Edgar Filing: ENTEGRIS INC - Form 10-Q

ENTEGRIS INC
Form 10-Q

October 25, 2012
Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended September 29, 2012

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file number: 001-32598

Entegris, Inc.

(Exact name of registrant as specified in its charter)
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Delaware 41-1941551
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
129 Concord Road, Billerica, Massachusetts 01821
(Address of principal executive offices) (Zip Code)

(978) 436-6500
(Registrant s telephone number, including area code)
None

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer x Accelerated filer

Non-accelerated filer ~~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date.

Class Outstanding at October 18, 2012
Common Stock, $0.01 par value per share 137,508,484 shares
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Cautionary Statements

This report contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. These

forward-looking statements involve substantial risks and uncertainties and reflect the Company s current views with respect to future events and

financial performance. The words believe, expect, anticipate, intends, estimate, forecast, project, should, may, will and wou

expressions are intended to identify these forward-looking statements. You should read statements that contain these words carefully because

they discuss future expectations, contain projections of future results of operations or of financial position or state other forward-looking

information. All forecasts and projections in this report are forward-looking statements, and are based on management s current expectations of

the Company s near-term results, based on current information available pertaining to the Company. The risks which could cause actual results to

differ from those contained in such forward looking statements include, without limit, the risks described in the Company s Annual Report on

Form 10-K for the year ended December 31, 2011 under the headings Risks Relating to our Business and Industry , Manufacturing Risks ,
International Risks , and Risks Related to Owning Our Securities as well as in the Company s quarterly reports on Form 10-Q and current reports

on Form 8-K as filed with the Securities and Exchange Commission.

Any forward-looking statements in this Quarterly Report on Form 10-Q are not guarantees of future performance, and actual results,
developments and business decisions may differ from those envisaged by such forward-looking statements, possibly materially. We disclaim any
duty to update any forward-looking statements.
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PART I FINANCIAL INFORMATION

Item 1. Financial Statements

ENTEGRIS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

(In thousands, except share and per share data)

ASSETS

Current assets:

Cash and cash equivalents

Short-term investments

Trade accounts and notes receivable, net of allowance for doubtful accounts of $1,904 and
$1,037

Inventories

Deferred tax assets, deferred tax charges and refundable income taxes
Assets held for sale

Other current assets

Total current assets

Property, plant and equipment, net of accumulated depreciation of $259,223 and $238,688

Other assets:

Investments

Intangible assets, net

Deferred tax assets and other noncurrent tax assets
Other

Total assets

LIABILITIES AND EQUITY

Current liabilities:

Accounts payable

Accrued payroll and related benefits

Other accrued liabilities

Deferred tax liabilities and income taxes payable

Total current liabilities

Pension benefit obligations and other liabilities
Deferred tax liabilities and other noncurrent tax liabilities

Equity:

Preferred stock, par value $.01; 5,000,000 shares authorized; none issued and outstanding as
of September 29, 2012 and December 31, 2011

Common stock, par value $.01; 400,000,000 shares authorized; issued and outstanding
shares as of September 29, 2012 and December 31, 2011: 137,506,834 and 135,820,588
Additional paid-in capital

Retained deficit

Accumulated other comprehensive income

Table of Contents

$

September 29, 2012

307,830
7,997

111,334
102,817
15,475
5,998
8,056

559,507

151,245

2,288
51,243
26,300

6,564

797,147

32,973
29,015
17,967
11,669

91,624

18,603
3,963

1,375
802,382
(168,294)

47,494

$

December 31, 2011

273,593

107,223
93,937
15,805

5,998
6,443

502,999

130,554

3,831
56,453
25,119

5,707

724,663

30,609
30,887
16,954
14,144

92,594

19,868
3,963

1,358
788,673
(225,766)
43,973
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Total equity 682,957 608,238
Total liabilities and equity $ 797,147 $ 724,663

See the accompanying notes to condensed consolidated financial statements.
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ENTEGRIS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share data)
Net sales
Cost of sales

Gross profit

Selling, general and administrative expenses
Engineering, research and development expenses
Amortization of intangible assets

Operating income
Interest income
Interest expense
Other expense, net

Income before income taxes and equity in net income of affiliates
Income tax expense
Equity in net income of affiliates

Net income
Less net income attributable to noncontrolling interest

Net income attributable to Entegris, Inc.

Amounts attributable to Entegris, Inc.:
Basic net income per common share
Diluted net income per common share

Weighted shares outstanding:
Basic
Diluted

(Unaudited)

Three months ended

September 29,

2012
$ 184,449
102,517

81,932
39,095
13,314

2,389

27,134
(83)

43

1,481

25,693
7,656

18,037

$ 18,037

$ 013
$ 013

137,453
138,499

October 1,
2011

$ 173,014
98,186

74,828
33,533
11,957

2,505

26,833
(58)

20

315

26,556
4,582
(14)

21,988

$ 21,988

$ 016
$ 0.6

134,995
136,305

See the accompanying notes to condensed consolidated financial statements.
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Nine months ended
September 29,  October 1,

2012 2011

$548,085  $ 585337
307,163 327,021
240,922 258,316
110,132 108,449
38,029 36,951
7,259 7,763
85,502 105,153
(183) (105)
171 755
648 (1,643)
84,866 106,146
27,300 22,550
3) (489)
57,569 84,085
400

$ 57,569 $ 83,085

$ 042 $ 062
$ 042 $ 062

137,119 134,410
138,247 135,954
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ENTEGRIS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)
Three months ended Nine months ended

September 29, October 1, September 29, October 1,
(In thousands) 2012 2011 2012 2011
Net income $ 18,037 $ 21,988 $57,569 $ 84,085
Other comprehensive income, net of tax
Foreign currency translation adjustments 7,869 4,913) 3,729 2,026
Reclassification of cumulative translation adjustment associated with sale of equity
method investee (1,715)
Reclassification of cumulative translation adjustment associated with acquisition of
business (216)
Pension liability adjustments, net of income tax expense of $0 and $0 for three and
nine months ended September 29, 2012 and $1,289 and $1,335 for three and nine
months ended October 1, 2011 @) 2,401 8 2,444
Other comprehensive income (loss) 7,862 2,512) 3,521 2,755
Comprehensive income 25,899 19,476 61,090 86,840
Less comprehensive income attributable to the noncontrolling interest 620
Comprehensive income attributable to Entegris, Inc. $ 25,899 $ 19,476 $ 61,090 $ 86,220

See the accompanying notes to condensed consolidated financial statements.
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ENTEGRIS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF EQUITY

(Unaudited)
Accumulated
Common Additional other
shares Common paid-in Retained comprehensive Noncontrolling
(In thousands) outstanding stock capital deficit income interest Total
Balance at December 31, 2010 132,901 $ 1,329 $765867 $(349,612) $ 42,035 $ 4394  $464,013
Shares issued under stock plans 2,161 22 5,634 5,656
Share-based compensation expense 5,784 5,784
Tax benefit associated with stock plans 398 398
Purchase of noncontrolling interest 2,969 562 (5,014) (1,483)
Pension liability adjustment, net of tax 2,444 2,444
Reclassification of cumulative translation
adjustment associated with sale of equity
method investee (1,715) (1,715)
Foreign currency translation 1,806 220 2,026
Net income 83,685 400 84,085
Balance at October 1, 2011 135,062 $ 1,351 $ 780,652  $(265927) $ 45132 $ $561,208
Accumulated
Common Additional other
shares Common paid-in Retained comprehensive
(In thousands) outstanding stock capital deficit income Total
Balance at December 31, 2011 135,821 $ 1,358 $ 788,673  $(225,766) $ 43,973  $608,238
Shares issued under stock plans 1,743 18 4,671 4,689
Share-based compensation expense 8,030 8,030
Repurchase and retirement of common stock (57) D (329) 97) 427)
Tax benefit associated with stock plans 1,337 1,337
Pension liability adjustment, net of tax 8 8
Reclassification of foreign currency translation
associated with acquisition of business (216) (216)
Foreign currency translation 3,729 3,729
Net income 57,569 57,569
Balance at September 29, 2012 137,507 $ 1,375 $ 802,382  $(168,294) $ 47,494  $682,957

See the accompanying notes to condensed consolidated financial statements.
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ENTEGRIS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Nine months ended

September 29, October 1,
(In thousands) 2012 2011
Operating activities:
Net income $ 57,569 $ 84,085
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 20,862 20,292
Amortization 7,259 7,763
Share-based compensation expense 8,030 5,784
Other 515 (550)
Changes in operating assets and liabilities:
Trade accounts receivable and notes receivable (4,290) 15,684
Inventories (9,623) (4,204)
Accounts payable and accrued liabilities 1,528 (14,838)
Other current assets (1,488) 360
Income taxes payable and refundable income taxes (546) (851)
Other (2,995) (755)
Net cash provided by operating activities 76,821 112,770
Investing activities:
Acquisition of property, plant and equipment (39,116) (24,146)
Purchase of short-term investments (7,996)
Other 2,777) (604)
Net cash used in investing activities (49,889) (24,750)
Financing activities:
Issuance of common stock 4,689 5,656
Other 909 (1,085)
Net cash provided by financing activities 5,598 4,571
Effect of exchange rate changes on cash and cash equivalents 1,707 492
Increase in cash and cash equivalents 34,237 93,083
Cash and cash equivalents at beginning of period 273,593 133,954
Cash and cash equivalents at end of period $307,830 $ 227,037

See the accompanying notes to condensed consolidated financial statements.

