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THE SOURCE OF
semiconductor Proces:

ATMI produces critical materials, packaging, delivery systems, sensors,

and abatement products used to fabricate semiconductor devices.

We unite our products and engineering services into efficient,
cost-effective materials lifecycle systems. Our customers value the
higher manufacturing yields and greater financial returns they receive.
By improving our customers’ production abilities, ATMI becomes a
crucial facilitator in their race to market, and their go-to partner for
enhanced semiconductor process efficiencies.
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Gene Banucci
Chairman and Chief Executive Officer

By

Doug Neugold
President




Gaining new customers and markets?
Growing profitably and prudently?
Generating cash?

Improving operating margins?

Getting good returns on invested capital?

operions, employes Talning,
oullt mew faciites. AMMI's
new capeiilites should
during the fordhceoming vpturm. 2002 s
glready shewing improvement from the
depths of 2007, prepering the way for
winat we belisve will be a better 2003.

PERGEPTIVE

The semiconducier Industry I8 rapicly
consolidating areund those few
meanvacturers who can afford o bulld
and operats new $3 billlen plents. To
geln & reasenable return on Investment,
fhey must funciion &t peak eificiency.
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INNOVATIVE

ATMI focuses on leeding the develop-
ment of Me new materils and assst
productivity-enhancing technologles ihat
will enelble future chip generations. In
2007, we expended our pProgressive
hinking o creet® novel praduct end
service combinztions designed
cusiomers’ Integration burdens.

In mes of change, the acapiive
and Mesdsle prosper. Qur primery sustaln-
able edventage is our ability o quickly
and effactively apply ATMI experiss
@W@M[ﬂ)@ industy . Qur innovetions
d compelling commercial value—
m@f@wﬂm@ equipment uillizatien, lengtih-
ening uptime, increasing threughput, and
diecreesing overall cast of ownarship. We
finished 2007 with 274 US. petents,
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In & consoliceiing universe of ever-larger
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we doublied

Target 20% of total revenues from new product sales
Make unified product solutions the standard for our customers

Regain profitability
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program, to strengthen relationships
with a majority of the top North American,
Asian, and European semiconductor and
original equipment manufacturers.

Our strategy is simple—support the tool
with high value-added materials,
technologies, and services. Our process
expertise and solid leadership in product
development creates the platform upon
which we build the service relationship.
ATMI has the profound materials lifecycle
expertise to offer the extra value
customers seek—resolving efficiency
bottlenecks upstream and downstream
of the process tool. Our holistic, creative
approach to problem solving—and our
willingness to go the extra mile for our
customers—makes ATMia go-toresource.

EFFECTIVE

Great strategies and outstanding
products are ultimately judged by
performance. ATMI measures value—to
customers and to ourselves—by how well
we improve asset utilization and grow
revenues. We are constantly looking for
ways to improve our own process
efficiencies, seeking to harmonize the
interests of our customers and
shareholders before we commit capital.

No other company is influencing  the
semiconductor industry in the way we
are—with our depth of innovative
technical expertise and the vision to
effectively harness its commercial value
for our customers.

At ATMI, we believe that our services
can be as innovative as our produets.
We are aligning ourselves with our
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Integrating assets for faster time to market

Getting into production more quickly

/ sing the yield from raw materials

Increasing the amount of time used for production
-Enhancing performance so that cost of operations decreases
Improving total output in a given period

et

RMIEeromancelMeties

Revenue growth B o ‘
Asset utilization plliismoyihelstionuesofifielspeCreSialS I »
Return on investment nogtnelmostinteliigenifiugHiefonehnpSIesonsUE Gl A
New products ={H RIS TR

Market share gains

o " Growth greater than the industry



ulobal semicdhf mluslnl it

customers o selvs thelr most critical
Process preslems in e smarest way—
smuienecusly solving thelr technical
probleme while Improving thelr overal
business periormancs.

We voreses outsourcing es the maxt
majer shift ' our indusiry—centract
manutaclirers feking over producion
responsibilites. We envision 2 day when
our custemsrs will w@@@r@c emiire ey
processes o ATMI— se of our nmm@@m!‘
enpert knowledge products |
he @“ﬂn@ﬂ@ﬂ
¢ technologies

We will be ceartinating 2 comples s&t of
meerials eperaiiens—wering o assurs
optimel perfermance o furiher sess our
customers’ fabrication burdens. Qur
market leadership will be fed ®© oy
CUSTOMETS’ SUCCESS.




ATMI, INC.
Selecied Fnancial Dats

Fiscal Year Ended December 31, 2001 2000 1999 1998 1997

{in thousands, except per share data)
Consolidated Statements of Operations:

Revenues $213,456 $299,960 $202,506 $168,061 $192,381
Cost of revenues 120,877 (1) 142,711 95,456 84,864 92,658
Gross profit 92,579 157,249 107,050 83,197 99,723
Operating expenses:
Research and development 31,731 28,211 18,359 16,630 14,336
Selling, general, and administrative 73,511 (2) 71,928 63,820 7y 59,093 60,920
Merger and related costs — 1,500 (5) 9,914 (8) 1,700 (9) 9,000 (10)
Restructuring charge 14,011 3) — — — —
Total operating expenses 119,253 101,639 92,093 77,423 84,256
Operating income (loss) (26,674) 55,610 14,957 5,774 15,467
Interest income (expense), net 3,464 6,599 3117 2,487 (912
QOther income, net 7,669 (4) 8,313 (6) 733 539 340
Income (10ss) before income taxes and minority interest (15,541) 70,522 18,807 8,800 14,895
Provision (benefit) for income taxes (5,845) 26,486 7,720 4,412 8,588
Income (loss) before minarity interest (8,598) 44,036 11,087 4,388 6,307
Minarity interest — (351) (263) {111 2)
Net income (loss) $ (9,696) $ 43,685 $10824  $ 4277 $ 6,305
Net income (loss) per share—assuming dilution $(0.33) $1.44 $0.38 $0.15 $0.24
Weighted average shares outstanding—assuming dilution 29,611 30,290 28,689 27,793 26,030
Consolidated Balance Sheet Data:
Cash, cash equivalents, and marketable securities $210,494 $131,505 $ 92,328 $ 86253 $ 32949
Working capital 255,322 202,960 121,289 104,177 48,987
Total assets 449,858 350,805 228,849 210,617 154,456
Long-term debt, less current portion 118,025 7242 6,319 12,572 19,763
Minority interest —_ — 1,109 846 535
Total stockholders’ equity 280,014 286,567 176,356 - 154,306 84,170

(1) Includes special charges of $1.7 million to write down certain inventory balances.

{2) Includes a special charge for accounts receivables write down of $2.5 million, as a reserve against the possible effects that the current weakened economic environment and semiconductor
industry downturn could have on ATMI's customers.

(3) Represents costs incurred in connection with ATMI's restructuring efforts announced in the first and third quarters of 2001.

{4} includes a gain on settlement of certain patent litigation, net of related expenses, and a $2.6 mitlion gain on the sale of certain avallable-for-sale securities, offset by an asset impairment of
approximately $0.4 million on available-for-sale securities.

5) Represents cost incurred in connection with completing the ESCA, Inc. acquisition.

6) Includes $9.5 million gain on sale of certain marketable securities in the first quarter of 2000, offset by 2 loss of $1.3 million in the same quarter on certain other investments.

7) Includes $2.3 million of severance expense for several former executives.

8) Represents $3.3 million-incurred in connection with the completion of the acquisitions of MST Analytics, Inc. and NewForm N.V.,, and $7.2 millien incurred in connection with the acquisitions

of Delatech, Inc., Advanced Chemical Systems International, Inc. ("ACSI"), and TeloSense Corporation, offset by a reversal of $0.6 million for previously accrued merger costs.

(9) Represents costs incurred in connection with completing the NOW Technologies, Inc. acquisition.

(10)Represents costs incurred in investigating, analyzing, and completing the Advanced Delivery and Chemical Systems Group (“ADCS Group”) and Lawrence Semiconductor Laboratories
{"LSL") acquisitions.




ATMI, INC.

5
Management’s Discissi
Financial Go
Cverview

ATMI is a leading supplier of materials, equipment, and related services
used worldwide in the manufacture of semiconductor devices. ATMI specif-
ically targets the “front-end” semiconductor materials market. This market
includes the processes used to convert a bare silicon wafer into a fully func-
tional wafer that contains many copies of a semiconductor device or “chip.”
ATMI's customers include most of the leading semiconductor manufacturers
in the world.

ATMI has organized its operations along two business segments:
Materials and Technalogies. The Materials segment provides products that
are used in the semiconductor manufacturing process, and related packag-
ing and delivery systems. The Technologies segment provides products
and services that sense and environmentally control these materials, while
also providing specialized thin film deposition and outsourced parts clean-
ing and tool maintenance services to semiconductor device manufacturers.
The Technologies segment also includes ATMI's venture and government-
funded research and development activities.

The semiconductor industry, and the semicanductor equipment industry
in particular, have been highly cyclical and have experienced periods of
overcapacity at various times, resulting in significantly reduced demand for
semiconductor materials, capital equipment, and wafer processing serv-
ices. The semiconductor industry is currently experiencing a severe down-
turn of unprecedented magnitude that has been ongoing for several
quarters. According to industry research, wafer starts in December 2001
were 29% lower than peak production levels in November 2000, and equip-
ment orders in December 2001 were 77% lower than peak levels in
Septemnber 2000. ATMI's 2001 operating results have been significantly
affected by the current downturn, especially with regard to our product lines
that track industry capacity. The decline in wafer starts throughout the
industry stopped in the fourth quarter of 2001, and in fact, while not signif-
icant, there has been slight incremental monthly improvement in wafer
starts data during the fourth quarter of 2001. However, lack of visibility
remains, and the leve! of recovery in the near term is uncertain. With regard
to capital equipment spending, there remains substantial over-capacity on
a global basis. Currently, there appears to be some advanced technology
equipment spending, but the prospects for significant capacity expansion is
unlikely in the near term.

ATMI has completed seven acquisitions during the three years ended
December 31, 2001, six of which have been accounted for as pooling of
interests. As a result, the Company’s consolidated financial statements have
been restated to reflect the results of these six acquired companies. The
2000 acquisition of the minority interest of ATMI's ADCS Korea joint venture
was accounted for using the purchase method of accounting.

Critical Accounting Policies and Estimates
General

Management's discussion and analysis of ATMI's financial condition and
results of operations are based upon the Company’s consolidated financial
statements, which have been prepared in accordance with accounting princi-
ples generally accepted in the United States. The preparation of these financial
statements requires ATMI to make estimates and judgments that affect the
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reported amounts of assets, liabilities, revenues, and expenses, and related
disclosure of contingent assets and liabilities. On an ongoing basis, the
Company evaluates its estimates, including those related to bad debts, inven-
tories, marketable securities and investments, intangible assets, income taxes,
restructuring charges, and contingencies and litigation. The Company bases
its estimates on historical experience and on various other assumptions that
are believed to be reasonable under the circumstances, the results of which
form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may
differ from these estimates under different assumptions or conditions.

The Company believes the following critical accounting policies affect its
more significant judgments and estimates used in the preparation of its
consolidated financial statements.

