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Dear Shareholder:

perspective a year from no

Looking back at 2008—
Like most companies in our indug
expecting a year of growth from both our base business and successful
new product introductions. Demand ‘for ATMI products .and process
efficiency solutions was strong in the first quarter.

| furns into pesstmlsm

Moving through the second quarter, we began to see weakening in
demand’ that, -rather than rebounding, accelerated significantly
throughout the remainder of the year. We were not alone, as the United
States economy felt the effects of declining home and invesiment
porifolio values, and the rest of the world felt various ripple effects,
notably the tightening of credit across the board. While the situation
is. still unfolding, many government spending plans have been
announced, unemployment confinues to increase, and some of the
leading U.S. business institutions either disappeared or continue to
cling to life through various government support schemes.

When the year was over, rather than breaking the $400 million revenue
barrier, ATMI's revenues contracted by 7%, to $339 million.

2009—Looking forward to recovery

As | write this in late March, the overall outlook for 2009 is weak, a
direct result of the outlook for consumer spending, which drives nearly
all of our semiconductor business.

With the decline in demand for consumer electronics, our customers’—
and their customers'—chip inventories are high, and the supply chain is still
adjusting. Overall semiconductor factory capacity utilization has generally
hovered at or below 50%, and many chip producers have announced
extended shut-down periods. Industry consolidation has begun.

We expect these conditions to prevail, at least through the first half of
2009 with, perhaps, modest improvement in the second half of the
- year—but there continues to be very little visibility out there.

Managing through the downturn

Qur motto right now is “control what you can.” We believe there is

much we can do to manage through this downturn and, with continued

investments in our core strategic capabilities, emerge stronger and
_better positioned, much as we did through the period between 2001
“'and 2003~the last big downturn this management team faced.

To achieve that -goal, however, we must remain focused and address
key tactical issues.

. The first priority: Preserve our financial strength.

' :We have worked hard over the years to ensure we have a strong
balance: sheet and a-secure financial position, regardless of the
‘economic environment. As our business declined through 2008, we
,iook many actions 10 scdle operating expenses to more closely match
revenues.We continue to remain flexible and responsive to
tions, and to further refine ‘our priorities. We expect that capital
s for 2009 will be half of 2008 levels. Salary and related
are being closely managed, and we have taken many actions
l'screhonory spending, which will continue while current

ry, we began 2008 with optimism-—

Given current low utilization rates, the short-term potenhol for r vehue
growth is diminished, but we anficipate customer volumes will ramp:
along with wafer starts as the sector recovers:

High productivity development—Faster answers cmd reduced ’
time-to-market for new products
This key initiative is intended to turbocharge ATMI’s produd‘
development program, resulting in even stronger relationships with key
customers. With our investments in 2008, we now have: ‘High
Productivity Development capabilities in Danbury and San Jose, as well
as in Taiwan and Japan, in close proximity to the development facilities
of the world’s leading integrated circuit producers. We believe . our
ability to rapidly screen potential new materials solutions and develop
process and integration insights is unequalled, and - customer
confidence in our High Productivity Development activities and results
grows every day. We are expanding our work beyond current and
“technology roadmap” issues to include emerging opportunities to
replace harmful and hazardous chemistries with more sustainable,
“green” solutions. The number of development activities we are
engaging in with customers by using these High Productivity
Development capabilities continues to grow.

Life sciences—Extending semiconductor expertise into bio-
pharmaceutical applications

We made good progress in 2008 expanding the application of ATMI's
advanced chemistry delivery and process efficiency knowledge to the
life sciences space. We are bringing these customers more efficient and
lower-risk development and manufacturing processes, at a time when
they, too, are feeling the pressure to do more with less. We anticipate
the shift toward one-time use technologies in our target markets will
accelerate over the next few years, and are investing in infrastructure
to help ensure we capitalize on the great technology and qualification
progress we have made. During 2008, we enhanced our market and
product positions with the acquisitions of LevTech and additional
technology assets from our development partner, Artelis. In 2009, we
are working to complement our Belgian operations by establishing
LifeSciences infrastructure in the United States to support our expanding
U.S. customer base.

This too shall pass—Expectations for the future

The difficulties we face in our end markets are similar to those faced -
by our customers—and virtually all businesses today. In the spirit of
“controlling what we can,” we are focused on, and responding:to;
market conditions so that we are able to continue fo investfor growth:
We have an overarching faith in the future for our technology, in‘the -
creativity and dedication of our employees, -and - in-the solid
partnerships with our industries’ leading companies: We believe ATMI
will emerge from the present economic difficulties as it-has from past
downturns: stronger, more focused, and. well positioned:for growth. |
speak for all of ATMI'when | tell you we will continue worklng hord 4
make this happen!




(in thousands, ‘excepf per share data) i
December 37, - . ] 2007 2006 2005 2004
Revenues i 9,01 $364,088 - :9325,913  $281,754  $246,291
Operating income s 9,92 52,502 47,017 40,409 37,379
Income from confinuing operations - 27 40,539 39,961 30,722 20,106
Income from operations-of-discontinued operations,

net of taxes i
- Gain on disposal of discontinued operations,
net of faxes ,

3,313

40,539 30,722

~Net income
- Diluted earnings per share from continuing operations $1.16 $0.85
Diluted eamings per share from- operations of
~ discontinued operations $ — $ - 5 — $0.10
~ Diluted earnings per share from gain on disposal of
discontinued operations 5 — b — $ — $0.26
Diluted earnings per common share $1.16 $1.08 $0.8 $1.00

Weighted-average shares outstanding—diluted 35,093 36,859 36,276 31,650
(in thousands)

December 31,

Working capital

Total assets

Long-ferm obligations
Total stockholders’ equity

2007 2006 2005 2004
$280,221  $281,362  $274,323  $190,874
492,241 488,037 499,836 470,100
10,656 1,669 3,460 118,255
434,383 435,496 452,720 298,098

See pages 2-36 for ATMI's detailed financial information.

Revenues Operating Income Diluted Earnings Per Share from
(in thousands) fin thousands) Continuing Operations
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Selected Financial

OCae.:
Data  SecyEssing
4D
WK 73 o,
- lige
(in thousands, except per share data) Washingfg
R
Fiscal Year Ended December 31, 2008 2007 2006 2005
Consolidated Statements of Income
Revenues $339,063 $364,088 $325,913 $281,754  $246,291
Cost of revenues 172,551 182,480 162,530p) 140,251 122,415
Gross profit 166,512 181,608 163,383 141,503 123,876
Operating expenses:
Research and development 37,809 29,879 26,217 22,284 19,577
Selling, general, and administrative 88,781 99,2274 90,149 78,810 66,920
Total operating expenses 126,590 129,106 116,366 101,094 86,497
Operating income 39,922 52,502 47,017 40,409 37,379
Inferest income 3,126 7,689 8,353 7,269 3,485
Inferest expense (173) {46) {29) {1,862) (6,927)
Other income (expense), net (2,729)(3) (742) 515 (432) {3,473)n0)
Income before income taxes 40,146 59,403 55,856 45,384 30,464
Provision for income taxes 6,819 18,864 15,8958 14,662 10,358
Income from continuing operations 33,327 40,539 39,961 30,722 20,106
Income from operations of
disconfinued operations, net of taxes - — — — 3,313
Gain on disposal of discontinued operations, net of taxes — — - — 8,083
Net income $ 33,327 $ 40,539 $ 39,961 $ 30,722 § 31,502
Diluted earnings per share:
Earnings per share from continuing operations $1.04 $1.16 $1.08 $0.85 $0.64
Eamnings per share from operations
of discontinued operations - — — — $0.10
Earnings per share from gain on disposal
of discontinued operations - — — — $0.26
Earnings per common share $1.04 $1.16 $1.08 $0.85 $1.00
Weighted-average shares outstanding—diluted 32,078 35,093 36,859 36,276 31,650
Consolidated Balance Sheet Data
Cash, cash equivalents, and marketable securifies (1) $ 96,020 $193,697 $219,066 $256,137 . $238,960
Working capital 190,095 280,221 281,362 274,323 190,874
Total assets 453,064 492,241 488,037 499,836 470,100
Long-term obligations 16,303 10,656 1,669 34609 118,255
Total stockholders’ equity 408,897 434,383 435,496 452,7200 298,098

The Company has never declared any cash dividends.

(1) Includes a $2.4 million business interruption claim recovery related fo a fire at a contract manufacturer in Taiwan.

(2) includes a $3.1 million benefit associated with the setflement of a dispute with a distributor ($3.7 million recognized in revenues,
3) Includes a $2.0 million gain from the sale of a marketable security,

representing our proporfionate share of gains on sales of assets by one of our equity-method invesfees.
(4) Includes a $3.7 million tax benefit (including interest) recognized fo reverse previously established reserves for uncertain fax positions as a result of the expiration of the applicable statute of limitations.
{8} Includes $1.1 million of increased customs expense on imported goods from the United States fo an overseas dffiliate.
(6) Includes $1.1 million associated with a confingent legal fee arrangement.
(7) Includes $1.4 million one-fime recovery of value-added taxes in Japan related to 2005.
{8} Includes a $1.7 million tax benefit recognized to reverse previously established reserves for uncertain fax positions as a result of the expiration of the applicable statute of limitations.
(9) Includes effect of conversion of the Company’s 5.25 percent convertible subordinated nofes due November 15, 2006 into 5,183,095 shares of common stock.
(10) Includes a $4.5 million asset impairment charge related 1o the Company’s strategic investment portfolio.
(1) Includes non-current marketable securities of $3.7 million, $0, $14.4 million, $46.3 million, and $105.8 million ot December 31, 2008, 2007, 2006, 2005, and 2004, respectively.

with $0.6 million of assaciated costs recognized in cost of revenues).
$3.4 million of impairment charges related o our strategic investment portfolio and @ convertible note, and $1.1 million
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

Company Overview

We believe we are among the leading suppliers of high performance
materials, materials packaging, and materials delivery systems used world-
wide in the manufacture of microelectronics devices. Our products consist
of “front-end” semiconductor performance materials, sub-atmospheric
pressure gas delivery systems for safe handling and delivery of toxic and
hazardous gases to semiconductor process equipment, high-purity mate-
rials packaging, and dispensing systems that allow for the reliable intro-
duction of low volatility liquids and solids fo microelectronics and
biopharmaceutical processes. ATMI targefs both semiconductor and flat-
panel display manufacturers, whose products form the foundation of
microelectronics technology rapidly proliferating through the consumer
products, information technology, automotive, and communications
industries. The market for microelectronics devices has historically grown
and is confinually changing, which drives demand for new products and
technologies at lower cost. ATMI’s objective is fo meet the demands of
microelectronics manufacturers with solutions that maximize the efficiency
of their manufacturing processes, reduce capital costs, and minimize the
fime fo ramp new processes and deliver new products. ATMI's customers
include many of the leading semiconductor and flat-pane! display manu-
facturers in the world who target leading-edge technologies. ATMI also
addresses an increasing number of critical materials handling needs for
the life sciences markets. Qur proprietary containment, mixing, and
bioreactor technologies are sold to the biotechnology and laboratory
markets, which we believe offer significant growth potential.

Critical Accounting Policies and Estimates
General

Preparation of our financial statements requires management to make
estimates and assumptions that affect the reported amounts of assets, lia-
bilities, revenues, and expenses. Note 1 to the Consolidated Financial
Statements describes the significant accounting policies used in prepara-
tion of the consolidated financial statements. Management believes the
most complex and sensitive judgments, because of their significance to
the Consolidated Financial Statements, result primarily from the need to
make estimates about the effects of matters that are inherently uncertain.
The most significant areas involving management judgments and esti-
mates are described below. Actual results in these areas could differ from
management’s estimates. These policies are determined by management
and have been reviewed by ATMI's Audit Committee.

Revenue Recognition

We recognize revenue in accordance with SEC Staff Accounting
Bulletin No. 104, Revenue Recognition (“SAB 104"), which 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 have been rendered; (3) the fee is fixed or determinable; and
(4) collectibility is reasonably assured. Revenues from product sales are
generally recognized upon delivery to a common carrier when ferms are
equivalent to free-on-board ("FOB”) origin and upon receipt by a cus-
fomer when terms are equivalent to FOB desfination. In instances where
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final acceptance of equipment is specified by the purchase agreement,
revenue is deferred unfil all acceptance criteria have been safisfied.
Should changes in conditions cause management to defermine these cri-
teria are not met for certain future transactions, revenue recognized for
any reporting period could be adversely affected. We accrue for sales
returns, warraniy costs, and other allowances based on a current evalu-
ation of our experience based on stated terms of the transactions. Should
actual product failure rates or customer return experience differ from our
estimates, revisions to the estimated accruals would be required.

The Company uses an exclusive contract manufacturer, which is also an
exclusive distribution partner, for the manufacture and distribution of its
$DS products (the “Licensed Products”). Under the terms of the manufac-
furing agreement, ATMI refains the right fo manufacture 25 percent of all
Licensed Products, while the contract manufacturer has the right to manu-
facture 75 percent of all Licensed Products. Upon complefion of manufac-
ture, ATMI purchases all Licensed Products produced by the contract
manufacturer. Under the terms of the distribution agreement, we receive
payment from the distributor based upon a formula which is dependent on
the sale price obtained by the distributor to its customer. ATMI recognizes
revenue from the sale of Licensed Products to this distribution partner when
the distributor sells the Licensed Products to its cusfomers, because that is
when the sales price becomes fixed and determinable by the Company.

Allowance for Doubfful Accounts

The allowance for doubtful accounts is established to represent our best
estimate of the nef realizable value of the outstanding accounts receivable
balances. We estimate our allowance for doubtful accounts based on past
due amounts and historical write-off experience, as well as trends and fac-
tors surrounding the credit risk of the markets we operate in and the finan-
cial viability of specific customers. In an effort to identify adverse trends,
we assess the financial health of the markets we operate in and perform
periodic credit evaluations of our customers and ongoing reviews of
account balances and agings of receivables. Amounts are considered past
due when payment has not been received within the fime frame of the
credit ferms extended. Write-offs are charged directly against the
allowance for doubtful accounts and occur only after all collection efforts
have been exhausted. Actual write-offs and adjustments could differ from
the allowance esfimates because of unanticipated changes in the business
environment as well as factors and risks surrounding specific customers.

Inventory Valuation Reserves

Inventory valuation reserves are established in order to report inventories
at the lower of cost or market value on our Consolidated Balance Sheets.
The determination of inventory valuation reserves requires management to
make esfimates and judgments on the future salability of inventories.
Valuation reserves for excess, obsolete, and slow-moving inventory are esfi-
mated by comparing the inventory levels of individual parts to both future
sales forecasts or producfion requirements and historical usage rates in
order to identify inventory where the resale value or replacement value is less
than inventory cost. Other factors that management considers in determin-
ing these reserves include whether individual inventory parts or chemicals



meet current specifications and cannot be subsfituted for or reworked into a
part currently being sold or used as a service part, overall market conditions,
and other inventory management inititives.

As of December 31, 2008 and 2007, we had $2.4 million and $2.3
million, respectively, of inventory valuation reserves recorded. Although
management believes these reserves are adequate, any abrupt adverse
changes in market conditions may require us to record additional
inventory valuation reserves.

Non-marketable Equity Securities

We selectively invest in non-marketable equity securities of private com-
panies, which range from early-stage companies that are often sfill defining
their strategic direction, to more mature companies whose products or tech-
nologies may directly support an ATMI product or initiative. At December 31,
2008, the carrying value of our portfolio of strategic investments in non-
marketable equity securities totaled $22.4 million ($15.4 million in 2007).
Non-marketable equity securities are included in the consolidated balance
sheefs under the caption “Other long-ferm assefs.”

Investments in non-marketable equity securifies are inherently risky, and
some of these companies are likely to fail. Their success (or lack thereof) is
dependent on product development, market acceptance, operational effi-
ciency, aftracting and retaining talented professionals, and other key busi-
ness success factors. In addition, depending on their future prospects, they
may not be able to raise additional funds when needed or they may receive
lower valuations, with less favorable investment terms than in previous
financings, and the investments would likely become impaired.

We review our invesiments quarterly for indicators of impairment; how-
ever, for non-marketable equity securities, the impairment analysis may
require significant judgment fo identify events or circumstances that would
likely have a significant adverse effect on the fair value of the investment.
The indicators that we use to identify those events or circumstances
include (a) the investee's revenue and eamings trends relafive fo prede-
fined milestones and overall business prospects; (b) the technological fea-
sibility of the investee’s products and technologies; (c) the general market
conditions in the investee’s industry or geographic area, including
adverse regulatory or economic changes; (d) factors related to the
investee’s ability to remain in business, such as the investee’s liquidity,
and the rate at which the investee is using its cash; and (e) the investee’s
receipt of additional funding af a lower valuation.

Investments identified as having an indicator of impairment are subject
to further analysis to determine if the investment is other-than-temporarily
impoaired, in which case we write the invesiment down to its fair value, using
the framework established by Statement of Financial Accounting Standards
{“SFAS"} No. 157, Fair Value Measurements. When an investee is not con-
sidered viable from a financial or technological point of view, we write down
the entire investment since we consider the esfimated fair market value fo
be nominal. If an investee obtains additional funding at a valuation lower
than our carrying amount, or requires a new round of equity funding to stay
in operation and the new funding does not appear imminent, we presume
that the investment is other-than-temporarily impaired, unless specific facts
and circumstances indicate otherwise. We recognized a $1.6 million
impairment in our portfolio of non-marketable equity securities in 2008

(none in 2007 and $0.3 million in 2006).