Table of Contents 9



Edgar Filing: ENTEGRIS INC - Form 10-Q

Table of Conten
ENTEGRIS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations Entegris, Inc. (Entegris or the Company) is a leading provider of a wide range of products for purifying, protecting and
transporting critical materials used in processing and manufacturing in the semiconductor and other high-technology industries.

Principles of Consolidation The condensed consolidated financial statements include the accounts of the Company and its majority-owned
subsidiaries. Intercompany profits, transactions and balances have been eliminated in consolidation.

Use of Estimates The preparation of condensed consolidated financial statements in conformity with accounting principles generally accepted in
the United States requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, particularly
receivables, inventories, property, plant and equipment, and intangibles, accrued expenses and income taxes and related accounts, and disclosure
of contingent assets and liabilities at the date of the condensed consolidated financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Basis of Presentation In the opinion of the Company, the accompanying unaudited condensed consolidated financial statements contain all
adjustments necessary to present fairly, in conformity with accounting principles generally accepted in the United States of America, the
financial position as of September 29, 2012 and December 31, 2011, the results of operations and comprehensive income for the three months
and nine months ended September 29, 2012 and October 1, 2011, and equity and cash flows for the nine months ended September 29, 2012 and
October 1, 2011.

The condensed consolidated financial statements and notes are presented as permitted by Form 10-Q and do not contain certain information
included in the Company s annual consolidated financial statements and notes. The information included in this Form 10-Q should be read in
conjunction with Management s Discussion and Analysis and consolidated financial statements and notes thereto included in the Company s
Form 10-K for the year ended December 31, 2011. The results of operations for the nine months ended September 29, 2012 are not necessarily
indicative of the results to be expected for the full year.

Fair Value of Financial Instruments The carrying value of accounts receivable and accounts payable approximates fair value due to the short
maturity of those instruments.

Recent Accounting Pronouncements

In June 2011, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) No. 2011-05, Presentation of
Comprehensive Income, which requires entities to present reclassification adjustments included in other comprehensive income on the face of
the financial statements and allows entities to present the total of comprehensive income, the components of net income and the components of
other comprehensive income either in a single continuous statement of comprehensive income or in two separate but consecutive statements. It
also eliminates the option for entities to present the components of other comprehensive income as part of the statement of changes in
stockholders equity. ASU No. 2011-05 was effective for the Company in the first quarter of 2012. Adoption of this ASU relates to the
presentation of financial information.

Other ASUs issued, but not effective for the Company until after September 29, 2012, are not expected to have a material effect on the
Company s condensed consolidated financial statements.

Table of Contents 10
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2. INVENTORIES

Inventories consist of the following:

(In thousands)

September 29, 2012

Raw materials $ 28,797
Work-in process 13,847
Finished goods® 59,603
Supplies 570
Total inventories $ 102,817

(a) Includes consignment inventories held by customers for $6,198 and $5,157 at September 29, 2012 and December 31, 2011, respectively.

3. INCOME TAXES

Income tax expense differs from the expected amounts based upon the statutory federal tax rates for the three months and nine months ended

September 29, 2012 and October 1, 2011 as follows:

Three months ended
September 29, October 1,

(In thousands) 2012 2011
Expected federal income tax at statutory rate $ 8,993 $ 9,299
Effect of foreign source income (1,230) 1,091
Valuation allowance (165) (5,220)
Other items, net 58 (588)
Income tax expense $ 7,656 $ 4,582

4. EARNINGS PER COMMON SHARE

The following table presents a reconciliation of the denominators used in the computation of basic and diluted earnings per common share

(EPS):
Three months ended

September 29, October 1,
(In thousands) 2012 2011
Basic weighted common shares outstanding 137,453 134,995
Weighted common shares assumed upon exercise of stock options
and vesting of restricted common stock 1,046 1,310
Diluted weighted common shares and common shares equivalent
outstanding 138,499 136,305

December 31, 2011

$ 26,385
12,258

54,688

606

$ 93,937

Nine months ended

September 29,
2012
$ 29,705
(2,464)
(457)
516

$ 27,300

Nine months ended

September 29,
2012
137,119

1,128

138,247

The Company excluded the following shares underlying stock-based awards from the calculations of diluted EPS because their inclusion would
have been anti-dilutive for the three months and nine months ended September 29, 2012 and October 1, 2011:

Table of Contents
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Three months ended Nine months ended
September 29, October 1, September 29, October 1,
(In thousands) 2012 2011 2012 2011
Shares excluded from calculations of diluted EPS 1,436 2,271 1,435 2,128
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5. FAIR VALUE

Financial Assets Measured at Fair Value on a Recurring Basis

The following table presents the Company s financial assets that are measured at fair value on a recurring basis at September 29, 2012 and
December 31, 2011. Level 1 inputs are based on quoted prices in active markets accessible at the reporting date for identical assets and
liabilities. Level 2 inputs are based on quoted prices for similar instruments in active markets and quoted prices for identical or similar
instruments in markets that are not active, or model-based valuation techniques for which all significant assumptions are observable in a market.

September 29, 2012 December 31, 2011
(In thousands) Level 1 Level 2 Total Level 1 Level 2 Total
Assets:
Cash equivalents
Commercial paper $ $45992 $ 45992 $ $14,605  $ 14,605
Money market fund deposits 71,989 71,989 83,320 83,320
Short-term investments
Commercial paper 7,997 7,997
Other current assets
Foreign exchange forward contracts 1,002 1,002

Total assets measured and recorded at fair value $71,989  $54,991 $126,980 $83,320 $ 14,605 $97,925

Liabilities:
Derivative financial instruments
Foreign exchange forward contracts $ $ $ $ $ 491 $ 491

Total liabilities measured and recorded at fair value $ $ $ $ $ 491 $ 491

On April 2, 2012, the Company acquired the remaining 50% of Entegris Precision Technologies Corporation (EPT) in Taiwan, an entity in

which it had previously owned a 50% equity interest accounted for under the equity method. The transaction was accounted for under the
acquisition method of accounting and the results of operations of the entity are included in the Company s consolidated financial statements as of
and since April 2, 2012. The investee s sales and operating results are not material to the Company s consolidated financial statements. The
Company paid $3.4 million in cash for the additional 50% equity interest in the entity.

The Company remeasured its previously held equity interest in the entity at its April 2, 2012 fair value of $2.9 million. Based on the carrying
value of the Company s equity interest in EPT before the business combination, the Company recognized a gain of $1.3 million. In prior
reporting periods, the Company recognized changes in the value of its equity interest in EPT related to translation adjustments in other
comprehensive income. Accordingly, the $0.2 million recognized previously in other comprehensive income was reclassified and included in the
calculation of the gain.

The purchase price has been allocated based on the fair values of all of the assets acquired and liabilities assumed. The valuation of the assets
acquired and liabilities assumed, as well as the Company s previously held equity interest, was based on the information that was available as of
the acquisition date and the expectations and assumptions that have been deemed reasonable by the Company s management.

In performing these valuations, the Company used independent appraisals and discounted cash flows and other factors as the best evidence of
fair value. The key underlying assumptions of the discounted cash flows were projected revenues, gross margin expectations and operating cost
estimates. There are inherent uncertainties and management judgment required in these determinations. No assurance can be given that the
underlying assumptions will occur as projected. The fair value measurements of the assets acquired and liabilities assumed were based on
valuations involving significant unobservable inputs, or Level 3 in the fair value hierarchy.

10
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The sum of the purchase price of the additional 50% equity interest and the fair value of the equity interest in the investee held by the Company
at the acquisition date exceeded the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities assumed by $1.9
million.

