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Five Year Review
$(000) except per share data

Fiscal Year Ended September 30, 2001 2002 2003 2004 2005
Statement of Operations Data:

Net sales from continuing operations $ 518,382 $ 441,565 $ 477,935 $ 717,811 $ 561,274
Research and development expense, net 61,370 51,929 38,121 34,611 41,025
Interest income (expense), net (5,542) (14,941) (16,491) (9,357) (1,578)
Net income (loss) (65,251) (274,115) (76,689) 55,880 (104,082)
Net Income (Loss) Per Share:

Basic $ (1.34) § (557 § (1.54) $ 110 $ (2.02)
Diluted $ (1.34) $ (5.57) $§ (1.54) $ 0.89 $ (2.02)
Average Shares Outstanding (000)

Basic 48,877 49,217 49,695 50,746 51,619
Diluted 48,877 49,217 49,695 68,582 51,619
Balance Sheet Data:

Working Capital $ 265,355 $ 159,813 $ 132,628 $ 175,953 $ 186,049
Property, plant and equipment, net 127,952 89,742 54,439 57,506 45,132
Total assets 777,426 538,682 442 861 476,958 386,496
Long-term debt 301,511 300,393 300,338 275,725 270,000
Shareholders' equity (deficit) 338,547 69,323 97 67,020 (31,748)
Other Selected Data:

Current ratio 3.30/1 2.35/1 2.311 2.761 2.55/1
Capital expenditures $ 48,636 $ 20,385 $ 10,975 $ 13,405 $ 12,505
Depreciation and amortization expense $ 53,849 $ 44,315 $ 37,852 $30,678 $ 25,411
Total shares outstanding (000) 49,034 49,414 50,092 51,162 51,981
Number of employees 3,710 3,297 3,169 3,294 3,610

The Company recorded significant asset impairment and resizing charges during the periods presented above. For a more complete
understanding of the financial data presented above, see Management's Discussion and Analysis (Item 7) and the Company’s Consolidated
Financial Statements and Notes (Item 8) included herein.

PER SHARE PRICE OF COMMON STOCK

Traded on the NASDAQ National Market System, NASDAQ Symbol-KLIC

Fiscal Year 2001 2002 2003 2004 2005
High Low High Low High Low High Low High Low
IstQuarter $15.38 $ 9.00 $18.97 $ 9.78 $ 674 $1.91 $17.20 $10.83 $ 9.30 $5.70
2nd Quarter 17.00 11.00 21.65 14.32 759 439 16.72 1051 8.68 5.90
3rd Quarter 18.70 11.25 21.67 10.65 8.00 461 12.80 9.61 8.44 494
4th Quarter 18.30  8.16 12.93 2.85 13.25 5.99 1095 4.80 10.60 6.74

The Company has not paid dividends since the 3 Quarter of 1985. At December 16, 2005, there were 499 shareholders of record.

In addition to historical information, this report contains statements relating to future events or our future results. These statements are
forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Act of 1934 and
are subject to the safe harbor provisions created by these statutes. See Item 1. “Business” and ltem 7. “Management’s Analysis of Financial
Condition and Results of Operations” of our Annual Report on Form 10-K for the fiscal year ended September 30, 2005 for a discussion of
important factors that could cause actual results to differ significantly from those expressed or implied by forward-looking statements contained
in this report.



To Our Shareholders

As we’ve previously discussed with
you, for the last few years our overarching
goal for K&S has been to structure the
Company so as to show compelling
financial performance throughout the
semiconductor cycle, while generating
growth by extending our position as the
technology leader in our marketplace.
During 2005 we demonstrated just how far
we have come toward achieving this goal.
Our Equipment segment either broke even
or was profitable every quarter of fiscal
2005, and we introduced and ramped
production of our newest ball bonder, the
Maxum Ultra. Our Materials segment
generated significant profit in each quarter
while also introducing several new products.
Only our Test segment failed to accomplish
our objectives, although some progress was
made. I'll discuss each of our operating
segments in more detail.

Automatic wire bonders (our flagship
product line) constitute the bulk of the

revenue of our Equipment segment.

Historically the wire bonder business has
been characterized by dramatic cyclicality.
So it was in 2005, with quarterly revenue as
low as $29 million in the beginning of the
fiscal year, and climbing to $85 million by
the end of the fiscal year (and with even
higher revenue expected in the December
guarter). What set 2005 apart from
previous cycles is that this segment broke
even or generated an operating profit
through the trough of the cycle. This new
pattern of better performance throughout
the whole cycle isn’t just happenstance, but
rather the result of structural changes in
manufacturing, supply chain management,
and engineering. We have achieved this
goal, all the while maintaining our
performance edge over our competition,
and hence, our industry leading market
share.

Looking forward to 2006, the
priorities for our Equipment segment call for
continued market share focus not only in the

heart of the market where we are so well



represented, but also in those niches we've
historically underserved. We believe there
are meaningful growth opportunities for K&S
in the wire bonder space. Atthe same time,
we continue to manage the fixed costs of
this business to expected bottom of the
cycle revenue levels, while maintaining our
ability to respond to customer needs.

As for the cycle itself, we seem to be
in uncharted territory. The historic norm of
three year cycles seems to be just that;
history. Since 2000, we've seen expansion
and contraction on a shorter and more
irregular basis, which at least so far, doesn’t
conform to any obvious pattern. All the
more reason then to squeeze our fixed cost
base, and keep cycle times short. If we
can't predict the cycle, then the next best
thing is to be able to react to it in real time.
Our market share numbers and the financial
results of our Equipment group indicate we
are successfully doing this.

Our Materials segment, comprising
our bonding tool and wire product lines, is

also doing well, even if it is less well

appreciated by the financial community.
Perhaps this is because there are so few
comparable companies in the
semiconductor related space. While
demand for our equipment is, for the most
part, driven by increases in semiconductor
unit volume, demand for our materials
products is a function of the unit volume
itself. This means a much steadier revenue
curve and consistent profitability, as we
have seen over the past 14 quarters.

Our Materials business has the
added advantage of technical synergy with
our wire bonder business. Increasingly,
advances in wire bonding happen at the
intersection of the bonder, its bonding tool,
and the wire itself. Because K&S is the only
supplier offering all these products, we are
also the company best able to develop all
three products as a system, optimizing the
interaction between these three critical
elements of wire bonding. Given this
advantageous position, it is not surprising
we have leading share in bonders and in

tools, and are gaining share in wire.



These businesses are running well,
and generating good financial results.
Unfortunately, they are often overshadowed
by the poor performance of our Test
segment. Through 2005, this segment
generated significant operating losses, on
top of the third quarter write down of
goodwill and intangible assets. With these
continued losses, we are having to confront
the question of whether to keep these
product lines in the K&S portfolio, or divest
them. As we've previously discussed, that
decision will be driven by whether or not
we’re able to stay on the steep improvement
curve we have planned. We must generate
significant, ongoing improvements now for
us to justify our commitment to test.
Already we have made real progress on
many fronts, including: consolidating a
large majority of manufacturing in China,
recapturing lost market share, and starting
to ship next-generation products. This
progress represents a good start, but much,
much more must be done to bring these

product lines to the level of financial

performance that makes them an attractive
part of our product portfolio, one that adds
to instead of subtracts from, the value of our
Equipment and Materials businesses.

We believe our Equipment and
Materials businesses are an industry
leading franchise, currently undervalued by
the financial community, specifically
because of the problems in our test
business. Our conclusion is that we owe
you, our shareholders, a quick resolution of
this issue, either by fixing our Test segment
along the lines alluded to above, or by
divesting it, so as to let the earning power of
our Equipment and Materials business be
fully valued.

We believe K&S is a better
Company than indicated by the current
stock price, and it is incumbent on us to

take those steps necessary to close that

gap.

C. Scott Kulicke
Chairman & Chief Executive Officer
December 20, 2005
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PART |

In addition to historical information, this filingontains statements relating to future events orfature results. These statements
are forward-looking statements within the meanih§ection 27A of the Securities Act of 1933, asde (the “Securities Act”)
and Section 21E of the Securities Exchange Ac984,1as amended (the “Exchange Act”), and are stttje the safe harbor
provisions created by statute. Such forward-loolstaements include, but are not limited to, stet@sthat relate to our future
revenue, product development, demand forecastgpetdiveness, operating expenses, cash flows,taodfiy, gross margins,
and benefits expected as a result of (among otiotork):

» the projected growth rates in the overall semicatduindustry, the semiconductor assembly equipment
market, the market for semiconductor packagingenads and the market for test interconnect sohsio

« the successful operation of our test interconnastriiess and its expected growth rate; and

» the projected continuing demand for wire bonders.

[INTH

Generally, words such as “may,” “will,” “should,” “could,” “anticipate,” “expect,” “intend,” “estimate,” “plan,” “continue,”
and “believe,” or the negative of or other variatie on these and other similar expressions idefdifiyard-looking statements.
These forward-looking statements are made onlyf #seadate of this filing. We do not undertake pdate or revise the forward-
looking statements, whether as a result of newnmtion, future events or otherwise.

Forward-looking statements are based on curreneetgiions and involve risks and uncertainties and fature results could
differ significantly from those expressed or inghligy our forward-looking statements. These riskd ancertainties include,
without limitation, those described under Item 7ardgement’s Discussion and Analysis of Financiahdion and Results of
Operations. In light of these and other uncert&stiyou should not conclude that we will necessathieve any plans or
objectives or projected financial results refertedn any forward-looking statements.

Item 1. BUSINESS.

We design, manufacture and market capital equipment, packagiegaisatnd test interconnect products as well as service,
maintain, repair and upgrade equipment, all used to assemlite taxd semiconductor devices. We are currently the world's
leading supplier of semiconductor wire bonding assemblypewnt, according to VLSI Research, Inc. Our business is
currently divided into three product segments:

e equipment;
» packaging materials; and
« wafer and package test interconnect products.

We completed the divestiture of our former advanced pacdfdgaihnologies segment in February 2004.

Our goal is to be both the technology leader and the lowessgpglier in each of our major lines of business. We believe
are the only major supplier to the semiconductor assemblgtirydilnat provides customers with semiconductor wire bgndin
equipment along with the complementary packaging materialseahéhterconnect products that actually contact the surface
of the customer’s semiconductor devices. We believe that thiy advicontrol all of these assembly related products jiexvi

us with a significant competitive advantage, and should al®wo develop system solutions to the new technologyertupb
inherent in assembling and packaging next-generation seduictum devices.

The semiconductor industry has been historically volatilé) mériods of rapid growth followed by downturns.résponse to
recent downturns, we shifted our strategy, focusing an larger, more established product lines, and divesting or
discontinuing smaller or more speculative businesses. idddily, we continuously seek to further reduce our cosckire

by moving operations to lower cost areas, moving away fnon-core businesses, and increasing our productivityb&ieve

the historical volatility of the semiconductor industry—Hbapward and downward—will persist.

Kulicke and Soffa Industries, Inc. was incorporated émri3ylvania in 1956. Our principal offices are located at Blait

Mill Road, Willow Grove, Pennsylvania 19090 and our tbtape number is (215) 784-6000. We maintain a website tdth t
address www.kns.com. We are not including the informatmmained on our website as a part of, or incorporatify it
reference into, this filing. We make available free of chargeefathan an investor's own Internet access charges) on or
through our website our annual report on Form 10-K, qusgirteports on Form 10-Q, current reports on Fori, &nd all
amendments to these reports, as soon as reasonably praciitablhe material is electronically filed with or otherwise



furnished to the Securities and Exchange Commission. @wraa reports on form 10-K, quarterly reports on FA@rQ,
current reports on Form 8-K, and amendments to thosetsegreralso available on the SEC website at http://wwvgeec

Products and Services

We offer a range of wire bonding equipment and spare gatkaging materials, and test interconnect products. Set forth
below is a table listing the net revenue from continuiperations for each business segment for our fiscal years

ended September 30, 2003, 2004, and 2005:

(in thousands)
Fiscal Year Ended September 30,

2003 2004 2005
Equipment (1) $ 198,447 $ 361,244 $ 201,608
Packaging materials (1) 174,471 234,690 273,934
Test interconnect 104,882 121,877 85,732
Other (2) 135 - -
$ 477,93! $ 717,81 $ 561,27

(1) In the fourth quarter of fiscal 2003, we sold the asseltsted to the saw and hard material blade
businesses that were part of the equipment segment and packagigmals segment, respectively.
Those businesses together had fiscal 2003 net sales ofrillinB.

(2) Comprised of sales associated with our substrate busiratsgab closed in fiscal 2002.

Our equipment sales are highly volatile, based on the semictumdndustry’s need for new capability and capacity, wagr
packaging materials and test interconnect sales in general tbedmore stable, following the trend of total semiconductor
unit production.

See Note 13 to our Consolidated Financial Statements, imcluter Item 8 of this report, for financial resultsbasiness
segment and sales by geographic location.

Equipment

We manufacture and market a line of wire bonders, which are usedntect very fine wires, typically made of gold,
aluminum or copper, between the bond pads of a semicamdiiet and the leads on the integrated circuit (IC) package t
which the die has been attached. We believe that our wire Isooffer competitive advantages by providing custometis wi
high productivity/throughput and superior package qualibdess control. In particular, our machines are capable of
performing very fine pitch bonding as well as creating thghisticated wire loop shapes that are needed in the assembly of
advanced semiconductor packages. Our principal products are

Ball Bonders Automatic IC ball bonders represent a large nitgjof our semiconductor equipment business.
As part of our competitive strategy, we have besrducing new models of IC ball bonders everyd 24
months, with each new model designed to increaste groductivity and process capability comparedtgo
predecessor. In 2005, we extended the life oftloeessful Maxum product line introducing the Maxuitna

to supersede the Maxum Plus and the Maxum Elisupersede the Nutek. Each of these machines psovid
approximately a 10% productivity improvement oviar predecessor and offers various other performance
improvements.

Specialty Wire BonderdVe also produce other models of wire bondergetad at specific market niches,
including: the Model 8098, a large area ball borti#esigned for wire bonding hybrid, chip on boardj ather
large area applications; and the Model 8090, alarga wedge bonder. We introduced a new modef wafe
stud bumper during the fourth quarter of this y&a, AT Premier. The AT Premier is targeted for gold-to-
gold interconnect in the growing flip chip markawith industry leading speed and technology, thehime
lowers the cost of ownership for stud bumping, éngla wider range of applications than previoussyved.

We also manufacture and market a line of manua landers.



We believe that our industry knowledge and technical experiesmge positioned us to deliver innovative, customer-specific
offerings that reduce the cost of owning our equipment dseuseful life. In response to customer trends irsaucing
packaging requirements, we provide repair and maintenancecesena variety of equipment upgrades, machine and
component rebuild activities and expanded customer tathimugh our customer operations group.

Packaging Materials

We manufacture and market a range of semiconductor packaging rsaterihlexpendable tools for the semiconductor
assembly market, including gold, aluminum and copper wapillaries, wedges, die collets and saw blades, all of wheeh ar
used in packaging and assembly processes. Our packagieggaisatre designed for use on both our own and our cdorgéti
assembly equipment. A wire bonder uses a capillary or wedg@rndobonding wire much like a sewing machine uses a
needle and thread. Our principal products are:

Bonding Wire We manufacture gold, aluminum and copper wire used in tfteebending process. This
wire is bonded to the chip surface and package substrdbe lyire bonder and becomes a permanent part
of the customer’'s semiconductor package. We produce wireMdearange of specifications, which can
satisfy most wire bonding applications across the spectfismnoiconductor packages.

Expendable ToolOur expendable tools include a wide variety of capillaresiges, die collets and wafer

saw blades. The capillaries and wedges attach the wire to theoseonitor chip, allow a precise amount of
wire to be fed out to form a permanent wire loop, then attaelwire to the package substrate, and finally
cut the wire so that the bonding process can be repeated agatolBts are used to pick up and place die
into packages before the wire bonding process begins. Qublades are used to cut silicon wafers into
individual semiconductor die.

Test I nterconnect

We offer a broad range of fixtures used to temporarily axird semiconductor device while it is still in the wafer farm
(wafer probing), thereby providing electrical connections toraatic test equipment. We also offer test sockets usedtto tes
the final semiconductor package (package or final testing)pfincipal test interconnect products are:

Probe cards Probe cards consist of complex, multilayer printed dirboards (PCB) upon which are
attached numerous probe needles designed to make temporagt toeach of the bond pads or bumps on
a die while the die is still in a wafer format, providingattical connections to automatic test equipment.

Automatic Test Equipment (ATE) interface assembWelE interface assemblies typically consist of
electro-mechanical assemblies, electrical contactors and intricateagert?CBs, which mechanically and
electrically connect to the ATE test prober and carry electrical signad probe card, and ultimately the
semiconductor device under test.

Test socketsTest sockets hold packaged semiconductor devices while melkirtgcal connections to their
leads through spring loaded contacts.

Changes in the design of a semiconductor device often rezpdrees in the probe card, test socket and, in certain cases, the
ATE interface assembly used to test that semiconductor. Custgeeerally purchase new versions of these custom-ddsigne
products each time there is a design change in the semiconbeirtg tested. Changes in semiconductor design and processes
drive improvements in test interconnect technology in amsupport significant increases in the number and derfsiigral

pads or leads being tested and the speed of the electricabdiging tested.

Customers

Our major customers include large semiconductor manufactangrgheir subcontract assemblers and vertically integrated
manufacturers of electronic systems. Customers may vary yfeamto-year based on their capital investment and operating
expense budgets.



The chart below shows our top ten end-use customers, basest sales, for each of the last three fiscal years:

Fiscal 2003 Fiscal 2004 Fiscal 2005
1. Advanced Semiconductor 1. Advanced Semiconductor 1. Advanced Semiconductor
Engineering * Engineering* Engineering*
2. ST Microelectronics 2. ST Microelectronics 2. ST Microelectronics*
3. Intel 3. Texas Instruments 3. Intel
4. Amkor Technologies 4. Intel 4. Siliconware Precision Industries
5. Texas Instruments 5. Siliconware Precision IndustriBsInfineon Technologies
6. Infineon Technologies 6. Spansion 6. Texas Instruments
7. National Semiconductor 7. National Semiconductor 7. STATS ChipPAC
8. Philips Electronics 8. ST Assembly Test 8. Samsung
9. ST Assembly Test 9. Infineon Technologies 9. Spansion
10. Siliconware Precision 10. Amkor Technologies 10. National Semiconductor
Industries

* Accounted for more than 10% of total fiscal year net sales.

We believe that developing long-term relationships with austamers is critical to our success. By establishing these
relationships with semiconductor manufacturers, semiconductdocontract assemblers, and vertically integrated
manufacturers of electronic systems, we gain insight intaoestomers’ future IC packaging strategies. This insgbists us

in our efforts to develop material, equipment and processiao$ that address our customers’ future assembly recemts.

International Operations

We sell our products to semiconductor manufacturers, sadhictor subcontract assemblers, and vertically integrated
manufacturers of electronic systems, which are primarily locatedr have operations in the Asia/Pacific region.
Approximately 88% of our fiscal 2005 net sales, 86%uwffscal 2004 net sales, and 80% of our fiscal 2003 net walesfor
delivery to customer locations outside of the United Statke. majority of these foreign sales were destined foroouest
locations in the Asia/Pacific region, including Taiwan, Malaysingapore, Korea, Japan, China and the Philippines. We
expect sales outside of the United States to continue to eap@esajority of our future revenues.

Sales and Customer Support

We believe that providing comprehensive worldwide salesjcgertraining and support are important competitive fadtors
the semiconductor equipment industry, and we manage thesefisnttirough our global customer operations group. Sdme o
these operations are focused on wire bonders and packadiegasaand others focus on test related products. We medy o
combination of a direct sales force, manufacturers’ represesdadivd distributors for the sale of our various prodoes! In
order to support our customers whose semiconductor agsemdations are located primarily outside of the United States,
we have sales, service, and support personnel based in BbimpKong, Japan, Korea, Malaysia, the Philippines, piniga
Taiwan, Thailand, and Europe, and applications labs inaPorg, Japan, Israel, and Taiwan. We provide timely customer
service and support by positioning our service represeesatind spare parts near customer facilities, which provides
customers with the ability to place orders locally and to déthl service and support personnel who speak the customer’s
language and are familiar with local country practices.

Backlog

At September 30, 2005, we had a backlog of customer ordatmgo$99.0 million, compared to $81.0 million at JuBt
2005 and $59.7 million at September 30, 2004. Our bgcktmsists of customer orders which are scheduled fomsinip
within 12 months. Virtually all orders are subject to calatien, deferral or rescheduling by the customer withtéghior no
penalties. Because of the possibility of customer changesiueigeschedules or cancellations and potential delays in produ
shipments, our backlog as of any particular date may neidieative of revenues for any succeeding quarterly period.
Manufacturing

The Company believes excellence in manufacturing can create a compehitairdage, both through lower costs and superior
responsiveness. In order to achieve these goals, we managerafacturing operations through a single organization and ar

5



trending to fewer, larger factories to take advantage of edi@soof scale and the cost savings available in low labor cost
areas.

EquipmentOur equipment manufacturing activities consist primarilyneégrating outsourced parts and subassemblies, and
testing the finished product to customer specificationsinguiscal 2005, most of our equipment manufacturing tolace in
Singapore, with a small number of machines built in WiliGrove, Pennsylvania. We believe the outsourcing modélena

us to minimize our fixed costs and capital expenditured@ng on product differentiation through technology watmns in
system design and manufacturing quality control. Just¥ie-inventory management has reduced our manufacturing cycle
times and reduced our on-hand inventory requirements. Werbkag&ved 1SO 9001 and ISO 14001 certifications for our
equipment manufacturing facility in Singapore.

Packaging MaterialsWe manufacture expendable tools at facilities in Yokneam, laraeBSuzhou, China, and bonding wire
at facilities in Singapore and Thalwil, Switzerland. We manufacblades for wafer sawing in Santa Clara, California,
(scheduled to be closed in the first quarter of fiscal p@®@8 Suzhou, China. Our bonding wire facility in Swilaed has
received ISO 9001 certification; our bonding wire facilitySingapore has received QS9000 and ISO 14001 certifisatan
blade facility in California has received ISO 9002 certifiaatiour bonding tools facility in Yokneam, Israel has reegilSO
9001 and ISO 14001 certifications; and our bondingstdatility in Suzhou, China has received 1ISO 9001 and 181
certifications.

Test Interconnect Product$V/e manufacture test probe cards in various facilities locateilbert, Arizona; San Jose,
California; Hsin Chu, Taiwan; Suzhou, China; and Corlbigidnce. We manufacture ATE interface assemblies in Gilbert,
Arizona. As part of our ongoing cost reduction acigtiwe sold our ATE test board fabrication assets in Dalkass in the
third quarter of fiscal 2003 and moved to an outsourcategty for these components. In fiscal 2004, we closed a test
manufacturing facility in Meyreuil, France. During 2005, wlesed test manufacturing facilities in East Kilbride, Scotland
Hayward, California and in Singapore.

Research and Product Development

Many of our customers generate technology roadmaps desciiiteirfgture manufacturing capability requirements needed to
support their product development plans. Our research addgirdevelopment activities are organized so that our products
anticipate our customers’ requirements. This can happen eittoeigth continuous improvement of our existing products,
including upgrades for products already installed in custeinfigcilities, or through the creation of next-generatiordposs.
Examples of our continuous improvement strategy include tleumM Elite and Maxum Ultra wire bonders — both
improvements of the Maxum product line, our advanced efiogyof probe cards, and our DuraCap line of bondingstool
Major next-generation development programs are underwaguiowire bonder, probe card and test socket product lines.
Whether we proceed via continuous improvement, or via nexrggon technology development, our goal is technology
leadership in each of our major product lines.

Our net expenditures for research and development totaledxapptely $41.0 million, $34.6 million, and $38.1 laih
during our fiscal years ended September 30, 2005, 2002008] respectively.

Competition

The market for semiconductor equipment, packagiaterials, and test interconnect products is intgregampetitive. Significant
competitive factors in the semiconductor equipnmeatket include price, as well as speed/throughpuotiuction yield, process
control and customer support, each of which coutigitio lower the overall cost per package beingufetured. Our major
equipment competitors include:

*  Wire bonders: ASM Pacific Technology and Shinkawa

Significant competitive factors in the semiconductor packagiatgrials industry include performance, price, delivery, produ
life, and quality. Our significant packaging materials’ ceiitors include:

e Bonding tools: Gaiser Tool Co., Small Precision Toals, htnd PECO
» Saw blades: Disco Corporation

» Bonding wire: Tanaka Electronic Industries, Sumitomo Metiaing;, Heraeus, and Nippon Metal.



Our test products face competition from a few large internatibrms as well as many small regional firms. Significant
competitive factors in the test interconnect industry inclueléopmance, price, delivery time, product life, and qualityur O
significant competitors include:

e Wafer test: FormFactor, Inc., Japan Electronic MaterialsMiatbnics Japan Company
» Package test: Everett Charles, Synergetix, Johnstech I@alaEnplas Semiconductor

In each of the markets we serve, we face competition and the thmahpetition from established competitors and potential
new entrants, some of which have greater financial, engineengngfacturing and marketing resources than we have. Some
of our competitors are Asian and European companieshthat had and may continue to have an advantage over us in
supplying products to local customers because many of thesemeus appear to prefer to purchase from local suppliers,
without regard to other considerations.

Intellectual Property

Where circumstances warrant, we seek to obtain patents oniamgegbverning new products and processes developed as part
of our ongoing research, engineering and manufacturing teegiviVe currently hold a number of United States patentse so

of which have foreign counterparts. We believe that thatour of our patents generally exceeds the life cycles of the
technologies disclosed and claimed in the patents. We believeuthportfolio of patents will have more value in the fatu

but that our success will depend primarily on our engingemanufacturing, marketing and service skills.

In addition, we believe that much of our important techgyl@sides in our trade secrets and proprietary softwarlengsas

we rely on trade secrets and unpatented knowledge, includingasefto maintain our competitive position, we cannot assure
you that competitors may not independently develop amtiéchnologies and possibly obtain patents containing claims
applicable to our products and processes. Our ability to diefarselves against these claims may be limited. In addition,
although we execute non-disclosure and non-competition agreemith certain of our employees, customers, consultants,
selected vendors and others, there is no assurance thatesuebysagreements will not be breached, or that they can be
enforced. Additional disclosures regarding these riskaiedisas other risk factors facing the Company are includetkin 7.
“Management’s Discussion and Analysis”, included herein.

Environmental Matters

We are subiject to various federal, state, local and foreigndadisegulations governing, among other things, tinemgéion,
storage, use, emission, discharge, transportation asmbsdil of hazardous materials and the health and safety of our
employees. In addition, we are subject to environmental laWwEhwmay require investigation and cleanup of any
contamination at facilities we own or operate or at thirdypadste disposal sites we use or have used. These laws could
impose liability upon us even if we did not know afweere not responsible for, the contamination.

We have in the past and will in the future incur costotaply with environmental laws. We are not, however,anily aware

of any costs or liabilities relating to environmental maftémsluding any claims or actions under environmental laws o
obligations to perform any cleanups at any of our facilisesiny third party waste disposal sites, that we expectvie &a
material adverse effect on our business, financial conditiooperating results. It is possible, however, that mealteri
environmental costs or liabilities may arise in the future.

Employees

At September 30, 2005, we had 3,326 permanent employees8dndrdporary and contract workers worldwide. The only
employees represented by a labor union are the bonding wpleyeras in Singapore. Generally, we believe our employee
relations to be good. Competition in the recruiting opanel in the semiconductor and semiconductor equipmergtigds
intense, particularly with respect to engineering. We belieaeattr future success will depend in part on our contiaddy

to hire and retain qualified management, marketing and teclamgalbyees.



Executive Officers of the Company

The following table sets forth certain informati@yarding the executive officers of the CompangfeSeptember 30, 2005. Our
executive officers are appointed by and serveeatlibcretion of the Board of Directors.

First Became

an Officer
Name Age (calendar year) Position
C. Scott Kulicke 56 1976 Chairman of the Bodr®ivectors and Chief Executive Officer
Charles Salmons 50 1992 Senior Vice PresideafieiTest
Jagdish (Jack) G. Belani 52 1999 Senior Vice Presiddtaackage Materials and Corporate
Marketing
Maurice E. Carson 48 2003 Vice President anéfChnancial Officer
Bruce Griffing 55 2004 Vice President, Engineering
Oded Lendner 45 1996 Senior Vice President, Package Test

C. Scott Kulickéhas been the Chief Executive Officer of our Company since @a8d9Chairman of the Board of Directors
since 1984. His present term as a director expires in 2007irst became an officer of the Company in 1976 and hasaheld
number of executive positions with us since that time.

Charles Salmonkolds the position of Senior Vice President, Wafer Tiéstwas appointed to this position in November 2004.
He was appointed Senior Vice President, Product Developme&eptember 2002. He joined us in 1978, and has held
positions of increasing responsibility throughout the aoting, engineering and manufacturing organization. Mr. Sagmo
first became an officer of the Company in 1992, and in 1884became Vice President of Operations and was named General
Manager, Wire Bonder Operations in 1998. He was apgubiBenior Vice President, Customer Operations in 1999.

Jagdish (Jack) G. Belariolds the position of Senior Vice President of Packagesfidgds and Corporate Marketing. He was
appointed to this position in November 2005. Before, théiswas Vice President of Wire Bonding and Corporate Market
and prior to that, Vice President of all the Business WmitsMarketing and prior to that he was President of the Bdreling
Division and before that President of XLAM which was dugh density substrate group. He became an officer of the
Company upon joining us in April 1999 as Vice Presidamt President of our high density substrate group. B@ioi@g us,

he served for more than three years in the Worldwide Matwifing Group of Cypress Semiconductor Corporation, plisup

of integrated circuits for network infrastructure and accesspawent, where he was Vice President of Assembly and
Packaging when he left to join us. Before Cypress, he vitaisNational Semiconductor Corporation for approximately 18
years in a variety of technical and managerial positions and/@srewith Advanced Micro Devices as a Bipolar Memory
Wafer Fabrication Process Development Engineer.

Maurice E. Carsorholds the position of Vice President, Chief Financialié@ff He was appointed to this position when he
joined us in September 2003. From 1996 until he joirgeith 2003, Mr. Carson served in various finance postulminating

as the Vice President, Finance and Corporate Controller fae€y®Bemiconductor Corporation. Before Cypress he was with
Ephigraphx as the Chief Operating Officer.

Bruce Griffing holds the position of Vice President, Engineering. He wamiaged to this position when he joined us in
September 2004. From 2001-2003 Dr. Griffing served as President and Chief Technology Officer of DuPont Phasém
a company that provides microimaging solutions. Before RtuPbotomask, Dr. Griffing worked for General Electricnfro
1979-2001, serving as a Laboratory Manager from 19880@d. Dr. Griffing received his Ph.D in Physics from dug
University in 1979.

Oded Lendneholds the position of Senior Vice President, Package Testiadeppointed to this position in November 2004.
He was appointed to the position of Vice President, WorldeVDperations in January 2002. Before this he wasdemtsof

our Microelectronics division for one year. He joined ouméir subsidiary in 1989 and has held positions of increasing
responsibility throughout our manufacturing organizatanmg was named Deputy Managing Director, Operations in Israel
1993. He relocated to the United States and first became aaraifithe Company in 1996 as the Vice President, Opesation
for the Equipment group. In 1999, he became Vice Presi&atitBonder Business unit and Managing Director of K&S
Singapore.