Income Taxes
The future tax benefit arising from net deductible temporary differences
and net operating loss and tax credit carryforwards is $3.1 million ot

December 31, 2008 and $4.3 million at December 31, 2007. We believe
that our earnings during the periods when the temporary differences
become deductible will be sufficient to realize the related future income fax
benefits. For those jurisdictions where the expiration date of tax carryfor-
wards or the projected operating results indicate that realization is not
likely, a valuation allowance is provided.

In assessing the need for a valuation allowance, we esfimate future tax-
able income, considering the feasibility of ongoing tax planning strategies
and the realizability of tax loss carryforwards. Valuation allowances related
to deferred tax assets can be affected by changes to tax laws, changes to
statutory tax rates, and future taxable income levels. In the event we were
to determine that we would not be able to realize all or a portion of our
deferred tax assets in the future, we would reduce such amounts through
a charge fo income in the period in which that determination is made or
when fax law changes are enacted. Conversely, if we were fo determine
that we would be able to realize our deferred tax assefs in the future in
excess of the net carrying amounts, we would decrease the recorded val-
vation allowance through an increase to income in the period in which
that determination is made. With the January 1, 2009 adoption of SFAS
No. 141 {revised 2007), Business Combinations, changes in deferred fox
asset valuation allowances recorded in a business combination and
income tax uncertainties after the acquisition date generally will affect
income tax expense.

In the ordinary course of business there is inherent uncertainty in quan-
tifying our income tax positions. We assess our income tax positions and
record tax benefits for all years subject fo examination based upon man-
agement’s evaluation of the facts, circumstances, and information avail-
able at the reporting date. For those tax positions where it is more likely
than not that a tax benefit will be sustained, we have recorded the largest
amount of tax benefit with a greater than 50 percent likelihood of being
realized upon ulfimate seftlement with a taxing authority. For those income
tax positions where it is not more likely than not that a tax benefit will be
sustained, no tax benefit has been recognized in the financial statements.
For a discussion of current fax matters, see Note 11 to the Consolidated
Financial Stafements.

Depreciable Lives of Property, Plant, and Equipment

ATMI's net property, plant, and equipment at December 31, 2008 and
2007 was $136.4 million and $106.2 million, respectively, representing
30.1 percent and 21.6 percent, respecively, of the Company’s consoli-
dated total assets. Depreciation expense for the years ended December 31,
2008, 2007, and 2006 was $20.1 milfion, $18.6 million, and $17.4
million, respectively. Management judgment is required in the determina-
tion of the estimated depreciable lives that are used to calculate annual
depreciation expense and accumulated depreciation.

Property, plant, and equipment are recorded at cost and depreciated
over the assets’ useful lives on a siraight-line basis for financial reporfing
purposes. The estimated useful life represents the projected period of time
that the asset will be productively employed by the Company and is deter-
mined by management based on many facfors, including historical expe-
rience with similar assefs and technological life cycles. Circumstances
and events relating fo these assefs are monitored to ensure that changes
in asset lives or impairments are identified and prospective depreciation
expense or impairment expense is adjusted accordingly. The depreciation
periods used are: buildings, 15 to 35 years; machinery and equipment,
3 1o 10 years; cylinders and canisters, 7 to 10 years; furniture and fix-
tures, 5 years; and leasehold improvements, over the lesser of the lease
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term or estimated useful life. We use accelerated depreciation methods
for tax purposes where appropriate.

Equity-Based Compensation

The Company uses the Black-Scholes-Merton options-pricing model fo
determine the fair value of stock options under SFAS No. 123(R), Share
Based Payment. Management is required to make certain assumptions
with respect to selected model inputs, including anticipated changes in the
underlying stock price {i.e., expected voldtility) and option exercise activity
(i.e., expected term). For awards granted subsequent to January 1, 2006,
expected volatility is based on the historical volatility of ATMI common
stock for a period shorter than the expected term of the options. We have
excluded the hisforical volatility prior to the public announcement regard-
ing the sale of our non-core businesses in 2004, because those businesses
that were sold represented a significant portion of ATMI's consolidated
business and were subject to considerable cyclicality associated with the
semiconductor equipment industry, which drove increased volatility in
ATMI's stock price. The expected term of options granted represents the
period of time that options are expected to be outstanding. The risk-free
rate is based on the U.S. Treasury yield curve in effect at the time of grant
for a period commensurate with the estimoted expected term. We recog-
nize expense only for those awards expected to vest. If factors change and
result in different assumptions in the application of SFAS No. 123(R) in
future periods, the stock option expense that the Company records for
future grants may differ significantly from what the Company has
recorded in the current period.

Equity-based compensation expense is generally recognized on a straight-
line basis over the estimated service period of the awards.

Fair Value Measurements

We adopted SFAS No. 157, Fair Value Measurements, on January 1,
2008, with the exception of the application of the statement to nonrecur-
ring nonfinancial assefs and nonfinancial liabilities, the deferral of which
was permitted under FSP 157-2. All of our financial assets and liabilities
are measured at fair value based upon Level 1 or Level 2 inputs, as
defined under SFAS No. 157, with the exception of one auction-rate secu-
rity, which has been measured using Level 3 inputs, because the security is
illiquid. For Level 1 measurements, we use quoted prices in active markets
for identical assets and liabiliies. For Level 2 measurements, we use
observable inputs other than Level 1 prices, such as quoted prices for sim-
ilar assets and liabilities; quoted prices in markets with insufficient volume
or infrequent transactions (less acfive markets); or model-derived valuo-
tions in which all significant inputs are observable or can be derived prin-
cipally from or corroborated by observable market data for substantially
the full term of the assets or liabilities. For Level 3 measurements, we use
unobservable inputs to the valuation methodology that are significant to
the measurement of fair value of assets or liabilities. As of December 31,
2008, we have recorded a temporary impairment charge of $1.3 million
within the caption “Accumulated other comprehensive income” on the
consolidated balance sheets based upon an independent third-party valu-
ation we received for this auction-rate securify. The valuation of this secu-
rity incorporated assumptions about the anticipated term and the yield that
a market participant would require to purchase such a security in the cur-
rent market environment. While we believe the valuation methodologies
are appropriate, the use of valuation methodologies is highly judgmental
and changes in methodologies can have a material impact on the values
of the related assets, our financial position, and overall liquidity.

4 ATMI, Inc.

Goodwill and Other intangible Assets

The assets and liabilities of acquired businesses are recorded under the
purchase method of accounting ot their estimated fair volues at the dates
of acquisition. Goodwill represents costs in excess of fair values assigned
to the underlying net assets of acquired businesses.

Goodwill and infangible assets deemed to have indefinite lives are not
amortized, but are subject to annual impairment festing. The identification
and measurement of goodwill impairment involves the estimation of the
fair value of reporting units. The esfimates of fair value of reporting units
are based on the best information available as of the date of the assess-
ment, which primarily incorporate management assumptions about
expected future cash flows and contemplate other valuation techniques.
Future cash flows can be affected by changes in the global economy and
local economies, changes in the microelectronics industry, changes in
technology, and the execution of management's plans. Although no good-
will impairment has been recorded to date, there can be no assurances
that future goodwill impairments will not occur.

Other Long-Lived Amortizable Assets

We evaluate the potential impairment of other long-lived assets when
appropriate. If the carrying value of assefs exceeds the sum of the undis-
counted expected future cash flows, the camying value of the asset is written
down o fair value.

Recent Accounting Pronouncements
See Note 1 to the Consolidated Financial Statements for information
concerning recently issued accounting pronouncements.

Related Party Transactions

The Company’s related parties are primarily unconsolidated equity
offiliates. The Company did not engage in any material transactions
involving related parties that included terms or other aspects that differ
from those which would be negotiated with independent parties.

Results of Operations

This table shows the effect of compensation cost arising from equity-
based payment arrangements on the Consolidated Statements of Income
{in thousands):

December 31, 2008 2007 2006
Cost of revenues $ 339 § 375 § 910
Research and development 530 432 773
Selling, general, and administrative 5831 6,791 7,681
Total equity-based

compensation expense 6,700 7,598 9,364
Provision for income taxes 2,237 2556 3,137
Net equity-based

compensation expense $4,463 35,042 $6,227




Year Ended December 31, 2008 Compared to Year Ended
December 31, 2007
Overview

During the year ended December 31, 2008, ATMI's revenues declined
by 6.9 percent compared to the year ended December 31, 2007, prima-
rily due to the global economic downturn, which began in earest in the
second half of 2008 and drove significant declines in demand across
almost all segments of the economy. Future reductions in wafer starts in
the microelectronics industry, including foundries, and other logic and
memory chip manufacturers, are expected fo confinue to adversely affect
the Company’s near-term results. Our gross margin declined by 80 basis
points to 49.1 percent in 2008 compared to 49.9 percent in 2007, due
to lower revenue volumes, increased costs reflected in cost of revenues as
a result of the redirection of certain supply chain and operations activities
associated with our 2007 organizational changes, which was effective
beginning January 1, 2008 (such costs were previously reflected in sell-
ing, general, and administrative expenses (“SG&A")), and higher logistics
costs due to fuel surcharges in the first half of the year. The realignment
of operations activities caused gross margin and SG&A to decline by
approximately 180 basis points in 2008 compared to 2007. These activ-
ities include those functions in two of our locations that were previously
focused on supporting and administering plant operations, whereas in
the current organization those activities have been focused on improving
our global supply chain and customer safisfaction. Research and devel-
opment expenses (‘R&D") increased 26.5 percent to $37.8 million in
2008 from $29.9 million in 2007. The increase was driven primarily by
the continued investment in our global high productivity development
activities. SGA decreased by 10.5 percent in 2008 from 2007. As a
percent of revenues, SG&A decreased fo 26.2 percent in 2008 com-
pared to 27.3 percent in 2007. The decrease is primarily because of the
organizational realignment discussed above, and reductions in discre-
tionary spending as a result of the global economic downturn. Operating
income decreased 24.0 percent in 2008 to $39.9 million, primarily due
to the decline in revenues. During 2008, we recognized impairments of
$3.4 million on our strategic investment portfolio and a convertible note,
partially offset by a recognized gain of $2.0 million from the sale of a
marketable security, and $1.1 million of after-tax income representing our
proportionate share of gains on sales of assets by one of our equity-
method investees. Our effective tax rate was 17.0 percent in 2008, inclu-
sive of a $3.7 million tax benefit {including interest), compared fo 31.8
percent in 2007. Net income decreased 17.8 percent fo $33.3 milfion
($1.04 per diluted share, @ 10.3 percent decrease) compared to $40.5
million {$1.16 per diluted share) in 2007.

During 2008, we repurchased 2.1 million shares of our common stock,
for $58.3 million under our share repurchase program, compared fo 2.2
million shares of our common stock, repurchased for $68.5 million in 2007.

This is @ summary of selected consolidated eamings information {in
thousands of dollars):

December 31, 2008 2007 % Change
Revenues $339,063 $364,088 (6.9)%
Cost of revenues 172,551 182,480 {5.4)%
Gross profit 166,512 181,608 (8.3)%
Gross margin 491%  49.9% (0.8)%
Research and development 37,809 29,879 26.5%
R&D as a percent of revenues 11.1% 8.2% 2.9%
Selling, general, and administrative 88,781 99,227 (10.5)%
SG8A as a percent of revenues 26.2% 27.3% (1.1)%
Operating income 39,922 52,502 (24.0)%
Operating margin 11.8% 14.4% (2.6)%
Effective tox rate 17.0% 31.8%  (14.8)%
Net income $ 33,327 $ 40,539 (17.8)%
Diluted earnings per share $1.04 $1.16 {10.3)%

Revenues. Revenues decreased 6.9 percent to $339.1 million in 2008
from $364.1 million in 2007. The decline in revenues occurred in our
microelectronics product lines and was primarily the result of the global
economic downturn, which resulted in significant reductions in wafer
starts and reductions in fab utilization rates as demand for consumer elec-
tronics devices has slowed. Revenues in our microelectronics product
lines declined 9.7 percent to $310.1 million in 2008 compared to
$343.3 million in 2007. The primary driver of the reduction in revenues
was waler starts, which began to significantly decline during the last sev-
eral months of 2008. The decline in our revenues was further magnified
by reductions of inventory in the SDS and flai-panel display distribution
channels, as well as our customers’ aggressive management of their
inventories. Consumer electronics spending, the primary driver of wafer
start growth, has declined dramatically since the end of the previous year,
and it's difficult to predict when this demand trend will improve. The 2008
revenues include a $3.7 million benefit associated with sefflement of a
dispute with our manufacturing and distribution partner for SDS products.
Reductions in average selling prices of our products accounted for
approximately 3.2 percent of the decline in microelecironics revenues.
Revenues in our life sciences product lines increased 39.2 percent in
2008 to $28.9 million compared to $20.8 million in 2007. More than
half of the increase in life sciences revenues came from Levlech, which
we acquired in January 2008, with the remaining increase being driven
by new products, as disposable mixing solutions gained fracfion in the
biopharmaceutical markets, and limited pricing increases. The effect of
foreign currency was not significant in 2008 as declines associated with
weakness in the Korean Won were offset by strengthening in the Japanese
Yen and the Euro.

Gross Profit. Gross profit decreased 8.3 percent to $166.5 million in
2008 from $181.6 million in 2007. Our gross margin percentage
decreased during this time period from 49.9 percent in 2007 to 49.1
percent in 2008. Approximately 180 basis points of the gross margin
decline is a result of the redirection of certain supply chain and opera-
tions activities discussed above. Gross profit in our microelectronics prod-
uct lines decreased 10 percent to $155.0 million in 2008 from $172.8
million in 2007. Gross profit margins in our microelectronics product
lines were approximately 50 percent in both 2008 and 2007. The 2008
gross profit margins included benefits from the distributor settlement
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(approximately 100 basis points) and the business inferruption claim
recovery (approximately 80 basis points), both mentioned above. Gross
profit margins were unfavorably impacted by the volume and average
selling price declines, discussed above, and higher logistics costs due to
fuel surcharges in the first half of 2008. The 2007 gross profit margins in
our microelectronics product lines were negatively impacted by lower
shipment volumes in our materials packaging product lines due to flat-
panel display market softness in the first half of 2007, $1.1 million of
increased customs expenses on imported goods from the United States
to an overseas subsidiary, and also due fo the consequences of a man-
ufacturing defect, which was since remedied. Gross profit in our life sci-
ences product lines increased 31 percent to $11.5 million in 2008
compared to $8.8 million in 2007. Gross profit margins in our life sci-
ences product lines declined by over 200 basis points from 42 percent
in 2007 to 40 percent in 2008. The primary reasons for the decline in
gross profit margins in the life sciences product lines were the realignment
of certain supply chain and operations acfivities discussed above (nega-
tive impact of approximately 480 basis points), partially offset by average
selling price increases for certain products {favorable impact of approxi-
mately 85 basis points) and the benefit from the Levlech acquisition
{approximately 200 basis points).

Research and Development Expenses. R&D increased 26.5 percent fo
$37.8 million in 2008 from $29.9 million in 2007. The increase in R&D
spending was primarily caused by planned increases in spending associ-
ated with high productivity development activifies relafed to cleans
chemistries (including $5.7 million of higher licensing and outsourced
development costs, $3.0 million of higher staffing related expenses, and
$0.7 million of higher equipment depreciation costs). As a percentage of
revenues, R&D spending was 11.1 percent in 2008 compared to 8.2 per-
cent in 2007. The spending in 2008 was higher as a percent of revenues
than we had planned, primarily because revenues were lower than
expected for the reasons noted above. We plan to confinue to actively
invest in our high productivity development capabilifies in the foreseeable
future, because we believe this investment will drive significant new
opportunities in cleans chemistries and other new products and will be a
competifive advantage for ATMI.

Selling, General, and Administrative Expenses. SG&A decreased 10.5
percent (or $10.4 million) to $88.8 million in 2008 from $99.2 million in
2007. SG&A, as a percentage of revenues, decreased fo 26.2 percent in
2008 compared to 27.3 percent in 2007. Approximately $6.0 million of
the decline is due to the realignment of activities as a result of the func-
tional organization changes mentioned above. Other cost reductions from
2007 include incentive compensation ($2.6 million), legal lifigation costs
($2.4 million), and trave! ($1.1 million), partially offset by net increases in
salaries ($1.1 million) and facilities-related costs ($1.2 million).

Operating Income. Operating income decreased 24.0 percent to
$39.9 million in 2008, or 11.8 percent of revenues, from $52.5 million
in 2007, or 14.4 percent of revenues. These changes are from a variety
of factors, as noted above.

Interest Income. Interest income decreased to $3.1 million in 2008
from $7.7 million in 2007. The primary reasons for the decrease were
lower invested cash and marketable securities balances as a result of the
Company'’s share repurchase program, the acquisition of Levech, capi-
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tal spending and other strategic investments, and lower rates of return
given the significant reduction in market interest rates in 2008.

Impairment of Investments. In 2008, Ceradyne, Inc. completed its
acquisition of SemEquip, Inc. (“SemEquip”), an entity in which ATMI had
previously invested. Prior fo the acquistion, ATMI's cost-basis investment in
SemEquip was $2.2 million. ATMI received $0.6 million representing its
share of the closing proceeds. As a result, we wrote off the remaining $1.6
million balance from our investment in SemEquip due to the uncerfainty of
collecting amounts in the future related to the earnout provisions of the
deal. Also in 2008, due to changes in events and circumstances related to
a convertible note due from an early-stage semiconductor materials ven-
ture that is in bankruptcy, we recognized an impairment charge of $1.8
million to fully write down the value of this convertible note.