In the second quarter of 2011, the Company recorded a gain of $1.5 million on the sale of an equity investment that was classified within other
income, net in the consolidated statements of operations. The gain comprised two components — a $0.2 million loss related to the disposition of
the equity interest and a $1.7 million gain related to the cumulative translation reclassification adjustment associated with the equity method
investee. The carrying value of the investment at the time of the sale was $4.1 million. The Company received assets recorded at fair value of
$3.9 million ($1.8 million of cash, $0.4 million of equipment, and $1.7 million of intangible assets) resulting in the aforementioned loss. The fair
value measurement of the intangible assets received was based on valuations involving significant unobservable inputs, generally utilizing the
market approach, or Level 3 in the fair value hierarchy.

6. SEGMENT REPORTING

The Company has three reportable operating segments that provide unique products and services, are separately managed and have separate
financial information evaluated regularly by the Company s chief operating decision maker in determining resource allocation and assessing
performance.

The Company s financial reporting segments are Contamination Control Solutions (CCS), Microenvironments (ME), and Specialty Materials
(SMD).

CCS: provides a wide range of products and subsystems that purify, monitor and deliver critical liquids and gases used in the
semiconductor manufacturing process.

ME: provides products that protect wafers, reticles and electronic components at various stages of transport, processing and storage
related to semiconductor manufacturing.

SMD: provides specialized graphite components used in semiconductor equipment and offers low-temperature, plasma-enhanced
chemical vapor deposition coatings of critical components of semiconductor manufacturing equipment used in various stages of the
manufacturing process as well as graphite and silicon carbide for certain critical industrial markets.
Inter-segment sales are not significant. Segment profit is defined as net sales less direct segment operating expenses, excluding certain
unallocated expenses, consisting mainly of general and administrative costs for the Company s human resources, finance and information
technology functions as well as interest expense, and amortization of intangible assets.

Summarized financial information for the Company s reportable segments is shown in the following table:

Three months ended Nine months ended

September 29, October 1, September 29, October 1,
(In thousands) 2012 2011 2012 2011
Net sales
CCS $112,876 $110,015 $ 351,572 $ 378,896
ME 54,421 42,738 139,691 142,034
SMD 17,152 20,261 56,822 64,407
Total net sales $ 184,449 $ 173,014 $ 548,085 $ 585,337
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Three months ended Nine months ended

September 29, October 1, September 29, October 1,

(In thousands) 2012 2011 2012 2011

Segment profit

CCS $ 27,166 $ 29,522 $ 93917 $ 114,230

ME 16,771 6,790 30,823 23,758

SMD 2,112 4,675 11,184 13,915

Total segment profit $ 46,049 $ 40,987 $ 135,924 $ 151,903
11
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The following table reconciles total segment profit to income before income taxes and equity in net income of affiliates:

Three months ended

September 29, October 1,
(In thousands) 2012 2011
Total segment profit $ 46,049 $ 40,987
Amortization of intangibles (2,389) (2,505)
Unallocated general and administrative expenses (16,526) (11,649)
Operating income 27,134 26,833
Interest income (83) (58)
Interest expense 43 20
Other (income) expense, net 1,481 315
Income before income taxes and equity in net income of
affiliates $ 25,693 $ 26,556

The following table presents amortization of intangibles for the Company s reportable segments:

Three months ended

September 29, October 1,
(In thousands) 2012 2011
Amortization of intangibles
CCS $ 1,058 $ 1,090
ME 26 107
SMD 1,305 1,308
$2,389 $ 2,505

7. CHIEF EXECUTIVE OFFICER SUCCESSION AND TRANSITION PLAN

Nine months ended

September 29,
2012
$ 135,924
(7,259)
(43,163)

85,502
(183)

171

648

$ 84,866

October 1,
2011
$ 151,903
(7,763)
(38,987)

105,153
(105)

755
(1,643)

$ 106,146

Nine months ended

September 29,

2012
$3,220

118
3,921

$7,259

October 1,
2011

$ 3,507

332
3,924

$ 7,763

In September 2012, the Company s Board of Directors advised Gideon Argov, the Company s chief executive officer (CEO), that it was
implementing a management succession and transition plan that had been under evaluation by the directors and Mr. Argov for some time.

Pursuant to this succession plan, Bertrand Loy, currently chief operating officer, will succeed Gideon Argov as president and CEO. Effective

November 1, 2012, Mr. Loy will be promoted to President and elected to the Company s Board of Directors. Mr. Argov will continue to serve as
chief executive officer and director of Entegris until November 27, 2012 when Mr. Loy will assume the CEO position. Under a 2005

employment agreement with the Company, Mr. Argov is entitled to various cash and equity-based compensation accruing as of that date.
Accordingly, the Company recorded a pre-tax charge of $3.9 million in the third quarter of 2012, classified as selling, general and administrative

expenses in the Company s condensed consolidated financial statements.

12
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion and analysis of our financial condition and results of operations together with our financial statements
and the related notes and other financial information included elsewhere in this Quarterly Report on Form 10-Q. Some of the information
contained in this discussion and analysis or set forth elsewhere in this Quarterly Report on Form 10-Q includes forward-looking statements that
involve risks and uncertainties. You should review the section entitled Risk Factors in our Annual Report on Form 10-K for the year ended
December 31, 2011 as well as in our Quarterly Reports on Form 10-Q and Current Reports on Form 8-K for a discussion of important factors
that could cause actual results to differ materially from the results described in or implied by the forward-looking statements contained in the
following discussion and analysis.

Overview

This overview is not a complete discussion of the Company s financial condition, changes in financial condition and results of operations; it is
intended merely to facilitate an understanding of the most salient aspects of its financial condition and operating performance and to provide a
context for the detailed discussion and analysis that follows and must be read in its entirety in order to fully understand the Company s
financial condition and results of operations.

Entegris, Inc. is a leading provider of products and services that purify, protect and transport the critical materials used in key technology-driven
industries. Entegris derives most of its revenue from the sale of products and services to the semiconductor and related industries. The
Company s customers consist primarily of semiconductor manufacturers, semiconductor equipment and materials suppliers as well as thin film
transistor-liquid crystal display (TFT-LCD) and hard disk manufacturers, which are served through direct sales efforts, as well as sales and
distribution relationships, in the United States, Asia, Europe and the Middle East.

The Company offers a diverse product portfolio that includes more than 17,000 standard and customized products that it believes provide the
most comprehensive offering of contamination control solutions and microenvironment products and services to the microelectronics industry.
Certain of these products are unit-driven and consumable products that rely on the level of semiconductor manufacturing activity to drive

growth, while others rely on expansion of manufacturing capacity to drive growth. The Company s unit-driven and consumable products includes
membrane-based liquid filters and housings, metal-based gas filters, resin-based gas purifiers, wafer shippers, disk-shipping containers and test
assembly and packaging products and consumable graphite and silicon carbide components used in plasma etch, ion implant and chemical vapor
deposition processes in semiconductor manufacturing. The Company s capital expense-driven products include components, systems and
subsystems that use electro-mechanical, pressure differential and related technologies to permit semiconductor and other electronics
manufacturers to monitor and control the flow and condition of process liquids used in these manufacturing processes, and process carriers that
protect the integrity of in-process wafers.

The Company s fiscal year is the calendar period ending each December 31. The Company s fiscal quarters consist of 13-week or 14-week
periods that end on Saturday. The Company s fiscal quarters in 2012 end March 31, 2012, June 30, 2012, September 29, 2012 and December 31,
2012. Unaudited information for the three and nine months ended September 29, 2012 and October 1, 2011 and the financial position as of
September 29, 2012 and December 31, 2011 are included in this Quarterly Report on Form 10-Q.

Forward-Looking Statements

The information in this Management s Discussion and Analysis of Financial Condition and Results of Operations, except for the historical
information, contains forward-looking statements. These statements are subject to risks and uncertainties and to the cautionary statement set
forth above. These forward-looking statements could differ materially from actual results. The Company assumes no obligation to publicly
release the results of any revision or updates to these forward-looking statements to reflect future events or unanticipated occurrences. This
discussion and analysis should be read in conjunction with the condensed consolidated financial statements and the related notes thereto, which
are included elsewhere in this report.

Key operating factors Key factors, which management believes have the largest impact on the overall results of operations of Entegris, Inc.,
include:
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Level of sales Since a significant portion of the Company s product costs (except for raw materials, purchased components and direct
labor) are largely fixed in the short to medium term, an increase or decrease in sales affects gross profits and overall profitability
significantly. Also, increases or decreases in sales and operating profitability affect certain costs such as incentive compensation and
commissions, which are highly variable in nature. The Company s sales are subject to the effects of industry cyclicality, technological
change, substantial competition, pricing pressures and foreign currency fluctuation.

