
NEL INCOME (J0SS) ...vviitiiiiie ettt cemeee ettt ettt saee e sreeebe e eree e sneereas $ 18,104 $(13,213) $ (8,880)
Adjustments to reconcile net income (loss) to rasthc(used in) provided by
operating activities:
Depreciation and amortization.............cccccceeeeee e 734 840 1,193
Stock COMPENSAtION EXPENSE .....coiiiiiiceeceeee e e eeeeeeeeees 1,022 1,803 435
Stock issued under stock purchase plan......cccccccuviiiiiiiiiiiiiiiiiieen. 42 10 —
Provision for doubtful accounts and sales retutiesvances................... (222) 208 (338)
Loss on disposal of property and equipment 144 663 128
Fair value of warrants and options issued for ses/rendered.............. 29 69 1,958
Changes in operating assets and liabilities, natqtiisitions:
ACCOUNLES reCEIVADIE.......cceee e, 160 (1,524) (2,718)
INVENLOTIES, NEL ....viiiiiiiiiiiiiiiie e e e e e e e e e e s e nennenees (5,428) 1,951 (1,764)
Prepaid expenses and other assets.......... 271 239 (532)
Accounts payable.........coooiiiiii e (481) (508) (1,112)
Accrued expenses and other current liabilities.......................... 22 1,582 (601)
Accrued pProduct Warranty ..........ccccuueeeeeaeaeiieieeieeeeeeeeeeeaaaa e 858 565 300
Litigation SUSPENSE ......coiiiiiiiiiiiiieeiiee e e e e e e e e, (19,500) 19,500 —
Deferred reVENUE ..........uuuiiiiiiiiiieeee e (812) 587 355
Net cash (used in) provided by operating activities.................. (5,057) 12,772 (11,576)
Cash flows from investing activities:
Purchases of property and equipmMEent.........cceeeeeiiiiiieeeee e e (483) (691) (231)
Net cash used in iNvesting actiVities ... eeeeeeeemiiiiiiiiiiiieeeeeeeeeeees, (483) (691) (231)
Cash flows from financing activities:
Net proceeds from issuance of commMoN StOCK...........eevvvvviiiieceeieeeeeeeennnnn, — — 18,583
(Repayments) borrowings under notes payable ankl lbses of credit............. — (24) —
Repayments of notes payable and bank lines oftcredi................coovveeeenl, — — (134)
Payments on capital lease finanCing........ccccceeeooeeoieiiiiiiiiiiiieeeeeeee e 3 (2) (24)
Net cash provided by (used in) financing actigitie..................cccccinn. 3 (16) 18,425
Effect of exchange rates on cash and cash equtgalen...................ccocmiiineee (968) (76) 76
Net (decrease) increase in cash and cash equisalent...................ccoicicnnnnns (6,505) 11,989 6,694
Cash and cash equivalents at beginning of Year ........coocoiiceeiiiiiiiiiieee. 25,776 13,787 7,093
Cash and cash equivalents at end of Year....ccceeeccvveeeiiiieiiiiie e $ 19271 $ 25776 $ 13,787
Supplemental disclosures of cash paid during tlae fg: ...........ooovvvvvvviiiiniceee.
Q1= =] SO SP $ — $ 6 $ 10
Supplemental disclosure of non-cash investing arah€ing activities
Transfer of demo lab equipment between inventod/faed assets $ 143 $ 314 % 725
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TEGAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Al amounts in thousands, except share and per
share data, unless otherwise noted)

Note 1. Description of Business and Summary of Significafitcounting Policies
Description of Business

Tegal Corporation, a Delaware corporation (“Tegalthe “Company”), designs, manufactures, markaetsservices plasma etch
and deposition systems that enable the producfiamegrated circuits (“ICs”), memory and relateitroelectronics devices used in
portable computers, cellphones, PDAs and RFID agfitins; megapixel imaging chips used in digital aallphone cameras; power
amplifiers for portable handsets and wireless neting gear; and MEMS devices like accelerometens doatomotive airbags,
microfluidic control devices for ink jet printerand laboratory-on-a-chip medical test kits. Etghéimd deposition constitute two of
the principal IC and related device production psscsteps and each must be performed numerousitindes production of such
devices.

The Company was formed in December 1989 to acdqo@eperations of the former Tegal Corporationjvésibn of Motorola,
Inc. The predecessor company was founded in 18d2aaquired by Motorola, Inc. in 1978. Tegal congdeits initial public
offering in October 1995.

On August 30, 2002, the Company acquired all ofotltstanding common stock of Sputtered Films, Ipooated, a privately held
California corporation. SFl is a leader in the iges manufacture and service of high performancgsighal vapor deposition
sputtering systems for particular applicationshe semiconductor and semiconductor packaging induSFl was founded in 1967
with the development of its core technology, th&$s.

On November 11, 2003, the Company acquired sulisligntall of the assets and certain liabilities Sfmplus Systems
Corporation, (“Simplus”), a development stage conypa Simplus had developed a deposition clustet éoal certain patented
processes for barrier, copper seed and high-Karé&eapplications. Simplus had coined the terrarfo-layer deposition” or “NLD”
to describe its unique approach to molecular orgahéemical vapor deposition (‘“MOCVD"). The Compaasycontinuing to develop
these NLD processes and related tools, and arkeipitocess of marketing them to a limited numbekeyf customers and joint
development partners.

On May 28, 2004, the Company purchased substantdlliof the assets and assumed certain liabilitie$-irst Derivative
Systems, Inc. (“FDSI”). FDSI, a privately held ééaspment stage company, was founded in 1999 a@eoffpof SFI. FDSI had
developed a high-throughput, low cost-of-ownergitigsical vapor deposition (“PVD") system with higtdifferentiated technology
for leading edge memory and logic device productinr200 and 300 millimeter wafers.

Principles of Consolidation/Foreign Currency

The consolidated financial statements include teoants of the Company and all of its subsidiarietercompany transactions
and balances are eliminated in consolidation. Aot®denominated in foreign currencies are trandlateng the foreign currencies
as the functional currencies. Assets and liabdlibé foreign operations are translated to U.S.adlslht current rates of exchange and
revenues and expenses are translated using weigkiirdge rates. The effects of translating thenfir statements of foreign
subsidiaries into U.S. dollars are reported as mctated other comprehensive income (loss), a sepacmponent of stockholders’
equity. Gains and losses from foreign currencydaations are included in the statements of opematas a component of other
income (expense), net, and were not material ipeaibds presented.

Use of Estimates

The preparation of financial statements in confeymiith generally accepted accounting principleshia United States requires
management to make estimates and assumptiondfinatthe reported amounts of assets and liakslitied disclosures of contingent
assets and liabilities at the date of the finansfatements and the reported amounts of revenwksxpenses during the reporting
periods. Actual results could vary from those eatas.

Cash and Cash Equivalents

The Company considers all highly liquid debt instants having a maturity of three months or lesshendate of purchase to be
cash equivalents.

32



At March 31, 2008 and 2007 all of the Company’'sestments are classified as cash equivalents irtdheolidated balance
sheets. The investment portfolio at March 31, 28068 2007 is comprised of money market funds. Atd&81, 2008 and 2007, the
fair value of the Company’s investments approxirdatest.

Financial Instruments

The carrying amount of the Company’s financial fiastents, including cash and cash equivalents, atsowceivable and
accounts payable, notes payable, accrued expendestizer liabilities approximates fair value duetheir relatively short maturity.
The Company has foreign subsidiaries, which opeaatk sell the Company’s products in various glabatkets. As a result, the
Company is exposed to changes in foreign currerciiange rates. The Company does not hold dere/ditiancial instruments for
speculative purposes. Foreign currency transag@ams and (losses) included in other income (espemet were not significant for
the years ended March 31, 2008, 2007, and 2006.

Concentration of Credit Risk

Financial instruments that potentially subject ®empany to significant concentrations of credik risonsist primarily of
temporary cash investments and accounts receivablestantially all of the Company’s temporary irtwesnts are invested in money
market funds. The Company’s accounts receivabl@ariged primarily from sales to customers locatethe U.S., Europe and Asia.
The Company performs ongoing credit evaluationgoftustomers and generally requires no collatdraé Company maintains
reserves for potential credit losses. Write-offsimy the periods presented have been insignificAatof March 31, 2008, three
customers accounted for approximately 55.8% ofat@ounts receivable balance. As of March 31, 2€60@g customers accounted
for approximately 86.3% of the accounts receivdialiance.

Inventories

Inventories are stated at the lower of cost or miankeduced by provisions for excess and obsolesce®ost is computed using
standard cost, which approximates actual cost @irstain, first-out basis and includes materiabda and manufacturing overhead
costs. The Company estimates the effects of exaa$®bsolescence on the carrying values of oumtovies based upon estimates
of future demand and market conditions. The Compatgblishes a provision for inventories in exadgsroduction demand. Should
actual production demand differ from the Compamgssimates, additional inventory provision may bguieed. The excess and
obsolete provision is only released if and whenrtiated inventory is sold or scrapped. The inegnprovision balance at March
31, 2008 and 2007 was $3,695 and $3,908, resphctiVée inventory provision write down for the yea@nded March 31, 2008 and
2007 was ($213) and ($3,227), respectively.

The Company periodically analyzes any systemsdtatn finished goods inventory to determine ifytlage suitable for current
customer requirements. At the present time, thepamy’s policy is that, if after approximately 1&mnths, it determines that a sale
will not take place within the next 12 months ame tsystem would be useable for customer demormsigatr training, it is
transferred to fixed assets. Otherwise, it is aspd.

The carrying value of systems used for demonstratar training is determined by assessing the @odte components that are
suitable for sale. Any parts that may be rendereshleable as a result of such use are removedtfrersystem and are not included
in finished goods inventory. The remaining salegidets are valued at the lower of cost or markepresenting the system’s net
realizable value. The depreciation period fotesys that are transferred to fixed assets is d@tedrbased on the age of the system
and its remaining useful life (typically five toghit years).

Warranty Costs

The Company provides warranty on all system satesed) on the estimated cost of product warrantigheatime revenue is
recognized. The warranty obligation is effectedpbyduct failure rates, material usage rates, hacefficiency by which the product
failure is corrected. Should actual product faluates, material usage rates and labor efficisrdiféer from estimates, revisions to
the estimated warranty liability may be requirege(dlote 2 to accompanying notes to the consolidatadcial statements).