Item 2. PROPERTIES.

Our major operating facilities are described inttii#e below:

Lease
Approximate Products Expiration
Facility Size Function Manufactured Date
Willow Grove, 220,000 sq.ft. Corp. headquarters, Wedge, large area May 2006
Pennsylvania Q)4 manufacturing, technology bonders
center, sales and service
Fort Washington, 88,000 sq.ft. Corp. headquarters, Wedge, large area April 2018
Pennsylvania 1)(4) manufacturing, technology bonders
center, sales and service
Suzhou, China 134,700 sq.ft. (1) Manufacturing apiCaries, probe October 2007

Singapore

Singapore

Gilbert, Arizona

Yokneam, Israel

Hsin Chu, Taiwan

San Jose, California

Thalwil, Switzerland

(1) Leased.
(2) Owned.

77,500 sq.ft. (1)

38,400 sq.ft. (1)

83,000 sq.ft.(1)

53,800 sq.ft. (2)

28,400 sq.ft (1)

34,100 sq.ft. (1)

15,100 sq.ft. (1)

Manufacturing, technology
center, assembly systems

Manufacturing, te¢bgy
center, assembly systems

Manufacturing, sales and
service

Manufacturing, technology
center

Manufacturing
Manufaotyrsales and
service

Manufadigy

(3) Cancelable semi-annually upon six months notice.
(4) Fort Washington, Pennsylvania facility will replace M¥il Grove, Pennsylvania facility as the Company’s
headquarters in May 2006.

We also rent space for sales and service offices in: Santa Chlif@y@a; Southbury, Connecticut; Austin, Texas; China;
Germany; Hong Kong; Japan; Korea; Malaysia; the Philippifiagyan; and Thailand and operate smaller manufacturing

cards, dicing blades,
test sockets

Wire bonders
Bonding wire
Probe cards, ATE

interface assemblies
Capillaries, wedges, die
collets

Probe cards

Probe cards

Bonding wire

August 2008

May 2006

May 2012

N/A

July 2007

August 2007

®3)

facilities in Santa Clara, California; and France. We belieaedur facilities generally are in good condition.

Item 3. LEGAL PROCEEDINGS.

From time to time, we are a plaintiff or defendantarious cases arising out of our business. WWeasassure you of the results
of any pending or future litigation, but we do balieve that resolution of these matters will matrand adversely affect our

business, financial condition or operating results.

Item 4. SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS.

None.



PART Il

tem5. MARKET FOR REGISTRANT'S COMMON EQUITY, REL ATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES.

Our common stock is traded on the Nasdaq National Marketrithd symbol "KLIC." The following table lists the highd
low per share sale prices for our common stock for theggemdicated:

Common Stock Price

High Low

Fiscal year ended September 30, 2005:

First Quarter $ 9.30 $ 5.70

Second Quarter 8.68 5.90

Third Quarter 8.44 4.94

Fourth Quarter 10.60 6.74
Fiscal year ended September 30, 2004:

First Quarter $ 17.20 $ 10.83

Second Quarter 16.72 10.51

Third Quarter 12.80 9.61

Fourth Quarter 10.95 4.80

The payment of dividends on our common stock isiwithe discretion of our board of directors. Weehaot historically paid
any cash dividends on our common stock, includingnd the past two fiscal years, and we do not eixpe declare cash
dividends on our common stock in the near future.iifend to retain earnings to finance the grovwtbus business and/or pay
down debt.

For the purposes of calculating the aggregate rhagtee of the shares of our common stock helddnaffiliates, as shown on
the cover page of this report, we have assumedathat our outstanding shares were held by ndias except for the shares
held by our directors and executive officers. Hoarethis does not necessarily mean that all direcad executive officers of
the Company are, in fact, affiliates of the Compamythat there are not other persons who may bmed to be affiliates of the
Company. Further information concerning the berafmvnership of our executive officers, directarsd principal shareholders
will be included in our proxy statement relatingaior 2006 Annual Meeting of Shareholders to belfikth the Securities and
Exchange Commission

On December 2, 2005, there were 503 holders ofdexfahe shares of outstanding common stock.
Recent Sales of Unregistered Securities:

During the last fiscal year, except as otherwisldsed on our current reports on Form 8-K, we hastesold any of our
securities without registration under the Secuwifiet, except as described below:

During the quarter ended March 31, 2005, we issuetcontributed 215,000 shares of our common sigitka fair value of

$1.5 million to Reliance Trust Company, as Trusteeur pension plan, in a private placement unéetiSn 4(2) of the Securities
Act. We issued and contributed the shares of omnoon stock to the trust to fund certain obligatitmthe pension plan.
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Item 6. SELECTED FINANCIAL DATA.

The following selected consolidated financial dsiteould be read in conjunction with our consolidafiedncial statements,
related notes and other financial information ideld elsewhere in this report or in annual repded previously by us in respect
of the fiscal years identified in the column headinf the tables below.

(in thousands, except per share amounts)
Fiscal Year Ended September 30,

2001 2002 2003 2004 2005
Statement of Operations Data:
Net Sales:
Equipment $ 249,952 $ 169,469 $ 198,447 861,244 $ 201,608
Packaging materials 150,945 157,176 174,471 234,690 273,934
Test 116,890 114,698 104,882 121,877 85,732
Corporate and other (1) 595 222 135 - -
Total net sales 518,382 441,565 477,935 717,811 561,274
Cost of goods sold:
Equipment 166,359 142,965 129,092 208,862 115,771
Packaging materials 110,570 118,080 132,779 182,658 224,001
Test 84,401 79,686 87,856 95,286 79,923
Corporate and other (1) - 14 - - -
Total cost of goods sold (2) 361,330 340,745 349,727 486,806 419,695
Operating expenses:
Equipment 105,609 91,966 71,678 59,071 51,427
Packaging materials 31,088 32,578 26,684 21,942 24,259
Test 66,148 130,077 44,218 48,107 147,399
Corporate and other (1) 34,234 66,883 15,539 17,940 17,041
Total operating expenses (2) 237,079 321,504 158,119 147,060 240,126
Income (loss) from operations:
Equipment (22,016) (65,462) (2,323) 93,311 34,410
Packaging materials 9,287 6,518 15,008 30,090 25,674
Test (33,659) (95,065) (27,192) (21,516) (141,590)
Corporate and other (1) (33,639) (66,675) (15,404) (17,940) (17,041)
Income (loss) from continuing operations (2) (80,027) (220,684) (29,911) 83,945 (98,547)
Interest income (expense), net (5,542) (14,941) (16,491) (9,357) (1,578)
Charge on early extinguishment of debt - - - (10,510) -
Other income and minority interest 8,022 2,010 - - -
Income (loss) from continuing operations beforeaand
cumulative effect of change in accounting principle (77,547) (233,615) (46,402) 64,078 (100,125)
Provision (benefit) for income taxes from contirgin
operations (3) (21,468) 32,561 7,594 7,386 3,957
Loss from discontinued operations, net of tax (2)(4 (1,009) (7,939) (22,693) (812) -
Cumulative effect of change in accounting principlet of tax (8,163) - - - -
Net income (loss) (65,251) (274,115) (76,689) 55,880 (104,082)
Addback: Goodwill amortization, net of tax (8) 9,587 - - - -
Pro forma net income (loss) (8) $ (55,664) $ (274,115) $ (76,689) $55,880 $ (104,082)
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(in thousands, except per share amounts

Fiscal Years Ended September 30,

2001 2002 2003 2004 2005
Income (loss) from continuing operations before
cumulative effect of change in accounting
principle per share: (5)
Basic $ (1.15) $ (5.41) $ (1.09) $ 112 $ (2.02)
Diluted $ (1.15) $ (5.41) $ (1.09) $ 0.90 $ (2.02)

Discontinued operations, net of tax per share: (5)
Basic $ (0.02 $ (0.16) $ (0.46) $ (0.02) $ -
Diluted $ (0.02 $ (0.16) $ (0.46) $ (0.01) $ -

Cumulative effect of change in accounting
principle, net of tax per share: (5)

Basic $ (0.17) $ - $ - $ - $ -
Diluted $ (0.17) $ - $ - $ - $ -
Net income (loss) per share: (5)
Basic $ (1.34) $ (6.57) $ (1.54) $ 110 $ (2.02)
Diluted $ (1.34) $ (6.57) $ (1.54) $ 0.89 $ (2.02)
Goodwill amortization, net of tax per share: (5) (8
Basic $ 020 $ - $ - $ - $ -
Diluted $ 020 $ - $ - $ - $ -
Pro forma net income (loss) per share: (5) (8)
Basic $ (1.14) $ (5.57) $ (1.54) $ 110 $ (2.02)
Diluted $ (1.14) $ (5.57) $ (1.54) $ 0.89 $ (2.02)
Shares used in per common share calculations: (5)
Basic 48,877 49,217 49,695 50,746 51,619
Diluted 48,877 49,217 49,695 68,582 51,619

Balance Sheet Data:
Cash, cash equivalents and short-term investments 262,928 $ 111,300 $ 73,051 $ 95,766 $ 95,369

Working capital 265,355 159,813 132,628 175,953 186,049
Total assets 777,426 538,682 442,861 476,958 386,496
Long-term debt (6) (7) 301,511 300,393 300,338 275,725 270,000
Shareholders’ equity (deficit) 338,547 69,323 97 67,020 (31,748)

(1) Corporate and other included the sales and expenseshfeoCompany’s former high density substrate business and
corporate activities.

(2) During fiscal 2005, we recorded the followirgaoges as operating expenses in continuing opesateverance charges
of $3.7 million; asset impairment charges of $10@iBion; China start-up costs of $2.0 million; am/entory write
downs of $2.1 million. We also recorded a gain be sale of assets of $2.2 million within fiscal 208perating
expenses.

During fiscal 2004, we recorded the following afes as operating expenses in continuing operasensrance charges
of $4.5 million; asset impairment charge of $3.3iam; China start-up costs of $1.6 million; invent write-downs of
$1.5 million; and a reversal of prior year resizatgrges of $0.1 million. We also recorded a gaithe sale of assets of
$1.0 million within fiscal 2004 operating expenses.

During fiscal 2003, we recorded the following charges as dpgrexpenses in continuing operations: loss on sale of
product lines of $5.3 million and asset impairment oB$8illion of which $1.7 million was associated with the
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3)

(4)
()

(6)
(7)

(8)

discontinuation of a test product, $1.2 million was duthéreduction in size of a test facility in Dallas, Texas, and
$0.7 million resulted from the write-down of assets thate sold and assets that became obsolete, $5.2 million of
severance associated with workforce reductions; and chargews/émtory write-downs of $5.1 million (to costs of
goods sold). We recorded the following charges in disaoatl operations: asset impairment of $6.9 million
associated with the write-down of the assets of our flip basiness unit to realizable value and goodwill impairment
of $5.7 million associated with our former flip chip refrog unit.

During fiscal 2002, we recorded the following charges asabiperexpenses: goodwill impairment of $74.3 million
associated with our test and hub blade business units; agsairment of $31.6 million primarily due to the
cancellation of a company-wide integrated information systeencltbsure of our high density interconnect substrate
business and the write-off of development and license cbstrtain engineering and manufacturing software; $19.7
million of resizing charges comprised primarily of severaamu# contractual commitments associated with reductions
in workforce and our closed and consolidated businessesf@afdnillion of severance associated with workforce
reductions in our continuing businesses. In fiscal 20@2also recorded charges for inventory write-downs of4514.
million (to costs of goods sold), $5.2 million ohigh was due to the discontinuance of a product.

During fiscal 2001, we purchased all the outstanding stwickCerprobe Corporation and Probe Technology
Corporation. As a result of these acquisitions, durhmy year ended September 30, 2001, we recorded a pre-tax
charge of approximately $11.7 million for the write-offin-process research and development. We also recorded
charges of $19.9 million (to costs of goods sold) forentory write-downs, $4.2 million for severance foe th
elimination of 511 positions and other related charges atedcwith a resizing of our workforce, $0.8 million for
asset impairment charges, and non-recurring other inc6i$@.@ million as the result of an insurance settlement. In
fiscal 2001, we also adopted SAB 101, resulting in a catwel effect of an accounting change charge of $8.2
million, net of tax. Additionally, cost of goods sdlor the year ended September 30, 2001 includes $4.2 midfion
acquisition related inventory step-up costs.

In fiscal 2005, we recorded $15.0 million of valoatiallowance associated with our U.S. net operating loss
carryforward deferred tax asset. In fiscal 2004, we reve$s@d® million of valuation allowance associated with our
U.S. net operating loss carryforward deferred tax assétdal 2003, we recorded a valuation allowance against our
deferred tax asset consisting primarily of U.S. net opgydbss carryforwards of $12.1 million. In fiscal 2002
recorded a valuation allowance against our deferred tax aesetsting primarily of U.S. net operating loss
carryforwards of $65.3 million and a charge of $25.0iomlto provide for tax expense on repatriation of certain
foreign earnings.

Reflects the operations of the Company’s former flip ¢hisiness unit which was sold in February 2004.

For fiscal years 2001, 2002, 2003 and 2005, drdycommon shares outstanding have been used to calculatbéoth t
basic earnings per common share and diluted earnings per cosia@ because the inclusion of potential common
shares would be anti-dilutive due to the net losses frortinedmg operations reported in those years. The after-tax
interest expense recognized in fiscal 2004 associated with ouertible subordinated notes that was added back to
net income in order to compute diluted net income per shaseb®.2 million.

Does not include letters of credit.

In June 2004, we issued $65.0 million in princigadount of 1% Convertible Subordinated Notes due 2010rand
December 2003, we issued $205.0 million in principal amofift5% Convertible Subordinated Notes due 2008. In
August 2001, we issued $125.0 million in principal amoai5 1/4% Convertible Subordinated Notes due 2006,
which we redeemed in their entirety in August 200Détember 1999, we issued $175.0 million in principal arhou
of 4.75% Convertible Subordinated Notes due 2006, whictedeemed in their entirety in December 2003.

Reflects pro-forma results as if the adoption of SEASGoodwill and Intangible Assetsd occurred at October 1,
2000. The adjustments reflect an add-back of the amortizetipense related to goodwill, net of tax, which would
not have occurred under the provisions of the standargaAf the adoption of SFAS 142, there were no indefini
lived intangibles identified, and there was no changkdastimated useful lives of existing intangible assets.
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ltem7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

In addition to historical information, this filingontains statements relating to future events orfatuire results. These statements
are forward-looking statements within the meanih§ection 27A of the Securities Act of 1933, asde (the “Securities Act”)
and Section 21E of the Securities Exchange Ac984,1as amended (the “Exchange Act”), and are stitje the safe harbor
provisions created by statute. Such forward-looldteements include, but are not limited to, stat@sthat relate to our future
revenue, product development, demand forecastgpetdiveness, operating expenses, cash flows,taodfiy, gross margins,
and benefits expected as a result of (among otiotork):

» the projected growth rates in the overall semicantduindustry, the semiconductor assembly equipment
market, the market for semiconductor packagingenads and the market for test interconnect sohsio

» the successful operation of our test interconnestriess and its expected growth rate; and

» the projected continuing demand for wire bonders.

Generally, words such as “may,” “will,” “should,” “could,” “anticipate,” “expect,” “intend,” “estimate,” “plan,” “continue,”
and “believe,” or the negative of or other variatie on these and other similar expressions idefdifyard-looking statements.
These forward-looking statements are made onlyf #seadate of this filing. We do not undertake pdate or revise the forward-
looking statements, whether as a result of newrimdtion, future events or otherwise.

Forward-looking statements are based on curreneetgiions and involve risks and uncertainties and fature results could
differ significantly from those expressed or implisy our forward-looking statements. These riskd ancertainties include,
without limitation, those described below and untier heading “Risk Factors” within this section aimdour other reports and
registration statements filed from time to timehwiie Securities and Exchange Commission. Thisigigmn should be read in
conjunction with the Consolidated Financial Statateeand Notes in this report.

Introduction

We design, manufacture and market capital equipment, packagirgaisaand test interconnect products as well as service,
maintain, repair and upgrade equipment, all used to assesnhiest semiconductor devices. We are currently the world’s
leading supplier of semiconductor wire bonding assemblypewnt, according to VLSI Research, Inc. Our business is
currently divided into three product segments:

e equipment;
» packaging materials; and
» wafer and package test interconnect products

We believe we are the only major supplier to the semiconducemddy industry that provides customers with semiconducto
wire bonding equipment along with the complementary paciagaterials and test interconnect products that actually contact
the surface of the customer’s semiconductor devices. We behatehie ability to control all of these assembly related
products provides us with a significant competitive advantagd should allow us to develop system solutionfi¢onew
technology challenges inherent in assembling and packagktgganeration semiconductor devices.

The semiconductor industry historically has been volatil¢h weriods of rapid growth followed by downturns. ésuch
downturn began during the fourth quarter of fiscal 2G3we experienced a 24% reduction in sales compared toimur th
quarter of fiscal 2004. The sales decline continued intfirtdtequarter of fiscal 2005 as sales were down 21% compartbe
fourth quarter of fiscal 2004. Revenue increased 7% ddhiegecond quarter of fiscal 2005, compared to the fiestteuof
fiscal 2005, and increased 10% during the third quartdiso&l 2005, compared to the second fiscal quarter of 2005. In
addition, revenues increased 32% in the fourth quartBsadl 2005 compared to the third quarter of fiscal 2005.ewfeect

this trend to continue into the December 2005 quarteh, rgvenues in the $200.0 to $220.0 million rangeer&ttan be no
assurances regarding levels of demand for our productsn amy icase, we believe the historical volatility — both upvead
downward — will persist.

We have continued to lower our cost structure by corediig operations, moving certain of our manufacturing capaeity
China, moving a portion of our supply chain to lowestcsuppliers and designing higher-performing, lowet eqsipment.
Cost reduction efforts have become, and will continue to bémaortant part of our normal ongoing operations and we
believe this will drive down our cost structure below curierels, while not diminishing our product quality. We egpto
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incur additional expenses such as severance and faciliipglossts as a result of these cost reduction programsgd@uiis
to be both the technology leader and the lowest costisuppeach of our major lines of business.

We reported a loss from operations from our Test busisegment of $141.6 million in fiscal 2005 compared tosa tuf
$21.5 million in fiscal 2004. The fiscal 2005 loss im#s non-cash goodwill and intangible asset impairment chtrgdisg
$100.6 million. We are continuing with our plan to irope the performance of this segment. To date, we have madegzogr
on consolidating some of our Test facilities and tranisfgnportions of our Test production to our China fagiland we are
continuing to aggressively market our existing productcustomers. At the same time, we continue to work on the
development of our new Test products, including our Quatrd Advanced Vertical Test (“AVT") programs. We expectthe
Test plan activities will continue through calendar year 206 wifl result in future period charges and/or restructuring
charges, which may be significant.

Products and Services

We offer a range of wire bonding equipment andesparts, packaging materials and test intercompreducts. Set forth below is
a table listing the percentage of our total neénexes from continuing operations for each busisegment:

(dollars in thousands)
Fiscal Year Ended September 30,

2003 2004 2005
% of % of % of
Net Total Net Net Total Net Net Total Net
Revenues Revenues Revenues Revenues Revenues Revenues
Equipment (1) $ 198,447 42% $ 361,244 50% HeB 36%
Packaging Materials (1) 174,471 37% 234,690 33% 273,934 49%
Test interconnect 104,882 21% 121,877 17% 5732 15%
Other (2) 135 - - - - -
$ 477,935 100% $717,811 100% $ 561,274 100%
Q) In the fourth quarter of fiscal 2003, we sold the assedsa@ko the saw and hard material blade

businesses that were part of the equipment segment and padkadg@r@ls segment, respectively.
Those businesses had fiscal 2003 net sales of $11.3 million
(2) Comprised of sales associated with our substrate busirsdsgah closed in fiscal 2002.

Our equipment sales have been, and are expected to remain, hilghile wlue to the semiconductor industry’s need for new
capability and capacity, whereas packaging materials and test imtect@ales tend to be more stable, following the trend of
total semiconductor unit production.

See Note 13 to our Consolidated Financial Statementsnfmdial results by business segment.

Equipment

We manufacture and market a line of wire bonders, which are usedntect very fine wires, typically made of gold,
aluminum or copper, between the bond pads of a semicandiiet and the leads on the integrated circuit (IC) package to
which the die has been attached. We believe that our wire Isoaffer competitive advantages by providing custometis wi
high productivity/throughput and superior package qualibdess control. In particular, our machines are capable of
performing very fine pitch bonding as well as creating thEhisticated wire loop shapes that are needed in the assembly of
advanced semiconductor packages. Our principal products are

Ball Bonders Automatic IC ball bonders represent a large nitgjof our semiconductor equipment business.
As part of our competitive strategy, we have betroducing new models of IC ball bonders everyd 24
months, with each new model designed to increatie groductivity and process capability comparedgo
predecessor. In 2005, we extended the life ofstreessful Maxum product line, introducing the Maxu
Ultra to supersede the Maxum Plus and the Maxuie Ei supersede the Nu-Tek. Each of these machines
provides approximately a 10% productivity improvemever its predecessor and offers various other
performance improvements.
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Specialty Wire BonderdVe also produce other models of wire bondergetad at specific market niches,
including: the Model 8098, a large area ball borti#esigned for wire bonding hybrid, chip on boardj ather
large area applications; and the Model 8090, &larga wedge bonder. We introduced a new modek wafe
stud bumper during the fourth quarter of this y&e, AT Premier. The AT Premier is targeted for gold-to-
gold interconnect in the growing flip chip markawith industry leading speed and technology, thehime
lowers the cost of ownership for stud bumping, éngla wider range of applications than previowssyved.

We also manufacture and market a line of manua landers.

We believe that our industry knowledge and technical experiesmee positioned us to deliver innovative, customer-specifi
offerings that reduce the cost of owning our equipment dseuseful life. In response to customer trends irsaurcing
packaging requirements, we provide repair and maintenancecesena variety of equipment upgrades, machine and
component rebuild activities and expanded customer ttathiough our customer operations group.

Packaging Materials

We manufacture and market a range of semiconductor packaging reateriblexpendable tools for the semiconductor
assembly market, including gold, aluminum and copper wapillaries, wedges, die collets and saw blades, all of wheh ar
used in packaging and assembly processes. Our packagiegateatre designed for use on both our own and our cdorgéti
assembly equipment. A wire bonder uses a capillary or wedg@ridobonding wire much like a sewing machine uses a
needle and thread. Our principal products are:

Bonding Wire We manufacture gold, aluminum and copper wire used in tfreebending process. This
wire is bonded to the chip surface and package substrdte byire bonder and becomes a permanent part
of the customer’'s semiconductor package. We produce wireMdearange of specifications, which can
satisfy most wire bonding applications across the spectfismnoiconductor packages.

Expendable ToolOur expendable tools include a wide variety of capillaresiges, die collets and wafer
saw blades. The capillaries and wedges actually attach the wire seiniconductor chip, allow a precise
amount of wire to be fed out to form a permanent wire Itlogn attach the wire to the package substrate,
and finally cut the wire so that the bonding process can leatexh again. Die collets are used to pick up
and place die into packages before the wire bonding proegassb Our hub blades are used to cut silicon
wafers into individual semiconductor die.

Test I nterconnect

We offer a broad range of fixtures used to temporarily aird semiconductor device while it is still in the wafer farm
(wafer probing), thereby providing electrical connections toraatic test equipment. We also offer test sockets usedtto tes
the final semiconductor package (package or final testing)pfincipal test interconnect products are:

Probe cards Probe cards consist of complex, multilayer printed dirboiards (PCB) upon which are
attached numerous probe needles designed to make temporamt to@ach of the bond pads or bumps on
a die while the die is still in a wafer format, providingatical connections to automatic test equipment.

Automatic Test Equipment (ATE) interface assembKelRE interface assemblies typically consist of
electro-mechanical assemblies, electrical contactors and intricateagerti!CBs, which mechanically and
electrically connect to the ATE test prober and carry electrical sigoad probe card, and ultimately the
semiconductor device under test.

Test socketsTest sockets hold packaged semiconductor devices while malkirtgcal connections to their
leads through spring loaded contacts.

Changes in the design of a semiconductor device often rezpdraes in the probe card, test socket and, in certain cases, the
ATE interface assembly used to test that semiconductor. Custgeeerally purchase new versions of these custom-ddsigne
products each time there is a design change in the semicondeirtg tested. Changes in semiconductor design and processes
drive improvements in test interconnect technology in aisupport significant increases in the number and derfsitgral

pads or leads being tested and the speed of the electricbdiging tested.
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Accounting Policies, Pronouncements and Estimates
We believe the following accounting policy is critical to gveparation of our financial statements:

Revenue Recognitio@ur revenue recognition policy is in accordance with Staff Aoting Bulletin No. 104 (SAB 104),
Revenue RecognitioWe recognize revenue when persuasive evidence of an aremgerists, delivery has occurred or
services have been rendered, the price is fixed or determitiadleollectibility is reasonably assured, and we have ieatisf
equipment installation obligations and received customer twtem or are otherwise released from our installation or
customer acceptance obligations. In the event terms of the egldepfor a lapsing customer acceptance period, we recognize
revenue based upon the expiration of the lapsing acceptance peraustomer acceptance, whichever occurs first. Our
standard terms are Ex Works (K&S factory), with title sf@nring to our customer at our loading dock or uponagkdiion.

We do have a small percentage of sales with other termseaggue is recognized in accordance with the terms of the related
customer purchase order. Revenue related to services is genetalipized upon performance of the services requested by a
customer. Revenue for extended maintenance service contractstetth more than one month is recognized on a prorated
straight-line basis over the term of the contract. Revémume royalty arrangements and license agreements is recognized i
accordance with the contract terms, generally prorated ovéfetloé the contract or based upon specific deliverables.

Our business is subject to contingencies related to custonhens as follows:

* Right of Return:A large portion of our revenue comes from the sale of machhasare used in the
semiconductor assembly process. These items are generallfohurifter, and often include customization
to a customer’s specifications. Other product sales relate sue@ble products, which are sold in high-
volume quantities, and are generally maintained at low stneld at our customer’s facility. As a result,
customer returns have historically represented a very serakbptage of customer sales on an annual basis.
Our policy is to provide an allowance for customer retusased upon our historical experience and
management assumptions.

e Warranties: Our products are generally shipped with a one-year waragdinst manufacturer’'s defects
and we generally do not offer extended warranties imtrenal course of our business. We recognize a
liability for estimated warranty expense when revenue fordlsted product is recognized. The estimated
liability for warranty is based upon historical experieand our estimates of future expenses.

* Conditions of AcceptanceSales of our consumable products and bonding wire genetallgot have
customer acceptance terms. In certain cases, sales of our equipndeictpdo have customer acceptance
clauses which generally require that the equipment perform indsreme with specifications during an on-
site factory inspection by the customer, as well as when edtatlthe customer’s facility. In such cases, if
the terms of acceptance are satisfied at our facility prior forsmt, the revenue for the equipment will be
recognized upon shipment. If the terms of acceptance are satistiad customer’s facility, the revenue for
the equipment will be not be recognized until acceptance, whjmbatly consists of installation and
testing, is received from the customer.

» Price Protection:We do not provide price protection to our customers.
Critical Estimates and Assumptions:

Generally accepted accounting principles require the use of esgiraatl assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assethaaildies at the date of the financial statements and the tezpor
amounts of revenues and expenses during the reportiingl p€he more significant areas involving the use ohests in our
financial statements include allowances for uncollectible accaectsivable, reserves for excess and obsolete inventory,
carrying value and lives of fixed assets, goodwill and mitdle assets, valuation allowances for deferred tax assets and
deferred tax liabilities, repatriation of unremitted foreigubsidiary earnings, self-insurance reserves, pensioefitben
liabilities, resizing, warranties, and litigation. We baseeastimates on historical experience and on various othanptiens

that we believe to be reasonable under the circumstances, the ofsuhich are the basis for making judgments about the
carrying values of assets and liabilities that are not reagiparent from other sources. Actual results may diffen filoese
estimates under different assumptions or conditions.
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We believe the following accounting policies require sigaift judgments and estimates:

Allowance for Doubtful Account®¥e maintain allowances for doubtful accounts for estimatesetosesulting from the
inability of our customers to make required payments.dffitiancial condition of our customers were to deteriorate/tieg

in an impairment of their ability to make payments, additioalbdwances may be required. We are also subject to
concentrations of customers and sales to a few geogramaitiolos, which would also impact the collectability of certain
receivables. If economic or political conditions were to chang®me of the countries where we do business, it could aav
significant impact on the results of our operations,@mdability to realize the full value of our accounts receivable.

Inventory Reserve§Ve generally provide reserves for obsolete inventoryfamithventory considered to be in excess of 12 or
18 months of forecasted future demand. The forecasted demhrdeid upon internal projections, historical sales volumes,
customer order activity and a review of consumable inveréumgls at our customers’ facilities. We communicate forecasts of
our future demand to our suppliers and adjust commitrtenitsose suppliers accordingly. If required, we recaiditenal
reserves for the difference between the carrying value of oentory and the lower of cost or market value, based upon
assumptions about future demand, market conditionshendext cyclical market upturn. If actual market conditions ess |
favorable than our projections, additional inventory resemag be required. We review and physically dispose of excess an
obsolete inventory on a regular basis.

Valuation of Long-lived Asset®ur long-lived assets include property, plant and eneim, and goodwill and intangible
assets. Our property, plant and equipment and intang#sets are depreciated over their estimated useful lives, and are
reviewed for impairment whenever changes in circumstanceésatedthe carrying amount of these assets may not be
recoverable. The fair value of our goodwill and intangibleetassis based upon our estimates of future cash flows and othe
factors to determine the fair value of the respective assetsmd#hage and value our intangible technology assets in the
aggregate, as one asset group, not by individual techndégyperform our annual goodwill and intangible assets impgaitm
tests in the fourth quarter of each fiscal year, which co@scigith our annual planning process. We also test foainmgnt
whenever a “triggering” event occurs. Our impairment testasglted in an impairment charge related to our test segment
business of $100.6 million in fiscal 2005, an impairmeharge of $3.2 million in fiscal 2004 related to our B@ard
fabrication business, and an impairment charge of $10.50miili fiscal 2003 ($3.6 million was included in conti
operations and $6.9 million was included in discontinuyserations) related to actions taken within our test busireggaent.

The fiscal 2003 impairment charge included $6.9 million relatedur flip chip business unit, $1.7 million related to
manufacturing equipment for a discontinued test produ@, iillion related to manufacturing equipment in our Dallexas

test facility and $0.7 million related to write-downs o$ets sold and write-offs of obsolete assets. If our aptsalts are less
favorable than the estimates or assumptions used to degettneirfair value of the respective assets, we may be required to
record additional impairment charges in accordance with SFAQUASFAS 144,

Deferred TaxesWe record a valuation allowance to reduce our deferred tax &sskésamount that we expect is more likely
than not to be realized. While we have considered future l@katmme and our ongoing tax planning strategies in asgessi
the need for the valuation allowance, if we were to determitevik would be able to realize our deferred tax asset®in th
future in excess of our net recorded amount, an adjustiméné deferred tax asset would increase income in the paraid
determination was made. Likewise, should we determine thatoutwot be able to realize all or part of our net defem®d t
assets in the future, an adjustment to the deferred taxvemsiet decrease income in the period such determination was made.
In fiscal 2002 and 2003 we established a valuation allowancesagair deferred tax assets generated from our U.S. net
operating losses. In fiscal 2004 we reversed the pafitime valuation allowance that was equal to the U.S. federairie tax
expense on our U.S. income for that fiscal year. In fiscab2@@ generated additional U.S. net operating loss cawgfds

and established additional valuation allowances against deéseed tax assets. Also in fiscal 2005, we reduced thatiah
allowance against U.S. net operating loss carryfowards égplinned repatriation of certain foreign earnings in fise@b2|f

we were to generate additional U.S. net operating loss oangfds, additional valuation allowances would be set up stgain
these deferred tax assets.