Other Income (Expense), Net. The 2008 results include $0.6 million
of losses from investments accounted for by the equity method, net of
$1.1 million gain, representing our after-tax, proportionate share from
the sale of assets by an equity-method investee, a $2.0 million gain from
the sale of a marketable security, and $0.6 million of realized losses on

foreign exchange.

Provision for Income Taxes. In 2008, we reduced our income tax provi-
sion by $3.7 million {including interest), by reversing previously established
reserves, as a result of the lapse of the applicable statute of limitations. The
effective tax rate for 2008 was 17.0 percent compared to an effective tax
rate of 31.8 percent in 2007. Excluding the tox benefit, our effective tax
rate was 26.3 percent in 2008. The 2008 effective tax rate of 17.0 per-
cent differs from the Federal statutory rate of 35.0 percent primarily due fo
R&D tax credits, the shift in mix of our pretax income fo lower income tax
jurisdictions, and the tax benefit described above. As of December 31,
2008, the Company had a net deferred tax asset on the balance sheet of
$3.1 million, primarily because of temporary differences (i.e., accrued
liabilities, inventory adjustments, equity-based compensation, and depre-
ciation and amortization), state tax credit carryforwards, federal and state
net operating loss carmyforwards, and R&D tax credits in Taiwan. The
Company has been oudited in the United States by the Internal Revenue
Service through tax year 2005 and is currently undergoing an audit of its
2006 and 2007 tax years.

Year Ended December 31, 2007 Compared fo Year Ended
December 31, 2006
Overview

During the year ended December 31, 2007, ATMI's revenues grew by
11.7 percent compared 1o the year ended December 31, 2006. Gross
margin decreased slightly to 49.9 percent in 2007 compared to 50.1 per-
cent in 2006. Research and development expenses (“R&D") increased
14.0 percent in 2007 compared to 2006. As a percent of revenues, R&D
increased to 8.2 percent in 2007 from 8.0 percent in 2006. Selling, gen-
eral, and administrative expenses (“SG&A') increased by 10.1 percent in
2007 compared to 2006. As a percent of revenues, SG&A decreased
slightly to 27.3 percent in 2007 compared to 27.7 percent in 2006. A
$1.1 million legal fee (associated with a contingent fee arrangement) rec-
ognized in 2007 caused SG&A to increase 0.3 percent of revenues. Net
income for the year increased 1.4 percent to $40.5 million, ($1.16 per
diluted share) compared to $40.0 million, ($1.08 per diluted share) in
2006. The 2006 results included recognition of a $1.7 million fax benefit



($0.04 per diluted share).
This is a summary of selected consolidated earnings information {in
thousands of dollars):

December 31, 2007 2006 % Change
Revenues $364,088 $325,913 11.7%
Cost of revenues 182,480 162,530 12.3%
Gross profit 181,608 163,383 11.2%
Gross margin percent 49.9% 50.1% (0.2)%
Research and development 29,879 26,217 14.0%

R&D as a percent of revenues 8.2% 8.0% 0.2%

Selling, general, and administrative 99,227 90,149 10.1%
SG&A as a percent of revenues 27.3%  27.7% (0.4)%
Operating income 52,502 47,017 11.7%
Operating margin 14.4% 14.4% —
Effective tox rate 31.8%  28.5% 3.3%
Net income $ 40,539 $ 39,961 1.4%
Diluted earnings per share $1.16 $1.08 7.4%

Revenues. Revenues increased 11.7 percent to $364.1 million in 2007
from $325.9 million in 2006. This increase was broad-based across our
product portfolio. Revenues from our microelectronics product lines
increased 10.2 percent, from $311.4 million in 2006 to $343.3 million in
2007. During this period of time, independent market research estimated
wafer-start growth at 6-9 percent depending on the source of the research.
Our revenues grew faster than the industry average given our focus on
copper materials, which are needed for the new advanced fechnology
nodes (which represent smaller chip sizes). Wafer starts in advanced tfech-
nology nodes grow faster than older technologies because our customers
invest in new technologies to meet the increasing performance require-
ments of new consumer electronic products. The growth in wafer starts was
driven primarily by the growth in the global consumer electronics market
during the period. Revenues from our life sciences product lines increased
43.4 percent from $14.5 million to $20.8 million. Approximately one-half
of this growth was driven by new product revenues and one-half was driven
by growth in the biopharmaceutical market. Pricing changes did not have
a material impact on revenues during the period.

Gross Profit. Gross profit increased 11.2 percent to $181.6 million in
2007 from $163.4 million in 2006. Our gross margin percentage
decreased slightly during this time period from 50.1 percent in 2006 to
49.9 percent in 2007. Gross profit in our microelectronics product lines
increased 10 percent to $172.8 million in 2007 from $157.0 million in
2006. Gross profit in our life sciences product lines increased 37 percent
to $8.8 million in 2007 from $6.4 million in 2006. The gross profit mar-
gins in our microelectronics product lines were approximately 50 percent
in both 2007 and 2008, respectively. The 2007 gross profit margins in
our microelectronics product lines were negafively impacted by lower
shipment volumes in our materials packaging product lines because of
softness in the flat-panel display market in the first half of 2007, $1.1 mil-
lion of increased customs expenses on imported goods from the United
States o an overseas affiliate, and also due to the effect of a manufactur-
ing defect in this product line in the first half of 2007. The 2006 gross
profit margins in our microelectronics product lines were positively
impacted by the effect of a one-time $1.4 million recovery of value-
added-tax (“VAT") by our Japanese subsidiary related to 2005. Gross
profit margins in our life sciences product lines decreased by approxi-

mately 200 basis points in 2007 to 42 percent from 44 percent in
2006. The decline in life sciences gross profit margins was primarily due
to raw materials price increases that could not be passed on to cus-
tomers (unfavorable impact of approximately 125 basis points) and
unfavorable product mix and manufacturing inefficiencies (unfavorable
impact of approximately 75 basis points).

Research and Development Expenses. R&D increased 14.0 percent to
$29.9 million in 2007 from $26.2 million in 2006. The increase in R&D
spending was primarily attributable to collaborative research activities
with a strategic investment partner related to cleans chemistries and the
development of new products such as RegenSi, AutoClean, and CMPlicity.
Although R&D spending increased 14.0 percent in dollar terms, it
remained relatively flat as a percentage of revenues at 8.2 percent in
2007 compared to 8.0 percent in 2006.

Selling, General, and Administrative Expenses. SG&A increased 10.1
percent to $99.2 million in 2007 from $90.1 million in 2006, which was
below the 11.7 percent growth rate of revenues. SG&A, as a percentage
of revenues decreased slightly to 27.3 percent in 2007 compared to 27.7
percent in 2006. Despite a $0.9 million reduction in equity-based com-
pensation expense from true ups associated with forfeitures and resulting
changes in the forfeiture rate estimates for future periods, SG&A grew by
$9.1 million in 2007 compared to 2006, primarily because of increased
employee-related costs, as salaries increased $4.6 million and benefits
increased $0.9 million. Other cost increases included consultants and
professional services of $1.2 million, depreciation on facilities of $1.0
million, and legal fees of $1.1 million.

Operating Income. Operating income increased 11.7 percent to
$52.5 million in 2007, or 14.4 percent of revenues, from $47.0 million
in 2006, or 14.4 percent of revenues. These changes are from a variety
of factors, as noted above.

Interest Income. Interest income decreased to $7.7 million in 2007
from $8.4 million in 2006. The decrease is primarily from lower invested
cash and marketable securities balances resulfing from cash used to
repurchase shares of the Company’s common stock and a shift o lower-
yielding tox-exempt securities.

Provision for Income Taxes. In 2006, we reduced our income tax provi-
sion by $1.7 million, by reversing previously established reserves, as a
result of the lapse of the applicable statute of limitations. Aside from the
2006 tax adjustment mentioned above, the primary driver for the increase
in the provision for income taxes in 2007 versus 2006 was the increase in
income. The effective tax rate for 2007 was 31.8 percent compared fo an
effective tax rate of 28.5 percent in 2006. The 2007 effective tax rate of
31.8 percent differs from the Federal statutory rate of 35.0 percent prima-
rily due to foreign income taxes and tax-exempt income, partially offset by
state income taxes. The 2006 effective tax rate of 28.5 percent differs from
the Federal statutory rate of 35.0 percent primarily due to the recognition
of $1.7 million in tax benefits (which represents approximately 300 basis
points), foreign income taxes, tox-exempt income, extra-territorial income
(“ETI") exclusion benefits, partially offset by stafe income taxes. As of
December 31, 2007, the Company had a net deferred tax asset of $4.3
million, primarily from temporary differences {book versus tax), state tax
credit carryforwards, and state net operating loss carryforwards.
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Liquidity and Capital Resources

We assess liquidity in terms of our ability to generate cash to fund our
operating and investing acfivifies. Of particular importance fo the man-
agement of liquidity are cash flows generated by operating acfivities, cash
used for capital expenditures, cash used to repurchase common stock,
and cash obtained through lines of credit.

Until required for use in the business, we invest our cash reserves in
bank deposits, certificates of deposit, money market securifies, govern-
ment and government-sponsored bond obligations, and other interest-
bearing marketable debt instruments in accordance with our investment
policy. The value of these securities may be adversely affected, which
could impact our financial position and our overall liquidity. In particular,
the value of our investments may be adversely affected by increases in
interest rates, instability in the global financial markets that reduces the
liquidity of securities included in our portfolio, and by other factors which
may result in other-than-temporary declines in value of the investments.
Each of these events may cause us to record charges to reduce the car-
rying value of our investment porffolio or sell investments for less than our
acquisition cost. We attempt to mitigate these risks with the assistance of
our investment advisors by investing in high-quality securities and contin-
vously monitoring the overall risk profile of our portfolio. We also main-
tain a well-diversified portfolio that limits our credit exposure through
concentration limits set within our investment policy.

We have financed our operating needs, capital expenditures, and share
buyback through cash flows from our operations, lines of credit, and exist-
ing cash. We expect to finance our current and planned operating require-
ments principally through cash from operations, as well as existing cash
resources. We believe that these funds will be sufficient to meet our oper-
ating requirements for the foreseeable future. However, we may, from time
fo fime, seek additional funding through a combinafion of additional
equity and debt financings or from other sources. Due to the current state
of the credit markets, we are not able to predict with any certainty whether
we could obtain debt or equity financing to provide additional sources of
liquidity, should the need arise, at favorable rates or at all.

We confinue to invest in R&D to provide future sources of revenue
through the development of new products, as well as through additional
uses for existing products. We consider R&D and the development of new
products and technologies an infegral part of our growth strategy and a
core competency of the Company. Likewise, we continue to make capital
expenditures in order to expand and modemize manufacturing facilities
around the globe and to drive efficiencies throughout the organization.
Additionally, management considers, on a continuing basis, pofential
acquisitions of strategic technologies and businesses complementary fo
the Company’s current business.
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A summary of our cash flows follows (in thousands):

Year Ended December 31, 2008 2007

Cash provided by (used for):
Operating activities
Investing acfivities
Financing activities
Effects of exchange rate changes on cash

$60,616 § 64,944
(52,656) 20,474
(56,541)  (53,294)
(1,600)  (913)

Net cash provided by operating acfivities decreased by $4.3 million
primarily from:

+ Decrease in net income of $7.2 million

+ Cash provided by changes in deferred income taxes of $2.0 million
compared to cash used related to changes in deferred income taxes
of $1.5 million

* Increase in cash provided by changes in accounts receivable of
$25.0 million, due to the reduction in revenues and also to fiming
of collections

* Increase in cash used related to changes in inventories of $8.7 mil-
lion, due primarily to safety stock builds in 2008 (life sciences and
SDS product lines), and revenue declines

¢ Cash used related to changes in accounts payable of $8.7 million
compared to cash provided by changes in accounts payable of $2.2
million, due primarily to timing of payments

* Cash used related to changes in income taxes payable of $5.8 mil-
lion compared to cash provided by changes in income taxes payable

of $3.9 million.

Net cash used by investing activities increased $73.1 million

primarily from:

* Increase in capital spending of $15.4 million, primarily because
of the purchase of research tools used in our high productivity
development activities

* Increase in acquisitions of $33.1 million, due to the $27.7 million
purchase of Levech, Inc. and $5.4 million paid for certain assets
acquired from Artelis

* Increase in cash paid for cost-basis and equity-basis investments of
$6.7 million {$10 million investment in Infermolecular in 2008}

» Decrease in net cash proceeds from purchases and sales of marketable
securities of $17.7 million.

Net cash used for financing activities increased by $3.2 million
primarily from:
* Decrease of $12.6 million in proceeds from stock option exercises
in 2008

¢ Decrease in freasury stock purchases of $9.2 million.



Summary of Contractual Obligations

This is a summary of consolidated debt, lease, purchase, and other obligations at December 31, 2008 (see Notes 4, 7, 9, 10, and 15 of the

Consolidated Financial Statements {in thousands):

Payments Due by Period

Less than

Contractual obligations: Total 1 Year 1-3 Years 4-5 Years Thereatter
Capital leases $ 156 $ 75 $ 8l $ — $ —
Operating leases 8,396 3,577 3,970 849 —
Purchase obligations:

Inventory purchases 1,895 1,895 — — —

Capital expenditures {1) 5,464 5,464 — — —

Other ) 12,495 12,495 — — —
Total purchase obligations 19,854 19,854 — — —
Standby Letters of Credit 4,600 — 4,600 — —
Line of Credit 1,102 1,102 — — —
Other long-term liabilities (3) 3,918 — 3,550 — 368
Total debt, lease, purchase, and

other long-term liability obligations $38,026 $24,608 $12,201 $849 $368

(1) Includes $4.2 million commitment to purchase HPC tool for research and development.
(2) Includes $7.9 million commitment to purchase services associated with a strategic alliance partner.
(3} Includes $3.4 million of asset refirement obligations.

Off-Balance Sheet Arrangements

ATM! has entered into a pledge agreement with Anji Microelectronics
Co., Ltd. (“Anji”) for the issuance of a standby letter of credit up to $4.6
million in order to assist Anji in securing bank financing, which is 1o
expire no later than June 30, 2010. The standby lefter of credit has been
secured by Aniji's assets and additional equity inferests in Anii's operat-
ing subsidiaries. As of December 31, 2008, Anji has drawn down $2.8
million against the line of credit secured by the letter of credit. ATMI
would be obligated to perform against this letter of credit in the event of
Anji's nonperformance.

Operations Outside the United States

For the years ended December 31, 2008, 2007, and 2006, sales out-
side the United States, including Asia and Europe, accounted for 77.3 per-
cent, 76.7 percent, and 68.1 percent, respectively, of the Company’s
revenues. Sales to Taiwan for the years ended December 31, 2008, 2007,
and 2006 were 23.5 percent, 24.5 percent, and 20.7 percent, respec-
fively, of the Company’s revenues. Sales fo Japan for the years ended
December 31, 2008, 2007, and 2006 were 12.7 percent, 12.6 percent,
and 14.4 percent, respecfively, of the Company’s revenues. Sales fo South
Korea for the years ended December 31, 2008, 2007, and 2006 were 13.8
percent, 13.5 percent, and 11.2 percent, respectively, of the Company's rev-
enues. Management anticipates that the Company’s sales outside the United
States will continue to account for a significant percentage of total revenues.

The Company has wholly-owned subsidiaries in Taiwan, Singapore,
Ching, Japan, and Germany where the Company sells and services sev-
eral product lines. The Company also has a wholly-owned subsidiary in
South Korea that manufactures, sells, and distributes materials packaging,
materials delivery equipment, and thin-film materials to the semiconductor
and flat-panel display markets in South Korea. In addition, the Company
has a wholly-owned subsidiary in Belgium where it manufactures and sells
high-purity materials packaging products.

Cautionary Statements Under the Private Securities
Litigation Reform Act of 1995
Forward-Looking Statements

Disclosures included in this Annual Report contain “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. Forward-looking statements may be identified by
words such as “anticipate,” “plan,” “believe,” “seek,” “estimate,”
“expect,” “could,” and words of similar meanings and include, without
limitation, statements about the expected future business and financial per-
formance of ATMI such as financial projections, expeciations for demand
and sales of new and existing products, customer and supplier relation-
ships, research and development programs, market and technology
opportunities, infernational trends, business strategies, business opportuni-
ties, objectives of management for future operations, microelectronics
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industry (including wafer start) growth, and trends in the markets in which
the Company participates. Forward-looking statements are based on
management’s current expectations and assumptions, which are inher-
ently subject fo uncertainties, risks, and changes in circumstances that
are difficult fo predict. Investors and others should consider the caution-
ary statements and risk factors discussed on Form 10-K. Actual outcomes
and results may differ materially from these expectations and assumptions
because of changes in polifical, economic, business, competitive, mar-
ket, regulatory, and other factors. ATMI underiakes no obligation to
update publicly or review any forward-looking statements, whether as a
result of new information, future developments or otherwise, except as
required by law.

Quantitative and Qualitative Disclosures about Market Risk
Inferest Rofe Risk

As of December 31, 2008, the Company’s cash and cash equivalents
and marketable securities included bank deposits, certificates of deposit,
money market securities, and government and government-sponsored
bond obligations. As of December 31, 2008, an increase of 100 basis
points in interest rates on securifies with maturifies greater than one year
would reduce the fair value of the Company’s marketable securities port-
folio by approximately $0.4 million. Conversely, a reduction of 100 basis
points in interest rates on securifies with maturities greater than one year
would increase the fair value of the Company’s marketable securities
portfolio by approximately $0.4 million.