Revenue Recognition

The Company recognizes revenue in accordance with SEC Staff
Accounting Bulletin No. 101, “Revenue Recognition in Financial Statements”
{"SAB 101"}, as amended by SAB 101A and 101B. SAB 101 requires that
four basic criteria must be met before revenue can be recognized: (1) per-
suasive evidence of an arrangement exists; (2) delivery has occurred or serv-
ices rendered; (3) the fee is fixed and determinable; and (4) collectibility is
reasonably assured. Determination of criteria (3) and (4) are based on man-
agement's judgments regarding the fixed nature of the fee charged for prod-
ucts delivered and services rendered, and collectibility of those fees. The
Company's revenues from product sales are recognized upon titfe transfer,
which generally occurs upon shipment. Service revenug is generally recog-
nized ratably over the period of the related contract, or if not under contract,
when service is provided. Should changes in conditions cause management
to determine these criteria are not met for certain future transactions, revenue
recagnized for any reparting period could be adversely affected. A provision
for the estimated cost of warranty is recorded when revenue is recognized.
The Company's estimate of costs to service its warranty obligations is based
on historical experience and expectation of future conditions. Should actual
product failure rates differ from the Company’s estimates, revisions to the
estimated warranty liability would be required.

Bad Debt

The Company maintains allowances for doubtful accounts for estimated
losses resulting from the inability of its customers to make required pay-
ments. If the financial condition of the Company’s customers were to dete-
riorate, resulting in an impairment of their ability to make payments,
additional allowances may be required.

Inventories

The Company writes down its inventory for estimated obsolescence,
or unmarketable inventory equal to the difference between the cost of
inventory and estimated market value, based upon assumptions about
future demand and market conditions. If actual market conditions are
less favorable than those projected by management, additional inventory
write-downs may be required.




Marketable Securities and Investments

The Compary holds minority interests in companies having operations or
technology in areas within or related to its strategic focus, some of which are
in publicly traded companies, whose share prices are highly volatile, and
some of which are in private companies, whose valug is difficult to determine.
Investments in private companies are included in the consolidated balance
sheets under the caption goodwill and other long-term assets, net. ATMI
records an impairment charge when it beligves an investment has experi-
enced a decline in value that is other than temporary. Future adverse changes
in market conditions, or poor operating results of underlying investments,
could result in losses or an inability to recover the carrying value of the
investments that may not be reflected in an investment's current carrying
value, thereby possibly requiring an impairment charge in the future.

Goodwill and Other Identifiable Intangible Assels

Goodwill associated with the excess purchase price over ihe fair value
of assets acquired, and other identifiable intangible assets, such as patents
and trademarks and covenants not to compete, are currently amortized on
the straight-line method over their estimated useful lives ranging from 2 to
20 years.

These assets are currently reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may
not be recoverable.

Restructuring

During the fiscal year ended December 31, 2001, the Company
recorded significant charges in connection with restructuring initiativas.
These charges include estimates related to employee separation costs,
plant closing costs, early lease termination expenses, and various other
asset and working capital write-offs or write-downs. Although manage-
ment does not anticipate significant changes, the actual costs may differ
from these estimates.

Income Taxes

The carrying value of the Company’s net deferred tax asssts assumes that
the Company will be able to generate sufficient future taxable income in cer-
tain tax jurisdictions, based on estimates and assumptions. If these esti-
mates and related assumptions change in the future, the Company may be
required to record additional valuation allowances against its deferred tax
assets, resulting in additional income tax expense in the Company’s consol-
idated statement of operations. Management evaluates the realizability of the
deferred tax assets and assesses the adequacy of the valuation allowance
quarterly. Likewise, in the event that the Company was to determine that it
woulid be able to realize its deferred tax assets in the future in excess of its
net recorded amount, an adjustment to the deferred tax assets would
increass income in the period such determination was made.

Recent Accounting Pronouncements
See Note 1 to the consolidated financial statements for information
goncerning recent accounting pronouncements.

Resulls of Operations
The following table sets forth selected financial data as a percentage of
total revenues for the periods indicated:

Fiscal Year Ended December 31, 2001 2000 1999

Revenues 100.0% 100.0% 100.0%
Cost of revenues 56.6 476 471
Gross profit 43.4 52.4 52.9
Operating expenses:

Research and development 14.9 94 9.1

Selling, general, and administrative 34.4 24.0 315

Merger and related costs — 05 49
Restructuring charge 6.6 — —
Total operating expenses §5.9 33.9 455
Operating income (10ss) (12.8) 185 74
Interest income, net 1.8 2.2 15
Other income, net 3.8 2.8 0.4
Income (loss) before income taxes
and minority interest (7.3) 235 9.3
Provision (bengfit} for income taxes (2.7) 8.8 38
Income (loss) before minarity interest (4.6) 147 55

Minarity interest — (0.1) 0.2)
Net income (loss) (4.6)% 146%  53%

Segment Data

The Company has two reportable operating segments: Materials and
Technologies. The Company evaiuates performance and allocates
resources based on segment operating profit or loss, excluding non-
recurring expenses, interest, other income or expense, and income taxes.
The accounting policies of the reportable operating segments are the same
as those described in the summary of significant accounting policies in the
Company’s consolidated financial statements. Intercompany sales are not
material between operating segments. The general corporate assets include
primarily cash, cash equivalents, marketable securities, goodwill, and other
long-lived assets. See Note 14 to the consolidated financial statements for
additional segment information.

The following tables provide reported results for each of these segments
for the periods indicated (in thousands):

Fiscal Year Ended December 31, 2001 2000 1999
Revenues
Materials $110,988  $138,191 ¢ 96,711
Technologies 102,469 161,769 105,795
Consolidated revenues $213,456  $299,960 $202506
Cperating Income (Loss}
Materials $ 15,852 $ 36655 $ 19335
Technologies (28,815) 20,455 5,536
Merger and related costs - {1,500 (9,914)
Restructuring charge {14,011) — —
Consolidated operaling

income (loss) $(28,674) §$ 55610 $ 14,957

i




The following table provides reported balance sheet data for each of the
segments (in thousands):

December 31, 2001 2000
dentifiable Assels

Materials $ 93,893 $ 74194
Technologies 134,920 130,838
General Corporate Assets 216,043 145773
Total Consolidated Assets $449 856 $350,805

Comparison of Years Ended December 31, 2001, 2000, and 1399

Revenues. Revenues decreased 28.8% to $213.5 million in 2001 from
$300.0 million in 2000, and increased 48.1% in 2000 from $202.5 million
in 1999. The 2001 decrease in revenues was primarily attributable to the
overall downturn in the semiconductor industry, which affected both seg-
ments of ATMI's business—Materials and Technologies. The Materials
segment experienced a revenue decline of 19.7%, while Technologies' rev-
enugs declined 36.7% from 2000 levels. In 2001, Materials’ revenues were
down significantly in certain liquid chemistry, gases, and delivery equip-
ment product lines. During 2001, the Technologies segment experienced
steep revenue declines in the environmental treatment equipment product
lines and in thin film deposition services product lines, with modest
declines experienced in gas monitoring systems product lines and parts
cleaning. The increase in sales between 2000 and 1999 was driven by the
growth in the semiconductor industry, as wel! as increased market penetra-
tion and new product introductions. Materials’ revenues increased 42.9%
in 2000 from 1999 levels, mainly as a result of increased market penetra-
tion of gas delivery systems, and volume gains in materials, liquid delivery
systems, and high purity packaging product lines. Technologies’ revenues
increased 52.9% in 2000 from 1999 levels, led by significant growth in thin
film deposition services, the environmental and sensing product lines, and
ATMI's Emosyn business.

Gross Profit. Gross profit decreased 41.1% to $92.6 million in 2001 from
$157.2 million in 2000. Gross margin decreased to 43.4% in 2001, com-
pared to 52.4% in 2000. Excluding special charges of $1.7 million related
to inventary write downs, gross profit decreased 40.0% to $94.3 million in
2001 from $157.2 million in 2000. As a percentage of revenues, gross
profit, excluding the special charges, declined to 44.2% in 2001 from
52.4% in 2000. The decrease in gross profit was primarily attributable to
steep volume declines in the environmental treatment equipment, thin film
deposition services, and liquid chemistry and delivery equipment product
fings. In 2000, gross profit increased 46.9% to $157.2 million from $107.1
million in 1999. Gross margin decreased slightly to 52.4% in 2000 from
52.9% in 1999. The decrease was due in large part to factors within the
Technologies segment: end-of-year softness in the environmental sensing and
abatement equipment product lines, manufacturing inefficiencies in thin film
deposition services because of the addition and continued ramp-up of
manufacturing capacity to support growth, and a higher percentage of total
revenues generated by the Emosyn business, which operates at lower margins
than other ATMI businesses and product lines. Partially offsetting these
declines were favorable product mix shifts in the high purity packaging
product lines, and materials and delivery systems in the Materials segment.

Research and Development Expenses. Research and development
expenses increased 12.5% to $31.7 million in 2001 from $28.2 mitlion in
2000. As a percentage of revenues, research and development expenses
increased to 14.9% in 2001 from 9.4% in 2000, driven primarily by the sig-
nificant revenue decline in 2001 compared to 2000. Despite the semicon-
ductor industry downturn and weakened business performance in bath the
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Materials and Technologies segments, ATMI continued R&D spending on
targeted programs to ensure that we have the products our customers need
for future generation chip manufacturing processes, with a particular
emphasis on advanced interconnect production processes. In 2000,
research and development expenses increased 53.7% to $28.2 million from
$18.4 million in 1999. The increase represented the Company’s continued
efforts to develop advanced materials, including development efforts on the
SDS®and chemicals product lines, and continued development work in the
sensing and abatement product lines. Additionally, the Company continued
to support development efforts in the Emosyn and GaN materials ventures.
As a percentage of revenues, research and development spending remained
relatively flat at 9.4% in 2000 compared to 9.1% in 1999

Selling, General, and Administrative Expenses. Selling, general, and
administrative expenses were $73.5 million in 2001, compared to $71.9 mil-
lion in 2000, representing an increase of 2.2%. Excluding a special charge
of $2.5 million for the write down of certain accounts receivable balances,
selling, general, and administrative expenses decreased 1.3% to $71.0 mil-
lion in 2001, from $71.9 million in 2000. Because of the restructuring efforts
undertaken in 2001, selling, general, and administrative costs in the fourth
quarter of 2001 were significantly lower than in the beginning of the year.
Therefore, the quarterly run rate for selling, general, and administrative
expenses is lower going into 2002 than it was in the first quarter of 2001. In
2001, selling, general, and administrative expenses were 34.4% of rev-
enues, compared to 24.0% in 2000. The increase as a percentage of rev-
enues was primarily the resuit of the significant decline in revenues in 2001,
compared to 2000. Selling, general, and administrative expenses increased
12.7% to $71.9 million in 2000, from $63.8 million in 1999. As a percent-
age of revenues, these expenses declined to 24.0% in 2000 from 31.5% in
1999. The decrease, as a percentage of revenues, was due to decreased
administrative costs resulting from continued cost savings initiatives tied to
the integration activities of business acquisitions, and the decrease in exec-
utive compensation paid to members of management of certain acquired
businesses. Offsetting the cost savings were increases in legal costs asso-
ciated with defending and protecting the Company’s intellectual property,
costs associated with implementation of an enterprise-wide information sys-
tem, and a full year of costs of operating the Company's new Asian sales and
distribution facilities.

