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Stronger and Positioned for Growth

Dear Fellow Stakeholders:

You are without doubt aware of the historic global recession of 2009 and its impact on the financial
performance and wellbeing of many industries, institutions and enterprises. X-Rite and the entire color
industry were not spared from the resultant challenges of these market conditions. You may be less
aware, however, of how X-Rite used this period to strengthen its balance sheet, organization and market
position to drive meaningful sales growth and higher levels of profitability as the economic recovery
unfolds.

In reviewing X-Rite’s 2009 financial results and performance highlights, it is important to keep in mind
not only the longer-term implications of the unusual market conditions, but also the actions taken by
management to position the company for future prosperity. For example, in comparing the results of
key players in the color industry in 2009, we see a general sales contraction of approximately 30 percent
from the peak in 2007. X-Rite estimates that approximately one third of this contraction is reflective of
structural changes in the markets served, while approximately two thirds is a cyclical contraction linked
to the economy. Although predicting the exact timing or extent of an economic recovery is impractical
at this stage, it seems reasonable to believe that over the next one to three years, X-Rite and the color
industry should benefit from a rebound.

To address the structural changes of the marketplace in 2008 and 2009, management actions were and
continue to be required. X-Rite has never been more active in identifying and serving new adjacent
market segments, introducing innovative solutions and sighing new partnerships. Combined with the
lower operating cost model put in place in 2009, the result of these initiatives is an exceptional
opportunity for value creation for all of X-Rite’s stakeholders.

Performance highlights for 2009 include:

® OnJanuary 8, 2009, X-Rite began implementing an aggressive profit improvement plan in
anticipation of a further deteriorating economic environment. These actions had a favorable
impact of more than $20 million which contributed to an operational improvement in the
company’s gross margin percent, set a lower cost basis for the company going forward, and
substantially offset the financial impact from the sharp sales decline in 2009. We believe that
these actions will not impede X-Rite’s ability to address future market opportunities as they
present themselves going forward.

® X-Rite achieved $44.6 million in EBITDA or 23.3 percent of sales. While this reflects a decline in
absolute EBITDA as compared to 2008, EBITDA as a percent of sales increased slightly year over
year as management actions mitigated the normal impact of negative leverage from fixed
costs. The performance of the Pantone business segment was a significant contributor to
X-Rite’s EBITDA results. This non-GAAP measure is considered an important metric and is used
by X-Rite’s lenders as a key indicator of profitability and cash flow.



e X-Rite made good progress in improving the strength of its balance sheet and creating more
significant operating flexibility relative to its lender covenants, as net debt from secured credit
facilities was reduced from $220.1 million to $154.7 million in 2009. The main drivers for this
reduction included cash from operations, sale of assets and the exchange of $41.6 million of
debt for mandatorily redeemable preferred stock and warrants.

e The aggressive steps taken to improve X-Rite’s financial performance in an exceptionally difficult
marketplace were not at the expense of a continued focus on new product development.
X-Rite delivered six new products, launched six important product upgrades and devoted
resources to developing customer-specific solutions for six of our larger strategic partners. One
new product in 2009 was the myPANTONE™ iPhone® application that sold through the Apple
iPhone App Store. This is one small example of the power of X-Rite technology and the Pantone
brand, as we sold over 30,000 applications in just four months after release!

e Expecting that traditional-served industries such as offset printing and automotive would be hit
hard by the recession both cyclically and structurally, X-Rite took advantage of new products
and our deep understanding of the market landscape to pursue new adjacent markets.
Examples include industries such as food, cosmetics and signage. These actions helped offset
the sharp downturn in demand in traditional segments and position X-Rite for future growth
opportunities.

e In the second half of 2009, X-Rite brought in two new senior executives: Ron Potesky joined in
September as senior vice president and general manager of the Pantone business, andin
October, Raj Shah took over responsibilities as an executive vice president and the company’s
chief financial officer. Both executives bring relevant experience and expertise to X-Rite’s
senior leadership team.

Consequently, X-Rite closes a challenging 2009 feeling stronger than when the year began. This is
exemplified by a healthier financial situation, net market share gains than losses, and the best product
portfolio the company has had in several years. More importantly, X-Rite is entering 2010 with an
increasing level of confidence that its market leadership in the business of color, number of strategic
global customer partnerships, proven capabilities in new product development, broad brand strength
and company scale advantages position it well to compete in the markets it serves and leverage any
economic recovery that occurs.

Given the significant attention paid to cost and working capital management in 2008 and 2009, X-Rite
intends to build on the progress made, but will shift its priorities in 2010 to be more externally focused
on growth. We will pursue sales growth by executing a number of sales, marketing and product/service
initiatives in support of three strategies that protect and expand our core businesses:

1. Increase opportunities through geographic expansion. X-Rite will increase its presence and
effectiveness in some of the larger emerging markets that offer significant potential for the
color industry and are expected to grow faster than North America and Western Europe.



2. Expand our solutions portfolio into our customers’ value chains from color inspiration and
product design through production, leveraging their increasing desire to digitalize their
workflows and supply chains.

3. Expand color reality in the digital workflow beyond two dimensional spot color based products
to three dimensional color and appearance solutions.

In closing, X-Rite’s management team and board of directors embrace their responsibility to create
exceptional value for all stakeholders. While 2009 was a difficult year, the broad range of actions taken
in 2009 and planned for 2010 are expected to provide enhanced customer value and yield improved
financial results that typically bolster stakeholder value.

The management team and board of X-Rite appreciate the ongoing support of its stakeholders,
particularly X-Rite customers and business partners who put their trust in the company to support their
own commercial pursuits, the X-Rite employee team whose talents and efforts drive the company’s
success, and X-Rite’s investors who share our vision and see X-Rite’s potential.

Sincerely,
“
7.
Thomas J. Vacchiano, Jr. John E. Utley

President and Chief Executive Officer Chairman of the Board
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PARTI
ITEM 1. BUSINESS

X-Rite, Incorporated (also referred to as X-Rite, the Company, our, we, or us) is a technology company that
develops a full range of color management systems and solutions. The Company’s technologies assist
manufacturers, retailers, and distributors in achieving precise color appearance throughout their global supply
chain. X-Rite products also assist printing companies, graphic designers, and professional photographers in
achieving precise color reproduction of images across a wide range of devices and from the first to the last print.
The Company’s products also provide retailers color harmony solutions at point of purchase. The key markets
served include Imaging and Media, Industrial, and Retail. A more detailed discussion of X-Rite products and
markets appears below.

Products are sold worldwide through the Company’s own sales personnel and through independent sales
representatives and dealers. The Company is headquartered in Grand Rapids, Michigan and has other domestic
operations in New Jersey, North Carolina, and Massachusetts. In addition, the Company has locations in
Switzerland, Germany, England, France, Italy, Spain, the Czech Republic, Russia, China, Hong Kong, and Japan.
Manufacturing facilities are located in the United States, Switzerland, and Germany.

X-Rite was organized in 1958 as a Michigan corporation and completed its initial public offering of
common stock in April of 1986. We have grown through internal expansion and acquisitions, investing heavily
over the recent years in expansion through acquisitions.

¢ Product Innovation

In 2009, we introduced six new products and six major product upgrades. We also devoted resources to
developing customer-specific solutions for six of our customers. In 2009, we spent approximately
twelve percent of our revenues on engineering, research, and development. Our focus continues to
center on color management solutions that incorporate software, hardware, standards, and services.

« Pantone, Inc. Acquisition

We completed the acquisition of Pantone, Inc. (Pantone) on October 24, 2007 for $175.9 million.
Pantone is a leader in color inspiration, communication and specification standards in the creative
design industries. Its flagship product, the PANTONE® MATCHING SYSTEMB®, is a key color
standard in the graphic arts, printing, publishing and advertising industries. Pantone also provides color
standards and design tools for the fashion, home furnishings, architecture, paint and interior and
industrial design industries.

+ Amazys Holding AG Acquisition

We completed the acquisition of Amazys Holding AG (Amazys) on July 5, 2006 for $306.7 million.
Amazys was a color management solutions company, based in Switzerland that developed, marketed,
and supported hardware, software, and services to measure and communicate color for the imaging and
media, photography, digital imaging, paints, plastics, apparel, textiles, and automotive industries.

¢ International Operations

With offices in ten countries outside the U.S. and service centers across Europe, Asia, and the
Americas, X-Rite continues to improve its ability to conduct business with customers around the world.
In 2009 and 2008, international sales represented 64.6 and 67.2 percent of total revenue, respectively.
The Company began to accelerate its global presence in 1993 with the establishment of two foreign
sales and service subsidiaries: X-Rite GmbH, Cologne, Germany and X-Rite Asia Pacific Limited,
Hong Kong. In 1994, we established a U.K. subsidiary, X-Rite, Ltd., which acquired the outstanding
stock of an X-Rite dealer located near Manchester, England. In 1998, a French subsidiary, X-Rite
Méditerranée SARL, was established by acquiring a branch of an X-Rite dealer located near Paris,
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France. In 2002, we opened X-Rite, (Shanghai) International Trading Co. Ltd., a sales and service
center incorporated in The People’s Republic of China. This subsidiary coordinates activity with
previously opened representative offices in Beijing, strengthening our ability to serve China’s growing
markets. In 2003, we affirmed our commitment to Japan and the many multi-national companies that
operate there by expanding our sales office and creating a new company, X-Rite, K.K. In 2006, we
expanded our global presence even further through the acquisition of Amazys Holding AG, a color
solutions company based in Switzerland. As a result of the Amazys acquisition the Company
established its European headquarters in Regensdorf, Switzerland.

MAJOR MARKETS

X-Rite operates in two reportable business segments: (1) Color Measurement and (2) Color Standards. The
Color Measurement segment represented 83.0 and 83.9 percent of X-Rite’s total net sales in 2009 and 2008,
respectively. The Color Measurement segment provides end-to-end solutions that combine hardware, software,
and services to customers. The Color Standards segment represented 17.0 and 16.1 percent of X-Rite’s total net
sales in 2009 and 2008, respectively. The Color Standards segment develops and markets products for the
accurate communication and reproduction of color. Both reportable segments service the major markets listed
below. Further information relating to segments and geographic areas is provided in Note 2 to the Consolidated
Financial Statements included in Item 8 of this report.

Imaging and Media

The Imaging and Media market consists of two major markets: Digital Imaging and Printing.

X-Rite’s Digital Imaging markets consist of solutions for graphic designers, photo processing,
photography, graphic design, pre-press service bureaus, and a myriad of calibration tools for image setters, raster
image processors, and other digital applications. Our product solutions work to create value at key stages of the
workflow by reducing waste, increasing productivity and enhancing quality.

The primary Printing markets that we serve are in digital and traditional printing. X-Rite’s color-calibrated
instruments, digital palettes, and output measurement devices support color communication for the entire printing
and preprinting process, reducing set up time and eliminating the opportunity for costly mistakes. Our handheld
products are straightforward, self-contained solutions that keep color on-target in the pre-press process, ink lab
and pressroom. X-Rite’s automated scanning systems support the need for faster and more frequent color data
collection.

Industrial

Our Industrial market is concentrated in the quality and process control markets. We design, develop, and
manufacture precision instrumentation, software, and systems for global manufacturers, fulfilling a need to
measure color for formulation, quality, and process control for paint, plastics, and textiles. Accurate color
reproduction and global supply chain management offer businesses a competitive advantage, and are important
factors when products are assembled from parts made around the world. X-Rite industrial product solutions are
designed to reduce waste, increase production uptime, improve process management, and enable global color
communication.

Color Support Services

Our Color Support Services market provides customers access to color professional specialists, training, and
technical support worldwide through color seminars, classroom workshops, on-site consulting, and interactive
media development. Our Color Services business provides both major manufacturers and end users with
comprehensive solutions for their color and workflow problems. Color Support Services additionally operates
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and manages the Company’s service repair operation with facilities around the world and specializes in repairing
all X-Rite equipment. The products repaired by the service department include products currently covered by our
warranty program as well as those products which are out of warranty.

Retail

X-Rite’s Retail market consists of two major markets: paint matching and home décor. The paint matching
market is conducted under the name of MatchRite. X-Rite is a leading supplier of retail paint matching systems
for home centers, mass merchants, hardware stores and paint retailers in North America, and has established a
strong presence in Europe and other regions of the world. X-Rite’s Retail customers rely on its strength in color
measurement instrumentation, database creation and management, custom software development, and large scale
account servicing. These solution-based products reduce paint inventory for the retailer and provide a user-
friendly environment for sophisticated shade matching capabilities to the consumer. We are leveraging our retail-
based expertise to broaden this market and develop other shade matching applications for our retail customer
base and other facets of the home décor industry.

Other

Medical and Dental—X-Rite serves the medical x-ray market’s imaging needs and provides
instrumentation designed for use in controlling variables in the processing of x-ray film. Additionally, we
manufacture restorative tooth shade matching instruments and complementary software packages that are
designed for use in cosmetic dental practices. Debuting in 2007, Shade-X® is a spot measurement device that
supports the most widely used shade guides available in less than one second. This product line is sold and
marketed exclusively in North America through our partner, Sullivan-Schein Dental, part of the Henry Schein
Company and exclusively in Europe through our partner, DeguDent GmbH.

PRODUCT OVERVIEW
COLOR MEASURMENT

X-Rite’s Color Measurement segment consists of management solutions that are comprised of hardware,
software, and services.

Instrumentation

¢ Colorimeters measure light much like the human eye using red, green and blue receptors and are
utilized to measure printed colors on packages, labels, textiles and other materials where a product’s
appearance is critical for buyer acceptance.

* Spectrophotometers are related to colorimeters; however, they measure light at many points over the
entire visible spectrum. Spectrophotometers are used in color formulation for materials such as plastics,
paints, inks, ceramics and metals. The Company’s multi-angle spectrophotometer, which is used to
measure the color of metallic finishes, is useful for controlling the color consistency of automotive
paints and other metallic and pearlescent coatings. In addition, the Company produces a spherical
spectrophotometer, which measures the color of textured surfaces and is used in the textile, paint, and
plastics industries.