Resizing We have engaged and may continue to engage in resizingi@stini response to the semiconductor industry’s
volatility. Our resizing plans require us to make signiftaastimates in several areas including the realizable values of,asset
expenses for severance and other employee separation cdstestnfor lease terminations. The amounts we have accrued
represent our estimates of the obligations we ultimately expdotur in connection with our resizing plans, but coodd
subject to change due to various factors, including marketitbons and the outcome of negotiations with thirdtipar Any
additional resizing actions may have an negative effect popmrating results in the period in which any such adtidaken.
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Overview of Statement of Operations

Net revenuesOur equipment sales depend on the capital expenditures ddoseluctor manufacturers and subcontract
assemblers worldwide, which in turn, depend on the cuareh&inticipated market demand for semiconductors and teclnolog
driven advancements in semiconductor design.

Our packaging materials sales depend on manufacturing expesdiof semiconductor manufacturers and subcontract
assemblers worldwide, many of which also purchase our equipmneducts. However, the volatility in demand for our
packaging materials is less than that of our equipment sadetodhe consumable nature of these products. To a lessdr exten
our gold wire sales are impacted by changes in the price af gold

Our test interconnect solutions sales depend on the mamirgctexpenditures of some of the same semiconductor
manufacturers and subcontractors as our equipment and pagkagierials sales, as well as other customers. Because of the
consumable and customized nature of most of our test protiogisver, the volatility in demand for these test prodigdisss

than that of our equipment sales.

Cost of goods soldEquipment cost of goods sold consists mainly of ssdrablies, materials, direct and indirect labor costs
and other overhead. We rely on subcontractors to manufacamg af the components and subassemblies for our products
and we rely on sole source suppliers for some material aoenps

Packaging materials cost of goods sold consists primafrigold and aluminum, direct labor and other materials irseke
manufacture of bonding wire, capillaries, wedges and athvpany products, with gold making up the majority & tost.
Gold bonding wire is generally priced based on a fabricativarge per 1,000 feet of wire, plus the value of the giad.
minimize our exposure to gold price fluctuations, we ebggaild for fabrication under a contract with our galglier, which
generally matches the price we pay for the gold with the precenwoice our customers. Accordingly, fluctuations in theepri
of gold are generally absorbed by our gold supplierassed on to our customers. Since gold makes up a significdinn of
the cost of goods sold of our bonding wire businest tire gross profit as a percentage of sales of that busimésand
therefore of the packaging materials segment is lower thabecarpected in the equipment business.

Test interconnect cost of goods sold consists primarilyirett labor and indirect labor for engineering design andriatgte
used in the manufacture of wafer and IC package testing aadddevices.

Selling, general and administrative expen&ar selling, general and administrative expense is comppsethrily of
personnel and related costs, professional fees, and dejpreeigbense.

Research and development expeitdea: research and development costs consist primarily of,lgbototype material and
other costs associated with our development efforts¢agitnen our product lines and develop new products ardadaion
expense. Included in research and development expense issttie develop the software that operates our semiconductor
assembly equipment, which is expensed as incurred. We expechtioue to incur significant research and development
costs.
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Results of Operations
Fiscal Years Ended September 30, 2003, 2004 , and 2005
The table below shows the principal line items from ousotidated statements of operations, as a percentage of @alewet

Fiscal Year Ended

September 30,
2003 2004 2005

Net revenue 100.0 % 100.0 % 100.0 %
Cost of goods sold 73.2 67.8 74.8
Gross margin 26.8 32.2 25.2
Selling, general and administrative 214 14.1 16.8
Research and development, net 8.0 4.8 7.3
Resizing 0.2) (0.0) -
Asset impairment 0.8 0.5 8.7
Goodwill impairment - - 9.2
Amortization of intangibles 1.9 13 11
Gain on sale of assets - 0.2) (0.49)
Loss on sale of product lines 1.1 - -
Income (loss) from operations (6.9 11.7 % (17.5)%

Fiscal Years Ended September 30, 2005 and September 30, 2004

Bookings and Backlodpuring the fiscal year ended September 30, 2005, we recbatdthgs of $600.5 million compared to
$718.5 million in fiscal 2004. A booking is recordedamha customer order is reviewed and a determination is madalltha
specifications can be met, production (or service) can be schedutidivery date can be set, and the customer meets the
Company’s credit requirements. At September 30, 20@5backlog of customer orders totaled $99.0 million, Grexb to
$59.7 million at September 30, 2004. Since the timindetiveries may vary and orders are generally subject to cancellation
our backlog as of any date may not be indicative of net &alesy succeeding period.

Net Revenues
Business segment net revenues:

(dollar amounts in thousands)
Fiscal year ended September 30,

2004 2005 % Change
Equipment $ 361,244 $ 201,608 44.2) %
Packaging materials 234,690 273,934 16.7 %
Test interconnect 121,877 85,732 (29.7) %

$ 717,811 $ 561,274  (21.8) %

Net RevenueDverall, net revenue for fiscal 2005 decreased $156.5 mitio22% to $561.3 million from $717.8 million in
fiscal 2004. Following is a review of net revenue for eafobur three business segments.

For fiscal 2005, net revenue for the equipment segment ddih59.6 million, or 44% to $201.6 million from #38 million

in fiscal 2004. This decrease in revenue was primarilytdug 51% reduction in unit sales of our automatic ball bender
caused by reduced industry-wide demand for backend semicondqgaipment. Partially offsetting this decrease in unit sales
was a 2% increase in average selling prices, resulting fronethayerage selling prices on our next generation autobwedtic
bonders. Generally, the proportion of newer models sslaévell as product and customer mix, impact average sellicgspri
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For fiscal 2005, net revenue for the packaging materials segn@etsed $39.2 million, or 17% to $273.9 million from
$234.7 million in fiscal 2004. This increase in revenuelteddrom a $43.7 million increase in wire revenue that watatigir
offset by a $4.2 million reduction in expendable toelgenue. The $43.7 million increase in wire revenue wasapily due to

a 27.2% increase in gold wire unit volumes caused by increasieds from existing customers and two new customers in
Taiwan, along with a 8.0% increase in average selling priceeddnsan increase in the price of gold. The $4.2 million
reduction in expendable tools revenue was primarily duant®% reduction in average selling prices caused by pricing
pressures, and a 4% reduction in capillary unit sales causémvBy industry-wide demand. Gold wire selling prices are
heavily dependent upon the price of gold and can fluctuatéisagnly from period to period.

For fiscal 2005, our test segment net revenue decreasedriibh, or 30% to $85.7 million from $121.9 milkioin fiscal
2004. The lower net revenues were primarily due to reducedtiiyewide demand, reduced market share caused by factory
closings and operations transfers, product pricing pressanel lower demand for our products from our custonBesded
average selling prices are not meaningful in the test bugilues® lack of a standard unit of measure and the lafigeetice

in types sold. As such, blended average selling pricetia metric used by management

The majority of our sales are to customers that are locatedll®@wifsthe United States or that have manufacturing facilities
outside of the United States. Shipments of our produdts witimate foreign destinations comprised 88% of our tdigs in
fiscal 2005 compared to 86% in the prior fiscal year. The rityjof these foreign sales were to customer locations in the
Asia/Pacific region, including Taiwan, Malaysia, Korea, @jpgre, Japan. Taiwan accounted for the largest singlealtsti
for our product shipments with 24% of our shipmentsical 2005 compared to 25% of our shipments in the fiscal year.

Gross Profit
Business segment gross profit:

(dollar amounts in thousands)
Fiscal year ended September 30,

% %
2004 Sales 2005 Sales
Equipment $ 152,382 422% $ 85,837 42.6%
Packaging materials 52,032 22.2% 49,933 18.2%
Test interconnect 26,591 21.8% 5,809 6.8%
$ 231,005 32.2% $ 141,579 25.2%

Gross profit.Overall, gross profit for fiscal 2005 decreased $89.4 onilto $141.6 million from $231.0 in fiscal 2004. This
lower gross profit is primarily due to reduced industige demand, particularly for automatic ball bonders sattlimvour
equipment segment. To a lesser extent, the lower grosswesfitaused by higher unit costs within our test busireggaent
resulting from decreased demand for our test products adidatagproduction costs as we increased production capacity at
our China facility to allow for the transfer and shutdowfcertain test segment production operations in Europettend
United States. Gross margin (which represents gross pieiited by revenues) decreased to 25.2% during fiscéd #@on
32.2% during fiscal 2004. This decrease was primarily dagpi@duct mix shift from higher margin equipment saldswer
margin package materials segment sales, and to higher usitgtigh our test segment.

For fiscal 2005, gross profit for the equipment segmentehsed $66.6 million to $85.8 million from $152.4 imillin fiscal
2004, as industry-wide demand for automatic ball bondersnédctharply. Our equipment segment gross margin increased
slightly from 42.2% in fiscal 2004 to 42.6% in fisc&l(5.

For fiscal 2005, gross profit for our packaging matesalyment decreased $2.1 million to $49.9 million from $5&&llon in
fiscal 2004. This $2.1 million (net) reduction was priityadue to lower average selling prices for our capillary potsl
(caused by pricing pressures) that amounted to $4.®mmilihich was partially offset by an increase in gross tpodf$1.9
million from increased gold wire sales. Our packaging magesegment gross margin declined to 18.2% during fisdab 20
from 22.2% in fiscal 2004. This decline in gross margas\primarily due to a higher percentage of lower margie sales
compared to other packaging materials sold, as wire sales irtc2&¥#eduring fiscal 2005 from fiscal 2004. An 8% increase
in the cost of gold also contributed to the declingrizss margins during fiscal 2005, compared to fiscal 2004

For fiscal 2005, gross profit for our test segment decreb2@@® million to $5.8 million from $26.6 milliomifiscal 2004. Our
test segment gross margin also declined to 6.8% dusogl 2005, from 21.8% in fiscal 2004. This decline wsgrprofit and
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gross margin was due to higher unit costs caused by lmwduction volumes as demand for our test products decraaded
lower average selling prices. Increased unit costs associdtethe/production capacity added to our China facilityrtovjple
for the transfer and shutdown of certain test segment opesati Europe and the United States also contributed towesr |
gross margin.

Operating Expenses

(dollar amounts in thousands)
Fiscal year ended September 30,

% %
2004 Sales 2005 Sales

Selling, general and administrative $01,225 14.1% $ 94,473 16.8%
Research and development 34,611 4.8% 41,025 3%7
Resizing (recovery) costs (68) - - -
Asset impairment 3,293 0.5% 48,820 8.7%
Goodwill impairment - - 51,756 9.2%
Gain on sale of assets (1,023) (0.1)% (2,173) (0.4)%
Amortization of intangible assets 9,022 1.3% 226, 1.1%

$ 147,060 20.5% $240,126 42.7%

Selling, General and Administrative Expenses

Selling, General and Administrative (“SG&A”") expenses o#t.$9million for the fiscal year ended September 30, 2005
decreased $6.7 million compared to the SG&A expenses ofZfillion in fiscal 2004. This decrease was primarily thua
decrease in incentive compensation of $8.2 million, which wasalbaroffset by an increase in professional fees of $2.3
million, which includes the costs associated with the Conmipamgmpliance with the requirements of the Sarbanes-Oxley Act
of 2002. Incentive compensation expense is recorded whéamcnete and certain other performance targets are achieved.

Research and Development

Research and Development expenses for fiscal 2005 increasedifi6@to $41.0 million from $34.6 million in fisca2004.
Approximately one half of the increase was caused by an indreasenpensation costs (caused by an increase in headcount)
with the other half of the increase resulting from andase in engineering prototype expenses as we increased estmiant

in the research and development of next-generation praudte ball bonder, package test and vertical test procas. li

Resizing

The Company recorded resizing charges of $18.8 milliorisoalf 2002 and $4.2 million in fiscal 2001. In fiscal 20the
Company reversed $0.1 million of these resizing chargeindimtal 2003 it reversed $0.5 million of these resizihgrges as
the actual severance costs were less than the costs origistaitated.

In addition to the formal resizing costs identified beltte Company continued (and is continuing) to doaeg&s operations.
These downsizing efforts resulted in workforce reduction chaopesisting primarily of severance and benefit paymenfts,
$3.7 million in fiscal 2005 compared to $4.5 millionfiecal 2004. In contrast to the resizing plans discusbetiea these
workforce reductions were not related to formal or distiestructurings, but rather, the normal and recurring manageshent
employment levels in response to business condition®andngoing effort to reduce the Company’s cost stractlihese
recurring workforce reduction charges were recorded as Selamgral and Administrative expenses.
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A table of the charges, reversals and payments of the foesialnmg plans initiated in fiscal 2002 appears below:

(in thousands)

Severance
Fiscal 2002 Resizing Plans and Benefits Commitments Total
Provision for resizing plans in fiscal 2002
Continuing operations $ 9,486 $ 9,282 $ 18,768
Discontinued operations 893 - 893
Payment of obligations (5,914) (300) (6,214)
Balance, September 30, 2002 4,465 8,982 13,447
Change in estimate (455) - (455)
Payment of obligations (3,135) (3,192) (6,327)
Balance, September 30, 2003 875 5,790 6,665
Change in estimate (68) - (68)
Payment of obligations (440) (2,619) (3,059)
Balance, September 30, 2004 367 3,171 3,538
Payment of obligations (342) (2,064) (2,406)
Balance, September 30, 2005 $ 25 $ 1,107 $ 1,132

The plans have been completed but cash payments for tharsseharges are expected to continue into fiscal 2006, or such
time as the obligations can be satisfied. Commitments repirese-cancelable operating lease obligations. Payments for
operating lease commitments are expected to continue io&h #806.

I ntangible Asset | mpairment (other than Goodwill)

The following table presents a summary of the intangibletasspairment charges recorded for the fiscal years ended
September 30, 2004 and 2005:

(dollar amounts in thousands)
Fiscal year ended September 30,

% %
2004 Sales 2005 Sales
Intangible asset impairment $ 3,293 0.5% $43,8 8.7%

Our identifiable intangible assets (other than goodwiltyevcomprised of complete technology and customer accounts and
relate to our Test segment.

In accordance with SFAS 144, “Accounting for the ImpairmenDisposal of Long-lived Assets”, we perform impairment
testing of identifiable intangible assets if impairment teigghave been identified. Our identifiable intangible assbtr than
goodwill are tested for impairment based on undiscourssti 8ows, and if impaired written-down to fair value based
either discounted cash flows or appraised values. The idbtaifother intangible assets in our Test segment were c®dpri

of customer accounts and complete technology. We manage andualcemplete technology in the aggregate as one asset

group.

During fiscal 2005, we tested the identifiable intangible asgether than goodwill) of the Test segment for potential
impairment due to the existence of impairment triggerschvinere difficulties in the development of new Test prosluct
challenges in the introduction of these products, and grd@darexpected losses incurred in the Test segment. Die to
amount of other intangible assets associated with the Corspesy reporting unit, the Company retained an independent
valuation firm to assist management in estimating the testrtiggpaunit’'s fair value. Based on these analyses, it was
determined that the fair value of the identifiable intangdsisets as calculated using the undiscounted future cashvilmavs
less than the carrying value of the net assets of the Teseseghs such, an asset impairment charge totaling $48.&milli
was recorded during the three months ended June 30,t@00By write off the customer account and complete tetdgyo
assets of the Test segment. Of this charge, $22.5 millipregented customer accounts and $26.3 million represented
complete technology intangible assets.
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During fiscal 2004 we performed interim impairment testihguy intangible assets (other than goodwill) as alre$ihe sale
of certain assets of the Test segment, and recorded an impadimaege of $3.2 million associated with the reporting’sinit
purchased technology intangible asset.

Goodwill I mpairment

The following table presents a summary of the Test segnoeaingll impairment charges recorded for the fiscal years ended
September 30, 2004 and 2005:

(dollar amounts in thousands)
Fiscal year ended September 30,

% %
2004 Sales 2005 Sales
Goodwill impairment $ - - % $ 51,756 2%

We had goodwill that related to two of our reportingtsinThe reporting units were the bonding wire unit,alulis included in
our Packaging Materials segment, and the test businessamitrising the Company’s Test segment.

We perform an annual impairment test for goodwill at the afrithe fourth quarter of each fiscal year, which coincideb wi
the completion of our annual forecasting process. We alstotastpairment between our annual tests if a “triggering’néve
occurs that may have the effect of reducing the fair valuereparting unit below its carrying value. When conducting
goodwill impairment analysis, we calculate our potential inmpairt charges based on the two-step test identified in SBAS
and using the fair value of the respective reporting unitsu¥éethe present value of future cash flows from the respective
reporting units to determine the estimated fair value ofaperting unit and the implied fair value of goodwiill.

Due to the existence of impairment triggers, in June 20@5performed interim impairment tests on the Test segment's
goodwill and other long-lived tangible and intangiblseds. These triggers included the identification of diffiealin the
development of new Test products, challenges in the intraduofithese products, and greater than expected lossesthcurr
by the Test segment. The Company retained an independeatioaldirm to assist management in estimating the test
reporting unit’s fair value. The implied fair value of thettesporting unit goodwill was determined by discountthg
projected future cash flows from this reporting unit (thie ¥alue of the reporting unit) and then performing aacallion of

this fair value to the fair value of the tangible and ideftie intangible assets of the reporting unit, with thedresi
representing the implied fair value of the goodwill. Basedhmse analyses, a goodwill impairment charge totaling $51.8
million was identified and recorded during fiscal 200Tdmpletely write off the goodwill of the test reportingjt.

No impairment charge was recorded for the Packaging Materialseaggngoodwill, as the estimated fair value of the
reporting unit (and the implied fair value goodwill) exceettetcarrying value of the goodwill as of September 30, 2005

Amortization of I ntangible Assets

Amortization of intangible assets for the fiscal year enBedtember 30, 2005 was $6.2 million compared to $9l®min
fiscal 2004. The decrease in amortization expense of $2l@®milas due to the intangible asset impairment write down
recorded during the third quarter of fiscal 2005.

Gain on sale of assets

For the fiscal year ended September 30, 2005, the $2.pmilBt gain on sale of assets consists of a gain on thefgale o
wedge bonding technology of $1.6 million, the gain onsthle of land and building in Gilbert, Arizona (previouslyned by a
variable interest entity) of $1.5 million, and the lossdisposal of assets used in our Test business segfri&hBanillion. In
fiscal 2004, we realized a gain of $0.9 million on the salarad and a building and $0.1 million on the sale obripn of our
PC board business.
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Income (loss) From Operations
Income (loss) from operations by business segment appelaw:

(dollar amounts in thousands)
Fiscal year ended September 30,

% %
2004 Sales 2005 Sales
Equipment $ 93,311 25.8% $ 34,410 171 %
Packaging materials 30,090 12.8% 25,674 9.4 %
Test (21,516) A7.7)% (141,590) (165.2)%
Corporate and other (17,940) - % (17,041) - %
$ 83,945 11.7% $ (98,547) (17.5)%

For fiscal 2005, we incurred a loss from operations of%@dllion, compared to income from operations of $88iBion in

fiscal 2004. This change (from income to a loss) was pryndtie to non-cash intangible asset and goodwill impaitmen
charges of $100.6 million that were recorded during fis€@52and a $156.5 million decline in sales caused by reduced
industry-wide demand for automatic ball bonders.

For fiscal 2005, income from operations for our equipnbesiness segment decreased $58.9 million due to reducesdrindu
wide demand for our automatic ball bonders. Income fromaipes for our packaging materials business segment decreased
$4.4 million due to lower capillary sales caused by pgigiressures and lower industry-wide demand. The incnedBe loss

from operations of our test business segment was printhréyto three factors: (1) goodwill and intangible asset inmait
charges of $100.6 million, (2) lower revenues causetiyced industry-wide demand, reduced market share, praitingp
pressures, and lower demand for our products from ouproess, and (3) higher unit costs caused by lower production
volumes and the production capacity added to our China fatdlifgrovide for the transfer and shutdown of certain test
segment operations in Europe and the United States.

The loss from operations within our Corporate and otegment decreased $0.9 million during fiscal 2005 comparésictd
2004. This net decrease was primarily due to decreases in emptogpensation and incentive compensation expense of $8.7
million, resizing expense of $0.5 million, and foreign eany translation losses of $0.7 million. These decreasesmasty
offset by increases in professional fees and outside senfi§ds5 million, relocation expenses of $1.0 milliondandecrease

in corporate expenses allocated to the Company’s other bsisegiments of $3.6 million.

I nterest Income and Expense

Interest income during fiscal 2005 was $1.1 million kigthan in fiscal 2004 due to higher rates of returnnemsted cash
balances. Interest expense during fiscal 2005 was $3.8 nuliopared to $10.5 million in fiscal 2004. Interest expense i
both the current and prior fiscal year primarily reflect®ri@st on our Convertible Subordinated Notes. The reduation i
interest expense for fiscal 2005 was due to the early extimgarghof our 4.75% and 5.25% Convertible Subordinate@No
and issuance of our 0.5% and 1.0% Convertible Suboedinédtes during fiscal 2004.

Charge on Early Extinguishment of Debt

In fiscal 2004, we incurred costs of $10.5 million toeeeh our 4.75% and 5.25% convertible subordinated ndteghioh
$6.0 million was a redemption premium cash charge and $i#llibmwas due to the write-off of deferred financing s
associated with the initial issuance of the notes during 2464.

Provision for Income Taxes

The provision for income taxes for fiscal 2005 reflects inedax expense of $4.0 million, which primarily consistsbéfl

million of income taxes on income earned in foreign jurisois, $3.3 million for additional foreign income tax espre,
$0.6 million for the potential repatriation of foreign miags, and a credit of $3.9 million associated with a cédn of the
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valuation allowance on U.S. net operating loss carryfowardsa the planned repatriation of foreign earnings in fisc@620
During fiscal 2005, we increased our valuation allowance ageir§. net operating loss carryforwards by approximatelyy $
million, which is equal to the amount of deferred taseagienerated by additional U.S. net operating loss camngfds. Our
tax expense in fiscal 2004 reflects income tax on income @igiojurisdictions, alternative minimum tax on U.S. incaane
a provision for California state income tax.

Our future effective tax rates could be adversely affected bynearbeing lower than anticipated in countries where we have
lower statutory rates and higher than anticipated in counttiese we have higher statutory rates by changes in the valuation
of our deferred tax assets and liabilities, or by changesilaws, regulations, accounting principles, or interpratattbereof.

We regularly assess the effects resulting from these factdetd¢omine the adequacy of our provision for income taxes.

On October 22, 2004, the U.S. Government passed The éanelobs Creation Act (the “Act”). The Act provides for certain
tax benefits including but not limited to the reinvest&foreign earnings in the United States. For fiscal 2@@5¢can elect,
under the Act, to apply an 85% dividends-received dedudigainst certain dividends received from controlled foreign
corporations, in which it is a U.S. shareholder. We lessduated the potential benefit(s) under the Act and conchindédve

are unlikely to derive a material benefit from doing so.

Fiscal Years Ended September 30, 2004 and September 30, 2003

Bookings and Backlog.During the fiscal year ended September 30, 2004, we recbmtédngs of $718.5 million compared

to $488.8 million in fiscal 2003. A booking is recordelden a customer order is reviewed and a determination is eIt
specifications can be met, production (or service) can be schedutkdivery date can be set, and the customer meets the
Company'’s credit requirements. At September 30, 20@4backlog of customer orders totaled $59.7 million, @rewh to
$59.9 million at September 30, 2003. Since the timindetiveries may vary and orders are generally subject to canaellatio
our backlog as of any date may not be indicative of net salemjosucceeding period. For example, on August 10, 2084,
announced that discussions with customers indicated a gslwwaig in the rate of semiconductor growth. As a tesoime

of these customers requested that we delay the shipmeriteobenders previously ordered and included in our logckf
customer orders at June 30, 2004.

Sales

Business segment net sales:
(dollars amounts in thousands)
Fiscal year ended September 30,

%

200z 2004 Change
Equipment $ 198,447 $ 361,244 82.0%
Packaging materials 174,471 234,690 34.5%
Test interconnect 104,882 121,877 16.2%
Other (1) 135 - -
$ 477,93 $ 717,81 50.2%

(1) Comprised of residual sales associated with our subsiusiness that was closed in fiscal 2002.

SalesNet sales from continuing operations for the year ended Septe80b2004 were $717.8 million, an increase of 50.2%
from $477.9 million in fiscal 2003 due primarily toetimproved demand in the semiconductor industry for oumaatic ball
bonders throughout the majority of fiscal 2004.

Our equipment segment was the primary beneficiary of the irettebsmand in the semiconductor industry during fiscal 2004
recording an 82.0% increase in net sales compared to theypdaor According to VLSI Research, our market share of
worldwide revenue for automatic ball bonders for the fiedf of calendar 2004 increased to 49% from 41% in thensklcalf
of calendar 2003 and 36% in the first half of calendar 2088.higher net sales resulted primarily from a 122.1% iseréa
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unit sales of our automatic ball bonders. We recorded otresigquarterly ball bonder unit volume in the historythe
Company in the second quarter of fiscal 2004. This large p@ge increase in ball bonder unit sales was partially dffset
the elimination of sales of dicing saws in fiscal 2004 duth¢osale of this business in August 2003, relativelysiées in
specialty bonders and spare parts, and a lower average selliedA®P) per ball bonder. The blended ASP for our automat
ball bonders was 5.1% lower than the prior year, dumaaiiy to customer mix. This reflected general loweringA&P for

any particular model over its product life cycle. To mitigaie tve introduce new models with additional features thatlenab
us to realize a higher selling price. We experienced a higheloA®Br newer Maxum Plus model compared to Maxum. The
blended ASP varies with the proportion of newer moddts &ud with customer mix.

Our packaging materials business also benefited from the iedrdasnand in the semiconductor industry with a $60.2omil

or 34.5% increase in net sales. Our capillary unit sales we6.3% in fiscal 2004 compared to the prior year. Blended
capillary ASP was down slightly (2.9%) from the prior yedrhe reduction in blended capillary ASP is a functionhef t
general decline in unit prices and mix between high and lowcepillaries. High end capillaries support advanced packaging
applications and have higher ASP’s. As in our equipmesinkas, we introduce new capillaries with additional capabilities
that enable us to realize a higher selling price. Our wiresatdts (measured in Kft) increased 36.6% in fiscal 2004 oeer th
prior year due to increased orders from existing customersen customers. Wire ASP is heavily dependent upon tbe pr
of gold and can fluctuate significantly from period to pdriln fiscal 2004 the price of gold accounted for appnately $20.6
million of the sales increase over the prior year and the incheasgt volume accounted for approximately $28.5 million of
the increase.

Our test interconnect sales were $17.0 million in fiscal 260046.2% above the prior year. Our vertically configured
retractable pin probe cards accounted for $13.4 million ohttrease due to higher unit sales. Net sales of our other tagfor
product lines were slightly above the prior year but neghtiimpacted by the sale of our PC board business ineitend
quarter of fiscal 2004. Our sales of PC board produetg wapproximately $5.5 million lower in fiscal 2004 quared to the
prior year. Blended ASPs are not meaningful in the teshéss due to lack of a standard unit of measure and the large
difference in part types sold. As such, blended ASP’si@ra metric used by management for test interconnect sales.

The majority of our sales are to customers that are locatedll®@wifsthe United States or that have manufacturing facilities
outside of the United States. Shipments of our produdts witimate foreign destinations comprised 86% of our tdigs in
fiscal 2004 compared to 80% in the prior fiscal year. The rityjof these foreign sales were to customer locations in the
Asia/Pacific region, including Taiwan, Malaysia, Singapore,ddoand Japan. Taiwan accounted for the largest single
destination for our product shipments with 25% of dupments in fiscal 2004 compared to 20% of our shipmierttse prior
fiscal year.

Gross Profit

Business segment gross profit:
(dollars amounts in thousands)
Fiscal year ended September 30,

% %
200¢: Sale: 200¢ Sale:
Equipment $ 69,355 349% $ 152,382 42.2%
Packaging materials 41,692 23.9% 52,032 22.2%
Test interconnect 17,026 16.2% 26,591 21.8%
Other(1) 135 100.0% - NA
$ 128,20¢ 26.8% $ 231,00! 32.2%

(1) Comprised of residual gross profit associated withsabstrate business that was closed in fiscal 2002.

Gross profit.Gross profit increased 80.2% ($102.8 million) in fisc@D2 from the prior year and our gross margin (gross
profit as a percentage of net sales) improved 5.4 percertags. ¥ he higher gross profit and gross margin wasasily due

to the improved demand in the semiconductor industryicpéarly for our automatic ball bonders. Included in tesults for
fiscal 2004 were $1.5 million of inventory write-downkicluded in the results for fiscal 2003 is a chargerfeentory write-
downs of $5.1 million.
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Our equipment gross profit increased 119.7% ($83.0 mjlficm the prior year and the equipment gross margin ineteas8
percentage points from the prior year. The higher salesneobf ball bonders accounted for $55.1 million of thedased
gross profit and an 18.1% reduction in the manufacturasg per ball bonders partially offset by the lower ASPact=d for
$24.4 million of the improvement. Our lower cost peit was the main reason for the 7.3 percentage point increagesa
margin and due to the lowering of production costs overpvaducts’ life cycle via better supply chain management,
engineering more cost effective parts and volume purchasing.

Our packaging materials gross profit increased 24.8% J$fdllion) from the prior year, with capillaries gross fitro
accounting for $7.9 million of the increase. Higher capillanit volume accounted for $5.9 million of this improwent and
lower capillary costs associated with shifting a portiorcapillary production to China accounted for $3.1 milliwithe

variance. These favorable results were partially offset byrloagillary ASP’s. Our wire gross profit was approximatedy9

million higher than the prior year reflecting higher umites (measured in Kft) but the wire gross margin was Idiagar the
prior year due to the increase in the price of gold, whiakes up a significant portion of our wire cost of sales.

Our test interconnect business gross profit increased 5&2% million) and its gross margin increased 5.6 peeagge points.
The higher gross profit and gross margin was due piyntrihigher unit sales in our vertically configured aetable pin
probe cards and test sockets product lines and the assoceetaoturing efficiencies. Duplicate costs associated with the
start-up of production of cantilever products in our CHamillity partially offset the positive impact from the higheertical

and package test sales.

Operating Expenses

(dollars amounts in thousands)
Fiscal year ended September 30,

% %
200: Sale: 2004 Sale:
Selling, general and administrative  $ 102,327 21.4% $ 101,225 14.1%
Research and development, net 38,121 8.0% 34,611 4.8%
Resizing(recovery) costs (475) -0.1% (68) 0.0%
Asset impairment 3,629 0.8% 3,293 0.5%
Gain on sale of assets - 0.0% (1,023) -0.1%
Amortization of intangible assets 9,260 1.9% 9,022 1.3%
Loss on sale of product lines 5,257 1.1% - 0.0%
$ 158,11¢ 33.1% $ 147,06 20.5%

Selling, general and administrative expens@&&A expenses were relatively flat when compared with the gear but
SG&A expense as a percentage of sales was down 7.3 percpaiaige In fiscal 2004, SG&A expense included a variable
expense for incentive compensation of $10.3 million contpéweno expense for incentive compensation in the prior. year
Also included in fiscal 2004 were: severance charges of $dlibm{$2.1 million of which was associated with the dagsof

a probe card production facility in France); and $1.6 mmllad start-up costs in our China facility to transitiomguction
capacity. Included in the SG&A expense for fiscal 2003 wansts associated with workforce reductions (severance) of $5.2
million; start-up costs for our new China facility gbproximately $2.0 million; and a $0.7 million charge the early
termination of an information technology services agreempantially offset by the favorable reversal of a $2.0 millieserve
previously established for potential obligations to C8stoms. Other than the above mentioned costs, our SIB&A were
lower than the prior year and reflected our efforts toaiardperating costs with higher sales volume.