Property and Equipment

Property and equipment are recorded at cost. Digpiat is calculated using the straight-line metlwer the estimated useful
lives of the assets, ranging from three to sevemsyd_easehold improvements are stated at cosarndmortized using the straight-
line method over the shorter of the estimated uskfier of the improvements or the lease term. $igant additions and
improvements are capitalized, while repairs andnteaiance are charged to expense as incurred. ‘A#sets are disposed of, the
cost and related accumulated depreciation are rethfem the accounts and the resulting gains aelesre included in the results
of operations. The Company generally depreciaseassets over the following periods:

33



Furniture and machinery and equipment.......ccceeeeeeeeeeeeeeee. 7
Computer and SOftWATIE ..........uuvveeeeeeres e eereeeeeaeeaeeaeeeens 3-5
Leasehold improvements ..........cccoveeviiiiceeeeeeeieeeiee e 5 or remaining lease life

Identified Intangible Assets

Acquisition—-related intangibles include non-compatgeements, patents, unpatented technology, add trame that are amortized
on a straight-line basis over periods ranging féogears to 15 years. Also included in acquisitielated intangibles is workforce-in-
place related to acquisitions that did not quadifybusiness combinations. The Company perfornomgaing review of its identified
intangible assets to determine if facts and cirdantes exist that indicate the useful life is shothan originally estimated or the
carrying amount may not be recoverable. If suclisfand circumstances exist, the Company assdwsesdoverability of identified
intangible assets by comparing the projected undisied net cash flow associated with the relatsdtas group of assets over their
remaining lives against their respective carryingpants. Impairment, if any, is based on the exoésle carrying amount over the
fair value of those assets.

Impairment of Long-Lived Assets

Long-lived assets are reviewed for impairment wienevents or changes in circumstances indicatdlieacarrying amount may
not be recoverable. If undiscounted expected futash flows are less than the carrying value ofatbsets, an impairment loss is
recognized based on the excess of the carrying ainover the fair value of the assets. No impairnwarge has been recorded for
the years ended 2008, 2007, and 2006, respectively.

Accounts Receivable — Allowance for Sales Returnsid Doubtful Accounts

The Company maintains an allowance for doubtfuloaats receivable for estimated losses resultingiftbe inability of the
Company’s customers to make required paymenthelfihancial condition of the Company’s customeesemo deteriorate, or even
a single customer was otherwise unable to make patgnadditional allowances may be required.

The Company’s return policy is for spare parts emchponents only. A right of return does not efastsystems. Customers are
allowed to return spare parts if they are defectigen receipt. The potential returns are offsefreyayross revenue on a monthly
basis. Management reviews outstanding requestefiams on a quarterly basis to determine thatdberves are adequate.

Revenue Recognition

Each sale of our equipment is evaluated on an ighgil basis in regard to revenue recognition. Tohenpany has integrated in
its evaluation the related interpretative guidammuded in Staff Accounting Bulletins (“SAB”), andecognizes the role of the
Emerging Issues Task Force (“EITF”) consensus sod€0-21. The Company first refers to EITF 0Gf2brder to determine if
there is more than one unit of accounting and thenCompany refers to SAB104 for revenue recognit@pics for the unit of
accounting. The Company recognizes revenue whesuasive evidence of an arrangement exists, ther'sefprice is fixed or
determinable and collectibility is reasonably assur

For products produced according to our publisheecifipations, where no installation is required installation is deemed
perfunctory and no substantive customer accept@ngeisions exist, revenue is recognized when fifesses to the customer,
generally upon shipment. Installation is not deernmebte essential to the functionality of the equiminsince installation does not
involve significant changes to the features or bdp@s of the equipment or the building of comypliaterfaces and connections. In
addition, the equipment could be installed by thst@amer or other vendors and generally the coststéllation approximates only
1% of the sales value of the related equipment.

For products produced according to a particulatosnsr’s specifications, revenue is recognized wherproduct has been tested
and it has been demonstrated that it meets theroests specifications and title passes to the ensto The amount of revenue
recorded is reduced by the amount (generally 1@df)ch is not payable by the customer until instadla is completed and final
customer acceptance is achieved.

For new products, new applications of existing piaid, or for products with substantive customeeptance provisions where
performance cannot be fully assessed prior to mgetiistomer specifications at the customer sit8%d @f revenue is recognized
upon completion of installation and receipt of fisastomer acceptance. Since title to goods géipgrasses to the customer upon
shipment and 90% of the contract amount becomeabpaat that time, inventory is relieved and act¢sueceivable is recorded for
the entire contract amount. The revenue on thrassdctions is deferred and recorded as deferveshue. As of March 31, 2008 and
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2007, deferred revenue as related to systems wEs &2l $1,039, respectively. We reserve for wayraosts at the time the related
revenue is recognized.

Revenue related to sales of spare parts is reaagdjnipon shipment. Revenue related to maintenamteservice contracts is
recognized ratably over the duration of the consratJnearned maintenance and service revenueliglied in deferred revenue. At
March 31, 2008 and 2007, respectively, $0 and $2ieferred revenue was related to service contracts

Accounting for Freight Charged to Customers

Spares and systems are typically shipped “freighéct,” therefore no shipping revenue or costssoziated with the sale.
When freight is charged, it is booked to revenug @iifset for the cost of that freight in the cokt@venue accounts pursuant to the
Financial Accounting Standards Board’s (“FASB”) EIT0-10.

Income Taxes

Effective April 1, 2007, the Company adopted thevisions of FASB Interpretation No. 48A¢counting for Uncertainties in Income
Taxes — An Interpretation of FASB Statement No” (BN 48). FIN 48 requires recognition on thedirtial statements of the
effects of a tax position when it is more likelyathnot, based on the technical merits, that thétiposwill be sustained upon
examination. FIN 48 provides guidance on de-rettimgn classification, interest and penalties, asdng in interim periods and
disclosure related to uncertain income tax positi@eferred income taxes are recognized for tHerdifices between the tax bases of
assets and liabilities and their financial repgtaimounts based on enacted tax rates. Valuatiowatices are established when
necessary to reduce deferred tax assets to thersragpected to be realized. The Company adopte8iB-Hterpretation No. 48
(“FIN 48"), “Accounting for Uncertainty in Income Taxes—an iptetation of FASB Statement No. 108n January 1, 2007. FIN
48 is an interpretation of SFAS No. 109 (“SFAS 1Q9Accounting for Income Taxes,and it seeks to reduce the diversity in
practice associated with certain aspects of meamne and recognition in accounting for income taxedN 48 prescribes a
recognition threshold and measurement attributettferfinancial statement recognition and measurérmoa tax position that an
entity takes or expects to take in a tax returndifhohally, FIN 48 provides guidance on de-recoigmit classification, interest and
penalties, accounting in interim periods, disclesurand transition. Under FIN 48, an entity mayyamcognize or continue to
recognize tax positions that meet a “more likelarthnot” threshold. In accordance with its accountpolicy, the Company
recognizes accrued interest and penalties relatedrecognized tax benefits as a component of iectam expense. The impact on
adoption of FIN 48 is more fully described in Nétg'Income Taxes.”

As of March 31, 2008, the Company had net operdtisg carryforwards of approximately $70.0 millamnd $26.8 million for
federal and state tax purposes, respectively. f@deral net operating loss carryforward will betgirexpire in the year ending March
31, 2019. The state of California operating lcesydorwards will start to expire in the ending Mar31, 2009.

The deferred tax asset valuation allowance as otMa1, 2008 is attributed to U.S. federal, antestizferred tax assets, which
result primarily from future deductible accruaksserves, net operating loss carryforwards, andredit carryforwards. We believe
that, based on a number of factors, the availafjlective evidence creates sufficient uncertaingarding our ability to realize the
deferred tax assets such that a full valuationnalltce has been recorded. These factors includeistory of losses, and the lack of
carryback capacity to realize deferred tax assets.

In accordance with Section 382 of the Internal RexeCode, the amounts of and benefits from netatipgrioss and tax credit
carryforwards may be impaired or limited in certairtumstances. Events which cause limitationdiénamount of net operating
losses or credits that we may utilize in any orer yeclude, but are not limited to, a cumulativen@nship change of more than 50%
as defined, over a three year period.

We recognize interest and penalties related tornteiogax positions in income tax expense. Incoaxeeixpense for the year
ended March 31, 2008 includes no interest and pegsaRs of March 31, 2008, we have no accrueddsteand penalties related to
uncertain tax positions.

Earnings Per Share

Basic earnings per share (“EPS”) is computed byditig net income (loss) available to common stodttars by the weighted
average number of common shares outstanding dthiangeriod. Diluted EPS is computed using the weiglaverage number of
common shares outstanding plus any potentiallytiddusecurities, except when the effect of inclgdéuch changes is antidilutive.

Stock-Based Compensation

35



The Company has adopted several stock plans thaider for the issuance of equity instruments toGloenpany’s employees and
non-employee directors. The Company’s plans incindentive and non-statutory stock options andridst stock awards. Stock
options and restricted stock awards generally raably over a four-year period on the anniverstate of the grant, and expire ten
years after the grant date. On occasion restristeck awards may vest on the achievement of spgmfformance targets. The
Company also has employee stock purchase planaltbat qualified employees to purchase Companyeshat 85% of the lower of
the stock’s market value on specified dates.

Prior to April 1, 2006 the Company accounted farstn stock-based employee compensation plans umeleng¢asurement and
recognition provisions of Accounting Principles Bd®pinion No. 25, “Accounting for Stock IssuedBEmployees” or APB 25, and
related interpretations, as permitted by Statermsériinancial Accounting Standards No. 123 (“SFAS. N@3,”), “Accounting for
Stock Based Compensatibor SFAS 123. With the exception of grants oftrieted stock awards, the Company generally reabrde
no stock-based compensation expense during pepibaisto April 1, 2006 as all stock-based grantd kaercise prices equal to the
fair market value of the Company’s common stocktloa date of grant. The Company also recorded mgpeasation expense in
connection with the Company’s employee stock pwehaans as they qualified as non-compensatorys gtalowing the guidance
provided by APB 25.

Effective April 1, 2006, the Company adopted the ¥alue recognition provisions of SFAS No. 123v{sed 2004) “Accounting
for Stock Based Compensation” (SFAS 123R) usingrtioglified prospective transition method. Under ttrahsition method, the
Company recognized compensation expense of $1¢i2@¢ fiscal year 2008 and $1,664 for the fisedrny2007, which included: (a)
compensation expense for all share-based paymearted prior to but not yet vested as of April @0&, based on the grant date fair
value estimated in accordance with the originaljsions of SFAS 123, and (b) compensation expeosalf share-based payments
granted or modified on or after April 1, 2006, kdhem the grant date fair value estimated in acameavith the provisions of SFAS
123R. Compensation expense is recognized onlyhfuset awards that are expected to vest, whereastprtbe adoption of SFAS
123R, the Company recognized forfeitures as theymwed. In addition, the Company elected the dtaige attribution method as
our accounting policy for recognizing stock-basednpensation expense for all awards that are graomedr after April 1, 2006.
Results in prior periods have not been restated.

At March 31, 2008, total compensation expenseeadl&t non-vested awards not yet recognized is $2;A8e weighted average
period for which it is expected to be recognized igars.

The Company used the following valuation assumgtimnestimate the fair value of options grantedtlier years ended March
31, 2008, 2007 and 2006, respectively:

STOCK OPTIONS: 2008 2007 2006
Expected life (years)..........c...c....... 4.0 4.0 4.0
Volatility.......ooovveeeiiiieiiceee e 70% 87% 116%
Risk-free interest rate.............ccccvvvees 3.8% 5.0% 4.6%
Dividend yield ..............ooooiiiiiiiiieeee, 0% 0% 0%

ESPP awards were valued using the Black-Scholeseimaidh expected volatility calculated using a smonth historical
volatility.