* Densitometers are instruments that measure optical or photographic density, compare such
measurement to a reference standard, and signal the result to the operator of the instrument. Some
models are designed for use in controlling variables in the processing of x-ray film in medical and
non-destructive testing applications. Other models are designed to be used to control process variables
in the production of photo-transparencies, such as photographic film and microfilm, or measure the
amount of light that is reflected from a surface, such as ink on paper.
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* Spectrodensitometers combine the function of a densitometer with the functions of a colorimeter and
a spectrophotometer to provide measurements for monitoring color reproduction used for controlling
the color of printed inks in graphic arts applications.

* Sensitometers are used to expose various types of photographic film in a very precise manner for
comparison to a reference standard. The exposed film is processed and then “read” with a densitometer
to determine the extent of variation from the standard.

Software and Databases

The Company provides software and databases that interface with its color measurement instruments and
other process equipment. These software packages allow the user to collect and store color measurement data,
compare that data to established standards and databases, communicate color results and formulate colors from a
database.

COLOR STANDARDS

The Color Standards segment includes the operations of the Pantone business unit. Pantone is a leading
developer and marketer of products for the accurate communication and reproduction of color, best known for its
Pantone Matching System®, a color-reference system used by customers worldwide in a variety of industries
including imaging and media, textiles, digital technology, plastics, and paint.

OTHER INFORMATION

Manufacturing, Sourcing and Service

- We manufacture the majority of our products at our facilities in Michigan, New Jersey, and Switzerland. We
generally have multiple sources for raw materials, supplies and components. We rely on a number of strategic
supply chain partners to produce key components or sub-assemblies that support our final assembly, calibration,
and test process. Product repair and service is provided at eleven locations throughout the world.

Competition

The Color Measurement and Color Standards businesses are competitive and subject to technological
change, evolving customer requirements, and changing business models. We face strong competition in many
areas of our current business activities. The rapid pace of technological change creates new opportunities for both
our existing competitors as well as start-ups. Moreover, the rise of new industry alliances, and mergers and
acquisitions can dramatically change our competitive landscape and can result in competitors with significant
resources in research and development, marketing and sales. Customer requirements change quickly as a result of
new and more cost efficient technologies. We face direct competition from approximately eight firms which are
producing competing products in the Imaging and Media category, approximately eight manufacturers of
competing products in the retail and industrial markets, and approximately four distributors in the Color
Standards industry; some of whom have significant resources and sales. The primary base of competition for all
the Company’s products is technology and intellectual property, design, service, and price. Our competitive
position may be adversely affected in the future by one or more of the factors described in this section.

Employees

As of January 2, 2010 and January 3, 2009, the Company employed 753 and 899 people on a full time basis,
of which 484 and 557, respectively, were in the United States. We believe we have generally good relationships
with our employees.



Patents

As of January 2, 2010, X-Rite owned 171 patents and had 93 patent applications on file. While the
Company follows a policy of obtaining patent protection for its products where appropriate, it does not believe
that the loss of any existing patent, or failure to obtain any new patents, would have a material adverse impact on
its current operations. We expect to protect our products and technology by asserting our intellectual property
rights where appropriate and prudent.

Distribution Networks

X-Rite’s products are sold by its own sales personnel and through independent manufacturer’s
representatives. Certain products not sold directly to end-users are distributed through a network of independent
dealers throughout Europe, Asia Pacific and the Americas.

Seasonality

The Company’s business is generally not subject to seasonal variations that significantly impact sales,
production, or net income.

Significant Customers

In 2009, the Company did not have any customers which accounted for greater than 10 percent of
consolidated net sales. One significant customer, Heidelberger Druckmaschinen AG, accounted for $32.0 and
$28.3 million, or 12.2 and 11.4 percent, of total net sales in 2008 and 2007, respectively

Backlog

The Company’s estimated backlog of scheduled but unshipped orders was $17.3 million as of January 30,
2010 and $23.2 million as of January 31, 2009. This backlog is expected to be filled during the current fiscal
year.

Research, Development and Engineering

During 2009, 2008, and 2007, the Company expensed $22.6, $29.4, and $34.7 million, respectively, on
research, development, and engineering.

In addition to the research, development, and engineering costs reported as operating expenses, certain costs
to develop new software products were capitalized in each of the last three years. Software development costs
capitalized totaled $4.4, $4.0, and $3.7 million in 2009, 2008, and 2007, respectively. The related amortization
expense was included in cost of sales (see Note 1 to the Consolidated Financial Statements).



ITEM 1A RISK FACTORS

There are many risk factors that may adversely affect the Company’s operating results, including the
following:

Our future results could be harmed by economic, political, geographic, regulatory and other specific risks
associated with international operations.

The acquisitions of Amazys in July of 2006 and Pantone in October 2007 significantly expanded our
international operations. During fiscal 2009, we derived approximately 64.6 percent of our total revenues from
sales of our products outside of the United States, compared with 67.2 percent during fiscal 2008 and 65.7
percent during fiscal 2007. We intend to continue to pursue growth opportunities in sales internationally, which
could expose us to greater risks associated with international sales and operations. There can be no assurance that
we will maintain or expand our international sales. If the revenues generated from international activities,
especially in emerging markets, are inadequate to offset the expense of maintaining such international operations,
our business, financial condition and results of operations could be materially and adversely affected. The
increasingly international reach of our businesses could also subject us and our results of operations to
unexpected, uncontrollable and rapidly changing economic and political conditions. Specifically, international
sales and operations are subject to inherent risks, including:

* lack of experience in a particular geographic market;

* tariffs and other barriers, including import and export requirements and taxes on subsidiary operations;
+ different and changing regulatory requirements in various countries and regions;
¢ fluctuating exchange rates and currency controls;

» difficulties in staffing and managing foreign sales and support operations;

* longer accounts receivable payment cycles;

* potentially adverse tax consequences, including repatriation of earnings;

* diminished protection of intellectual property in some countries outside the U.S.;
¢ development and support of localized and translated products;

» lack of acceptance of localized products or X-Rite in foreign countries;

« differing local product preferences and product requirements;

* labor force instability, including possible shortages of skilled personnel required for local operations;
and

» political and/or economic instability, such as perceived or actual public health or terrorist risks which
impact a geographic region and business operations therein.

As we expand our international operations, we may encounter new risks. For example, as we focus on
building our international sales and distribution networks in new geographic regions, we must continue to
develop relationships with qualified local distributors and trading companies. If we are not successful in
developing these relationships, we may not be able to grow sales in these geographic regions.

Our substantial debt level could adversely affect our operating flexibility and put us at a competitive
disadvantage.

As of January 2, 2010, the Company had $183.6 million of debt between the first and second lien facilities
and $29.8 million of mandatorily redeemable preferred stock, net of warrant discount of $14.1 million. This
substantial amount of debt and payment obligations with respect to our preferred stock will require significant
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interest and principal payments. Our level of debt and the limitations imposed on us by our credit agreements and
the terms of our preferred stock could adversely affect our operating flexibility and put us at a competitive
disadvantage. Our substantial debt level and the terms of our preferred stock may adversely affect our future
performance, because, among other things:

» We may be placed at a competitive disadvantage relative to our competitors, some of which have lower
fixed payment obligations and greater financial resources that we do;

»  Our ability to complete future acquisitions may be limited;

»  We will have to use a portion of our cash flow for debt service and satisfying our payment obligations
with respect to our preferred stock rather than for investment in research and development and capital
expenditures;

» We may not be able to obtain further debt financing and/or we may have to pay more for such
additional financing as we are able to obtain;

« We may not be able to take advantage of business opportunities; and

e We will be more vulnerable to adverse economic conditions.

The senior credit facilities contain certain covenants applicable to us and our subsidiaries that may adversely
affect our ability to create liens, incur indebtedness, make certain investments or acquisitions, pay dividends,
repurchase shares, enter into certain transactions with affiliates, incur capital expenditures beyond prescribed
limits and that require us to deliver certain reports and information, and meet certain financial ratios. In addition,
the terms of our preferred stock contain certain covenants applicable to us and our subsidiaries that may
adversely affect our ability to create new classes of equity securities, incur indebtedness, pay dividends, or
repurchase shares.

Our ability to make scheduled payments of principal of, to pay interest on, or to refinance our indebtedness
and satisfying our payment obligations with respect to our preferred stock will depend upon our future operating
performance, which may be affected by factors beyond our control. In addition, there can be no assurance that
future borrowings or equity financing will be available to us on favorable terms or at all for the payment or
refinancing of our indebtedness. If we are unable to service our indebtedness or satisfying our payment
obligations with respect to our preferred stock, our business, financial condition and results of operations would
be materially adversely affected.

Moreover, if one or more rating agencies downgrade our credit rating, we may have difficulty obtaining
additional financing and/or our cost of obtaining additional financing or refinancing existing debt may be
increased significantly.

If we fail to attract, hire and retain qualified personnel, we may not be able to design, develop, market or
sell our products or successfully manage our business.

Our ability to attract new customers, retain existing customers and pursue our strategic objectives depends
on the continued services of our current management, sales, product development and technical personne} and
our ability to identify, attract, train and retain similar personnel. Competition for top management personnel is
intense and we may not be able to recruit and retain the personnel we need if we are unable to offer competitive
compensation and benefits. The loss of any one of our management personnel, or our inability to identify, attract,
train, retain and integrate additional qualified management personnel, could make it difficult for us to manage
our business successfully and pursue our strategic objectives. We do not carry key person life insurance on any of
our employees. Similarly, competition for skilled sales, product development and technical personnel is intense
and we may not be able to recruit and retain the personnel we need. The loss of the services of key sales, product
development and technical personnel, or our inability to hire new personnel with the requisite skills, could
restrict our ability to develop new products or enhance existing products in a timely manner, sell products to our
customers or manage our business effectively.



We are subject to risks arising from currency exchange rate fluctuations, which could increase our costs
and may cause our profitability to decline.

In fiscal 2009, we derived approximately $123.8 million, or 64.6 percent of our total revenues, from sales of
our products outside of the United States. Measured in local currency, a substantial portion of our foreign
generated revenues were denominated in Swiss Francs, Euros and British Pound Sterling. The United States
dollar value of our foreign generated revenues varies with currency exchange rate fluctuations. Significant
increases in the value of the United States dollar relative to other currencies could have a material adverse effect
on our results of operations. We address currency risk management through regular operating and financing
activities. We currently have no hedging or similar foreign currency contracts to mitigate the risk of exchange
rate fluctuations. Fluctuations in the value of foreign currencies could adversely impact the profitability of our
foreign operations.

If we are unable to protect our intellectual property rights, our business and prospects may be harmed.

We have made significant expenditures to develop and acquire technology and intellectual property rights.
We actively patent and trademark these properties when deemed appropriate and will vigorously defend them
against infringement. Our failure to protect our intellectual property could seriously harm our business and
prospects because developing new products and technologies is critical to our success. We will incur substantial
costs in obtaining patents and, if necessary, defending our intellectual propriety rights. We do not know whether
we will obtain the patent protection we seek, or that the protection we do obtain will be found valid and
enforceable if challenged. Our efforts to protect our intellectual property through patents, trademarks, service
marks, domain names, trade secrets, copyrights, confidentiality and nondisclosure agreements and other
measures may not be adequate to protect our proprietary rights. Patent filings by third parties could render our
intellectual property less valuable. Disputes may arise as to ownership of our intellectual property or as to
whether products designed by our competitors infringe our intellectual property rights. Employees, consultants
and others who participate in developing our products may breach their agreements with us regarding our
intellectual property, and we may not have adequate remedies for the breach. In addition, intellectual property
rights may be unavailable or limited in some foreign countries, which could make it easier for competitors to
capture market position. Competitors may also capture market share from us by designing products that mirror
the capabilities of our products or technology without infringing on our intellectual property rights. In addition,
as sales of our products continue to grow internationally, our exposure to intellectual property infringements in
countries where intellectual property rights protections are less stringent will increase. If we do not obtain
sufficient international protection for our intellectual property, our competitiveness in international markets could
be impaired, which would limit our growth and future revenue.

We may be subject to intellectual property litigation and infringement claims, which could cause us to
incur significant expenses or prevent us from selling our products.

A successful claim of patent or other intellectual property infringement against us could adversely affect our
growth and profitability, in some cases materially. We cannot assure you that others will not claim that our
proprietary or licensed products are infringing on their intellectual property rights or that we do not in fact
infringe on those intellectual property rights. From time to time, we receive notices from third parties of potential
infringement and receive claims of potential infringement. We may be unaware of intellectual property rights of
others that may cover some of our technology. If someone claims that our products infringed on their intellectual
property rights, any resulting litigation could be costly and time consuming and would divert the attention of
management and key personnel from other business issues. The complexity of the technology involved and the
uncertainty of intellectual property litigation increase these risks. Claims of intellectual property infringement
also might require us to enter into costly royalty or license agreements or to modify our products. We also may
be subject to significant damages or an injunction preventing us from manufacturing, selling or using some of our
products in the event of a successful claim of patent or other intellectual property infringement. Any of these
adverse consequences could have a material adverse effect on our business, financial condition and results of
operations.



We may not have financing for future technology and capital requirements, which may prevent us from
addressing gaps in our product offerings, improving our technology or increasing our manufacturing
capacity.

If we cannot incur additional debt or issue equity or are limited with respect to incurring additional debt or
issuing equity, we may be unable to address gaps in our product offerings, improve our technology or increase
our manufacturing capacity, particularly through strategic acquisitions or investments. Although historically our
cash flow from operations has been sufficient to satisfy working capital, capital expenditure and research and
development requirements, in the future we may need to incur additional debt or issue equity in order to fund
these requirements as well as to make acquisitions and other investments. We cannot assure you that debt or
equity financing will be available to us on acceptable terms or at all. If we raise funds through the issuance of
debt or equity, any debt securities or preferred stock issued will have rights, preferences, and privileges senior to
holders of our common stock in the event of liquidation. The terms of the debt securities or preferred stock may
impose restrictions on our operations. If we raised funds through the issuance of equity, this issuance would
dilute your ownership of us. If the price of our equity is low or volatile, we may not be able to issue additional
equity to fund future acquisitions.

Our ability to make payments on and to refinance our indebtedness and redeem our mandatorily redeemable
preferred stock at maturity and to fund working capital, capital expenditures and strategic acquisitions and
investments, will depend on our ability to generate cash in the future. Our ability to generate cash is subject to
general economic, financial, competitive, legislative, regulatory and other factors that are beyond our control.