The workforce reduction/severance charges identified inréneéqus paragraph were included in SG&A expense because they
were not related to formal and distinct restructuring progrdmas rather, they were normal and recurring management of
employment levels in response to business condition®andngoing effort to reduce our cost structure. Alsthéfbusiness
conditions had improved, we were prepared to rehire sorteesé terminated individuals. These charges are in corurémst t
formal and distinct resizing programs we established i fiscal years.
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Research and developmerResearch and development (“R&D”) expense in fiscal 2004 decreagecth#idon or 9.2% from
fiscal 2003. While we saw lower payroll and related expensesadour ongoing cost reduction efforts, we continuddwest

in the development of next-generation wire bonders and negiupts for our test interconnect business. In fiscal 2094lso
purchased a license for an interconnection device which we bekidlvdorm the nucleus for our next-generation of
semiconductor sockets for our package test products.

Resizing The semiconductor industry has been volatile, with spanpdic downturns. The industry experienced excess
capacity and a severe contraction in demand for semiconductorananmirfg equipment during our fiscal 2001, 2002 and
most of 2003. We developed formal resizing plans in mespdo these changes in the business environment withtéime to

align our cost structure with anticipated revenue levels. Adowuifor resizing activities requires an evaluation of fotynal
agreed upon and approved plans. We documented and comtuittkdse plans to reduce spending that included facility
closings/rationalizations and reductions in workforce. Wertszbthe expense associated with these plans in the period that
we committed to carry-out the plans. Although we made evegynpttto consolidate all known resizing activities into one
plan, the extreme cycles and rapidly changing forecasting emvéat places limitations on achieving this objective. The
recognition of a resizing event does not necessarily presladiar but unrelated actions in future periods.

In fiscal 2004, we reversed $68 thousand of these resthiagges and in fiscal 2003 we reversed $475 thousatitesé
resizing charges due to the actual severance cost associatetieniéintinated positions being less than the cost originally
estimated. We recorded resizing charges of $18.8 mitlifiscal 2002 and $4.2 million in fiscal 2001.

In addition to the formal resizing costs identified belaw, continued (and are continuing) to downsize our opesatifiscal
2002, 2003 and 2004. These downsizing efforts resuftedorkforce reduction charges of $4.5 million in fiscaD2, $5.6
million in fiscal 2003 and $5.0 million in fiscal 200t contrast to the resizing plans discussed above, theddoves
reductions were not related to formal or distinct restruafs;i but rather, the normal and recurring management of
employment levels in response to business condition®andngoing effort to reduce our cost structure.ddition, during
fiscal 2003, if the business conditions were to have irgapwe were prepared to rehire some of these terminated unalwid
These recurring workforce reduction charges were recordgdliisg, General and Administrative expenses.

A summary of the charges, reversals and payments of thalfoegizing plans initiated in fiscal 2002 appears below:
(in thousands)
Severance an(

Fiscal 2002 Resizing Plans Benefits Commitments Total
Provision for resizing plans in fiscal 2002
Continuing operations $ 9,486 $ 9,282 $ 18,768
Discontinued operations 893 893
Payment of obligations in fiscal 2002 (5,914) (300) (6,214)
Balance, September 30, 2002 65,4 8,982 13,447
Change in estimate (455) - (455)
Payment of obligations in fiscal 2003 (3,135) (3,192) (6,327)
Balance, September 30, 2003 875 5,790 6,665
Change in estimate (68) - (68)
Payment of obligations (440) (2,619) (3,059)
Balance, September 30, 2 $ 367 $ 3,171 $ 3,53¢

The individual resizing plans and acquisition restructupiiags initiated in fiscal 2002 are identified below:
Fourth Quarter 2002

In January 1999, we acquired the advanced substrate techbldjgroModule Systems, a Cupertino, California company,
to enable production of high density substrates. Whilevstgp some progress in developing our substrate technotbgy
business was not profitable and would have requirediadditcapital and operating cash to complete development of the
technology. In light of the business downturn that wasctifig the semiconductor industry at the time, in the foguarter of
fiscal 2002, we announced that we could not afford to éartlevelop the substrate technology and would close ouratgbst
operations. As a result, we recorded a resizing charge ®hdiBion. The resizing charge included a severance charge »f $1
million for the elimination of 48 positions and leaseigdions of $7.3 million. We expected, and achieved, ahpayroll
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related savings of approximately $4.2 million and anifagility/operating savings of approximately $3.9 miflias a result of

this resizing plan. By June 30, 2003, all the positica lreen eliminated. The plans have been completed but cash payments
for the lease obligations are expected to continue into 20G&ich time as the obligations can be satisfied. In addaithese
resizing charges, in the fourth quarter of fiscal 2002, wateroff $7.3 million of fixed assets and $1.1 milliohimtangible

assets associated with the closure of the substrate operdtissubstrate business was included in our thenimiativanced
packaging business segment.

Third Quarter 2002

As a result of the continuing downturn in the semicotmluimdustry and our desire to improve the performanceuoftest
business segment, we decided to move towards a 24 houayenahufacturing model in our major U.S. wafer test facility,
which would provide our customers with faster turn-atbuime and delivery of orders and economies of scale in
manufacturing. As a result, in the third quarter of fisdd2 we announced a resizing plan to reduce headcount and
consolidate manufacturing in our test business segmentaA®fpthis plan, we moved manufacturing of wafer testipcts
from our facilities in Gilbert, Arizona and Austin, Texasour facilities in San Jose, California and Dallas, Texasfrom our
Kaohsuing, Taiwan facility to our Hsin Chu, Taiwan facilityhe resizing plan included a severance charge of $1.6 nfitlion
the elimination of 149 positions as a result of the manufiactiwonsolidation. The resizing plan also included a chafr§€.5
million associated with the closure of the Kaohsuing, Taifaaility and an Austin, Texas facility representing costsaf-n
cancelable lease obligations beyond the facility closure and remgtsed to restore the production facilities to theigioal
state. We expected, and achieved, annual payroll related saviagprokimately $6.9 million and annual facility/operating
savings of approximately $84 thousand as a result ofréisizing plan. All of the positions have been eliminated lzott
facilities have been closed. The plans have been completed bupaasients for the severance, facility and contractual
obligations are expected to continue through 2005, or sadier time as the obligations can be satisfied.

Second Quarter 2002

As a result of the continuing downturn in the semiconduattustry and our desire to more efficiently manage ounbss, in

the second quarter of fiscal 2002, we announced a resizingqiaprised of a functional realignment of business management
and the consolidation and closure of certain facilities. imeotion with the resizing plan, we recorded a charge of $11.3
million ($10.4 million in continuing operations ar®D.9 million in discontinued operations), consistingsefrerance and
benefits of $9.7 million for 372 positions that were de eliminated as a result of the functional realignment, facilit
consolidation, the shift of certain manufacturing to Chinal(iding the Company’s hub blade business) and the mowerof
microelectronics products to Singapore and a charge of $lli6mfor the cost of lease commitments beyond the closure date
of facilities to be exited as part of the facility consoliclatplan.

In the second quarter of fiscal 2002, we closed five testtfasiltwo in the United States, one in France, one in Maapnd
one in Singapore. These operations were absorbed ih&r ebmpany facilities. The resizing charge for the facility
consolidation reflects the cost of lease commitments beyenekihdates that are associated with these closed test facilities

To reduce our short term cash requirements, we decided, inutth fpuarter of fiscal 2002, not to relocate our hub élad
manufacturing facility from the United States to China ormigroelectronics product manufacturing from the United States
to Singapore, as previously announced. This change ifaollity relocation plan resulted in a reversal of $1.6 millaf the
resizing costs recorded in the second quarter of fiscal 2002 result, we reduced our expected annual savings fiem th
resizing plan for payroll related expenses by approxim&ly million.

Also in the fourth quarter of fiscal 2002, we reversedddousand ($590 thousand in continuing operatiodssaf thousand

in discontinued operations) of the severance resizing expansk the fourth quarter of fiscal 2003 we reversed $353
thousand of resizing expenses, previously recorded eénsdtond quarter of fiscal 2002, due to actual severance costs
associated with the terminated positions being less thaa #stgnated as a result of employees leaving the Company before
they were severed.

As a result of the functional realignment, we terminated ensployt all levels of the organization from factory workers to
vice presidents. The organizational change shifted managemeatroCompany businesses to functional (i.e. sales,
manufacturing, research and development, etc.) areas across fireticather than by product line. For example, research
and development activities for the entire company are nowatdtent and coordinated by one corporate vice president under
the functional organizational structure, rather than sepatagedach business unit. This structure provides for a mdogeetf
allocation of human and capital resources to achieve corporate Rigiives.
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We expected annual payroll related savings of approximateR3$tnillion and annual facility/operating savings of
approximately $660 thousand as a result of this resizing. pla a result of the decision not to relocate our hub blade
manufacturing facility or our microelectronics product manuiiaat) we ultimately achieved annual payroll related savings of
approximately $12.7 million. The plans have been completeccdsh payments for the severance charges are expected to
continue into 2005, or such time as the obligations caatisfied.

Asset impairmentn fiscal 2004, we recorded an asset impairment charge of$lliéh associated with exiting our PC board
fabrication business and the closure of a probe card proddatidity in France. The fiscal 2003 charge included; $illfam
associated with the discontinuation of a test product; 8illibn due to the reduction in the size of a test facilityDallas,
Texas; and $730 thousand resulting from the write-dofrassets that were sold and assets that became obsolete.

We perform our annual test for impairment of intangiblsetss at the end of the fourth quarter of each fiscal year, which
coincides with the completion of our annual forecasting prot&ssever, we also test for impairment whenever a “triggér
event occurs. We performed interim goodwill impairment testshe goodwill associated with our test interconnectiessi
during the quarters ended December 31, 2003 and Mar@934 ,due to the existence of an impairment trigger, whichthreas
losses experienced at this business. Based on the resutesseftests and our annual impairment test on intangibles asset
associated with both our wire and test businesses, no ingrgigharge was recorded in fiscal 2004. The fair value of the wir
and test reporting units was based on discounted cash fibwar projected future cash flows from this reportungt,
consistent with the methods used in fiscal 2002 and 20G@&nV&onducting our goodwill impairment analysis, we dateu

our potential impairment charges based on the two-stepdtsified in SFAS 142 and using the implied fair valdighe
respective reporting units. We use the present value of foagte flows from the respective reporting units to detegrttie
implied fair value. We also tested our intangible assetsnipairment in the March 2004 quarter, as a result of theofale
certain assets of the test operations and recorded an impathaege of $3.2 million associated with the reporting anit’
purchased technology intangible asset. The $3.2 milliomgehs included in the $3.3 million asset impairment charge
recorded in fiscal 2004.

In fiscal 2003, we also recorded an asset impairment chai$@ ®fmillion, to write-down assets to their realizablaugain
our discontinued flip chip operation.

Gain in sale of assett fiscal 2004, we realized a gain of $938 thousand osdheeof land and a building and $85 thousand
on the sale of a portion of our PC board business.

Amortization of intangiblesAmortization expense in both fiscal 2003 and 2004 wascatsd with our intangible assets for
customer accounts and completed technology arising from thésiioguof our test division. The slightly lower amiagtion
expense in fiscal 2004 compared to the prior year was dtietanpairment of our complete technology intangible asset
mentioned above.

Loss on sale of product linds. the fourth quarter of fiscal 2003, we sold the fixedetsssnventories and intellectual property
associated with our saw and hard material blade product 6n&4 2 million in cash. We wrote-off $6.5 million oét assets
associated with the transaction. In addition, we sold thetsaassociated with our polymers business for $105 thduSars
loss on sale of product lines of $5.3 million has beerassified to be included in our operating expenses sectigheof
consolidated statement of operations, from its priorgmagion outside of the operating results.
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Income (loss) from operations

Income (loss) from operations by business segments appelan:
(dollars amounts in thousands)
Fiscal year ended September 30,

% %
200z Sale: 200 Sale:
Equipment $ (2,323) -12% $ 93,311 25.8%
Packaging materials 15,008 8.6% 30,090 12.8%
Test interconnect (27,192) -25.9% (21,516) -17.7%
Corporate and other (15,404) NA (17,940) NA
$ (29,911 -6.3% $ 83,94f 11.7%

Our income from operations in fiscal 2004 was $83.9 miltompared to a loss from operations of $29.9 milliotheprior
fiscal year. The turn from a loss to profit generally refiddncreased demand in the semiconductor industry throtigiast
of fiscal 2004 and our ongoing efforts to reduce operatierpenses.

Equipment operating income increased $95.6 million fromptfier year due primarily to higher sales and gross {peofd
lower operating costs. Packaging materials operatingrincocreased $15.1 million (100.5%), also due primarilfigher
sales and gross profit and lower operating costs. Testameect operating loss was $5.7 million or 20.9% less tthex prior
year due primarily to higher gross profit. In orderitgprove the operating results of this business segmemtplan to
consolidate test facilities, transfer a greater portion ofdbeproduction to our Asian facilities, outsource a greaidion of
the test production, and introduce new products. We expgtémentation of this plan will continue through 2021 will
result in future period charges and/or restructuring chai@as.loss from corporate and other activities was $2.5anilli
higher than the prior year due to recording $4.4 milbbemployee incentive compensation expense in fiscal 2004arechp
to no incentive compensation in the prior year.

Interest and Charge on Early Extinguishment of Déterest income in fiscal 2004 was $1.1 million compae$&340
thousand in the prior fiscal year. The higher interestrime in fiscal 2004 was due primarily to higher cash andt-$&on
investments. Interest expense in fiscal 2004 was $10.5omidompared to $17.4 million in the prior fiscal yeatetest
expense in both fiscal 2004 and 2003 primarily reflectsrést on our convertible subordinated notes. The lowerestter
expense in fiscal 2004 was due to the refinancing of o&%4.and 5.25% convertible subordinated notes with lowterast
0.5% and 1.0% convertible subordinated notes. We also redheedtal amount of subordinated debt outstanding by $30
million.

We incurred a cost of $10.5 million to redeem our 4. &5t 5.25% convertible subordinated notes; $6.0 of whah avcash
expense associated with the redemption premium and $4.5 wde the write-off of deferred financing expenses associated
with the initial issuance of the notes.

Tax expenselax expense in fiscal 2004 reflects income tax on income @igiojurisdictions, alternative minimum tax on
U.S. income and certain state income tax. In fiscal 2004, wesezl/¢he portion of our valuation allowance (approxinyatel
$11.2 million) that was equal to our U.S. taxable incoexejuding taxable income subject to the U.S. alternative minimum
tax. Until we can be reasonably assured that we can utilize ouopkgating loss carryforwards, our income tax provigioh
reflect only U.S. alternative minimum tax, certain state tax areigh taxation. Our tax expense in fiscal 2003 reflectsniieco
tax on income in foreign jurisdictions. In fiscal 2003 established a valuation allowance against tax benefits freifistal
2003 losses in the U.S.

Discontinued Operationdn February 1996, we entered into a joint venture agreemintDelco Electronics Corporation
(“Delco”) providing for the formation and management of Kipip Technologies, LLC (“FCT"). FCT was formed to license
certain technologies and to provide wafer bumping servines contract basis. In March 2001, we purchased the remaining
interest in the joint venture owned by Delco for $5.0liom and included FCT in our then existing advanced pgickg
business segment. In fiscal 2003, our then existing agdapackaging business segment consisted solely of FGdh whs

not profitable.
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In February 2004, we sold the assets of FCT for appmateiyn $3.4 million in cash and notes and the agreement byuffes b
to satisfy approximately $5.2 million of our lease liatgktand the assumption of certain other liabilities. The sedlluded
fixed assets, inventories, and intellectual property of lquchip business. The major classes of FCT assets anlitigstsold
included: $3.6 million in accounts receivable; $119 thodsannventory; $2.5 million in property, plant arduipment; $119
thousand in other long term assets; $1.5 million in adsopayable and $1.0 million in accrued liabilities. We recoaleet
loss on the sale of FCT of $380 thousand. Net sales R@min fiscal 2004 were $9.4 million, and in fiscal 300ere $16.4
million. The net loss of our former flip chip businasst comprises our discontinued operations. Includetténfiscal 2003
loss from discontinued operations is an asset impaircteanige of $6.9 million and a goodwill impairment charge ®f7 $
million.

Net income (lossOur net income in fiscal 2004 was $55.9 million compared et loss of $76.7 million in fiscal 2003, for
the reasons enumerated above.

LIQUIDITY AND CAPITAL RESOURCES

At September 30, 2005, total cash and investments werd $8@bion compared to $95.8 million at September 30, 2@04
decrease of $0.4 million.

The net cash used in operating activities for the fiscal year edelgtmber 30, 2005 of $2.7 million was primarily due t

net change in working capital components of $26.5 milli@t was mostly offset by net cash from operations (exuiuthie
working capital component changes) of $23.8 million. Thechainge in working capital components of $26.5 million was
primarily due to a $33.1 million increase in accounts rec&vedsulting from (1) increasing sales levels during the three
months ended September 30, 2005, compared to decreasingesalegduring the three months ended September 30, 2004,
and (2) extended payment terms that were granted to custoorerg fiscal 2005. This increase was partially offset by an
increase in accounts payable and accrued expenses of $4.2 aritidaxes payable of $5.3 million.

The net cash provided by investing activities of $8.4 amliconsisted of net proceeds from investment transaaio®s7.7
million and proceeds from the sale of assets of $3.2 mithat were offset in part, by capital expenditures of $aflln.

The net cash provided by financing activities of $13.5 amillprimarily consisted of $10.6 million of cash receivamirfrthe
direct financing arrangement associated with the Willow Gr&exnsylvania land and building transaction. During fiscal
2005, the Company entered into a direct financing arrangeémagiting the sale and leaseback of land and a buildinging

its corporate headquarters in Willow Grove, Pennsylvaniaadeordance with SFAS 98, “Accounting for Leases”, the
Company accounted for the transaction as a financing and ceshtioueflect the land and building in its financial staata
and recorded the cash received of $10.6 million as debt.

Our primary need for cash for the next fiscal year will bgrovide the working capital necessary to meet our expected
production and sales levels and to make the necessary capitatlixmanto enhance our production and operating activities.
We expect our fiscal 2006 capital expenditure needs to be begi8&ehmillion and $20.0 million. We financed our &iog
capital needs and capital expenditure needs in fiscal 2005 thiateghally generated funds from our equipment and
packaging materials businesses and expect to continue to generdtermagperating activities during fiscal 2006 to meet our
cash needs. We expect to use the excess cash generated fromigmerigand packaging materials business to fund our
future growth opportunities, or to redeem a portion afaunvertible subordinate notes.

Our long term debt at September 30, 2004 and 2005 conefdtael following:
(in thousands)

Fiscal Year Conversion September 30,
Type of Maturity Price Rate 2004 2005
Convertible Subordinated Notes 2009 $ 20.33 0.50% $ 205,000 $ 205,000
Convertible Subordinated Notes 2010 $ 12.84 1.00% 65,000 65,000
Other (1) 5,725 -

$ 275,725 $ 270,000

(1) Fiscal 2004 includes a mortgage of $5.5 milliondhley a limited liability company which the Compabggan
consolidating into its financial statements at Deber 31, 2003 in accordance with FIN 46. The lichiiability
company was deconsolidated in fiscal 2005.
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In the first half of fiscal year 2004, we issued $205.[liani of 0.5% Convertible Subordinated Notes in a priyi&Eement to
qualified institutional investors. The notes mature onéiaber 30, 2008, bear interest at 0.5% per annum and arertble

into common stock of the Company at a conversion price20f38 per share, subject to adjustment for certain eveheés.
notes are general obligations of the Company and are subordioatdt senior debt. The notes rank equally with the
Company’s 1.0% Convertible Subordinated Notes (describamvhelThere are no financial covenants associated with the
notes and there are no restrictions on incurring additidebt or issuing or repurchasing our securities. Irtterethe notes is
payable on May 30 and November 30 of each year.

In the second half of fiscal year 2004, we issued $65lbmibf 1.0% Convertible Subordinated Notes in a priydéeement

to qualified institutional investors. The notes maturdwme 30, 2010, bear interest at 1.0% per annum and arertiblavinto
common stock of the Company at a conversion price of $1284kmre, subject to adjustment for certain events. The
conversion rights of these notes may be terminated on orJafte 30, 2006 if the closing price of our common stoek
exceeded 140% of the conversion price then in effect for at28astding days within a period of 30 consecutive tradi
days. The notes are general obligations of the Company asdtaelinated to all senior debt. The notes rank equallyowmith
0.5% Convertible Subordinated Notes. There are no finaomienants associated with the notes and there are no ressrictio
on incurring additional debt or issuing or repurchgsiar securities. Interest on the notes is payable on Jumed3December

30 of each year.

We used $175.0 million of net proceeds from the issuahtiee 0.5% Convertible Subordinated Notes to redeem alliof o
4.75% Convertible Subordinated Notes. We used the net pioéesn the issuance of the 1.0% Convertible Subordinated
Notes along with cash remaining from the issuance of the @&Avertible Subordinated Notes and cash from operations to
purchase all of our 5.25% Convertible Subordinated Natgsurchase prices between 101.0% and 102.1% of the principal
amount of the 5.25% notes. These actions resulted in a @uuctinterest expense to $3.8 million during fiscal 2@/
$10.5 million in fiscal 2004. The Company recorded a pretacge of $6.2 million associated with the redemption ef th
4.75% Convertible Subordinated Notes. The Company recergeetax charge of $4.4 million associated with the purabfase
the 5.25% Convertible Subordinated Notes.

In accordance with SFAS No. 98, “Accounting For Leases” ndufiscal 2005 the Company recorded debt of $10.6 million
(all classified as a current liability as of September 3052085 part of accounting for a sale-leaseback transaction eect di
financing arrangement. Monthly lease payments of $0.1 mijllihich are allocated by the Company to interest expense and
amortization of the debt, are scheduled through May 200¢éhich time the land and building and remaining delgtanting

will be removed from the Company’s financial statements, taeddeferred gain will be recognized. Interest expense is
calculated using the Company’s incremental borrowing ratehabiestimated to be 6.0%.

Under U.S. Generally Accepted Accounting Principles, certialigations and commitments are not required to be included in
our consolidated balance sheets and statements of operatiess. difligations and commitments, while entered intoen th
normal course of business, may have a material impact orgaidity. Certain of the following commitments as of Sefdiem

30, 2005 have not been included in our consolidated balanceasttestatements of operations included in this Form 10-K;
however, they have been disclosed in the following tabteder to provide a more complete picture of our financialtjpm

and liquidity. The most significant of these are our opegdase commitments and inventory purchase obligations.
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The following table identifies obligations and contingealympents under various arrangements at September 30, 2005,
including those not included in our consolidated balaheets

(in thousands)

Amounts Amounts
due in Amounts Amounts due in
less than due in due in more than
Total 1 year 2-3 years 4-5 years 5 years
Contractual Obligations:
Long-term debt $ 270,000 $ - $ - $ 270,000 $ -
Operating Lease obligations* 32,330 5,312 7,340 4,579 15,099
Debt associated with direct
financing arrangement 10,119 10,119 - - -
Inventory Purchase obligations* 71,637 71,637 - - -
Commercial Commitments:
Gold supply financing guarantee 6,856 6,856
Standby Letters of Credit* 3,180 3,180 - - -
Total Contractual Obligations
and Commercial Commitmentt $ 394,12. $ 97,10¢ $ 7,34C $ 274,57 $ 15,09¢

*  Represents contractual amounts not reflected in the cdasadi balance sheet at September 30, 2005.

Long-term debt includes the amounts due under our 0.5%e@drle Subordinated Notes due 2008 and our 1.0% Cadileert
Subordinated Notes due 2010. The operating lease obligati@sptember 30, 2005 represent obligations due undeusari
facility and equipment leases with terms up to fifteen yeamunation, including the obligations associated with cew n
property lease in Fort Washington, Pennsylvania that wilise our corporate headquarters beginning in fiscal 200&. Deb
associated with direct financing arrangement represents the gsamaeived on the land and building transaction. Inventor
purchase obligations represent outstanding purchase commét for inventory components ordered in the normal cafrse
business. The Gold Supply Agreement includes gold invemtorghases we are obligated to pay for upon shipmenteof th
fabricated gold to our customers.

The standby letters of credit represent obligationsein ¢if security deposits for a gold financing agreemneifégcility lease,
and employee benefit programs.

At September 30, 2005, the fair value of our $205.0 millcb% Convertible Subordinated Notes was $151.2 mjlaod the

fair value of our $65.0 million 1.0% Convertible Suboated Notes was $47.0 million. The fair values were detednising
guoted market prices at the balance sheet date. The fair valueatheurassets and liabilities approximates the book value of
those assets and liabilities. At September 30, 2005, thedé@thr& Poor’s rating on our 0.5% and 1.0% convertible
subordinated notes was CCC+.

We have a non-contributory defined benefit pension plarromy substantially all U.S. employees who were employed on
September 30, 1995. The benefits for this plan were bastte@mployees' years of service and the employees' compensation
during the three years before retirement. Our funding pdsicyonsistent with the funding requirements of U.S. Federal
employee benefit and tax laws. We contributed approrign&tl.5 million (based on the market price attifme of contribution)

in Company stock to the Plan in Fiscal 2005 an8 $dllion in fiscal 2004. In fiscal 2006, we expaotmake a contribution of
Company common stock of approximately $1.8 milli&@ifective December 31, 1995, the benefits under the Company's
pension plan were frozen. As a consequence, accrued beweliiisger change as a result of an employee's length otservi

or compensation.

We believe that our existing cash reserves and anticipated cashffton operations will be sufficient to meet our liquidit
and capital requirements for at least the next 12 monthset, our liquidity is affected by many factors, some based
normal operations of the business and others related taainties of the industry and global economies. We may ssake
believe appropriate, additional debt or equity financingrtivide capital for corporate purposes. We may also seetkoaddli
debt or equity financing for the refinancing or redemptibrexisting debt and/or to fund strategic business oppiigan
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including possible acquisitions, joint ventures, alliammesther business arrangements which could require stibbtapital
outlays. The timing and amount of such potential capitalirepents cannot be determined at this time and will depend on a
number of factors, including demand for our products, sentiuctor and semiconductor capital equipment industry
conditions, competitive factors, the condition of financiarkets and the nature and size of strategic business oppegunit
which we may elect to pursue.

RISK FACTORS
Risks Relating to Our Business
The semiconductor industry is volatile with sharp periodic downturns and slowdowns

Our operating results are significantly affected by the capitpkenditures of large semiconductor manufacturers and their
subcontract assemblers and vertically integrated manufacturerseaforlc systems. Expenditures by semiconductor
manufacturers and their subcontract assemblers and vertidaifyrated manufacturers of electronic systems depend on the
current and anticipated market demand for semiconductors amtligis that use semiconductors, including personal
computers, telecommunications equipment, consumer electronicautdotive goods. Significant downturns in the market
for semiconductor devices or in general economic conditiashsceedemand for our products and materially and adversely
affect our business, financial condition and operating t®sul

Historically, the semiconductor industry has been volatileth wieriods of rapid growth followed by industry-wide
retrenchment. These periodic downturns and slowdowns haversatlv affected our business, financial condition and
operating results. They have been characterized by, among bihgs, tdiminished product demand, excess production
capacity, and accelerated erosion of selling prices. These dowtistascally have severely and negatively affected the
industry’s demand for capital equipment, including the absesguipment, the packaging materials and test solutiohsvéha
sell. There can be no assurances regarding levels of demaondrfproducts, and in any case, we believe the historical
volatility — both upward and downward — will persist.

We may experienceincreasing price pressure

Our historical business strategy for many of our produassfocused on product performance and customer service raher th
on price. The length and severity of the fiscal 2001 eafi2003 economic downturn increased cost pressure on oamarst
and we have observed increasing price sensitivity on theirlpaesponse, we are actively seeking to reduce our costus&ruct
by moving operations to lower cost areas and by reducheg operating costs. If we are unable to realize prices that afio

to continue to compete on the basis of performance and sewicinancial condition and operating results may be materially
and adversely affected.

Our quarterly operating results fluctuate significantly and may continue to do so in the future

In the past, our quarterly operating results have fluctuatguificantly. We expect that they will continue to fluctuate.
Although these fluctuations are partly due to the volatileraatfi the semiconductor industry, they also reflect othetors,
many of which are outside of our control.

Some of the factors that may cause our revenues and/oringenatrgins to fluctuate significantly from period to perare:

* market downturns;

» the mix of products that we sell because, for example:
e our test business has lower margins than assembly egptind packaging materials;
« some lines of equipment within our business seg@rartmore profitable than others; and
e some sales arrangements have higher margins tharn others

» the volume and timing of orders for our products andaadgr postponements;
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» virtually all of our orders are subject to cancellation, dafer rescheduling by the customer without prior e®tand with
limited or no penalties;

e competitive pricing pressures may force us to reduce pricesato teé business;
» higher than anticipated costs of development or producfioew equipment models;
e the availability and cost of the components for oudpuats;

* unanticipated delays in the development and manufacture of oupnoewcts and upgraded versions of our products and
market acceptance of these products when introduced;

* customers’ delay in purchasing our products due to antigipthat we or our competitors may introduce new orraqged
products; and

* our competitors’ introduction of new products.

Many of our expenses, such as research and development,, gadliegal and administrative expenses and interest expense, do
not vary directly with our net sales. Our research and developsiforts include long-term projects lasting a year or more,
which require significant investments. In order to mathe benefits of these projects, we believe that we must certinu
fund them during periods when our net sales have declixed. result, a decline in our net sales would adversely affect ou
operating results. In addition, if we were to incudiidnal expenses in a quarter in which we did not expesi@omparable
increased net sales, our operating results would declimedtwnturn, we may have excess inventory, which is requirbd t
written off. Some of the other factors that may cause owresgs to fluctuate from period-to-period include:

* the timing and extent of our research and development efforts
* severance, resizing and other costs of relocating facilities;

* inventory write-offs due to obsolescence; and

« inflationary increases in the cost of labor or materials.

Because our revenues and operating results are volatile amdildiffi predict, we believe that consecutive period-to-period
comparisons of our operating results may not be a godachiiwh of our future performance.

We may not be able to rapidly develop, manufacture and gain market acceptance of new and enhanced products required to
maintain or expand our business

We believe that our continued success depends roabdity to continuously develop and manufactuegvrproducts and product
enhancements on a timely and cost-effective ba&anust introduce these products and product eehamas into the market in
a timely manner in response to customers’ demamdsigher performance assembly equipment, leadiyg-enaterials and for
test solutions customized to address rapid techmab advances in integrated circuits and capitplimment designs. Our
competitors may develop new products or enhancentertheir products that offer performance, featumed lower prices that
may render our products less competitive. The deweént and commercialization of new products regusignificant capital
expenditures over an extended period of time, amlesproducts that we seek to develop may nevernfeequofitable. In
addition, we may not be able to develop and inttedproducts incorporating new technologies in alfmmanner that will
satisfy our customers’ future needs or achieve etag&ceptance.