Restructuring Charge. Operating results for 2001 include a $14.0 million
charge for severance and other costs associated with restructuring initia-
tives announced by management during the first and third quarters of 2001.
These charges include costs related to plant closings, lease termination
fees, and various other asset and working capital write-offs or write-downs.
An additional $0.6 million charge related to a write down of inventory in a
product line no longer strategic to ATM! is included in cost of revenues.

Merger Costs and Related Expenses. The 2000 operating results include
$1.5 million of merger and related costs incurred in connaction with pro-
fessional fees and transaction costs related to the July 2000 ESCA acqui-
sition. The 1999 operating results included merger and related costs of
$9.9 million, including $3.3 million of professional fees and transaction
costs related to the November 1999 acquisitions of MST and Newfarm,
and $2.8 million of investment banking fees, legal fees, and accounting
fees in connection with the investigation, analysis, and May 1999 closing
of the TeloSense, Delatech, and ACSI transactions. The 1999 merger-
related costs also included a $0.6 million reversal of previously accrued
merger costs for prior acquisitions. The acquisition of Delatech also
resulted in a $4.4 million asset impairment charge during the second quar-
ter of 1999 for inventory ($1.0 mitlion) and goodwill ($3.4 million) asso-
ciated with an existing environmental equipment product line which was
determined to be impaired.




Operating Income (Loss). For 2001, the Company ganerated an operating
loss of $26.7 million, compared to operating income of $55.6 million in
2000. Operations, excluding the restructuring charges of $14.0 million and
special charges related to inventory and accounts receivables write downs of
$1.7 million and $2.5 million, respectively, generated a loss of $8.4 million
in 2001, compared to operating income of $57.1 million, excluding merger
and related costs of $1.5 million in 2000. The decrease reflects the effects of
the significant semiconducter industry downturn in 2001 and its effect on
coverage of ATMI's increased fixed cost base. Materials' operating income
decreased 56.5% to $16.0 million in 2001, compared to $36.7 million in
2000. The Technologies segment generated an operating loss of $28.6 mil-
lion in 2001, compared to operating income of $20.5 million in 2000, rep-
resenting a decrease of $49.1 million. Both segments were severely affected
by reduced volumes in most product lines, which drove lower gross mar-
gins. In 2000, operating income, including the recognition of merger and
related costs, increased almost four-fold to $55.6 million, from $15.0 mil-
lion in 1999. As a percentage of revenues, operating income increased to
18.5% in 2000 compared to 7.4% in 1999. The revenue growth experienced
in 2000 drove considerable operating income increases. Materials' operat-
ing income increased 89.6% to $36.7 million in 2000, from $19.3 miltion in
1999. The increase was driven by increased market penetration of gas deliv-
ery systems, volume gains in materials, liquid delivery systems, and high
purity packaging product lines, and improved leveraging of Materials' fixed
overhead structure. The significant revenue increase in 1999, combined with
stronger margins and cost containment initiatives, resulted in higher operat-
ing income within Materials. Materials’ operating income, as a percentage of
Materials’ revenues, was 26.5% and 20.0% for 2000 and 1999, respectively.
Technologies’ operating income increased to $20.5 million in 2000, from
$5.5 million in 1999, The increase was driven by significant growth in thin
film deposition services, the environmental and sensing product lines, and
ATMI's Emosyn business, and increased operating leverage through a focus
on overhead cost reduction in this segment. Investments in research and
product development within Emasyn and the Company’s other ventures, are
reflected in Technologies™ operating income. Technologies' operating
income, as a percentage of Technologies’ revenues, was 12.6% and 5.2% in
2000 and 1999, respectively.

Interest and Other Income, Net. Interest and other income, net, decreased
to $11.1 million in 2001 from $14.9 million in 2000. The 2001 results
include the positive impact of a settlement of certain patent Iitigation, net of
related expenses, and a $2.6 million gain from the sale of available-for-sale
securities, offset by a write down of approximately $0.4 million for a decline
in fair value of other available-for-sale securities. Interest income decreased
40.6% to $4.7 million in 2001, from $7.8 million in 2000, as a result of the
lower average cash balances on hand and lower interest rates. Interest
expense decreased 4.2% to $1.195 million in 2001, from $1.247 mitlion in
2000, despite the higher debt balance due to ATMI's fourth quarter convert-
ible debt offering of $115.0 million, mainly as a result of interest capital-
ization on capital construction projects. In 2000, interest and other income,
net, increased to $14.9 million from $3.9 million in 19989, In 2000, other
income included a gain of approximately $9.5 million on the sale of certain
marketable equity securities by the Company, offset by a write-off of a $1.3
million cost basis investment. [nterest income increased to $7.8 million in
2000 from $4.4 million in 1999 because of proceeds received of approxi-
mately $63.5 million related to the Company's public stock offering in April
2000 and increased cash balances derived from improved operating results
of the Company.

Income Taxes. In 2001, the income tax benefit was $5.8 million, com-
pared to income tax expense of $26.5 million in 2000. The decline was due

to the Company's operating losses as a result of the semiconductor indus-
try downturn and the restructuring efforts undertaken by management dur-
ing 2001. The effective tax rate for 2001 was 37.6%, and differs from the
Federal statutory rate of 35% primarily because of state and foreign income
taxes, foreign sales corporation benefits, research and development credits,
and reduced profitability. Income tax expense increased 243.1% to $26.5
million in 2000, from $7.7 million in 1999, The 2000 effective tax rate was
37.6%. The 1999 effective tax rate was 41%. The decling in the effective rate
in 2000 was based on the fact that there was a declining impact of acquired
companies’ historic tax rates on restated financial statements in that year.
ATMI incurred nan-deductible merger costs in 1999 and recognized benefits
based on changes in estimates regarding the realizability of net operating
loss and tax credit carryforwards of certain acquired companies.

Minority Interest. Minarity interest represented the 30.0% interest held
by K.C. Tech Co., Ltd. in the operations of ADCS-Korea, which was a joint
venture established to manufacture, sell, and distribute chemicals to the
semiconductor and related industries in South Korea. In the fourth quarter
of 2000, ATMI purchased the 30% interest in the operations of ADCS-
Korea from the former joint venture partner, which eliminated the minority
shareholder's interest in earnings.

Net income (L0ss) per Share. Net 10ss per share—assuming dilution,
was $0.33 for 2001, compared to earnings per share—assuming dilution,
of $1.44 for 2000. On a pro forma basis in 2001, excluding restructuring
charges, special charges, and one-time gains due to a legal settlement and
the sale of investments, the net loss was $2.9 million, or $0.10 per diluted
share, compared with pro forma 2000 net income of $40.0 million, or $1.32
per diluted share, and $19.6 million, or $0.68 per diluted share in 1999,
which excludes merger and related costs pursuant to acquisitions, certain
severance costs related to reorganizing the businesses pursuant to these
acquisitions, and one-time gains associated with the sale of investments.
Weighted average shares outstanding—assuming dilution, was 29.6 mil-
lion for 2001, compared to 30.3 million in 2000. The difference in weighted
average shares outstanding—assuming dilution, between 2001 and 2000,
is primarily the result of excluding the effect of shares held in escrow and
common-stock equivalents because of the antidilutive effect of including
those shares. Weighted average shares outstanding—assuming dilution,
increased to 30.3 million shares for the year ended December 31, 2000,
from 28.7 million shares for the year ended December 31, 1999, The
increase in 2000 primarily resulted from the completion of the April 4, 2000
public offering of 1.5 million shares.

Liquidity and Capital Rescurces
Years Ended December 31, 2001, 2000, and 1999

To date, ATMI has financed its activities principally through cash from
operations, the sale of equity, the issuance of convertible debt securities,
external research and development funding, and various other lease and
debt instruments. The Company’s working capital increased to $255.3 mil-
lion at December 31, 2001 from $203.0 million at December 31, 2000, and
$121.3 million at December 31, 1999,

Net cash provided by operations was approximately $24.1 million in
2001, compared to $9.1 million during 2000 and $13.2 miilicn during
1999. Despite weakened operating results during 2001, cash flow from
operations increased, primarily as a result of increased focus on accounts
receivable collections activities. Excluding cash received from ATMI's con-
vertible dabt offering in the fourth quarter of 2001, management reduced
working capital by approximately $59.2 million during 2001, or 29.2%. The
cash flow from operations for 2000 resulted primarily from improvements
in operating results compared to 1999, substantially offset by increased
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working capital requirements—mainly accounts receivable and inventory.
In addition, the $1.5 million of merger costs in 2000 reduced the cash gen-
erated from operations by approximately $1.0 million, with approximately
$0.5 million remaining unpaid at December 31, 2000. In 1999, operating
cash flow improvement was driven primarily from an improvement in oper-
ating results, partially offset by increases in working capital accounts and
deferred taxes. In addition, the $9.9 million of merger costs and related
expenses in 1999 reduced the cash generated from operations by approxi-
mately $4.3 million, as $4.4 million were non-cash charges and approximately
$1.2 million remained unpaid at December 31, 1999.

Net cash used by investing activities was $108.3 million, $23.9 million,
and $10.7 million in 2001, 2000, and 1999, respectively. Capital expendi-
tures were $63.0 million, $29.5 million, and $10.7 million in 2001, 2000,
and 1999, respectively. The significant increase in 2001 capital expendi-
tures primarily related to installation of compound semiconductor manu-
facturing capacity at the Company's new epitaxial services facility in
Phoenix, Arizona, the construction of a new liquid materials manufacturing
facility in Burnet, Texas, and the expansion of the Danbury, Connecticut
research and development facitity. in 2000, the capital expenditures prima-
rily related to installation of additional manufacturing capacity in the
Company’s Danbury, Connecticut operations, and for the Company’s
enterprise-wide information systems. The 1999 expenditures were mads
primarily to support the growth experienced at several of the Company’s
manufacturing facilities. During 2001, the Company made equity invest-
ments in two strategic partners for the development of advanced materials
totaling approximately $6.7 million. During the fourth quarter of 2000, the
Company purchased K.C. Tech Co., Ltd.'s 30% interest in the operations of
ADCS-Korea for approximately $7.2 million, of which $5.0 million was paid
in 2000 and approximately $2.0 million was paid in 2001. During 2001 and
2000, the Company invested approximately $40.1 million and $5.3 million,
respectively, in certain interest-bearing marketable securities and publicly
traded equity securities. During 2001 and 2000, the Company received net
proceeds of $3.5 mitlion and $15.9 miltion, respectively, related to the sale
of certain available-for-sale investments.