The markets for our products and services are highly competitive. If we are unable to compete effectively
with existing or new competitors, our business could be negatively impacted.

The markets in which we compete are very competitive and subject to technological change, evolving
standards, frequent product enhancements and introductions and changing customer requirements. Many of our
current and potential competitors have (1) longer operating histories, (2) significantly greater financial, technical
and marketing resources, (3) greater name recognition, and/or (4) a larger installed customer base than X-Rite. A
number of companies offer products and services that are similar to those offered by us and that target the same
markets. In addition, any of these competitors may be able to respond more quickly to new or emerging
technologies and changes in customer requirements, and to devote greater resources to the development,
promotion and sale of their products than us. Our competitors may develop products and services that compete
with those offered by us or may acquire companies, businesses and product lines that compete with us. It also is
possible that competitors may create alliances and rapidly acquire significant market share, including in new and
emerging markets. If we are not able to differentiate our products and services in the market, competitive
pressures may potentially impact our sales volumes, pricing structure, gross margin, operating expenses and
operating income.

Accordingly, there can be no assurance that current or potential competitors of X-Rite will not develop or
acquire products or services comparable or superior to those that we develop, combine or merge to form
significant competitors, or adapt more quickly than us to new technologies, evolving industry trends and
changing customer requirements. Competition could cause price reductions, reduced margins or loss of market
share for our products and services, any of which could materially and adversely affect our business, operating
results and financial condition. There can be no assurance that we will be able to compete successfully against
current and future competitors of X-Rite or that the competitive pressures that the company may face will not
materially adversely affect our business, operating results, cash flows and financial condition.

We may be affected by environmental laws and regulations.

We are subject to a variety of laws, rules and regulations relating to discharges of substances into the air,
water and land, the handling, storage and disposal of wastes and the cleanup of properties necessitated by
pollutants. Any of those regulations could require us to acquire expensive equipment or to incur substantial other
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expenses to comply with them. If we incur substantial additional expenses, product costs could significantly
increase. Also, if we fail to comply with present or future environmental laws, rules and regulations, such failure
could result in fines, suspension of production or cessation of operations.

We are vertically integrated and, therefore, must manage costs efficiently.

A significant portion of our manufacturing processes are vertically integrated. Therefore, it is critical to
efficiently manage the cost structure for capital expenditures, materials and overhead, as well as operating
expenses such as wages and benefits.

Our reliance on outsourced manufacturing presents risks to our fulfillment process.

We rely on a number of strategic supply chain partners to produce key components or sub-assemblies that
support our final assembly, calibration, and test process. Some of these suppliers are single sourced and therefore
present risks to our fulfillment process.

We depend on new product development to compete effectively.

We have made large investments in new products and services. There are no assurances as to when future
revenues from these products will be received, or that the ultimate profit margins received will be adequate to
justify the investment.

Continual development of new products, technologies, and enhancements to existing products are core
components of our long-term growth plans. Our future business, financial condition and results of operations will
depend to a significant extent on our ability to develop new products that address these market opportunities. As
a result, we believe that significant expenditures for research and development will continue to be required in the
future. Product development requires a time-consuming and costly research and development process.
Unexpected delays in this process may significantly affect the timing of future revenues and increase costs. We
must anticipate the features and functionality that customers will demand, incorporate those features and
functionality into products, price our products competitively and introduce new products to the market on a
timely basis. We cannot assure you that the products we expect to introduce will incorporate the features and
functionality demanded by our customers, will be successfully developed, or will be introduced within the
appropriate window of market demand. If there are delays in production of current or new products, our potential
future business, financial condition, and results of operations could be adversely affected. In addition, the time
required for competitors to develop and introduce competing products may be shorter, their manufacturing yields
may be better, and their production costs may be lower than those experienced by us.

The current general economic slowdown could continue to adversely affect our revenues and profitability.

Many of our products are used for quality control purposes within a larger manufacturing or production
process. As such, our sales in some instances are linked to capital goods spending. Should the current slowdown
in capital goods spending or adverse changes in global economic conditions be prolonged, our revenues and
profitability could be noticeably impacted.

We may face potential tax liabilities.

We are subject to taxation in many jurisdictions in the United States, Europe, Asia and elsewhere. In the
ordinary course of business, there are transactions and calculations where the ultimate tax liability cannot be
determined with certainty at the time the transaction is entered into. Preparation of our income tax provision
requires the use of judgments as to how these transactions will ultimately be taxed. We believe our tax accruals
are accurate though the ultimate determination of these issues may be different from that which is reflected in our
historical provision and accruals. Should these determinations be different from what is previously recorded and
additional tax is assessed, those assessments would be recorded in the period in which they occur.
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The Company’s reliance on a small number of primary manufacturing centers may affect timely
production and profitability.

Manufacturing and service of much of our core color products are performed at our headquarters facility in
Grand Rapids, Michigan, and in our Regensdorf, Switzerland and Carlstadt, New Jersey facilities. Should a
catastrophic event occur at any of these facilities, our ability to manufacture products, complete existing orders,
and provide other services would be severely impacted for an undetermined period of time. We have purchased
business interruption insurance to cover the costs of certain catastrophic events. Our inability to conduct normal
business operations for a period of time may have an adverse impact on long-term operating results.

ITEM 1B  UNRESOLVED STAFF COMMENTS—None
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ITEM 2.

PROPERTIES

The Company and its subsidiaries own or lease properties throughout the world. Listed below are the
principal properties owned or leased as of January 2, 2010:

Location

Grand Rapids, MI

Tewksbury, MA
Greensboro, NC
Carlstadt, NJ

Regensdorf, Switzerland

Poynton, England
Neu-Isenburg, Germany
Martinsried, Germany
Massy, France

Prato, Italy

Barcelona, Spain
Moscow, Russia
Vyskov, Czech Republic

Quarry Bay, Hong Kong

Tokyo, Japan

Shanghai, China (5 sites)

Principal Uses

Company headquarters, manufacturing, RD&E,
sales, customer service, warehouse, and
administration

RD&E, sales, customer service, and
administration

Sales and customer service

Manufacturing, RD&E, sales, customer service,
warehouse, and administration

Manufacturing, RD&E, sales, customer service,
warehouse and administration

Sales, customer service, and administration
Sales and customer service

Manufacturing, RD&E, sales, customer service,
and training

Sales, customer service, and administration
Sales and customer service

Sales and customer service

Sales

Sales and customer service

Sales, customer service, warehouse and
administration

Sales, customer service, and administration

Sales, customer service, and administration
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Owned/Leased Segment
Owned Color
Measurement and
Color Standards
Leased Color
Measurement
Leased Color
Measurement
Leased Color Standards
Leased Color
Measurement and
Color Standards
Leased Color
Measurement
Leased Color
Measurement
Leased Color
Measurement
Leased Color
Measurement
Leased Color
Measurement
Leased Color
Measurement
Leased Color
Measurement
Leased Color
Measurement
Leased Color
Measurement and
Color Standards
Leased Color
Measurement and
Color Standards
Leased Color

Measurement and
Color Standards



As of January 2, 2010, X-Rite and its subsidiaries collectively owned approximately 375,000 square feet of
space and leased approximately 212,000 square feet. Included in these figures are approximately 8,000 square
feet leased related to facilities that have been closed or that are in the process of being closed as of March 1, 2010
as part of the Company’s restructuring plans. The Company is currently in the process of selling, subleasing, or
negotiating lease break-fees for all of the closed facilities.

The Company’s headquarters is approximately 375,000 square feet and is located in Grand Rapids,
Michigan. On January 29, 2009 the Company completed the sale of its former headquarters for $7.2 million.

Management considers all the Company’s properties and equipment to be suitable and adequate for its
current and reasonably anticipated development, production, distribution, and selling requirements.

ITEM 3. LEGAL PROCEEDINGS

The Company is periodically involved in legal proceedings, legal actions, and claims arising in the normal
course of business, including proceedings related to product, labor, and other matters. Such matters are subject to
many uncertainties, and outcomes are not predictable. The Company records amounts for losses that are deemed
probable and subject to reasonable estimates. The Company does not believe that the ultimate resolution of any
of these matters will have a material adverse effect on its financial condition or results of operations.

ITEM4. RESERVED
EXECUTIVE OFFICERS OF THE REGISTRANT

The following table lists the names, ages, and positions of all of the Company’s executive officers as of
January 2, 2010.

Position
Name igs Position Held Since
Thomas J. Vacchiano Jr. .................. 57 President, Chief Executive Officer 2006(1)
RajeshK.Shah ........... ... ... ... ..... 58 Executive Vice President, Chief Financial 2009(2)
Officer and Secretary
FrancisLamy ........................ ... 51 Executive Vice President, Chief Technology 2006(3)
Officer

(1) Mr. Vacchiano joined X-Rite as its President in July 2006 as part of the Amazys acquisition, and was
appointed CEO in October 2006. Prior to joining X-Rite, Mr. Vacchiano served as President and Chief
Executive Officer of Amazys for five years.

(2) Mr. Shah joined X-Rite in October 2009 as Executive Vice President, Chief Financial Officer and Secretary.
Prior to joining X-Rite, Mr. Shah served as Executive Vice President and Chief Financial Officer of
Cadence Innovation, LLC, a global manufacturer of automotive interior systems from 2007 to March 2009.
During August 2008, Cadence Innovation filed a voluntary petition for reorganization under Chapter 11 of
the U.S. Bankruptcy Code. Prior to his service at Cadence Innovation, Mr. Shah was Executive Vice
President and Chief Financial Officer of Remy International, Inc., a manufacturer of automotive and
commercial products from 2002 to 2006. During October 2007, Remy filed a voluntary petition for
reorganization under Chapter 11 of the U.S. Bankruptcy Code.

(3) Mr. Lamy joined X-Rite as part of the Amazys acquisition in July 2006. Prior to joining X-Rite, Mr. Lamy
served as the Executive Vice President and Chief Technology Officer of GretagMacbeth AG, the primary
subsidiary of Amazys. He held that position for more than five years.
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PART 11

ITEM S. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

The Company’s common stock is listed on the NASDAQ — Global Select Market under the symbol “XRIT”.
As of March 3, 2010, there were approximately 854 shareholders of record. Ranges of high and low sales prices
reported by the NASDAQ for the past two fiscal years appear in the following table.

High Low

Year Ended January 2, 2010:

Fourth Quarter ........ ... .. . $220 $1.80

ThirdQuarter .. ... ... 2.10 1.36

Second Quarter .. ......... ... 2.78 1.03

First Quarter ... ....... ... 1.63 0.95
Year Ended January 3, 2009:

Fourth Quarter . .. ... .. ... $ 3.60 $1.25

Third Quarter . . ... 4.07 2.00

Second QUArtEr . .. ...ttt 6.49 1.10

First QUarter . ...........iini i 11.87 6.09

The Company’s Board of Directors’ voted to suspend payment of its dividend. The decision was made to
accelerate the repayment of debt and to invest in future product development initiatives. Although the Board does
not anticipate reinstating the dividend payment in the foreseeable future, it will continue to reevaluate the policy
periodically. Any determination to pay cash dividends will be at the discretion of the Board and will be
dependent upon the Company’s results of operations, financial condition, terms of financing arrangements, and
such other factors as the Board deems relevant.
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Shareholder Return Performance Graph

Set forth below is a line graph comparing the yearly percentage change in the cumulative total shareholder

return on the Company’s common stock with that of the cumulative total return of the NASDAQ Stock Index

(US & foreign) and NASDAQ Non-Financial Stock Index for the five-year period ended January 2, 2010 (fiscal

2009). The graph assumes an investment of $100 on January 1, 2005 (beginning of fiscal 2005) in the

Company’s common stock, the NASDAQ Stock Index (US & foreign) and the NASDAQ Non-Financial Index,
with dividends reinvested.
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ITEM 6. SELECTED FINANCIAL DATA

Selected financial data for the five most recently completed fiscal years is summarized below. Such data
should be read in conjunction with the section entitled “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and the Consolidated Financial Statements and notes thereto and
information included elsewhere in this Annual Report on Form 10-K.

(in thousands, except per share data)

2009 2008 2007 2006 2005
Net sales from continuing operations ............. $191,667 $ 261,491 $248,710 $167,641 $119,626
Operating income (10ss) ....................... 3,821 (54,864) 16,643 (25,660) 14,230
Income (loss) from continuing operations .. ....... (25,242) (117,824) (20,822) (27,144) 9,406
Income (loss) per share from continuing operations:
Basic .......... . (0.33) (3.12) 0.72) (1.09) 0.44
Diluted ............. ... (0.33) (3.12) 0.72) (1.09) 0.44
Dividends pershare ........................... — — — 0.10 0.10
Totalassets .......... ... ..., $472,715 $ 545,657 $654,824 $462,259 $147,635
Mandatorily redeemable preferred stock, net of
warrant discount of $14,065 .................. 29,764 — — — —
Long-term debt, less current portion 176,400 264,017 378,300 190,200 —_
Weighted-average common shares outstanding: . . ..
CBasiC 77,500 37,753 28,866 24,865 21,150
Diluted .......... ... 77,500 37,753 28,866 24,865 21,419

. Assets acquired and liabilities assumed in the Amazys Holding AG and Pantone, Inc. acquisitions were
recorded on the Company’s Consolidated Balance Sheets based on their estimated fair values as of the date of
acquisition—July 5, 2006 and October 24, 2007, respectively. The results of operations of Amazys Holding AG
and Pantone, Inc. have been included in the Company’s Consolidated Statements of Operations since the dates of
acquisition. The Pantone acquisition is discussed further in Note 3 to the Consolidated Financial Statements.
During the fourth quarter of 2008, an impairment charge of $58.1 million was recognized in relation to the
acquired goodwill and indefinite-lived intangibles. See Note 6 to the Consolidated Financial Statements for
further discussion of this impairment.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

FORWARD-LOOKING STATEMENTS:

This discussion and analysis of financial condition and results of operations, as well as other sections of the
Company’s Form 10-K, 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, as amended, that are based on
management’s beliefs, assumptions, current expectations, estimates and projections about the industries it serves,
the economy, and about the Company itself. Words such as “anticipates,” “believes,” “estimates,” “expects,”
“likely,” “plans,” “projects,” “should,” and variations of such words and similar expressions are intended to
identify such forward looking statements. These statements are not guarantees of future performance and involve
certain risks, uncertainties, and assumptions that are difficult to predict with regard to timing, extent, likelihood,
and degree of occurrence including those listed in Item 1A — Risk Factors. Therefore, actual results and outcomes
may materially differ from what may be expressed or forecasted in such forward-looking statements.
Furthermore, X-Rite, Incorporated undertakes no obligation to update, amend or clarify forward-looking
statements, whether as a result of new information, future events, or otherwise. Forward-looking statements
include, but are not limited to, statements concerning liquidity, capital resources needs, tax rates, dividends, and
potential new markets.