ESPP: 2008 2007 2006
Expected life (years)............c.cvvn.e. 0.5 0.5 0.5
Volatility........oeeeeeiiiiiiiiieicee e, 46% 51% 65%
Risk-free interestrate...........cccceeeeenenl, 4.0% 5.0% 4.7%
Dividend yield ...............oooiiiiiiiiieeee, 0% 0% 0%

Had the Company recorded compensation costs baséitecestimated grant date fair value (as define&BAS 123) for
awards granted under its stock option plans, th@gamy’s net loss and net loss per share would bega increased to the proforma
amounts below for the year ended March 31, 2006:

2006
Net [0SS as reported.........ccceeeveivieiceeeeee e, $ (8,880)
Proforma compensation expense at fair value.............. $ (1,770)
Proforma net l0SS .....oovvveeeeieiii e $ (10,650)

Net loss per share as reported - basic and diluted....... $ (1.50)
Proforma net loss per share:
Basic and diluted...............coovveeinv e e $ (1.80)

Comprehensive Income/(Loss)
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Comprehensive income (loss) is defined as the ahamgequity of the Company during a period frormsactions and other
events and circumstances excluding transactiondtiregs from investments by owners and distributidnsowners. The primary
difference between net income (loss) and comprébenscome (loss) for the Company is attributalolddreign currency translation
adjustments. Comprehensive income (loss) is shavimei consolidated statement of stockholders’ gquit

Recent Accounting Pronouncements

In September 2006, FASB issued SFAS No. 1%ajr Value Measurements(“SFAS 157"). SFAS 157 defines fair value,
establishes a framework for measuring fair valueaatordance with generally accepted accountingciplies, and expands
disclosures about fair value measurements. SFARI6Z not require any new fair value measuremeatitser, it applies under other
accounting pronouncements that require or perniit falue measurements. The provisions of SFAS 1&Y ta be applied
prospectively as of the beginning of the fiscalrygawhich it is initially applied, with any trantg8n adjustment recognized as a
cumulative-effect adjustment to the opening balavfceetained earnings. The provisions of SFAS 1&¥ edfective for fiscal years
beginning after November 15, 2007; therefore, thenGany anticipates adopting SFAS 157 as of AprdQ08.

In February 2007, FASB issued SFAS No. 15Bhe¢ Fair Value Option for Financial Assets and liidiles” (“SFAS 159").
SFAS 159 provides entities with the option to rémmlected financial assets and liabilities at f@ilue. Business entities adopting
SFAS 159 will report unrealized gains and lossesamings at each subsequent reporting date ors itemwhich fair value option
has been elected. SFAS 159 establishes presentattbdisclosure requirements designed to facilitat@parisons between entities
that choose different measurement attributes foilai types of assets and liabilities. SFAS 15%naexs additional information that
will help investors and other financial statemesgéns to understand the effect of an entity’s chticese fair value on its earnings.
SFAS 159 is effective for fiscal years beginninggaNovember 15, 2007, with earlier adoption petedit We are currently assessing
the impact that the adoption of SFAS 159 may havew consolidated financial position, results pétions or cash flows.

In December 2007, FASB issued SFAS No. 141 (revZ¥i¥), ‘Business Combinations(“SFAS 141R") which replaces SFAS
No 141. SFAS 141R retains the purchase methodaafuating for acquisitions, but requires a numiderthanges, including changes
in the way assets and liabilities are recognizeth& purchase accounting. It also changes the néémy of assets acquired and
liabilities assumed arising from contingencies,uiegs the capitalization of in-process research @exklopment at fair value, and
requires the expensing of acquisition-related castsicurred. SFAS No. 141R is effective for ther(pany beginning April 1, 2009
and will apply prospectively to business combirmagicompleted on or after that date.

In December 2007, FASB issued SFAS No. 168yrfcontrolling Interests in Consolidated Financ&hktements - an amendment
of ARB No. 517 (“SFAS 160") which changes the accounting andorépg for minority interests. Minority interestsill be
recharacterized as noncontrolling interests and vél reported as a component of equity separata ftee parent’s equity, and
purchases or sales of equity interests that doesuit in a change in control will be accountedderequity transactions. In addition,
net income attributable to the noncontrolling ietrwill be included in consolidated net incometloa face of the income statement
and, upon a loss of control, the interest soldwall as any interest retained, will be recordedadt value with any gain or loss
recognized in earnings. SFAS No. 160 is effectivetfie Company beginning April 1, 2009 and will Bpprospectively, except for
the presentation and disclosure requirements, wiitrapply retrospectively. SFAS 160 has no mialeeffect on the Company’s
consolidated financial statements.

In March 2008, FASB issued SFAS No. 16Djsclosures about Derivative Instruments and Heddhetivities—an amendment
of FASB Statement No. I¥BFAS 161), which requires enhanced disclosubegiban entity’s derivative and hedging activitéesl
thereby improves the transparency of financial répg. The statement requires disclosure aboutMa) an entity uses derivative
instruments, (b) how derivative instruments anctesl hedged items are accounted for under SFAS1R®, "Accounting for
Derivative Instruments and Hedging Activities" atglrelated interpretations, and (c) how derivaiiveétruments and related hedged
items affect an entity's financial position, fin@igerformance, and cash flows. SFAS 161 is &ffedfor fiscal years beginning
after November 15, 2008. SFAS 161 has no mateffiett on the Company’s consolidated financialestagnts.

In May 2008, FASB issued SFAS No. 16Phe Hierarchy of Generally Accepted Accounting Biptes' ("SFAS 162"). SFAS
162 identifies the sources of generally acceptedwtting principles in the United States. SFAS K6&ffective sixty days following
the SEC's approval of PCAOB amendments to AU Seetidl, "The Meaning of 'Present fairly in confonitith generally accepted
accounting principles™. The Company is currentialaating the potential impact, if any, of the atiop of SFAS 162 on its
consolidated financial statements.

On May 23, 2008, FASB issued SFAS 16A&¢tounting for Financial Guarantee Insurance Contea (“SFAS163”). The new
standard clarifies how SFAS 60, “Accounting and &&pg by Insurance Enterprises”, applies to finahguarantee insurance
contracts issued by insurance enterprises, inajuttia recognition and measurement of premium rexamal claim liabilities. It also
requires expanded disclosures about financial gueeainsurance contracts. SFAS 163 has no matffidt on the Company’'s
consolidated financial statements.

37



In June 2007, FASB’s Emerging Issues Task ForcéTEE reached a consensus on EITF Issue No. 07A8c6unting for
Nonrefundable Advance Payments for Goods or Sent@d®e Used in Future Research and Developmeiittes’ (“EITF Issue
No. 07-3") that would require nonrefundable advapagments made by the Company for future researdidavelopment activities
to be capitalized and recognized as an expendeeagobds or services are received by the Compamy.Company does not expect
EITF Issue No. 07-3 to have a material impact @@ompany’s consolidated financial statements.

In December 2007, FASB ratified the EITF consermu&ITF Issue No. 07-1Atcounting for Collaborative Arrangemehts
that discusses how parties to a collaborative gamarent (which does not establish a legal entithiwisuch arrangement) should
account for various activities. The consensus atef that costs incurred and revenues generatedifamsactions with third parties
(i.e., parties outside of the collaborative arranget) should be reported by the collaborators erréispective line items in their
income statements pursuant to EITF Issue No. 99Réphorting Revenue Gross as a Principal VersusaNetn Agent.”
Additionally, the consensus provides that incona¢eshent characterization of payments between ttiipants in a collaborative
arrangement should be based upon existing auttieeifaronouncements, analogy to such pronouncenifemds$ within their scope,
or a reasonable, rational, and consistently ap@émbunting policy election. EITF Issue No. 07-#ffective beginning January 1,
2009 and is to be applied retrospectively to allquss presented for collaborative arrangementgiagiss of the date of adoption.
The Company is currently evaluating the impacts@isdlosures of this standard, but would not exp#€F Issue No. 07-1 to have a
material impact on the Company’s consolidated fongrstatements.

Note 2. Balance Sheet and Statement of Operations Detail

Inventories, net consisted of:

March 31,
2008 2007
RAW MALEMIAIS ......cccviiiiiiiie et eeeee e $ 4674 $ 1,315
WOIK IN PrOCESS ...ttt et e e mmmmmt et e e e e e e e 4,663 2,928
Finished goods and spares............ccccuvueeeceeeeiiessecciinnnnnns 1,719 1,324

$ 11,056 $ 5,567
The inventory provision at March 31, 2008 and 20@# $3,695 and $3,908, respectively.

Property and equipment, net, consisted of:

March 31,

2008 2007
Machinery and equIpmMeNnt...........ccoviiiiiiircecc e $ 2,763 $ 2,605
Demo lab equipment ... 1,188 1,295
Computer and SOftWAre ..........ooooiiiiiiii e 1,295 1,152
Leasehold improvements .............eeeeeeeiecccccc i 3,295 3,198

8,541 8,250
Less accumulated depreciation and amortization............ (7,328) (6,899)

$ 1213 $ 1351
Machinery and equipment at March 31, 2008 and 2b€fudes approximately $16 and $43, respectivefiyassets under leases
that have been capitalized. Accumulated amortmafor such equipment approximated $1 and $42.emsly. Depreciation
expense for years ended March 31, 2008, 2007, @d@ ®ere $583, $683, and $871, respectively.

A summary of accrued expenses and other curreilities follows:

March 31,
2008 2007
Accrued compensation COSES............eeeeeiceeeeereeeeeeciiee e $ 1,565 $ 1,089
Income taxes payable.............oooooiicceceee e 538 27
CUStOMEr dEPOSILS ..oceeeieiiee ittt e e e e e e e e e e e e e e e e e e e e, 925 1,063
Sales tax payable ..........ooooiiiiiiii e 172 302
(01 T PP PPRPPTRPPPRN 444 1,109

$ 3644 $ 3,590

Product warranty and guarantees:

The Company provides warranty on all system saéesedh on the estimated cost of product warrantigdheatime revenue is
recognized. The warranty obligation is affectedpbgyduct failure rates, material usage rates, hacefficiency by which the product
failure is corrected. Warranty activity for theays ended March 31, 2008 and 2007 is as follows:
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Year ended March 31,

2008 2007
Balance at the beginning of the period......cccccceooiiiiiiiiiiie e, $ 1,101 $06
Additional warranty accruals for warranties issueding the year........ 1,811 1,140
Settlements made during the year...........ccceeaeiiiiiiiiiiiiiiis (1,242) (545)
Balance at the end of the year............ e, $ 107 $ 1,01

Certain of the Company's sales contracts includgigions under which customers would be indemnifigdhe Company in the
event of, among other things, a third-party claigaiast the customer for intellectual property rigiifringement related to the
Company's products. There are no limitations onntlagimum potential future payments under theseaniaes. The Company has
accrued no amounts in relation to these provisiamao such claims have been made and the Compdieyeseit has valid,
enforceable rights to the intellectual property edded in its products.