Net cash provided by financing activities was $124.5 million and $64.1
miltion in 2001 and 2000, respectively. Net cash used by financing activi-
ties was $8.6 million in 1999. During 2001, the Company completad the
sale of $115.0 million of 5.25% convertible subordinated notes due
November 2006, and received net proceeds from the sale of approximately
$111.6 million. During 2001, the Company also entered into a $20.0 mil-
lion bank financing agreement for the purchase of additional silicon epitax-
ial capacity, of which approximately $15.0 million was drawn, and $13.5
million remains outstanding at December 31, 2001. As of December 31,
2001, $5.0 mitlion remains available under this bank financing agreement.
As of February 14, 2002, pursuant to the terms of the credit facility, this
bank financing agreement has expired. As allowed under the terms of the
bank financing agreement and the capital lease obligations, the Company
has decided to pay down certain long-term debt and capital lease obliga-
tions. The Company intends to pay down the entire $13.5 miilion outstand-
ing on the $20.0 million bank financing agreement and approximately $4.8
million of capital lease obligations outstanding at December 31, 2001 dur-
ing the first quarter of 2002, for a total expected payment of $18.3 million.
As of December 31, 2001, $0.8 million is available under other credit lines.
The Company made payments on capital leases of approximately $2.8 mil-
lion, $2.7 million, and $2.5 million in 2001, 2000, and 1999, respectively.
The Company made payments on notes and bonds of approximately $5.3
million, $2.9 million, and $9.6 million in 2001, 2000, and 1999, respec-
tively, including the retirement of a mortgage on the Mesa, Arizona facility
in1999. During 2001, 2000, and 1999, the Company received net proceeds
from the exercise of employee stock options and employee stock purchase
plan shares of $2.6 million, $6.3 million, and $2.2 million, respectively. At
December 31, 2001, $137.0 million of convertible notes, {oans, bonds,
capital fease obligations, and financing remained outstanding.

Following is a summary of consolidated debt, lease, and capital
expenditure obligations at December 31, 2001 (See Notes 4, 5, and 6 of the
consolidated financial statements), in thousands:

Payments Due by Period

Less than

Obligation Total 1 Year 1-3 Years 4-5 Years Thereafter
Debt:

Convertible Notes $115,000 $ — $ — $115,000 $ —

Other 16,887 14,762 1,579 546 —
Total Debt 131,887 14,762 1,579 115,546 —
Leases:

Operating leases 26,224 5,346 7,394 5014 8,470

Capital leases 5,790 5790 — — —
Total lease obligations 32,014 11,136 7,394 5,014 8470
Capital expenditures 17,936 17,936 — — —
Total debt, lease, and

capital expenditure obligations $181,837 $43,834 $8,973 $120,560 $8,470




ATMI has agreed not to allow any of its significant subsidiaries, or the
subsidiaries of those significant subsidiaries, to incur any subordinated
debt while the convertible subordinated notes are outstanding without such
subsidiary first entering into an unconditional guarantee of the notes on a
subordinated basis. This restriction may limit those subsidiaries’ ability to
obtain subordinated debt on favorable terms and conditions, or at all.

ATMI believes that the Company’s existing cash and cash equivalents and
marketable securities balances, existing sources of liquidity, available lines
of credit, and anticipated funds from operations will satisfy the Company’s
projected working capital and other cash requirements through at least the
end of 2002. However, management also believes the level of financing
resources available to the Company is an important competitive factor in its
industry, and management may seek additional capital prior to the end of that
period. Additionally, management considers, on a continuing basis, poten-
tial acquisitions of technologies and businesses complementary to the
Company’s current business. There are no present agreements with respect
to any such acquisitions. However, any such transactions may affect the
Company’s future capital negds.

Operations Outside the United States

For the years ended December 31, 2001, 2000, and 1999, sales outside
the United States, including Asia and Europe, accounted for 43.0%,
45.0%, and 38.9%, respectively, of the Company’s revenues. Management
anticipates that the Company's sales outside the United States will con-
tinue to account for a significant percentage of total revenues. The July
2000 acquisition of ESCA, and the November 1999 acquisitions of MST
and Newform, have increased the Company's European operations. In
addition, the Company has a wholly-owned subsidiary in Taiwan where the
Company sells and services several product lines. The Company alsc has
a wholly-owned subsidiary in South Korea that manufactures, sells, and
distributes environmental abatement equipment and thin-film materials to
the semiconductor and related industries in South Korea.

Cautionary Statements Under the Private Securities Litigation
Reform Act of 1295
Forward-Looking Statements

The statements contained in this report which are not historical are “forward-
looking statements” within the meaning of Section 27A of the Securities Act
of 1933, as amended, and Section 21E of the Securities Exchange Act of
1934, as amended. Examples of forward-looking statements include, with-
out limitation, statements by ATMI regarding financial projections, expecta-
tions for demand and sales of new and existing products, market and
technology opportunities, business strategies, business opportunities,
objectives of management for future operations, and semiconductor indus-
try and market segment growth. In addition, when used in this report, the
words “anticipate,” “plan,” "believe,” “estimate,” “expect,” and simifar
expressions as they relate to the Company or its management are intended
to identify forward-looking statements. All forward-looking statements
involve risks and uncertainties. Actual results may differ materially from
those discussed in, or implied by, the forward-looking statements as a result
of certain factors including, but not limited to, changes in the pattern of
semiconductor industry demand, the markets for, or customer interest in, the
Company’s products, product and market competition, delays or problems in
the development and commercialization of products, technological changes
affscting the competencies of ATMI, problems or delays associated with its
restructuring activities, problems or delays in integrating acquired opera-
tions and businesses into ATMI, and unanticipated internal and/or

third-party delays. The cautionary statements made in this report should be
read as being applicable to all related forward-looking statements wherever
they appear in this report.

Quantitative and Qualitative Disclosures About Market Risk
Interest Rate Risk

As of December 31, 2001, the Company’s cash and cash equivalents
included money market securities, municipal bond obligations, and com-
mercial paper. Because of the short maturity of the Company’s investment
portfolio, an immediate 10% change in interest rates wou'd not have a
material effect on the fair value of the Company's portfolio; therefore, the
Company would not expect its operating results or cash flows to be affected
to any significant degree by the effect of a sudden change in market interest
rates on the Company's securities portfolio. As of December 31, 2001, a
majority of the Company's debt carries fixed interest rates; therefore, the
Company would not expect its operating results or cash flows to be significantly
affected by the effect of a sudden change in market interest rates.

Foreign Currency Exchange Risk

A substantial pertion of the Company’s sales are denominated in U.S.
dollars and, as a result, the Company has relatively minimal exposure to
fareign currency exchange risk with respect to sales made. This exposure
may change over time as business practices evolve and could have a mate-
rial effect on the Company’s financial results in the future. The Company
does not use forward exchange contracts to hedge exposures denominated
in foreign currencies or any other derivative financial instruments for trad-
ing or speculative purposes. The effect of an immediate 10% change in
exchange rates would not be expected to have a material impact on the
Company's future operating results or cash flows.

%




ATMI, INC.

Gonsolidated Baiance Sheets

(in thousands, except per share data)

December 31, 2001 2000
ASSETS
Current assets:
Cash and cash equivalents $167,677 $127,786
Marketable securities 42,817 3,719
Accounts receivable, net of allowance for doubtful accounts of $2,429 in 2001, and $1,725 in 2000 35,842 70,282
[nventories 39,042 39,404
Deferred income taxes 5,628 4,624
Prepaid expenses and other current assets 15,682 11,608
Total current assets 306,688 257,423
Property, plant, and equipment, net 123,191 80,332
Goodwilt and other long-term assets, net 19,977 13,050
Total assets $449,856 $350,805
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $ 11,095 $ 19,120
Accrued liabilities 5,891 8,078
Accrued salaries and related benefits 6,268 9,764
Loans, notes, and bonds payable, current portion 15,862 5,101
Capital lease obligations, current portion 5,112 2,733
Income taxes payable 1,554 5,626
Other current liabilities 4,584 4,041
Total current liabilities 51,366 54,463
Loans, notes, and bonds payable, I&ss current portion 116,025 2,110
Capital lease obligations, less current portion — 5132
Deferred income taxes 1,849 2374
Other long-term liabilities 802 159
Commitments and contingencies (Notes 4, 5, 6 and 13) — —
Stockhaolders’ equity:
Preferred stock, par value $.01: 2,000 shares authorized; none issued — —
Common stock, par value $.01: 50,000 shares authorized; 30,394 and 30,205 issued
and outstanding in 2001 and 2000, respectively 304 302
Additional paid-in capital 202,164 198,775
Retained earnings 78,889 88,585
Accumulated other comprehensive l0ss (1,343) (1,095)
Total stockholders’ equity 280,014 286,567
Total liabilities and stockholders’ equity $449,855 $350,805

See accompanying notes.
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ATMI, INC.

Eonsoliaied Siziements of
" (in thousands, except per share data)
Year Ended December 31, 2001 2000 1999
Revenues $213,45€ $299,960 $202,506
Cost of revenues 129,877 142,711 95,456
Gross profit €2,579 157,249 107,050
Operating expenses:
Research and development 31,731 28,211 18,359
Selling, general, and administrative 73,511 71,928 63,820
Merger and related costs —_ 1,500 9914
Restructuring charge (Note 12) 14,011 — —
119,253 101,639 92,093
Operating income (loss) (26,874) 55,610 14,957
Interest income 4,858 7,846 4,384
[nterest expense (1,185) (1,247) (1,267)
{Other income, net 7,668 8,313 733
Income (loss) before income taxes and minority interest (15,541) 70,522 18,807
Pravision (benefit) for income taxes (5,845) 26,486 7,720
income (loss) before minority interest (9,696) 44036 11,087
Minority interest - (351) (263)
Net income (loss) $ (9,696) $ 43685 $ 10824
Net income (loss) per share—basic $(0.33) $1.51 $0.40
Net income (loss) per share—assuming dilution ${0.33) $1.44 $0.38
Weighted average shares outstanding—abasic 29,611 28,928 26,773
Weighted average shares cutstanding—assuming dilution 29,611 30,290 28,689

See accompanying notes.
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ATMI, INC.

Consoiitaied Siaiements of Sio

(in thousands)

" Enuity

Accumulated

Additional Other
Common Paid-in Retained  Comprehensive
Stock Capital Earnings Income {Loss) Total

Balance at December 31, 1998 $278 $120.847 $34,334 $(1,153) $154,306
Issuance of 204 common shares pursuant to the

exercise of employee stock aptions 2 1,046 —_— — 1,048
Issuance of 20 common shares pursuant to

the exercise of warrants — 222 — — 222
Issuance of 64 common shares pursuant to

the employee stock purchase plan 1 952 — — 953
Issuance of comman shares by pooled entity — 45 — — 45
Distributions to stockholders — (338) — — (338)
Compensation from the issuance of common shares — 426 — — 426
Tax benefit related to nongualified stock options — 1,374 — — 1,374
Adjustment to reflect change in pooled entity fiscal year — — (163) — (163)
Net income — — 10,824 — 10,824
Unrealized gain on available-for-sale securities

{net of tax provision of $4,141) — — — 7,860 7,860
Cumulative translation adjustment — — — (201) (201)
Comprehensive income 18,483
Balance at December 31, 1999 281 124,574 44,995 6,506 176,356
Issuance of 497 common shares pursuant to the

exercise of employee stock options 5 4693 — — 4698
Issuance of 10 common shares pursuant to the

exercise of warrants — 112 — — 112
Issuance of 55 common shares pursuant to the

employee stock purchase plan 1 1,492 — — 1,493
Sale of 1,500 common shares, net of issuance costs of $4,075 15 83,410 — — 63,425
Compensation from the issuance of common shares — 82 — — 82
Tax benefit related to nonqualified stock options — 4,412 — — 4,412
Adjustment to reflect change in pooled entity fiscal year — — (95) — {95)
Net income — — 43,685 — 43,685
Reclassification adjustment for realized gain on

available-for-sale securitiss sold (net of tax provision of $2,161) — — — (3,680) (3,680)
Unreatized loss on available-for-sale securities

(net of tax benefit of $1,618) — — — (2,895) (2,895)
Cumulative translation adjustment — — — (1,026) (1,026)
Comprehensive income 36,084
Balance at December 31, 2000 302 198,775 88,585 (1,095) 286,567
Issuance of 102 common shares pursuant to the

exercise of employee stock options 1 1,034 — — 1,035
Issuance of 97 common shares pursuant to the

employee stock purchase plan 1 1,544 — — 1,545
Compensation from the issuance of common shares — 88 — - 83
Tax benefit related to nongualified stock options — 723 — — 723
Net loss — — (9,696) —_ {9,636)
Reclassification adjustment for realized gain on

available-for-sale securities sold (net of tax provision of $637) — —_ —_ (1,039) (1,039)
Unrealized gain on available-for-sale securities (net of tax provision of $728) — — — 1,187 1,187
Cumulative translation adjustment — — — (396) (396)
Comprehensive loss (9,944)
Ralance at December 31, 2001 $304 $202,164 $78,339 $(1,343) $280,014

See accompanying notes.
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ATMI, INC.