Foreign Currency Exchange Risk

Most of the Company’s sales are denominated in U.S. dollars and as
a result, the Company doesn’t have any significant exposure to foreign
currency exchange risk with respect to sales made. Approximately 28 per-
cent of the Company's revenues for the year ended December 31, 2008
were denominated in Japanese Yen (“JPY”), Korean Won, and Euros, but
a majority of the product is sourced in U.S. dollars. Management period-
ically reviews the Company’s exposure fo currency fluctuations. This
exposure may change over fime as business practices evolve and could
have a material effect on the Company’s financial results in the future.
We use forward foreign exchange contracts to hedge specific exposures
relating to intercompany payments and anticipated, but not yet commit-
ted, intercompany sales (primarily parent company export sales to sub-
sidiaries at pre-established U.S. dollar prices). The terms of the forward
foreign exchange contracts are generally mafched o the underlying
transaction being hedged, and are typically under one year.

Because such contracts are directly associated with identified transac-
tions, they are an effective hedge against fluctuations in the value of the
foreign currency underlying the fransaction. We recognize in earnings
{Other income (expense), nef) changes in the fair value of all derivatives
designated as fair value hedging instruments that are highly effective and
recognize in accumulated other comprehensive income any changes in
the fair value of all derivatives designated as cash flow hedging instru-
ments that are highly effective and meet the other related accounting
requirements. We generally do not hedge overseas sales denominated in
foreign currencies or translation exposures. Further, we do not enter into
derivative instruments for trading or speculative purposes and all of our
derivatives were highly effective throughout the periods reported.
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At December 31, 2008, we held forward foreign currency exchange
contracts designated as fair value hedges with notional amounts totaling
$3.9 million, which are being used to hedge recorded foreign denomi-
nated liabilities and which will be settled in JPY. Holding other variables
constant, if there were a 10 percent decline in foreign exchange rates for
the JPY, the fair market value of the JPY contracts outstanding o
December 31, 2008 would decrease by approximately $0.5 million,
which would be expected to be fully offset by foreign exchange gains on
the amounts being hedged. The effect of an immediate 10 percent
change in other foreign exchange rates would not be expected to have a
material effect on the Company’s future operating results or cash flows.

Changes in Market Risk

Global credit and financial markets have been experiencing extreme
disruptions in recent months, including severely diminished liquidity and
credit availability, declines in consumer confidence, declines in economic
growth, increases in unemployment rates, and uncertainty about eco-
nomic stability. There can be no assurance that there will not be further
deterioration in credit and financial markets and confidence in economic
conditions. These economic uncertainties affect businesses such as ours
in a number of ways, making it difficult to accurately forecast and plan
our future business activities. The current tightening of credit in financial
markets may lead consumers and businesses to postpone spending,
which may cause our customers to delay their future orders with us. In
addition, financial difficulties experienced by our suppliers or distributors
could result in product delays, increased accounts receivable defaults,
and invenfory challenges. We are unable to predict the likely duration
and severity of the current disruptions in the credit and financial markets
and adverse global economic conditions, and if the current uncertain
economic conditions continue or further deteriorate, our business and
results of operations could be materially and adversely affected.

Controls and Procedures
Conclusion Regarding the Effectiveness of Disclosure Controls
and Procedures

Our management, with the participation of our Chief Executive Officer
(“CEQ") and Chief Financial Officer (“CFO”), has evaluated the effective-
ness of our disclosure controls and procedures {as such term is defined in
Rules 13a-15(e) and 15d-15(e) under the Exchange Act) as of the end of
the period covered by this Annual Report. There are inherent limitations fo
the effectiveness of any system of disclosure controls and procedures,
including the possibility of human error and the circumvention or overrid-
ing of the controls and procedures. Accordingly, even effective disclosure
controls and procedures can only provide reasonable assurance of achiev-
ing their control objectives. Based upon this evaluation, our CEO and
CFO concluded that, as of the end of the period covered by this Annual
Report, our disclosure controls and procedures were effective in that they
provided reasonable assurance that the information we are required to
disclose in the reports we file or submit under the Exchange Act is
recorded, processed, summarized, and reported within the time periods
specified in the applicable rules and forms, and that it is accumulated and
communicated to our management, including our CEO and CFO, as
appropriate, o allow timely decisions regarding required disclosure.



Stock Performance

The following graph compares the cumulative total stockholder return on the Company’s Common Stock with the return on the Total Return Index for
the Nasdaq Global Select Market (U.S.) and the Nasdaq Electronic Components Stock Index. The measurement assumes a $100 investment as of
December 31, 2003 with all dividends, if any, reinvested. The data presented are on an annual basis for the five years ended December 31, 2008. The
performance shown is not necessarily indicative of future performance.
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TOTAL RETURN CALCULATION
Relative Stock Performance
Nasdag Nasdagq Electronic
Date Index Components Stocks ATMI
12/31/03 100.000 100.000 100.000
12/31/04 108.835 79.089 97.070
12/30/05 111.155 78.361 120.508
12/29/06 122.109 86.145 131.538
12/31/07 132.420 96.582 138.949
12/31/08 63.803 52.093 66.480
PRICE RANGE OF COMMON STOCK
Fiscal Year Ended December 31, 2008
High Low
1st Quarter $32.53 $25.40
2nd Quarter 3.1 27.00
3rd Quarter 28.18 15.02
4th Quarter 17.81 8.70
Fiscal Year Ended December 31, 2007
High Low
1st Quarter $35.00 $29.42
2nd Quarter 32.49 29.17
3rd Quarter 36.05 27.51
4th Quarter 34.57 28.90

As of January 30, 2009, there were approximately 163 holders of record of the common stock.
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Consolidated Balance Sheets

(in thousands, except per share data)

December 31, 2008 2007
ASSETS
Current assets:
Cash and cash equivalents $ 54,626  $104,807
Marketable securities, current portion 37,739 88,890
Accounts receivable, net of allowances of $958 and $670, respectively 42,229 61,405
Inventories, net 55,986 48,885
Income taxes receivable 4,847 1,104
Deferred income taxes 6,947 5,199
Prepaid expenses and other current assets 15,585 17,133
Total current assets 217,959 327,423
Property, plant, and equipment, net 136,425 106,171
Goodwill 33,355 13,730
Other intangibles, net 27,202 17,407
Marketable securities, non-current 3,655 —
Deferred income taxes, non-current 1,581 —
Other long-term assefs 32,887 27,510
Total assets $ 453,064  $492,241
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable $ 12,867 $ 22,735
Accrued liabilities 5,277 8,380
Accrued salaries and related benefits 6,445 10,961
Income taxes payable 635 2,647
Loans and notes payable, current 1,102 —
Other current liabilities 1,538 2,479
Total current liabilities 27,864 47,202
Deferred income taxes, non-current 5,469 912
Other long-term liabilities 10,834 9,744
Commitments and contingencies (Note 15)
Stockholders” equity:
Preferred stock, par value $.01 per share: 2,000 shares authorized; none issued — —
Common stock, par value $.01 per share: 100,000 shares authorized; 39,199 and 38,981
issued and 31,268 and 33,164 outstanding in 2008 and 2007, respectively 392 390
Additional paid-in capital 421,040 412,423
Treasury stock at cost (7,931 and 5,817 shares in 2008 and 2007, respectively) (227,101)  (168,844)
Retained earnings 214,300 180,973
Accumulated other comprehensive income 266 9,441
Total stockholders’ equity 408,897 434,383
Total liabilities and stockholders’ equity $ 453,064  $492,24)

See accompanying notes.
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Consolidated Statements of Income

(in thousands, except per share data)

Year Ended December 31, 2008 2007 2006
Revenues $339,063 $364,088  $325,913
Cost of revenues 172,551 182,480 162,530
Gross profit 166,512 181,608 163,383
Operating expenses:
Research and development 37,809 29,879 26,217
Selling, general, and administrative 88,781 99,227 90,149
Total operating expenses 126,590 129,106 116,366
Operating income 39,922 52,502 47,017
Interest income 3,126 7,689 8,353
Impairment of investments (3,432) — (260)
Other income (expense), net 530 (788) 746
Income before income faxes 40,146 59,403 55,856
Provision for income taxes 6,819 18,864 15,895
Net income $ 33,327 $ 40,539 § 39,961
Earnings per common share—basic $1.06 $1.19 $1.11
Weighted-average shares outstanding—basic 31,447 34,169 36,083
Earnings per common share—diluted $1.04 $1.16 $1.08
Weighted-average shares outstanding—diluted 32,078 35,093 36,859

See accompanying nofes.
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Consolidated Statements of Stockholders” Equity

Accumulated
Deferred Other
Equity- Compre-
Additional Based hensive
Common ~ Paidin ~ Compen-  Treasury Retained Income
(in thousands) Stock Capital sation Stock Eornings {Loss) Total
Balance at December 31, 2005 $ 379  $367,393 §(5506) $ (12,118)  $100,473  § 2,099 $452,720
Issuance of 663 shares of common stock pursuant
to the exercise of employee stock options 6 14,087 — — — —_ 14,093
Issuance of 85 shares of common stock pursuant
to the employee stock purchase plan i 1,770 — — — — 1,771
Purchase of 3,163 treasury shares — — — (88,187) — — (88,187)
Reclassification of deferred equity-based compensation — (5506) 5,506 —
Equity-based compensation — 9,364 — — — - 9,364
Income tax benefit from equity-based compensation — 2,235 — — - — 2,235
Other (3) 3 — - — - —
Net income - — - — 39,961 — 39,961
Reclassification adjustment related to marketable securities sold
in unrealized gain position, net of $321 tax provision - — — — — 547 547
Change in fair value on available-for-sale securities,
net of deferred income tax of $800 — — — — — 178 178
Change in fair value of derivative financial instruments,
net of deferred income tax of $105 — - - — - — -
Cumulative translation adjustment — — — — — 2,814 2,814
Comprehensive income — — - — _ — 43,500
Balance at December 31, 2006 383 389,346 —  (100,305) 140,434 5,638 435,496
Issuance of 589 shares of common stock pursuant
to the exercise of employee stock options 6 13,692 — — — — 13,698
Issuance of 17 shares of common stock pursuant
to the employee stock purchase plan 1 498 — — — —_ 499
Purchase of 2,224 treasury shares — — — (68,539) — — (68,539)
Equity-based compensation — 7,598 — — - - 7,598
Income tax benefit from equity-hased compensation - 1,289 — — — — 1,289
Net income — — — — 40,539 — 40,539
Reclassification adjustment related to marketable securities sold
in unrealized loss position, net of $694 tax provision — — — — — 1,182 1,182
Change in fair value on available-for-sale securities,
net of deferred income tax of $800 - — — _— — 186 186
Change in fair value of derivative financial instruments,
net of deferred income fox of $46 — - - — — 78 78
Cumulative translation adjustment - — — — — 2,357 2,357
Comprehensive income — — — — — — 44,342
Balance at December 31, 2007 390 412,423 —  (168,844) - 180,973 9,441 434,383
Issuance of 60 shares of common sfock pursuant
to the exercise of employee stock options 1 1,318 - - — - 1,319
Issuance of 15 shares of common stock pursuant - 324 - — - - 324
to the employee stock purchase plan
Purchase of 2,113 treasury shares — - - (58,257) - —_ (58,257
Equity-based compensation — 6,700 - - — - 6,700
Income fax benefit from equity-based compensation —_ 276 - - - - 276
Other (1) - - - - -
Net income - — — - 33,327 - 33,327
Reclassification adjustment related to marketable securities sold
in unrealized gain position, net of $925 tax provision — - - - - (1,574) (1,574)
Change in fair value on available-for-sale securities,
net of deferred income tax of $938 — - - - - {1,598) (1,598)
Reclassification adjustment to earnings related to derivative
financial instruments, net of deferred income tox of $46 — - - - - (78) (78)
Cumulative translation adjustment - — — — — (5,925) {5,925)
Comprehensive income — - - —_ - - 24,152
Balance at December 31, 2008 $ 392 $421,040 $ — $(227,101) $214,300 $ 266  $408,897

See accompanying notes.
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Consolidated Statements of

(in thousands)

Cash Flows

Year Ended December 31, 2008 2007 2006
Operating activities
Net income $ 33,327 $ 40,539 § 39,961
Adjustments to reconcile net income to cash provided by operating activities:
Depreciation and amortization 24,141 21,795 20,764
Provision for bad debts 300 — -
Provision for inventory obsolescence 1,544 856 1,480
Deferred income faxes 2,039 (1,507) {2,279)
Income tax benefit from share-based payment arrangements 276 1,289 2,235
Excess tax benefit from share-based payment arrangements (241) (974) (660)
Equity-based compensation expense 6,700 7,598 9,364
Realized gain on sale of marketable securifies (1,967) — —
Loss from equity-method investments 649 989 361
Impairment of investments 3,432 — 260
Impairment of property, plant, and equipment 177 815 153
Other 29 98 (375)
Changes in operating assets and liabilities, net of effect of acquisitions:
Accounts receivable 20,608 (4,386) (7,980
Inventories (9,489) (760) (7,749)
Other assets 2,579 (8,563) 2,535
Accounts payable (8,698) 2,163 8,095
Accrued expenses (7,821) (8,412) (1,703)
Income faxes (5,755) 3,868 (2,445)
Other liabilities (1,214) 9,536 15
Net cash provided by operating adfivities 60,616 64,944 62,032
Investing activities
Capital expenditures {50,621) (35,271) (27,560)
Proceeds from the sale of property, plant, and equipment 26 347 362
Acquisitions of cost-basis and equity-basis investments (10,000} (3,301) (2,578)
Acquisitions, net of cash acquired (33,091) — —
Proceeds from sale of a cost-basis investment — — 298
Purchases of marketable securities (44,856) {240,1017) (179,901)
Proceeds from sales or maturities of marketable securities 85,886 298,800 261,790
Net cash (used for) provided by investing activities (52,656) 20,474 52,411
Financing activities
Excess tax benefit from share-based payment arrangements 241 974 660
Purchases of treasury stock {59,234) (68,400) (88,191)
Proceeds from exercise of stock options 1,643 14,195 15,863
Credit line borrowings 13,917 — —
Credit line repayments (12,815 — —
Other (293) (63) (92)
Net cash used for financing activities (56,541) {53,294) (71,760)
Effects of exchange rate changes on cash and cash equivalents (1,600) (913) (38)
Net (decrease) increase in cash and cash equivalents (50,181) 31,211 42,645
Cash and cash equivalents, beginning of year 104,807 73,596 30,951
Cash and cash equivalents, end of year $ 54,626 $104,807 $ 73596
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash interest paid $ 229 $ 46 $ 29
Cash income taxes paid $ 14,109 $ 13,993 § 18,830

See accompanying nofes.
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Notes to Consolidated Financial Statements

1. ORGANIZATION AND SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES

Description of Business

ATMI, Inc. (the “Company,” “ATMI,” or “we") believes it is-among the
leading suppliers of high performance materials, materials packaging, and
materials delivery systems used worldwide in the manufacture of microelec-
tronics devices. Our producs consist of “front-end” semiconductor per-
formance materials, sub-atmospheric pressure gas delivery systems for safe
handling and delivery of foxic and hazardous gases to semiconductor
process equipment, high-purity materials packaging, and dispensing sys-
tems that allow for the reliable introduction of low volatility liquids and
solids to microelecironics and biopharmaceutical processes. ATMI targets
both semiconductor and flat-panel display manufacturers, whose products
form the foundation of microelectronics technology rapidly proliferating
through the consumer products, information fechnology, automofive, and
communications industries. The market for microelectronics devices has his-
forically grown and is continually changing, which drives demand for new
products and fechnologies at lower cost. ATMI's obiective is to meet the
demands of microelectronics manufacturers with solutions that maximize
the efficiency of their manufacturing processes, reduce capital costs, and
minimize the fime to ramp new processes and deliver new products. ATMI’s
customers include many of the leading semiconductor and flat-panel dis-
play manufacturers in the world who target leading-edge technologies.
ATMI also addresses an increasing number of critical materials handling
needs for the life sciences markets. Qur proprietary containment, mixing,
and bioreactor technologies are sold to the biotechnology and laboratory
markets, which we believe offer significant growth potential.

Consolidation

The consolidated financial statements include the accounts of all sub-
sidiaries where control exists. Equity investments generally consist of 20
percent to 50 percent-owned operations where the Company exercises
significant influence. Operations less than 20 percent owned, where the
Company does not exercise significant influence, are generally carried ot
cost. Earnings from equity investments are reported, net of income taxes,
within the caption, “Other income (expense), net” on the Consolidated
Statements of Income. Intercompany transactions have been eliminated.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally
accepted accounting principles (“GAAP”) requires management to make
esfimates and assumptions that affect the reported amounts of assets, liabil-
ities, revenues, and expenses. While actual results could differ, management
believes such estimates to be reasonable.
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Revenue Recognition and Accounts Receivable

We recognize revenue in accordance with SEC Staff Accounting Bullefin
No. 104, Revenue Recognition (“SAB 104"), which requires that four basic
criteria must be met before revenue can be recognized: (1) persuasive evi-
dence of an arrangement exists; (2) delivery has occurred or services have
been rendered; (3) the fee is fixed or determinable; and (4) collectibility is
reasonably assured. Revenues from product sales are generally recognized
upon delivery to a common carrier when terms are equivalent fo free-on-
board (“FOB") origin and upon receipt by a customer when ferms are
equivalent to FOB destination. In instances where final acceptance of
equipment is specified by the purchase agreement, revenue is deferred
until all acceptance criteria have been satisfied. Should changes in condi-
tions cause management fo determine these criteria are not met for cer-
tain future fransactions, revenue recognized for any reporting period could
be adversely affected. We accrue for sales refurns, warranty costs, and
other allowances based on a current evaluation of our experience based
on sfated terms of the transactions.