Note 3.Intangible Assets

As of March 31, 2008, intangible assets, net coedisf the following:

Accumulated

Gross Amortization Net
TeChNOIOGY ..ot et m $ 782 % (546) $ 236
Trade NAME ... 253 a77) 76
PateNtS....ceei it 1,072 (481) 591
TOtAl v e, $ 2107 $ (1,204) $ 903

As of March 31, 2007, intangible assets, net coedisf the following:

Accumulated

Gross Amortization Net
Technology ....ccvvveeeeeic e $ 782 % (448) $ 334
Trade NAME ... 253 (145) 108
Non compete agreements.............coooeuceceennnnnns 254 (242) 12
PatentS.....ccoccviieiiiiie et 1,072 (365) 707
TOMAI oo $ 2361 $ (1,2000$% 1,161

Amortization expense was $258 in fiscal 2008, $Bilflscal 2007 and $322 in fiscal 2006. The estedauture amortization
expense of intangible assets as of March 31, 20@8 follows:

2009 .. $ 223
2010 i 178
2011 o 103
2012 e 49
2003 e e e 49
Ther Al .. .ccveieee e e 301

$ 903

Note 4. Earnings Per Share (EPS)

Basic EPS is computed by dividing income (loss)lalsée to common stockholders (numerator) by thégied average number
of common shares outstanding (denominator) for ghsgod. Diluted EPS gives effect to all dilutive tpotial common shares
outstanding during the period. The computationibfteld EPS uses the average market prices durimgéhiod. All amounts in the
following table are in thousands except per shate.d

Basic net income (loss) per common share is cordputing the weighted-average number of shares ofrmumn stock
outstanding.

The following table represents the calculation a$ib and diluted net income (loss) per common sfiaréhousands, except per
share data):

Year Ended March 31,
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2008 2007 2006

Net income (loss) applicable to common stockholders.............. $ 18,104 $ (13213) $  (8.880)
Basic and diluted:
Weighted-average common shares outstanding ................... 7,159 7,065 5,903

Less weighted-average common shares subject toctegse ...... — — —
Weighted-average common shares used in computsig bat

income (l0SS) per COMMON SArE .............oommmmmm e e eeeeeennnnnnnes 7,159 7,065 5,903
Plus diluted - common stock equivalents........cccccccccveeenninnnen. 129 — —
Weighted-average common shares used in dilutethoine

(loss) per cCoOmMmON SAr€.........ccvvvvveeeeeiiieciciiireeee e 7,288 7,065 5,903

Basic net income (loss) per common share.........ccccceeevvveeeene $ 2.53 $ (1.87) $ (1.50)
Diluted net income (loss) per common Share. ..ccccveeeeeeee. $ 248 % 1.87) $ (1.50)

Outstanding options, warrants and restricted stddk697,608; 2,537,429; and 2,410,772 shares mfiwon stock at a weighted-
average exercise price of $10.72 $11.36, and $1p&2share on March 31, 2008, 2007, and 2006 c&sply, were not included in
the computation of diluted net income (loss) penown share for the periods presented as a restiiewfanti-dilutive effect. Such
securities could potentially dilute earnings pearshin future periods.

Note 5. Notes Payable

Notes payable at March 31, 2008, consisted of ahlgiase obligations of $14, excluding the intepstion, due within the next
year.

Note 6. Income Taxes

Components of income (loss) before income tax expébenefit) are as

follows:

Year ended March 31, 2008 2007 2006
DOMESHIC .. .uvveiiiee it s s e e $ 18,197 $ (15,261) $ (6,884)
[0 T =1 T [ SRR 411 2,048 (2,528)
Income (Loss) before income tax expense (benefit) $ 18,608 $ (13,213) $ (9,412)

Components of income tax expense (benefit) arelkss:
Year ended March 31 2008 2007 2006

Current:

U.S. Federal......coveiieiiie i $ 385 $ — $ —
State and Local ........occvvveiiiiiiiiiccceee e 119 — —
Foreign (credit) ..........oooe e — — (532)
Total current tax expense (benefit) 504 — 2(53
Deferred

U.S. Federal ... e — — —
State and Local ........occuvveeiieiiiiiiceeee e — — —
Foreign (credit) ...........oooe oo — — —
Total deferred tax eXpense.........ccvvveeeeeeeeecieneeeannnn, — — —

Total income tax expense (benefit) ......coocceeeeveeeee. $ 504 $ — $ (532)

The income tax expense (benefit) differs from thant computed by applying the statutory U.S. febliecome tax rate as
follows:

Year ended March 31, 2008 2007 2006

Income tax expense (benefit) at U.S. Statutory Rate $ 6,326 $ (4,493) $ (3,200)

40



State taxes expense (benefit) net of federal effect.. 79 (534) (295)
Foreign differential .............cccccooiiiiieeeee s — (696) 860
Current year tax creditS.........cccccuvveviieeeeceeeeieeeeeeen, (5) (48) (4412)
Reversal of PY Transfer price reserve — — (532)
Change in valuation allowance................ (6,423) 5,681 2,080
Statutory rate change ............ccccciiiicciiieiiieeeeeeeee — — 600
Foreign SUbF Germany...........ccooecvvvvvmerseeeeeeeeeenn, 227 — —
Japan liquidation subject to 367(D)..........cummmmeeeerren 273 — —
Other itEMS .....ovveie e 27 90 396
Total Income tax expense/(income)..........cccccee..... $ 504 $ --- 532
Components of deferred taxes are as follows:

Year ended March 31, 2008 2007

Deferred reVENUE ..........ccocuieieiieeees e $ 96 $ —

Accruals, reserves and other ..., 2,861 3,194

Net operating loss carryforwards............cccceemeeereeee. 26,838 32,656

Credit carryforward ...........ccevueiiieiiieiaee s 2,795 3,597

Uniform cap adjustment.............ccccuvviemecenn s 348 721

Other ..o e 1,059 140

Gross deferred tax assetS........ccovveeeversmmmreeesirneeenn, 33,997 40,308

Valuation allowance ...............oooooeeeee e eeenvnnnnnns (33,997) (40,308)

Net deferred tax asset..........ccvvvreriveieenseeseeneeenn $ — $ —

The Company adopted FIN 48, on January 1, 2002 vsult of the implementation of FIN 48, the Compdid not
recognize any adjustment to the liability for uria@r tax positions and therefore did not record aljpstment to the beginning
balance of accumulated deficit on the consolidatdnce sheet. As of the date of adoption, the Gompecorded a $1.4 million
reduction to deferred tax assets for unrecogniardénefits, all of which is currently offset byl valuation allowance and
therefore did not record any adjustment to ther@gg balance of accumulated deficit on the balatest.

We have recorded no net deferred tax assets foredus ended March 31, 2008 and 2007, respectividig. Company has
provided a valuation allowance of $34xfllion and $40.3 milliorat March 31, 2008 and 2007, respectively. Theatan
allowance fully reserves all net operating lossyfarwards, credits and non-deductible accrualsrasdrves, for which
realization of future benefit is uncertain. Thalization of net operating losses may be limited thuchange of ownership rules.
The valuation allowance decreased#y3million in fiscal 2008 and increased by $5.7 mifliduring fiscal 2007.

At March 31, 2008, the Company has net operatisg tarryforwards of approximately $70rllion and $26.8nillion for

federal and state tax purposes, respectivelygatierél net operating loss carryforward will begirekpire in the year ended
March 31, 2019 and the state of California willrsta expire in the year ended March 31, 2008.

At March 31, 2008, the Company also has researdtegperimentation credit carryforwards of $inlion and$0.7million
for federal and state income tax purposes, respdgtithe federal credit will begin to expire iretigear ended March 31, 2008 and
the state of California will never expire.

The Tax Reform Act of 1986 limits the use of neéigiing loss and tax credit carry-forwards in dartituations where
changes occur in the stock ownership of a corpmraturing a certain time period. In the eventdbmpany had incurred a
change in ownership, utilization of the carry-fordscould be significantly restricted.

Note 7. Accounting for Restructure Expense

During the fiscal year ended March 31, 2008, tlwegee no severance charges and no outstandingtljabil

During the fiscal year ended March 31, 2007, tlwegee no severance charges and no outstandingtljabil
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During the fiscal year ended March 31, 2006, werded a severance charge of approximately $27feckta staff reductions of
17 employees, of which approximately $168 was diassas cost of sales, $81 as research and dewvelop $12 as sales and
marketing and $10 as general and administrativeeresgs. We had an outstanding severance liabiligppfoximately $15 as of
March 31, 2006.

Note 8. Commitments and Contingencies

The Company has several non-cancelable operatasedeand capital leases, primarily for generalceffiproduction and
warehouse facilities, that expire over the nexe fpears. Future minimum lease payments under thases are as follows:

Capital Operating
Year Ending March 31, 2008 Leases Leases

As of March 31, 2008

2009 $ 15 $ 610
2010 — 242
2011 — 60

2012 — 24

2013 — —

Thereafter — —

Total minimum lease payments ..........cvoccccccieeeeeeiieeies 15 $ 936
Less amount representing interest.......... oo iiiiiiiiiiieenen. 1

Present value of minimum lease payments..........ccccccceevieeneen. 14

LeSS CUITENE POITION ...ttt ettt 14

Long term capital lease obligation ..........cccccceiiiiiimmeeinnn, $ —

Most leases provide for the Company to pay reatesbxes and other maintenance expenses. Rentsexfie operating leases,
net of sublease income, was $862, $1,636, and $2d&iring the years ended March 31, 2008, 2007 2868, respectively.

The Company maintains our headquarters, encompggassin executive office, manufacturing, engineerargd research and
development operations, in one leased 39,414 sdoatdacility in Petaluma, California. We have ioff space in a leased 13,300
square foot facility in San Jose, California.

On December 22, 2003, Sputtered Films, Inc. ("SF"yholly owned subsidiary of the Company, filad action against two
former employees, Sergey Mishin and Rose Stuanta@urand a company they formed after leaving teeiployment with SFI
named Advanced Modular Sputtering, Inc. ("AMS"er@y Mishin and Rose Stuart-Curran had each sigoefidentiality and non-
disclosure agreements regarding information obthivhile employed by SFI. The action contained eausf action for specific
performance, breach of contract, breach of the mawveof good faith and fair dealing, misappropaatiof trade secrets, unfair
competition, unfair business practices, interfeeemdth prospective economic advantage, conversionust enrichment, and
declaratory relief. These claims arose out of imiation SFI received evidencing that AMS possessetused SFI's confidential,
proprietary and trade secret drawings, specifioatand technology to manufacture the sputterinpneoketed by AMS.

On November 13, 2006, following commencement of ttied, all the parties in the litigation agreed mmms of a settlement,
which was filed with the court. Among other thingise settlement called for the transfer of asssltted to PVD technology from
AMS to SFI, the dissolution of AMS as of March 10Z and the assumption by Tegal of certain warrattigations of AMS,
neither of which was material. The Avago Cross-@laimt was also dismissed as part of the settlem&nfinal confidential
settlement and release of claims was executed athengarties on December 21, 2006.