Variable margin on sales The Company s variable margin on sales is determined by selling prices and the costs of manufacturing and
raw materials. This is also affected by a number of factors, which include the Company s sales mix, purchase prices of raw material
(especially resin and purchased components), competition, both domestic and international, direct labor costs, and the efficiency of

the Company s production operations, among others.

Fixed cost structure Increases or decreases in sales have a large impact on profitability. There are a number of large fixed or

semi-fixed cost components, which include salaries, indirect labor and benefits, facility costs, lease expense, and depreciation and

amortization. It is not possible to vary these costs easily in the short term as volumes fluctuate. Thus changes in sales volumes can

affect the usage and productivity of these cost components and can have a large effect on the Company s results of operations.
Overall Summary of Financial Results for the Three Months and Nine Months Ended September 29, 2012

For the three months ended September 29, 2012, net sales increased by $11.4 million, or 7%, to $184.4 million compared to $173.0 million for
the three months ended October 1, 2011. The sales increase for the three-month period ended September 29, 2012 included unfavorable foreign
currency translation effects of $4.8 million, related to the weakening of most international currencies versus the U.S. dollar. Excluding this
factor, net sales increased 9% for the quarter.

Net sales for the first nine months of 2012 were $548.1 million, down 6% from $585.3 million in the comparable year-ago period. The
year-over-year decline in net sales primarily reflected the lower capital spending in the semiconductor industry that began in the latter half of
2011. The sales decrease for the nine-month period ended September 29, 2012 included unfavorable foreign currency translation effects of $8.3
million, related to the weakening of most international currencies, other than the Japanese yen, versus the U.S. dollar. Excluding this factor, net
sales declined 5% for the nine-month period ended September 29, 2012, when compared to the comparable year-ago period.

On a sequential basis, third quarter sales declined 2% from $188.2 million in the second quarter of 2012, reflecting softness in demand for both
unit-driven and capital-driven products, partly offset by an increase in royalty revenue. The effect of foreign currency translation on net sales for
the quarter was nominal.

The Company s operating segments experienced varied net sales results for the three-month and nine-month periods as described in greater detail
below.

Changes in gross profit for the third quarter and first nine months of 2012 when compared to the year-ago periods generally reflects the
year-over-year changes in net sales. The gross margin rate for the third quarter of 2012 was 44.4% versus 43.2% for the third quarter of 2011,
while the gross margin rate for the first nine months of 2012 was 44.0% compared to 44.1% in the comparable period a year ago. Operating
costs, consisting of selling, general and administrative (SG&A) and engineering, research and development (ER&D) costs, increased 15% and
2% for the three-month and nine-month period ended September 29, 2012, respectively, when compared to the year-ago periods.

The Company s effective tax rate rose to 32.2% in 2012, compared to 21.2% in 2011. Tax expense in 2011 included a $14.9 million benefit
associated with a decrease in the Company s U.S. deferred tax asset valuation allowance, primarily accounting for the increase in the effective
rate from 2011 to 2012.
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As a result of the aforementioned factors, the Company reported net income attributable to the Company of $18.0 million, or $0.13 per diluted
share, for the quarter ended September 29, 2012 compared to net income attributable to the Company of $22.0 million, or $0.16 per diluted
share, in the quarter ended October 1, 2011. For the nine-month period ended September 29, 2012, net income attributable to the Company was
$57.6 million, or $0.42 per diluted share, compared to net income attributable to the Company of $83.7 million, or $0.62 per diluted share, in the
year-ago period.

During the first nine months of 2012, the Company s generated operating cash flow of $76.8 million. Cash, cash equivalents, and short-term
investments totaled $315.8 million at September 29, 2012 compared with $273.6 million at December 31, 201 1. The Company had no
outstanding short-term bank borrowings or long-term debt at September 29, 2012 or December 31, 2011.

Critical Accounting Policies

Management s discussion and analysis of financial condition and results of operations are based upon the Company s condensed consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in the United States. The
preparation of these condensed consolidated financial statements requires the Company to make estimates, assumptions and judgments that
affect the reported amounts of assets, liabilities, revenues and expenses and related disclosure of contingent assets and liabilities. Actual results
may differ from these estimates under different assumptions or conditions.

The critical accounting policies affected most significantly by estimates, assumptions and judgments used in the preparation of the Company s
condensed consolidated financial statements are described in Item 7 of its Annual Report on Form 10-K for the year ended December 31, 2011
filed with the Securities and Exchange Commission. On an ongoing basis, the Company evaluates the critical accounting policies used to prepare
its consolidated financial statements, including, but not limited to, those related to accounts receivable-related valuation allowances, inventory
valuation, impairment of long-lived assets, income taxes and share-based compensation. There have been no material changes in these
aforementioned critical accounting policies.
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Three and Nine Months Ended September 29, 2012 Compared to Three and Nine Months Ended October 1, 2011 and Three Months
Ended June 30, 2012

The following table compares operating results for the three months ended September 29, 2012 with results for the three months ended
October 1, 2011 and June 30, 2012 and the nine months ended September 29, 2012 with results for the nine months ended October 1, 2011, both
in absolute dollars and as a percentage of net sales, for each caption.

Three Months Ended Nine Months Ended

September 29, October 1, June 30, September 29, October 1,
(Dollars in thousands) 2012 2011 2012 2012 2011
Net sales $ 184,449 100.0% $ 173,014 100.0% $ 188,233 100.0% $ 548,085 100.0% $ 585,337 100.0%
Cost of sales 102,517 55.6 98,186 56.8 105,487 56.0 307,163 56.0 327,021 55.9
Gross profit 81,932 444 74,828 432 82,746 44.0 240,922 44.0 258,316 44.1
Selling, general and administrative
expenses 39,095 21.2 33,533 19.4 35,989 19.1 110,132 20.1 108,449 18.5
Engineering, research and development
expenses 13,314 7.2 11,957 6.9 12,726 6.8 38,029 6.9 36,951 6.3
Amortization of intangible assets 2,389 1.3 2,505 1.4 2,420 1.3 7,259 1.3 7,763 1.3
Operating income 27,134 14.7 26,833 15.5 31,611 16.8 85,502 15.6 105,153 18.0
Interest (income) expense, net (40) (0.0) (38) (0.0) 30 0 (12) (0.0) 650 0.1
Other expense (income), net 1,481 0.8 315 0.2 (671) 0.4) 648 0.1 (1,643) (0.3)
Income before income taxes and equity
in net income of affiliates 25,693 13.9 26,556 15.3 32,252 17.1 84,866 15.5 106,146 18.1
Income tax expense 7,656 4.2 4,582 2.6 10,579 5.6 27,300 5.0 22,550 39
Equity in net income of affiliates (14) (0.0) 0 3) (0.0) (489) (0.1)
Net income $ 18,037 9.8 $ 21,988 12.7 $ 21,673 11.5 $ 57,569 10.5 $ 84,085 14.4

Net sales For the three months ended September 29, 2012, net sales increased by $11.4 million, or 7%, to $184.4 million compared to $173.0
million for the three months ended October 1, 2011. The sales increase for the three-month period ended September 29, 2012 included
unfavorable foreign currency translation effects of $4.8 million, related to the weakening of most international currencies versus the U.S. dollar.
Excluding this factor, net sales increased 9% for the quarter.

Net sales for the first nine months of 2012 were $548.1 million, down 6% from $585.3 million in the comparable year-ago period. The
year-over-year decline in net sales primarily reflected the lower capital spending in the semiconductor industry that began in the latter half of
2011. The sales decrease for the nine-month period ended September 29, 2012 included unfavorable foreign currency translation effects of $8.3
million, related to the weakening of most international currencies, other than the Japanese yen, versus the U.S. dollar. Excluding this factor, net
sales declined 5% for the nine-month period ended September 29, 2012, when compared to the comparable year-ago period.
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On a geographic basis, total sales in the third quarter of 2012 to North America were 30%, Asia (excluding Japan) 39%, Europe 13% and Japan
18% compared to prior year third quarter figures of North America 30%, Asia (excluding Japan) 37%, Europe 15% and Japan 18%. Sales in
North America, Asia (excluding Japan), and Japan rose 5%, 15%, and 4% respectively, and Europe fell 10% in the third quarter of 2012
compared to the year-ago quarter.