Most of our sales and a substantial portion of our manufacturing operations are located outside of the United States, and
we rely on independent foreign distribution channels for certain product lines; all of which subject us to risks, including
risks from changesin trade regulations, currency fluctuations, political instability and war

Approximately 88% of our net sales for fiscal 2086% of our net sales for fiscal 2004 and 80% afrai sales for fiscal 2003
were to customers located outside of the Uniteté§tan particular to customers located in the Rsaific region. We expect this
trend to continue. Thus, our future performancé @épend, in significant part, on our ability tontiaue to compete in foreign
markets, particularly in the Asia/Pacific regiomebe economies have been highly volatile, resuitirgignificant fluctuation in
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local currencies, and political and economic infitghThese conditions may continue or worsen, ckhimay materially and
adversely affect our business, financial conditiod operating results.

We also rely on non-United States suppliers for materialsamghonents used in our products, and most of our raetuning
operations are located in countries other than the UnitedsSiate manufacture our automatic ball bonders and bondieg wir
in Singapore, we manufacture capillaries in Israel and Chimalitog wire in Switzerland, test products in Taiwan, Chind a
France, and we have sales, service and support personnel &, Gling Kong, Japan, Korea, Malaysia, the Philippines,
Singapore, Taiwan and Europe. We also rely on independeigriadistribution channels for certain of our produmts. As a
result, a major portion of our business is subject toritles associated with international, and particularly Asaific,
commerce, such as:

» risks of war and civil disturbances or other events thatlimator disrupt markets;

» seizure of our foreign assets, including cash;

» longer payment cycles in foreign markets;

» international exchange restrictions;

» restrictions on the repatriation of our assets, including;cas

» significant foreign and United States taxes on repatrizdst;

» the difficulties of staffing and managing dispersed internatioperations;

e possible disagreements with tax authorities regardingftnapscing regulations;

« episodic events outside our control such as, for exampleutbreak of Severe Acute Respiratory Syndrome or irflyen

» tariff and currency fluctuations;

* changing political conditions;

» labor conditions and costs;

» foreign governments’ monetary policies and regulatory requents;

« less protective foreign intellectual property laws; and

» legal systems which are less developed and which may heréslistable than those in the United States.

Because most of our foreign sales are denominated in United 8tdites, an increase in value of the United States dollar
against foreign currencies, particularly the Japanese yen, aklt mur products more expensive than those offered by some of
our foreign competitors. Our ability to compete overseashe future may be materially and adversely affected by a
strengthening of the United States dollar against foreigmiccies.

Our international operations also depend upon favoraddke trelations between the United States and those foreign countries
in which our customers, subcontractors, and materiajgisuphave operations. A protectionist trade environrireaither the
United States or those foreign countries in which we dginless, such as a change in the current tariff structexpsrt
compliance or other trade policies, may materially and adyeaffelct our ability to sell our products in foreign mdske

We are exposed to fluctuations in currency exchange rates that could negatively impact our financial results and cash flows
Because a significant portion of our business is conductsiieuhe United States, we face exposure to adverse movements i

foreign currency exchange rates which could have a material adwepset on our financial results and cash flows.
Historically, our primary exposures have related to (net) rabé#g denominated in currencies other than a foreign
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subsidiaries’ functional currency, and remeasurement of oaigfoisubsidiaries’ net monetary assets from the subsidiaries’
local currency into the subsidiaries’ functional currency {tfe. dollar). In general, an increase in the value of ti& tbllar
could require certain of our foreign subsidiaries to ret¢m@dslation and remeasurement gains. Conversely, a decrease in the
value of the U.S. dollar could require certain of our fareigbsidiaries to record losses on translation and remeznire An
increase in the value of the dollar could increase the cosirtoustomers of our products in those markets outhiel®hited
States where we sell in dollars, and a weakened dollar amriease the cost of local operating expenses and procurefment
raw materials. An increase in the value of China's Yuan coulé#&se our material, labor, and other operating expenses in
China. Our board has granted management with limited atythiorenter into foreign exchange forward contracts androth
instruments designed to minimize the short term impaceoay fluctuations have on our business. We have entered into
foreign exchange forward contract and expect to enteattddional foreign exchange forward contracts and otheuimsints

in the future. Our attempts to hedge against these risksotadye successful and may result in a material adverse impact
our financial results and cash flows.

We may not be able to consolidate manufacturing facilities without incurring unanticipated costs and disruptions to our
business

In an effort to further reduce our cost structwe,are closing some of our manufacturing facilidaesl expanding others. We may
incur significant and unexpected costs, delays diadiptions to our business during this consolmafprocess. Because of
unanticipated events, including the actions of gowents, suppliers, employees or customers, wenotgealize the synergies,
cost reductions and other benefits of any constididdo the extent or within the timeframe that eugrently expect.

Our business depends on attracting and retaining management, marketing and technical employees

Our future success depends on our ability to hire atalnr qualified management, marketing and technical employees. In
particular, we periodically experience shortages of technical peesdf we are unable to continue to attract and retain the

managerial, marketing and technical personnel we require, oimebssfinancial condition and operating results could be

materially and adversely affected.

Difficultiesin forecasting demand for our product lines may lead to periodic inventory shortages or excesses

We typically operate our business with limited iy of future demand. As a result, we sometinexperience inventory

shortages or excesses. We generally order sugpitstherwise plan our production based on intdoratasts of demand. We
have in the past, and may again in the future téafbrecast accurately demand for our productselims of both volume and

configuration for either our current or next-getierawire bonders. This has led to and may in theré lead to delays in product
shipments or, alternatively, an increased riskneéntory obsolescence. If we fail to forecast aaaly demand for our products,
including assembly equipment, packaging materiadstast solutions, our business, financial conditiad operating results may
be materially and adversely affected.

Advanced packaging technologies other than wire bonding may render some of our products obsolete

Advanced packaging technologies have emerged thatimprove device performance or reduce the siznahtegrated circuit
package, as compared to traditional die and wingling. These technologies include flip chip anghtale packaging. Some of
these advanced technologies eliminate the neadlirfes to establish the electrical connection betwnaeelie and its package. The
semiconductor industry may, in the future, shiffignificant part of its volume into advanced padkggechnologies, such as
those discussed above, which do not employ ournyatedif a significant shift to advanced packagichnologies were to occur,
demand for our wire bonders and related packagsignials may be materially and adversely affected.

Because a small number of customers account for most of our sales, our revenues could decline if we lose a significant
customer

The semiconductor manufacturing industry is higbbncentrated, with a relatively small number ofgéarsemiconductor
manufacturers and their subcontract assemblersvartitally integrated manufacturers of electronyjstems purchasing a
substantial portion of our semiconductor assemblyipgment, packaging materials and test solutioakesSto a relatively small
number of customers account for a significant peegge of our net sales. During fiscal 2005, 2004, 2003, sales to Advanced
Semiconductor Engineering, our largest customenuatted for 13%, 17% and 13%, respectively, ofrairsales.
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We expect that sales of our products to a small number tfoass will continue to account for a high percentage ohetir
sales for the foreseeable future. Thus, our business suimgssds on our ability to maintain strong relatiorshifth our
important customers. Any one of a number of factors couldradly affect these relationships. If, for example, duringpgse

of escalating demand for our equipment, we were unablédénaentory and production capacity quickly enough to nieet t
needs of our customers, they may turn to other suppligkengnit more difficult for us to retain their busineseniarly, if we

are unable for any other reason to meet production or debebgdules, particularly during a period of escalating dentand,
relationships with our key customers could be adversely affetftade lose orders from a significant customer, or if a
significant customer reduces its orders substantially, thessed or reductions may materially and adversely affect our
business, financial condition and operating results.

We depend on a small number of suppliersfor raw materials, components and subassemblies. If our suppliersdo not
deliver their products to us, we would be unable to deliver our productsto our customers

Our products are complex and require raw mategaisiponents and subassemblies having a high defyrekability, accuracy
and performance. We rely on subcontractors to naatwfe many of these components and subassembtiesearely on sole
source suppliers for some important componentsrawdmaterials, including gold. As a result, we exposed to a number of
significant risks, including:

« lack of control over the manufacturing process for comperami subassemblies;

« changes in our manufacturing processes, in response toeshiarthe market, which may delay our shipments;

 our inadvertent use of defective or contaminated raw materials;

« the relatively small operations and limited manufacturingueses of some of ewsuppliers, which may lirr
their ability to manufacture and sell subassemblies, compor@nparts in the volumes we require an
acceptable quality levels and prices;

« reliability or quality problems with certain key subassemigiesided by single source suppliers as to which we
may not have any short term alternative;

« shortages caused by disruptions at our suppliers amgdstnactors for a variety of reasons, including work
stoppage or fire, earthquake, flooding or other naturabktiss;

« delays in the delivery of raw materials or subassemblies, wihi¢trn, may delay our shipments; and
« the loss of suppliers as a result of consolidation ppkers in the industry.

If we are unable to deliver products to our custenaa time for these or any other reasons; if veeusrable to meet customer
expectations as to cycle time; or if we do not namacceptable product quality or reliability, dwrsiness, financial condition
and operating results may be materially and adiyeasiected.

Our test business presents significant management and operating challenges

During fiscal 2001, we acquired two companies that desigmartifacture test solutions, Cerprobe Corporation anePro
Technology Corporation, and combined their operationsaaterour test business. Since its acquisition in 20GLbtisiness

has not performed to our expectations. During June 20®performed interim impairment tests on our test segmeitgibo

due to the existence of impairment triggers, which werecdiffes in the development of new test products, anticipated
challenges in the introduction of these new products, and gthateexpected losses incurred by the test segment. Asta resul
of these impairment tests, a test segment goodwill and iblangssets impairment charge was required in our thicdlfis
quarter in the amount of $100.6 million. Our plarctorect the problems faced by our test business centers @wllthéng
steps: standardize production processes between the variousatadiacturing sites, create and ramp production of our
highest volume products in a new lower cost site in Chimdoaroutsource production where appropriate; then rationalize
excess capacity by converting existing higher cost, low velamnufacturing sites to service centers. Our plan to achieve
profitability in our test business also depends uperstitcessful development, manufacture and sale of new test groduect
timely and cost effective basis. If we are unable taessfully implement our plans, our operating margiesults of
operations and financial condition would continue to be aderffected by the poor performance of our test busineise In
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alternative, in the event that we exit our Test business, s@eaor disposal of the assets, we may incur further material
charges.

Diversification into multiple businesses increases demands on our management and systems

We may from time to time in the future seek to expandutjinoacquisition. Any significant acquisition would iease
demands on our management, financial resources and infornaatibimternal control systems. Our success will depend, in
part, on our ability to manage and integrate any acquiraddasswith our existing businesses and to successfutlieiment,
improve and expand our systems, procedures and corifrals. fail to integrate businesses successfully or to dewvitlep
necessary internal procedures to manage diversified businegsésisiness, financial condition and operating resudtg be
materially and adversely affected.

We may be unable to continue to compete successfully in the highly competitive semiconductor equipment, packaging
materials and test solutionsindustries

The semiconductor equipment, packaging materials and tesiobeslitdustries are very competitive. In the semiconductor
equipment and test solutions markets, significant compefanters include performance, quality, customer support and. pr
In the semiconductor packaging materials industry, comyefitictors include price, delivery and quality.

In each of our markets, we face competition and the threabropetition from established competitors and potential new
entrants. In addition, established competitors may combmnéorim larger, better capitalized companies. Some of our
competitors have or may have significantly greater financialineagng, manufacturing and marketing resources than we
have. Some of these competitors are Asian and Europegana@s that have had and may continue to have an advantrge ov
us in supplying products to local customers who appeardiempto purchase from local suppliers, without regardthero
considerations.

We expect our competitors to improve their current prodypeagormance, and to introduce new products and materials with
improved price and performance characteristics. Our comgetitay independently develop technology that is similarto
better than ours. New product and materials introductigrmib competitors or by new market entrants could burtsales. If

a particular semiconductor manufacturer or subcontract asseseldets a competitor's product or materials for a particular
assembly operation, we may not be able to sell productsterieda to that manufacturer or assembler for a significamgber

of time because manufacturers and assemblers sometimes devetapridations with suppliers, and assembly equipment in
our industry often goes years without requiring replacentergddition, we may have to lower our prices in respdagrice

cuts by our competitors, which may materially and advewsiéget our business, financial condition and operating ese
cannot assure you that we will be able to continue to competeese or other areas in the future. If we cannot compete
successfully, we could be forced to reduce prices, and coddilstomers and market share and experience reduced margins
and profitability.

Our success dependsin part on our intellectual property, which we may be unable to protect

Our success depends in part on our proprietaryntdoly. To protect this technology, we rely priradip on contractual
restrictions (such as nondisclosure and confidiégtigrovisions) in our agreements with employesshcontractors, vendors,
consultants and customers and on the common ldwaaé secrets and proprietary “know-how.” We aldg, in some cases, on
patent and copyright protection. We may not be esgfal in protecting our technology for a numberezsons, including the
following:

» employees, subcontractors, vendors, consultants and custoragrviolate their contractual agreements, and the
cost of enforcing those agreements may be prohibitivéyosetagreements may be unenforceable or more limited
than we anticipate;

«foreign intellectual property laws may not adequately pratecintellectual property rights;

* our patent and copyright claims may not be sufficiently btoaeffectively protect our technology; our patents or
copyrights may be challenged, invalidated or circumventedyeomay otherwise be unable to obtain adequate
protection for our technology.
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In addition, our partners and alliances may alse higghts to technology that we develop. We mayiirsignificant expense to
protect or enforce our intellectual property righifswe are unable to protect our intellectual mndp rights, our competitive
position may be weakened.

Third parties may claim we are infringing on their intellectual property, which could cause usto incur significant litigation
costs or other expenses, or prevent us from selling some of our products

The semiconductor industry is characterized bydrapchnological change, with frequent introductiafisnew products and

technologies. Industry participants often developdpcts and features similar to those introducedthgrs, creating a risk that
their products and processes may give rise to sl#iatt they infringe on the intellectual propertythers. We may unknowingly

infringe on the intellectual property rights of eth and incur significant liability for that infgement. If we are found to have
infringed on the intellectual property rights ohets, we could be enjoined from continuing to maotufre, market or use the
affected product, or be required to obtain a lieetescontinue manufacturing or using the affectemtipct. A license could be

very expensive to obtain or may not be availablallaSimilarly, changing or re-engineering our gwiots or processes to avoid
infringing the rights of others may be costly, imgtical or time consuming.

Occasionally, third parties assert that we are, or may baygnfg on or misappropriating their intellectual propeights. In
these cases, we will defend against claims or negotiate licenses wheconsider these actions appropriate. Intellectual
property cases are uncertain and involve complex legal and faatstlaps. If we become involved in this type of litigatiin,
could consume significant resources and divert our attefraonour business.

Some of our customers are parties to litigation broughhéy.emelson Medical, Education and Research Foundatioreldimit
Partnership (“Lemelson”), in which Lemelson claims that cemadmufacturing processes used by those customers infringe
patents held by Lemelson. We have never been named a panty sach litigation. Some customers have requested that we
indemnify them to the extent their liability for these claimnises from use of our equipment. We do not believe thadupts

sold by us infringe valid Lemelson patents. If a claimdantribution were to be brought against us, we believe etddihave
valid defenses to assert and also would have rights talmation and claims against our suppliers. We havenmiried any
material liability with respect to the Lemelson claims or athepbpending intellectual property claim to date and we do not
believe that these claims will materially and adversely affecbosiness, financial condition or operating results. Ttimate
outcome of any infringement or misappropriation claim thaght be made, however, is uncertain and we cannot agsure
that the resolution of any such claim would not materialty adversely affect our business, financial condition aretatimg
results.

We may be materially and adversely affected by environmental and safety laws and regulations

We are subject to various federal, state, local and foreigndadisegulations governing, among other things, tinerggion,
storage, use, emission, discharge, transportation aspbsd#l of hazardous material, investigation and remediation o
contaminated sites and the health and safety of our employee=adimgly, public attention has focused on the environmental
impact of manufacturing operations and the risk to neighbbchemical releases from such operations.

Proper waste disposal plays an important role in the operafi our manufacturing plants. In many of our facilities
maintain wastewater treatment systems that remove metals anccattg@minants from process wastewater. These facilities
operate under permits that must be renewed periodicalyolation of those permits may lead to revocation of the figym
fines, penalties or the incurrence of capital or other costomaply with the permits, including potential shutdown of
operations.

In the future, existing or new land use and environmeatallations may: (1) impose upon us the need for additzapital
equipment or other process requirements, (2) restrict dlity ab expand our operations, (3) subject us to ligpilor, among
other matters, remediation, and/or (4) cause us to conaibperations. We cannot assure you that any costs ditiggbi
associated with complying with these environmental laws matl materially and adversely affect our business, financial
condition and operating results.

Anti-takeover provisionsin our articles of incorporation and bylaws, and under Pennsylvania law may discourage other
companies from attempting to acquire us

Some provisions of our articles of incorporatiord dnylaws of Pennsylvania law may discourage somms#ctions where we
would otherwise experience a fundamental changeeXample, our articles of incorporation and bylawstain provisions that:
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« classify our board of directors into four classes, with@dass being elected each year,;
 permit our board to issue “blank check” preferred stochauit stockholder approval; and

« prohibit us from engaging in some types of business auatibins with a holder of 20% or more of our voting
securities without super-majority board or stockhold@rayal.

Further, under the Pennsylvania Business Corpordtaw, because our bylaws provide for a classifiedrd of directors,
stockholders may remove directors only for causms& provisions and some other provisions of t®dvania Business
Corporation Law could delay, defer or prevent asnfiexperiencing a fundamental change and may asdyexffect our common
stockholders’ voting and other rights.

Terrorist attacks, or other acts of violence or war may affect the marketsin which we operate and our profitability

Terrorist attacks may negatively affect our opereti There can be no assurance that there wiba&dtrther terrorist attacks
against the United States or United States busire§®rrorist attacks or armed conflicts may diyethpact our physical
facilities or those of our suppliers or customésir primary facilities include administrative, salend R&D facilities in the
United States and manufacturing facilities in theitél States, Singapore, China and Israel. Additiderrorist attacks may
disrupt the global insurance and reinsurance inéssivith the result that we may not be able taiwbinsurance at historical
terms and levels for all of our facilities. Furthire, additional attacks may make travel and #iesprortation of our supplies and
products more difficult and more expensive andndtely affect the sales of our products in the éthiStates and overseas.
Additional attacks or any broader conflict, coulefatively impact on our domestic and internaticadés, our supply chain, our
production capability and our ability to deliveioducts to our customers. Political and economi@bikity in some regions of the
world could negatively impact our business. Theseguences of terrorist attacks or armed conflisuapredictable, and we
may not be able to foresee events that could haeeleerse effect on our business.

We may be unable to generate enough cash to repay our debt

Our ability to make payments on our indebtedneds@ifund planned capital expenditures and othevites will depend on our

ability to generate cash in the future. If our certible debt is not converted to our common shavesyill be required to make
annual cash interest payments of $1.7 million icheaf fiscal years 2006 through 2008, $0.8 millinrfiscal 2009 and $0.5

million in fiscal 2010 on our aggregate $270.0 imillof convertible subordinated debt. Principalmpants of $205.0 million and
$65.0 million on the convertible subordinated daiet due in fiscal 2009 and 2010, respectively. &hility to make payments on
our indebtedness is affected by the volatile natdireur business, and general economic, competitingk other factors that are
beyond our control. Our indebtedness poses riskartbusiness, including that:

« insufficient cash flow from operations to repay our tatding indebtedness when it becomes due may force us to
sell assets, or seek additional capital, which we may be umatitedt all or on terms favorable to us; and

« our level of indebtedness may make us more vulnerable tom@onoindustry downturns.

We cannot assure you that our business will gem@agh in an amount sufficient to enable us toieeimterest, principal and
other payments on our debt, including the notety &und our other liquidity needs.

We are not restricted under the agreements governing oungxistiebtedness from incurring additional debt in therutlf
new debt is added to our current levels, our leverage andetirsdrvice obligations would increase and the related risks
described above could intensify.

Changesin stock option accounting rules may adversely impact our reported operating results prepared in accordance with
generally accepted accounting principles, our stock price and our competitiveness in the employee marketplace.

We have historically used broad based employee stock optmgrams to hire, incentivize and retain our workforce.
Currently, Statement of Financial Accounting Standards (‘S§ANo. 123, “Accounting for Stock-Based Compensation,”
allows companies the choice of either using a fair value meth@tcounting for options, which would result in expmens
recognition for all options granted, or using an irgiGnvalue method, as prescribed by Accounting PrinciplesdBOgainion
(“APB") No. 25, “Accounting for Stock Issued to Empk®ns,” with a pro forma disclosure of the impact on net incoine
using the fair value recognition method. We have elected to #&#/25 and accordingly, we do not recognize any expense
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with respect to employee stock options as long as suchnepdi@ granted at exercise prices equal to the fair value of our
common stock on the date of grant.

SFAS No. 123R, “Share-Based Payment,” will be effective fdrlipicompanies for annual periods beginning after June 15,
2005. Under SFAS No. 123R, companies must expense theafag of employee stock options and similar awards as of the
date the company grants the awards to employees. The experdé@oecognized over the vesting period for each option
and adjusted for actual forfeitures that occur before vesting.

We have adopted FAS 123R for our fiscal year 2006. Adiomf FAS 123R will have a material impact on our aigsited
results of operations, financial position and statementash flows (See Note 1 to Consolidated Financial Statements —
Accounting for Stock-based Compensation). In additaioption of FAS 123R could negatively impact our abtiityutilize
employee stock plans to recruit and retain employees and msultt in a competitive disadvantage to us in the employee
marketplace

Failureto receive shareholder approval for additional employee stock options and other equity compensation may adversely
affect our ability to hire and retain employees.

Currently, we do not have an employee equity compensationirplalace that would allow us to issue meaningful addifion
equity compensation to employees. Our board of director®eggbran equity stock compensation plan and recommended the
plan to shareholders for approval at our 2005 AnnuateBloéder Meeting. The shareholders did not approve the flame

do not receive shareholder approval of a new plan at di® 2tinual Shareholder Meeting that provides for a sufficient
number and type of awards, our ability to hire and retaipl@ees may be adversely affected. In an effort to remain
competitive in the employee marketplace, we may decide to increaseyeegl cash compensation, which may have an
adverse impact on our financial condition and operatingtees

We have the ability to issue additional equity securities, which would lead to dilution of our issued and outstanding common
stock

The issuance of additional equity securities or securitiesectble into equity securities will result in dilution ekisting
stockholders’ equity interests in us. Our board of direct@s the authority to issue, without vote or action adkstolders,
shares of preferred stock in one or more series, anthaability to fix the rights, preferences, privileges asstrictions of

any such series. Any such series of preferred stock couldinadividend rights, conversion rights, voting righterms of
redemption, redemption prices, liquidation preferencesharaights superior to the rights of holders of our own stock. In
addition, we are authorized to issue, without stockholderosl, up to an aggregate of 200 million shares of comromk,s

of which approximately 52.0 million shares were outstamdis of September 30, 2005. We are also authorized to issue,
without stockholder approval, securities convertible intieezishares of common stock or preferred stock.

Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSUR ES ABOUT MARKET RISK.

We are exposed to changes in interest rates primarily framinoestments in certain available-for-sale securities. Our
available-for-sale securities consist primarily of fixed incoimeestments (corporate bonds, commercial paper and U.S.
Treasury and Agency securities). We continually moniterexposure to changes in interest rates and credit ratirigsufrs

with respect to our available-for-sale securities and targetvarage life to maturity of less than eighteen months.
Accordingly, we believe that the effects of changes in inteadss iand credit ratings of issuers are limited and woultiane

a material impact on our financial condition or results adrapions. At September 30, 2005, we had a non-tradireggtment
portfolio of fixed income securities, excluding fleoclassified as cash and cash equivalents, ob $iilion (see Note 7 of the
Company’s Consolidated Financial Statements). Hketanterest rates were to increase immediatallywaniformly by 10% from
levels as of September 30, 2005, the fair marketwvaf the portfolio would decline by approximat&.1 million.

Our international operations, particularly those in Switzerlamd France, are exposed to changes in foreign currency
exchange rates due to transactions denominated in currenciethathéhe location’s functional currency (the Swiss Frauc an
the Euro). We are also exposed to foreign currency fluchstioe to remeasurement of the net monetary assets ofarlr Isr
and Singapore operations’ local currencies into the locatifumictional currency, the U.S. dollar. Based on our overall
currency rate exposure at September 30, 2005, a near termppbétiation or depreciation in the foreign currency podtfiali

the U.S. dollar could have approximately a $2.0 milliopact on our financial position, results of operations and ftasis

for a three month period. This impact is heavily dependenhumerous factors associated with our foreign operations,
including sales to certain customers, product mix and denaawdexpense levels.
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In October 2005 we entered into a foreign exchange forwartlazh and may enter into additional foreign exchange forward
contracts and other instruments designed to minimize tw-&tm impact of foreign currency fluctuations on ousibass.
Our attempts to hedge against these risks may not be sutesssimay result in a material adverse impact on our financial
results and cash flows.

Item 8. FINANCIAL STATEMENTS AND SUPPLEMEN TARY DATA.

The Consolidated Financial Statements of Kulickd Soffa Industries, Inc. listed in the index appeaunder Item 15 (a)(1)
herein are filed as part of this Report under ltieis 8.
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KULICKE AND SOFFA INDUSTRIES, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands)
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Kulicke & Soffdndustries, Inc.:

We have completed an integrated audit of Kulickd &offa Industries Inc.’s 2005 consolidated finahaitatements and of its internal
control over financial reporting as of September 3005 and audits of its 2004 and 2003 consolidéitethcial statements in accordance
with the standards of the Public Company Accountihgrsight Board (United States). Our opinions.eblasn our audits, are presented
below.

Consolidated financial statements and financiatestaent schedule

In our opinion, the consolidated financial statetadisted in the index appearing under Item 15{a)¢esent fairly, in all material respects,
the financial position of Kulicke and Soffa Indust Inc. at September 30, 2005 and September 8@, 20d the results of their operations
and their cash flows for each of the three yeathénperiod ended September 30, 2005 in conformitly accounting principles generally
accepted in the United States of America. In @ajtin our opinion, the financial statement scHedisted in the index appearing under
Iltem 15(a)(2) presents fairly, in all material rests, the information set forth therein when readdnjunction with the related consolidated
financial statements. These financial statememdisfimancial statement schedule are the respoitgibfl the Company’s management. Our
responsibility is to express an opinion on thesarftial statements and financial statement schézided on our audits. We conducted our
audits of these statements in accordance with tdnedards of the Public Company Accounting Oversigbard (United States). Those
standards require that we plan and perform thetdadobtain reasonable assurance about whethefirtarcial statements are free of
material misstatement. An audit of financial stageis includes examining, on a test basis, evideapporting the amounts and disclosures
in the financial statements, assessing the acemumtiinciples used and significant estimates madenbnagement, and evaluating the
overall financial statement presentation. We belithat our audits provide a reasonable basis foopimion.