Censelitated Gash

(in thousands)

Year Ended December 31, 2001 2000 1993
Operating activities
Net income (loss) : $ (9,686) $ 43,685 $10,824
Adijustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amortization 17,302 12,787 11,256
Restructuring charge 9,838 — —
Write-down of goodwill — — 3,386
Stock option compensation 88 82 426
Effect of change of fiscal year of pocled entity — (95) {163)
Realized gain on sale of investment {2,60%) {9,520) —
Write-down of investment 359 1,250 —
Provision for bad debts 2,785 431 587
Provision for inventory obsolescence 1,818 733 1,143
Deferred income taxes (1,921) 985 {6,677)
Tax benefit from nonqualified stock options 723 4,412 1,374
Minority interest in net earnings of subsidiaries — 351 263
Changes in aperating assets and liabilities
Accounts receivable 31,658 (27,755) (17.372)
Inventories (2,142) (18,365) (3,682)
QOther assets (8,842) (5,934) 1,259
Accounts payable (8,025) 11,980 1,811
Accrued expenses (4,628) (5,401) 5678
QOther liabilities . (2,784) (555) 3,077
Net cash provided by operating activities 24,128 9,071 13,190
Investing activities
Capital expenditures (63,046) (29,520) (10,716)
Acquisitions and other equity investments (8,683) (5,000) —
Purchases of marketable securities (40,093) (5,320) —
Sales of marketable securities 3,480 15,932 —
Net cash (used) by investing activitiss (108,342) (23,908) (10,716)
Financing activities
Borrowings from loans, notes, and bonds payable 129,977 — 1,544
; Payments on capital lease obligations (2,753) (2,742) (2,477)
? Payments on |oans, notes, and bonds payable (5,301) (2,877) (9,559
< Distributions to stockholders — — (338)
Proceeds from sale of common stock, net — 63,425 —
Proceeds from exercise of stock options, warrants, and employee stock purchase plan shares 2,580 6,303 2223
Net cash provided (used) by financing activities 124,503 64,109 {8,607)
Effects of exchange rate changes on cash (396) (126) (74)
Net increase (decrease) in cash and cash equivalents 39,891 49,146 (6,207)
Cash and cash equivalents, beginning of year 127,786 78,640 84,847
Cash and cash equivalants, end of year $ 167,677 $127,786 $ 78,640

See accompanying notes.
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ATMI, INC.

Notes is

1. Summary of Significent Recovnting Policies
Basis of Presentation

The consolidated financial statements include the accounts of ATMI,
Inc., and its majority-owned subsidiaries (“ATMI" or the “Company”),
after elimination of intercompany accounts and transactions.

Certain prior year amounts have been reclassified to conform to the
current year presentation.

Company Activities

ATMI is a leading supplier of materials, equipment, and related serv-
ices used in the manufacture of semiconductor devices. The Company
specifically targets the “front-end” semiconductor materials market. The
Company provides:

e a broad range of ultrahigh-purity semiconductor materials

e semiconductor materials packaging and delivery systems

= sensors for the workplace and environment that detect materials as they
move through the workplace

& point-of-use environmental equipment that abates materials

e specialty thin film deposition services that provide coated wafers directly
to customers

e putsourced parts cleaning and semiconductor fabrication tool maintenance

General

The preparation of the consolidated financial statements in conformity
with accounting principles generally accepted in the United States requires
management to make estimates and judgments that affect the reported
amounts of assets, liabilities, revenues, and expenses, and related disclo-
sure of contingent assets and liabilities. On an ongoing basis, the Company
evaluates its estimates, including those related to bad debts, inventories,
marketable securities and investments, intangible assets, income taxes,
restructuring charges, and contingenciss and litigation. The Company bases
its estimates on historical experience, and on various other assumptions that
are believed to be reasonable under the circumstances, the results of which
form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from cther sources. Actual results may
differ from these estimates under different assumptions or conditions and
such differences could be material to the financial statements.

Revenue Recognition

The Company recognizes revenue in accordance with SEC Staff
Accounting Bulletin No. 101, “Revenue Recognition in Financial Statements”
(“SAB 101"), as amended by SAB 101A and 101B. SAB 101 requires that four
basic criteria must be met before revenue can be recognized: (1) persuasive
evidence of an arrangement exists; (2) delivery has occurred or services ren-
dered; (3) the fee is fixed and determinable; and (4) collectibility is reason-
ably assured. Determination of criteria (3) and (4) are based on management’s
judgments regarding the fixed nature of the fee charged for products delivered
and services rendered and collectibility of those fees. The Company’s rev-
enues from product sales are recognized upon title transfer, which generally
occurs upon shipment. Service revenue is generally recognized ratably over
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the period of the related contract, or if not under contract, when service is
provided. A provision for the estimated cost of warranty is recorded when
revenue is recognized. The Company's estimate of costs to service its warranty
obligations is based on historical experience and expectation of future condi-
tions. Should actual product failure rates differ from the Company’s estimates,
revisions to the estimated warranty liability would be required.

Shipping and Handling Fees and Costs
The Company includes all shipping and handling billings within revenues,
and freight costs incurred for product shipments within cost of revenues.

Bad Debt

Credit is extended to commercial customers based on an evaluation of
their financial condition; collateral is not generatly required. The evaluation
of financial condition is performed to reduce the risk of loss. The Company
maintains allowances for doubtful accounts for estimated losses resulting
from the inability of its customers to make required payments.

Risks and Uncertainties

Financial instruments that potentially subject the Company to significant
concentrations of credit risk consist primarily of cash, cash equivalents,
marketable securities, and accounts receivable. The Company places its
tash, cash equivalents, and marketable securities primarily in market rate
accounts, corporate debt obligations, and U.S. Treasury obligations. The
Company performs angoing credit evaluations of its customers' financial
condition and generally requires no collateral from its customers. The
Company used one vendor to manufacture and distribute product within the
Materials segment that accounted for approximately 16%, 14%, and 13%
of consolidated revenues in 2001, 2000, and 1999, respectively. The
Company had amounts due from one customer that accounted for approx-
imately 15% and 16% of accounts receivable at December 31, 2001 and
2000, respectively.

Research and Development

Research and development costs primarily relate to self-funded projects
and include materials, labor, and overhead, and are expensed as incurred.
The Company also incurs research and development costs, which are
funded by external sources. Contract funding amounts are classified within
cost of revenues, and cost share agreement funding is classified within
research and development expense.

Cash, Cash Equivalents, Marketable Securifies, and Investments

Highly liquid investments with maturities of three months or less, when
purchased, are classified as cash and cash equivalents. Investments in pub-
licly traded securities with maturities greater than three months are classified
as marketable securities.

The Company holds minority interests in companies having operations
or technology in areas within, or related to, its strategic focus, some of
which are in publicly traded companies, whose share prices are highly
volatile, and some of which are in private companies, whose value is diffi-
cult to determine. Investments in private companies are included in the




consolidated balance sheets under the caption goodwill and other long-
term assets, net. ATMI records an impairment charge when it believes an
investment has experienced a decline in value that is other than temporary.

The Company accounts for marketable securities and investments in
accordance with Statement of Financial Accounting Standards (“SFAS”)
No. 115, “Accounting for Certain Investments in Debt and Equity
Securities.” All of the Company's marketable securities are classified as
available-for-sale as of the balance sheet date and are reported at fair value,
based on quoted market prices, with unrealized gains and losses recorded
in accumulated other comprehensive income (loss), net of tax. The cost of
securities sold is based on the specific identification method. Interest on
these securities is accrued and included in interest income. During 2001,
the Company realized a gain of $2.6 million from the sale of certain avail-
able-for-sale equity securities, offset by a write down of approximately $0.4
million for an other-than-temporary decline in fair value of other available-
for-sale equity securities. During 2000, the Company realized a $9.5 mil-
lion gain on the sale of certain available-for-sale equity securities, offset by
aloss of $1.3 million on a different investment. These amounts are included
in other income for the years ended Decembper 31, 2001 and 2000.

Inventories

inventories are stated at the lower of cost or market using the first-in,
first-out method. The Company writes down its inventory for estimated
obsolescence, or unmarkstable inventory equal to the difference between
the cost of inventory and estimated market value, based upon assumptions
about future demand and market conditions.

Property, Plant, and Equipment

Property and equipment is stated at cost. Depreciation and amortization
of property, plant, and equipment is computed using the straight-line
method over the estimated useful lives of the assets as follows: buildings—
twenty to forty years; machinery and eguipment—three to ten years; furni-
ture and fixtures—five to ten years; and leasehold improvements—over the
lease term. Interest cost capitalized in 2001 was $1.0 million. No interest
was capitalized in 2000 and 1999.

Foreign Currency Translation

The Company's foreign subsidiaries operate primarily using local func-
tional currencies. Accordingly, all assets and liabilities of these subsidiaries
are translated using exchange rates in effect at the end of the period, and
revenues and expenses are translated using average exchange rates for the
period. The resulting translation adjustments are included in a separate
component of accumulated other comprehensive income (loss). Gains or
losses resulting from foreign currency transactions are included in other
income (expense) and have not been significant.

Income Taxes

The Company accounts for income taxes in accordance with the liability
method. Under this method, deferred tax assets and liabilities are determined
based upon differences between the financial reporting and the tax basis of
assets and liabilities, and are measured using the enacted tax rates expected

to apply to taxable income in the periods in which the deferred tax assets or
liabilities are expected 1o be realized or settled.

Fair Values of Financial Instruments

The Company’s financial instruments consist primarily of cash, cash
equivalents, marketable securities, accounts receivable, accounts payable,
and debt. Marketable securities are accounted for at fair value. All other
financial instruments are accounted for on an historical cost basis, which
due to the nature of these instruments, approximates fair value at the balance
shest dates.

Long-Lived Assets

The Company reviews, on a periodic basis, the value of its long-lived assets
to determine whether impairment exists. The Company assesses these assets
for impairment based an estimated future cash flows from these assets.