The two law firms representing SFI in this mattiiroed they were entitled, as a result of the seitint, to receive contingent
fees from Tegal and SFI. Keker & Van Nest LLP (“K¥) claimed fees in the amount of $6,717; Gonzalelzeigh LLP (“G&L")
claimed fees in the amount of $2,249. We initigpedceedings with the Bar Association of San Fsowi(“BASF”), pursuant to
California statutes, to dispute the claims of biittns. KVN filed suit against us and SFI in Sarafeisco Superior Court and the
action was stayed pending completion of the BAStepedings. G&L did not file suit. We identifieelgal and factual defenses to
substantial elements of the claims and vigoroushtested the matter.

As a result of the dispute described above, asatM31, 2007, we had placed $19,500, represetitergross cash proceeds
from the recent settlement of this litigation istespense. Since the amount disputed could nd¢teemined with reasonable
certainty until the dispute was resolved, we eléttesuspend the entire amount, in accordanceStiatement of Financial
Accounting Standards N&, “Accounting for Contingencies.”
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Prior to the September 11, 2007 arbitration hearfB§L settled its claim against the Company for $98nd the resulting
payment by the Company to G&L of $995 was reledsauh the litigation in suspense proceeds. Untilergly KVN continued to
pursue its original claim. However, on January 2808, Tegal received a Notice of Acceptance oftééhi Offer to Compromise
from KVN. In connection with KVN'’s acceptance d¢fet Company’s Written Offer to Compromise and thecexion of a mutual
general release, dated as of January 18, 2008Cdhepany has paid KVN $3,800. As a result, the Campaas eliminated the
litigation suspense along with other liabilitiesated to the AMS Settlement, and the net proceedsheen recorded as other income
in the fiscal fourth quarter ended March 31, 2008.

Note 9. Sale of Common Stock and Warrants

During fiscal year 2006, the Company entered intwoatract with certain consultants of the Companyspant to which the
Company will issue warrants on a monthly basisién lof cash payments for two years, dependant tipercontinuation of the
contract and the achievement of certain performaguas. These warrants are valued and expenses monthly basis upon
issuance.

e During the fiscal year ended March 31, 2006, thenany issued warrants to purchase 40,267 shatbs @ompany's
common stock to service providers for services eeed. The warrants were valued at $253 using thekBScholes
model with an exercise price at the market valugéhenday of the grant and an average interestafa899% and a 5
year life.

» During fiscal year 2007, the Company issued 9,996ramts valued at $69 using the Black-Scholes mudil an
exercise price at the market value on the day®fjlant and an average interest rate of 4.51% &nygkar life.

» During fiscal year 2008, the Company issued 5,0@0ramnts valued at $33 using the Black-Scholes mudil an
exercise price at the market value on the day®fjlant and an average interest rate of 3.75% &nygkar life.

On February 11, 2004, the Company signed a $2%omi#iquity facility with Kingsbridge Capital, a ffir that specializes in the
financing of small to medium sized technology-basecshpanies.The arrangement allowed the Company to sell sharigs common
stock to Kingsbridge at its sole discretion ove&damonth period on a "when and if needed" basimg#bridge Capital was required
under the terms of the arrangement to purchasel'Seggack following the effectiveness of a registma statement. The price of the
common shares issued under the agreement was dasediscounto the volume-weighted average market price duairspecified
drawdown period. The Company had no obligationremddown all or any portion of the commitment.

In connection with the agreement, the Company tb$ukly vested warrants to Kingsbridge Capital twghase 25,000 shares of
the Company's common stock at an exercise pric846f32 per share. The fair value of such warramntsich amounted to
approximately $756, was capitalized as a transaatmst. The following variables were used to debeenthe fair value of such
instruments under the Black-Scholes option priaimgdel: volatility of 114%, term of five years, rigkee interest of 3.91% and
underlying stock price equal to fair market valtiehe time of grant. All warrants in connectionthis transaction were outstanding
at March 31, 2008.

During the fiscal year end March 31, 2005, the Camypissued to Kingsbridge Capital, Ltd. a total768,861 shares of its
common stock. Gross proceeds from the sale okstece $10,380. The discoutat the volume-weighted average market price was
$1,153 that was charged against equity as stogkig® cost. In addition to $623 in cash paymehésCompany issued warrants to
purchase 1,977, 1,807, 2,007 and 1,295 sharesnofoo stock at $17.40, $18.72, $23.04 and $16.20eotisely, to advisors, in
connection with the sale of stock to Kingsbridgeiohwere charged against equity as stock issuansts.c Pursuant to our
agreement, broker fees of 6% in cash and 1% oksioche form of warrants were paid upon each d@awmmd of the facility.
Additionally, warrants issued at the time of theeggnent were held in current assets and have bédlgramortized as of March 31,
2005 and charged against equity as stock issuarsts. @he Company does not anticipate any furdlessf shares to Kingsbridge.

The selling price of the stock was negotiated sation of market price based on a specific formmdlhe discount was accounted
for as a cost of capital and netted against additipaid-in capital. Since the transaction wasteeldo the sale of our own common
stock, it was excluded from the determination dfineome.

At March 31, 2008 there were 1,511,523 warrantstantling.

Note 10. Employee Benefit Plans
Equity Incentive Plan
Pursuant to the Amended and Restated Equity Ineeflan (“Equity Incentive Plan”), options and #tqmrchase rights to

purchase 291,666 shares of common stock could d#egt to management and consultants. The exerdise qf options and the
purchase price of stock purchase rights generaléydeen the fair value of the Company’s commorkstocthe date of grant. At the
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date of issuance of the stock options, all optianesexercisable; however the Company has the tagtgpurchase any stock acquired
pursuant to the exercise of stock options uponitetion of employment or consulting agreement atdtiginal exercise price for up
to four years from the date the options were gdhntéth the repurchase rights ratably expiring otfet period of time. Incentive
stock options are exercisable for up to ten yeans the grant date of the option. Nonqualified ktoptions are exercisable for up to
15 years from the grant date of the option. Theitigdocentive Plan expired in December 1999.

1998 Equity Participation Plan (Eighth Amended andRestated)

Pursuant to the terms of the Company’s Amended B8ty Participation Plan (“1998 Equity Plan”),grggate of 1,666,666
shares of common stock were reserved for issuancgi@nt to stock options and stock appreciatiohtsigpr upon the vesting of
restricted stock awards. The exercise price ofoogtigenerally will be the fair value of the Compangommon stock on the date of
grant. Options are generally subject to vestinghat discretion of the Compensation Committee of Beard of Directors (the
“Committee”). At the discretion of the Committeegsting may be accelerated when the fair marketevafuhe Company’s stock
equals a certain price established by the Committelne date of grant. Incentive stock options télexercisable for up to ten years
from the grant date of the option. Non-qualifiedcét options will be exercisable for a maximum teiorbe set by the Committee
upon grant. Following the adoption of the 2007 iBgRBlan, no further awards will be issued under 1898 Equity Plan.

2007 Incentive Award Plan

Pursuant to the terms of the Company’s 2007 Edatyicipation Plan (* 2007 Equity Plan”), which wasthorized as a successor
plan to the Company’'s 1998 Equity Incentive Plad @irector Option Plan, an aggregate of 1,000 8itares of common stock is
available for grant pursuant to the 2007 EquitynP[aus the number of shares of common stock whrehor become available for
issuance under the 1998 Equity Plan and the Direg@ption Plan and which are not thereafter isaueder such plans. The 2007
Equity Plan provides for the grant of incentiveckt@mptions, nonqualified stock options, restricttdck, stock appreciation rights,
performance shares, performance stock units, didasguivalents, stock payments, deferred stockijictsl stock units, other stock-
based awards, and performance-based awards. Tiba egercise price of all stock options grantedspant to the 2007 Equity Plan
will not be less than 100% of the fair market vabfethe common stock on the date of grant. Stodkoop may be exercised as
determined by the Board, but in no event aftertémth anniversary date of grant, provided that stag nonqualified stock option
may be exercised up to 12 months after the optisrdath. Awards granted under the 2007 Equity &la generally subject to
vesting at the discretion of the Compensation Cdiemiof the Board of Directors (the “Committee’As of March 31, 2008, 9,400
shares were available for issuance under the E&lgty.

Directors Stock Option Plan

Pursuant to the terms of the Fifth Amended andd&Res Stock Option Plan for Outside Directors, memrded, (“Director Option
Plan™), an aggregate of 333,333 shares of commack sivere reserved for issuance pursuant to stotkorapgranted to outside
directors. Each outside director who was electeappointed to the Board on or after Septemberl298 was eligible to be granted
an option to purchase 8,333 shares of common stedlon each second anniversary after the applieddi¢ion or appointment shall
receive an additional option to purchase 4,166eshgrovided that such outside director continbederve as an outside director on
that date. For each outside director, f/d2the total number of shares will vest on thetfitay of each calendar month following the
date of Option grant, contingent upon continuediseras a director. Following the adoption of 2@07 Equity Plan, no further
awards will be issued under the Director OptiomPla

Employee Qualified Stock Purchase Plan

The Company has offered an Employee Qualified Steakchase Plan (“Employee Plan”) under which rights granted to
purchase shares of common stock at 85% of the lofvdte market value of such shares at the beginafra six month offering
period or at the end of that six month period. Urithe Employee Plan, the Company is authorizedsad up to 83,333 shares of
common stock. 5,734 common stock shares were psedhia fiscal 2008 and 2,664 common stock shares prchased in fiscal
2007. Shares available for future purchase uddeEmployee Plan were 34,337 at March 31, 2008.
Savings and Investment Plan

The Company has established a defined contribydian that covers substantially all U.S. employé&gaployee contributions of
up to 4% of each U.S. employee’s compensationheilmatched by the Company based upon a percentdgedetermined annually
by the Board. Employees may contribute up to 15%hefr compensation, not to exceed a prescribedimar amount. The
Company made contributions to the plan of $15, $18, $13 in the years ended March 31, 2008, 20@V2806, respectively.
Note 11. Stock Based Compensation

A summary of stock option and warrant activity digrihe year ended March 31, 2008 is as follows:

44



Beginning outstanding

Granted
Price = market value

Total

Exercised

Cancelled
Forfeited
Expired

Total

Ending outstanding

Ending vested and expected to vest

Ending exercisable

Weighted

Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Term (in yrs.) Value
2,060,846 $11.33
_ 237,780  $4.29
_ 237,780  $4.29
(40,940) $4.42
(28,485) $5.16
(26,673) $14.45
(55,158) $9.65
2,202,528 $10.72 4.40 $274
2,172,721 $10.83 4.30 $253
1,784,395 $12.19 3.26 $41

The aggregate intrinsic value of options and wasrauitstanding at March 31, 2008 is calculatechaddifference between the
exercise price of the underlying options and theketaprice of our common stock as of March 31, 2008

The weighted average estimated grant date faireyals defined by SFAS No.123R and SFAS 123 (faafi2006), for stock
options granted during fiscal 2008, 2007, and 2086 $2.93, $3.03, and $6.77 per option, respegtivel

The following table summarizes information withpest to stock options and warrants outstanding &aoch 31, 2008

Weighted
Number Average Number Weighted
Outstanding Remaining Exercisable Average
Range of As of Contractual Weighted As of Exercise Price
Exercise Prices March 31, _Term Avgrage_ March 31, As of March 31,
2008 (in years) Exercise Price 2008 2008
$4.20 $4.20 216,699 9.72 $4.20 83 $4.20
4.60 4.60 271,836 8.56 4.60 98,047 4.60
4.63 7.08 239,066 5.40 6.09 207,822 6.12
7.20 8.28 59,162 7.20 8.19 59,162 8.19
12.00 12.00 1,280,211 2.43 12.00 1,284,990 012.0
12.36 55.28 128,059 3.12 26.81 126,796 26.92
92.26 92.26 416 1.94 92.26 416 92.26
92.52 92.52 4,165 1.88 92.52 4,165 92.52
99.00 99.00 2,498 1.99 99.00 2,498 99.00
105.00 105.00 416 4.48 105.00 416 105.00
$4.20 $105.00 2,202,528 4.40 $10.72 1,784,395 12.19

The weighted average estimated grant date fairesgher share, for rights granted under the emplstgk purchase plan during

fiscal 2008, 2007, and 2006 were $4.36, $3.82,%4n80 respectively.