Internal control over financial reporting

Also, in our opinion, management's assessmentydtezi in Management’s Report on Internal Control ihieancial Reporting appearing
under Item 9A, that the Company maintained effectiternal control over financial reporting as @p&mber 30, 2005 based on criteria
established irinternal Control - Integrated Framework issued hg tCommittee of Sponsoring Organizations of thedway Commission
(COSO0), is fairly stated, in all material respebsed on those criteria. Furthermore, in our opinihe Company maintained, in all material
respects, effective internal control over finanaigporting as of September 30, 2005, based orrierigstablished idnternal Control -
Integrated Framework issued by the COSe Company’s management is responsible for miaing effective internal control over
financial reporting and for its assessment of tfiecdveness of internal control over financial ogjing. Our responsibility is to express
opinions on management's assessment and on tletieffeess of the Company’s internal control oveaficial reporting based on our audit.
We conducted our audit of internal control ovemafinial reporting in accordance with the standarfdth® Public Company Accounting
Oversight Board (United States). Those standargigine that we plan and perform the audit to obtamsonable assurance about whether
effective internal control over financial reportingis maintained in all material respects. An aaflinternal control over financial reporting
includes obtaining an understanding of internalti@drover financial reporting, evaluating managetigassessment, testing and evaluating
the design and operating effectiveness of integwitrol, and performing such other procedures ascamsider necessary in the
circumstances. We believe that our audits provitdeEaaonable basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonableaamesuregarding the reliability of
financial reporting and the preparation of finah@dtatements for external purposes in accordandke generally accepted accounting
principles. A company’s internal control over firéal reporting includes those policies and proceduhat (i) pertain to the maintenance of
records that, in reasonable detail, accurately faity reflect the transactions and dispositionstlté assets of the company; (ii) provide
reasonable assurance that transactions are recasdeedcessary to permit preparation of financitiestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeiordgcordance with authorizations of
management and directors of the company; andpfidyide reasonable assurance regarding preventiimely detection of unauthorized
acquisition, use, or disposition of the compangseats that could have a material effect on thenfiih statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or dét@isstatements. Also, projections of any
evaluation of effectiveness to future periods afgect to the risk that controls may become inadéegjbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

/sl PricewaterhouseCoopers LLP
Philadelphia, Pennsylvania
December 13, 2005
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KULICKE AND SOFFA INDUSTRIES, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands)

September 30, September 30,
2004 2005
ASSETS
Current Assets:
Cash and cash equivalents $ 60,333 $ 79,455
Restricted cash 3,257 1,381
Short-term investments 32,176 14,533
Accounts receivable, net of allowance for doubtful
accounts (2004 - $3,646; 2005 - $3,257) 110,718 143,575
Inventories, net 58,017 54,744
Prepaid expenses and other current assets 110,60 10,267
Deferred income taxes 992 1,605
TOTAL CURRENT ASSETS 276,094 305,560
Property, plant and equipment, net 57,506 45,132
Intangible assets, net of accumulated amortization
(2004 - $35,209; 2005 - $-0-) 54,045 -
Goodwill 81,440 29,684
Other assets 7,873 6,120
TOTALASSETS $ 476,958 $ 386,496
LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIT)
CURRENT LIABILITIES :
Current Liabilities:
Current portion of long-term debt $ 202 $ 10,119
Accounts payable 50,002 59,448
Accrued expenses 37,660 32,748
Income taxes payable 12,277 17,196
TOTAL CURRENT LIABILITIES 100,141 119,511
Long-term debt 275,725 270,000
Other liabilities 8,112 6,389
Deferred income taxes 25,960 22,344
TOTAL LIABILITIES 409,938 418,244
Commitments and contingencies
SHAREHOLDERS' EQUITY (DEFICIT):
Preferred stock; without par value:
Authorized — 5,000 shares; issued - none - -
Common stock, without par value:
Authorized — 200,000 shares; issued and outstanding
2004 — 51,162 shares; 2005 — 51,981 shares 84713, 218,426
Retained earnings (deficit) (139,912) (243,994)
Accumulated other comprehensive loss (6,915) (6,180)
TOTAL SHAREHOLDERS' EQUITY (DEFICIT) 67,020 (31,748)
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIT ) $ 476,958 $ 386,496

The accompanying notes are an integral part okthessolidated financial statements.
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KULICKE AND SOFFA INDUSTRIES, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

Net revenue
Cost of sales
Gross profit

Selling, general and administrative
Research and development
Resizing

Asset impairment

Goodwill impairment

Amortization of intangibles

Gain on sale of assets

Loss on sale of product lines
Operating expenses

Income (loss) from operations

Interest income

Interest expense

Charge on extinguishment of debt

Income (loss) from continuing operations befor@me taxes
Provision for income taxes for continuing operagion

Net income (loss) from continuing operations

Loss from discontinued operations, net of tax

Loss on sale of FCT Division, net of tax

Net income (loss)

Net income (loss) per share from continuing operatins:
Basic
Diluted

Loss per share from discontinued operations:
Basic
Diluted

Net income (loss) per share:
Basic
Diluted

Weighted average shares outstanding:
Basic
Diluted

Fiscal Year Ended September 30,

2003 2004 2005
$ 477935 $ 717811 $ 561,274
349,727 486,806 419,695
128,208 231,005 141,579
102,327 A28 94,473
38,121 34,611 41,025
(475) (68) -
3,629 3,293 48,820
- - 51,756
9,260 9,022 6,225
- (1,023) (2,173)
5,257 - -
158,119 147,060 240,126
(29,911) 83,945 (98,547)
940 1,109 2,228
(17,431) (10,466) (3,806)
- (10,510) -
(46,402) 64,078 (100,125)
7,594 7,386 3,957
958) 56,692 (104,082)
2,623) (432) -
- (380 -

$  (76,689) $ 55880 $ (104,082
(1.09) $ 112 $ (202
(1.09) $ 090 $ (202
(0.46) $ (002 $ -
(0.46) $ (001 $ -
(1.54) $ 110 $ (202
(1.54) $ 089 $  (2.02)
49,695 50,746 51,619
49,695 68,582 51,619

The accompanying notes are an integral part okthessolidated financial statements.
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KULICKE AND SOFFA INDUSTRIES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Fiscal Year Ended September 30,

2003 2004 2005
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ (76,689) $ 55880 $ (104,082)
Adjustments to reconcile net income (loss) to ashgrovided by (used
in) operating activities:
Depreciation and amortization 37,852 30,678 25,411
Charge on early extinguishment of debt - 10,510 -
Tax benefit from exercise of stock options 89 991 -
Provision for doubtful accounts 519 (850) 6
Impairment of fixed and intangible assets 10,502 3,293 48,820
Impairment of goodwill 5,667 - 51,756
Loss (gain) on sale of product lines and properties 5,257 (1,023) (2,173)
Deferred taxes - 466 (3,905)
Provision for inventory valuations 3,490 3,566 4,454
Non-cash employee benefits 2,230 2,262 3,482
Changes in assets and liabilities, net of effeetogjuired and
sold businesses:
Accounts receivable (5,531) (19,293) (33,142)
Inventories 2,454 (23,766) (1,275)
Prepaid expenses and other assets (1,138) 1,512 (1,220)
Accounts payable and accrued expenses (18,142) 1,750 4,163
Income taxes payable 3,734 1,982 5,034
Other, net 604 3,304 (15)
Net cash provided by (used in) operating activities (29,102) 71,262 (2,686)
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales of investments classified aitahle for sale 26,287 17,286 55,615
Purchase of investments classified as availabiesdie (8,603) (44,992) (37,907)
Purchases of plant and equipment (10,975) (13,405) (12,505)
Sale (purchase) of Flip Chip segment - 3,352 -
Proceeds from sale of property and equipment 1,643 933 3,187
Net cash provided by (used in) investing activities 8,352 (36,826) 8,390
CASH FLOWS FROM FINANCING ACTIVITIES:
Net proceeds from issuance of 0.5% convertible slihated notes - 199,328 -
Net proceeds from issuance of 1.0% convertible slihated notes - 63,189 -
Purchase of 4.75% convertible subordinate notes - (178,563) -
Purchase of 5.25% convertible subordinate notes - (127,425) -
Payments on borrowings, including capitalized Isase (205) (93) -
Borrowings associated with direct financing arrangst - - 10,622
Changes in restricted cash 344 (421) 1,876
Proceeds from issuances of common stock 424 4,162 1,097
Net cash provided by (used in) financing activities 563 (39,823) 13,595
Effect of exchange rate changes on cash and gashakents (74) (5) (177)
Change in cash and cash equivalents (20,261) (5,392) 19,122
Cash and cash equivalents at:
Beginning of year 85,986 65,725 60,333
End of year $ 65,725 $ 60,333 $ 79,455
Supplemental Disclosures:
Cash payments for interest $ 15700 $ 11,100 $ 1,707
Cash payments for income taxes $ 4,800 $ 4,800 $ 5,824

The accompanying notes are an integral part okthessolidated financial statements.
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KULICKE AND SOFFA INDUSTRIES, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (DEFICIT)

(in thousands)

Balances at September 30, 2002

Employer contribution to the Company’s 401K plan
Employer contribution to Company’s pension plan
Exercise of stock options

Tax benefit from exercise of stock options
Components of comprehensive loss:

Net loss

Translation adjustment

Unrealized gain on investments, net

Minimum pension liability (net of taxes of $397)
Total comprehensive loss

Balances at September 30, 2003

Employer contribution to the Company’s 401K plan
Employer contribution to Company’s pension plan
Exercise of stock options

Tax benefit from exercise of stock options
Components of comprehensive income:

Net income

Translation adjustment

Unrealized loss on investments, net

Minimum pension liability (net of taxes of $215)
Total comprehensive income

Balances at September 30, 2004

Employer contribution to the Company’s 401K plan
Employer contribution to Company’s pension plan
Exercise of stock options

Components of comprehensive income:

Net loss

Translation adjustment

Unrealized gain on investments, net

Minimum pension liability

Total comprehensive loss

Balances at September 30, 2005

Accumulated

Retained Other
Common Stock Earnings Comprehensive Shareholdgr
Shares Amount (Deficit) Loss Equity (Deficit)
49,414 $ 199,886 $(119,103) $ (11,460) $ 69,323
429 2,230 2,230
150 987 987
99 415 415
89 89
(76,689) (76,689)
2,953 2,953
51 51
738 738
(72,947)
50,092 $ 203,607 $(195,792) $(7,718) 07
214 2,262 2,262
230 2,825 2,825
626 4,162 4,162
991 991
55,880 55,880
445 445
(42) (42)
400 400
56,683
51,162 $ 213,847 $(139,912) $ (6,915) $67,020
812 1,958 1,958
521 1,524 1,524
323 1,097 1,097
(104,082) (104,082)
590 590
36 36
109 109
(103,347)
51,981 $218,426  $(243,994) $ (6,180) $(31,748)

The accompanying notes are an integral part okthessolidated financial statements.
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KULICKE AND SOFFA INDUSTRIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Consolidation These consolidated financial statements include the accountdiockdand Soffa Industries, Inc. and
its subsidiaries (the “Company”), with appropriate elimioatbf intercompany balances and transactions.

Nature of Businesss The Company designs, manufactures and markets capital equigraekaging materials and test
interconnect solutions and services, maintains, repairs pachdes assembly equipment. The Company’s operatingsresul
depend upon the capital and operating expenditures of seduoon manufacturers and subcontract assemblers worldwide
which, in turn, depend on the current and anticipated madeshand for semiconductors and products utilizing
semiconductors. The semiconductor industry is highly Velatid experiences periodic downturns and slowdowns whigh ha
a severe negative effect on the semiconductor industry’s demarsgrhiconductor capital equipment, including assembly
equipment manufactured and marketed by the Company and, toea dassnt, packaging materials and test interconnect
solutions such as those sold by the Company. Over timse downturns and slowdowns have also adversely afféneted
Company’s operating results. The Company believes such iplatilll continue to characterize the industry and the
Company’s operations in the future.

Management EstimatesThe preparation of financial statements in conformithwgiénerally accepted accounting principles
requires management to make estimates and assumptions thatttafaetported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the dateedinancial statements and the reported amounts of ueseamd
expenses during the reporting period. The more signifigegds involving the use of estimates in these financial statemen
include allowances for uncollectible accounts receivable, reservesdess and obsolete inventory, carrying value and lives
of fixed assets, goodwill and intangible assets, valuatiowahces for deferred tax assets, deferred tax liabilities fo
undistributed earnings of certain foreign subsidiarie$,isglirance reserves, pension benefit liabilities, resizirgranty and
litigation. Actual results could differ from those estimated

Vulnerability to Certain ConcentrationsFinancial instruments, which may subject the Company toeestrations of credit

risk at September 30, 2005 and 2004 consist primarilgvafstments and trade receivables. The Company manages credit risk
associated with investments by investing its excess cash @stmgnt grade debt instruments of the U.S. Government,
financial institutions and corporations. The Company éstablished investment guidelines relative to diversificatiod
maturities designed to maintain safety and liquidity. €lgasdelines are periodically reviewed and modified to takeantage

of trends in yields and interest rates. The Company’'s tradeivables result primarily from the sale of semiconductor
equipment, related accessories and replacement parts, packagiriglsnatel test interconnect products to a relatively small
number of large manufacturers in a highly concentrated indute Company continually assesses the financial strength of
its customers to reduce the risk of loss. Write-offsmafaliectible accounts have historically not been significant.

Cash Equivalents The Company considers all highly liquid investmenith wriginal maturities of three months or less when
purchased to be cash equivalents.

Investments Investments, other than cash equivalents, are classifiethds,” “available-for-sale” or “held-to-maturity”, in
accordance with SFAS 115, and depending upon the nature afuwhstment, its ultimate maturity date in the case of debt
securities, and management’s intentions with respect to aldensecurities. Investments classified as “trading” are tegbor

at fair market value, with unrealized gains or losses includeghiinings. Investments classified as “available-for-sale” are
reported at fair market value, with net unrealized gains @efoseflected as a separate component of shareholders’ equity
(accumulated other comprehensive income (loss)). The faiketamlue of trading and available-for-sale securities is
determined using quoted market prices at the balance sheetria&stments classified as held-to-maturity are reported at
amortized cost. Realized gains and losses are determined asihefspecific identification of the securities sold.

Allowance for Doubtful AccountsThe Company maintains allowances for doubtful accoumtedttmated losses resulting
from the inability of its customers to make required paymdhthe financial condition of the Company’s customeeseato
deteriorate, resulting in an impairment of their abilityntake payments, additional allowances may be required. The Company
also is subject to concentrations of customers and salégwogeographic locations, which may also impact the collectabilit

of certain receivables. If economic or political conditions werehtange in the countries where the Company does business
could have a significant impact on the results of its omaratiand its ability to realize the full value of its accouetgivable.
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Inventories- Inventories are stated at the lower of standard edstk approximates actual cost on a first-in first-out Hasis
market value, except for certain gold inventories on hand thattated at market value (along with a corresponding liability)
in accordance with the terms of our gold supply finaneigigement. The Company generally provides reserves for egutipm
inventory and spare parts and consumable inventories cagittebe in excess of eighteen (18) months of forecastea futur
demand and test interconnect inventory considered to be isse&td?2 months of forecasted future demand. The forecasted
demand is based upon internal projections, historical salesnes| customer order activity and a review of consumable
inventory levels at our customers’ facilities. The Companyroanicates forecasts of its future demand to its suppliers and
adjusts commitments to those suppliers accordingly. Ifireduthe Company reserves for the difference between thencarry
value of its inventory and the lower of cost or market @ahased upon assumptions about future demand, market cosditio
and the next cyclical market upturn. If actual market conditaresless favorable than its projections, additional itorgn
reserves may be required.

Property, Plant and Equipment Property, plant and equipment are carried at cost. The coatidifions and those
improvements which increase the capacity or lengthen the Uisefsilof assets are capitalized while repair and maintenance
costs are expensed as incurred. Depreciation and amortizegigmozided on a straight-line basis over the estimaseful

lives as follows: buildings 25 to 40 years; machinery andpaoent 3 to 10 years; and leasehold improvements are based on
the shorter of the life of lease or life of asset. Purchasetuter software costs related to business and financiahsyare
amortized over a five year period on a straight-line basis.

Long-Lived Assets The Company’s long-lived assets include property t@ad equipment, goodwill and intangible assets.
In accordance with the provisions of SFAS 1@2pdwill and Other Intangible Assetie Company’s goodwill is no longer
amortized. The standard also requires that an impairmengetestrformed to support the carrying value of goodwileast
annually, and whenever events occur that may impact thermarrgdue of goodwill. The Company’s goodwill impairmestt
utilizes discounted cash flows to determine fair value and catipamarket multiples to corroborate fair value.

The Company’s intangible assets with determinable lives, whiere comprised of customer accounts and complete
technology in its test interconnect business segment, werdizedoover their estimated useful life. The Company amortized
these intangible assets on a straight-line basis over tineatedd period to be benefited by the intangible assetghwihas

10 years. The Company managed and valued its complete techitotbgyaggregate as one asset group.

In accordance with SFAS No. 144, “Accounting for the dimment or Disposal of Long-lived Assets,” the Company’s
intangible assets and property, plant and equipment are testéchfairment based on undiscounted cash flows, and if
impaired, written-down to fair value based on either distmlicash flows or appraised values. This standard alscdpeosi
single accounting model for long-lived assets to be dispobby sale and establishes additional criteria that would twatre

met to classify an asset as held for sale. The carrying amoantasfset or asset group is not recoverable if it exceedsiine

of the undiscounted cash flows expected to result frenusie and eventual disposition of the asset or asset @istirpates of
future cash flows used to test the recoverability of a lomgl asset or asset group must incorporate the entityls ow
assumptions about its use of the asset or asset groumwsidactor in all available evidence. SFAS No. 144 reqtiras
long-lived assets be tested for recoverability whenever gw@nthanges in circumstances indicate that its carrying amount
may not be recoverable. Such events include significant yoetarmance relative to the expected historical or projected
future operating results; significant changes in the marfneggenof the assets; significant negative industry or ecaniwends

and significant changes in market capitalization.

Foreign Currency Translatior The majority of the Company’s business is transacted3n dibllars, however, the functional
currency of some of the Company’s subsidiaries is their lmoakncy. For the Company subsidiaries that have a fuattion
currency other than the U.S. dollar, gains and losseftingsfrom the translation of the functional currency it@. dollars

for financial statement presentation are not included in datgrgnnet income but are accumulated in the cumulative
translation adjustment account as a separate component of d$tharghequity (accumulated other comprehensive income
(loss)), in accordance with SFAS No. 52. Cumulative teditgi adjustments are not adjusted for income taxes as theyteela
indefinite investments in non-U.S. subsidiaries. Gairtslasses resulting from foreign currency transactionsraleded in

the determination of net income. Net exchange and transdotises were $0.3 million, $0.9 million, and $1.4liol, for the
fiscal years ended September 30, 2005, 2004 and 2003, reslyect

Revenue Recognition The Company recognizes revenue in accordance with Staff Aaog@Bulletin No. 104 (SAB 104),
Revenue Recognitiomhe Company recognizes revenue when persuasive evidenceaofangement exists, delivery has
occurred or services have been rendered, the price isdixédterminable, the collectibility is reasonably assured itanas
completed its equipment installation obligations and receivster acceptance, or is otherwise released from its installatio
or customer acceptance obligations. In the event terms of thersaide for a lapsing customer acceptance period, revenue is
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recognized based upon the expiration of the lapsing acceptanod percustomer acceptance, whichever occurs first. The
Company'’s standard terms are Ex Works (K&S factory), tifih transferring to its customer at the Company’s loadiogk

or upon embarkation. The Company does have a small percentage®fwith other terms, and revenue is recognized in
accordance with the terms of the related customer purchase Redenue related to services is generally recognized upon
performance of the services requested by a customer ordenuRefce extended maintenance service contracts with a term
more than one month is recognized on a prorated straighidsis over the term of the contract.

Shipping and handling costs billed to customers are recogmizezt revenue. Shipping and handling costs are includeaist
of sales.

Research and DevelopmenThe Company charges all research and development costs assediatdte development of
new products to expense when incurred.

Income Taxes Deferred income taxes are determined using the liability rdaéthaccordance with SFAS No. 108;counting

for Income TaxedNo provision is made for U.S. income taxes on the poxfoundistributed earnings of foreign subsidiaries
which are indefinitely reinvested in foreign operationse Gompany records a valuation allowance to reduce its deferred t
assets to the amount that is more likely than not to beeeali

Environmental Expenditures Future environmental remediation expenditures are recordegddrating expenses when it is
probable that a liability has been incurred and the amouhedfability can be reasonably estimated. Accrued liabiliteeaat
include claims against third parties and are not discounted.

Earnings Per Share Earnings per share are calculated in accordance with SFARRdEarnings Per ShareBasic earnings
per share include only the weighted average number of comhawassoutstanding during the period. Diluted earnings per
share include the weighted average number of common sharekeadiutive effect of stock options and other potentially
dilutive securities outstanding during the period, wherhsnstruments are dilutive.

Variable Interest Entities in January 2003, the FASB issued Interpretation No. 48 @6), Consolidation of Variable
Interest Entities, an Interpretation of ARB No. ¥IN 46 requires certain variable interest entities to bealmated by the
primary beneficiary of the entity if the equity investorghe entity do not have the characteristics of a controllingnitial
interest or do not have sufficient equity at risk for théte to finance its activities without additional subim@ted financial
support from other parties. Effective October 1, 2003Cthnpany identified a business enterprise that qualifiedvasiable
interest entity and consolidated the entity (the “VIE") ithe Company’s financial statements beginning with thetguar
ending December 31, 2003. In fiscal 2004, the consolidatiahe VIE increased the Company’s assets and liabilities by
approximately $6.0 million. During fiscal 2005, the \BId land and a building located in Gilbert, Arizona aroseguently
was dissolved. The deconsolidation of the VIE in fis€3resulted in a decrease in assets and liabilities by apateky
$5.8 million and $5.5 million, respectively.

Accounting for Leases In accordance with SFAS No. 9¢counting For LeasegSFAS 98) the Company accounts for a
sale-leaseback transaction involving real estate as a sale-leasahaaktion if the transaction includes the following:

* A normal leaseback, as described in SFAS 98.

« Payment terms and provisions that adequately demonstrabeybelessor's initial and continuing investment in the
property.

» Payment terms and provisions that transfer all of the otbles and rewards of ownership as demonstrated by the
absence of any other continuing involvement by the selksele.

Otherwise, the Company accounts for the sale by the depetiod or as a direct financing arrangement in accordance with
SFAS 98.

Extinguishment of Debt Gains and losses from the extinguishment of debt arediedlin income (loss) from operations
unless the extinguishment is both unusual in nature gneljirent in occurrence, in which case the gain or loss wosild
presented as an extraordinary item.

Accounting for Stock-Based Compensatiofthe Company accounts for stock option grants using tier$ic value method”

prescribed by Accounting Principles Board Opinion No.A&&ounting for Stock Issued to Employ€#d°B No. 25"), and
discloses the pro forma effect on net income (loss) andngar(ioss) per share as if the fair value method had bedadfip
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stock option grants, in accordance with SFAS ERounting For Stock-Based Compensation.

In December 2002, the FASB issued SFAS W&;ounting for Stock-Based Compensation-Transition @isdlosure.This
Statement amends FASB Statement No. #3ounting for Stock-Based Compensatimnprovide alternative methods of
transition for a voluntary change to the fair value based adetti accounting for stock-based employee compensation. In
addition, this Statement amends the disclosure requirerobBtatement 123 to require prominent disclosures ih Aohual

and interim financial statements about the method of accguittirstock-based employee compensation and the effect of the
method used on reported results. The Company hasealdiyet disclosure provisions of this standard.

Pro forma information regarding net income (loss) andiegs (loss) per share is required by SFAS 123 ftioog granted
after October 1, 1995 as if the Company had accounted f&toitk option grants to employees under the fair value method
SFAS 123. The fair value of the Company’s weighted averagetook option grants to employees was estimated using a
Black-Scholes option pricing model.

The following assumptions were employed to estirtiadair value of stock options granted to empésye

Fiscal Year Ended September 30,

2003 2004 2005
Expected dividend yield - - -
Expected stock price volatility 84.78% 83.42% 83.52%
Risk-free rate 2.89% 3.32% 3.32%
Expected life (years) 5 5 5

For pro forma purposes, the estimated fair value of the @oyp stock options to employees and directors is amornized
the options’ vesting period. The Company’s pro fornfarmation follows:

(net loss in thousands)
Fiscal Year Ended September 30

2003 2004 2005
Net income (loss), as reported $ (76,689) $55,880 $ (104,082)
Deduct: Total stock-based compensation expense
determined under fair value based method for all
awards, net of related tax effects (8,828) (11,831) (12,742)
Pro forma net income (loss) $ (85,517) $44,049 $ (116,824)
Net income (loss) per share:
Basic — as reported $ (1.54) $ 1.10 $ .00
Basic — pro forma $ (1.72) $ 0.87 (2.26)
Diluted — as reported $ (1.54) $ 0.89 $ (2.02)
Diluted — pro forma $ (1.72) $ 072 $ (2.26)

With respect to the accounting treatment of retirement eligyilplovisions of employee stock-based compensation award
the Company has historically followed the nominal vestiegiod approach versus the non-substantive vestingdperio
approach as proscribed by SFAS 123. The impact of nogingghe non-substantive vesting period approach in gears
was not material to the consolidated financial statements.
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Recent Accounting Pronouncements

In November 2004, the FASB issued Statement of Financialultity Standards No. 151, Inventory Costs — an amendment
of ARB 43, chapter 4 (SFAS 151). SFAS 151 clarifiesabeounting for abnormal amounts of idle facility expenseglfitei
handling costs, and wasted material (spoilage) in the deteromnaftinventory carrying costs. The statement requires such
costs be recognized as a current-period expense. SFAS 151 alsesréigat allocation of fixed production overheads to the
costs of conversion be based on the normal capacity of tliigiton facilities. This statement is effective for fiscal gear
beginning after June 15, 2005. The adoption of traadsrd is not expected to have a material impact on the Cormspany’
financial condition or results of operations.

In December 2004, the FASB issued Statement of Financial AdoguBtandards No. 123R (revised 2004), “Share-Based
Payment” (“SFAS 123R”). In summary, SFAS 123R requirespaoties to expense the fair value of employee stock options
and similar awards as of the date the Company grants the awwagdployees. The expense would be recognized over the
vesting period for each option and adjusted for actuétifares that occur before vesting. The adoption of SEAZR will
require additional accounting related to the income tax effects afitioadl disclosures regarding the cash flow effects
resulting from share-based payment arrangements. SFASid 28@ctive for annual periods beginning after June 1652
March 2005, the Securities and Exchange CommissiondsStadf Accounting Bulletin No. 107 (“SAB” 107) relating the
adoption of SFAS 123(R).

The Company will adopt SFAS 123(R) in the first quadérfiscal 2006 using the modified prospective basis tramsit
method. Under this method, compensation cost is recogrozesthére-based payments to employees based on their grant date
fair value from the beginning of the fiscal period in whible recognition provisions are first applied. Measurenagk
recognition of compensation cost for awards that were grami@dt@, but not vested as of the date of adoption are based
the same estimate of grant-date fair value and the same recognéibod used previously under SFAS 123 The value of each
option is estimated as of the grant date using the BlackkScluption pricing model. The Company will recognize the
compensation cost for stock-based awards issued after $ept80y 2005 on a straight-line basis over the requisitécser
period. With respect to the accounting treatment of retiremégibiéty provisions of employee stock-based compensation
awards, the Company will follow the non-substantive vespiegod approach and recognize compensation cost immediately
for awards granted to retirement eligible employees, or dvepériod from the grant date to the date retirement eligilislity
achieved. We expect that the adoption of SFAS 123(R) wikk lzamaterial impact on our results of operations. The fiahnci
statement impact will be dependent on the future stasled awards and any unvested stock options outstandhmey gete of
adoption.

Reclassifications Certain reclassifications have been made to prior yeardmsan order to conform to the current year's
presentation.

NOTE 2: DISCONTINUED OPERATIONS

In February 1996, the Company entered into a joint verggreement with Delco Electronics Corporation (“Delco”) timg

for the formation and management of Flip Chip Technolodie€ (“FCT"). FCT was formed to license related technologies
and to provide wafer bumping services on a contract Hasliarch 2001, the Company purchased the remaining interest
the joint venture owned by Delco for $5.0 million andlimled FCT in its Advanced Packaging business segmentweST
not profitable.

In February 2004, the Company sold the assets of FCapfmmoximately $3.4 million in cash and notes, the agreemetite
buyer to satisfy approximately $5.2 million of the Compariease liabilities and the assumption of certain otherliligisi
The sale included fixed assets, inventories, and intellectopepy of the Company’s flip chip business. The majorsela®f
FCT assets and liabilities sold included: $3.6 millionattounts receivable, $119 thousand in inventory, $2.5omilh
property, plant and equipment, $119 thousand in otray term assets, $1.5 million in accounts payable and $1i6rmin
accrued liabilities. The Company recorded a net loss on thefRET of $380 thousand. The net sales from FCT in fiscal
2004 were $9.4 million and net loss was $432 thousand. ias been recorded as a discontinued operation in theseidina
statements. The Company also reclassified its prior penaddial statements to coincide with the current presentation.

The Company recorded revenue and pre-tax loss associatedGilitbfF$16.4 million and $22.7 million in fiscal 200Bhe
Company recorded no income tax provision or benefit flmerloss at FCT in fiscal 2003, 2004 and 2005.
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NOTE 3: RESIZING COSTS

The semiconductor industry has been volatile, with shaipgierdownturns and slowdowns. The industry experiemegss
capacity and a severe contraction in demand for semiconductofanaming equipment during fiscal 2003. The Company
developed formal resizing plans in response to these chamgesbusiness environment with the intent to align dstc
structure with anticipated revenue levels. Accounting for regiaativities requires an evaluation of formally agreed upah an
approved plans. The Company documented and committed ege thlans to reduce spending that included facility
closings/rationalizations and reductions in workforce. Thengany recorded the expense associated with these plans in the
period that it committed to the plans. Although the Camyp@made every attempt to consolidate all known resizing Gesvi

into one plan, the extreme cycles and rapidly changing forecastirigbnment places limitations on achieving this objective.
The recognition of a resizing event does not necessarily peeslmilar but unrelated actions in future periods.

The Company recorded resizing charges of $18.8 millioniszalf 2002 and $4.2 million in fiscal 2001. In fiscal 2064
Company reversed $68 thousand of these resizing charges &sdain2003 it reversed $475 thousand of these resizing
charges as the actual severance costs were less than thegiosally estimated.

In addition to the formal resizing costs identified beltiie Company continued (and is continuing) to downsizeferations

in fiscal 2003, 2004 and 2005. These downsizing effedslted in workforce reduction charges of $3.7 milliofisoal 2005,
$4.5 million in fiscal 2004 and $5.6 million in fisc2D03. In contrast to the resizing plans discussed aboe®e thorkforce
reductions were not related to formal or distinct restrungsi but rather, the normal and recurring management of
employment levels in response to business conditions anarmgoing effort to reduce the Company’s cost structure. |
addition, during fiscal 2003, if the business condgievere to have improved, the Company was prepared to renime af
these terminated individuals. These recurring workforce reductivarges were recorded as Selling, General and
Administrative expenses.

A table of the charges, reversals and payments of the foesiaing plans initiated in fiscal 2002 appears below:

(in thousands)

Severance
Fiscal 2002 Resizing Plans and Benefits Commitments Total
Provision for resizing plans in fiscal 2002
Continuing operations $ 9,486 $ 9,282 $38,768
Discontinued operations 893 - 893
Payment of obligations (5,914) (300) (6,214)
Balance, September 30, 2002 4,465 8,982 13,447
Change in estimate (455) - (455)
Payment of obligations (3,135) (3,192) (6,327)
Balance, September 30, 2003 875 5,790 6,665
Change in estimate (68) - (68)
Payment of obligations (440) (2,619) (3,059)
Balance, September 30, 2004 367 3,171 3,538
Payment of obligations (342) (2,064) (2,406)
Balance, September 30, 2005 $ 25 $ 1,107 $ 1,132

The plans have been completed but cash payments for the severanes emargperating lease payments are expected to
continue into fiscal 2006, or such time as the obligatt@msbe satisfied.

NOTE 4: ASSET IMPAIRMENT
Fiscal 2005

In fiscal 2005, the Company recorded an asset impairment cbafge.8 million, to completely write-off customer account
and complete technology intangible assets associated witbstdbilisiness segment (see Note 5).
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Fiscal 2004

In fiscal 2004, the Company recorded an asset impairment cha®ge3amillion, $3.2 million of which was due to theiter
off of the portion of its complete technology intangibleshsssociated with its PC board fabrication business (wiashsold
in fiscal 2004) and $110 thousand was associated with ritedown of manufacturing equipment resulting from thesate
of a probe card production facility in France.

Fiscal 2003

In fiscal 2003, the Company recorded an asset impairmenteciofr$§10.5 million ($3.6 in continuing operations ar&l9%
million in discontinued operations). The charge includ&i9 million in its flip chip business unit to weidown assets to their
estimated fair market value; $1.7 million associated with manufagtequipment for a discontinued test product; $1.Zanill
associated with manufacturing equipment in a downsized testyfaciDallas, Texas; and $730 thousand resulting froen th
write-down of assets that were sold and assets that bedasoéete. In the fourth quarter of fiscal 2003, the Company
completed the sale of its sawing and hard material blades phothsas well as its polymer product line. As a resuthege
transactions, the Company recorded a loss of $5.3 miltiade up of asset write-offs of $6.5 million offset by cpsiceeds

of $1.2 million.

NOTE 5: GOODWILL AND INTANGIBLE ASSETS

As of September 30, 2005, the Company’s remaining gobdwi$29.7 million relates to the bonding wire businesg u
included in the Company’s Packaging Materials segment. /Zepfember 30, 2004, the Company’s goodwill and intaggibl
assets totaling $135.5 million related to two reportingsuiThe reporting units were the bonding wire busingssand the
Test segment.

Intangible assets classified as goodwill and those witéfimite lives are not amortized. Intangible assets with detetsien
lives are amortized over their estimated useful life. The Comnpanforms an annual impairment test of its goodwill and
indefinite-lived intangible assets at the end of thetfoguarter of each fiscal year, which coincides with the conopletf its
annual forecasting process. The Company also tests for ingrditmetween annual tests if a “triggering” event occurs that
may have the effect of reducing the fair value of a reportingaunis intangible assets below their respective carryingegalu
When conducting its goodwill impairment analysis, the @any calculates its potential impairment charges based on the two
step test identified in SFAS 142 and using the estimatied/élue of the respective reporting units. The Company thses
present value of future cash flows from the respective lieganhits to determine the estimated fair value of the reqprtit

and the implied fair value of goodwill. The Company’s igfiate assets other than goodwill are tested for impairivesed on
undiscounted cash flows, and if impaired, written-dowfatovalue based on either discounted cash flows or appreddees.

The Company’s intangible assets in its Test business segraenicomprised of customer accounts and complete technology.
The Company manages and values complete technology in the @ggregne asset group.

Due to the existence of impairment triggers, during the tiuatter of fiscal 2005 the Company performed interim innpairt
tests on the Test segment goodwill and other long-livedililn and intangible assets. These triggers included the
identification of difficulties in the development of new T@sbducts, challenges in the introduction of these prodaaots,
greater than expected losses incurred by the Test segmead @ashis impairment analysis, a goodwill impairment ghar
totaling $51.8 million was recorded to fully write dfie goodwill of the Test reporting unit. The fair valofethe Test
reporting unit goodwill was determined by discounting pojected future cash flows from this reporting utie (tair value

of the reporting unit) and then performing an allocatiérihis fair value to the fair value of the tangible and idettle
intangible assets of the reporting unit, with the reside@lesenting the implied fair value of the goodwill.