The following management’s discussion and analysis describes the principal factors affecting the results of
operations, liquidity and capital resources, as well as the critical accounting policies of X-Rite, Incorporated (also
referred to as X-Rite or the Company). For purposes of this discussion, amounts from the accompanying
Consolidated Financial Statements and related notes have been rounded to millions of dollars, except where
separately disclosed, for convenience of the reader. These rounded amounts are the basis for calculations of
comparative changes and percentages used in this discussion. This discussion should be read in conjunction with
the accompanying Consolidated Financial Statements, which include additional information about the
Company’s significant accounting policies, practices and transactions that underlie its financial results.

OVERVIEW OF THE COMPANY

X-Rite, Incorporated is a technology company that develops a full range of color management systems. The
Company’s technologies assist manufacturers, retailers, distributors, and consumers in achieving precise color
appearance throughout their global supply chain. X-Rite products also assist printing companies, graphic
designers, and professional photographers in achieving precise color reproduction of images across a wide range
of devices and from the first to the last print. The Company’s products also provide retailers color solutions at
point of purchase. The key markets served include Imaging and Media, Industrial, and Retail.

X-Rite generates revenue by selling products and services through a direct sales force as well as select
distributors. The Company has sales and service facilities located in the United States, Europe, Asia, and Latin
America.

Overview of 2009

¢ Net sales of $50.1 million for the fourth quarter. An increase of 9.9 percent on a sequential quarter
basis and reduction of 17.6 percent versus the same period in 2008

« New sales programs for recently released products and emerging markets gained traction driving sales
growth in certain market sectors and geographic regions in the fourth quarter

¢ Continued gains in year over year profitability and cash flow

* Positive net income and operating income in the fourth quarter
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» Continuing positive cash flows from operations

e Strengthened the balance sheet
* Debt paid down in the fourth quarter by $3.9 million and $45.9 million for the year
*  Year end cash balance of $29.1 million

* Market buzz continues for the myPANTONE™ app as it is being featured in a series of Apple iPhone®
advertisements
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RESULTS OF OPERATIONS

The following table summarizes the results of the Company’s operations for the 2009, 2008 and 2007 fiscal
years and includes amounts expressed as a percentage of net sales (in millions):

2009 2008 2007

NetSales ....... ... o $191.7 100.0%$ 261.5 100.0% $248.7 100.0%
Cost of sales:

Productssold ........... ... ... . ... . ... ..., 80.9 422 109.7 419 99.7  40.1

Inventory valuation adjustment ................... — — 12.8 49 2.6 1.0

Restructuring and other related charges ............. 0.2 0.1 0.4 0.2 0.2 0.1
Grossprofit ......... ..ot 110.6  57.7 1386 530 1462 5838
Operating €Xpenses ................................ 106.8  55.7 1354 51.8 129.6 521
Goodwill and indefinite-lived intangibles impairment . . . .. — — 58.1 222 — —
Operating income (1088) .. .........coovveiin. ... 3.8 2.0 (549) (21.0) 16.6 6.7
Interest eXpense . .............coiiii (33.5) (17.5) 46.3) (17.7) (22.1) (8.8)
Write-off of deferred financing costs . .................. 2.3) (1.2) 3.8) (1.5 535 22
Other income (EXpense) .. ..........couuuiiiunnenn... 2.1 1.1 (1.1) (0.4) 0.2) (0.2)
Loss before income taxes .. .........couveerennnnnn... (29.9) (15.6) (106.1) (40.6) (11.2) (4.5)
Income taxes (benefit) .............. .. ... .. .. .. ..... @7 (2.5 11.7 4.5 9.6 3.9
Loss from continuing operations ...................... (25.2) (13.1) (117.8) (45.1) (20.8) (8.4)
Discontinued operations:
Income from operations ............................. — — — — — —
Netgainonsale ................................... — — — — 8.2 33
Netloss . ... $(25.2) (13.1)%$(117.8) (45.1)%$(12.6) (5.1)%

On October 24, 2007, the Company acquired Pantone, a worldwide market leader in color communication
and specification standards in the creative design industries.

As a result of executing comprehensive integration plans for the Pantone acquisition, various operations
were integrated into the operations of X-Rite as of January 3, 2009 and included in the sales attributable to
X-Rite for the 2008 periods presented. As Pantone’s financial information is not included in the consolidated
results prior to the respective date of acquisition, comparability on a period to period basis is limited.

Net Sales
(in millions) 2009 2008 2007
Imagingand Media ................................. $ 724 378%$112.6 43.1%$1242 50.0%
Industrial ........ ... i, 434 226 53.2 203 583 234
Retail ... ... .o 14.3 7.4 18.3 7.0 222 8.9
Color Support Services ...........ouieiiineennnn... 237 124 289 11.1 283 114
Other . ... 54 2.8 6.4 2.4 6.7 2.7
Total Color Measurement ........................ 159.2 83.0 2194 839 2397 964
ColorStandards .. ............ ... .. ... ......... 32.5 17.0 42.1 16.1 9.0 3.6
Total NetSales ............................ $191.7 100.0% $261.5 100.0% $248.7 100.0%

As aresult of the Pantone acquisition, the Company has two reportable segments, Color Measurement and
Color Standards. The Color Measurement segment is engaged in X-Rite’s traditional hardware, software
technology, and services business that offers a full range of color management solutions. The Company’s
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solutions assist manufacturers, retailers, and distributors in achieving precise color appearance throughout their
global supply chain. The Color Standards segment includes the operations of the Pantone business unit. Pantone
is a leading developer and marketer of products for the accurate communication and reproduction of color for
global customers in a variety of industries including imaging and media, textiles, plastics, and paint.

For 2009, net sales decreased $69.8 million, or 26.7 percent, compared to 2008. Lower sales volumes were
incurred across all business units with the most significant declines occurring within the Imaging and Media
business unit. These declines were a result of the continued global economic recession and its related effect on
the Company. Net sales for 2008 increased $12.8 million, or 5.1 percent, over 2007. The acquisition of Pantone
during the last quarter of 2007 contributed $42.1 million in net sales to the Company’s 2008 net sales.

The Company’s primary foreign exchange exposures are from the Euro and the Swiss Franc. The impact of
fluctuations in these currencies was reflected mainly in the Company’s European operations. In 2009, the impact
of translating foreign denominated net sales to U.S. dollars had the effect of decreasing net sales by $3.1 million.
The impact of translating foreign denominated net sales to U.S. dollars improved net sales by $7.1 and $6.7
million in 2008 and 2007, respectively. Both domestic and international revenue decreased, with international
revenue accounting for 64.6 percent of net sales in 2009 compared to 67.2 and 65.7 percent in 2008 and 2007,
respectively.

Color Measurement Segment

The Imaging and Media product lines provide solutions for commercial and package printing applications,
digital printing and photo processing, photographic, graphic design and pre-press service bureaus in the imaging
industries. The Imaging and Media market reported a decrease in revenue of $40.2 million, or 35.7 percent, as
compared to 2008. The decline in the Imaging and Media product line was driven by the pressroom and printing
markets where demand from end user consumers has not recovered from economic recession conditions initially
experienced at the end of 2008. Leading the decline in the Imaging and Media product line was a year over year
decline in European sales of 43.3 percent.

In 2008, the Imaging and Media market reported a decrease in revenue of $11.6 million, or 9.3 percent, as
compared to 2007. The decline in the Imaging and Media market was sharply influenced by the economic
slowdown and associated credit issues experienced throughout 2008 in North America. The largest impacts were
seen in the pressroom and printing sub markets where demand from some strategic partners declined and
aftermarket channel sales decreased compared to 2007 performance.

The Industrial group provides color measurement solutions for the automotive quality control, process
control and global supply chain markets. The Company’s products are an integral part of the manufacturing
process for automotive interiors and exteriors, as well as textiles, plastics, and dyes. The Industrial market’s 2009
net sales decreased by $9.8 million, or 18.4 percent compared to the prior year. The Industrial market’s decline
has been the result of the declines in the global automotive channel and related supply chain. As the U.S.
economy weakened in 2008 and continued into 2009 a number of these supply chain projects were delayed into
2010. The largest area of decline for the Industrial product line was experienced in North America where year
over year sales were down 30.3 percent. These declines were partially offset by strong Asia Pacific sales,
particularly strong towards the second half of 2009, accounting for a 4.9 percent year over year increase. The
Industrial product line experienced the smallest decline in year over year sales compared to other product lines,
due to improving market conditions, new products, and new sales and marketing initiatives.

The Industrial market’s net sales in 2008, decreased by $5.1 million, or 8.7 percent compared to the prior
year. The Industrial year over year decline was largely a slowdown in global supply chain projects between U.S.
retailers or product companies and their suppliers in Asia. As the U.S. economy weakened in 2008 a number of
these supply chain projects were delayed into subsequent years. In addition, the declining economy impacted a
number of small to medium sized customers in the Americas and Asia by lowering their purchasing power. A
reduction in export demand in China hindered our sales volume in the Asian Industrial market in 2008.
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The Retail market experienced a sales decrease of $4.0 million, or 21.9 percent, for 2009 compared with
2008. Continuing success in North America with the new iVue ® (a next generation retail paint matching system)
solution for Retail customers was partially offset by the decline in year over year demand of the Matchstick
product family in Europe and the general reduction in capital expenditures by the industry. In 2009 the Retail
product line was negatively impacted by the challenging economic environment of the European retail markets.
While sales in North America were down 13.8 percent year over year our European sales experienced a much
deeper decline of 56.5 percent for the same period. The declining European sales in 2009 were related to the
economic recession in Europe. The Matchstick product line will be supplemented with a new product platform
leveraging state of the art technology and features in the second quarter of 2010.

The Retail market experienced a net sales decrease of $3.9 million, or 17.6 percent, for 2008 compared with
2007. The Retail market suffered a significant reduction in European sales versus 2007 as we were unable to
build upon the success of our Matchstick product line. While our customer relationships and the competitive
landscape are favorable for X-Rite in this market, new solutions are the key for rebuilding this positive
momentum. We also saw a 2008 sales slowdown in the Americas for behind the counter paint matching sales as
the North American retail industry was negatively impacted by the 2008 economic conditions. The release of
iVue @ late in 2008 was received well by many of our major retail accounts. Projects were deferred by
management into subsequent years based on the capital limitations in the retail industry.

The Color Support Services business provides professional color training and support worldwide through
seminar training, classroom workshops, on-site consulting, technical support and interactive media development.
This group also manages the Company’s global service repair departments. The products repaired by the service
department include the Company’s products currently covered by our warranty program as well as those products
which have expired warranties. The Color Support Services market was formed in 2007 as a result of the Amazys
acquisition. In 2009, the Color Support Services group recorded a decrease in net sales of $5.2 million or 18.0
percent compared to 2008. As customers closed their plants or stopped production lines in 2009, instruments
were not being returned for certifications and repairs causing a slowdown in demand for key revenue sources in
the Color Support Services sector. The improvement in general market conditions towards the end of 2009 is
yielding a rebound in instrument certifications and repairs.

The Color Support Services group recorded an increase in net sales of $0.6 million, or 2.1 percent, in 2008
compared to 2007. The increase in Color Support Services sales was driven in large part by the increased focus
on new service repair bundles, certifications, and training products targeted at either the installed base (for
certifications) or new color section users (for easy to use training alternatives). X-Rite is using direct marketing
and telesales techniques to reach out to our vast customer base to maximize the value of our solutions with those
customers and to fuel growth in these uncertain economic times.

The Company’s product lines denoted as Other are primarily comprised of the Medical and Dental category.
The Medical product line provides instrumentation designed for use in controlling variables in the processing of
x-ray film and other applications. The Dental product line provides matching technology to the cosmetic dental
industry through X-Rite’s ShadeVision and Shade-X systems. Other product sales represented $5.4, $6.4, and
$6.7 million for the 2009, 2008, and 2007 years, respectively. Other product sales have ranged from 2.4 percent
of sales to 2.8 percent of sales over the last three years.

Color Standards Segment

The Color Standards segment includes the operations of the Pantone business unit. Pantone is a leading
developer and marketer of products for the accurate communication and reproduction of color, servicing
worldwide customers in a variety of industries including imaging and media, textiles, digital technology, plastics,
and paint. In 2009, the Color Standards segment reported a decrease in net sales of $9.6 million, or 22.8 percent,
compared to 2008. Decreases in the net sales of the Color Standards segment were driven by declining sales in
the graphics and textile markets. Products serving the fashion and textile markets have seen improving results as
the year has progressed compared to the graphic arts sector.
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For 2008, the results presented in the Color Standards segment reflect the first full year of Pantone
operations since the acquisition. For 2008, the Color Standards segment recorded $42.1 million in net sales.

Cost of Sales and Gross Profit

X-Rite’s cost of sales consists primarily of materials, labor, and overhead associated with manufacturing its
products. Manufacturing activities are primarily conducted at facilities in Michigan, New Jersey, and
Switzerland, with smaller operations located in Germany. Software development is also conducted at these
facilities, as well as at a facility in Massachusetts. The Company’s gross profit historically has fluctuated within a
narrow range. Principal drivers of gross profit include production volumes, product mix, labor, facilities and
materials costs.

Gross profit for 2009 was $110.6 million, or 57.7 percent, compared to $138.6 million, or 53.0 percent of
sales, for 2008. The 2008 gross profit results include a $12.8 million adjustment or 4.9 percent of sales, related to
the fair value valuation of Pantone’s inventory. Adjusted for this item, the Company’s gross margins were
comparable to prior year results. The Company was successful in offsetting the unfavorable absorption impacts
resulting from the year over year decline in sales through cost reductions including but not limited to employee
furloughs, headcount reductions, and reduced employee benefits including vacation.