Restricted Stock Units

The following table summarizes the Company’s ret#d stock award activity for the period ended MaBt, 2008:
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of Grant Date

Shares Fair Value
Balance March 31, 2007 485,683 $4.73
Granted 32,397 $4.63
Forfeited (78,593) $4.06
Vested (89,195) $4.79
Balance, March 31, 2008 350,292 $4.97

The weighted average estimated grant date fairyals defined by SFAS No.123R and SFAS 123 (forfi2006), for restricted
stock awards granted during fiscal 2008, 2007,2066 was $4.63, $5.32, and $9.73 per award, rasphct

As of March 31, 2008 there was $1,103 of total cogmized compensation cost related to restrictecksivhich is expected to
be recognized over a weighted average period ef2sy

Note 12. Geographical Information

Tegal operates in one segment for the manufactneeketing and servicing of integrated circuit faation equipment. In
accordance with SFAS No. 131 (“SFAS 131") “DisclessiAbout Segments of an Enterprise and Relatextriation,” Tegal's chief
operating decision-maker has been identified asPttesident and Chief Executive Officer, who reviesygerating results to make
decisions about allocating resources and assegsifigrmance for the entire company.

For geographical reporting, revenues are attribtitethe geographic location in which the customdasilities are located.
Long-lived assets consist of property, plant andiggent, and are attributed to the geographic ionah which they are located. Net
sales and long-lived assets by geographic regioe a follows:

Revenue: Years Ended March 31
Sales to customers located in: 2008 2007 2006
United States......ccccceveeviveeeiee e $ 9,262 $ 7,398 $ 5,142
Asia, excluding Japan .............cccccvvvviennen. 9,970 7,008 5,624
Japan ... 805 2,042 2,312
GeIrmaNY.......coiiiiiiiiiiieee e 2,879 3,115 2,313
Europe, excluding Germany ...................... ,009 2,700 6,366
Total SaleS .....coocvviiieeeiiiiie e $ 32925 $ 22263 $ 21,757
March 31,
2008 2007
Long-lived assets at year-end:
UNited STAteS.....ceviiiiiie et $ 1,195 $ 1,341
LU 0] o1 PR 18 10
ASIA s 0 0
Total long-lived assets ...........oooeeciiieiiiniiiiiieeee, $ 1,213 $ 1,351

The Company’s sales are primarily to domestic amrhational semiconductor manufacturers. The caitipa of the
Company’s top five customers has changed from {@gear, but net system sales to its top five aqusts in each of fiscal 2008,
2007, and 2006 accounted for 87.2%, 77.8%, and¥68cspectively, of total net system sales. ST Mitzotronics accounted for
57.8% of our total revenue in fiscal 2008. ST Maulectronics and International Rectifier accounfed 43.1% and 13.4%
respectively, of our total revenue in fiscal 2008T Microelectronics accounted for 54.3% of the @any’s total revenue in fiscal
2006. Other than the previously listed customeossingle customer represented more than 10% oftmpany’s total revenue in
fiscal 2007, 2006, and 2005.

Item 9. Changes in and Disagreements with Accountants orcéenting and Financial Disclosure
On August 19, 2006, the Company changed independgigtered public accounting firms from Moss Addoh$ to Burr,
Pilger & Mayer LLP. During the period from July 2004 through August 18, 2006 when Moss Adams seagethe Company’s

independent registered public accounting firm, éheiere no reportable events, as that term is dkfineltem 304(a)(1)(v) of
Regulation S-K.
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Item 9A. Controls and Procedures

Evaluation of disclosure controls and proceduresAs of March 31, 2008, management performed, with ghrticipation of our
Chief Executive Officer and Chief Financial Officem evaluation of the effectiveness of our disslescontrols and procedures as
defined in Rule 13a-15(e) and 15d-15(e) of the Brge Act. Our disclosure controls and proceduresdasigned to ensure that
information required to be disclosed in the repeetfile or submit under the Exchange Act is recdrdocessed, summarized, and
reported within the time periods specified in thdes and forms of the Securities and Exchange Cssiam, and that such
information is accumulated and communicated torsanagement, including our Chief Executive Officed &hief Financial Officer,
as appropriate to allow timely decisions regardieguired disclosures. Based on the evaluationGiief Executive Officer and
Chief Financial Officer concluded that as of Ma&dh 2008, such disclosure controls and proceduezs effective.

Management’'s Annual Report on Internal Control Ovefinancial Reporting. Management is responsible for establishing and
maintaining an adequate system of internal corarar financial reporting, as defined in Rules 13é)1and 15d-15(f) of the
Exchange Act. Internal control over financial repa is a process designed to provide reasonasierance regarding the reliability
of financial reporting and the preparation of fingh statements in accordance with GAAP.

Our internal control over financial reporting indks those policies and procedures that:

* pertain to the maintenance of records that isgrable detail accurately and fairly reflect oansactions and dispositions
of our assets;

* provide reasonable assurance that transacti@nseaorded as necessary to permit preparatiomahdial statements in
accordance with GAAP, and that receipts and experedi are being made only in accordance with aigiions of our
management and directors; and

« provide reasonable assurance regarding preveatiimely detection of unauthorized acquisitioee wr disposition of our
assets that could have a material effect on tlanéiral statements.

Because of its inherent limitations, a system ¢érimal control over financial reporting can proviolely reasonable assurance and
may not prevent or detect misstatements. Alsgeption of any evaluation of effectiveness to fetperiods is subject to the risk that
controls may become inadequate because of changemditions, or that the degree of compliance wlih policies or procedures
may deteriorate.

Management has conducted, with the participationwfChief Executive Officer and our Chief Finamd@ficer, an assessment,
including testing of the effectiveness of our int@rcontrol over financial reporting as of March 2008. Management’s assessment
of internal control over financial reporting wassbd on the framework iimternal Control over Financial Reporting — Guidantor
Smaller Public Companiessued by the Committee of Sponsoring Organizatiohshe Treadway Commission. Based on this
evaluation, Management concluded that our systeimt@fnal control over financial reporting was effee as of March 31, 2008.

Changes in Internal Control Over Financial Reporto There were no changes in our internal control diwamncial reporting during
the fourth quarter ended March 31, 2008 that maltgraffected, or are reasonably likely to matdyialffect, our internal control over
financial reporting.

The effectiveness of our internal control over figial reporting as of March 31, 2008 has not besgtited by Burr, Pilger &
Mayer LLP, an independent registered public acdagritirm, as stated in their report appearing abovVianagement’s report was not
subject to attestation by the Company’s registerdalic accounting firm pursuant to temporary rudéshe Securities and Exchange
Commission that permit the Company to provide angnagement’s report in this annual report.

Item 9B. Other Information

None.
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PART IlI

Certain information required by Part Il is omittédm this Report in that we will file a definitiveroxy statement pursuant to
Regulation 14A (the “Proxy Statement”) no laterrtl20 days after the end of the fiscal year covéxedhis Report, and certain
information included therein is incorporated hereynreference. Only those sections of the Proxye&tant that specifically address
the items set forth herein are incorporated byresfee. Such incorporation does not include the Gorsation Committee Report or
the Audit Committee Report included in the Proxgt8inent.

Item 10. Directors and Executive Officers of the Registrant

The information concerning our directors and exeeubfficers required by this Item is incorporateyg reference to our Proxy
Statement under the caption “Election of Direct@stl “Executive Officers of the Registrant”.

The information regarding compliance with Sectid@fa) of the Securities Exchange Act of 1934, asralad, is incorporated by
reference to the Company’s Proxy Statement undecdption “Section 16(a) Beneficial Ownership RépgrCompliance.”

The additional information required by this Itenirisorporated by reference to our Proxy Statement.

Item 11. Executive Compensation

The information required by this Item is incorpedtby reference to our Proxy Statement under thmiara “Executive
Compensation.”

Item 12. Security Ownership of Certain Beneficial Owners alianagement

The information required by this Item is incorpedtby reference to our Proxy Statement under thsticzes “Principal
Stockholders” and “Ownership of Stock by Managenient

Item 13. Certain Relationships and Related Transactions

The information required by this Item is incorpa@tby reference to our Proxy Statement under thmiora “Certain
Transactions.”

Item 14. Principal Accountant Fees and Services

The information required by this Item is incorp@ctby reference to our Proxy Statement under tipiora “Independent
Registered Public Accounting Firm”.
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PART IV
Item 15. Exhibits, Financial Statement Schedule
(a) The following documents are filed as part of fhorm 10-K:
(1) Financial Statements

The Company’s Financial Statements and notes thapgiear in this Form 10-K according to the follogvindex of Consolidated
Financial Statements:

Page
Reports of Independent Registered PUblic ACCOUMEINTNS ..........ueiiiiiiiiiiia et teee e et eeeeeeaaaaaens 24
Consolidated Balance Sheets as of March 31, 200007 ...............ouiiiiiiiiiiiiee i et e e e e e s e snbbee e e e s e naeees 26
Consolidated Statements of Operations for the yedsed March 31, 2008, 2007 and 2006 ........c.ccoeecvveeeeeeriiiiieeeennns 27
Consolidated Statements of Stockholders’ Equitythieryears ended March 31, 2008, 2007 and 20086........................ 28
Consolidated Statements of Cash Flows for the yeaded March 31, 2008, 2007 and 2006 ..........cccceveeeriiviieeeeennnnnn, 29
Notes to Consolidated FINANCIAl STAEMENTS ...cccciriiiiiiiieiii e e et e e e e s sbba e e e e e s sanreeeeeeaae 31
(2) Financial Statement Schedule

Page
Schedule 1l — Valuation and QUAalifyiNg ACCOUNTS . ..vvvviriiiiiieieeeeeees i e iieecrerr e et e e e e e e e s e e s s s s ss s rerrrererreraaaaes 51

Schedules other than those listed above have bestted since they are either not required, not igpple, or the required
information is shown in the consolidated finanat@tements or related notes.