The Company also tested the identifiable intangible assets tb#rergoodwill) of the Test segment for impairment dyrin
fiscal 2005 by comparing the carrying value of the identiéiahtangible assets to the sum of the undiscounted cash flows
expected to result from the Test segment, in accordance witB $&4, “Accounting for the Impairment or Disposal of Leng
lived Assets.” Based on these analyses, it determined that tlygngavalue of the identifiable intangible assets was not
recoverable. As such, impairment charges totaling $48.8milliere recorded during fiscal 2005 to completely writethodf
customer account and complete technology assets of the Test sebineefatir value of the identifiable other intangible assets
was calculated using the present value of estimated futurdloastof the Test segment. (See Note 4.)

In fiscal 2004, we performed interim goodwill impairmentdedue to the existence of an impairment trigger, which dere
losses experienced in our test business. Based on thesestdtst and our annual impairment test, no impairment charge was
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recorded in fiscal 2004. The fair value of the test repoinig was based on discounted cash flows of our projectedefu
cash flows from this reporting unit, consistent with thethods used in fiscal 2002 and 2003. We also tested tamgihle
assets for impairment in the March 2004 quarter, as a resihe cfale of certain assets of the test operations and re@rded
impairment charge of $3.2 million associated with the ampunit's purchased technology intangible asset. (See Npte 4

In fiscal 2003, the Company recorded a goodwill impairnsatge of $5.7 million (included in discontinued opers)jaat its
flip chip business unit. The fair value of this reportingt was determined using quoted prices from potentialhasers of
this reporting unit. The quoted prices were subsequentiffrowed upon the sale of the assets of the flip chip reqprnit in

February of 2004. The triggering event for this impainincharge was also recalibrated forecasts in the fourth qobfiecal

2003, when the Company determined that the fair valus éf chip reporting unit was less than its curresntrying value.

The changes in the carrying value of goodwill and intaeg#sisets from September 30, 2003 to September 30, 2005 appear
below:

(in thousands)

Packaging
Materials Test Total
Segment Segment Goodwill
Goodwill
Balance at September 30, 2003 $ 29,684 $51,756 $ 81,440
Impairment charge - - -
Balance at September 30, 2004 29,684 51,756 81,440
Impairment charge - (51,756) (51,756
Balance at September 30, 2005 $ 29,684 - $ 29,684
(in thousands)
Total
Customer Complete Intangible
Other Intangible Assets — Test Segment Accounts Technology Assets
Balance at September 30, 2003 $ 29,451 $ 36,798 $ 66,249
Impairment charge - (3,182) (3,182)
Amortization (4,112) (4,910) (9,022)
Balance at September 30, 2004 25,339 28,706 54,045
Additions - 1,000 1,000
Impairment charge (22,530) (26)2 (48,82C
Amortization (2,809) (3,416 (6,22F
Balance at September 30, 2005 $ - % - 3 -

The $1.0 million addition in the Test segment's Conmgl&echnology intangible assets during fiscal 2005 was for a
technology license to be used in the development of newugtd The aggregate amortization expense related to these
intangible assets for fiscal 2005, 2004 and 2003 wasriiilign, $9.0 million, and $9.3 million, respectively.
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NOTE 6: ACCUMULATED OTHER COMPREHENSIVE LOSS

At September 30, 2004 and 2005, the components of Accleduther Comprehensive Loss, reflected in the Consolidated
Balance Sheet, consisted of the following:

(in thousands)

September 30,
2004 2005
Gain (loss) from foreign currency translation atijuents $ (516) $ 74
Unrealized gain (loss) on investments, net of taxes (43) @)
Minimum pension liability, net of tax (6,356) (6,247)
Accumulated other comprehensive loss $ (6,915) $ (6,180)

NOTE 7: INVESTMENTS

At September 30, 2004 and 2005, no short-term imergts were classified as held-to-maturity. Investts, excluding cash
equivalents, classified as available-for-sale, sbted of the following at September 30, 2005 an@420

(in thousands)

September 30, 2004 September 30, 2005
Unrealized Unrealized
Fair Gains/ Cost Fair Gains/ Cost

Available-for-sale: Value (Losses) Basis Value (Losses) Basis
Government and Corporate

debt securities $ 31,883 $ (64) $ 31,947 $ 14,234 $ (6) $ 14,240
Adjustable rate notes 293 - 293 299 - 299
Short-term investments
classified as available
for sale $ 32176 S (64) $ 32240 $ 14,533 $ (6) $ 14,539

In fiscal 2005, the Company purchased $37.9 million otisies it classified as available-for-sale and sold $55l6m of
available-for-sale securities. In fiscal 2004, the Companyhased $45.0 million of securities it classified as availédnesale
and sold $17.3 million of available-for-sale securities.

NOTE 8: BALANCE SHEET COMPONENTS
Inventories consist of the following:

(in thousands)

September 30,
2004 2005

Raw materials and supplies $ 45411 $ 42,450
Work in process 12,350 13,178
Finished goods 13,373 12,288
71,134 67,916

Inventory reserves (13,117) (13,172)
_$ 58017 S 54744
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Property, Plant and Equipment consist of the falhguw

(in thousands)

September 30,

2004 2005
Land $ 2,718 $ 1,576
Buildings and building improvements 16,728 20,991
Machinery and equipment 132,184 133,874
Leasehold improvements 14,738 16,125
166,368 172,566
Accumulated depreciation (108,862) (127,434)
$ 57,506 $ 45132

During fiscal 2005, the Company entered into a direct fimgnarrangement involving the sale and leaseback of land and a
building housing its corporate headquarters in Willovov®, Pennsylvania. In accordance with SFAS 98, “Accourfting
Leases”, the Company accounted for the transaction as a finandiegrainued to report the land and building in itafioial
statements and recorded the cash received of $10.6 millaebas

Included in the fiscal 2005 statement of operationgaia on the sale of a land and building in the amount & &illion.

Accrued expenses consist of the following:
(in thousands)

September 30,
2004 2005
Wages and benefits $ 21,314 $ 15,833
Contractual commitments on closed facilities 3,045 1,107
Severance 2,326 1,792
Customer advances 2,791 3,555
Interest on long term debt 493 505
Other 7,691 9,955
$ 37,660 $ 32,748

The Company had restricted cash balances of $1lidnrat September 30, 2005 and $3.3 million att&eyer 30, 2004. These
restricted cash balances were used to supporsletteredit.

NOTE 9: DEBT OBLIGATIONS
Long-term debt at September 30, 2004 and 2005 consistked fifllowing:

(in thousands)

Fiscal Year Conversion September 30,
Type of Maturity Price Rate 2004 2005
Convertible Subordinated Notes 2009 $ 20.33 0.50% $ 205,000 $ 205,000
Convertible Subordinated Notes 2010 $ 12.84 1.00% 65,000 65,000
Other (1) 5,725 -

$ 275,725 $ 270,000

(1) Fiscal 2004 includes a mortgage of $5.5 million held Bynéted liability company which the
Company began consolidating into its financial statemenBeatmber 31, 2003 in accordance
with FIN 46. The limited liability company was deconsolathtn fiscal 2005. (See Note 1)

In the first half of fiscal year 2004, we issued $205.[iani of 0.5% Convertible Subordinated Notes in a privdgement to
qualified institutional investors. No principal payments aequired until maturity on November 30, 2008, the nber
interest at 0.5% per annum and are convertible into commek sf the Company at a conversion price of $20.33 peeshar
subject to adjustment for certain events. The notes areajaimigations of the Company and are subordinated teeaibs
debt. The notes rank equally with the Company’s 1.0% CthierSubordinated Notes (described below). There are no
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financial covenants associated with the notes and there are micticgst on incurring additional debt or issuing or
repurchasing our securities. Interest on the notes is payaliay 30 and November 30 of each year.

In the second half of fiscal year 2004, we issued $65Ibmibf 1.0% Convertible Subordinated Notes in a pavalacement
to qualified institutional investors. No principal payngeate required until maturity on June 30, 2010, the rim#as interest
at 1.0% per annum and are convertible into common stioitledCompany at a conversion price of $12.84 per shargcsiib

adjustment for certain events. The conversion rightsasfenotes may be terminated on or after June 30, 2006dlotirg

price of our common stock has exceeded 140% of the conve@rsiarthen in effect for at least 20 trading days withinreode
of 30 consecutive trading days. The notes are general abfigaif the Company and are subordinated to all senior Teét.
notes rank equally with our 0.5% Convertible Subordiddtiotes. There are no financial covenants associated withotks
and there are no restrictions on incurring additional debissuing or repurchasing our securities. Interest omthes is
payable on June 30 and December 30 of each year.

In accordance with SFAS No. 98, “Accounting For Leases”ndufiscal 2005 the Company recorded debt of $10.6 million
(all classified as a current liability as of September 305P0#s part of accounting for a sale-leaseback transaction eesct di
financing arrangement. Monthly lease payments of $0.1 mjllichich are allocated by the Company to interest expense and
amortization of the debt, are scheduled through May 200éhich time the land and building and remaining debdtanting

will be removed from the Company’s financial statements, theddeferred gain will be recognized. Interest expense is
calculated using the Company’s incremental borrowing ratehnhiestimated to be 6.0%.

NOTE 10: SHAREHOLDERS' EQUITY

Common Stock

In fiscal 2005, the Company’s common stock incrédse$4.6 million reflecting the proceeds from éhercise of employee and
director stock options of $ 1.1 million, $2.0 noli due to the issuance of common stock as matatongributions to the
Company'’s 401(k) saving plan, and $1.5 million tuéhe Company’s contribution of common stock sqiension plan.

In fiscal 2004, the Company’s common stock incrédse$4.2 million reflecting the proceeds from ehercise of employee and
director stock options, $991 thousand due to déarefit associated with the exercise of the sttloons, $2.3 million due to the
issuance of common stock as matching contributiotise Company’s 401(k) saving plan, and $2.8 amilliue to the Company’s
contribution of common stock to its pension plan.
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Stock Option Plans

The Company has fivemployee stock option plans (the "Employee Plapsfsuant to which options have been or may be
granted at 100% of the market price of the Compa@gmmon Stock on the date of grant. Options gdamteler the Employee
Plans are exercisable at such dates as are deterininonnection with their issuance, but not Iftan ten years after the date of
grant. No compensation expense has been recogréiatdd to the employee stock based plans as afitggwvere made to
employees at exercise prices equal to or greatarttte market price of the Company’s common stbthkeadate of grant.

The following summarizes all employee stock op#otivity for the three years ended September 30520

(Option amounts in thousands)

Septenmber 30,
2003 2004 2005
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Options Price Options Price Options Price
Options outstanding at
beginning of period 7320 $1292 8587 $ 1057 8160 $ 10.90
Granted 2,459 3.45 1,929 12.04 3,686 7.16
Exercised 91) 441 (592) 6.84 (386) 3.82
Terminated or canceled (1,101) 10.48 (1,764) 12.05 (1,187) 10.88
Options outstanding at
end of perio 8,58 10.5 8,16( 10.X 10,27: 9.82
Options exercisable at
end of perio 445! 11.8 445 115 5,3% 11.X

The following table summarizes information concerning culyemitstanding and exercisable employee options at September

30, 2005:

(Option amounts in thousands)
Options outstanding

Options Exercisable

Range of Exercise

Prices
$ 144 - $ 321
$ 322 - $ 641
$ 642 - $ 9.62
$ 963 - $ 12.03
$ 1204 - $ 16.03
$ 16.04 - $ 19.24
$ 1925 - $ 2244
$ 2245 - $ 28.86
$ 2887 - $ 32.06

Weighted
Average Weighted Weighted
Remaining Average Average
Options Contractual Exercise Number Exercise
QOutstanding Life Price Exercisable Price
1,109 6.8 $ 2.95 458 $ 2.95
415 3.2 5.94 309 5.99
3,872 8.0 7.11 1,138 16.9
263 5.9 10.47 237 10.35
3,282 5.9 12.99 2,148 43.4
1,320 4.3 16.57 1,092 76.6
12 4.4 32.06 12 32.06
10,273 6.5 9.82 5,394 11.30

The Company also maintains two stock option plans forafficer directors (the "Director Plans") pursuant to whighions
to purchase shares of the Company's Common Stock at anisexerice of 100% of the market price on the date of grant ar
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issued to each non-officer director each year. Options to per&&s000 shares at an average exercise price of $14.42 were
outstanding under the Director Plans at September 30, 80@fhich options to purchase 397,500 shares were eabiei In

fiscal 2005, 2004 and 2003, there were 10,000, 10,00@ 890 options, respectively, exercised under the Dir@téms at an
average exercise price of $6.09, $3.13 and $2.75, respectivelgompensation expense has been recognized rétatmd
Director stock based plans as all grants were rahdgercise prices equal to or greater than th&eharice of the Company’s
common stock at the date of grant.

At September 30, 2005, 12.3 million shares were resemedguance and 1.4 million shares were available for grant in
connection with the Employee Plans and 910 thousand sharesregarved for issuance and 350 thousand shares were
available for grant in connection with a Director Plan.

NOTE 11: EMPLOYEE BENEFIT PLANS

The Company has a non-contributory defined bepefision plan covering substantially all U.S. emp&s/who were employed
on September 30, 1995. The benefits for this plarewased on the employees' years of service arehiployees' compensation
during the three years before retirement. The Cogipadunding policy is consistent with the fundingguirements of U.S.
Federal employee benefit and tax laws. Effectiveebeber 31, 1995, the benefits under the Compaey'sign plan were frozen.
As a consequence, accrued benefits no longer clegeesult of an employee's length of serviamoipensation.
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Change in benefit obligation:

Benefit obligations at beginning of year:
Interest cost
Benefit paid
Actuarial (gain) loss

Benefit obligation at end of year

Change in plan assets:

Fair value of plan assets at beginning of year:
Actual return on plan assets
Employer contributions
Benefits paid

Fair value of plan assets at end of year

Reconciliation of funded status:
Funded status
Unrecognized actuarial loss
Net amount recognized at year-end

Amount recognized in the statement of
financial position consists of;
Accrued benefit liability
Accumulated other comprehensive income/
Unrecognized net loss
Net amount recognized at year-end

Components of net periodic benefit cost:
Interest Cost
Expected return on plan assets
Recognized actuarial loss
Net periodic benefit cost

Weighted-average assumptions as of September 30:

Discount rate

BExpected long-term rate of return on plartgsse

Rate of compensaton increase

* Not applicable due to the December 31, 1995 hdreeize

Detailed information regarding the Company’s defined béepefision plan is as follows:

(in thousands)

Fiscal Year Ended September 30,
2003 2004 2005
$ 17587 $ 19367 $ 19,667

1,122 1,139 1,114
(678) (859) (832
1,336 20 1,233

$ 19367 $ 19667 $ 21,182
$ 4908 % 12398 $ 15316
2,357 953 1,969
1,635 2,824 1,524
(678) (859) (832

$ 12,398% 15316 $ 17,977
$ (6968 $ (4351 $ (3,205
10,395 9,780 9,671

$ 3427% 5429 $ 6,466
$ (6968 $ (4351 $ (3,205
10,395 9,780 9,671

$ 3427% 5429 $ 6,466
$ 1122 $ 1139 $ 1114
(751) (1,072 (1,262)

865 754 636

$ 1236 $ 821 $ 488
6.00% 6.00% 5.50%
8.00% 8.00% 8.00%

* * *
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The Company’s pension plan weighted-average ad#ieeations at September 30, 2005 and 2004 by asdegory were as
follows:
Plan Assets at September 30,

Asset Category: 2004 2005
Equity securities (1) 63% 66%
Debt securities 32% 32%
Other 5% 2%
100% 100%

(1) Equity securities include Kulicke and Soffa Industrigss. Common stock in the amounts of $791,000 (5% an
$1,558,750 (9%) at September 30, 2004 and 2005, resglgctiv

The Company has adopted an investment policy ®rpénsion plan assets which emphasizes capitak@ppon and,
secondarily, dividend and interest income. The @amy’s primary goal is to grow the pension plais'sats for the benefit of the
pension plan participants and their beneficiaffesachieve this, the pension plan retains a primieakinvestment advisor and
invests pension plan assets in equity and fixednmecsecurities. The Company’s investment poliaynite investments in, but
not limited to, mutual funds, common stocks, U.8v&nment and Agency securities, preferred stockraoney market funds
and it prohibits investments in, but not limited poivate placements, limited partnerships, ver@agital Investments and real-
estate properties. The company’s investment palisy prohibits short selling and margin transastiomhe Company has the
following range of target mixes for these assetsda, which are readjusted quarterly, when an elssstweighting deviates from
the target mix, with the goal of achieving the lieggireturn at a reasonable risk level:

Target Mix
Asset Category: Range(1)
Equity securities 40% - 65%
Debt securities 60% - 40%
Cash 0% 5%
100% 100%

(1) Actual mix may vary from the target mix due to the mgjcbf temporary cash
securities to meet short term plan obligations.

Discount rates are established based on prevailing markefoategh-quality fixed-income instruments that, if the pgens
benefit obligation was settled at the measurement date, wooNdderthe necessary future cash flows to pay the benefit
obligations when due. The Company uses long-term hist@atakl return experiences with consideration to the inwagtm
mix of the pension plan’s assets and future estimatesngfterm investment returns to develop its expected ratetaimn
assumptions used in calculating the net periodic pensidn cos

The Company contributed approximately $1.5 milfbased on the market price at the time of confiebliin Company stock to
the Plan in fiscal 2005, $2.8 million in fiscal 20@nd $1.0 million in fiscal 2003. In fiscal 20@6e Company expects to make a
contribution of Company common stock of approxiyat0% of the market value of assets at the timéhefcontribution.
Employee contributions are neither required nomteed.

Estimated future benefit payments for each of thé five fiscal years and the next five fiscal yeiaraggregate are as follows:
(in thousandp
Fiscal year ending:

September 30, 2006 $ 758
September 30, 2007 832
September 30, 2008 903
September 30, 2009 978
September 30, 2010 1,007
September 30, 2011 — September 30, 2015 5,632
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The Company's foreign subsidiaries have retirerplams that are integrated with and supplementehefits provided by laws of
the various countries. They are not required tontapor do they determine the actuarial presentevaf accumulated benefits or
net assets available for plan benefits. On a cataetl basis, pension expense was $2.4 millio, §lllion and $2.5 million, in
fiscal 2005, 2004 and 2003, respectively.

The Company has a 401(k) Employee Incentive Savitiga. This plan allows for employee contributicarsd matching
Company contributions in varying percentages, déipgnon employee age and years of service, rarfgimgy 50% to 175% of
the employees' contributions. The Company's cartabs under this plan totaled $2.1 million, $2.®iom and $2.2 million in
fiscal 2005, 2004 and 2003, respectively, and watisfied by contributions of shares of Company romm stock, valued at the
market price on the date of the matching contrisuti

NOTE 12: INCOME TAXES

Income (loss) from continuing operations befor@ime taxes consisted of the following:

(inthousands)
Hscal Year Ended Septenber 30
2003 2004 2005
United States operations $ (G633 $ B $ U776
Foreign operations 9,983 38,151 17,651

$ (4642 $ 6408 $ (100125

The provision (benefit) for income taxes includes following:

(in thousands)
Fiscal Year Ended September 30,
2003 2004 2005

Current:

Federal $ - $ 579 $ (108)

State - 663 -

Foreign 7,594 5,678 7,970
Deferred:

Federal - 574 (3.233)

Foreign - (108) (672)

$ 7,594 $ 7386 % 3,957
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The provision (benefit) for income taxes differedni the amount computed by applying the statutedgfal income tax rate as
follows:
(in thousands)
Fiscal Year Ended September 30,

2003 2004 2005
Computed income tax expense (benefit) based on
U.S. statutory rate $ (24,183) 22,199 (35,044)
Effect of earnings of foreign subsidiaries
subject to different tax rates (1,565) (2,973) (2,090)
Benefits from Israeli and Singapore approved
enterprise zones 706 (4,784) (1,999)
Effect of permanent items - (1,237) 5,098
Benefits of net operating loss and tax credit
carryforwards and changes in valuation allowance 12,059 (11,185) 17,596
Non-deductible goodwill impairment and amortization - - 18,419
Foreign dividends 19,600 3,912 617
State income tax expense - 404 (228)
Other, net 977 50 588

$ 7,594 $ 7,386 $ 3,957

Undistributed earnings of certain foreign subsidi&rfor which taxes have not been provided appratén$56.2 million at
September 30, 2005. Such undistributed earningsoax@dered to be indefinitely reinvested in foneigperations.

Undistributed earnings approximating $50.1 milleme not considered to be indefinitely reinvestetbmeign operations. While
these earnings are not considered to be indefinig@éhvested in foreign operations, the Companysdus intend to repatriate
the earnings during its domestic NOL carryforwastigd. Accordingly, as of September 30, 2005, deferredlitbilities of
$24.8, million including withholding taxes, haveebeprovided. To the extent these earnings arerafeat before expiration of
the domestic NOL carryforward period the ultimasbility could be lower.

On October 22, 2004 the U.S. Government passedrtiarican Jobs Creation Act. The Act provides fortaia tax benefits
including but not limited to the reinvestment ofdign earnings in the United States. For fiscale2@@e can elect, under the Act
to apply an 85% dividends received deduction agaiegain dividends from controlled corporations,which it is a U.S.
shareholder. We have evaluated the potential hemafer the Act and concluded that we are unlikelgerive a material benefit.

Deferred income taxes are determined based onitieeedces between the financial reporting and hasis of assets and
liabilities as measured by the current tax rates.
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The net deferred tax balance is composed of theftagts of cumulative temporary differences, dieves:
(in thousands)

September 30,
2004 2005
Inventory reserves $ 3,352 $ 3,324
Warranty accrual 390 339
Other accruals and reserves 8,542 6,700
Revenue recognition 133 555
Valuation allowance (11,425) (9,313)
Total short-term deferred tax asset $ 992 $ 1,605
Intangible assets $ 11,098 $ 17,097
Domestic tax credit carryforwards 5,427 5,299
Domestic NOL carryforwards 82,000 85,028
Foreign NOL carryforwards 2,608 1,394
Minimum pension liability 3,422 3,384
Other - 25
104,555 112,227
Valuation allowance (82,016) (99,145)
Total long-term deferred tax asset (1) $ 22,539 $ 13,082
Repatriation of foreign earnings,

including foreign withholding taxes $ 24,230 $ 24,847
Depreciable assets 4,158 2,485
Intangible assets 17,480 4,903
Prepaid expenses and other 2,221 3,181
Total long-term deferred tax liability $ 48,089 $ 35,416
Net long-term deferred liability (1) $ 25,550 $ 22,334

(1) Included in other assets on the consolidatémhba sheet are deferred tax assets of $410 thiasah$10
thousand at September 30, 2004 and 2005, resggctive

The Company has U.S. net operating loss carryfalsyastate net operating loss carryforwards, anditedit carryforwards of
approximately $195.0 million, $290.6 million, an&.$ million, respectively, that will reduce fututaxable income. These
carryforwards can be utilized in the future, ptmexpiration of certain carryforwards in 2009 thgh 2024.

In the fourth quarter of fiscal 2002, as part af thcome tax provision for the period, the Compeertorded a charge of $65.3
million for the establishment of a valuation allowa against its deferred tax asset consisting plymat U.S. net operating loss
carryforwards. The Company determined that the atiln allowance was required based on its lossés;hware given
substantially more weight than forecasts of fupnafitability in the evaluation. No tax benefits meerecorded in respect of U.S.
net operating losses incurred during fiscal 200% Tompany established a valuation allowance ofi$d#@lion in fiscal 2003
against U.S. and foreign net operating lossedstalf2004, the Company reversed the portion ofatgation allowance that was
equal to U.S. taxable income. While the Companljzed approximately $11.2 million of its deferreaktasset relating to U.S.
operating loss carryforwards in fiscal 2004, thenpany had concluded that the prior year positivdence did not outweigh the
negative evidence of recent losses. In fiscal 2605ax benefits were recorded in respect of UeB.operating losses incurred.
The Company reduced the valuation allowance on bke$.operating loss carryforwards by $3.9 milliamedo the planned
repatriation of foreign earnings in fiscal 2006.tlUthe Company utilizes its remaining U.S. opergtloss carryforwards or is
reasonably assured of future utilization of thes loarryforwards, its income tax provision will et foreign taxation, state taxes,
and U.S. alternative minimum tax.

The Company also has generated losses in certeeigiojurisdictions totaling approximately $15.3llman. Similar to the

situation with the U.S. NOL's, realization of theriefit associated with these foreign loss carryéwds cannot be assured and
a full valuation allowance has been provided adgdimesdeferred tax assets associated with thesg@avards.
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As a result of committing to certain capital investts and employment levels, income from operatiorGhina, Singapore
and Israel are subject to reduced tax rates, asdrite cases are wholly exempt from taxes.

In China, we expect to benefit from a 100% tax deji for five years commencing in the first yeamihich the Company
earns taxable income and then a 50% tax holidagricaadditional five years. In addition, the companglso benefiting from a
100% perpetual tax holiday in its Suzhou, Chinalgarisdiction. In connection with certain Singap@perations, we expect
to benefit from a 100% tax holiday for 10 yearsefive February 1, 2000. In Israel, we expect toefiefrom a reduced tax
rate of 10% through fiscal 2008. As a result afsén tax holidays, the Company has received taxfiteiné approximately
$12.0 million from fiscal 2002 through fiscal 2004.

NOTE 13: SEGMENT INFORMATION

The Company evaluates performance of its segmewtsalocates resources to them based on income dpmrations before
interest, allocations of corporate expenses arahiedaxes.

The Company operates primarily in three industgnsents: equipment, packaging materials, and testionnect solutions. The
equipment business segment designs, manufactucksmarkets capital equipment and related spare partsise in the
semiconductor assembly process. The equipment sg@ise services, maintains, repairs and upgragesely equipment. The
packaging materials business segment designs, awuids and markets consumable packaging matéoalsse on the
equipment the Company markets as well as on comrgtequipment. The packaging materials produasehdifferent
manufacturing processes, distribution channelsaaleds volatile revenue pattern than the Compaayial equipment. The test
interconnect business segment designs and marketsid range of products used to test semicondudtoing wafer fabrication
and after they have been assembled and packaged.

The table below presents information about repastgpnents:
(in thousands)

Packaging Corporate,
Fiscal Year Ended Equipment Materials Test Otheand
September 30, 2005 Segment Segment Segment Elations Consolidated
Net revenue $ 201,608 $ 273,934 85,732 $ - $ 564,27
Cost of sales 115,771 224,001 79,923 - 419,69
Gross profit 85,837 49,933 5,809 - 141,579
Operating expenses 51,427 24,259 147,399 17,04 240,126
Income (loss) from operations $ 34,410 $ 25,674 $ (141,590) $ (17,041) $ (98,547)
Segment assets 113,837 130,459 41,204 100,996 386,496
Capital expenditures 1,387 3,798 4,717 2,603 2,506
Depreciation expense 5,349 3,585 6,441 2,290 7,665
Packaging Corporate,
Fiscal Year Ended Equipment Materials Test Otheand
September 30, 2004 Segment Segment Segment Elations Consolidated
Net revenue $ 361,244 $ 234,690 181,877 $ - $ 717,811
Cost of sales 208,862 182,658 95,286 - 486,806
Gross profit 152,382 52,032 26,591 - 231,005
Operating expenses 59,071 22,942 48,107 17,940 147,060
Income (loss) from operations $ 93,311 $ 30,090 $ (21,516) $  (17,940) $ 83,945
Segment assets $ 87,771 $ 122,106 $ 163,197 $ 114,618 $ 487,692
Capital expenditures 3,583 2,974 3,556 3,292 3,406
Depreciation expense 5,404 3,239 7,476 3,663 9,782
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Packaging Corporate,
Fiscal Year Ended Equipment Materials Test Otheand
September 30, 2003 Segment Segment Segment iElations Consolidated
Net revenue $ $ 174,471 164,882 $ 135 $ 477,935
Cost of sales 132,779 87,856 - 349,727
Gross profit 41,692 17,026 135 128,208
Operating expenses 26,684 44,218 15,539 158,119
Income (loss) from operations $ $ 15,008 $ (27,192) $ (15,404) $ (29,911)
Segment assets $ $ 94,466$% 166,467 $ 95,278 $ 442,861
Capital expenditures 4,604 4,067 871 978),
Depreciation expense 5,879 9,038 4,045 6,752

Intersegment sales are immaterial. Operating exgsedentified as Corporate, Other and Eliminatiomssist entirely of corporate
expenses. Assets identified as Corporate, OtheElmihations consist of all cash and short-terrestments of the Company and

corporate income tax assets.

The Company's market for its products is worldwittee table below presents destination sales tdilisiafd customers and long-

lived assets by country:

Fiscal year ended September 30, 2005

Taiwan
Malaysia
United States
Korea
Singapore
China
Philippines
Malta
Japan
Hong Kong
Israel

All other

Fiscal year ended September 30, 2004

Taiwan
United States
Malaysia
Korea
Singapore
China
Japan
Hong Kong
Philippines
Israel

All other

(in thousands)

Destination Long-lived
Sales Assets (1)
$ 136,466 $ 988
85,186 577
67,095 47,943
51,713 18
42,193 6,639
38,199 11,749
27,896 10
19,665 -
18,922 124
13,359 31
1,238 5,397
59,342 1,340
$ 561,274 $ 74,816
Destination Long-lived
Sales Assets (1)
$ 181,374 $ 1,505
100,657 167,077
91,323 9
70,790 26
70,453 8,619
36,612 5,065
35,190 264
23,117 12
21,086 7
1,553 7,055
85,656 3,352
$ 717,811 $ 192,991
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Destination Long-lived

Fiscal year ended September 30, 2003 Sales Assets (1)
Taiwan $ 97,378 $ 1,823
United States 94,790 181,589
Malaysia 59,641 9
Korea 46,389 9,066
Singapore 40,933 5
China 24,107 497
Japan 19,870 2
Hong Kong 15,060 23
Philippines 13,296 4,765
Israel 2,641 7,316
All other 63,830 3,832

$ 477,935 $ 208,927

(1) Goodwill, Intangible Assets and Property, Pemil Equipment, net.
NOTE 14: OTHER FINANCIAL DATA

In fiscal 2005 and 2004, the Company recorded Ilin§eGeneral and Administrative expenses incentempensation of $2.1
million and $10.3 million, respectively. The Comgaecorded no incentive compensation expense ¢alf003. Maintenance
and repairs expense totaled $3.9 million, $3.7ioniland $3.6 million for fiscal 2005, 2004 and 206%pectively. Warranty and
retrofit expense was $1.7 million, $3.1 million a®2.5 million for fiscal 2005, 2004 and 2003, retjwely. Rent expense for
fiscal 2005, 2004 and 2003 was $7.1 million, $7iian and $11.2 million, respectively.