Demand drivers for the Company s business primarily consist of semiconductor fab utilization and production (unit-driven) as well as capital
spending for new or upgraded semiconductor fabrication equipment and facilities (capital-driven). The Company analyzes sales of its products
by these two key drivers. Sales of unit-driven products in the quarter ended September 29, 2012 increased 8%, while sales of capital-driven
products increased 1%. Sales of unit-driven products in the quarter ended September 29, 2012 represented 66% of total sales and capital-driven
products represented 34% of total sales in the quarter ended September 29, 2012. For the third quarter of 2011 and second quarter of 2012, this
split was 64%/36% and 66%/34%, respectively. This shift in relative demand for capital-driven products reflects lower capital spending since
mid-2011 by semiconductor customers for capacity-related products.

On a sequential basis, third quarter sales declined 2% from $188.2 million in the second quarter of 2012. The effect of foreign currency
translation on net sales for the quarter was nominal. On a geographic basis, net sales to North America, Asia (excluding Japan) and Japan
decreased 4%, 1% and 5%, respectively, while sales to Europe increased 5% despite the effect of unfavorable foreign currency translation
effects. Unit-driven sales declined marginally, as declines in sales of legacy products and specialty coatings products offset growth in sales of
advanced filtration products. Meanwhile, capital-driven sales also declined, reflecting lower sales of fluid handling components and
photochemical pumps offsetting strong demand for wafer handling products.

The Company s operating segments experienced varied net sales results for the three-month and nine-month periods as described in greater detail
below.

Gross profit The Company s gross profit in the three months ended September 29, 2012 increased by $7.1 million to $81.9 million, up from
$74.8 million in the three months ended October 1, 2011. For the first nine months of 2012, gross profit was $240.9 million, down from $258.3
million recorded in the first nine months of 2011. Changes in gross profit for the third quarter and first nine months of 2012 when compared to
the year-ago periods generally reflects the year-over-year changes in net sales.

The gross margin rate for the third quarter of 2012 was 44.4% versus 43.2% for the third quarter of 2011, while gross margin for the first nine
months of 2012 was 44.0% compared to 44.1% in the comparable period a year ago. The higher comparative year-over-year gross margin
percentage for the three-month period is due to improved factory utilization and higher royalty revenue of $2.3 million offset by a slightly
unfavorable sales mix. The relatively flat year-over-year gross margin percentage for the nine-month period reflects slightly improved factory
utilization and higher royalty revenue of $3.3 million, offset by a slightly unfavorable sales mix.

On a sequential quarter basis, gross profit for the three months ended September 29, 2012 decreased by $0.8 million to $81.9 million for the
three months ended September 29, 2012, down from $82.7 million for the three months ended June 30, 2012. The Company s gross margin of
44.4% for the third quarter compared to 44.0% for the three months ended June 30, 2012. The higher comparative year-over-year gross margin
percentage for the three-month period is due to higher royalty revenue of $2.7 million, partly offset by unfavorable sales mix.

Selling, general and administrative expenses. Selling, general and administrative (SG&A) expenses increased $5.6 million, or 17%, to $39.1
million in the three months ended September 29, 2012, up from $33.5 million in the comparable three-month period a year earlier. Despite the
increase in net sales, SG&A expenses as a percent of net sales increased to 21.2% from 19.4% a year earlier. For the first nine months of 2012,
SG&A expenses increased by $1.7 million, or 2% to $110.1 million compared to $108.4 million a year earlier. For the first nine months of 2012,
SG&A costs, as a percent of net sales, increased to 20.1% from 18.5% a year ago, mainly reflecting the decrease in net sales. Included in both

the three-month and nine-month periods in 2012 is a $3.9 million charge associated with compensation to which the Company s current chief
executive officer is entitled in connection with the succession and transition plan described in further detail in note 7 to the Company s condensed
consolidated financial statements. Other employee costs, which make up about two-thirds of SG&A expenses, decreased by $1.3 million for the
nine-month period, mainly due to lower accruals for incentive compensation.

17

Table of Contents 21



Edgar Filing: ENTEGRIS INC - Form 10-Q

Table of Conten

Engineering, research and development expenses Engineering, research and development (ER&D) expenses related to the support of current
product lines and the development of new products and manufacturing technologies were $13.3 million in the three months ended September 29,
2012 compared to the $12.0 million reported in the year-ago period. ER&D expenses as a percent of net sales increased to 7.2% from 6.9%,
reflecting the increase in ER&D expenditures. ER&D expenses increased 3% to $38.0 million in the first nine months of 2012 compared to
$37.0 million in the year-ago nine-month period. For the first nine months of 2012 ER&D expenses, as a percent of net sales, increased to 6.9%
from 6.3%, mainly reflecting the decrease in net sales.

Amortization of intangible assets Amortization of intangible assets was $2.4 million in the three months ended September 29, 2012 compared
to $2.5 million in the year-ago period. Amortization of intangible assets was $7.3 million in the first nine months of 2012 compared to $7.8
million in the year-ago period.

Other expense (income), net Other expense, net was $1.5 million in the three-month period ended September 29, 2012 mainly reflecting a $1.5
million loss from foreign currency transaction losses related to the remeasurement of yen-denominated assets and liabilities held by the
Company. Other expense, net was $0.6 million in the nine-month period ended September 29, 2012, mainly reflecting $2.1 million of foreign
currency transaction losses related to the remeasurement of yen-denominated assets and liabilities held by the Company. The loss was partially
offset by a $1.5 million gain recorded in the second quarter related to the remeasurement of the previously held 50% equity investment in a
Taiwan joint venture entity in which the Company s acquired a 100% interest in April 2012.

Other expense was $0.3 million and other income was $1.6 million in the three-month and nine-month periods ended October 1, 2011,
respectively. The year-to-date figure includes a $1.5 million gain recorded in the second quarter of 2011 related to the sale of an equity
investment.

Income tax expense The Company recorded income tax expense of $7.7 million and $27.3 million, respectively, in the three and nine months
ended September 29, 2012 compared to income tax expense of $4.6 million and $22.6 million, respectively, in the three and nine months ended
October 1, 2011. The effective tax rate was 32.2% in the 2012 period compared to 21.2% in the 2011 period.

In 2011, the Company s effective tax rate was lower than the U.S. statutory rate of 35% mainly due to the $14.9 million decrease in the
Company s U.S. deferred tax asset valuation allowance. Management concluded the Company would realize certain deferred tax assets related to
current taxes payable and has thus released the allowance for a portion of U.S. deferred tax assets. The effective tax rate in 2012 and 2011
benefitted from lower tax rates in certain of the Company s taxable jurisdictions.

Net income attributable to Entegris, Inc. Net income attributable to Entegris, Inc. of $18.0 million, or $0.13 per diluted share, in the
three-month period ended September 29, 2012 compared to net income of $22.0 million, or $0.16 per diluted share, in the three-month period
ended October 1, 201 1. For the nine months ended September 29, 2012, net income attributable to the Company was $57.6 million, or $0.42 per
diluted share, compared to net income attributable to the Company of $83.7 million, or $0.62 per diluted share, in the comparable period a year
ago.

Non-GAAP Measures Information The Company s condensed consolidated financial statements are prepared in conformity with accounting
principles generally accepted in the United States (GAAP). The Company also utilizes certain non-GAAP financial measures as a complement to
financial measures provided in accordance with GAAP in order to better assess and reflect trends affecting the Company s business and results of
operations. See  Non-GAAP Information included below in this section for additional detail, including the reconciliation of GAAP measures to
the Company s non-GAAP measures.

The Company s non-GAAP financial measures are Adjusted EBITDA and Adjusted Operating Income, together with related measures thereof,
and non-GAAP Earnings Per Share (EPS).

Adjusted EBITDA increased 15% to $40.8 million in the three-month period ended September 29, 2012, compared to $35.4 million in the
three-month period ended October 1, 2011. Adjusted EBITDA, as a percent of net sales for the three-month period ended September 29, 2012,
increased to 22.1% from 20.4% a year earlier. Adjusted Operating Income increased 17% to $33.5 million in the three-month period ended
September 29, 2012, compared to $28.6 million in the three-month period ended October 1, 2011. Adjusted Operating Income, as a percent of
net sales for the three-month period ended September 29, 2012, increased to 18.1% from 16.5% a year earlier. Non-GAAP Earnings Per Share
decreased 6% to $0.16 in the three-month period ended September 29, 2012, compared to $0.17 in the three-month period ended October 1,
2011. The improvements in the Adjusted EBITDA and Adjusted Operating Income measures reflect the sales gains experienced for the third
quarter. The slight decline in Non-GAAP Earnings Per Share is due to the higher effective tax rate in 2012.
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Adjusted EBITDA decreased 11% to $117.6 million in the nine-month period ended September 29, 2012, compared to $132.5 million in the
nine-month period ended October 1, 2011. Adjusted EBITDA, as a percent of net sales for the nine-month period ended September 29, 2012,
decreased to 21.4% from 22.6% a year earlier. Adjusted Operating Income decreased 14% to $96.7 million in the nine-month period ended
September 29, 2012, compared to $112.2 million in the nine-month period ended October 1, 2011. Adjusted Operating Income, as a percent of
net sales for the nine-month period ended September 29, 2012, decreased to 17.6% from 19.2% a year earlier. Non-GAAP Earnings Per Share
decreased 28% to $0.46 in the nine-month period ended September 29, 2012, compared to $0.64 in the nine-month period ended October 1,
2011. The declines in the Adjusted EBITDA and Adjusted Operating Income measures reflect the reduction in sales. In addition, Non-GAAP
Earnings Per Share was adversely affected by a higher effective tax rate.