The Company uses an exclusive contract manufacturer (Matheson Tri-
Gas), which is also an exclusive distribution partner, for the manutacture
and distribution of its SDS products (the “Licensed Products”). Under the
terms of the manufacturing agreement, ATMI refains the right to manu-
facture 25 percent of all Licensed Products, while the contract manufac-
turer has the right to manufacture 75 percent of all Licensed Producis.
Upon complefion of manufacture, ATMI purchases all Licensed Products
produced by the contract manufacturer. Under the terms of the distribu-
fion agreement, ATMI receives payment from the distributor based upon
a formula which is dependent on the sale price obtained by the disfribu-
tor o its customer. ATMI recognizes revenue from the sale of Licensed
Products fo this distribution partner when the distributor sells the Licensed
Products 1o ifs customers, because that is when the sales price becomes
fixed and deferminable by the Company. During the years ended
December 31, 2008, 2007, and 2006, ATMI recognized $83.8 million,
$86.4 million, and $77.5 million of revenues from this distributor, respec-
tively. During the years ended December 31, 2008, 2007, and 2006,
ATMI recognized revenues from a Taiwanese foundry of $36.6 million,
$38.9 million, and $24.4 million, respectively.

Billings to customers for shipping and handling are included in rev-
enues. Costs incurred for shipping and handling of products are charged
to cost of revenues. Credit is extended fo customers based on an evalua-
tion of each customer’s financial condition; generally, collateral is not
required. However, given the current economic environment, several cus-
tomers have been put on cash ferms. Revenues are presented in the con-
solidated financial statements net of sales allowances and discounts.
Accounts receivable are presented in the consolidated financial statements
net of the allowance for doubtful accounts. Taxes collected from customers
and remitted to governmental authorities are presented on a net basis; that
is, they are excluded from revenues.



Allowance for Doubtful Accounts

The allowance for doubtful accounts is established to represent our best
estimate of the net realizable value of the outstanding accounts receivable
balances. We estimate our allowance for doubtful accounts based on past
due amounts and historical write-off experience, as well as frends and fac-
tors surrounding the credit risk of the markets we operate in and the finan-
cial viability of specific customers. In an effort to identify adverse frends,
we assess the financial health of the markets we operate in and perform
periodic credit evaluations of our customers and ongoing reviews of
account balances and agings of receivables. Amounts are considered past
due when payment has not been received within the time frame of the
credit terms extended. Write-offs are charged directly against the
allowance for doubtful accounts and occur only after all collection efforts
have been exhausted.

Concentrations of Credit Risk

Financial insiruments that potentially subject the Company to signifi-
cant concentrations of credit risk consist primarily of cash and cash equiv-
alents, marketable securities, accounts receivable, and currency forward
exchange contracts. The Company invests its cash and cash equivalents
and marketable securities in U.S. Government and municipal debt obli-
gations and other corporate debt obligations. The Company had
amounts due from two customers that accounted for approximately 39
percent and 40 percent of accounts receivable ot December 31, 2008
and 2007, respectively.

Research and Development
Costs associated with the development of new products and improve-
ments to existing products are charged to expense as incurred.

Cash and Cash Equivalents and Marketable Securities

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

We account for marketable securities in accordance with Statement of
Financial Accounting Standards (“SFAS”) No. 115, Accounting for Certain
Investments in Debt and Equity Securifies, as amended by FASB Staff
Position FAS 115-1 and FAS 124-1, The Meaning of Other-Than-Temporary
Impairment and Its Application to Certain Investments, (“FSP 115-17).
FSP115-1 provides guidance on defermining when investments in certain
debt and equity securifies are considered impaired, whether that impair-
ment is other-than-femporary, and on measuring such impairment loss. FSP
115-1 also includes accounting considerations subsequent to the recogni-
tion of other-than-temporary impairment losses and requires certain disclo-
sures about unrealized losses that have not been recognized as
other-than-temporary impairments. All of the Company’s marketable secu-
rities are classified as available-for-sale as of the balance sheet date and
are reported at fair value, with unrealized gains and losses included in stock-
holders’ equity as a component of accumulated other comprehensive
income, net of applicable faxes. Marketable securities that are in a temporar-
ily impaired position, where management has the ability and intent to hold
until anticipated recovery or maturity, are classified as either current or non-
current based on the remaining contractual maturity of the security. Those
securities in a temporarily impaired position with contractual maturifies
greater than one year are classified as non-current.

At December 31, 2008 and 2007, the Company held fime deposits of
$9.5 million and $10.7 million, respectively, in South Korea which were
classified as marketable securities.

Non-marketable Equity Securities

We selectively invest in non-marketable equity securities of private com-
panies, which range from early-stage companies that are offen still defining
their strategic direction to more mature companies whose products or fech-
nologies may directly support an ATMI preduct or initiative. At December 31,
2008, the carrying value of our portfolio of strategic investments in non-
markefable equity securities totaled $22.4 million ($15.4 million in 2007),
of which $13.2 million are accounted for at cost (§5.4 million in 2007),
and $9.2 million are accounted for using the equity method of accounting
($10.0 million in 2007). Non-marketable equity securifies are included in
the consolidated balance sheets under the caption “Other long-term
assefts.” ATMI's share of the income or losses of all equity-method investees,
using the most current financial information available, which is one month
behind ATMI's normal closing date, is included in our results of operations
from the investment date forward.

We review our investments quarterly for indicators of impairment; how-
ever, for non-marketable equity securities, the impairment analysis may
require significant judgment to identify events or circumstances that would
likely have a significant adverse effect on the fair value of the investment.
The indicators that we use to identify those events or circumstances
include (a) the investee's revenue and earnings trends relative to prede-
fined milestones and overall business prospects; (b) the technological fea-
sibility of the investee’s products and technologies; (c) the general market
condifions in the investee's industry or geographic areq, including
adverse regulatory or economic changes; (d) factors related to the
investee's ability to remain in business, such as the investee’s liquidity,
and the rate at which the investee is using its cash; and (e) the investee’s
receipt of additional funding at a lower valuation.

Investments identified as having an indicator of impairment are subject
to further analysis to determine if the investment is other-than-temporarily
impaired, in which case we write the investment down to its fair value,
using the framework established by SFAS No. 157, Fair Value
Measurements. When an investee is not considered viable from a finan-
cial or technological point of view, we write down the enfire investment
since we consider the estimated fair market value to be nominal. If an
investee obtains additional funding at a valuation lower than our carrying
amount or requires a new round of equity funding fo stay in operation and
the new funding does not appear imminent, we presume that the invest-
ment is other-than-femporarily impaired, unless specific facts and circum-
stances indicate otherwise. We recognized a $1.6 million impairment in
our portfolio of non-marketable equity securities in 2008 (none in 2007
and $0.3 million in 2006). Recognized losses associated with investment
impairments are included in the consclidated statements of income under
the caption “Impairment of investments.”
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In July 2005, ATMI purchased 30 percent of the outstanding common
stock of Anji Microelectronics Co., Ltd. {“Anji"), an entity in the develop-
ment stage of researching and developing advanced semiconductor mofe-
rials with primary operations in Shanghai, China. We have defermined that
Anji is a variable interest enfity, in accordance with Financial Accounting
Standards Board (“FASB”) Interpretation No. 46{R), Consolidation of
Variable Interest Entities, (“FIN No. 46(R)"). However, we have deter-
mined that we are not the primary beneficiary of Anji because we are not
expected fo absorb the majority of the expected losses, nor would ATMI
receive a majority of the expected residual returns. ATMI accounts for
this investment using the equity method of accounting. The carrying
value of ATMI's investment in Anji exceeds ATMI's share of Anji’s net
assets by approximately $5.6 million. The carrying value of our invest-
ment in Anji represents the cash paid, less our share of the losses, and
pursuant fo an independent valuation obtained, the excess purchase
price over the underlying net assets is deemed to be goodwill. Af
December 31, 2008, the fair value of a guarantee ATMI provided on
behalf of Anji was $0.2 million (see Note 15), and our maximum expo-
sure fo loss is $8.8 million, and consists of $6.0 million of our carrying
value in this investment, plus $2.8 million outstanding under Anji's bank
line of credit, which is guaranteed by ATMI.

Inventories

Inventories are stated at the lower of cost or market, using the first-in, first-
out {("FIFO”) method. Inventory valuation reserves are established in order o
report inventories at the lower of cost or market value on our Consolidated
Balance Sheets. The determination of inventory valuation reserves requires
management to make estimates and judgments on the future salability of
inventories. Valuation reserves for excess, obsolete, and slow-moving inven-
fory are esfimated by comparing the inventory levels of individual parts fo
both future sales forecasts or production requirements and historical usage
rates in order to identify inventory where the resale value or replacement
value is less than inventory cost. Other factors that management considers
in determining these reserves include whether individual inventory parts or
chemicals meet current specifications and cannot be subsiituted for, or
reworked into, a part currently being sold or used as a service part, overall
market conditions, and other inventory management initiatives.

As of December 31, 2008 and 2007, we had $2.4 million and $2.3

million, respectively, of inventory valuation reserves recorded.

Property, Plant, and Equipment, Net

Property, plant, and equipment are carried at cost, net of accumulated
depreciation. Depreciation is calculated on the straight-line method
based on the estimated useful lives of the assets, which range from 3 to
35 years (see Note 7). The estimated useful life represents the projected
period of fime that the asset will be productively employed by the
Company and is determined by management based on many factors,
including historical experience with similar assets and technological life
cycles. Circumstances and events relating to these assets are monitored
to ensure that changes in asset lives or impairments are identified and
prospective depreciation expense or impairment expense is adjusted
accordingly. The depreciation periods used are: buildings, 15 to 35
years; machinery and equipment, 3 to 10 years; cylinders and canisters,
7 1o 10 years; fumiture and fixtures, 5 years; and leasehold improve-
ments, over the lesser of the lease term or estimated useful life. We use
accelerated depreciation methods for fax purposes where appropriate.
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Asset-Retirement Obligations

An assef-retirement obligation (ARO”) is recognized in the period in
which sufficient information exists to defermine the fair value of the liabil-
ity with a corresponding increase to the carrying amount of the related
property, plant, and equipment which is then depreciated over its use-
ful life. The liability is initially measured at discounted fair value and
then accretion expense is recorded in each subsequent period. The
Company’s AROs are primarily associoted with two leased facilities
where we have made substantial modifications to the leased property and
we are obligated fo restore the facilifies at the end of the contractual ferm
of each lease.

Income Taxes

We adopted the provisions of FASB Interpretation No. 48, Accounting
for Uncertainty in Income Toxes—an Inferpretation of FASB Statement
No. 109 (“FIN No. 48") on January 1, 2007. FIN No. 48 provides a
comprehensive model for the recognition, measurement, and disclosure
in financial statements of uncertain income tax positions that a company
has taken or expedis to fake on a fax return. Under FIN No. 48, the
Company can recognize the benefit of an income tax position only if it is
more fikely than not (greater than 50 percent) that the tox position will be
sustained upon fax examination, based solely on the technical merits of
he fax position. Otherwise, no benefit can be recognized. The fox bene-
fits recognized are measured based on the largest benefit that has a
greater than 50 percent likelihood of being realized upon ultimate seftle-
ment. Additionally, the Company accrues inferest and related penalties, if
applicable, on all tax exposures for which reserves have been established
consistent with jurisdictional tax laws, which is included in income tox
expense. Adoption of FIN No. 48 did not result in a cumulative effect
adjustment fo retained earnings. See Note 11 for more information and
disclosures on income tfaxes.

Fair Value

Effective January 1, 2008, we adopted SFAS No. 157, Fair Value
Measurements. This statement defines fair value, establishes o framework
for measuring fair value, and expands the related disclosure requirements.
This statement applies under other accounting pronouncements that
require or permit fair value measurements. On February 6, 2008, the
FASB issued Staff Posifion (“FSP”) SFAS No. 157-2, Effective Date of FASB
Statement No. 157, which deferred the effective date of SFAS No. 157 to
fiscal years beginning after November 15, 2008, and interim periods
within those fiscal years, for all nonfinancial assets and nonfinancial liabil-
ities, except those that are recognized or disclosed af fair value in the
financial statements on a recurring basis. These nonfinancial items include
assefs and liabilifies such as reporting units measured at fair value in a
goodwill impairment test and nonfinancial assets acquired and liabilities
assumed in a business combination. On October 10, 2008, the FASB
issued Staff Position (“FSP”) SFAS No. 157-3, Determining the Fair Value
of a Financial Asset When the Market for That Asset Is Not Active. FSP SFAS
No. 157-3 does not change the fair value measurement principles of SFAS
No. 157, but rather provides guidance for the application of those meas-
urement principles in the extreme inactive markets that currently exist. The
effect of adoption of SFAS No. 157 is discussed in more detail in Note 6.



In February 2007, the FASB issued SFAS No. 159, The Fair Value
Option for Financiol Assets and Financial Liabilities—Including an amend-
ment of FASB Statement No. 115, which permits entfities to elect to meas-
ure many financial instruments and certain other items at fair value that are
not currently required to be measured at fair value. This election is irrevo-
cable. SFAS No. 159 was effective for ATMI on January 1, 2008. We did
not elect to apply the fair value option to any of our financial instruments.

See Note 6 for more information on the methods and assumptions
used to estimate the fair value of our other financial instruments.

Foreign Currency Exchange Contracts

We use forward foreign currency exchange contracts fo hedge specific
or anficipated exposures relating to intercompany payments (primarily
U.S. export sales to subsidiaries at pre-established U.S. dollar prices),
intercompany loans, and other specific and identified exposures. The
terms of the forward foreign currency exchange contracts are matched to
the underlying transaction being hedged, and are typically under one
year. Because such contracts are directly associated with identified trans-
actions, they are an effective hedge against fluctuations in the value of
the foreign currency underlying the transaction.

Changes in the fair value of derivatives designated as fair-value
hedges are recognized in earnings as an offset to the change in the fair
values of the underlying exposures being hedged. The changes in fair
value of derivatives that are designated as cash-flow hedges are deferred
in Accumulated other comprehensive income (loss) and are recognized in
eamings as the underlying hedged transaction occurs. Any ineffectiveness
is recognized in earnings immediately. We do not enter info derivative
instruments for trading or speculative purposes and all of our derivatives
were highly effective throughout the periods reported. At December 31,
2008, we did not have any cash flow hedges outstanding.

Counterparties to forward foreign currency exchange contracts are pri-
marily major banking institutions with credit ratings of investment grade or
better and no collateral is required. There are no significant risk concen-
trations. Management believes the risk of incurring losses on derivative
contracts related to credit risk is remote.

Goodwill and Other Intangible Assets

The assets and liabilities of acquired businesses are recorded under the
purchase method of accounting af their esfimated fair values at the dates
of acquisition. Goodwill represents costs in excess of fair values assigned
to the underlying net assefs of acquired businesses.

Goodwill and intangible assets deemed to have indefinite lives are not
amortized, but are subject fo annual impairment festing. The identifica-
tion and measurement of goodwill impairment involves the estimation of
the fair value of reporting units. The estimates of fair value of reporfing
units are based on the best information available as of the date of the
assessment, which primarily incorporate management assumptions about
expected future cash flows and contemplate other valuation techniques.
No goodwill impairment has been recorded to date.

Other Long-Lived Assets

We evaluate the potential impairment of other long-lived assets when
appropriate. If the carrying value of assets exceeds the sum of the undis-
counted expected future cash flows, the carrying value of the asset is writ-
ten down to fair value. We amortize acquired patenfs and other
amortizable infangible assets over their estimated useful lives. All amorti-
zable intangible assets are amortized using the straight-line method over
the esfimated useful lives of the assets, ranging from 3 to 14 years.

Translation of Foreign Currencies

We conduct business in many different currencies and, accordingly,
are subject to the inherent risks associated with foreign exchange rate
movements. The financial position and results of operations of many of
our foreign subsidiaries are measured using the local currency as the
functional currency. Foreign currency denominated assets and liabilities
are franslated info U.S. dollars ot the exchange rates existing at the
respective balance sheet dates, and income and expense items are trans-
lated ot the average exchange rates during the respective periods. The
aggregate effects of translating the balance sheets of these subsidiaries
are deferred as a separate component of Stockholders’ Equity.

Equity-Based Compensation

Awards under the Company’s equity-based compensation plans are
accounted for under the fair value recognition provisions of SFAS No. 123
(Revised 2004), Share-Based Payment {SFAS No. 123(R)}. Equity-based
compensation expense is recorded for all unvested stock options as of
January 1, 2006 and those subsequently granted and is recognized on
a straight-line basis over the stated vesting period.