(b) Exhibits

The following exhibits are referenced or includedhis report:

Exhibit
Number Description
3.1 Certificate of Incorporation of the Registraadg,amended.
3.2 Restated By-laws of Registrant (incorporateadfgrence to Exhibit 3.2 included in Registrar@isrrent Report
on Form 8-K filed with the Securities and Excha@emmission on November 3, 2006).
10.1 Form of Warrant (incorporated by reference to Eihiij) to the Registrant’s Quarterly Report on Fofd0-Q
filed with the Securities and Exchange Commissiorfrebruary 13, 2002).
10.2 Form of Warrant dated June 30, 2003 (incotpdrhy reference to Exhibit 4.5 to the Registrag@tisrent Report
on Form 8-K filed with the Securities and Excha@emmission on July 2, 2003).
10.3 Form of Security Agreement between the Registand Orin Hirschmann dated June 30, 2003 (imcatpd by

reference to Exhibit 4.2 to the Registrant’s Curri@aport on Form 8-K filed with the Securities dfxichange
Commission on July 2, 2003).

**10.4 Fifth Amended and Restated Stock Option Pfan Outside Directors (incorporated by reference the
Registrant’s Quarterly Report on 10-Q, for the ¢graended June 30, 2006, filed with the Securitied
Exchange Commission on August 14, 2006.

**10.5 Eighth Amended and Restated 1998 EquityiBigation Plan of Tegal Corporation (incorporatadriference to
Exhibit 10.1 to the Registrant’s Quarterly Repartkorm 10-Q for the quarter ended June 30, 2064 filith the
Securities and Exchange Commission on August 1@6.20

**10.6 2007 Incentive Award Plan

**10.7 Second Amended and Restated Employee Qedlfitock Purchase Plan (incorporated by referenéependix
C to the Registrant’s revised definitive proxy staent on Schedule 14A filed with the Securities BrRdhange
Commission on July 29, 2004).

**10.8 1990 Stock Option Plan (incorporated by refece to Exhibit 10.2 to the Registrant’s RegigtraStatement on
Form S-1 (File No. 33-84702) declared effectivetby Securities and Exchange Commission on OctoBer 1
1995).
10.9 Form of Stock Option Agreement for Employeesnfthe 2007 Incentive Award Plan (incorporateddference
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Exhibit
Number

**10.10

**10.12

**10.14

**10.15

**10.16

10.15

10.16

10.17

**10.18

**10.19

**10.20

10.23t
21.1
23.1
23.2
24.1
31.1
31.2
32.1

Description
to Exhibit 10.1 to the Registrant’'s Current Report Form 8-K filed with the Securities and Exchange

Commission on December 21, 2007.

Form of Non-Qualified Stock Option Agreenteéfor Employees from the Eighth Amended and Redtd1@98
Equity Participation Plan (incorporated by refeete Exhibit 10.1 to the Registrant’s Quarterly Biépn Form
10-Q filed with the Securities and Exchange Comioissn November 12, 2004).

Form of Restricted Stock Unit Award Agreemhefrom the Eighth Amended and Restated 1998 Equity
Participation (incorporated by reference to Exhiliit5.4 to the Registrant’s Current Report on F8K filed
with the Securities and Exchange Commission on J11)y2005).

Employment Agreement between the Registeamt Thomas Mika dated as of July 27, 2007 (incetieal by
reference to Exhibit 10.1 to the Registrant’s Cuoirfieeport on Form 8-K filed with the Securities dxthange
Commission on August 2, 2007).

Employment Agreement between the Registrantl Christine Hergenrother dated as of July 20072
(incorporated by reference to Exhibit 10.1 to thegRtrant's Current Report on Form 8-K filed withet
Securities and Exchange Commission on August 27200

Employment Agreement between the Registeard Steve Selbrede dated as of May 3, 2004 (iocatpd by
reference to Exhibit 10.18 to the Registrant’s AmnReport on Form 10-K for the fiscal year endedrdia3l,
2005 filed with the Securities and Exchange Comimissn June 29, 2005).

Form of Warrant Agreement between Tegal badrtvestor parties thereto (incorporated by refegeto Exhibit
4.2 to the Registrant’s Current Report on Form 8k with the Securities and Exchange Commissionjoly
11, 2005).

Lease, dated December 21, 2005, by and bet®@R&/PCCP Orchard LLC, as Landlord, and Tegal Gaion,
as Tenant (incorporated by reference to Exhibi2 16.the Registrant’s Quarterly Report on Form 1@0Qthe
quarter ended December 31, 2005, filed with theuBées and Exchange Commission on February 106200
Sublease Agreement, dated December 30, B9@Hd between Silicon Genesis Corporation, asa®dlrd, and
Tegal Corporation, as Subtenant (incorporated fgreace to Exhibit 10.3 to Registrant’s QuarterigpRrt on
Form 10-Q for the quarter ended December 31, 20i@8, with the Securities and Exchange Commissian o
February 10, 2006).

Restricted Stock Unit Award Agreement betweTegal Corporation and Brad Mattson, dated Jul2@®5
(incorporated by reference to Exhibit 10.2 to Regi#t's Current Report on Form 8-K filed on July, 2005).
Letter Agreement, dated July 5, 2005, betw&egal Corporation and Brad Mattson (incorporatedeference to
Exhibit 10.3 to Registrant’s Current Report on F@+K filed with the Securities and Exchange Cominis®n
July 11, 2005).

Restricted Stock Unit Award Agreement betweTegal Corporation and Tom Mika, dated July 5050
(incorporate by reference to Exhibit 10.4 to Regist's Current Report on Form 8-K filed with thecBsties and
Exchange Commission on July 11, 2005).

Exclusive Distributor Agreement, dated a®ctiober 1, 2006, between Tegal Corporation anchNExporation.
List of Subsidiaries of the Registrant.

Consent of Independent Registered Public Auogl Firm — Burr, Pilger & Mayer LLP.

Consent of Independent Registered Public Auiogl Firm — Moss Adams LLP.

Power of Attorney (included on signature pageeto).

Section 302 Certification of the Chief ExeeetDfficer.

Section 302 Certification of the Chief Finah®fficer.

Section 906 Certification of the Chief ExeeeatOfficer and Chief Financial Officer.

Registrant has requested confidential treatmerguant to Exchange Act Rule 24b-2 for portionghedf exhibit.

Management contract for compensatory plan camgement.
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TEGAL CORPORATION

SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS
Years Ended March 31, 2006, 2007, 2008

Balance At Chargedto Charged Balance
Beginning Costsand  to Other At End
Description of Year Expenses  Accounts Deductions of Year
Year ended March 31, 2006:
Allowances for doubtful accounts ............cccceeeeeiienn. (542) (18) — 381 (179)
Sales returns and allowances .............eeeecccccceeeiiiccnnnnnns (20) (15) — — (25)
Cash diSCOUNTS .......cooiiiiiii i et a e 1 3) — — (2)
Year ended March 31, 2007:
Allowances for doubtful accounts ............cccceeeeeiiinnn. (179) (134) — 33 (280)
Sales returns and allowances .............eeaeccccccveeiiiicnnnnnns (25) (102) — — (127
Cash diSCOUNLS ........ccooiiiiiieiieeee e e e e e e e e e e e e e (2 @) — 1 (6)
Year ended March 31, 2008:
Allowances for doubtful accounts ...........ccceeeeeevveeneeeenn. (280) 150 — 8 (122)
Sales returns and allowances ............uvveeccccccveeveiecnnnnnns (227) 59 — (1) (69)
Cash diSCOUNLS ........cccoiiiiiiiieeeeee s e e e e e e e e e e (6) 6 — — —
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SIGNATURES

Pursuant to the requirements of Section 13 or 18{dhe Securities Exchange Act of 1934, the regigthas duly caused this
report to be signed on its behalf by the underslgtteereunto duly authorized.

TEGAL CORPORATION

By:_/S/ITHOMAS R. MIKA

Thomas R. Mika

President, Chief Executive Officer and Chairméthe Board
Dated: June 27, 2008

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each peratose signature appears below constitutes andirgpp
Thomas R. Mika and Christine T. Hergenrother, hiber attorney-in-fact and agent, each with thevgroof substitution, for him in
any and all capacities, to sign any amendmentkisoReport on Form 10-K, and to file the same, veigibits thereto and other
documents in connection therewith with the Seasitand Exchange Commission, hereby ratifying antfircoing all that said
attorney-in-fact, or his substitute or substitutesy do or cause to be done by virtue hereof. LRmtsto the requirements of the

Securities Exchange Act of 1934, this Report hasnbgigned below by the following persons in theacipes and on the dates
indicated.

Signature Title Date
Is/ THOMASR. MIKA President, CEO, and Chairman of the Board June@1g
Thomas R. Mika (Principal Executive Officer)
/s/ CHRISTINET. HERGENROTHER* Chief Financial Officer (Principal June 27, 2008
Christine T. Hergenrother Financial and Accoumptifficer)
/s EDWARDA. DOHRING* Director June 27, 2008

Edward A. Dohring

/s JEFFREWM. KRAUSS* Director June 27, 2008
Jeffrey M. Krauss

/sl CARL MUSCARI* Director June 27, 2008
Carl Muscari
/si DUANEWADSWORTH* Director June 27, 2008

Duane Wadsworth
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INDEX TO EXHIBITS

Exhibit
Number Description
3.1 Certificate of Incorporation of the Registraadg,amended.
3.2 Restated By-laws of Registrant (incorporateddfgrence to Exhibit 3.2 included in Registram@srrent Report
on Form 8-K filed with the Securities and Excha@emmission on November 3, 2006).
10.1 Form of Unit Purchase Agreement dated DecerBfter2001 (incorporated by reference to Exhibitt@)the
Registrant’s Quarterly Report on Form 10-Q filedhithe Securities and Exchange Commission on Fepii
2002).
10.2 Form of Warrant (incorporated by reference to Eihi)) to the Registrant’'s Quarterly Report on Fod0-Q
filed with the Securities and Exchange Commissiorrebruary 13, 2002).
10.3 Form of Unit Subscription Agreement dated J@fe 2003 (incorporated by reference to Exhibit thlthe
Registrant’s Current Report on Form 8-K filed witte Securities and Exchange Commission on Julp@3R
10.4 Form of Warrant dated June 30, 2003 (incottpdrly reference to Exhibit 4.5 to the Registra@tisrent Report
on Form 8-K filed with the Securities and Excha@emmission on July 2, 2003).
10.5 Form of Security Agreement between the Registand Orin Hirschmann dated June 30, 2003 (imcatpd by

reference to Exhibit 4.2 to the Registrant’s Curri@aport on Form 8-K filed with the Securities aBxchange
Commission on July 2, 2003).

**10.6 Fifth Amended and Restated Stock Option Pfan Outside Directors (incorporated by reference the
Registrant’s Quarterly Report on 10-Q, for the ¢graended June 30, 2006, filed with the Securitied
Exchange Commission on August 14, 2006.