Segment Analysis

The Company reports its financial performance based on three reporting segments. The following is a discussion on the results of operations of
these three business segments. See Note 6 Segment Reporting to the condensed consolidated financial statements for additional information on
the Company s three segments.

The following table presents selected net sales and segment profit data for the Company s three segments for the three months and nine months
ended September 29, 2012 and October 1, 2011:

Three months ended Nine months ended

September 29, October 1, September 29, October 1,
(In thousands) 2012 2011 2012 2011
Contamination Control Solutions
Net sales $112,876 $110,015 $ 351,572 $ 378,896
Segment profit 27,166 29,522 93,917 114,230
Microenvironments
Net sales $ 54,421 $ 42,738 $ 139,691 $ 142,034
Segment profit 16,771 6,790 30,823 23,758
Specialty Materials
Net sales $ 17,152 $ 20,261 $ 56,822 $ 64,407
Segment profit 2,112 4,675 11,184 13,915

Contamination Control Solutions (CCS)

For the third quarter of 2012, CCS net sales increased 3% to $112.9 million, from $110.0 million in the comparable period last year. Sales of
liquid filtration products improved, while sales for fluid components and systems, and gas filtration products declined. CCS reported a segment
profit of $27.2 million in the third quarter of 2012 compared to a $29.5 million segment profit in the year-ago period. Unfavorable sales mix,
along with an increase in operating expenses, accounted for the year-to-year reduction in segment profit.

For the nine months ended September 29, 2012, CCS net sales decreased 7% to $351.6 million from $378.9 million in the comparable period
last year. The year-to-date revenue decrease is due to lower sales of fluid components and systems, and gas filtration products. Sales of liquid
filtration products improved modestly. For the nine months ended September 29, 2012, CCS reported a segment profit of $93.9 million
compared to segment profit of $114.2 million in the year-ago period. The decrease in sales and a 2% increase in operating expenses accounts for
the reduction in segment profit.

Sales for the third quarter of 2012 were down 8% on a sequential basis from the second quarter of 2012, as continued strength in advanced
filtration sales to support advanced semiconductor manufacturing processes was more than offset by weakness in components and subsystem
sales. The decline in sales and slightly higher operating expenses produced a 22% decrease in segment profit in the third quarter of 2012
compared to the second quarter of 2012.

Microenvironments (ME)

For the third quarter of 2012, ME net sales increased 27% to $54.4 million, from $42.7 million in the comparable period last year. The increase
was due to higher sales of 300mm process products and an increase in royalty revenue, mainly due to $2.6 million in one-time, up-front license
fees received during the period. ME reported a segment profit of $16.8 million in the third quarter of 2012 compared to a $6.8 million segment
profit in the year-ago period. The improvement was due to the higher gross profit associated with the sales increase, improved factory utilization
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For the nine months ended September 29, 2012, ME net sales decreased 2% to $139.7 million from $142.0 million in the comparable period last
year. The year-to-date decline reflected lower sales of wafer shipper and 200mm process products, partly offset by improved sales of 300mm
process products and the royalty revenue noted above. ME reported a segment profit of $30.8 million for the nine months ended September 29,
2012 compared to a segment profit of $23.8 million in the year-ago period. The increase resulted from a favorable sales mix, the increase in
royalty revenue and lower ME operating expenses, which decreased by 8%.

Sales for the third quarter of 2012 were up 22% on a sequential basis from the second quarter of 2012, primarily due to increased demand for
300mm wafer process products and the royalty revenue increase. The higher gross profit associated with the improved sales and higher royalty
revenue combined with slightly lower operating expenses to produce a 97% improvement in segment profit in the third quarter of 2012
compared to the second quarter of 2012.

Specialty Materials (SMD)

For the third quarter of 2012, SMD net sales decreased 15%, to $17.2 million, from $20.3 million in the comparable period last year. The
decrease reflected lower sales for both SMD s graphite-based components and specialty coated products. SMD reported a segment profit of $2.1
million in the third quarter of 2012 compared to a segment profit of $4.7 million in the third quarter of 2011. Lower gross profit, associated with
the sales decline, and an 8% increase in operating expenses accounted for the decrease.

For the nine months ended September 29, 2012, SMD net sales decreased 12% to $56.8 million from $64.4 million in the comparable period last
year. Despite an improvement in sales mix and a decrease of operating expenses of 6%, the lower sales caused SMD to report a lower segment
profit of $11.2 million for the nine months ended September 29, 2012, compared to a segment profit of $13.9 million for the year-ago period.

Sales for the third quarter of 2012 were down 16% on a sequential basis from the second quarter of 2012 due to lower sales of specialty coated
products for ion implant applications. Segment profit for SMD fell by 52% sequentially as gross profit was affected by reduced factory
utilization, an unfavorable sales mix and an operating expense increase of 10%.

Unallocated general and administrative expenses

Unallocated general and administrative expenses totaled $16.5 million in the third quarter of 2012 compared to $11.6 million in the third quarter
of 2011 and $13.6 million in the second quarter of 2012. For the nine months ended September 29, 2012, unallocated general and administrative
expenses totaled $43.2 million compared to $39.0 million in the comparable period last year. Included in both the three-month and nine-month
periods in 2012 is a $3.9 million charge associated with compensation to which the Company s current chief executive officer is entitled in
connection with the succession and transition plan noted above.

Liquidity and Capital Resources

Operating activities Cash flow provided by operating activities totaled $76.8 million in the nine months ended September 29, 2012. Cash
generated by operating activities was primarily the result of net income attributable to the Company adjusted for non-cash expenses (such as
depreciation, amortization and share-based compensation). The net impact on cash flow from operations from changes in operating assets and
liabilities mainly reflected increases in accounts receivable and inventories.

Accounts receivable, net of foreign currency translation effects, increased by $4.3 million. This increase reflects higher third quarter sales
partially offset by an improvement in the Company s days sales outstanding (DSO). The Company s DSO was 55 days at September 29, 2012
compared to 60 days at the beginning of the year.
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Inventories at September 29, 2012 increased by $9.6 million from December 31, 2011, after taking into account the impact of foreign currency
translation effects and the provision for excess and obsolete inventory. All categories of inventory grew during the nine months ended
September 29, 2012.

Working capital at September 29, 2012 stood at $467.9 million, up from $410.4 million as of December 31, 2011, and included $315.8 million
in cash, cash equivalents and short-term investments, compared to cash and cash equivalents of $273.6 million as of December 31, 2011.

Investing activities Cash flow used in investing activities totaled $49.9 million in the nine-month period ended September 29, 2012. Acquisition
of property and equipment totaled $39.1 million, primarily for significant investments in equipment and tooling. The Company purchased $8.0
million of commercial paper classified as short-term investments. Net of cash acquired, the Company used $3.0 million to acquire the remaining
50% of an equity method investee in which it had previously owned a 50% equity interest.

The Company expects its capital expenditures in 2012 to be approximately $50 million to $60 million. Under the terms of its revolving credit
facility, as amended during the third quarter of 2012, the Company is restricted from making annual capital expenditures in excess of $85
million. Accordingly, the Company does not anticipate that the current limitation on capital expenditures will have an adverse effect on the
Company s capital spending plan.

Financing activities Cash provided by financing activities totaled $5.6 million during the nine-month period ended September 29, 2012,
primarily reflecting $4.7 million of proceeds received in connection with common shares issued under the Company s employee stock purchase
and stock option plans and $1.3 million related to excess tax benefits from employee stock plans, partially offset by the purchase of 0.1 million
shares of its common stock at a total cost of $0.4 million under the stock repurchase program authorized by the Company s Board of Directors in
2011.

The Company has a revolving credit facility maturing June 9, 2014, with a revolving credit commitment of $30.0 million. As of September 29,
2012, the Company had no outstanding borrowings and $0.2 million undrawn on outstanding letters of credit under the revolving credit facility.
Through September 29, 2012, the Company was in compliance with all applicable financial covenants included in the terms of the revolving
credit facility.