For the year 2008, gross profit was $138.6 million, or 53.0 percent of sales, compared with $146.2 million,
or 58.8 percent of sales, for 2007. As part of the Pantone purchase price allocation in 2007, an adjustment of
$15.4 million was recorded to increase inventory to its fair value at the date of acquisition, and the adjustment
was amortized into cost of sales ratably as the inventory was sold. The Company recognized $12.8 million, or 4.9
percent of sales, in cost of sales in 2008 related to the fair value valuation of Pantone’s inventory. In addition to
the purchase accounting adjustments the Company had to increase its reserves over excess and obsolete inventory
as a result of restructuring efforts and decreased sales which further decreased the Company’s gross profit during
fiscal 2008.

Operating Expenses

The following table compares operating expense components as a percentage of net sales (in millions):

2009 2008 2007
Selling and marketing ............. ... ... .. ..., .. $519 27.1% $ 649 24.8% $ 60.6 244%
Research, development and engineering . ................ 226 118 294 112 347 140
General and administrative ...................... .. ... 279 145 352 135 282 113
Restructuring and other related charges ................. 44 23 59 23 6.1 24
Goodwill and indefinite-lived intangibles impairment . . . ... — — 58.1 222 - —
Total ... $106.8 55.7% $193.5 74.0% $129.6 52.1%

Operating expenses were $106.8 in 2009, which is a decrease of $86.7 million compared to 2008 operating
expenses of $193.5. Of the decrease, $58.1 million is due to the goodwill and indefinite-lived intangibles
impairment recorded in 2008. The residual operating expense decline of $28.6 million in 2009 includes
approximately $8 million in respect of employee furloughs, reductions in employee benefits, and other items,
which are expected to be reinstated in 2010. The remaining decline is largely attributable to cost reductions
comprised of headcount and other variable expense reductions affecting selling, marketing, engineering, and
administration expenses. The effect of foreign exchange rates decreased operating expenses by $0.6 million in
2009 and increased operating expenses by $0.5 million in 2008 and $3.8 million in 2007.

Selling and Marketing Expenses

Selling and marketing expenses consist primarily of wages, commissions, facility costs, travel, advertising,
trade shows, media and product promotion costs. Selling and marketing expenses in 2009 were $51.9 million

22



compared to $64.9 million in 2008, a decline of $13.0 million, or 20.0 percent. Impacting the decline in selling
and marketing expenses was a significant focus by management to reduce costs through factors including
headcount reductions, employee furloughs, reduced commission payments, and suspension of employee benefit
programs. Selling and marketing expenses in 2008 were $64.9 million, an increase of $4.3 million, or 7.1
percent, compared with 2007. The increase was primarily a result of the full year of selling expenses related to
the Pantone acquisition, offset by a decrease due to cost reductions and reduced variable compensation. As a
percentage of sales, 2009 expenses were 27.1 percent compared to 24.8 and 24.4 percent for 2008 and 2007,
respectively.

Research, Development and Engineering Expenses

Research, development and engineering (RD&E) expenses include compensation, facility costs, consulting
fees, and travel for the Company’s engineering staff. These costs are incurred primarily in the United States and
Switzerland for both new product development and the support and refinement of existing product lines. RD&E
expenses in 2009 declined $6.8 million, or 23.1 percent, when compared to 2008. The decline is primarily related
to reduction in employee headcount, furloughs, and benefit programs. RD&E expenses in 2008 were $29.4
million, a decrease of $5.3 million, or 15.3 percent, when compared to 2007. The decrease is primarily a result of
cost reductions related to the April 2008 restructuring along with a reduction of variable compensation. RD&E
expenses as a percentage of sales were 11.8, 11.2, and 14.0 percent for 2009, 2008, and 2007, respectively. The
Company intends to make investments in RD&E in the range of 11 to 13 percent of net sales for the foreseeable
future.

In addition to the RD&E costs reported as operating expenses, certain costs to develop new software
products were capitalized in each of the last three years. Software development costs capitalized totaled $4.4,
$4.0, and $3.7 million in 2009, 2008, and 2007, respectively. The related amortization expense was included in
cost of sales (see Note 1 to the Consolidated Financial Statements).

General and Administrative Expenses

General and administrative (G&A) expenses include compensation, facility costs, and travel for the
Company’s executive, finance, human resources and administrative functions, as well as legal and consulting
costs. G&A expenses in 2009 decreased $7.3 million, or 20.7 percent, when compared to 2008. The decrease is
primarily attributable to employee furloughs and benefit reductions, decline in professional services fees, and
reduction in amortization of fully amortized intangible assets. G&A expenses in 2008 increased $7.0 million, or
24.8 percent, when compared to 2007. This increase is primarily attributable to a full year of expenses related to
the Pantone G&A expenses. In addition, 2008 G&A expenses included a special property tax assessment and
equity issuance costs partially offset by a reduction in variable compensation expense.

Restructuring and other related charges

Restructuring and other related charges include the costs the Company incurred to execute various corporate
restructuring activities. These charges include asset write-offs and employee severance pay due to layoffs.
Restructurings may occur as a result of corporate acquisitions or a major reconfiguration of business operations.

In 2009, restructuring and other related charges were $4.6 million, of which $4.4 and $0.2 million were
recorded to operating expenses and cost of goods sold, respectively. In 2008, the Company incurred $6.3 million
in restructuring charges of which $5.9 million were recorded in operating expenses and $0.4 million were
recorded in cost of goods sold. In 2007, the Company incurred $6.4 million in restructuring charges of which
$6.1 million were recorded in operating expenses and $0.3 million were recorded in cost of goods sold.

The Company has engaged in the following corporate restructurings:

Amazys Restructuring Plan

In the first quarter of 2008, the Company completed the restructuring actions initiated in prior periods
related to the integration of the Amazys acquisition (Amazys restructuring plan). The Amazys restructuring plan
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included the closure of duplicate facilities, elimination of redundant jobs, and consolidation of product lines. The
restructuring plan included workforce reductions of 83 employees, all of which were completed as of March 29,
2008, facility closures of approximately 14,000 square feet, various asset write-downs, and related costs. The
work force reductions include approximately $6.0 million recognized in 2006 related to the former CEO’s
contract settlement. Asset write-downs include inventory, tooling, capitalized software, and other intangible asset
write-downs directly related to discontinued product lines. Of these asset write-downs, $6.4 million were
classified as a component of cost of sales in 2007, while all other restructuring charges were included in a
separate restructuring line within operating expenses on the accompanying Consolidated Statement of
Operations.

The Company has fully executed its restructuring plan related to Amazys. The only future charges that the
Company anticipates incurring for this restructuring are related to true-up of the former CEO’s severance
estimate, the value of which is variable based on future results and stock price performance of the Company. In
2009, the Company trued-up the severance estimate for $0.4 million, which had a favorable impact on operating
results. In 2008, the Company incurred $1.1 million in charges related to the Amazys restructuring plan,
including $0.7 million of severance charges, $0.3 million in asset write downs, and $0.1 million in facility exit
costs. Cumulative charges incurred to date related to the Amazys restructuring plan are $19.9 million.

April 2008 Restructuring Plan

In the first quarter of 2009, the Company completed the restructuring actions initiated in prior periods
related to the restructuring plan announced in April 2008 (the April 2008 restructuring plan). The April 2008
restructuring plan was initiated in response to weaker than expected economic conditions and market softness
that adversely affected net sales. The plan consisted of a revised cost savings and an operational plan which
included 100 headcount reductions at various locations worldwide as well as additional cost of sales and
operating cost reductions.

In 2009, the Company incurred $0.1 million in restructuring charges related to the April 2008 restructuring
plan which are composed of other charges and severance. In 2008, the Company incurred $3.9 million in
restructuring charges related to the April 2008 restructuring plan. Included in these charges were $2.3 million of
severance and $1.6 million in other charges. Other charges are primarily composed of legal and professional fees
incurred to execute the April 2008 restructuring plan. To date, the Company has incurred $3.9 million in charges
in connection with the April 2008 restructuring plan. The Company has fully executed the April 2008
restructuring plan.

October 2008 Restructuring Plan

On October 30, 2008, the Company announced that it would consolidate its global manufacturing facilities
through the closure of its Brixen, Italy facility (October 2008 restructuring plan). The October 2008 restructuring
plan included 22 headcount reductions, elimination of product lines, as well as additional cost of sales and
operating cost reductions. As part of the October 2008 restructuring plan, the Company has relocated the
manufacturing of several product lines from Italy to Grand Rapids, Michigan.

In 2009, the Company incurred $0.9 million in restructuring charges related to the October 2008
restructuring plan of which $0.3 million is related to severance, $0.1 is related to asset write downs, and $0.5 is
related to other charges. In 2008, the Company incurred $0.7 million in restructuring charges related to the
October 2008 restructuring plan. These charges were primarily related to severance accruals for the employees of
the Company’s Brixen, Italy facility. The Company has incurred $1.6 million in charges, to date, for this
restructuring plan.

January 2009 Restructuring Plan

On January 8, 2009, the Company announced a profit improvement plan to address the unfavorable
economic conditions (January 2009 restructuring plan). The January 2009 restructuring plan includes narrowing
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the Company’s business focus and closing certain facilities, aggressively pursuing manufacturing efficiencies,
implementing a reduction in headcount of 101 jobs, executing reduced work schedules and furloughs for selected
employee groups, reducing executive compensation and suspending selected employee benefit programs. The
Company has incurred $3.0 million in charges, to date, for this restructuring plan including $2.4 million related
to severance, $0.4 related to lease termination costs, and $0.2 related to other charges. The Company has fully
executed the January 2009 restructuring plan.

Optronik Restructuring Plan

In the fourth quarter of 2009, the Company initiated restructuring activities related to Optronik, a foreign
subsidiary of the Company. In January 2010 certain assets of Optronik business related to light measurement
were sold and the assets related color measurement were retained and merged into another subsidiary. The
restructuring expenses relate primarily to headcount reductions. The Company has incurred $0.5 million in
charges to date for this restructuring plan, including $0.3 million related to severance and $0.2 million related to
other charges. The Company had a remaining accrual of approximately $0.4 million at January 2, 2010.

Other Related Charges

Other related charges are comprised of costs associated with the Company’s efforts to create a more
efficient global tax structure, rationalize its corporate structure, and reorganize the global treasury and cash
management footprint. These efforts and related costs are related to the Company’s past acquisitions and do not
include normal recurring operating costs. The Company incurred $0.5 million for 2009 in other related charges.
As of January 2, 2010, the Company had accrued $0.2 million of other related charges.

Other related charges associated with the Amazys acquisition were $0.1 and $3.3 million for 2008 and 2007,
respectively. Other related charges associated with the Pantone acquisition were $0.4 and $0.1 million for 2008
and 2007, respectively.

Goodwill and Indefinite-Lived Intangible Impairment

Goodwill and indefinite-lived intangible impairment consists of charges related to valuation adjustments of
goodwill and indefinite-lived intangible assets.

The Company accounts for goodwill and indefinite-lived intangible assets in accordance with ASC 350,
Goodwill and Other Intangible Assets, which requires the Company to test these assets for impairment at the
reporting unit level annually, or more frequently if a triggering event occurs. As a matter of practice, the
Company performs the required annual impairment testing during the fourth quarter of each fiscal year, after the
annual forecasting process. No impairment charge was required for the year ending J anuary 2, 2010. Due to a
weakening of the global economies, operating profits and cash flows were lower than expected in 2008. Based on
that trend, the earnings forecast for the next five years was revised. In December 2008, management concluded
that goodwill and indefinite-lived intangibles were impaired and an impairment loss of $58.1 million was
recognized within the Color Standards segment. The fair value of that reporting unit was estimated using the
expected present value of future cash flows. No impairment charge was required for the year ending
December 29, 2007.

Founders Insurance

In 1998, the Company entered into agreements with its founding shareholders for the future repurchase of
4.5 million shares of the Company’s outstanding stock. The agreements were terminated in November 2004. At
that time, 3.4 million shares remained subject to repurchase. Prior to November 2004, the agreements required
stock repurchases following the later of the death of each founder or their spouse. The cost of the repurchase
agreements were to be funded by $160.0 million of proceeds from life insurance policies the Company purchased
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on the lives of certain of these individuals. At December 29, 2007, the Company’s remaining life insurance
portfolio consisted of eleven policies with a face value of $130.0 million. Throughout 2008 the Company
surrendered or sold all eleven life insurance policies generating $21.0 million in proceeds. As part of the sale of
the life insurance policies, the Company recognized a gain of $1.3 million. For policies that were surrendered,
the Company received the cash surrender value of the policy on the day of notification. The proceeds were used
to fund the equity issuance costs and debt amendment fees incurred in connection with the October 28, 2008
Corporate Recapitalization Plan.

Operating Income (Loss)

The Company evaluates segment performance based on each segment’s net sales and operating income or
loss as disclosed in Note 2 to the consolidated financial statements included in Item 8 of this Annual Report on
Form 10-K. The operating income (loss) for the Color Measurement and Color Standards segments is discussed
below (in millions):

2009 2008 2007

Color MEASUTEMENE . . . o o\ttt e e e e e e e e e e e e e $(1.8) $ 86 $18.0
Color Standards . .. ... 56 (63.5) (1.4)
Operating Income (LOSS) . ... .ottt $3.8 $(54.9) $16.6

Color Measurement Segment

In 2009, Color Measurement reported an operating loss of $1.8 million compared to operating income of
$8.6 million in 2008, a decline of $10.4 million. The continued global economic downturn in 2009 impacted
sales within the Color Measurement segment. A profitability improvement program was implemented in
response to the sales decline and improvements were made related to favorable product mix, raw materials costs,
labor efficiencies, and improvements in freight recoveries. Cost controls included employee furloughs and
temporary reductions in employee benefits.

In 2008, Color Measurement reported operating income of $8.6 million compared to $18.0 million in 2007,
a decrease of $9.4 million. Impacting operating income included a sales decline within Imaging and Media,
Industrial and Retail of $20.6 million largely driven by the global economic downturn in 2008

Color Standards Segment

In 2009, Color Standards reported operating income of $5.6 million compared to an operating loss of $63.5
million in 2008. The Company implemented a profit improvement plan in 2009 including a focus on labor
efficiencies as well as required furloughs and reduced employee benefits across all functions. Also impacting the
improvement is the goodwill and indefinite-lived intangible impairment loss of $58.1 million recognized in 2008.