Gooawill and Other Intangible Assets

Goodwill associated with the excess purchase price over the fair value of
assets acquired, and other identifiable intangible assets, such as patents
and trademarks and covenants not to compete, are currently amortized on
the straight-fine method over their estimated useful lives ranging from 2 to
20 years. In connection with the acquisition of Delatech, the Company
recorded a charge of $3.4 million in 1999 associated with the impairment
of goodwill related to an existing EcoSys product line (see Note 10). This
charge was based on the estimate of future cash flows on a discounted
basis compared with the carrying value of the goodwill. Goodwill of $7.6
million and $8.2 miifion at December 31, 2001 and 2000 is stated net of
accumulated amortization of $3.5 million and $2.8 million at December 31,
2001 and 2000, respectively.

These assets are currently reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may
not be recoverable.

Stock-Based Compensation

Financial Accounting Standards Board (“FASB") SFAS No. 123,
“Accounting For Stock-Based Compensation,” prescribes accounting and
reporting standards for all stock-based compensation plans, including
employee stock options. As allowed by SFAS No. 123, the Company has
elected to continue to account for its employee stock-based compensation
in accordance with Accounting Principles Board (*APB”} Opinion No. 25,
“Accounting for Stock Issued to Employees.” See Note 9 for the pro forma
effect on the Company’s net income (loss), earnings (loss) per share—
basic, and earnings (loss) per share—assuming dilution, of accounting for
employes stock options using the method prescribed in SFAS No. 123.

Recent Accounting Pronouncements

In Jung 2001, the Financial Accounting Standards Board (‘FASB”)
issued Statement of Financial Accounting Standards (“SFAS”) No. 141,
“Business Combinations,” and SFAS No. 142, "Goodwill and Other
Intangible Assets.” SFAS No. 141 prohibits the use of the pooling-of-
interests method of accounting for business combinations initiated after
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June 30, 2001. SFAS No. 142 changes the way companiss account for
goodwill, in that goodwill will no longer be amortized, but should be
tested for impairment at least annually. SFAS No. 142 will be effective for
the Company’s fiscal year beginning January 1, 2002. Management of the
Company has determined that adoption of the new standard will not have
a material impact on ATMI’s financial position or results of operations.

In August 2001, the FASB issued SFAS No. 143, “Accounting for Asset
Retirement Obligations (ARO)," which is effective for ATMI in 2003. SFAS
No. 143 requires that contractual obligations associated with the retirement
of tangible fong-lived assets be recorded as a liability when those
obligations are incurred, with the amount of the liability measured at
discounted fair value. The ARO would be capitalized and depreciated over
the useful life of the related asset. Upon adoption of the final Statement, an
entity will use a cumulative-effect approach to recognize transition amounts
for existing ARQ liabilities, asset retirement costs, and accumuiated
depreciation. ATMI is currently evaluating the impact on s consolidated
results of operations, financial position and cash flows of adopting this
standard and will comply as required.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the
impairment or Disposal of Long-Lived Assets.” The FASB'S new rules on
asset impairment supersede SFAS No. 121, “Accounting for the Impairment
of Long-Lived Assets and for Long-Lived Assets to be Disposed 0f,” and
will be effective for the Company's fiscal year beginning January 1, 2002.
Management of the Company is currently evaluating the impact that adop-
tion of this standard will have on its financial statements, but management
does not anticipate that adoption of the new standard will have a material
impact on ATMI’s financial position or results of operations.

2. arkeizbis Seouriics
Marketable securities are comprised of the following at December 31,
2001 (in thousands):

Gross Estimated

Unrealized Fair

Cost Gain (loss) Value
Common stock $ 1,248 $1,448 $ 2,606
Corporate debt obligations 20,437 {18) 20,419
Government obligations 19,648 54 19,702
Total marketable securities $41,333 $1,484 $42,817

Marketable securities are comprised of the following at December 31,
2000 (in thousands):

Gross Estimated

Unrealized Fair

Cost Gain Value
Common stock $2,482 $1,237 $3,719
Corporate debt obligations — — _
Government obligations — — _
Total marketable securities $2,482 $1,237 $3,719
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The amortized cost and estimated fair value of available-for-sale securi-
ties, by contractual maturity, as of December 31, 2001 are shown below.
Expected maturities may differ from contractual maturities because the
issuers of the securities may exercise the right to prepay obfigations without
prepayment penalties.

Estimated

Fair

Cost Value
Due in one year or less $18,148 $18,202
Due after one year through three years 20,437 20,419
Due after three years 1,500 1,500
40,085 40,121
Common stock 1,248 2,696
$41,333 $42,817

3. Inventoriss
Inventories are comprised of the following at December 31, (in thousands):

2001 2000

Raw materials $25,093 $28,727
Work in process 5,120 2,745
Finished goods 11,918 9,713
42,131 41185

Obsolescence reserve (3,083) (1,781)
$39,042 $39,404

4. Property, Piast, and Enuinment
Property, plant, and equipment is comprised of the following (in thousands):

December 31, 2001 2000
Land $ 2,576 $ 2962
Buildings 11,660 11,486
Machinery and equipment 109,481 87,235
Furniture and fixtures 5,516 8,385
Leasehold improvements 27,506 10,308
Construction in progress 31,711 14,350
188,450 134,726

Accumulated depreciation and amortization {65,259) (54,394)
$123,191 $ 80,332

Depreciation and amortization expense for property, plant, and equip-
ment for the years ended December 31, 2001, 2000, and 1999 was $16.1
million, $11.9 million, and $10.6 million, respectively. Included in the
$14.0 million restructuring charge (Note 12) was $2.2 million of property,
plant, and equipment that is no fonger used.

As of December 31, 2001, the Company had commitments for capital
expenditurss of $17.9 million.




5. Loars, foles, and Bonds Payalis
Loans, notes, and bonds payable consist of the following (in thousands):

December 31, 2001 2000

City of Bloomingtan, Minnesota Industrial
Revenue Bonds, interest rate is variable
{3.1% at December 31, 2001 and 4.5% at
December 31, 2000), quarterly payments
of $0.1 million, due September 2005

Note payable bearing interast at 9.5%,
due in three annual installments
beginning January 1, 1999 — 889

Term loans with a Connecticut state
agency, bearing interest ranging
between 4.2%-7.19%, due between

$ 1,500 $1,900

January 2000 and June 2005 741 1,324
Credit lines with commercial banks,

bearing interest ranging between

4.55%-9.00% available through

December 2002 1,065 875
Notes payable primarily with commercial

banks and leasing companies, bearing

interest ranging between 4.55%-6.6%,

due between April 1998 and October 2006 13,551 2,190
5.25% Convertible Subordinated Notes due

November 15, 2006 115,000 —
Other 30 33

131,887 7211
Less current portion (15,862) (5,101)
$118,025 $2,110

The balance of [oans and notes payable at December 31, 2001 and 2000,
respectively, include amounts due in Euros as follows: 1,308,000 and
2,324,000 (equivalent to $1,161,000 and $2,190,000, respectively, in U.S.
Dollars). The approximate aggregate debt maturities are as follows as of
December 31, 2001 (in thousands):

2002 $ 14,762
2003 906
2004 673
2005 491
2006 115,055
Thereafter —

$131,887

The term loans are collateralized by various equipment, leasehold
improvements, and renovations in the Gompany’s Connecticut facility.
During the first quarter of 2001, the Company entered into a $20.0 million
financing agreement for use in the expansion of the Phoenix, Arizona facil-
ity. As of December 31, 2001, the Company had drawn approximately $15.0
million of this financing agreement, of which $13.5 million is outstanding
at that date. As allowed under the terms of the bank financing agresment,
the Company has decided to pay down certain long-term debt obligations.
The Company intends to pay down the entire $13.5 million outstanding
under the $20.0 million financing agreement during the first quarter of
2002. Therefore, the entire $13.5 million is classified as a current liability.
The majority of the Company’s notes payable are secured by the related real
property or equipment, which the notes were used to finance. The
Company's other credit lines are secured by substantially all the assets of
certain of the Company’s subsidiaries and have available borrowing capac-
ity approximating $0.8 million at December 31, 2001. The Company is in
compliance with the credit line and notes payable covenants.

The bondholders may tender the City of Bloomington, Minnesota bonds
at any time for the principal amount plus accrued interest. As a result, they
have been classified as a current liability. However, for purposes of dis-
playing the approximate debt maturities above, the bond payments are
shown in the years they are expected to be paid. Interest paid was $0.8 mil-
fion, $1.2 million, and $1.4 million, for the years ended December 31,
2001, 2000, and 1999, respectively.

On November 13, 2001, the Company sold $115.0 million of convertible
subordinated notes, due in 2006, in a private offering. The notes bear inter-
est at 5.25% per annum and are convertible by the holders into approxi-
mately 5.2 million shares of the Company’s common stock, at a conversion
price of approximately $22.19 per share. The notes and related shares
issuable upon conversion of the notes were registered with the Securities
and Exchange Commission on February 19, 2002. The notes are
redeemable at the Company’s option beginning on November 15, 2004, in
whole or in part, at certain premiums decreasing through the maturity date.
Interest is payable semi-annually.

Certain of the financing agreements of the Company's subsidiaries
contain limitations or prohibitions on the payment of dividends without
the lender's consent, or in conjunction with the subsidiary’s failure to
comply with various financial covenants. The Company has never
declared or paid cash dividends on its capital stock. The Company doss
not anticipate paying any cash dividends in the foreseeable future.

6. leases

The Company is obligated under capital leases for certain machinery
and equipment and leasehald improvements that expire at various dates
during the next four years. As allowed under the terms of the capital lease
obligations, the Company has decided to pay down certain long-term
capital leases. The Gompany intends to pay down approximately
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$4.8 million of capital lease obligations during the first quarter of 2002,
The entire $5.1 million of capital lease obligations outstanding at
December 31, 2001 will be repaid during 2002 and is, therefore, classified
as a current liability. During 2000, the Company financed approximately
a $6.8 million of machinery and squipment through capital lease
obligations, which has been treated as a non-cash transaction for
purposes of the Statement of Cash Flows. The gross amount of machinery
and equipment and leaseho!d improvements under the capital leases, and
the related accumulated depreciation, were as follows {in thousands):

Decemper 31, 2001 2000
Machinery and equipment $13,015 $15,107
Leasehold improvements 2,118 2,118
Accumulated depreciation (4,740) (4,520)

$10,333 $12,705

Future minimum lease payments to be made in 2002 for capital leases
outstanding as of December 31, 2001 are approximately $5.8 million.
Included in such amount is interest of approximately $0.7 million.

The Company leases office and manufacturing facilities, and certain man-
ufacturing equipment, under several operating leases expiring between 2002
and 2015. Rental expense was $5.7 million, $4.9 million, and $5.0 million
for the years ended December 31, 2001, 2000, and 1999, respectively. As
part of the 2001 restructuring initiatives (Note 12), certain facitities under
operating leases are being exited, with the resulting lease termination fees
being included in the 2001 restructuring charge.

The following is a schedule of future minimum lease payments for
operating leases as of December 31, 2001 (in thousands):

Operating Leases

2002 $ 5346
2003 4,094
2004 3,300
2005 3,168
2006 1,846
Thereafter 8,470

Total minimum lease payments $26,224

The Company has a sub-lease commitment for rental income of $1.5
million, which has not been deducted from the amounts shown above.