Recently Issued Accounting Pronouncements

In December 2007, the FASB issued SFAS No. 141 {revised 2007),
Business Combinations {SFAS No. 141(R)), which replaces SFAS No. 141,
Business Combinations. SFAS No. 141(R} retains the underlying concepts of
SFAS No. 141 in that all business combinations are still required to be
accounted for at fair value under the acquisition method of accounting but
SFAS No. 141(R) changed the method of applying the acquisifion method
in a number of significant aspects. Acquisition costs will generally be
expensed as incurred; noncontrolling inferests will be valued at fair value ot
the acquisition date; in-process research and development will be recorded
at fair value as an indefinite-lived intangible asset at the acquisition dafe;
restructuring costs associated with @ business combination will generally be
expensed subsequent to the acquisition date; and changes in deferred tax
asset valuation allowances and: income tox uncertainties: affer the acquisi-
tion date generally will affect income tax expense. SFAS No. 141(R} is effec-
five on a prospective basis for all business combinations for which the
acquisition date is on or after the beginning of the first annual period sub-
sequent to December 15, 2008, with the exception of the accounting for
valuation allowances on deferred taxes and acquired tax contingencies.
SFAS No. T41(R) amends SFAS No. 109, Accounting for Income Taxes,
such that adjusiments made to valuation allowances on deferred taxes and
acquired tax contingencies associated with acquisitions that closed prior to
the effective date of SFAS No. 141(R) would also apply the provisions of
SFAS No. 141(R). The Company is required to apply SFAS No. 141(R),
prospectively, to business combinations occurring on or after January 1,
2009. We do not expect the changes associated with the determination
of income taxes of this new statement will have a material effect on the
defermination or reporfing of our financial results.
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In December 2007, the FASB issued SFAS No. 160, Noncontrolling
Interests in Consolidated Financial Statements—an amendment of ARB
No. 51. This statement is effective for fiscal years, and interim periods
within those fiscal years, beginning on or after December 15, 2008, with
earlier adoption prohibited. This statement requires the recognition of a
noncontrolling interest (minority interest) as equity in the consolidated finan-
cial statements and separate from the parent’s equity. The amount of nef
income attributable to the noncontrolling inferest will be included in consol-
idated net income on the face of the income statement. It also amends cer-
tain of ARB No. 51's consolidation procedures for consistency with the
requirements of SFAS No. 141(R). We do not expect that the statement will
have a material effect on the reporting of our results of operations.

In March 2008, the FASB issued SFAS No. 161, Disclosures about
Derivative Instruments and Hedging Activities, an amendment of FASB
Statement No. 133 (“SFAS No. 161”). This new standard requires
enhanced disclosures for derivative instruments, including those used in
hedging acivities. It is effective for fiscal years and interim periods begin-
ning after November 15, 2008, and will be applicable to the Company
beginning on Jonuary 1, 2009. We have concluded that it will not have
a material effect on the determination or reporting of our financial results.

In April 2008, the FASB issued FSP SFAS No. 142-3, Determination of
the Useful Life of Infangible Assets. FSP SFAS No. 142-3 amends the fac-
tors that should be considered in developing renewal or extension
assumptions used to determine the useful life of a recognized intangible
asset under SFAS No. 142, Goodwill and Other Infangible Assefs.
Previously, under the provisions of SFAS No. 142, an entity was precluded
from using its own assumptions about renewal or extension of an arrange-
ment where there was likely to be substantial cost or material modifica-
tions. FSP SFAS No. 142-3 removes the requirement of SFAS No. 142 for
an entity fo consider whether an infangible asset can be renewed without
substantial cost or material modification to the existing terms and condi-
tions and requires an entity fo consider its own experience in renewing
similar arrangements. FSP SFAS No. 142-3 also increases the disclosure
requirements for a recognized intangible asset to enable a user of finan-
cial statements fo assess the extent to which the expected future cash flows
associated with the asset are affected by the enfity’s intent or ability to
renew or extend the arrangement. FSP SFAS No. 142-3 is effective for fis-
cal years beginning after December 15, 2008 and interim periods within
those fiscal years. Early adoption is prohibited. The guidance for deter-
mining the useful life of a recognized infangible asset is applied prospec-
fively fo infangible assets acquired cfter the effective date. Accordingly,
we do not anticipate that the initial application of FSP SFAS No. 142-3
will have a material impact on the Company. The disclosure requirements
must be applied prospeciively to all infangible assets recognized as of,
and subsequent to, the effective date.
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In December 2007, the Emerging Issues Task Force (EITF) issued Issue
No. 07-1, Accounting for Collaborative Arrangements. This lssue is effec-
tive for financial statements issued for fiscal years beginning after
December 15, 2008, and inferim periods within those fiscal years, and
shall be applied retrospectively to all prior periods presented for all collab-
orative arrangements existing as of the effective date. This lssue requires
that transactions with third parties (i.e., revenue generated and costs
incurred by the pariners) should be reported in the appropriate fine item in
each company's financial statement pursuant o the guidance in EITF Issue
No. 99-19, Reporting Revenue Gross as a Principal versus Net as an
Agent. This Issue also includes enhanced disclosure requirements regard-
ing the nature and purpose of the arrangement, rights and obligations
under the arrangement, accounting policy, amount, and income statement
classification of collaboration transactions between the parties. We have
concluded that it will not have a material effect on the determination or
reporting of our financial results.

Certain 2007 and 2006 amounts in the accompanying Consolidated
Financial Statements have been reclassified to conform fo the 2008 pres-
entation. In the Consolidated Statements of Cash Flows, we have dis-
closed separately the change in Accrued expenses, which was previously
included as a component of “Other liabilities.” In the Consolidated
Balance Sheets, at December 31, 2007, $4.4 million has been reclassi-
fied from “Deferred income taxes” to “Prepaid expenses and other cur-
rent assets” because the amount relates to prepaid income taxes. The
effect of this reclassification in the Consolidated Balance Sheets appears
as a reclassification in the Consolidated Statements of Cash Flows under
the headings, “Deferred income taxes” and “Other assets,” both within
operafing activities. The effect of these reclassifications was not material
to our financial position or results of operations.

Other

As a result of the redirection of certain supply chain and operations
activities associated with the 2007 organizational changes {which we
announced in September 2007, but which didn't become effective until
January 1, 2008}, cerfain associated expenses have been realigned from
selling, general, and administrative expense (“SG&A') to cost of revenues
in 2008. These activities include those functions in two of our locations
that were previously focused on supporting and administering plant oper-
afions, whereas in the current organization, those activities have been
focused on improving our global supply chain capabilities and overall
customer satisfaction. This change reduced gross margin and SG&A as a
percentage of revenues by approximately 180 basis points, respecively.

2. INSURANCE CLAIM RECOVERIES

During 2007, a fire at a confract manufacturer in Taiwan destroyed
approximately $1.8 million of ATMI's assets, all of which has been recov-
ered from our insurers. As a result of the fire, we filed a business interrup-
tion claim with our insurance carrier during the second quarter of 2008,
and recovered $2.4 million related to this claim, which has been
recorded as an offset fo cost of revenues in our Consolidated Statements
of Income, and has been included as a component of operating cash
flows in our Consolidated Statements of Cash Flows. We have supplied
our cusfomers in this region from our U.S. manufacturing operations, and
expect to continue fo supply our customers in this region from our U.S.
manufacturing operations.



3. MARKETABLE SECURITIES
Marketable securifies include at December 31, {in thousands):

2008 2007
Gross Estimated Gross Estimated
Unrealized Fair Unrealized Fair
Cost Gain {Loss) Valve Cost Gain (Loss) Value
Securities in unrealized gain position:
Common stock $ 251 $ 296 $ 547 $ 971 $3,871 $ 4,842
Government debt obligations (1) 22,325 205 22,530 49,666 199 49,865
GS () debt obligations 3,000 10 3,010 — — —
Subtotal 25,576 511 26,087 50,637 4,070 54,707
Securities in unrealized loss position:
Common stock 192 (117) 75 — — —
Auction-rate security (3) 5,000 (1,345) 3,655 — — —
Subtotal 5,192 (1,462) 3,730 — — —
Securities at amortized cost:
Corporate debt obligations 9,502 —_ 9,502 10,683 — 10,683
Government debt obligations (1) 2,075 — 2,075 23,500 — 23,500
Subtotal 11,577 —_ 11,577 34,183 — 34,183
Total marketable securities $42,345 $ (951) $41,394 $84,820 $4,070 $88,890

(1) State and municipal government debt obligations
(2) Government Sponsored
{3) Massachusetts Educational Financing Authority security {student loan portfolio}—see Note 6 for more information

In 2008 we realized a $2.0 million gain on sale of an available-for-sale marketable equity securiy.

The amortized cost and estimated fair value of available-for-sale securities, by contractual maturity, as of December 31, 2008 are shown below (in
thousands); expected maturities may differ from contractual maturities because the issuers of the securities may exercise the right fo prepay obligations
without prepayment penalties.

Estimated

Cost Fair Value

Due in one year or less $30,943 $31,138
Due between one and three years 5,959 5,978
Auction-rote security (due in 2038) 5,000 3,655
41,902 40,771

Common stock 443 623

$42,345 $41,394

At December 31, 2007, Company did not have any marketable securities in an unrealized loss position.
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This table shows the Company’s marketable securities that were in an unrealized loss position at December 31, 2008, and also shows the duration

of time the security had been in an unrealized loss position {in thousands):

Less Than 12 Months 12 Months or Greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Valve Losses Value Losses
Common stock $ 75 $ (117) $— $— $ 75 $ (117)
Auction-rate security 3,655 (1,345) - — 3,655 (1,345)
Total $ 3,730 $(1,462) $— $— $3,730 $(1,462)

The unrealized loss for the investment in common stock is not characterized as other than temporary because we have the current intent and ability fo
hold this security until a recovery in the market. We have not characterized the unrealized loss for the auction-rate security as other than temporary
because we have the ability and current intent to hold this security unfil a future auction for this security is successful, the security has been called by the
issuer, until market conditions improve, or until maturity, if necessary (see Note 6 for more information).

4. INVENTORIES
Inventories include at December 31, {in thousands):

2008 2007
Raw materials $15,588  $16,005
Work in process (1) 1,209 1,382
Finished goods (2) 41,558 33,815
58,355 51,202
Excess and obsolescence reserve (2,369) {2,317)
Inventories, net $55,986  $48,885

(1) The 2007 work in process balance has been increased by $0.3 million, with a corre-
sponding decrease in 2007 finished goods inventory, which represents o reclassification
of unamortized standard cost adjustments at December 31, 2007 in order to conform to
the 2008 presentation.

(2) $5.1 million and $6.0 million of finished goods inventory resides af non-ATM! consignment
locations at December 31, 2008 and 2007, respectively.

As of December 31, 2008, the Company had commitments for inventory
purchases of $1.9 million.

5.FOREIGN CURRENCY EXCHANGE CONTRACTS

At December 31, 2008, we held forward foreign currency exchange
contracts designated as fair value hedges with nofional amounts totaling
$3.9 million, all of which will be settled in Japanese Yen. The fair mar-
ket value {gain or loss) on these contracts was not significant as of
December 31, 2008.

At December 31, 2007, we held forward foreign currency exchange
contracts designated as fair value hedges with notional amounts totaling
$10.7 million and forward foreign currency exchange contracts desig-
nated as cash flow hedges with notional amounts fotaling $9.0 million,
all of which were settled in Japanese Yen. The fair market value (gain or
loss) on these contracts was not significant os of December 31, 2007.
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6.FAIR VALUE MEASUREMENTS

We adopted SFAS No. 157 effective January 1, 2008 for financial assefs
and liabilities measured on a recurring basis. SFAS No. 157 applies to all
financial assets and financial liabilities that are being measured and
reported on a fair value basis. There was no impact upon adopfion of SFAS
No. 157 to the consolidated financial statements. The statement requires
fair value measurements be dlassified and disclosed in one of the following
three categories:

Level 1—Quoted prices in acfive markets for identical assefs and lia-
bilities. Level 1 assets and liabilities consist of cash, cerfificates of deposit,
money market fund deposits, cerfain of our marketable equity instru-
ments, and forward foreign currency exchange contracts that are traded
in an active market with sufficient volume and frequency of transacfions.

Level 2—Observable inputs other than Level 1 prices such as quoted
prices for similar assets or liabilities; quoted prices in markets with insuf-
ficient volume or infrequent transactions (less acfive markets); or model-
derived valuations in which all significant inputs are observable or can be
derived principally from or corroborated by observable market data for
substantially the full term of the assefs or liabilities. Level 2 assefs include
certain of our marketable debt instruments with quoted market prices that
are fraded in less active markets or priced using a quoted market price
for similar instruments.

Level 3—Unobservable inputs fo the valuation methodology that are
significant to the measurement of fair value of assefs or liabilities. Level 3
assets consisted of one Massachusetts Educational Financing Authority
(“MEFA") auction-rate security, comprising part of a student loan portfo-
lio, with a par value of $5.0 million, a stated maturity date in 2038, and
a reset date of March 12, 2009. In March 2008, the annual auction for
this security failed, and as a resulf, the tax-exempt coupon rate of interest
was reset fo the default inferest rate of 6.55 percent from its previous rate
of 3.75 percent. This rate will reset to LIBOR plus 300 basis points upon
any future auction failure. We will not have access o these funds unfil o
future auction for this auction-rate security is successful, the security has
been called by the issuer, or until we sell the security in a secondary mar-
ket. Currently, despite a AA credit rating and a premium coupon rate, no



secondary market is active given the current turmoil in the credit markets.
MEFA has begun fo call some of their securities, at par value, and refi-
nance them at lower interest rates due to formulaic and required contrac-
tual increases in inferest rates necessitated by failed auctions. During
2008, $270 million of MEFA securifies have been refinanced by that
agency, including some of the same series we hold, most with interest
rates in excess of the coupon rate on our security. We believe MEFA will
be able to meet their obligations with regard to-this security. Additionally,
the investment manager ATMI used to purchase this security has entered
into a settlement agreement with the New York Attorney General and rep-
resentatives from other states to pay a penalty and to repurchase auction-
rate securities, at par value, from certain groups of clients.

Assets/Liabilities Measured at Fair Value on a Recurring Basis

As of December 31, 2008, we have recorded a temporary impairment
charge of $1.3 million within the caption “Accumulated other comprehen-
sive income” on the Consolidated Balance Sheefs based upon an inde-
pendent third-party valuation we received for this auction-rate security. The
valuation of this security incorporated assumptions about the anticipated
term and the yield that @ market participant would require to purchase such
a security in the current market environment. We have the ability and cur-
rent intent fo hold this security until a future auction for this security is suc-
cessful, the security has been called by the issuer, until market conditions
improve, or until maturity, if necessary. At December 31, 2008, we have
included this security under the caption “Marketable securities, non-current”
on the Consolidated Balance Sheets.

This table summarizes the Company's assets (liabilities) measured at fair value on a recurring basis at December 31, 2008 {in thousands):

Fair Valve Measured Using

Quoted Prices Other
in Active Observable Unobservable
Total Markets (Levell)  Inputs (Level 2)  Inputs (Level 3)
Cash, cash equivalents, and available-for-sale marketable securities $96,020 $66,346 $26,019 $3,655
Derivative liabilities $ (261 $ (261) $ - $ —

The Company recorded a gain of $0.1 million for the year ended
December 31, 2008, and losses of $0.5 million and $0.2 million for the years
ended December 31, 2007 and 2006, respectively, under the caption “Other
income (expense), net” in the Consolidated Statements of Income, related
to changes in the fair value of its financial instruments for forward foreign
currency exchange contracts accounted for as fair value hedges.

This table presents a reconciliation for all assefs and liabilities meas-
ured at fair value on a recurring basis using significant unobservable
inputs (Level 3) for the year ended December 31, 2008 (in thousands):

Fair Value Measurements
Using Significant
Unobservable Inputs (Level 3)

Available-For-
Sale Marketable
Securities Total
Balance at
December 31, 2007 $ — -
Total gains (losses), »
realized and unrealized:
Included in net income - -
Included in other
comprehensive income {1,345) (1,345)
Purchases, issuances,
and settlements, net - -
Transfers info (out of) Level 3 5,000 5,000
Balance at
December 31, 2008 $3,655 $3,655

Assets/Liabilities Measured at Fair Value on a Nonrecurring Basis

In 2008, Ceradyne, Inc. (“Ceradyne”) completed its acquisition of
SemEquip, Inc., an entity in which ATMI had previously invested. Ceradyne
paid $25 million in cash af the closing and is committed to contingent
consideration up to $100 million over the next 15 years, based on
SemEquip revenues achieved during that period. Prior to the acquisition,
ATMI's cost-basis investment in SemEquip was $2.2 million. ATMI received
$0.6 million representing its share of the closing proceeds and wrote off
the remaining balance from our investment in SemEquip of $1.6 million,
due to the uncertainty of collecting any amounts in the future related to the
eamout. The write off is included in the capfion, “Impairment of
Investments,” in the Consolidated Statements of Income.

Also in 2008, due to changes in events and circumstances related to a
convertible note due from an early-stage semiconductor materials venture,
the fair value of this investment was significantly impacted, resulfing in a
$1.8 million impairment charge, representing the full value of the note.
ATMI's interest in this nofe, in the event of default, is secured by certain
technology owned by the venture, but recoverability of amounts due
became unlikely. The fair value measurement was calculated using unob-
servable inputs, classified as Level 3, requiring significant management
judgment due fo the absence of quoted market prices, inherent lack of lig-
vidity, and the long-term nature of this investment. The impairment charge
is included in the caption, “Impairment of Investments,” in the Consolidated
Statements of Income. If amounts due, including interest, are collected in
the future, we will recognize a gain for those amounts.

Due to their nature, the carrying value of cash, receivables, and payables
approximates fair value.
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7.PROPERTY, PLANT AND EQUIPMENT, NET
Property, plant, and equipment, nef, consiss of the following {in thousands}:

December 31, 2008 2007
Land $ 1,063 § 1234
Buildings 24,910 24,402
Machinery and equipment 141,874 113,958
Cylinders and canisters 34,744 22,656
Furniture and fixtures 2,713 3,145
Leasehold improvements 21,668 17,240
Construction in progress 15,353 14,126
242,325 196,761
Accumulated depreciation

and amortization (105,900)  (90,590)

$ 136,425 $106,171

Depreciation and amortization expense for property, plant, and equip-
ment for the years ended December 31, 2008, 2007, and 2006 was
$20.1 million, $18.6 million, and $17.4 million, respectively.

Fully depreciated assets, which were no longer in use, of approxi-
mately $3.0 million and $1.2 million were written off in the years ended
December 31, 2008 and 2007, respectively.