**10.7 Eighth Amended and Restated 1998 EquityiBipdtion Plan of Tegal Corporation (incorporatgdrbference to
Exhibit 10.1 to the Registrant’s Quarterly RepartForm 10-Q for the quarter ended June 30, 2084 filith the
Securities and Exchange Commission on August 1@6.20

**10.8 Second Amended and Restated Employee Qedl&itock Purchase Plan (incorporated by referemégpendix
C to the Registrant’s revised definitive proxy staent on Schedule 14A filed with the Securities Brdhange
Commission on July 29, 2004).

**10.9 1990 Stock Option Plan (incorporated by refece to Exhibit 10.2 to the Registrant’s RegigtraStatement on
Form S-1 (File No. 33-84702) declared effectivethg Securities and Exchange Commission on OctoBer 1
1995).

**10.10 Form of Non-Qualified Stock Option Agreentdor Employees from the Seventh Amended and Rebth998

Equity Participation Plan (incorporated by refeiae Exhibit 10.1 to the Registrant’s Quarterly Bemn Form
10-Q filed with the Securities and Exchange Comioissn November 12, 2004).

**10.11 Form of Restricted Stock Unit Aware Agreemefrom the Eighth Amended and Restated 1998 Equity
Participation (incorporated by reference to Exhiliit5.4 to the Registrant’'s Current Report on F8K filed
with the Securities and Exchange Commission on J11)y2005).

**10.12 Employment Agreement between the Registeantt Thomas Mika dated as of August 12, 2002 (pa@ted by
reference to Exhibit 10.11 to the Registrant’s AainReport on Form 10-K for the fiscal year endedrdha31l,
2003 filed with the Securities and Exchange Comimissn June 27, 2003).

**10.13 Employment Agreement between the Registeartt Steve Selbrede dated as of May 3, 2004 (ocated by

reference to Exhibit 10.18 to the Registrant’s AainReport on Form 10-K for the fiscal year endedrdha31l,
2005 filed with the Securities and Exchange Comimisen June 29, 2005).

10.14 Stock Purchase agreement between Tegal andwbstor parties there to (incorporated by refegeto Exhibit
4.1 to the Registrant’s Current Report on Form 8kd with the Securities and Exchange CommissiorJoly
11, 2005).

10.15 Form of Warrant Agreement between Tegal hadrvestor parties there to (incorporated by mfee to Exhibit
4.2 to the Registrant’s Current Report on Form 8kd with the Securities and Exchange CommissinnJoly
11, 2005).

10.16 Lease, dated December 21, 2005, by and bet®/&/PCCP Orchard LLC, as Landlord, and Tegal G@on,
as Tenant (incorporated by reference to Exhibi2 10.the Registrant’s Quarterly Report on Form 1@60the
quarter ended December 31, 2005, filed with theuBées and Exchange Commission on February 106200

10.17 Sublease Agreement, dated December 30, B9@Bd between Silicon Genesis Corporation, asaddldrd, and
Tegal Corporation, as Subtenant (incorporated Bsreace to Exhibit 10.3 to Registrant’s QuarterkgpBrt on
Form 10-Q for the quarter ended December 31, 2filgsl, with the Securities and Exchange Commission o
February 10, 2006).

**10.18 Restricted Stock Unit Award Agreement bedémweTegal Corporation and Brad Mattson, dated Julp@®5
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Exhibit
Number

**10.19

**10.20

10.23t
16.1

21.1
23.1
23.2
24.1
31.1
31.2
32.1

Description
(incorporated by reference to Exhibit 10.2 to Regi#t's Current Report on Form 8-K filed on July, 2005).

Letter Agreement, dated July 5, 2005, betw&egal Corporation and Brad Mattson (incorporatedeference to
Exhibit 10.3 to Registrant’s Current Report on F@+K filed with the Securities and Exchange Cominisson
July 11, 2005).

Restricted Stock Unit Award Agreement betweTegal Corporation and Tom Mika, dated July 50520
(incorporate by reference to Exhibit 10.4 to Regist's Current Report on Form 8-K filed with thecBgties and
Exchange Commission on July 11, 2005).

Exclusive Distributor Agreement, dated a®ctiober 1, 2006, between Tegal Corporation anchNExporation.

Letter of Moss Adams LLP to the Securities Bndhange Commission dated August 25, 2006 (incatpd by
reference to Exhibit 16.1 to the Registrant’s Coirf@eport on Form 8-K filed with the Securities dixthange
Commission on August 28, 2006).

List of Subsidiaries of the Registrant.

Consent of Independent Registered Public Autogl Firm — Burr, Pilger & Mayer LLP.
Consent of Independent Registered Public Aaiogl Firm — Moss Adams LLP.

Power of Attorney.

Section 302 Certification of the Chief ExeeetDfficer.

Section 302 Certification of the Chief Finahcfficer.

Section 906 Certification of the Chief ExeeeatOfficer and Chief Financial Officer.

t Reagistrant has requested confidential treatmperguant to Exchange Act Rule 24b-2 for portiofnthis exhibit.

** Management contract for compensatory plan camagement.
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Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by referdncthe Registration Statements on Form S-8 (N@8-1328953, 333-12473,
333-66781, 333-88373, 333-51294, 333-110650, afd139272), Form S-2 (No. 333-83840), and Form 8k3s( 333-127494, 333-
128943, 333-38086, 333-94093, 333-52265, 333-1074833-108921, 333-113045, 333-116980, and 333-11)8&f Tegal
Corporation of our report dated June 27, 2008irgjdb the consolidated financial statements andritial statement schedule as of
and for the years ended March 31, 2008 and 200¢hndppears in this 10-K.

/sl Burr Pilger & Mayer LLP

San Francisco, California
June 25, 2008
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Exhibit 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inal €&prporation’s Registration Statement on Form @8s. 333-147587, 333-
128953, 333-12473, 333-66781, 333-88373, 333-51293,;110650, and 333-119272), Form S-2 (No. 3334838and Form S-3
(Nos. 333-127494, 333-128943, 333-38086, 333-94633;52265, 333-107422, 333-108921, 333-113045;13%380, and 333-
118641) of our report on the audit of the consaédastatements of operations, stockholders’ equity cash flows for the year ended
March 31, 2006. Our report, which is dated Jun20®6, appears in Tegal Corporation’s Annual ReporForm 10-K for the year
ended March 31, 2008.

/s Moss AdamsLP
Santa Rosa, California
June 26, 2008
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EXHIBIT 31.1

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Thomas R. Mika, certify that:
1. | have reviewed this annual report on Form 16fKegal Corporation;

2. Based on my knowledge, this report does notaiordany untrue statement of a material fact or dmistate a material fact
necessary to make the statements made, in ligheafircumstances under which such statements mwade, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statemeantd, other financial information included in thieport, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaamd for, the periods presented
in this report;

4. The registrant’s other certifying officer andrke responsible for establishing and maintainirsgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1¥#gd)) for the registrant and we have:

(a) designed such disclosure controls and procsdarecaused such disclosure controls and procedaree designed under our
supervision, to ensure that material informatiolatimeg to the registrant, including its consolidhtsubsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report ishg prepared;

(b) evaluated the effectiveness of the registragisslosure controls and procedures and present#tls report our conclusions
about the effectiveness of the disclosure contald procedures, as of the end of the period coveyetiis report based on
such evaluation;

(c) disclosed in this report any change in the stegnt’s internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyesff, the registrant’s internal control over finateeporting; and

5. The registrant’s other certifying officer(s) ahdhave disclosed, based on our most recent evatuaf internal control over
financial reporting, to the registrant’s auditorslahe audit committee of the registrant’s boardiodctors (or persons performing
the equivalent function):

(a) all significant deficiencies and material weasses in the design or operation of internal céotrer financial reporting which
are reasonably likely to adversely affect the itegig’s ability to record, process, summarize aggbrt financial information;
and

(b) any fraud, whether or not material, that inesmanagement or other employees who have a si@gmifiole in the registrant’s
internal controls over financial reporting.

Date: June 27, 2008 /s/ _Thomas R. Mika
Chief Executive Officer and President
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EXHIBIT 31.2

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Christine Hergenrother, certify that:
1. | have reviewed this annual report on Form 16fKegal Corporation;

2. Based on my knowledge, this report does notaiordany untrue statement of a material fact or dmistate a material fact
necessary to make the statements made, in ligheafircumstances under which such statements mwade, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statemeantd, other financial information included in thieport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaamd for, the periods presented
in this report;

4. The registrant’s other certifying officer andre responsible for establishing and maintainirsgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1¥gd)) for the registrant and we have:

(a) designed such disclosure controls and procsdarecaused such disclosure controls and procedaree designed under our
supervision, to ensure that material informatiolatimeg to the registrant, including its consolidhtsubsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isihg prepared;

(b) evaluated the effectiveness of the registragisslosure controls and procedures and present#tls report our conclusions
about the effectiveness of the disclosure contald procedures, as of the end of the period coveyetiis report based on
such evaluation;

(c) disclosed in this report any change in the stegnt’s internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyesff, the registrant’s internal control over finateeporting; and

5. The registrant’s other certifying officer(s) ahdhave disclosed, based on our most recent evatuaf internal control over
financial reporting, to the registrant’s auditorslahe audit committee of the registrant’s boardiodctors (or persons performing
the equivalent function):

(a) all significant deficiencies and material weasses in the design or operation of internal céotrer financial reporting which
are reasonably likely to adversely affect the itegig’s ability to record, process, summarize aggbrt financial information;
and

(b) any fraud, whether or not material, that inesmanagement or other employees who have a si@gmifiole in the registrant’s
internal controls over financial reporting.

Date: June 27, 2008 /sl Christine Hergenrother
Chief Financial Officer
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EXHIBIT 32.1

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

In connection with the amended Annual Report ajdl€orporation, a Delaware corporation (the “Compa on Form 10-
K for the year ending March 31, 2006 as filed witle Securities and Exchange Commission (the “R&pdrtThomas R. Mika,
President and Chief Executive Officer of the Comparertify, pursuant to 8§ 906 of the Sarbanes-Oxey of 2002 (18 U.S.C. §
1350), that to my knowledge:

(1) The Report fully complies with the requiremeafssection 13(a) or 15(d) of the Securities ExgfeaAct of 1934, as amended;
and

(2) The information contained in the Report fapplesents, in all material respects, the finandaldition and result of operations of
the Company.

/s _Thomas R. Mika
Chief Executive Officer and President
June 27, 2008

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

In connection with the amended Annual Report ajalé€Corporation, a Delaware corporation (the “Compa on Form 10-
K for the year ending March 31, 2006 as filed witte Securities and Exchange Commission (the “R8palit Christine
Hergenrother, Chief Financial Officer of the Compacertify, pursuant to 8 906 of the Sarbanes-Oxey of 2002 (18 U.S.C. §
1350), that to my knowledge:

(1) The Report fully complies with the requiremenfssection 13(a) or 15(d) of the Securities ExgeAct of 1934, as amended;
and

(2) The information contained in the Report fapplesents, in all material respects, the finandaldition and result of operations of
the Company.

/s/ _Christine Hergenrother
Chief Financial Officer
June 27, 2008
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