1. kicoime Taxes
Pretax income (loss) was taxed in the following jurisdictions (in thousands):

Year Ended December 31, 2001 2000 1999
Domestic $(13,817) $64,807 $15,950
Foreign (1,724) 5,364 2594

Total pretax income {loss) $(15,541) $70,171 $18,544
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Significant components of the provision (benefit) for income taxes for the
periods presented are as follows (in thousands):

December 31, 2001 2000 1999
Current:
Federal $(6,113) $20,340  $11,811
State 232 2,606 1,635
Foreign 1,857 2,555 951
Total current (3,924) = 25501 14,397
Deferred:
Federal 636 946 (5,901)
State (1,641) 282 (746)
Foreign (916) (243) {30)
Total deferred (1,921) 985 (6,677)
$(5,845) $26.486 $7.720

Significant components of the Company’s deferred tax asssts and liabilities
are as foliows (in thousands):

December 31, 2001 2000
Deferred tax assets:
Accrued liabilities $ 3,741 $2,403
Inventory adjustments 2,297 2,150
Net aperating loss and
tax credit carryforwards 3,280 1,584
Other, net 682 1,129
10,300 7,266
Valuation aflowance (1,158) (317
9,142 6,949

Deferred tax liabilities:

Depreciation and amortization (4,382) (4,199)
Unrealized gain on marketable securities (877) (489)
Other, net (404) {11)
(5,363) (4,699)

Net deferred tax assets $3,779  $2250

The valuation aliowance relates to realizability of net operating losses of
foreign entities.

As of December 31, 2001, the Company has federal net operating loss
carryforwards of $2.0 million attributable to certain acquired companies.
The net operating loss and tax credit carryforwards will expire at various
dates in 2008 through 2018, if not used. Use of the net operating losses and
credits may be subject to a substantial annual limitation because of the
‘change in ownership” provisions of the Internal Revenue Code of 1986
and similar state provisions.

Income taxes paid for the years ended December 31, 2001, 2000, and
1999 were $4.9 million, $20.5 million, and $9.2 million, respectively. The
Company received refunds of $5.8 million in 2001.




The reconciliation of income tax expense (benefit) computed at the
U.S. federal statutory tax rate to the Company’s tax expense (benefit) is
(in thousands):

For the Year Ended December 31, 2007 2000 1999
U.S. statutory rate $(5,439)  $24559  $6,489
State income taxes {925) 1,831 657
Foreign income taxes 734 43 {162)
Effect of nondeductible

acquisition expenses —_ 525 1,851
Fareign sales corporation benefit (512) (1,737) {773)

Change in valuation allowance

of deferred tax assets 841 317 (2,154)
Tax liabilities accrued —_ 506 1,511
Other, net (544) 442 301

$(5,845) $26,486 $7,720

The former securityholders of the ADCS Group have agreed to indemnify
the Company against losses arising out of possible tax liabilities of ADCS. As
security for these potential liabilities, the former securityholders of ADCS
deposited 700,000 shares of the Company's common stock, which they
received in connection with the Company's acquisition of ADCS, into escrow.
While the possible exposures are difficult to quantify, the Company believes
that, regardless of the probability that liabilities will arise, the potential expo-
sures range from $0 to $22 million depending on the resolution of the tax
matter. Although the former security holders of ADCS have agreed to indem-
nify the Company against losses arising out of such fax matters, any assess-
ments, if ultimately determined against the Company, would result in a charge
to the Company’s results of operations. During the second quarter of 1999,
the Company was notified by the Internal Revenue Service of an assessment
of $2.1 million for certain of these tax matters. The current value of the shares

held in escrow provides indemnity toward the upper range of the potential
exposure. The Company intends to vigorously defend its position in these tax
matters in U.S. Tax Court in 2002.

8. Profll Sharing Plan

The Company maintains a 401(k) profit sharing plan covering substan-
tially all of its domestic employees that is subject to the provisions of the
Employee Retirement Income Security Act of 1974. The Company’s match-
ing contributions are discretionary by plan year and were $0.7 million, $0.6
million, and $0.4 million for 2001, 2000, and 1999, respectively.

9. Stockholfers’ Equity

On April 4, 2000, the Company completed a public offering of 2,800,000
shares of the Company's common stock. Of such shares, the Company sold
1,500,000 shares and certain stockholders sold 1,300,000 shares. The
Company received net proceeds from the offering of approximately $63.4
million. The cost of the offering was approximately $4.1 miftion.

Stock Plans

The Company has certain stock plans, which provide for the granting of up
to 6,515,833 nonqualified stock options, incentive stock options (*1S0s”),
stock appreciation rights, and restricted stock awards to employees, directors,
and consultants of the Company.

Under the terms of these stock plans, nongualified options granted may
not be at a price of less than 50% of the fair market value of the common
stock on the date of grant, and 1SOs granted may not be at a price of less
than 100% of fair market value of the common stock on the date of grant.
All grants have been made at fair market value under the plans. Options are
generally exercisable commencing one year after the date of grant, at the
rate of 20% per annum on a cumulative basis. Nongualified options expire
up to ten years from the date of grant, and 1SOs expire five to ten years from
the date of grant.

The following table provides a summary of the status of the Company’s stock option plans as of December 31, 2001, 2000, and 1999, and changes

during the years ending on those dates:

2001 2000 1999
Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
QOutstanding at beginning of year 3,432,008 $25.34 2,844,555 $19.20 2,034 344 $14.57
Granted 1,149,270 $19.06 1,524,665 $32.79 1,148,954 $24.10
Exercised (103,737) $ 8.46 (496,711) $ 944 (204,085) $ 5.80
Terminated or Cancelled (552,487) $27.23 (440,411) $28.06 (134,658) $21.45
QOutstanding at end of year 3,925,144 $23.72 3,432,098 $25.34 2,844 555 $19.20
Options exercisable at end of year 1,407,124 $21.02 956,060 $16.88 1,017,946 $11.19
Weighted-average fair valug of options
aranted during the year $13.36 $21.29 $1957
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The following table summarizes information about the Company’s stock options outstanding at December 31, 2001:

Options Outstanding

Options Exercisable

Number of Options

Weighted-Average

Number of Options

QOutstanding at Remaining Weighted-Average Exercisable at Weighted-Average

Range of Exercise Prices December 31, 2001 Contractual Life Exercise Price December 31, 2001 Exercise Price
$0531t0$12.00 343,259 3.1 $7.93 342,359 $7.95
$12.01 t0 $18.00 413,430 7.0 $16.60 181,010 $16.43
$18.01 to $24.00 1,216,451 8.6 $20.00 152,631 $21.95
$24.01 to $36.00 1,610,709 7.2 $27.71 655,649 $26.44
$36.01 t0 $48.00 328,575 8.2 $42.31 72,875 $42.04
$48.01 to $60.00 12,720 8.2 $51.10 2,600 $51.11

3,925,144 74 $23.72 1,407,124 $21.02

If compensation expense for the Company’s plans had been determined
for all stock option grants based on the fair value at the grant dates for
awards under those plans, consistent with the method described in SFAS
No. 123, the Company's net income (l0ss), net income (108s) per share—
basic, and net income (loss) per share—assuming dilution, would have
been reduced to the pro forma amounts indicated below (in thousands,
except per share data): -

Pro Forma
2001 2000 1999
Net income (loss) $(20,728) $34,653 $7,226
Net income (loss) per share—
basic $(0.70) $1.20 $0.27
Net income (loss) per share—
assuming dilution $(0.70) $1.14 $0.25

The fair value of each option grant, for pro forma disclosure purposes,
was estimated on the date of grant using the Black-Scholes option-pricing
model with the following weighted average assumptions:

2001 2000 1999
Expected dividend yield None None None
Risk free interest rate 4.5% 6.0% 5.80%
Expected volatility 710 615 615
Expected life of options 5.8 years 6.5years  7.5years

Option valuation models require the input of highly subjective assumptions,
including the expected stock price volatility. Because changes in the subjec-
tive assumptions can materially affect the fair value estimate, in the opinion of
management, the existing models do not necessarily provide a reliable single
measure of the fair value of the Company’s employee stock options.
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Employee Stock Purchase Plan

The Employee Stock Purchase Plan ("ESPP Plan”) was approved in May
1998 authorizing 500,000 shares for subscription, and enabling all
employees to subscribe at six-month intervals to purchase shares of com-
mon stock at the lower of 85% of the fair market value of the shares on the
first day or last day of each six-month period. At December 31, 2001,
283,993 shares remain available under the ESPP Plan.

Earnings Per Share
The following table presents the computation of basic and diluted earnings
per share (in thousands, except per share data):

2001 2000 1999
Numerator;
Net income {loss) $(9,698) $43685 $10,824
Denominator:
Denominator for basic
garnings per share—
weighted-average shares 29,611 28,928 26,773
Dilutive effect of contingent
shares related to acquisitions
subiject to escrow arrangements — 737 1,186
Dilutive effect of employee
stock options — 625 730
Denominator for diluted
garnings per share 29,611 30,290 28,689
Net income (loss) per share—
basic $(0.33) $1.51 $0.40
Net income (l0ss) per share—
assuming dilution $(0.33) $1.44 $0.38




Options to purchase 723,580, and 18,900 shares of common stock, out-
standing as of December 31, 2000 and 1999, respectively, were not
included in the computation of diluted earnings per share because their
exercise prices were greater than the average market price of the common
shares and, therefore, their inclusion would be antidilutive. Options to pur-
chase 3,925,144 shares of common stock, cutstanding as of December 31,
2001, and 5,183,096 shares, issuable upon conversion of the 5.25%
Convertible Subordinated Notes Due 2006, were not included in the com-
putation of diluted loss per share for the year ended December 31, 2001,
because their inclusion would be antidilutive.

As of December 31, 2001 and 2000, there were 20,000 warrants out-
standing at an exercise price of $11.75 that are fully exercisable and expire
on September 1, 2005. These warrants were not included in the computation
of diluted loss per share for the year ended December 31, 2001, because
their inclusion would be antidilutive.

At December 31, 2001, there were 6,169,826 shares of common stock
reserved for the conversion of subordinated notes and further grants under
the Company's various stock plans.

0. Mergers and fewuisiions

The Company has consummated six mergers in the three years ended
December 31, 2001, each of which has been accounted for as a pooling
of interests. The entities acquired and share consideration exchanged
were as follows:

Year of Shares
Company Acguisition Issued
ESCA, Inc. 2000 370,000
TeloSense Carparation 1999 232,000
Advanced Chemical
Systems International, Inc. 1999 1,202,000
Delatech Incorporated 1999 2,347,000
Newform N.V. 1999 550,000
MST Analytics, Inc. 1999 993,000

The Company has reduced retained earnings by $95,000 and $163,000 in
2000 and 1999, respectively, to adjust retained earnings for the different
fiscal year ends of certain of the acquirad entities, and has combined the year-
end September 30, 1999 financial results for ESCA with the December 31,
1998 financial results of the Company.

In connection with the investigation, analysis, and closings of the afore-
mentioned transactions, the Company recorded merger costs and related
expenses of $1.5 million and $10.5 million in 2000 and 1999, respectively.
During 1999, the Company reversed approximately $0.6 million of merger
costs accrued in prior years. Included within merger costs and related
expenses in 1999 is a charge of $4.4 million related to the Delatech acqui-
sition to recognize the impaired value of certain inventory (31 millien) and
goodwill ($3.4 million) associated with an existing environmental equipment
product line.