In 2008, Color Standards reported an operating loss of $63.5 million compared to $1.4 million in 2007. The
acquisition of Pantone was completed on October 24, 2007, and Pantone is the only business unit included in the
Color Standards segment. Accordingly, 2007 is not comparable to 2008. Significantly impacting the operating
loss in 2008 is the goodwill and indefinite-lived intangible impairment loss of $58.1 million.

Other Income (Expense)

Interest Expense

Total interest expense incurred by the Company in 2009, 2008, and 2007 was $33.5, $46.3, and $22.1
million, respectively, including expense related to deferred financing fees and terminated swap agreements.
Non-cash interest during 2009, 2008, and 2007 totaled $15.5 million, $8.4 million, and $1.7 million, respectively.
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The current year decreases are largely attributable to the significant pay downs of debt that occurred as a result of
the Corporate Recapitalization Plan in the fourth quarter of 2008, and in 2009, sale of the former Corporate
headquarters, sale of its Italian manufacturing facility, sale of equity investments previously written off and
excess cash from continuing operations throughout 2009. These decreases were partially offset by $2.3 million of
preferred stock dividends and $1.5 million of amortization on the discount on mandatorily redeemable preferred
stock, which were incurred in connection with the Exchange (see Note 8 for further discussion). The 2008
increase in interest expense is solely related to the additional financing incurred to acquire Pantone in 2007. Cash
paid for interest for secured debt during 2009, 2008, and 2007 totaled $18.0 million, $37.9 million, and $20.4
million, respectively.

As of January 2, 2010 and January 3, 2009, the credit facilities’ variable rates ranged from 6.75 to 14.38
percent per annum and from 4.5 to 14.4 percent per annum, respectively. As of these dates, the weighted average
interest rates for all of the Company’s debt were 8.5 percent per annum and 9.0 percent per annum, respectively,
exclusive of amortization of deferred financing costs and the effect of derivative instruments.

Write-off of Deferred Financing Costs

In 2009, the Company entered into an Exchange Agreement to effectively exchange $41.6 million of the
second lien term loan principal outstanding to 41,561 shares of newly issued Series A Preferred Stock (the
Exchange) As a result of the second lien debt exchange, the Company wrote-off $2.3 million of previously
existing deferred financing costs.

In 2008, as a part of the Corporate Recapitalization Plan, the Company amended its senior credit facilities
and paid down debt. As a result of the Corporate Recapitalization Plan and related pay down of debt, the
Company wrote-off $3.8 million of the deferred financing costs.

In 2007, as a part of the Pantone acquisition, the Company entered into new secured senior credit facilities
which provide for aggregate principal borrowings of up to $415 million and replace the Company’s previous
credit facilities entered into as a result of the 2006 Amazys acquisition. As the Company’s prior credit facilities
were extinguished, the Company wrote off the remaining value of the deferred financing costs associated with
the original credit facility. The net write-off related to the Company’s prior credit facility was $5.5 million.

Other, net

Other income and expense consists of foreign currency, investment income, and gains from sale of assets. In
2009, other income and expense was $2.1 million, an increase of $3.2 million compared to 2008, which is
primarily due to the sale of equity investments previously written off for $3.5 million. Historically, investment
income was derived primarily from tax-free variable rate demand notes and corporate securities.

Income Taxes

The Company recorded a tax benefit of $4.7 million against a pre-tax loss from continuing operations of
$29.9 million during 2009, which includes benefits of; $2.3 million related to the amortization of intangible
assets; refund claims of $2.1 million associated with the recapture US federal income taxes paid in 2003, 2004,
and 2005 that resulted from carryback opportunities created through current year legislative changes; reductions
of reserves for uncertain tax positions amounting to $0.6 million; adjustments to valuation allowances against
deferred income tax assets totaling $0.6 million; and other tax benefits pertaining to nontaxable items and
adjustments of $0.1 million, which were offset by foreign taxes of $1.0 million on income earned by certain
foreign subsidiaries. Undistributed earnings of foreign subsidiaries and related companies that are deemed to be
permanently invested amounted to $7.1 million at January 2, 2010, $6.4 million at January 3, 2009 and $17.9
million at December 31, 2007. It is not practicable to calculate the unrecognized deferred tax liability on those
earnings.
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In 2008, the Company recorded tax expense of $11.7 million against a pre-tax loss from continuing
operations of $106.1 million. The Company’s effective tax rate was negatively impacted by the recording of
additional reserves for uncertain tax positions in the amount of $9.0 million and valuation allowances of $47.7
million.

In 2007, the Company recorded tax expense of $9.6 million against a pre-tax loss from continuing
operations of $11.3 million. The Company’s effective tax rate was negatively impacted by the recording of
valuation allowances of $13.4 million against a substantial portion of its deferred income tax assets related to
domestic operations, research and experimentation credit carry-forwards and net operating loss carry-forwards
for which it is currently not more likely than not that a future benefit will be realized under current accounting
standards.

Discontinued Operations

On February 7, 2007, the Company completed the sale of its Labsphere subsidiary to Halma Holdings plc
(Halma). Labsphere, which is based in North Sutton, New Hampshire, provides integrated spheres and systems as
well as reflectance materials to the light measurement markets. This divestiture was part of the Company’s
ongoing strategy to focus resources on its core color-related businesses. Under the terms of the agreement, Halma
acquired all of the outstanding Labsphere stock for $14.3 million in cash. Proceeds from the sale were used to
reduce the principal balance of the Company’s first lien credit facility.

The Company recorded a net gain on the sale of $8.2 million for the year ended December 29, 2007, which
is presented as a gain on sale of discontinued operations in the accompanying Condensed Consolidated Statement
of Operations. The results of operations for the Labsphere subsidiary through the date of sale were reported
within discontinued operations in the accompanying Condensed Consolidated Statements of Operations. In
accordance with ASC 360, Property, Plant, and Equipment, the Company has also reclassified the prior year
statement of operations to present the results of Labsphere within discontinued operations. Interest expense was
not allocated to Labsphere, therefore, all of the Company’s interest expense is included within continuing
operations.

As aresult of the sale of Labsphere the Company recorded net income from discontinued operations of $8.2
million for 2007. On a per share basis, fully diluted earnings per share from discontinued operations were $0.28
for 2007.

Net Income

The Company recorded a net loss of $25.2, $117.8, and $12.6 million for 2009, 2008, and 2007,
respectively. Fully diluted losses per share were $0.33, $3.12, and $0.44 for 2009, 2008, and 2007, respectively.

The average number of common shares outstanding for purposes of calculating basic shares outstanding was
higher in 2009 than in 2008 and 2007, due to the issuance of 46.9 million shares in the fourth quarter of 2008 as
part of the Corporate Restructuring Plan.

As aresult of the revenue, gross margin, and expense changes discussed above, the Company recorded
losses from continuing operations of $25.2, $117.8, and $20.8 million for 2009, 2008, and 2007, respectively.
Fully diluted loss from continuing operations per share was $0.33, $3.12, and $0.72 for 2009, 2008 and 2007,
respectively.
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FINANCIAL CONDITION AND LIQUIDITY
Liquidity and Capital Resources

As highlighted in the Consolidated Statements of Cash Flows, the Company’s liquidity and available capital
resources are impacted by four key components: (i) cash, (i) operating activities, (iii) investing activities and
(iv) financing activities. These components are summarized below (in millions):

2009 2008 2007

Net cash flow provided by (used in):

Operating activities .................. ... $203 $97 $ 88

Investing activities . ... ... ..o it 40 14.8 (168.6)

Financing activities ............... .. ... .. ... . . (484) 64 166.4
Effect of exchange rate changesoncash ..................................... 24 (04 0.8
Net increase (decrease) incash . ............. .. i, 21.7)  30.5 7.4
Cash, beginning of year . ........... ... ... 50.8  20.3 12.9
Cash,endof year ........ ... ... i $29.1 $50.8 $ 203
Cash

At January 2, 2010 and January 3, 2009, the Company had cash of $29.1 and $50.8 million, respectively. At
December 29, 2007, the Company had cash of $20.3 million. As of January 2, 2010, approximately $17.1 million
of cash was held by subsidiaries outside of the United States.

Operating Activities

In 2009, cash provided by operating activities of $20.3 million consisted of a net loss of $25.2 million offset
by non-cash items of $44.8 million and working capital of $0.7 million. Significant sources of cash provided by
operating activities in 2009 included the reduction of inventory balances of $10.8 million and continued strong
collection of accounts receivable of $9.8 million, partially offset by reductions in income taxes and other current
and non-current liabilities of $9.9 and $9.0 million, respectively.

In 2008, cash provided by operating activities of $9.7 million consisted of a net loss of $117.8 million and
net cash provided by operating assets and liabilities of $17.8 million offset by non-cash items of $109.7 million.
Significant non-cash transactions for the year-ended January 3, 2009 included; $58.1 million of goodwill and
indefinite-lived intangibles impairment for the Color Standards segment, $24.3 million in the amortization
expense related to various intangible assets, and $12.8 million of incremental cost of goods sold related to the
2007 purchase accounting inventory adjustment for the fair market valuation of Pantone’s ending inventory on
the day of acquisition. Significant sources of cash in 2008 provided by operating activities included the collection
of accounts receivable and the reduction of inventory balances of $11.2 million and $22.0 million, respectively.
The sources of cash were partially offset by reductions in accounts payables and other current and noncurrent
liabilities of $3.6 million and $19.8 million, respectively.

In 2007, cash provided by operating activities of $8.8 million consisted of a net loss of $12.6 million and net
cash used for operating assets and liabilities of $20.1 million offset by non-cash items of $41.4 million,
Significant uses of cash in 2007 included decreases in other current and non-current liabilities of $19.5 million
and increases in inventories of $7.8 million, respectively, partially offset by decreases of $3.0 million in accounts
receivable.

Investing Activities

The most significant components of the Company’s investment activities are (i) strategic acquisitions,
(i1) capital expenditures, (iii) proceeds from sales of subsidiaries, and (iv) proceeds from sales of assets. Net cash
provided by (used for) investing activities during 2009, 2008 and 2007 was $4.0, $14.9, and ($168.6) million,
respectively.
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Cash provided by investing activities in 2009 was primarily related to cash proceeds from the sale of assets.
During 2009, proceeds from sales of assets were $13.0 million, which resulted from the sale of the Company’s
former headquarters for $7.2 million, its Italian manufacturing facility for $2.3 million and the sale of equity
investments previously written off for $3.5 million.

Capital expenditures were $4.7 million in 2009 compared to $4.0 and $7.6 million in 2008 and 2007,
respectively. Capital expenditures are primarily related to the acquisition of machinery, equipment and tooling
for the Company’s manufacturing facilities in the United States and Switzerland.

Cash provided by investing activities in 2008 was primarily comprised of the surrender or sale of all life
insurance policies generating $21 million in proceeds. As part of the sale of the life insurance policies, the
Company recognized a gain of $1.3 million. For policies that were surrendered the Company received the cash
surrender value of the policy on the day of notification. The proceeds were used to offset professional fees
incurred in connection with the October 28, 2008 Corporate Recapitalization Plan. Offsetting the proceeds from
the sale of life insurance policies were capital expenditures and capitalized software costs.

Cash used for investing activities in 2007 was primarily attributable to the acquisition of Pantone which
required $175.5 million, net of cash received (see Acquisition of Pantone below), and capital expenditures of
$7.6 million. In the second quarter of 2008, the Company received a working capital adjustment of $0.3 million
in its favor in connection with the Pantone acquisition. Sources of cash to meet these needs came from the sale of
the Company’s Labsphere subsidiary and short and long-term borrowings.

Financing Activities

The primary components of the Company’s financing activities are (i) proceeds from long-term debt,
(ii) payment of long-term debt, (iii) debt and equity issuance costs, and (iv) the issuance of common stock. Net
cash (used for) provided by financing activities during 2009, 2008, and 2007 was ($48.4), $6.4, and $166.4
million, respectively.

In 2009, cash flows used for financing activities were primarily related to the payment of long-term debt. In
2009, the Company reduced first and second lien debt by $87.3 million including cash pay down of $45.9 million
and conversion of $41.6 million of second lien debt to mandatorily redeemable preferred stock. In the first
quarter of 2009, the Company completed the sale of its former headquarters for $7.2 million. Proceeds from the
sale were used to pay transaction closing costs, pay off the remaining balance on the mortgage, and then used to
repay a portion of the Company’s first lien term loan. In the second quarter of 2009, the Company used $13.0
million in cash from operations to pay down the Company’s revolving line of credit. In the third quarter, the
Company finalized the sale of its Italian manufacturing facility for $2.3 million, with proceeds from the sale used
to pay down the Company’s first lien debt. In the fourth quarter, the Company used $3.5 million from the sale of
equity investments previously written off, to pay down the first lien debt. The remaining debt payments were
generated from cash provided by the Company’s operating activities.

On August 18, 2009, the Company entered into an exchange agreement whereby three institutional investors
acquired 41,561 shares of Series A Preferred Stock and warrants to acquire 7.5 million shares of common stock
in exchange for the cancellation of $41.6 million principal amount of loan under the second lien credit agreement
(the ‘Exchange’). In connection with the Exchange, the Company capitalized $1.6 million in deferred financing
costs related to legal and amendment fees. These costs are currently being amortized over the life of the related
facilities.

In 2008, the Company’s financing activities were largely related to the October 28, 2008 Corporate
Recapitalization Plan. On October 28, 2008, shareholders approved a financing initiative to raise $155.0 million
in equity capital through the sale of 46.9 million shares of common stock. Proceeds from the capital raised,
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included the sale and surrender of the life insurance policies, and cash from continuing operations were used to
repay indebtedness of $139.2 million in 2008 under the Company’s First and Second Lien Credit Agreements,
settle amounts payable by the Company pursuant to certain interest rate swap agreements of $12.5 million, and
pay equity issuance costs and debt amendment fees of $14.2 million and $3.4 million, respectively.