We recognized impairment losses from property, plant, and equipment
of $0.2 million, $0.8 million, and $0.2 million in the years ended
December 31, 2008, 2007, and 2006, respeciively.

As of December 31, 2008, the Company had commitments for capital
expenditures of $5.5 million; including a $4.2 million commitment to pur-
chase a high-productivity combinatorial science-based research ("HPC”) tool
for use in research and development (see Note 9 for more information).

This fable shows amounts recorded in the Consolidated Statements of
Income related to depreciation and amortization expense for property,
plant, and equipment (in thousands):

Year Ended December 31, 2008 2007 2006
Cost of revenues $ 9207 $7499 $ 769
Research and development 3,681 2,984 2,550
Selling, general,

and administrative 7,178 8,080 7,141
Total depreciation

and amortization $20,066 $18,563  $17,386
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8. GOODWILL AND OTHER INTANGIBLES

On January 4, 2008, ATMI acquired all of the outstanding capital
stock of LevTech, Inc. (“LevTech”), a market-leading provider of disposable
mixing fechnologies fo the biotechnology and pharmaceutical industries
based in Lexington, Kentucky, for a cash payment of $27.7 million,
including direct acquisition costs. Of this amount, $5.0 million remains in
escrow and is expected to be disbursed in March of 2009. The acquisi-
fion was recorded under the purchase method of accounting and,
accordingly, Levlech’s results of operations are included in the
Company’s financial statements from the date of acquisition {January 4,
2008). The purchase price was allocated to assefs acquired and liabilities
assumed based on an evaluation of their respective fair values ot the date
of acquisition as summarized below (in thousands}:

|dentified infangible assets $ 8,900
Net deferred taxes (1,139)
Net assets acquired 148
Goodwill 19,764
Purchase price, net of cash acquired $27,673

The excess of the purchase price over the estimated fair value of iden-
tifiable net assefs acquired has been recorded as goodwill. Net assets
acquired are presented net of cash acquired of $0.3 million. $7.6 million
of the identified intangible asses is included in patents and trademarks
and is being amortized over periods ranging from 7 to 10 years. $1.3
million of identified intangible assets, related to customer relationships, is
included in other infangibles and is being amortized over 13 years.
Goodwill acquired is not deductible for income tax purposes.

In 2008, ATMI, through its wholly-owned subsidiary in Belgium, entered
info an asset purchase agreement with Artelis SA, a Belgian entity of which
ATM!'s Belgian subsidiary owns 40 percent, to purchase certain disposable
bioreactor and mixing assets for use in the biotechnology and pharmaceu-
tical industries for approximately $5.4 million, including direct acquisifion
costs. ATMI recognized $5.1 million of identified intangible assets in the
acquisition, which will be amortized over periods between 3 and 10 years.
As a result of these asset purchases, we recognized a $1.1 million gain
representing our after-tox proportionate share of Artelis’s gains on the sale
of assets. This gain is included in our Consolidated Statements of Income
under the caption, “Other income (expense), net.”



Changes in carrying amounts of goodwill and other intangibles for the years ended December 31, 2008 and 2007, respectively, were (in thousands):

Balance at December 31, 2006
Amortization
Other, including foreign currency translation

Balance ot December 31, 2007
Acquisitions

Amortization

Other, including foreign currency translation

Balance at December 31, 2008

Goodwill and other intangibles balances at December 31, 2008 and 2007 were (in thousands):

Gross amount as of December 31, 2007
Accumulated amortization

Balance as of December 31, 2007

Gross amount as of December 31, 2008
Accumulated amortization

Balance as of December 31, 2008

Patents & Total Other

Goodwill Trademarks Other Infangibles
$ 13,734 $18,687 $1,982 $20,669
— (2,484) (759) (3,243)

(4) (37) 18 (19)

$ 13,730 $16,166 $1,241 $17,407
19,764 12,742 1,300 14,042
— (3,410) (665) (4,075)

(139) (272) 100 (172)
$33,355 $25,226 $1,976 $27,202
Patents & Total Other

Goodwill Trademarks Other Infangibles
$13,730 $ 27,533 $ 5,969 $ 33,502
— (11,367) (4,728) (16,095)
$13,730 $ 16,166 $ 1,241 $ 17,407
$33,355 $ 40,003 $ 7,001 $ 47,004
— (14,777) (5,025) (19,802)
$33,355 $ 25,226 $1,976 $ 27,202

This table shows amounts recorded in the Consolidated Statements of
Income related to amortization expense for intangibles (in thousands):

Year Ended December 31, 2008 2007 2006
Cost of revenues $ 133 § 58 $ 100
Research and development — 21 —
Selling, general, and administrative 3,942 3,164 3,329
Total amortization $4,075  §$3,243  $3,429

The approximate amortization expense expected fo be recognized
related to infangible assets is (in thousands):

Year Amount
2009 $ 4,459
2010 3,851
2011 2,955
2012 2,933
2013 2,933
Thereafter 10,071
Total $27,202

9. OTHER LONG-TERM ASSETS

In 2007, ATMI entered into a purchase agreement with Infermolecular, Inc.
(“Infermolecular”), an entity in which ATMI owns a minority equity stake
(accounted for at cost). As a result of the agreement, ATMI purchased an
HPC tool set from Intermolecular, which expanded upon an exisfing alliance
agreement. We have since committed to purchase additional HPC tools, as
well as services related to the use of these tools, including the use of dedi-
cated research personnel. In December 2007, ATMI made a $10.0 million
royalty prepayment to Infermolecular, which is expected to be applied to
guaranteed royalties associated with products developed using the HPC tools
in the years 2009 to 2012. The portion of prepaid royalties expected to be
applied to 2009 activity is $0.5 million, which amount is included in the
Consolidated Balance Sheefs under the caption, “Prepaid expenses and
other current assets.” The remaining portion of the prepaid royalties is
included in the Consolidated Balance Sheets under the caption, “Other long-
term assets.” ATMI's ownership stake in Infermolecular is $13.2 million,
including $10.0 million invested in 2008.
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10. LEASES
The Company leases office and manufacturing faciliies, and certain man-
ufacturing equipment, under several operating leases expiring between 2009
and 2013. Rental expense was $3.6 million, $4.5 million, and $4.2 million
for the years ended December 31, 2008, 2007, and 2006, respecfively.
Below is a schedule of future minimum lease payments for operating
leases as of December 31, 2008 (in thousands):

Operating Leases

2009 $3,577
2010 2,262
2011 1,708
2012 578
2013 271
Thereafter —
Total minimum lease payments $8,396

ATMI currently has approximately $0.1 million total future minimum
rental income to be received under noncancellable subleases.

We lease two facilities in Danbury, CT. One facility houses our research
and development activifies and certain of our microelectronics manufac-
furing capabilities, and contains approximately 73,000 square feet of
space. We entered into an amendment of this lease on October 30,
2008, which extended the lease term to December 31, 2011. For the
period November 1, 2008 to December 31, 2009, the monthly base rent
is $40,475. For the period January 1, 2010 to December 31, 2011, the
monthly base rent is $42,097. There are two successive five-year renewal
periods available to ATMI under this lease. As a condition of the fourth
amendment, we agreed to certain resforation obligations associated with
this facility, which we are accounting for as an ARO, associated with the
leasehold improvements made to this facility. The discounted fair value of
the ARO is $3.1 million.

The other facility in Danbury, CT is our corporate headquarters, and
contains approximately 31,000 square feet of space. We entered into the
third amendment of this lease on October 30, 2008, which extended the
lease ferm to December 31, 2011. For the period November 1, 2008 to
December 31, 2011, the monthly base rent is $17,606. There are two
successive five-year renewal periods available fo ATMI under this lease.
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We lease a facility in Bloomington, MN where we manufacture high-
purity materials packaging and dispensing systems, within our microelec-
tronics product line. This facility contains approximately 68,000 square
feet of space. We entered into the first amendment of this lease on
September 23, 2008, which extended the lease ferm to August 31, 2013.
For the period September 1, 2008 o August 31, 2010, the monthly base
rent is $26,479. For the period September 1, 2010 to August 31, 2013,
the monthly base rent is $26,706. There are two successive three-year
renewal periods available to ATMI under this lease. As a condifion of the
first amendment, we agreed to certain restoration obligations associated
with this facility, which we are accounting for as an ARO, associated with
the leasehold improvements made to this facility. The discounted fair
value of the ARO is $0.2 million.

Changes in the carrying amounts of the Company's AROs at December 31,
2008 are shown below (in thousands):

Balance as of December 31, 2007 $ —
Liabilities incurred 3,341
Liabilites seftled —
Accrefion expense 9

Balance as of December 31, 2008 $3,350

The ARO liability is included in the Consolidated Balance Sheets under
the caption, “Other long-term liabilities.”

11. INCOME TAXES
Pretax income from confinuing operations was toxed in these jurisdictions
(in thousands):

Year Ended December 31, 2008 2007 2006
Domestic $28,830 $48,174  $48,763
Foreign 11,316 11,229 7,093
Total pretax income $40,146 $59,403  $55,856

Significant components of the provision (benefit] for income taxes for
the periods presented are (in thousands):

December 31, 2008 2007 2006
Current:
Federal $2,369 $16,090 $15,040
State 809 1,152 1,407
Foreign 1,602 3,129 1,727
Total current 4,780 20,371 18,174
Deferred:
Federal 3,293 (1,134)  (1,856)
State (134) (96) (379)
Foreign (1,120) {277) (44)
Total deferred 2,039 (1,507)  (2,279)

$6,819 18,864 §15,895




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

December 31, 2008 2007
Deferred tax assefs:
Accrued liabilities $ 4767 $ 5176
Inventory adjustments 2,372 2,240
Net operating loss and fax credit carmyforwards 6,167 2,000
Equity-based compensation 6,132 5,013
Other, net 332 20
19,770 14,449
Valuation allowance {446) (278)
19,324 14,171
Deferred tax liabilifies:
Depreciation and amortization (16,265)  (8,328)
Unrealized gain on markefable securities —  {1,507)
Other, net - (49)
(16,265)  (9,884)

Net deferred tax assets $ 3,069 § 4,287

As of December 31, 2007, the Company changed the categorization
of $4.4 million of income taxes paid on the deferred profit resulting from
inter-company sales of inventory from deferred tax assets to prepaid
taxes—both within Current Assets on the Consolidated Balance Shees.

The valuation allowance relates to realizability of certain U.S. state and
foreign net operating losses and certain U.S. state and foreign tax cred-
its. In 2008, the valuation allowance increased by $0.2 million mainly
due to purchase accounting.

As of December 31, 2008, the Company had the following deferred
tox assefs related to loss and tax credit carryforwards (in thousands):

Expiration
Federal
NOLs $1,036 2021-2026
Credits 83 2019-2026
$1,119
State
NOLs $ 438 2010-2027
Credits 1,926 2009-2023
$2,364
Foreign
NOLs $ 996 None
Credits 1,688 2012
$2,684
Total $6,167

The reconciliation of income tax expense (benefit) from operations com-
puted at the U.S. federal statutory tax rate to the Company’s fax expense
(benefit) is (in thousands):

For the Year Ended December 31, 2008 2007 2006
U.S. statutory rafe $14,052 $20,791  $19,550
State income faxes 439 686 668
Foreign income taxes (2,039) (1,062) (722)
Tax exempt income {(705)  (1,894) (949)
ETI benefit —_ — (1,040)
Change in valuation allowance

of deferred tax assets (24) (105) (20)
Adjustment to tax liabilities (2,371) 677  (1,716)

Research and development credits  (2,442) {491) (279)
Other, net 91) 262 403

$ 6819 $18,864 §15895

ATMI has not provided for U.S. federal income and foreign withhold-
ing taxes on approximately $43.4 million of undistributed earnings from
non-U.S. operations as of December 31, 2008, because such eamings
are intended to be reinvested indefinitely outside of the United States.
These earnings could become subject 1o additional tax if they are remit-
ted as dividends, loaned to ATMI, or upon sale of subsidiary stock. 1t is
not practicable to estimate the amount or fiming of the additional tax, if
any, that eventually might be paid on the foreign earnings.

South Korea has granted the Company an income tax exemption that
expires in 2014, including the last two years at 50 percent of the exemption.
The exemption applies only to income related to one of the Company's
product lines. The effect of the tax exemption was to reduce income tax
expense by $1.2 million for the year ended December 31, 2008.

At December 31, 2008, ATMI had $6.0 million of unrecognized tax ben-
efits, which, if recognized, would favorably affect the effective income fax rate
in future periods. This amount is included in the caption “Other long-term
liabilities,” on the Consolidated Balance Sheefs, together with $0.9 million
of accrued interest (nef) on tax reserves and $0 accrued for penalties.

The reconciliation of the unrecognized tax benefits {exclusive of interest)
at the beginning and end of the year is (in thousands):

Beginning Balance—January 1, 2008 (1) $8,152
Increases from prior period positions 271
Decreases from prior period positions (66)
Increases from current period positions 1,075

Decreases from current period positions —
Decreases related to setilements

with taxing authorities (330)
Decreases from lapse of statute of limitations (3,121)

Ending Balance—December 31, 2008 $5,981

(1) The balance at January 1, 2008 excludes $1.1 of accrued interest related to the
unrecognized tax benefits.
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It is reasonably possible that in the next 12 months, because of changes
in facts and circumstances, the unrecognized fax benefits for tox positions
taken related to previously filed tox returns may decrease. The range of pos-
sible decrease is zero to $1.1 million. The Company is currently undergoing
an IRS audit for its 2006 and 2007 tax years in the United States.

12. DEFINED CONTRIBUTION PLAN

The Company maintains a defined contribution plan (401(k) Plan),
covering substantially all of its U.S. employees, that is subject to the pro-
visions of the Employee Retirement Income Security Act of 1974. The
Company's matching contributions are discretionary by plan year and
were approximately $1.8 million, $1.7 million, and $0.8 million for the
years ended December 31, 2008, 2007, and 2006, respectively. For the
2006 plan year, the Company matched 50 percent of each participant’s
contributions up to 4 percent of eligible compensation. The Plan was
amended on January 1, 2007 fo provide for matching contributions of
100 percent of the first 3 percent of each participant's eligible compen-
sation plus 50 percent on the next 2 percent of each participant’s eligi-
ble compensation. There is no matching contribution above 5 percent of
each participant's eligible compensation.

13. STOCKHOLDERS’ EQUITY

This table shows the effect of compensation cost arising from equity-
based payment arrangements recognized in the consolidated statements
of income (in thousands):

2008 2007 2006

Cost of revenues $ 339 § 375 § 910
Research and development 530 432 773

Selling, general, and administrative 5,831 6,791 7,681
Total equity-based

compensation expense 6,700 7,598 9,364
Provision for income taxes 2,237 2,556 3,137
Net equity-based

compensafion expense $4,463  $5042  $6,227

No equity-based compensation cost was capitalized.
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Summary of Plans

We currently have three equity-based compensation plans which pro-
vide for the granting of up to 6,000,000 nonqualified stock options,
incentive stock options {“ISOs”), stock appreciation rights, and restricted
stock awards to employees, directors, and consultants of the Company.
Stock options typically vest over periods ranging from one fo four years
with a maximum term of ten years. Restricted stock awards typically vest
over periods ranging from three fo five years. Shares issued as a result of
stock option exercises are primarily funded with issuance of new shares.

This table shows the number of shares approved by shareholders for
each plan and the number of shares that remain available for equity
awards af December 31, 2008 (in thousands):

Number Number
of of

Shares Shares
Stock Plan Approved Available
2000 Stock Plan (1) 2,000 318
2003 Stock Plan (1) 3,000 1,158
Employee Stock Purchase Plan @) 1,000 284
Totals 6,000 1,760

{1) Exercise prices for 150s and non-qualified stock options granted under this plan may not
be less than 100 percent of the fair market value for the Company’s common stock on
the date of grant.

(2) Effective January. 1, 2007, this plan was amended such that employees may purchase
shares at 95 percent of the closing price on the day previous to the last day of each six-
month offering period. Beginning January 1, 2007, this plan is no longer considered to
be compensatory, as defined by SFAS No. 123(R).

Fair Value

The Company uses the Black-Scholes-Merton options-pricing model to
determine the fair value of stock opfions under SFAS No. 123(R).
Management is required o make certain assumptions with respect to
selected model inputs, including anticipated changes in the underlying stock
price {i.e., expected volafility) and option exercise activity (i.e., expected
term). For awards granted subsequent to January 1, 2006, expected volafil-
ity is based on the historical volatility of ATMI common stock for a period
shorter than the expected term of the options. We have excluded the histor-
ical volatility prior to the public announcement regarding the sale of our
non-core businesses in 2004, because those businesses that were sold rep-
resented a significant portion of ATMI's consolidated business and were sub-
ject fo considerable cyclicality associated with the semiconductor equipment
industry, which drove increased volatility in ATMI's stock price. The expected
term of options granted is derived using historical exercise patterns which
represents the period of time that options granted are expected to be out-
standing. The risk-free rate is based on the U.S. Treasury yield curve in
effect at the time of grant for o period commensurate with the estimated
expected term. In accordance with SFAS No. 123(R), in the determination
of equity-based compensation cost, the Company estimates the fotal num-
ber of instruments that will be forfeited as a result of a failure to provide
the requisite service fo earn the award.



The weighted-average fair value of opfions granted during the years
ended December 31, 2008, 2007, and 2006 was $13.48, $12.75, and
$12.07, respectively, based on the Black-Scholes-Merton options-pricing
model. These weighted-average assumptions were used for grants in
these periods indicated:

2008 2007 2006

Stock option grants:
Risk-free inferest rate 3.61% 453% 4.70%
Expected term, in years 6.70 6.25 6.25
Expected voldtility 36.0% 32.7% 32.4%
Dividend yield 0% 0% 0%

The Company uses historical data to estimate forfeitures of awards from
employee ferminations in order fo estimate compensation cost for awards
expected fo vest. In addition, we separate employees into groups that have
similar characteristics for purposes of making forfeiture estimates.