For the years ended December 31, 2000 and 1999, prior to the acquisi-
tions, revenues and net income of an acquired company included in the
financial statements is as follows (in thousands):

Revenues: 2000 1899
ATMI $296,383  $196,236
ESCA 3,577 6,270

Consclidated revenues $299,960  $202,506
Net Income: 2000 1999
ATMI $43563  $10,546
ESCA 122 278

Consolidated net income $43685  $10,824

0On December 28, 2000, ATMI purchased K.C. Tech Co., Ltd.'s 30% inter-
est in the operations of ADCS-Korea for approximately $7.2 million, of
which $5.0 million was paid in 2000. The operations of ADCS-Korea have
historically been included in the consolidated statements of income of ATMI.
The 30% portion not historically owned by ATMI had been accounted for as
minority interest. The transaction was accounted for as a purchase, and the
excess cost over fair value of the net assets acquired is being amortized on
a straight-line basis over a twenty-year period.
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1. Diker Comprehensive Loss

SFAS No. 130, “Reporting Comprehensive Income,” requires the report-
ing of comprehensive income (loss) in addition to net income (loss) from
operations. Comprehensive income (lass) is a more inclusive financial
reporting methodology that includes disclosure of certain financial infor-
mation that historically has not been recognized in the calculation of net
income (loss).

The components of other comprehensive loss are as follows (in thousands):

Unrealized

Gain

(Loss)on
Currency  Available-
Translation for-Sale
Adjustments  Securities  Total

Balance at December 31, 1998 $ (653) $ (500) $(1,153)
Unrealized gain on available-
for-sale securities (net of

tax provision of $4,141) — 7,860 7.860
Cumulative translation adjustment (201) — (201)
Balance at December 31, 1999 (854) 7,360 (6,506)

Reclassification adjustment for
realized gain on available-
for-sale securities sold (net of

tax provision of $2,161) {3,680)  (3,680)
Unrealized loss on available-

for-sale securities (net of

tax benefit of $1,618) — (2,895)  (2.895)
Cumulative translation adjustment ~ (1,026) — (1,026)
Balance at December 31, 2000 (1,880) 785 (1,095)
Reclassification adjustment for

realized gain on available-

for-sale securities sold (net of

tax provision of $637) (1,039) (1,039)
Unrealized gain on available-

for-sale securities (net of

tax provision of $728) —_ 1,187 1,187
Cumulative translation adjustment {396) — (396)
Balance at December 31, 2001 $(2,276) $ 933 §(1,343)
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12. Restrucisring and Severance Sharses

The operating resuits for 2001 include two restructuring charges. The first
was a $12.8 million charge for severance and other costs associated with a
restructuring initiative announced by management in the first quarter, of
which $0.6 million is included in cost of revenues related to a write down of
inventory in a product line no longer strategic to ATMI. The second charge
occurred in the third quarter for $1.8 million for severance related costs
associated with a restructuring initiative announced by management during
that quarter. The second initiative became necessary as a result of the
unprecedented decline in end-use semiconductor davice demand.

The restructuring Initiatives include severance costs of $5.4 million,
including the third quarter 2001 initiative of $1.8 million, and represent a
reduction of approximately 21% of the Company’s worldwide workforce,
including operations, sales and marketing, and other administrative employ-
ees. Approximately 97% of the affected employees had left their positions as
of December 31, 2001, with the remaining expected to leave their positions
by March 31, 2002. These initiatives involve a number of actions to improve
productivity and align the Company's organization more closely with its cus-
tomers. The restructuring initiatives and other charges also include $9.2 mil-
lion for plant closings, lease termination fees, and various other asset
write-offs or write-downs. Management anticipates that restructuring costs
will be paid by March 31, 2002, except for ongoing lease costs for exited
facilities, which will be paid over the remaining lease terms.

The following tables set forth the activity in the restructuring accruals,
which are included in accrued liabilities, during 2001 {in thousands):

Other Total
Accrual—-Restructuring Severance  Charges Accrual
Balance January 1, 2001 $ — & — $ —
Restructuring charge—

First Quarter 3,599 9,198 12,797
Cash payments (3,299) (280) (3,579)
Write offs and write downs — (7,994) (7,994)
Balance December 31, 2001 $ 300 $ 924 $ 1,224
Balance January 1, 2001 $ — § — $ —
Restructuring charge—

Third Quarter 1,800 — 1,800
Cash payments (1,080) — (1,080)
Balance December 31, 2001 $ 720 $ — $ 720




During the fourth quarter of 1999, the Company terminated the employ-
ment of four executive officers within its Materials segment, and one exec-
utive officer within its Technologies segment, and recorded a charge of
$2.3 million, reflected in selling, general, and administrative expenses in
the Company's 1999 results of operations. As of December 31, 2000, $2.0
million of the severance charge has been paid, with a balance of $0.3 mil-
fion remaining in the accrual at this date. The remaining amount of accrued
severance expense was paid during the first quarter of 2001.

13. Commitments ant GContingsncies

In July 1998, ATMI filed sult against a company, alleging infringement of
certain liquid delivery system patents. Later in 1999, that company filed suit
against ATMI alleging infringement of a particular semiconductor process
patent. In March 2001, an agreement was reached that addressed the settle-
ment of both claims. Although the terms of the settlement remain confiden-
tial, ATMI received a payment in the settlement, which has been recorded in
the financial statements as other income, net of related expenses.

[n the normal course of business, the Company is involved in various
lawsuits and claims. Although the ultimate outcome of any of these legal
proceedings cannot be determined at this time, management, including
internal counsel, does not believe that the outcome of these proceedings,
individually or in the aggregate, will have a material adverse effect on the
Company’s financial position or results of operations.

6. Segment and Geogrenine Data

The Company has two reportable operating segments: Materials and
Technologies. The reportable operating segments are each managed sepa-
rately because they manufacture and distribute distinct products with differ-
ent production processes. The Company evaluates performance and ailocates
resources based on operating profit or loss, excluding restructuring and
merger and related costs, interest, other income or expense, and income
taxes. Intercompany sales are not material among operating segments. The
general corporate assats primarily include cash, cash equivalents, marketable
securities, goodwill, and other long-lived assets.

The following tables provide reported financial information for each of
these reportable segments (in thousands):

For the Year Ended December 31, 2001 2000 1999

Revenues

Materials $110,996 $138,191 $ 96,711
Technologies 102,460 161,769 105,795
Consolidated revenues $213,456 $299,960 $202,506
Qperating Income (Loss)

Materials $ 15,852 §$ 36655 $ 19,335
Technologies (28,615) 20,455 5536
Merger and related costs — (1,500) (9914
Restructuring charge (1) (14,011) — —

Consolidated operating

income (loss) $(28,874) $ 55610 §$ 14,957

Depreciation Expense

Materials $ 6,798 $ 4937 $ 483
Technologies 8,299 6,962 5,750
Total depreciation expense  $ 16,098 §$ 11,899 § 10,585
Capital Expenditures

Materials $ 11,963 § 8489 § 4198
Technologies 43,115 15,909 3,611
Carporate 7,988 5122 2,907
Total capita: expenditures $ 63,046 $ 29520 $ 10,716
ldentifiable Assels

Materials $ 98,893 ¢ 74194
Technologies 134,920 130,838

General corporate assets 216,043 145773

Total consolidated assets $449,856  $350,805

(1) Approximately $6.0 million and $8.0 million of the 2001 restructuring charge relate to the
Materials and Technologies segments, respectively.
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The Company’s geographic data for the years ended December 31, 2001, 2000, and 1999 are as follows (in thousands):

United Other Pacific Europe and

States Taiwan Rim Other Eliminations Total
December 31, 2001
Revenues $121,577 $28,918 $32,200 $38,521 $(7,760) $213,456
Long-lived assets 135,980 1,022 2,007 5,992 —_ 146,091
December 31, 2000
Revenues $ 173,208 $ 38,716 $ 54,108 $ 41,920 $ (7,992) $ 299,960
Long-lived assets 82,617 322 1,368 6,000 — 90,307
December 31, 1999
Revenues $ 125,506 $ 22,825 $31,738 $ 24176 $ (1,739) $ 202,500
Long-lived assets 57,724 — 1,589 638 — 59,951

Revenues are attributed to countries based on the location of the customer. Long-lived assets are located in the respective geographic regions, as shown.
Other than Taiwan, no one specific country within the Pacific Rim ar within Europe accounted for greater than 10% of consolidated revenuss in 2001, 2000,
and 1999. Revenues and net income of the foreign subsidiaries are not material to the consolidated operations of the Company for each of the three years in
the period ended December 31, 2001.

18. Quarteriy Results of Gperations (xnaudited]
Summarized quarterly results of operations data is as follows (in thousands, except per share amounts):

Quarter
2081 First Second Third Fourth
Revenues $77,280 $55,027 $38,727 $41,422
Gross profit 38,889 23,890 13,319 16,471
Net income (loss) 3,041(a) 861 (v) (9,025)c) (4,573)
Net income (loss) per share—basic $0.10 $0.23 $(0.30) $(C.15)
Net income (loss) per share—assuming dilution $0.10 $0.03 $(0.30) $(0.15)

Quarter
2000 First Second Third Fourth
Revenuss $63,027 $71,142 $78,048 $86,843
Gross profit 33,298 37,954 41974 44023
Net income 13,638(d) 9,769 9,651¢e) 10,627
Net income per share—basic $0.49 $0.33 $0.33 $0.36
Net income per share—assuming dilution $0.46 $0.31 $0.32 $0.35

(a) Inctudes a charge of $12.8 million for severance and other costs associated with a restructuring initiative. In addition to severance costs, the restructuring charge includes costs related to plant
closings, Iease termination fees, and various other assets and working capital write-offs or write-downs. Net income also includes the impact of a gain on settlement of certain patent litigation,
net of related expenses.

{b)Includes a $1.5 million gain from the sale of certain available-for-sale securities.

(c) Includes a $1.1 million gain from the sale of certain available-for-sale securities, offset by a write down of approximately $0.4 million for an other-than-temporary decline in fair value of other
available-for-sale securities. Also includes a charge of $1.8 million for severance costs associated with a restructuring initiative,

(d)Includes $9.5 million gain on sale of certain marketable securities in the first quarter of 2000, offset by a loss of $1.3 million in the same quarter on certain other investments.

(e) Includes merger costs and related expenses of $1.5 million incurred in the ESCA acquisition.
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ATMI, INC.

IREEHEnhent furkiers

The Board of Directors and Stackholders of ATMI, Inc.

We have audited the accompanying consolidated balance sheets of ATMI, Inc. as of December 31, 2001 and 2000, and the refated consolidated statements
of operations, stockholders' equity, and cash flows for each of the three years in the period ended December 31, 2001. These financial statements are the respansibility
of ATMI, Inc.'s management. Qur responsibility is to express an apinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we plan and per-
form the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes 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 financial statements referred to above present fairly, in all material respects, the consolidated financial position of ATMI, Inc. at December 31,
2001 and 2000, and the consolidated results of their cperations and their cash flows for each of the three years in the period ended December 31, 2001, in conformity
with accounting principles generally accepted in the United States.

Gomat + WLLP

Stamford, Connecticut
January 25, 2002
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Fiscal Year Ended December 31, 2000

Q1—January-March $60.75 $29.13
(Q2—April-June $50.50 $31.38
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ATMI had approximately 6,500 stockholders as of February 28, 2002.
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