NOTE 15: EARNINGS PER SHARE

Basic net income (loss) per share (“EPS”) is cal|md using the weighted average number of shareomimon stock
outstanding during the period. The calculation ibftdd net income (loss) per share assumes theisgasf stock options and
the conversion of convertible securities to comrebares unless the inclusion of these will havendindilutive impact on net
income (loss) per share. In addition, in computiiigted net income (loss) per share, if convertdgeurities are assumed to
be converted to common shares, the after-tax amofinbterest expense recognized in the period deswat with the
convertible securities is added back to net incomdiscal 2004, $5.2 million of interest expenselated to the convertible
subordinated notes, was added to the Company’snoetne to determine the numerator for the dilutachimgs per share
calculation. In fiscal 2003 and 2005, the exeragstock options and the conversion of the conblrtsubordinated notes
were not assumed since their conversion to comrhares would have an anti-dilutive effect due to @mmpany’s net loss
position.
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A reconciliation of weighted average shares outitan— basic to the weighted average shares odistguliluted appears
below:

(shares in thousands)
Hscal Year Ended September 30,

2003 2004 2005

Weighted average shares outstanding - Basic 49,695 50,746 51,619
Potentially dilutive securities:

Stock options * 1,418 *

1 % Convertible subordinated notes NA 1,286 *

1/2% Convertible subordinated notes NA 8,509 *

5 1/4% Convertible subordinated notes * 4,806 NA

4 3/4 % Convertible sunordinated notes * 1,817 NA
Weighted average shares outstanding - Diluted 49,695 68,582 51,619

*  Due to the Company’s net losses in fiscal280d 2005, potentially dilutive securities weremed to be anti-dilutive for
the periods. The weighted average number of sliargmtentially dilutive securities (convertibletes and employee and
director stock options) excluded for fiscal 2008l 2005 was 14.9 million and 15.2 million, respesiyv

NOTE 16: GUARANTOR OBLIGATIONS, COMMITMENTS, CONTI NGENCIES AND CONCENTRATIONS
Guarantor Obligations

The Company has issued standby letters of credierigployee benefit programs and a customs bond.Cdmepany’s wire

subsidiary has issued a guarantee for payment utsdgold supply financing arrangement. The guamiior the gold supply
financing arrangement is secured by the assetseeo€bmpany’s wire manufacturing subsidiary and @iostcertain financial
covenants relating to the subsidiary’s net wordtiorof total liabilities to net worth, ratio of EBDA to interest expense and
ratio of current assets to current liabilities. TBempany was in compliance with all gold supplyaficing arrangement
covenants in fiscal 2004 and 2005.

The table below identifies the guarantees undestdnedby letters of credit as of September 30, 2005

(in thousands)
Maximum obligation

Nature of guarantee Term of guarantee under guarantee
Security for the Company’s gold financing arranggme Expires June 2006 $ 17,000
Security deposit for payment of employee healttefis Expires June 2006 1,170
Security deposit for payment of employee worker
compensation benefits Expires October 2005 apd2006 1,910
Security deposit for customs bond Expires July 2006 00 1
$ 20,18(

The Company’s products are generally shipped withexyear warranty against manufacturing defeatsthe Company does
not offer extended warranties in the normal cowfsi,s business. The Company establishes reseoresstimated warranty
expense when revenue for the related product isgrézed. The reserve for estimated warranty expénhdsased upon
historical experience and management estimatagufef expenses.
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The table below details the activity related to@wmnpany’s reserve for product warranties whidhétuded in accrued expenses
in the balance sheet at September 30, 2003, 2@D2005:

(in thousands)

September 30,
2003 2004 2005
Reserve for product warranty at beginning of year $ 783 % 1,008 $ 956
Provision for product warranty 2,477 3,092 1,744
Product warranty (2,306) (3,144) (1,847)
Reserve for product warranty at end of $ 1,00¢ $ 95¢€ $ 852

Commitments and Contingencies

The Company orders inventory components in the aboourse of its business. A portion of these ardee non-cancelable
and a portion have varying penalties and chargekdrevent of cancellation. The total amount of @@npany’s inventory
purchase commitments, which do not appear on lnba sheet, as of September 30, 2005 was $7li6mil

The Company has obligations under various operdéiages, primarily for manufacturing and officeilfdes, which expire
periodically through 2017. Minimum rental commitrtennder these leases (excluding taxes, insuraraatenance and repairs,
which are also paid by the Company), are as follogt3 million in fiscal 2006; $4.0 million in fisl 2007; $3.4 million in fiscal
2008; $2.3 million in fiscal 2009; $2.3 million #010 and $15.1 million thereafter.

In September 2004, the tax authority in Singapatdied the Company that it believes Goods and iSesvTax (“GST") in the
amount of $3.3 million is owed on the return ofdystrap to the Company’s former gold supplier dkierperiod from 1998 to
2004. The Company does not agree with this assegsand has filed an objection. Discussions beiviee Company and the
Singapore tax authority are ongoing. In eventGbenpany is unsuccessful in its objection and subsggappeal, if necessary,
the Company believes it will recover the cost fritgrformer gold supplier. For these reasons, nauatdor this contingency has
been included in the Company’s financial statemélite Company believes that resolution of this enatiay take two to three
years.

From time to time, third parties assert that thenany is, or may be, infringing or misappropriatthgir intellectual property
rights. In such cases, the Company will defendregjailaims or attempt to negotiate licenses whensidered appropriate. In
addition, some of the Company’s customers areqsatti litigation brought by the Lemelson MedicaluEation and Research
Foundation Limited Partnership (the “Lemelson Fatimh”), in which the Lemelson Foundation claimsatttcertain
manufacturing processes used by those customeisgiafpatents held by the Lemelson Foundation. Chmpany has never
been named a party to any such litigation. Somwomeys have requested that the Company indemréfy tio the extent their
liability for these claims arises from use of thengpany’s equipment. The Company does not belieaeptoducts sold by it
infringe valid Lemelson patents. If a claim for ¢dgoution was brought against the Company, the Gomgpbelieves it would
have valid defenses to assert and also would hghésrto contribution and claims against the Compfsmsuppliers. The
Company has not incurred any material liabilityhaiespect to the Lemelson claims or any other penifitellectual property
claim and the Company does not believe that thésmens will materially and adversely affect the Canpg’s business,
financial condition or operating results. The ulite outcome of any infringement or misappropriatitaim that might be
made, however, is uncertain and the Company caaswire you that the resolution of any such claithnet materially and
adversely affect the Company’s business, finarogaHition and operating results.

Concentrations

Sales to a relatively small number of customersaietfor a significant percentage of the Compangtssales. In fiscal 2005,
sales to Advanced Semiconductor Engineering andv&Toelectronics accounted for 13% and 11%, res$pelyt of the

Company’s net sales. In fiscal 2004, sales to AdedrSemiconductor Engineering accounted for 17¢he@iCompany’s net
sales. The Company expects that sales of its ptedac limited number of customers will contineeaiccount for a high
percentage of net sales for the foreseeable futdteSeptember 30, 2005 Advanced Semiconductor Emging and

Siliconware Precision Industries accounted for It 12%, respectively of total accounts receivai&eptember 30, 2004,
Advanced Semiconductor Engineering accounted fét b6 total accounts receivable. No other custonsepanted for more
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than 10% of total accounts receivable at SepterBber2005 and 2004. The reduction or loss of ordiens a significant
customer could adversely affect the Company's legsirfinancial condition, operating results andh dkmsvs.

The Company relies on subcontractors to manufatbuitee Company's specifications many of the coraptmor subassemblies
used in its products. Certain of the Company's ytedrequire components or parts of an exceptiphadh degree of reliability,
accuracy and performance for which there are ofilyited number of suppliers or for which a singlgplier has been accepted
by the Company as a qualified supplier.

NOTE 17: SELECTED QUARTERLY FINANCIAL DATA (unaud ited)

Financial information pertaining to quarterly réswf operations follows:

(in thousands, except per share amounts)
Fiscal Year ended September 30, 2005:

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

Net revenue $ 116,321 $ 124,769 $ 138,210 $ 181,974 $ 561,274
Gross profit 26,378 30,445 33,042 51,714 141,579
Income (loss) from operations (1) (2) (4,892) (5,919) (103,267) 15,531 (98,547)
Income (loss) from operations before income taxes ,288 (6,399) (103,672) 15,235 (100,125)
Provision (benefit) for income taxes 1,902 1,274 (1,831) 2,612 3,957
Net income (los: $ (7191 $ (7673 $(101,841 $ 12,62 $ (104,082
Net income (loss) per share:

Basic $ (014 $ (015 % 197) $ 024 $ (2.02)

Diluted $ (014 $ (015 $ x97) $ 019 $ (2.02)
Fiscal Year ended September 30, 2004:

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

Net revenue $ 153,869 $ 221,771 $ 194,628 $ 147,543 $ 717,811
Gross profit 47,362 76,534 65,072 42,037 231,005
Income from operations(1) (3) 12,155 34,409 29,299 8,082 83,945
Income from operations before income taxes 1,778 31,662 25,558 5,080 64,078
Provision for income taxes 1,350 1,410 2,877 1,749 7,386
Income (loss) from discontinued FCT operations
of tax 319 (751) - - (432)
Loss on sale of FCT operations - (380) - - (380)
Net incom $ 74 $ 2912 $ 22,68 $ 3337 $ 5588(
Net income per share:

Basic $ 001 $ 058 $ 045 $ 007 $ 1.10

Diluted $ 001 $ 044 $ 035 $ 005 $ 0.89

(1) Represents net sales less costs and expenseddyatrie interest expense and other income.

(2) Results for fiscal 2005 include: goodwill and irddsie asset impairment charges of $100.6 milliothia third quarter (See
Notes 4 and 5); severance associated with workf@aections and operations transfers in our coimtinbusinesses in the
first, second, and third quarters of $0.6 milli&2.0 million, and $1.1 million, respectively; ami/éntory reserves in the
first, second, third and fourth quarters of $0.Wiom, $0.9 million, $1.4 million, and $1.5 milligmespectively.
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(3) Results for fiscal 2004 include: a reversapobr year resizing charges in the second quaft&68 thousand (See Note 3);
asset impairment charges in the second quarte3.8frillion (See Note 4); severance associated wittkforce reductions
in our continuing businesses in the first, secar] fourth quarters of $600 thousand, $3.3 milliang $0.7 million,
respectively; and inventory write-downs in the setquarter of $1.5 million.

Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTA NTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE.

None.
Item 9A. CONTROLS AND PROCEDURES.

Evaluation of Disclosure Controls and Procedures

Based on our management’s evaluation (with thagiaation of our chief executive officer and chiefancial officer),
as of the end of the period covered by this repant,chief executive officer and chief financiaficér have concluded that our
disclosure controls and procedures (as definediiasRl3a-15(e) and 15d-15(e) under the Securitiehdhge Act of 1934, as
amended) are effective to ensure that informatemuired to be disclosed by us in reports that veedi submit under the
Exchange Act is recorded, processed, summarizedegudted within the time periods specified in Sams and Exchange
Commission rules and forms.

Management’s Report on Internal Control Over Finandal Reporting

Management is responsible for establishing and taiaing adequate internal control over financigbaing for
Kulicke & Soffa Industries, Inc. Internal controler financial reporting is a process designed twide reasonable assurance
regarding the reliability of financial reporting cathe preparation of financial statements for exdkpurposes in accordance
with generally accepted accounting principles. riméé control over financial reporting includes tegmlicies and procedures
that: (i) pertain to the maintenance of records thareasonable detail accurately and fairly refléee transactions and
dispositions of the assets of the company; (iivjgle reasonable assurance that transactions apedegt as necessary to
permit preparation of financial statements in adaace with generally accepted accounting princi@esl that receipts and
expenditures of the company are being made onlgctordance with authorizations of management arettdrs of the
company; and (iii) provide reasonable assurancerding prevention or timely detection of unauthedzacquisition, use, or
disposition of the company’s assets that could lzav®terial effect on the financial statements.

Because of its inherent limitations, internal cohwver financial reporting may not prevent or a@etmisstatements.
Also, projections of any evaluation of effectivends future periods are subject to the risk thattrmds may become
inadequate because of changes in conditions, btitbaegree of compliance with the policies orcpoures may deteriorate.

Management (with the participation of the chief@xeve officer and chief financial officer) condedtan evaluation of
the effectiveness of Kulicke & Soffa Industriesc.Is internal control over financial reporting bdsen the framework in
Internal Control—Integrated Frameworksued by the Committee of Sponsoring Organizatafrthe Treadway Commission.
Based on this evaluation, management concluded Khlitke & Soffa Industries, Inc.’s internal controver financial
reporting was effective as of September 30, 200anddement’s assessment of the effectiveness otkeulk Soffa
Industries, Inc.’s internal control over financialeporting as of September 30, 2005 has been audiigd
PricewaterhouseCoopers LLP, an independent registeublic accounting firm, as stated in their répehich is included
above in Item 8 of this report and is incorpordigdeference into this ltem 9A.

Changes in Internal Control over Financial Reportirg

In addition, there was no change in the Compamyarnal control over financial reporting during daurth quarter of
fiscal 2005 that has materially affected, or issmbly likely to materially affect, our internardrol over financial reporting.

Item 9B. OTHER INFORMATION.

None.
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PART Il
Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

Information required by Item 401 of Regulation Saith respect to the directors will appear underttbading "ELECTION OF
DIRECTORS" in the Company's Proxy Statement for 2066 Annual Meeting, which information is incorptad herein by
reference. The information required by Item 40Refulation S-K with respect to executive officeppears at the end of Part |,
Item 1 of this report under the heading "Executdfficers of the Company." The other information uizgd by Item 401 of
Regulation S-K will appear under the heading “ADENAL INFORMATION — Board Matters” in the ComparsyProxy
Statement for the 2006 Annual Meeting, which infation is incorporated herein by reference.

The information required by Item 405 of Regulat®# will appear under the heading “ADDITIONAL INFRMATION” in the
Company’s Proxy Statement for the 2006 Annual Mhgetivhich information is incorporated herein byerefice.

The information required by Item 406 of Regulati®K will appear under the heading “OTHER MATTER&"the Company’s
Proxy Statement for the 2006 Annual Meeting, wlimtbrmation is incorporated herein by reference.

Item 11. EXECUTIVE COMPENSATION.

The information required hereunder will appear unthe headings “ADDITIONAL INFORMATION,” “MANAGEMENT
DEVELOPMENT AND COMPENSATION COMMITTEE REPORT ON HECUTIVE COMPENSATION” and
“PERFORMANCE GRAPH" in the Company's Proxy Statetrfenthe 2006 Annual Meeting, which informationingorporated
herein by reference.

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT.

The information required hereunder concerning sigcownership of certain beneficial owners and nggmaent will appear
under the heading “ADDITIONAL INFORMATION” in the @npany’s Proxy Statement for the 2006 Annual Megtimhich

information is incorporated herein by reference.e Tinformation required hereunder concerning secusivnership of
management will appear under the heading "ELECTI@RNDIRECTORS" in the Company's Proxy Statementttier 2006
Annual Meeting, which information is incorporatedréin by reference. The information required bys tém relating to
securities authorized for issuance under equitypemsation plans is included under the heading “HQUTOMPENSATION

PLANS” in the Company’s Proxy Statement for the @B8@nual Meeting, which is incorporated herein éference.

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS.

The information required hereunder will appear urttle heading "ADDITIONAL INFORMATION" in the Compg's Proxy
Statement for the 2006 Annual Meeting, which infation is incorporated herein by reference.

Item 14. PRINCIPAL ACCOUNTING FEES AND SERVICES.

The information required hereunder will appear urtie heading "AUDIT AND RELATED FEES” in the Compgs Proxy
Statement for the 2006 Annual Meeting, which infation is incorporated herein by reference.
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PART IV

Item 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES .

(@ The

1)

)

©)

EXHIBIT
NUMBER

3(i)

3(ii)
4(i)

4(i)

4(iii)

4(iv)

4(v)

10()

10(ii)

10(iii)

10(iv)

following documents are filed as part g tieport:

Financial Statements - Kulicke and Soffaustdes, Inc.:

_Page
Report of Independent Registered Puldicolinting Firm 46
Consolidated Balance Sheets at Septeg@h@004 and 2005 a7
Consolidated Statements of Operationthfiscal years
ended September 30, 2003, 2004 and 2005 48
Consolidated Statements of Cash Flowthiofiscal years
ended September 30, 2003, 2004 and 2005 49
Consolidated Statements of Changes inefibllers' Equity (Deficit)
for the fiscal years ended SeptembeRB03, 2004 and 2005 50
Notes to Consolidated Financial Statesent 51
Financial Statement Schedules:
Il - Valuation and Qualifying Accounts 80

All other schedules are omitted because thepa@trapplicable or the required information is shawthe
financial statements or notes thereto.

Exhibits:

ITEM

The Company’s Form of Amended and Restated ArtiofeBicorporation dated June 14, 2002, filel
Exhibit 3.1 to the Company’s quarterly report onrrRd.0-Q for the quarterly period ended June 30, 2
is incorporated herein by reference.

The Company’s By-Laws, as amended and redtah November 29, 2005.

Specimen Common Share Certificate of Kulicked Soff Industries, Inc., filed as Exhibit 4 to
Company’s Form 8-A12G/A dated September 11, 1995C Sile number 00®0121, is incorporatt
herein by reference.

Indenture dated as of November 26, 2003 betwthe Company and J.P. Morgan Trust Gamy, Nation:
Association, as Trustee, filed as Exhibit 4.1 te thompany’s Form 8 dated December 5, 2003,
incorporated herein by reference.

Registration Rights Agreement dated as of/Bmber 26, 2003, between the Company and DeuBatie
Securities Inc. as Initial Purchaser, filed as Bih.2 to the Company’s Form -dated December
2003, is incorporated herein by reference.

Indenture dated as of June 30, 2004 between thep@mymnand J.P. Morgan Trust Company, Nati
Association, as Trustee, filed as Exhibit 4.1 te tBompany’s quarterly report on Form QOfor the
quarterly period ended June 30, 2004, is incorpdrherein by reference.

Registration Rights Agreement dated as o€ R0y 2004, between the@pany and Merrill Lynch, Pierc
Fenner & Smith Incorporated, as Initial PurchaBkag as Exhibit 4.2 to the Company’s quarterlyaepor
Form 10-Q for the quarterly period ended June B042is incorporated herein by reference.

The Company’s 1988 Employee Incentive StOgition and NorRQualified Stock Option Plan (as amen
and restated effective March 21, 2003), filed akikik 10(i) to the Company’s Annual Report on Fatfr
K for the year ended September 30, 2003 is incatpdrherein by reference.*

The Company’s 1988 Non-Qualified Stock @ptiPlan for NorOfficer Directors (as amended ¢
restated effective February 9, 1999), filed as BixHiO(vi) to the Company’s Annual Report on ForfhKl
for the year ended September 30, 1999, is incotpoiay reference.*

The Company’s 1994 Employee Incentive Kt@ption and NorRQualified Stock Option Plan (as amen
and restated effective March 21, 2003), filed akikik 10(iii) to the Company’s Annual Report on Ror
10-K for the year ended September 30, 2003 is parated herein by reference.*

2004 Israeli Addendum to the Company’s 1%#ployee Incentive Stock Option and N@ulifiec
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Stock Option Plan (as amended and restated effedtiarch 21, 2003)filed as Exhibit 10(iv) to tt
Company's Post-Effective Amendment No.4 on Form8-the Registration Statement on Forr8 Sled
December 14, 2004, is incorporated herein by rateré

10(v) The Company’s 1997 Non-Qualified Stock OptiBlan for NonEmployee Directors (as amended
restated effective March 21, 2003), filed as Exhilfi(vi) to the Company’s Annual Report on FormKLO-
for the year ended September 30, 2003 is incorpditagerein by reference.*

10(vi) The Company’s 1998 Employee Incentive StBgkion and NorQualified Stock Option Plan (as amen
and restated effective March 21, 2003), filed akikik 10(ix) to the Company’s Annual Report on Fi
10-K for the year ended September 30, 2003 is parated herein by reference.*

10(vii) 2004 Israeli Addendum to the Company’s 19@ployee Incentive Stock Option and NQmalifiec
Stock Option Plan (as amended and restated efedfiarch 21, 2003), filed as Exhibit 10(vii) to
Company's Post-Effective Amendment No.4 on Form8-the Registration Statement on Forr8 Sled
December 14, 2004, is incorporated herein by rafayé

10(viii) The Company’s 1999 Nonqualified Employee Stock @p#lan (as amended and restated effective M
21, 2003), filed as Exhibit 10(xv) to the Company®enual Report on Form 1K-for the year ende
September 30, 2003 is incorporated herein by reéeré

10(ix) 2004 Israeli Addendum to the Company’s 18@Hh-Qualified Stock Option Plan (as amended and red
effective March 21, 2003), filed as Exhibit 10(itc) the Company’s Pogiffective Amendment No.4 ¢
Form S-1 to the Registration Statement on Forfhfiled December 14, 2004, is incorporated hergi
reference.*

10(x) Form of Termination of Employment Agreemeignged by Mr. Kulicke (Section 2(a)30 months), ar
Messrs. Carson, Jacobi, Lendner, Salmons, Sawekini, Griffing, Chylak, Cristallo, Torton, Amwe
Anderson, Hartigan, Mak, Rheault, Perchick and 8sa(Section 2(a) 18 months), filed as Exhibit 10
to the Company’s Quarterly Report on FormQG@er the quarterly period ended December 31, 2
incorporated herein by reference.*

10(xi) The Company’s 2001 Employee Incentive StOgtion and NorRQualified Stock Option Plan (as amen
and restatedffective March 21, 2003), filed as Exhibit 10(xitd the Company’s Annual Report on F¢
10-K for the year ended September 30, 2003 is puarated herein by reference.*

10(xii) 2004 Israeli Addendum to the Company’'s 2Bhployee Incentive Stock Option and NQmalifiec
Stock Option Plan (as amended and restated efedfiarch 21, 2003), filed as Exhibit 10(xii) to
Company'’s Post-Effective Amendment No.4 on FormB-the Registration Statement on Forr8 Sled
December 14, 2004, is incorporated herein by rafaré

10(xiii) The Company’s Officer Incentive Compensation PEffective October 1, 2003, filed as Exhibit 10..
the Company’s Quarterly Report on Form QOfor the quarterly period ended December 31, 2@
incorporated herein by reference.*

10(xiv) First Amendment to the Company’s Officer Incent®@empensation Plan, effective October 1, 2003,
as Exhibit 10(x) to the Company’s Registration &tant on Form 3- filed September 30, 2004
incorporated herein by reference.*

10(xv)(1) Sale and Buyback of Fine Metal Agreement dated Rine2004 between Kulicke & Soffa (SEA) F
LTD and AGR Matthey, filed as Exhibit 10.1 to th@r@pany’s Quarterly Report on Form @Dfor the
quarterly period ended June 30, 2004 is incorpdragzein by reference. (1)

10(xvi) Guarantee Issuance Facility Agreement dated Jun2@¥ between Kulicke & Soffa (SEA) PTE L1
Natexis Banques Populaires, Singapore Branch aald Bank plc, Singapore Branch, filed as Exhibi2
to the Company’s Quarterly Report on Form QOfor the quarterly period ended June 30, 20(
incorporated herein by reference.

10(xvii) Debenture, incorporating Fixed and Floating Chaiyes$ Assignment of Insurances dated June 21,
between Kulicke &Soffa (SEA) PTE LTD and Natexis Banques Populai8isgapore Branch, filed
Exhibit 10.3 to the Company’s Quarterly Report awrf 10Q for the quarterly period ended June
2004 is incorporated herein by reference.

10(xviii)  Agreement to Sell ahPurchase Real Estate, dated August 25, 2004nesded on September 15, 2(
between the Company and Good Mac Realty Partnes,,Lfiled as Exhibit 10(xiv) to the Compar
Registration on Form S-1 filed September 30, 2@)#corporated herein by reference.

10(xix) Agreement of Lease, by and between the Companyl@08 Virginia Associates, L.P., dated June
2005, filed as Exhibit 10.1 to the Company’s QudytReport on form 1@ for the quarterly period enc
June 30, 2005, is incorporated herein by reference.

10(xx) Officer Incentive Compensation Plan, dated Augus2@05, filed as Exhibit 10.2 to the Compai
Quarterly Report on form 1Q-for the quarterly period ended June 30, 2005ndsrporated herein |
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21
23
31.1
31.2
32.1

32.2

@)

reference. *

Subsidiaries of the Company, filed as Exhibit 21the Company’s Podfffective Amendment No.4 «

Form S-1 to the Registration Statement on Forfhflled December 14, 2004, is incorporated hersi

reference.

Consent of PricewaterhouseCoopers LLP (Indeperiegistered Public Accounting Firm)

Certification of C. Scott Kulicke, Chief Executifficer of Kulicke and Soffa Industries, Inc., puan
to Rule 13a-14(a) or Rule 15d-14(a).

Certification of MauriceE. Carson, Chief Financial Officer of Kulicke aBdffa Industries, Inc., pursu:

to Rule 13a-14(a) or Rule 15d-14(a).

Certification of C. Scott Kulicke, Chief Executi@ficer of Kulicke and Soffa Industries, Inc., puast tc

18 U.S.C. Section 1350 as adopted pursuant todpe®fi6 of the Sarbanes-Oxley Act of 2002.

Certification of Maurice E. Carson, Chief Finandfficer of Kulicke and Soffa Industries, Inc., puan

to 18 U.S.C. Section 1350 as adopted pursuantdtioBe906 of the Sarbanes-Oxley Act of 2002.

Indicates a management contract or compensatomyoplarrangement.

Portions of this exhibit have been omitted based oaquest for confidential treatment submittedhi
U.S. Securities and Exchanger@mission. The omitted portions have been filedassely with th
Commission.
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(1)
(2)
®3)

(4)
(5)
(6)
(7)
(8)

Year ended September 30, 2003

KULICKE AND SOFFA INDUSTRIES, INC.
Schedule II-Valuation and Qualifying Accounts
(in thousands)

Allowance for doubtful accounts
Inventory reserve
Valuation allowance for deferred taxes

Year ended September 30, 2004

Allowance for doubtful accounts

Inventory reserve

Valuation allowance for deferred taxes

Year ended September 30, 2005

Allowance for doubtful accounts

Inventory reserve

Valuation allowance for deferred taxes

Bad debts written off.

Balance Charged to Other Balance
at beginning costs and Additions Deductions at end

of period expenses (describe) (describe) of period
$ 6,033 $ 519 $ - $ 623 (1) 5,929
$ 24,847 $ 3,490 $ (2,930)(4) $ 9,592 (2) 15,815
$ 86,749 $ 13,979(3) $ - $ - 100,728
$ 5929 $ (850) $ - $ 1,433(1) 3,646
$ 15,815 $ 3,566 $ - $ 6,264 (2) 13,117
$ 100,728 $ (11,185)(5) $ 10,400 (6) $ 6,503 (7) 93,440
$ 3,646 $ 6 $ - $ 395 (1) 3,257
$ 13,117 $ 4,454 $ - $ 4,399 (2) 13,172
$ 93,440 $ 15,018(8) $ - $ - 108,458

Disposal of excess and obsolete inventory.

Reflects the increase in the valuation allowanseeiated with the Company’s U.S. net operatingdsssd tax credit

carryforwards.

Reflects the sales of the assets of the Compaawsg and hub blades products lines.
Reflects the decrease in the valuation allowansedated with the Company’s U.S. net operatingdsss
Reflects adjustment of cumulative timing differesice
Reflects adjustment associated with the Compay&dn net operating losses.

Reflects the increase in valuation allowance prilpassociated with the Company’s U.S. net opeggliisses and

cumulative timing differences.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the regigthas duly caused this report to
be signed on its behalf by the undersigned, théoedudy authorized.

KULICKE AND SOFFA INDUSTRIES, INC.

By:_/s/ C.SCOTT KULICKE
C. Scott Kulicke
Chairman of the Board and
Chief Executive Officer

Dated: December 13, 2005

Pursuant to the requirements of the Securities &@h Act of 1934, this report has been signed &ydhowing persons on behalf of
the registrant and in the capacities and on thesdatlicated.

Signature Title Date
/s| C. SCOTT KULICKE
C. Scott Kulicke Chairman of the Board cBmber 13, 2005
(Principal Executive Officer) of Directorsch@hief

Executive Officer

/s MAURICE E.CARSON

Maurice E. Carson Vice President and D 13, 2005
(Principal Financial and Accounting Chief Finil Officer
Officer)

/s/ BRIAN R. BACHMAN
Brian R. Bachman Director December IB3?

/s/ PHILIP V. GERDINE

Philip V. Gerdine Director December 2605
/s/ JOHN A. O'STEEN
John A. O'Steen Director December 13, 2005
/sl GARRETT E. PIERCE
Garrett E. Pierce Director December2i®5
/sl MACDONELL ROEHM, JR.
MacDonell Roehm, Jr. Director Decemk&r2005
/s/ BARRY WAITE
Barry Waite Director December 13, 2005

/sl C. WILLIAM ZADEL
C. William Zadel Director December 2805
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C. Scott Kulicke
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Brian R. Bachman
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Axcelis Technologies, Inc.

Philip V. Gerdine, Ph.D., C.P.A.
Retired Executive Director
Siemens Aktiengesellschaft

John A. O’'Steen

Retired Executive Vice President,
Business Development
Cornerstone Brands, Inc.

Garrett E. Pierce
Vice Chairman and CFO
Orbital Sciences Corporation

MacDonell Roehm, Jr.
Chairman and CEO
Crooked Creek Capital LLC

Barry Waite
Retired President and CEO
Chartered Semiconductor

C. William zZadel
CEO Emeritus
Mykrolis Corporation

EXECUTIVE OFFICERS
C. Scott Kulicke

Chairman of the Board and
Chief Executive Officer

Maurice E. Carson
Vice President and CFO

Jack G. Belani
Senior Vice President

Oded Lendner
Senior Vice President

Charles Salmons
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Bruce Giriffing
Vice President

CORPORATE VICE PRESIDENTS
Robert F. Amweg

David J. Anderson

David T. Beatson

Peter P. Cristallo

Jeffrey A. Hartigan

EQUIPMENT MANUFACTURING
FACILITIES

Willow Grove, PA
Singapore

PACKAGING MATERIALS
MANUFACTURING FACILITIES

Yokneam Elite, Israel
Suzhou, China

Singapore

Thalwil-Zurich, Switzerland

TEST INTERCONNECT
MANUFACTURING FACILITIES

Gilbert, AZ

San Jose, CA
Corbeil, France
Hsin-Chu, Taiwan
Suzhou, China

K&S SALES OFFICES, SALES
REPRESENTATIVES,
DISTRIBUTORS, SERVICE
LOCATIONS

USA

Arizona Indiana
California Massachusetts
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Connecticut Pennsylvania
Florida Texas

Europe/Africa

Czech Republic Poland
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Germany South Africa
Israel Sweden
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Asia
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INDEPENDENT ACCOUNTANTS
PricewaterhouseCoopers, LLP
Philadelphia, PA

BANK
Bank of America
Chicago, IL

REGISTRAR AND TRANSFER AGENT
Common Stock

American Stock Transfer & Trust

59 Maiden Lane

New York NY 10007

800-937-5449

STOCK TRADING
Traded on NASDAQ
NASDAQ Symbol — KLIC

An electronic copy of the 2005 Annual
Report, the 2006 Proxy Statement and other
filings are available online at
http://Iwww.kns.com/investors

Copies of the Company’s 10Q’s, recent news
releases and investor packages may be
obtained by contacting:

Michael Sheaffer

Director of Investor Relations
Kulicke & Soffa Industries, Inc.
Phone: 215-784-6411

Fax: 215-784-6167

Or request information online at:
http://www.kns.com/investors
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