Under the terms of the Corporate Recapitalization Plan, the Company’s secured credit facilities were
amended. After giving effect to the amendments to the credit facilities and associated repayments, on October 28
2008, the Company had approximately $273 million in aggregate principal amount of loans outstanding under its
credit agreements, consisting of $179 million of first lien term loans and $27 million of first lien revolving loans,
and had $68 million in aggregate principal amount of term loans outstanding under its second lien credit
agreement. The obligations in respect of the terminated swap arrangements were paid in full with the proceeds of
the recapitalization, and the outstanding principal of the mortgage loan on the Company’s former headquarters
was reduced to $5.2 million. In 2007, the Company’s financing activities consisted of proceeds from the
Company’s new credit facility for $383.5 million completed in connection with the purchase of Pantone (see
Acquisition of Pantone below). As a part of the Pantone transaction the Company paid off the existing debt of
$199.9 million and incurred debt issuance costs of $15.9 million.

s

In 2008, the Company issued 86,944 shares of common stock in connection with option exercises and
purchases under the employee stock purchase plan, which generated $0.2 million of cash. In addition, 999,052
and 519,000 restricted stock awards and restricted stock units were granted, respectively. In 2007, the Company
issued 363,162 shares of common stock in connection with option exercises and purchases under the employee
stock purchase plan, which generated $3.4 million of cash. In addition, 343,041 restricted stock awards were
granted. In 2008, as part of the equity recapitalization plan, the Company issued 46,904,763 shares of common
stock to three parties which generated $155 million in cash. In 2006, the Company issued 96,450 shares of
common stock in connection with option exercises and purchases under the employee stock purchase plan, which
generated $0.9 million of cash. In addition, 137,210 restricted stock awards were granted and 7,221,458 common
shares were issued in connection with the Amazys acquisition. All of these equity awards have been granted
under the Company’s 2008 Omnibus Stock Plan, 2006 Omnibus Stock Plan, or Employee Stock Purchase Plan.

On January 8, 2007, the Company announced the Board of Directors” decision to suspend payment of its
dividend. This decision was made to accelerate the repayment of debt and to help fund future product
development initiatives. Although the Board does not anticipate reinstating the dividend payment in the
foreseeable future, it will continue to reevaluate the policy periodically. Any determination to pay cash dividends
will be at the discretion of the Board and will be dependent upon the Company’s results of operations, financial
condition, terms of financing arrangements, and such other factors as the Board deems relevant.

The Company believes its current liquidity and cash position, future cash flows, and availability under its
current credit facility should provide the necessary financial resources to meet its expected operating
requirements for the foreseeable future. While the Company does not anticipate the need for additional financing,
we continue to monitor the financial markets, and are uncertain how the recent downturn in the credit market
would affect our ability to obtain additional financing if needed.

Acquisition of Pantone

On October 24, 2007, the Company completed its acquisition of Pantone, for a purchase price of $174.4
million plus transaction costs. A working capital adjustment of $0.3 million was made in the second quarter of
2008, decreasing the cash consideration amount to $174.1 million. Pantone is the worldwide market leader in
color communication and specification standards in the creative design industries. The Company also provides
color standards and design tools for the fashion, home furnishings, architecture, paint, interior and industrial
design industries. The Company believes that the grouping of X-Rite and Pantone’s technology platforms and
standards and the expanded customer base that the acquisition brings should help drive innovation and growth
and further diversify the Company’s business.
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The following table summarizes the aggregate consideration paid for the acquisition (in thousands):

Cash consideration . . ........... .ttt $174,130
TranSaCtioN COSES . . v vt ittt ettt et e e e e e e e e e 1,738
Total acquisition consideration . ............... .ttt $175,868

The transaction was funded exclusively with cash, financed through new borrowings. Total cash acquired
with the Pantone purchase was $0.7 million.

Assets acquired and liabilities assumed in the acquisition were recorded on the Company’s Consolidated
Balance Sheets based on their estimated fair values as of the date of the acquisition. The results of operations of
Pantone have been included in the Company’s Consolidated Statements of Operations since the date of the
acquisition. The excess of the purchase price over the estimated fair values of the underlying assets acquired and
liabilities assumed was allocated to goodwill. Pantone is included in the Company’s Color Standards segment;
therefore all of the Goodwill recorded in the Pantone acquisition has been allocated to that segment. The
purchase price allocation was finalized during the third quarter of 2008 and a final determination of all purchase
accounting adjustments was made upon finalization of asset valuations and acquisition costs.

Corporate Headquarters

On January 29, 2009, the Company completed the sale of its former headquarters for $7.2 million, proceeds
from which were used to pay transaction closing costs and the balance of the mortgage, with the remainder of
$1.7 million used to repay a portion of the Company’s first lien term loan.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The Company strives to report its financial results in a clear and understandable manner. It follows
accounting principles generally accepted in the United States in preparing its Consolidated Financial Statements,
which requires management to make certain estimates and apply judgments that affect its financial position and
results of operations. There have been no material changes in the Company’s policies or estimates since
December 30, 2006.

The preparation of financial statements in accordance with generally accepted accounting principles in the
United States requires management to adopt accounting policies and make significant judgments and estimates to
develop amounts reflected and disclosed in the financial statements. In some instances, there may be alternative
policies or estimation techniques that could be used. Management maintains a thorough process to review the
application of accounting policies and to evaluate the appropriateness of the many estimates that are required to
prepare the financial statements. However, even under optimal circumstances, estimates routinely require
adjustment based on changing circumstances and the receipt of new or better information.

The policies and estimates discussed below include the financial statement elements that are either the most
judgmental or involve the selection or application of alternative accounting policies and are material to the
financial statements. Management has discussed the development and selection of these accounting policies with
the Audit Committee of the Board of Directors.

Accounts Receivable Allowances

Accounts receivable allowances are based on known customer exposures, historic credit experience, and the
specific identification of potentially uncollectible accounts. In addition to known or judgmental components, a
policy that consistently applies reserve rates based on the age of outstanding accounts receivable is followed.
Actual collections may differ, requiring adjustments to the reserves.
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Inventory Reserves

Inventories are valued at the lower of cost or market. In assessing the ultimate realization of inventories,
Jjudgments are made as to future demand requirements and compared with current inventory levels. Reserves are
established for excess and obsolete inventory based on material movement, market conditions, and technological
advancements.

Self-Insurance Reserves

The Company is self insured up to certain limits for costs associated with benefits paid under employee
health care programs. The measurement of these costs requires the consideration of historic loss experience and
judgments about the present and expected levels of costs per claim. These costs are accounted for by developing
estimates of the undiscounted liability for claims incurred, including those claims incurred but not reported. This
method provides estimates of future ultimate claim costs based on claims incurred as of the balance sheet date.

Long-Lived Assets

Evaluations are periodically made of long-lived assets for indicators of impairment when events or
circumstances indicate that this risk may be present. Judgments regarding the existence of impairment are based
on several factors including but not limited to, market conditions, operational performance, technological
advancements, and estimated future cash flows. If the carrying value of a long-lived asset is considered impaired,
an impairment charge is recorded to adjust the asset to its fair value.

Goodwill and Indefinite-Lived Intangibles

The Company accounts for goodwill and indefinite-lived intangible assets in accordance with ASC 350,
which requires the Company to test the recorded amount of goodwill and indefinite-lived intangibles for recovery
on an annual basis, or more frequently if a triggering event occurs. The Company tests for impairment during the
fourth quarter of each fiscal year. Impairment indicators could include a significant adverse change in the
business climate, operating performance indicators, or the decision to sell or dispose of a reporting unit.

Goodwill Impairment Analysis

Goodwill is evaluated using a two-step impairment test at the reporting unit level. A reporting unit is an
operating segment or one level below an operating segment. As such, the Company has determined that the Color
Measurement and Color Standard segments meet the requirement of a reporting unit for purposes of the goodwill
evaluation.

In Step One of the goodwill evaluation process, the fair value of each reporting unit is compared to its book
value. The Company must apply judgment in determining the estimated fair value, and a combination of present
value techniques and quoted market prices are used to determine fair value. If the fair value exceeds book value,
goodwill is not impaired for that reporting unit, and no further testing would be required. If the fair value is less
than book value, a Step Two analysis must be completed. Step Two uses the calculated fair value of the reporting
unit to perform a hypothetical purchase price allocation to the fair value of the assets and liabilities of the
reporting unit. The difference between the fair value of the reporting unit calculated in Step One and the fair
value of the underlying assets and liabilities of the reporting unit is the implied fair value of the reporting unit’s
goodwill. An impairment loss is recorded in the financial statements if the carrying value of the reporting unit’s
goodwill is greater than its implied fair value.

The following valuation methodologies and assumptions were used in the goodwill impairment analysis as
of and for the year ended January 2, 2010:

* Discounted cash flow method under the income approach whereby cash flows were discounted to
present value using an appropriate discount rate. The application of the discounted cash flow method
required the development of discrete cash flow projections for the Color Measurement and Color
Standard reporting units.
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* The Company considered the value indicators provided by the Guideline Company Method (GCM)
under the market approach, in addition to the implied control premium in evaluating the reasonableness
of the fair value results.

¢ Discount rates for the reporting units ranged from 12.5 percent to 13.5 percent. The discount rate was
developed utilizing the capital asset pricing model through which a weighted average cost of capital
was derived.

Due to the inherent uncertainty involved in making these estimates, actual results could differ from those
estimates.

Based on the results of our 2009 annual assessment of the recoverability of goodwill, the fair values of the
Color Measurement and Color Standard reporting units exceeded book value, and accordingly, there was no
impairment of goodwill as of and for the year ended January 2, 2010.

Based on the results of the 2008 annual assessment of the recoverability of goodwill, the fair value of the
Color Measurement reporting unit exceeded book value, and accordingly, there was no impairment of goodwill.
The Color Standard reporting unit fair value was less than the book value, and the Company completed a Step
Two analysis. The results of the Step Two analysis resulted in the recognition of a goodwill impairment loss in
2008. The total impairment loss in 2008 amounted to $58.1 million, of which $51.8 related to the impairment of
goodwill and the remaining $6.3 related to the impairment of indefinite-lived intangible assets, discussed in more
detail in the following paragraphs.

Differences in the Company’s actual future cash flows, results of operations, capital expenditures, cost of
capital and discount rates as compared to the estimates utilized for purposes of calculating the respective
reporting unit fair values could affect the results of the annual goodwill evaluation and could potentially lead to
future goodwill impairment charges.

Indefinite-Lived Intangible Impairment Analysis

Indefinite-lived intangible assets are evaluated utilizing an income approach that estimates the fair value of
the discounted cash flows. The fair value of the indefinite-lived intangible asset is compared to its carrying value,
and an impairment loss is recognized if the fair value is less than the carrying value,

The following valuation methodologies and assumptions were used in the analysis of the indefinite-lived
intangible asset:
* The income approach, utilizing the relief from royalty method, was used to estimate fair value.

*  Relief from royalty rate considered publicly disclosed arm’s length licensing agreements, review of
internal licensing agreements, and other factors.

* Future projections are based on past performance
* Estimate of future cash flows based on expected growth and royalty rates
* Weighted average cost of equity
The methodology for valuing indefinite-lived intangible assets is applied consistently. The Company
believes the discounted cash flow valuation model provides the most reasonable and meaningful fair value

estimate based upon the indefinite-lived intangible assets projected future cash flows and replicates how market
participants would value the company’s intangible assets in an orderly transaction.
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The Company did not recognize an impairment loss on its indefinite-lived intangible assets in 2009, and
recognized an impairment loss of $6.3 million in 2008.

Financial Instruments

The Company’s financial instruments consist of cash, accounts receivable, accounts payable, debt and
interest rate caps. The Company’s estimates of fair value for financial instruments approximate their carrying
amounts as of January 2, 2010 and January 3, 2009.

The Company applies the fair value measurement guidance in ASC 820, Fair Value Measurements and
Disclosures, for financial assets and liabilities measured on a recurring basis. ASC 820 applies to all financial
assets and financial liabilities that are being measured and reported on a fair value basis and provides the
framework for measuring fair value of assets and liabilities.

The Company uses derivative financial instruments to manage exposures to movements in interest rates.
Derivatives are not used for speculative or trading purposes. The Company accounts for derivative financial
instruments in accordance with ASC 815, Derivatives and Hedging. As a result the Company recognizes
derivative financial instruments in its Consolidated Financial Statements at fair value regardless of the purpose or
intent of the instruments. Changes in fair values of derivatives accounted for as cash flow hedges, to the extent
they are effective hedges, are originally recorded as a component of other comprehensive income, net of tax, and
subsequently reclassified into earnings when the hedged exposure affects earnings. Changes in fair values of
derivatives not qualifying as hedges are reported in earnings immediately.

Deferred Income Tax Valuation Allowance

The Company periodically evaluates its deferred income tax assets to assess the probability of ultimate
realization. Upon determination that a deferred income tax asset may not be realized, a valuation allowance is
established for the potential unrealizable amount. This evaluation process requires a review of the underlying
transaction to determine that the conditions that led to the creation of the asset still exist and that the related tax
benefit will be realized.

Uncertain Tax Positions

The Company applies the provisions of ASC 740, Income Taxes, as it relates to uncertainty in income taxes
recognized in an enterprise’s financial statements and prescribes a threshold of more likely than not to be
sustained upon examination. The Company deems the estimates related to this provision to be reasonable,
however no assurance can be given that the final outcome of these matters will not vary from what is reflected in
the historical income tax provisions and accruals.

Software Development Costs

Development costs incurred for research and development of new software products and enhancements to
existing software products are expensed as incurred until technological feasibility is achieved. Technological
feasibility is established upon completion of a detail program design or, in its absence, completion of a working
model. After technological feasibility is achieved, any additional development costs are capitalized until the
product is available for general release to customers and then amortized using the straight-line method over a
three-year period.

Revenue Recognition

Revenue is recognized when earned in accordance with ASC605, Revenue Recognition. Revenue from sales
of products and services is recognized when a purchase order has been received, the product has been shipped or
the service has been performed, the sales price is fixed and determinable, and collection of any resulting
receivable is probable.
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For transactions involving the sale of software which is not incidental to the product, revenue is recognized
in accordance with ASC 985, Software Revenue Recognition. The Company recognizes revenue when there is
persuasive evidence of an arrangement, delivery has occurred, the sales price is fixed or determinable and
collection is probable. In instances where an arrangement contains multiple elements, revenue is deferred related
to the undelivered elements to the extent that vendor-specific objective evidence of fair value (VSOE) exists for
such elements. VSOE is the price charged when the element is sold separately. Revenue for the separate elements
is only recognized where the functionality of the undelivered element is not essential to the delivered element.