The Company also has lines of credit with two banks that provide for borrowings of Japanese yen for the Company s Japanese subsidiary,
equivalent to an aggregate of approximately $15.4 million. There were no outstanding borrowings under these lines of credit at September 29,
2012.

At September 29, 2012, the Company s shareholders equity stood at $683.0 million, up 12% from $608.2 million at the beginning of the year.
The increase reflected net income attributable to the Company of $57.6 million, additional paid-in capital of $8.0 million associated with the
Company s share-based compensation expense, $4.7 million received in connection with common shares issued under the Company s stock
option and employee stock purchase plans, and foreign currency translation effects of $3.7 million, partially offset by the repurchase and
retirement of its common stock of $0.4 million.

As of September 29, 2012, the Company s sources of available funds were its cash and cash equivalents of $307.8 million, short-term
investments of $8.0 million, funds available under its revolving credit facility and international credit facilities and cash flow generated from
operations.

The Company believes that its cash and cash equivalents, short-term investments, funds available under its revolving credit facility and
international credit facilities and cash flow generated from operations will be sufficient to meet its working capital and investment requirements
for the next twelve months. If available liquidity is not sufficient to meet the Company s operating and debt service obligations as they come due,
management will need to pursue alternative arrangements through additional equity or debt financing in order to meet the Company s cash
requirements. However, there can be no assurance that any such financing would be available on commercially acceptable terms.
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New Accounting Pronouncements

Recently adopted accounting pronouncements Refer to note 1 to the Company s condensed consolidated financial statements for a discussion
of recently adopted accounting pronouncements.

Recently issued accounting pronouncements At this time, the Company does not anticipate that recently issued accounting guidance that has
not yet been adopted will have a material impact on its condensed consolidated financial statements. Refer to note 1 to the Company s condensed
consolidated financial statements for a discussion of recently issued accounting pronouncements.

Non-GAAP Information The Company s consolidated financial statements are prepared in conformity with accounting principles generally
accepted in the United States (GAAP).

The Company also provides certain non-GAAP financial measures as a complement to financial measures provided in accordance with GAAP in
order to better assess and reflect trends affecting the Company s business and results of operations. Regulation G, Conditions for Use of
Non-GAAP Financial Measures, and other regulations under the Securities Exchange Act of 1934, as amended, (the 1934 Act) define and
prescribe the conditions for use of certain non-GAAP financial information. The Company provides non-GAAP financial measures of Adjusted
EBITDA and Adjusted Operating Income together with related measures thereof, and non-GAAP Earnings Per Share (EPS).

Adjusted EBITDA, a non-GAAP term, is defined by the Company as net income attributable to Entegris, Inc. before (1) net income attributable
to noncontrolling interest, (2) equity in net income of affiliates, (3) income tax expense (4) other income, net, (5) interest (income) expense, net,
(6) amortization of intangible assets, (7) charge associated with CEO succession and transition plan, (8) gain associated with pension curtailment
and (9) depreciation. Adjusted Operating Income, another non-GAAP term, is defined by the Company as its Adjusted EBITDA less
depreciation. The Company also utilizes non-GAAP measures whereby Adjusted EBITDA and Adjusted Operating Income are each divided by
the Company s net sales to derive Adjusted EBITDA Margin and Adjusted Operating Margin, respectively.

Non-GAAP EPS, a non-GAAP term, is defined by the Company as net income attributable to Entegris, Inc. before (1) amortization of intangible
assets, (2) charge associated with CEO succession and transition plan, (3) gain associated with pension curtailment, (4) accelerated write-off of
debt issuance costs, (5) gains associated with equity investments and (6) the tax effect of the aforementioned adjustments to net income
attributable to Entegris, Inc.

The Company provides supplemental non-GAAP financial measures to better understand and manage its business and believes these measures
provide investors and analysts additional and meaningful information for the assessment of the Company s ongoing results. Management also
uses these non-GAAP measures to assist in the evaluation of the performance of its business segments and to make operating decisions.

Management believes the Company s non-GAAP measures help indicate the Company s baseline performance before certain gains, losses or
other charges that may not be indicative of the Company s business or future outlook and offer a useful view of business performance in that the
measures provide a more consistent means of comparing performance. The Company believes the non-GAAP measures aid investors overall
understanding of the Company s results by providing a higher degree of transparency for such items and providing a level of disclosure that will
help investors understand how management plans, measures and evaluates the Company s business performance. Management believes that the
inclusion of non-GAAP measures provides consistency in its financial reporting and facilitates investors understanding of the Company s
historical operating trends by providing an additional basis for comparisons to prior periods.

Management uses Adjusted EBITDA and Adjusted Operating Income to assist it in evaluations of the Company s operating performance by
excluding items that management does not consider as relevant in the results of its ongoing operations. Internally, these non-GAAP measures are
used by management for planning and forecasting purposes, including the preparation of internal budgets; for allocating resources to enhance
financial performance; for evaluating the effectiveness of operational strategies; and for evaluating the Company s capacity to fund capital
expenditures, secure financing and expand its business.

In addition, and as a consequence of the importance of these non-GAAP financial measures in managing its business, the Company s Board of
Directors uses non-GAAP financial measures in the evaluation process to determine management compensation.

The Company believes that certain analysts and investors use Adjusted EBITDA, Adjusted Operating Income and non-GAAP EPS as
supplemental measures to evaluate the overall operating performance of firms in the Company s industry. Additionally, lenders or potential
lenders use Adjusted EBITDA measures to evaluate the Company s creditworthiness.
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The presentation of non-GAAP financial measures is not meant to be considered in isolation, as a substitute for, or superior to, financial
measures or information provided in accordance with GAAP. Management strongly encourages investors to review the Company s consolidated
financial statements in their entirety and to not rely on any single financial measure.

Management notes that the use of non-GAAP measures has limitations:

First, non-GAAP financial measures are not standardized. Accordingly, the methodology used to produce the Company s non-GAAP financial
measures is not computed under GAAP and may differ notably from the methodology used by other companies. For example, the Company s
non-GAAP measure of Adjusted EBITDA may not be directly comparable to EBITDA or an adjusted EBITDA measure reported by other
companies.

Second, the Company s non-GAAP financial measures exclude items such as amortization and depreciation that are recurring. Amortization of
intangibles and depreciation have been, and will continue to be for the foreseeable future, a significant recurring expense with an impact upon
the Company s results of operations, notwithstanding the lack of immediate impact upon cash flows.

Third, there is no assurance the Company will not have future restructuring activities, gains or losses on sale of equity investments, charges for
fair value mark-up of acquired inventory sold, accelerated write-offs of debt-issuance costs or similar items and, therefore, may need to record
additional charges (or credits) associated with such items, including the tax effects thereon. The exclusion of these items from the Company s
non-GAAP measures should not be construed as an implication that these costs are unusual, infrequent or non-recurring.

Management considers these limitations by providing specific information regarding the GAAP amounts excluded from these non-GAAP
financial measures and evaluating these non-GAAP financial measures together with their most directly comparable financial measures
calculated in accordance with GAAP. The calculations of Adjusted EBITDA, Adjusted operating income, and non-GAAP EPS, and
reconciliations between these financial measures and their most directly comparable GAAP equivalents are presented below in the
accompanying tables.

Reconciliation of GAAP Net income attributable to Entegris, Inc. to Adjusted operating income and Adjusted EBITDA

Three Months Ended Nine Months Ended
September 29, October 1, September 29, October 1,
2012 2011 2012 2011

Net sales $ 184,449 $ 173,014 $ 548,085 $ 585,337
Net income attributable to Entegris, Inc. $ 18,037 $ 21,988 $ 57,569 $ 83,685
Adjustments to net income attributable to Entegris, Inc.
Net income attributable to noncontrolling interest 400
Equity in net income of affiliates (14) A3) (489)
Income tax expense 7,656 4,582 27,300 22,550
Other expense (income), net 1,481 315 648 (1,643)
Interest (income) expense, net (40) (38) (12) 650
GAAP Operating income 27,134 26,833 85,502 105,153
Amortization of intangible assets 2,389 2,505 7,259 7,763
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Charge associated with CEO succession and transition plan 3,928 3,928

Gain associated with pension curtailment (726) (726)
Adjusted operating income 33,451 28,612 96,689 112,190
Depreciation 7,349 6,763 20,862 20,292
Adjusted EBITDA $ 40,800 $ 35,375 $117,551 $ 132,482
Adjusted operating margin 18.1% 16.5% 17.6% 19.2%
Adjusted EBITDA as a % of net sales 22.1% 20.4% 21.4% 22.6%