Stock Option and Restricted Stock Activity

This table shows the option activity under the plans as of December 31,
2008 and changes during the year then ended (options are expressed in
thousands; averages are calculated on a weighted basis; life in years;
infrinsic value expressed in thousands):

Number Average Average Aggregate
of Excercise Remaining Intrinsic
Options ~ Price Life Value
Qutstanding at
December 31,2007 2,172 $25.71
Granted 136 $30.84
Exercised (60) $21.83
Forfeited (35) $26.50

Outstanding ot
December 31, 2008 2,213

Exercisable at
December 31, 2008 1,882

$26.08 4.0 $—

$25.61 3.3 $—

The aggregate intrinsic value of options outstanding and exercisable at
December 31, 2008 is $0 because there were no opfions in the money at
December 31, 2008, due to recent significant declines in the market price
of our common stock. The total infrinsic value of stock options exercised
during the years ended December 31, 2008, 2007, and 2006 was $0.4
million, $5.1 million, and $7.0 million, respecfively. The total fair value of
options which vested during the years ended December 31, 2008, 2007,
and 2006 was $4.4 million (338,000 shares), $5.7 million (437,000
shares), and $6.5 million (505,000 shares), respectively.

The fax benefits recognized in additional paid-in capital from equity-
bosed compensation totaled $0.3 million, $1.3 million, and $2.2 million
for the years ended December 31, 2008, 2007, and 2006, respectively.

This fable shows restricted stock activity under the 2003 Stock Plan as of
December 31, 2008 and changes during the year then ended (shares are
expressed in thousands; averages are calculated on a weighted basis):

Average
Number Grant

of Date Fair
Shares Value
Nonvested at December 31, 2007 730 $28.31
Granted 114 $28.63
Vested (141) $23.19
Forfeited (136) $30.28
Nonvested at December 31, 2008 867 $28.81

The total fair value of restricted stock which vested during the years
ended December 31, 2008 and 2007 was $3.3 million and $1.7 million,
respectively ($0.7 million in the year ended December 31, 2006).

As of December 31, 2008, $2.0 million of unrecognized compensa-
tion cost related to non-vested stock options is expected to be recognized
over a weighted-average period of approximately 1.5 years. As of
December 31, 2008, $9.2 million of unrecognized compensation cost
related to restricted stock is expected to be recognized over a weighted-
average period of approximately 2.2 years.

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

2008 2007 2006
Numerator:
Net income $33,327 $40,539 $39,961
Denominator:
Denominator for basic
earnings per share—
weighted-average shares 31,447 34,169 36,083

Dilutive effect of employee
stock options 279 550 559
Dilutive effect of restricted stock 352 374 217

Denominator for diluted

earnings per share 32,078 35,093 36,859
Earnings per share—basic $1.06 $1.19  $1n
Eamings per share—

assuming dilution $1.04 $1.16  $1.08

This table shows the potential common shares excluded from the cal-
culation of weighted-average shares outstanding because their effect was
considered to be antidilutive (in thousands):

2008 2007 2006
1,484 340 404

Antidilutive Shares

The Company has never declared or paid cash dividends on its
capital stock.
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In October 2005, the Company’s Board of Directors approved a share repurchase program for up to $75.0 million of ATMI common sfock and in
August 2006, the Company's Board of Directors approved a second share repurchase program for an additional $150.0 million {collectively, the
“Repurchase Programs”). The Repurchase Programs were completed on March 7, 2008. Share repurchases were made from time to fime in open mar-
ket transactions at prevailing market prices or in privately negotiated transactions. Management defermined the timing and amount of purchases under
the Repurchase Programs based upon market conditions or other factors. Under the Repurchase Programs, the Company purchased a total of 7,931,000
shares of its common sfock at an average price of $28.63 per share.

14, ACCUMULATED OTHER COMPREHENSIVE INCOME

The components of accumulated other comprehensive income are (in thousands):

Unrealized Unrealized
Currency Gain (Loss) on Gain (Loss) on
Translation Available-for-Sale Derivative
Adjustments Securities Instuments Total
Balance at December 31, 2005 $ 1,619 $ 480 $ — $ 2,099
Reclassification adjustment related to marketable securities in unrealized
loss position at prior period end, net of $321 tax benefit (1) _ 547 - 547
Change in fair value of available-for-sale securifies, net of
deferred income tax of $105 — 178 — 178
Cumulative translation adjustment 2,814 — — 2,814
Balance ot December 31, 2006 $ 4,433 $ 1,205 $— $ 5,638
Reclassification adjustment related to marketable securities in unrealized
loss position at prior period end, net of $694 tax benefit (1) — 1,182 — 1,182
Change in fair value of available-for-sale securities, net of
deferred income tax of $109 — 186 - 186
Change in fair value of derivative financial instruments, net of
deferred income tax of $46 - — 78 78
Cumulative translation adjustment 2,357 — — 2,357
Balance at December 31, 2007 $ 6,790 $ 2,573 $78 $ 9,441
Reclassification adjustment related to marketable securities in unrealized
loss position at prior period end, net of $925 tax provision (1) —_— (1,574) - (1,574)
Change in fair value of available-for-sale securities, net of
deferred income tax of $938 — (1,598) — {1,598)
Reclassification adjustment fo eamings related to derivative financiol
instruments at prior period end, net of deferred income tax of $46 — - (78) (78)
Cumulative translation adjustment (5,925) — —_ (5,925)
Balance at December 31, 2008 $ 865 $ (599) $ — $ 266

{1) Determined based on the specific identification method.
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15. COMMITMENTS, CONTINGENCIES, AND OTHER

On July 11, 2008, ATMI entered into a global sefflement agreement
with Praxair, Inc. that resolved all legal acfions between the two parties.
The parties are now free to market and sell worldwide their respective
mechanical, sub-atmospheric delivery container products that were the
subject of the disputes.

ATMI is, from time fo time, subject fo legal actions, governmental
audits, and proceedings relating to various matters incidental 1o its busi-
ness including contract disputes, product liability claims, employment
matters, export and trade mafters, and environmental claims. While the
outcome of such matters cannot be predicted with certainty, in the opin-
ion of management, ofter reviewing such matters and consulting with
ATMI’s counsel and considering any applicable insurance or indemnifica-
tions, any liability which may ulfimately be incurred is not expected to
materially affect ATMI's consolidated financial position, cash flows, or
results of operations.

ATMI has entered into a pledge agreement with Anji Microelectronics
Co., Ltd. (“Anji") for the issuance of o standby letter of credit up to $4.6
million in order fo assist Anji in securing bank financing, which is to expire
no later than June 30, 2010. The standby letter of credit has been secured
by Anii's assets and additional equity inferests in Anji’s operating sub-
sidiaries. As of December 31, 2008, Anji has drawn down $2.8 million
against the line of credit secured by the letter of credit. Included in “Other
long-term liabilities” at December 31, 2008 is $0.2 million representing
the fair value of the guarantee. At December 31, 2008, an independent
credit rafing agency has determined, based on their research, that Anji is
an acceptable credit risk.

At December 31, 2008, our wholly-owned Japanese subsidiary had a
revolving line of credit agreement with a major Japanese bank for
approximately $2.8 million for the primary purpose of cost-effectively
funding capital purchases and local working capital needs in a favorable
interest rate environment. The line of credit is guaranteed by ATMI, Inc.
The balance outstanding on this line of credit was $1.1 million at
December 31, 2008. $1.7 million remains available for future use.

ATMI currently has self-insurance limits for U.S. employee medical claims.
The medical plan for U.S. employees has a stop-loss of $0.1 million per
individual occurrence and an annual aggregate stop-loss of $5.4 million.

Other

Approximately 7 percent of the Company’s employees are covered by
collective bargaining agreements that will expire in 2009. All of the
employees covered by these agreements are based in Belgium. The net
assets of the Company’s Belgian subsidiary represent approximately 6
percent of the Company's consolidated net assets.

16. SEGMENTS

ATMIis organized along functional lines of responsibility, whereby each
member of the Company’s executive team has global responsibility for
each respective functional area, such as supply chain operations, sales,
markefing, and research and development. The executive feam is the
chief operating decision maker of ATMI. Discrete financial information is
only prepared at the product-line level for revenues and certain direct
costs. Functional results are reviewed at the consolidated level. ATMI's
operations comprise one operating segment.

ATMI derives virtually all its revenues from providing materials and
packaging products and related integrated process solutions to microelec-
tronics and life sciences manufacturers. All of ATMI's products are con-
sumed or used in the front-end manufacturing process. They span many
different technology applications at various stages of maturity and in many
cases are inter-related in their application fo a customer’s process.

Revenues from external customers, by product type, were as follows
(in thousands):

For the Year Ended December 31, 2008 2007 2006
Microelectronics $310,141 $343,307 $311,383
Life sciences 28,922 20,781 14,530

Total $339,063 $364,088 $325913

17. GEOGRAPHIC DATA

The Company's geographic data for the years ended December 31, 2008, 2007, and 2006 are (in thousands):

South Other Europe
United Stafes ~ Taiwan Japan Korea Pacific Rim Belgium and Other Total

December 31, 2008

Revenues $76,949 $79,547  $43,068 $46,909 $48,388 $ 2,900 $41,302  $339,063

Long-lived assets 185,022 9,386 7,644 3,476 239 23,696 407 229,870
December 31, 2007

Revenues $ 84,938 $89,162  $45,961 $48,995 $51,249 § 2,929 $40,854  $364,088

Long-lived assets 144,259 4,436 1,404 2,764 322 11,175 458 164,818
December 31, 2006

Revenues $103,921 $67,451  $46,924 $36,427 $37,794 § 518 $32,878  $325913

Long-lived assets 127,657 4,436 1,167 2,774 99 4,929 362 141,424

Revenues are attributed to countries based on the location of the customer. Long-lived assets are located in the respective geographic regions, as
shown above. Other than Taiwan, Japan, Belgium, and South Korea, no one specific country within the Pacific Rim, Europe, South America, and other
regions accounted for greater than 10 percent of consolidated revenues and long-lived assets in 2008, 2007, and 2006.

ATMI, Inc. 31



Quarterly Results of Operations {(Unaudited)
Summarized quarterly results of operations data is as follows (in thousands, except per share amounts):

Quarter

2008 First Second Third Fourth
Revenues $92,797 $89,487 $86,684 $70,095
Gross profit 46,366 46,288 41,426 32,432¢)
Operating income 15,169 13,375 9,954 1,424
Net income $10,385 $ 9,679% $10,063() $ 3,200
Basic income per common share:

Net income per common share $0.32 $0.31 $0.32 $0.10
Diluted income per common share:

Net income per common share $0.32 $0.30 $0.32( $0.10
2007
Revenues $82,154 $92,432 $91,131 $98,371
Gross profit 39,274 45,185 45,973 51,176()
Operating income 7,476 11,649 15,131 18,246
Net income $ 6,323 $ 9,271 $11,327 $13,618
Basic income per common share:

Net income per common share $0.18 $0.27 $0.33 $0.41
Diluted income per common share:

Net income per common share $0.18 $0.26 $0.32 $0.40

(a) Includes a $2.0 milfion gain from the sale of a marketable security, offset by a $1.8 million impairment charge related to an uncolleciible convertible note receivable due from an early-
stage semiconductor materials venture.

(b) Includes a $1.6 million impairment charge related to our strategic investment portfolio, and $0.7 million representing our after-fax proportionate share of a gain on sale of asses by one
of our equity-method investees.

(c) We reported diluted income per common share of $0.31 in our September 30, 2008 Form 10-Q—the amount has been revised due to the correction of common stock equivalents for
that quorter.

(d) Includes a $3.1 million net benefit associated with the settlement of a dispute with a distributor ($3.7 million recognized in revenues, with $0.6 million of associated costs recognized in
cost of revenues), and $2.4 million of benefit recognized from a business interruption claim recovery.

(¢} Includes $1.1 million associated with a contingent legal fee arrangement.

() Includes $0.7 million of increased customs expense on imported goods from the United States to an overseas affiliate.

(g) Includes $0.4 million of increased customs expense on imported goods from the United States to an overseas dffiliate.
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Management’s Report on
Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting. Infernal control over financial
reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial state-
ments for external reporting purposes in accordance with accounting principles generally accepted in the United States of America. Because of its inher-
ent limitations, internal control over financial reporting may not prevent or detect misstatements. Our management has assessed the effectiveness of our
internal control over financial reporting as of December 31, 2008. In making its assessment, management has used the criteria set forth by the
Committee of Sponsoring Organizations (COSO) of the Treadway Commission in Internal Control—Integrated Framework. Our management concluded
that based on its assessment, our infernal control over financial reporting was effective as of December 31, 2008. The Company's internal control over
financial reporting as of December 31, 2008 has been audited by Emst & Young LLP, an independent registered public accounting firm, as stated in their
attestation report on the Company'’s internal control over financial reporting, which is included in this annual report.

There has been no change in our infernal control over financial reporting during the quarter ended December 31, 2008 that has materially affected,

or is reasonably likely to materially affect, our internal control over financial reporting.
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Report of Independent Registered
Public Accounting Firm

The Board of Directors and Stockholders of ATMI, Inc.

We have audited the accompanying consolidated balance sheets of ATMI, Inc. as of December 31, 2008 and 2007, and the related consolidated state-
ments of income, stockholders” equity, and cash flows for each of the three years in the period ended December 31, 2008. These financial statements are
the responsibility of the Company’s management. Our responsibility is o express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit fo obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a fest basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assess-
ing 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 alt material respects, the consolidated financial position of ATMI, Inc. at
December 31, 2008 and 2007, and the consolidated results of its operations and its cash flows for each of the three years in the period ended
December 31, 2008, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), ATMI, Inc.s intemal con-
irol over financial reporting as of December 31, 2008, based on criteria established in Infernal Control—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission and our report dated February 18, 2009 expressed an unqualified opinion thereon.

St ¥ MLL?

Stamford, Connecticut
February 18, 2009
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Report of Independent Registered
Public Accounting Firm

The Board of Directors and Stockholders of ATMI, Inc.

We have audited ATMI, Inc."s infernal control over financial reporting as of December 31, 2008, based on criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). ATMI, Inc.’s manage-
ment is responsible for maintaining effective infernal control over financial reporting, and for its assessment of the effectiveness of internal control over
financial reporting. Qur responsibility is o express an opinion on the Company’s infernal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board {United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was main-
tained in all material respects. Our audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a mate-
rial weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A company’s
internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary fo permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evalua-
tion of effectiveness to future periods are subject fo the risk that controls may become inadequate because of changes in conditions, or that the degree
of compliance with the policies or procedures may deteriorate.

In our opinion, ATMI, Inc. maintained in all material respects, effective internal conirol over financial reporting as of December 31, 2008, based on
the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated bal-
ance sheets of ATMI, Inc. as of December 31, 2008 and 2007, and the related consolidated statements of income, stockholders’ equity, and cash flows
for each of the three years in the period ended December 31, 2008 and our report dated February 18, 2009 expressed an unqualified opinion thereon.

éxwvt v MLL?

Stamford, Connecficut

February 18, 2009
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Corporate Headquarters
7 Commerce Drive

Danbury, Connecticut 06810
800.766.2681
203.794.1100
info@atmi.com
www.afmi.com

North America

Arizona

Customer Sales and Service
2151 East Broadway Road
Tempe, Arizona 85282
480.736.7600
sales@atmi.com

Connecticut

High Productivity Development Center
7 Commerce Drive

Danbury, Connecticut 06810
800.766.2681

203.794.1100

Kentucky

Customer Sales and Service
1509 Bull Lea Road
Lexington, Kentucky 40511
859.263.1135
info@atmi-lifesciences.com

Minnesota

Manufacturing

10851 Louisiana Avenue South
Bloomington, Minnesota 55438
800.966.6698

952.942.0855

Texas

Customer Sales and Service
700 Jeffrey Way

Round Rock, Texas 78664
512.244 5200
sales@atmi.com

Manufacturing

706 Houston Clinton Drive
Burnet, Texas 78611
888.303.4401
512.756.7314

Asia

China

Customer Sales and Service
Suite 201-203, Building 7
#3000 LongDong Avenue
Pudong 201203, Shanghai
China

86.21.6876.7670

Japan

Customer Sales and Service
The ltoyama Tower 3F
3-7-18 Mita, Minato-ku
Tokyo 108-0073

Japan

81.3.5765.2488

Singapore

Customer Sales and Service
25 International Business Park,
04-75 German Centre
Singapore 609916
65.6562.8200

South Korea
Customer Sales and Service

Korea Advanced Nano Fab Center, 11F
906-10, lui-dong, Yeongtong-gu, Suwon-si

Gyeonggi-do, 443-270
South Korea
82.(0).31.546.6260

Taiwan

Customer Sales and Service
4F-7, No. 81, Shui-lee Road
Hsin-chu 300

Taiwan, ROC
886.3.516.9248

High Productivity Development Center
No. 669, Section 4, Chung-Hsin Road
Chutung Town, Hsinchu County
Taiwan, ROC

886.3.582.0858

Europe

Belgium
Manufacturing
Reugelstraat 2, B-3320
Hoegaarden

Belgium

32.16.76.61.59

info@atmi-lifesciences.com

www.atmi-lifesciences.com

Germany

Customer Sales and Service

Inselkammerstr 2
82008 Unterhaching
Germany

49.89.622995.0
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