OFF BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATIONS

The Company has no significant off balance sheet transactions other than operating leases for equipment,
real estate, and vehicles. It also is the Company’s policy not to issue guarantees to third parties. The following
table sets forth information about the Company’s long-term contractual obligations outstanding at January 2,
2010, using data from the Consolidated Balance Sheet and the Notes to the Consolidated Financial Statements:

Payments Due by Period
(in thousands)

Less Than After 5
Total 1 Year 1-3Years 3-5Years Years
Long-termdebt ......... ... ... . i $183,634 $ 7,234 $150,044 $26,356 $—
Mandatorily redeemable preferred stock ............... 43,829 — — 43,829 —
Interest on long-term debt and mandatorily redeemable
preferred stock ....... ... .. . i 85,600 22,500 44,600 18,500 —
Operating leases . .............cooviuiiiiiieerninnon. 11,584 4,024 5,570 1,963 27
Total contractual obligations ........................ $324.647 $33,758 $200,214 $90,648 $ 27

At this time the Company is unable to make a reasonable estimate of the timing of payments in individual
years beyond 12 months due to uncertainties in the timing of tax audit outcomes. The Company expects to
contribute $1.5 million to its pension plan in 2010. Funding amounts are calculated on an annual basis and no
required or planned funding beyond one year has been determined.

OTHER MATTERS

In November of 2001, the Company’s Board of Directors adopted a Shareholder Protection Rights Plan (the
Plan), which became effective in the first quarter of 2002. The Plan is designed to protect shareholders against
unsolicited attempts to acquire control of the Company in a manner that does not offer a fair price to all
shareholders. '

Under the Plan, one Purchase Right (Right) automatically trades with each share of the Company’s common
stock. Each Right entitles a shareholder to purchase 1/100 of a share of junior participating preferred stock at a
price of $30.00, if any person or group attempts certain hostile takeover tactics toward the Company. Under
certain hostile circumstances, each Right may entitle the holder to purchase the Company’s common stock at
one-half its market value or to purchase the securities of any acquiring entity at one-half their market value.
Rights are subject to redemption by the Company at $.005 per Right and, unless earlier redeemed, will expire in
the first quarter 2012. Rights beneficially owned by holders of 15 percent or more of the Company’s common
stock, or their transferees and affiliates, automatically become void. In August 2008, the Company amended the
Plan to render it inapplicable to the transactions contemplated by the Corporate Recapitalization Plan. The plan
was further amended in August 2009, to render it inapplicable to the transactions contemplated by the Exchange.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to a variety of risks including foreign currency exchange fluctuations, and market
volatility in its derivative and insurance portfolios. In the normal course of business, the Company employs
established procedures to evaluate its risks and take corrective actions when necessary to manage these
exposures.

The Company does not trade in financial instruments for speculative purposes.

Interest Rates

The Company is subject to interest rate risk principally in relation to variable-rate debt. The Company
previously utilized interest rate swap contracts to manage the potential variability in interest rates associated with
debt incurred in connection with past acquisitions. The Company terminated the interest rate swap agreements on
April 21, 2008. On December 30, 2008, the Company replaced these swap agreements with an interest rate
cap. The interest rate cap limits the Company’s exposure to an increase in the 3-month LIBOR rate above 3
percent per annum.

The counterparty to the Company’s interest rate cap is a major financial institution with which the Company
also has other financial relationships. The counterparty exposes the Company to credit loss in the event of
non-performance. If the counterparty fails to meet the term of the agreement, the Company’s exposure is limited
to the cost of a replacement agreement. The Company does not anticipate non-performance by the counterparty,
and no material loss would be expected from non-performance by the counterparty.

A hypothetical 25 basis point increase in interest rates during the year ended January 2, 2010 would have
increased the interest expense reported in the Consolidated Financial Statements by $0.6 million.

Foreign Exchange

Foreign currency exchange risks arise from transactions denominated in a currency other than the entity’s
functional currency and from foreign denominated transactions translated into U.S. dollars. The Company’s
largest exposures are to the Euro and Swiss Franc. As these currencies fluctuate relative to the dollar, it may
cause profitability to increase or decrease accordingly. The hypothetical effect on net income caused bya 10
percent change in all foreign currencies would be approximately $1.7 and $1.2 million for the years ended
January 2, 2010 and January 3, 2009, respectively. There were no foreign currency hedges or derivative financial
instruments to offset foreign currency exchange risk exposure in place as of J anuary 2, 2010.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The foliowing reports, financial statements, and notes are included with this report:

Management’s Report on Internal Control over Financial Reporting .............. ... ... ... . ... ...
Report of Independent Registered Public Accounting Firm on Internal Control Over Financial Reporting . ..
Report of Independent Registered Public Accounting Firm on Financial Statements ....................
Consolidated Balance Sheets .. ... ... i i
Consolidated Statements of Operations .. ....... ... ..ttt i
Consolidated Statements of Shareholders’ Investment ............ .. ... .. . i i i,
Consolidated Statements of Cash FIOWS .. ... ... i i i i it e

Notes to Consolidated Financial Statements .. ...ttt ittt ettt et iy
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Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rules 13a-15(f) and 15d-15(f). Under the supervision and
with the participation of our management, including our Chief Executive Officer and Chief Financial Officer, we
conducted an evaluation of the effectiveness of our internal control over financial reporting as of January 2, 2010
based on the framework in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO).

Based on this evaluation and those criteria, our management concluded that our internal control over
financial reporting was effective as of January 2, 2010.

Our independent registered public accounting firm, Ernst & Young LLP, has issued an attestation report on
the effectiveness of our internal control over financial reporting, as stated in their report which appears on page
40.
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Report of Independent Registered Public Accounting Firm on Internal Control Over Financial Reporting

The Board of Directors and Shareholders of X-Rite, Incorporated

We have audited X-Rite, Incorporated and subsidiaries’ internal control over financial reporting as of
January 2, 2010, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). X-Rite Incorporated
and subsidiaries’ management is responsible for maintaining effective internal control over financial reporting,
and for its assessment of the effectiveness of internal control over financial reporting included in the
accompanying Management’s Report on Internal Control Over Financial Reporting. Our responsibility is to
express an opinion on the Company’s internal 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 maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material 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 to 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 evaluation of effectiveness to future periods are subject to 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, X-Rite, Incorporated and subsidiaries maintained, in all material respects, effective internal
control over financial reporting as of January 2, 2010, 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 balance sheets of X-Rite, Incorporated and subsidiaries as of January 2, 2010
and January 3, 2009 and the related consolidated statements of operations, shareholders’ investment, and cash
flows for each of the three years in the period ended January 2, 2010 and our report dated March 18, 2010
expressed an unqualified opinion thereon.

/s/  Ernst & Young LLP

Grand Rapids, Michigan
March 18, 2010
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Report of Independent Registered Public Accounting Firm on Financial Statements

The Board of Directors and Shareholders of X-Rite, Incorporated

We have audited the accompanying consolidated balance sheets of X-Rite, Incorporated and subsidiaries as
of January 2, 2010 and January 3, 2009, and the related consolidated statements of operations, shareholders’
investment, and cash flows for each of the three years in the period ended January 2, 2010. Our audits also
included the financial statement schedule listed in the Index at Item 15(a). These financial statements and
schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of X-Rite, Incorporated and subsidiaries at January 2, 2010 and January 3, 2009,
and the consolidated results of their operations and their cash flows for each of the three years in the period
ended January 2, 2010, in conformity with U.S. generally accepted accounting principles. Also, in our opinion,
the related financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information set forth therein.

As discussed in Note 12 to the consolidated financial statements, in 2007 the Company changed its method
of accounting for tax uncertainties in connection with the required adoption of the uncertain tax position
provisions of Accounting Standards Codification 740, Income Taxes.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), X-Rite, Incorporated and subsidiaries’ internal control over financial reporting as of January 2,
2010, based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission and our report dated March 18, 2010 expressed an
unqualified opinion thereon.

/s/ Emst & Young LLP

Grand Rapids, Michigan
March 18, 2010
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X-RITE, INCORPORATED AND SUBSIDIARIES

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

January 2, January 3,

2010 2009
ASSETS
Current assets: .
Cash .. e e e e $ 29,050 $ 50,835
Accounts receivable, less allowance of $2,561 in 2009 and $3,391in 2008 ........ 28,085 36,849
INVENtOrIES, MEt . ..ttt ettt e e e e e 28,467 38,709
Deferred income taxes . . ... o vi it e 1,115 2,184
Assetsheld forsale . ... e e e — 7,250
Refundable INCOmMe taXeS . .. oottt ettt et e e e 3,424 1,203
Prepaid expenses and other current assets ................ oot 5,928 5,900

96,069 142,930
Property, plant and equipment:

Land . ... e 2,796 2,796
Buildings and improvements . . ... ... ..ottt e 23,036 25,879
Machinery and equipment ... ... ... e 30,727 30,095
Furniture and office equipment ... ... ... ... . i e 25,082 23,856
ConStruction iN PrOZIESS . . ..o vttt ettt et ettt et e e eenen 2,664 1,697
84,305 84,323
Less accumulated depreciation . ........... .. cuuueritn it (43,180) (39,413)
41,125 44,910
Other assets:
Goodwill and indefinite-lived intangibles . .. ......... ... ... ... .. . . ... 247,453 247,703
Other intangibles, net ......... .. .. .. . L e 67,399 83,310
Capitalized software, net of accumulated amortization of $8,266 in 2009 and $6,821
102008 . .o e 9,100 8,031
Deferred financing costs, net of accumulated amortization of $1,195 in 2009 and
83,5700 2008 . ... e 8,629 12,273
Deferred INCOME tAXES . . . ..ottt i ettt e et e e — 41
Derivative financial InStruments . . ... . 714 1,636
Other NONCUITENE ASSELS . .. .. i ittt e ettt et et eieanns 2,226 4,823

335,521 357,817
$472,715 $545,657

The accompanying notes are an integral part of these statements.

42



X-RITE, INCORPORATED AND SUBSIDIARIES

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

January 2, January 3,
2010 2009

LIABILITIES AND SHAREHOLDERS’ INVESTMENT
Current liabilities:

Current portion of long-termdebt .................. ... ... . .. . . . . ... ... $ 7234 § 6917
Accounts payable . .............. 8,698 11,605
Accrued liabilities:
Payroll and employee benefits .................. ... ... ... ... . .. ... . . 6,583 10,449
Restructuring . ........ .. ... . 898 1,406
Income taxes .......... ... .. 584 7,731
Interest . ... . 3,809 266
Other ... . 9,273 11,956

37,079 50,330
Long-term liabilities:

Long-term debt, less current POTLION . ..ot 176,400 264,017
Mandatorily redeemable preferred stock, $.10 par value 84,729 shares authorized;

43,777 shares issued and outstanding; net of warrant discount of $14,065 . ... ... 29,764 —
Restructuring . .......... .. — 658
Long-term compensation and benefits ................... . .. .. ... .. . . .. 1,143 1,182
Deferred income taxes . .................... ... ... .. . . 8,498 12,342
Accrued INCOME taXeS . ...........o.ouievuei e 6,859 7,457
Other ... o 853 379

223,517 286,035
Shareholders’ investment:
Common stock, $.10 par value, 100,000,000 shares authorized; 84,120,668 shares
issued and outstanding in 2009 and 76,423,382 shares issued and outstanding in

2008 .o 8,412 7,642
Additional paid-in capital .......... .. ... ... .. . 271,013 251,199
Retained deficit ......... .. .. ... .. . .. . (76,752)  (51,510)
Accumulated other comprehensive income . ............... ... ... ... .. . 9,446 1,961

212,119 209,292
$472,715  $545,657

The accompanying notes are an integral part of these statements.
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X-RITE, INCORPORATED AND SUBSIDIARIES

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

For the Year Ended
January 2, January3, December 29,
2010 2009 2007
NetSales . ... e $191,667 $ 261,491  $248,710
Cost of sales:
Products sold . ........ .. i 80,921 109,680 99,665
Inventory valuation adjustment . .............................. — 12,817 2,563
Restructuring and other related charges ........................ 143 368 245
81,064 122,865 102,473
Grossprofit ......... .. ... . ... . ... .. 110,603 138,626 146,237
Operating expenses:
Selling and marketing ........... ...t 51,853 64,896 60,558
Research, development, and engineering ....................... 22,593 29,397 34,672
General and administrative . ..........oiutintrt e 27,888 35,233 28,230
Restructuring and other related charges ........................ 4,448 5,892 6,134
Goodwill and indefinite-lived intangibles impairment ............. — 58,072 —
106,782 193,490 129,594
Operating income (loss) ............................... 3,821 (54,864) 16,643
Interest €Xpense .. .....ovvt it e (33,523)  (46,251) (22,089)
Write-off of deferred financingcosts ........... .. ... .. ... ....... (2,265) (3,824) (5,515)
Other, net . .. .. 2,033 (1,176) (297)
Loss beforeincometaxes .............................. (29,934)  (106,115) (11,258)
Income taxes (benefit) .. ....... . ... .. .. . ... .. . (4,692) 11,709 9,564
Net loss from continuing operations .................. ... (25,242) (117,824) (20,822)
Discontinued operations:
Income from operations . .......... ... ... — — 17
Net gainondisposal ........ ... .. ... ... i i — — 8,226
— — 8,243
Netloss . ... $(25,242) $(117,824) $(12,579)
Basic and diluted net income (loss) per share:
Loss from continuing operations . . ....................iieun... $ 033 $ (.12 $ (0.72)
Discontinued operations:
Income from operations .............. ... ... ., e — —
Netgainondisposal ........... ... ... — — 0.28
Netlosspershare ...............iiiiiiiiiiiineenninaan.. $ 033 % @(B12) $ (049

The accompanying notes are an integral part of these statements.
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X-RITE, INCORPORATED AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ INVESTMENT
(in thousands, except share and per share data)

Accumulated
A