Reconciliation of GAAP Earnings per Share to Non-GAAP Earnings per Share

Three Months Ended Nine Months Ended
September 29, October 1, September 29, October 1,
2012 2011 2012 2011

GAAP net income attributable to Entegris, Inc. $ 18,037 $ 21,988 $ 57,569 $ 83,685
Adjustments to net income attributable to Entegris, Inc.:
Amortization of intangible assets 2,389 2,505 7,259 7,763
Charge associated with CEO succession and transition plan 3,928 3,928
Gain associated with pension curtailment (726) (726)
Accelerated write-off of debt issuance costs 282
Gain associated with equity investments (1,522) (1,523)
Tax effect of adjustments to net income attributable to Entegris,
Inc. (2,301) (457) (3,802) (2,492)
Non-GAAP net income attributable to Entegris, Inc. $ 22,053 $ 23,310 $ 63,432 $ 86,989
Diluted earnings per common share attributable to Entegris, Inc.: $ 0.13 $ 0.6 $ 042 $ 062
Effect of adjustments to net income attributable to Entegris, Inc. $ 0.03 $ 0.01 $ 0.04 $ 002
Diluted non-GAAP earnings per common share attributable to
Entegris, Inc.: $ o0.16 $ 017 $ 046 $ 0.64
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

Entegris principal financial market risks are sensitivities to interest rates and foreign currency exchange rates. The Company s interest-bearing
cash equivalents are subject to interest rate fluctuations. The Company s cash equivalents are instruments with maturities of three months or less.
A 100 basis point change in interest rates would potentially increase or decrease annual net income by approximately $2.0 million annually.

The cash flows and results of operations of the Company s foreign-based operations are subject to fluctuations in foreign exchange rates. The
Company occasionally uses derivative financial instruments to manage the foreign currency exchange rate risks associated with its foreign-based
operations. At September 29, 2012, the Company had no net exposure to any foreign currency forward contracts.

Item 4. Controls and Procedures
(a) Evaluation of disclosure controls and procedures.

The Company s management, including the Chief Executive Officer (CEO) and Chief Financial Officer (CFO), has conducted an evaluation of
the effectiveness of the design and operation of the Company s disclosure controls and procedures (as defined under Rules 13a-15(e) and
15d-15(e) promulgated under the Securities Exchange Act of 1934 (the 1934 Act )) as of September 29, 2012. The term  disclosure controls and
procedures means controls and other procedures of a company that are designed to ensure that information required to be disclosed by us in the
reports that we file or submit under the 1934 Act is recorded, processed, summarized and reported, within the time periods specified in the SEC s
rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information
required to be disclosed by a company in the reports that it files or submits under the 1934 Act is accumulated and communicated to the

company S management, including its principal executive and principal financial officers, as appropriate to allow timely decisions regarding
required disclosure. Management recognizes that any controls and procedures, no matter how well designed and operated, can provide only
reasonable assurance of achieving their objectives and management necessarily applies its judgment in evaluating the cost-benefit relationship of
possible controls and procedures. Based on management s evaluation (with the participation of our CEO and CFO), as of September 29, 2012, its
CEO and CFO have concluded that the disclosure controls and procedures used by the Company, were effective to provide reasonable assurance
that information required to be disclosed by the Company in reports that it files or submits under the 1934 Act is recorded, processed,
summarized, and reported within the time periods specified in U.S. Securities and Exchange Commission rules and forms, and is accumulated
and communicated to management, including its principal executive officer and principal financial officer, as appropriate, to allow timely
decisions regarding required disclosure.

(b) Changes in internal control over financial reporting.

There has been no change in the Company s internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the 1934
Act) during the most recently completed fiscal quarter that has materially affected, or is reasonably likely to materially affect, the Company s
internal control over financial reporting.

25

Table of Contents 32



Edgar Filing: ENTEGRIS INC - Form 10-Q

Table of Conten

PART II OTHER INFORMATION

Item 1. Legal Proceedings

The Company is subject to various claims, legal actions, and complaints arising in the ordinary course of business. The Company believes the
final outcome of these matters will not have a material adverse effect on its consolidated financial statements. The Company expenses legal costs
as incurred.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

Issuer Purchases of Equity Securities

On October 26, 2011, the Company announced that its Board of Directors had authorized the repurchase of up to an aggregate of $50.0 million
of the Company s common stock in open market transactions and in accordance with a pre-arranged stock trading plan established on November
22,2011 for the purpose of repurchasing up to $50 million of the registrant s common stock in accordance with Rule 10b5-1 under the Securities
Exchange Act of 1934, as amended (the Plan ). The Plan commenced on November 28, 2011 and, by its terms, will expire on the earlier of (i)
October 24, 2012, (ii) a determination by a senior officer of the Company to discontinue the program or (iii) another termination event described
in the Plan. On August 20, 2012, the Company amended the Plan to extend the expiration date of the Plan until February 8, 2013. There have
been no repurchases of the Company s common stock under the Plan during the quarter ended September 29, 2012.

Item 6. Exhibits

10.1 First Amendment to Credit Agreement, dated August 1, 2012, among the Registrant, Poco Graphite, Inc., the Lenders as defined in the
Credit Agreement and Wells Fargo Bank, National Association®.

31.1 Certification of Chief Executive Officer Pursuant to Exchange Act Rule 13a-14(a).
31.2 Certification of Chief Financial Officer Pursuant to Exchange Act Rule 13a-14(a).

32.1 Certification of Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

101 Interactive data files pursuant to Rule 405 of Regulation S-T, formatted in XBRL (Extensible Business Reporting Language): (i) the
Condensed Consolidated Balance Sheets at September 29, 2012 and December 31, 2011, (ii) the Condensed Consolidated Statement
of Operations for the three months and nine months ended September 29, 2012 and October 1, 2011, (iii) Condensed Consolidated
Statements of Comprehensive Income for the three months and nine months ended September 29, 2012 and October 1, 2011, (iv)
Condensed Consolidated Statements of Equity for the nine months ended September 29, 2012 and October 1, 2011, (v) the Condensed
Consolidated Statement of Cash Flows for the nine months ended September 29, 2012 and October 1, 2011 and (vi) the notes to the
Condensed Consolidated Financial Statements™**.

* Incorporated by reference to Exhibit 99.1 to Entegris, Inc. Current Report on Form 8-K, filed with the Securities and Exchange
Commission on August 3, 2012.

**  In accordance with Rule 406T of Regulation S-T, the XBRL related information in Exhibit 101 to this Quarterly Report on Form 10-Q is
deemed not filed or part of a registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, as
amended, is deemed not filed for purposes of Section 18 of the Securities and Exchange Act of 1934, as amended, and otherwise is not
subject to liability under those sections.
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CONFORMED COPY

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the

undersigned thereunto duly authorized.

Date: October 25, 2012
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/s! Gregory B. Graves
Gregory B. Graves
Executive Vice President and Chief Financial

Officer (on behalf of the registrant and as

principal financial officer)
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First Amendment to Credit Agreement, dated August 1, 2012, among the Registrant, Poco Graphite, Inc., the Lenders as defined in the
Credit Agreement and Wells Fargo Bank, National Association*.

Certification of Chief Executive Officer Pursuant to Exchange Act Rule 13a-14(a).
Certification of Chief Financial Officer Pursuant to Exchange Act Rule 13a-14(a).

Certification of Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

Interactive data files pursuant to Rule 405 of Regulation S-T, formatted in XBRL (Extensible Business Reporting Language): (i) the
Condensed Consolidated Balance Sheets at September 29, 2012 and December 31, 2011, (ii) the Condensed Consolidated Statement of
Operations for the three months and nine months ended September 29, 2012 and October 1, 2011, (iii) Condensed Consolidated
Statements of Comprehensive Income for the three months and nine months ended September 29, 2012 and October 1, 2011, (iv)
Condensed Consolidated Statements of Equity for the nine months ended September 29, 2012 and October 1, 2011, (v) the Condensed
Consolidated Statement of Cash Flows for the nine months ended September 29, 2012 and October 1, 2011 and (vi) the notes to the
Condensed Consolidated Financial Statements™*.

Incorporated by reference to Exhibit 99.1 to Entegris, Inc. Current Report on Form 8-K, filed with the Securities and Exchange
Commission on August 3, 2012.

In accordance with Rule 406T of Regulation S-T, the XBRL related information in Exhibit 101 to this Quarterly Report on Form 10-Q is
deemed not filed or part of a registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, as
amended, is deemed not filed for purposes of Section 18 of the Securities and Exchange Act of 1934, as amended, and otherwise is not
subject to liability under those sections.
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