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Washington, D. C. 20549

FORM 10-Q

(Mark One)
T  Quarterly report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended March 31, 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 0-13470

NANOMETRICS INCORPORATED
(Exact name of registrant as specified in its charter)

Delaware 94-2276314

(State or other jurisdiction of (I. R. S. Employer
incorporation or organization) Identification No.)
1550 Buckeye Drive, Milpitas, CA 95035
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Registrant’s telephone number, including area code: (408) 545-6000

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 Q 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 such shorter period that the registrant was required to
submit and post such file) Yes Q 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.

Large accelerated filer £ Accelerated filer S
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 Q

As of May 7, 2012 there were 23,487,234 shares of common stock, $0.001 par value, issued and outstanding.
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PART I — FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

NANOMETRICS INCORPORATED

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands except per share amounts)

(Unaudited)

ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable, net of allowances of $126 and $117, respectively
Inventories

Inventories-delivered systems
Prepaid expenses and other

Deferred income tax assets

Total current assets

Property, plant and equipment, net
Goodwill

Intangible assets, net

Deferred income tax assets

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payable

Accrued payroll and related expenses
Deferred revenue

Other current liabilities

Income taxes payable

Current portion of debt obligations
Total current liabilities

Deferred revenue

Income taxes payable

Other long-term liabilities

Debt obligations

Total liabilities

Commitments and contingencies (Note 15)
Stockholders’ equity:

Preferred stock, $0.001 par value; 3,000,000 shares authorized; no shares issued or

outstanding

Common stock, $0.001 par value, 47,000,000 shares authorized; 23,437,033 and

23,182,771, respectively, issued and outstanding
Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive income
Total stockholders’ equity

March 31,
2012

$95,478
38,783
48,978
1,884
10,629
9,527
205,279
38,255
11,951
13,618
3,140
892
$273,135

$10,364
7,661
7,648
14,301
588
775
41,337
5,441
2,411
2,151
6,551
57,891

23

240,038
(26,612
1,795

215,244

December 31,
2011

$97,699
29,289
52,260
1,637
8,119
12,406
201,410
35,521
11,990
14,394
2,864
1,042
$267,221

$7,975
8,837
5,788
16,709
707
765
40,781
4,547
2,401
2,813
6,687
57,229

23

236,735
(28,315 )
1,549

209,992
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Total liabilities and stockholders’ equity $273,135 $267,221
See Notes to Condensed Consolidated Financial Statements
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NANOMETRICS INCORPORATED
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands except per share amounts)
(Unaudited)
Three Months Ended
March 31, 2012 April 2, 2011
Net revenues:

Products $47,858 $53,983
Service 7,634 8,160
Total net revenues 55,492 62,143
Costs of net revenues:

Cost of products 24,819 22,647
Cost of service 4,970 4,341
Amortization of intangible assets 637 232
Total costs of net revenues 30,426 27,220
Gross profit 25,066 34,923
Operating expenses:

Research and development 7,476 5,488
Selling 7,211 6,699
General and administrative 6,081 5,499
Amortization of intangible assets 192 174
Total operating expenses 20,960 17,860
Income from operations 4,106 17,063
Other income (expense)

Interest income 52 40
Interest expense (269 ) (337
Other, net (175 ) (513
Total other expense, net (392 ) (810
Income before income taxes 3,714 16,253
Provision for income taxes 2,011 5,743
Net income 1,703 10,510
Other Comprehensive Income:

Foreign currency translation gain 246 334
Comprehensive Income $1,949 $10,844
Net income per share:

Basic $0.07 $0.47
Diluted $0.07 $0.45
Shares used in per share calculation:

Basic 23,349 22,568
Diluted 23,981 23,397

See Notes to Condensed Consolidated Financial Statements
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NANOMETRICS INCORPORATED

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

Cash flows from operating activities:

Net income

Reconciliation of net income to net cash provided by (used in) operating
activities:

Depreciation and amortization

Stock-based compensation

Excess tax benefit from equity awards

Loss on disposal of fixed assets

Inventory write down

Deferred income taxes

Changes in fair value of contingent payments to Zygo Corporation
Changes in assets and liabilities:

Accounts receivable

Inventories

Inventories-delivered systems

Prepaid expenses and other

Accounts payable, accrued and other liabilities

Deferred revenue

Income taxes payable

Net cash provided (used in) by operating activities

Cash flows from investing activities:

Payments to Zygo Corporation related to acquisition
Purchases of property, plant and equipment

Net cash used in investing activities

Cash flows from financing activities:

Repayments of debt obligations

Proceeds from sale of shares under employee stock option plans and purchase
plan

Excess tax benefit from equity awards

Taxes paid on net issuance of stock awards

Net cash provided by financing activities

Effect of exchange rate changes on cash and cash equivalents
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

See Notes to Condensed Consolidated Financial Statements
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Three Months Ended

March 31, April 2,

2012 2011

$1,703 $10,510

2,087 1,428

1,461 822

(645 ) (2,236 )
118 —

509 273

2,468 1,467

8 147

(9,617 ) (3,602 )
(713 ) (1,657 )
(61 ) (1,065 )
(2,337 ) 562

(1,166 ) (2,567 )
2,731 3,393

518 3,024

(2,936 ) 10,499

(107 ) (61 )
(867 ) (755 )
(974 ) (816 )
(186 ) (186 )
1,214 1,603

645 2,236

(16 ) (23 )
1,657 3,630

32 398

(2,221 ) 13,711

97,699 66,460

$95,478 $80,171
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NANOMETRICS INCORPORATED

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1. Nature of Business and Basis of Presentation

Description of Business — Nanometrics Incorporated (“Nanometrics” or the “Company”) and its wholly owned subsidiaries
design, manufacture, market, sell and support thin film, optical critical dimension and overlay dimension metrology
and inspection systems used primarily in the manufacturing of semiconductors, solar photovoltaics (“solar PV”’) and
high-brightness LEDs (“HB-LED”), as well as by customers in the silicon wafer and data storage industries.
Nanometrics' metrology systems precisely measure a wide range of film types deposited on substrates during
manufacturing in order to control manufacturing processes and increase production yields in the fabrication of
integrated circuits. The thin film metrology systems use a broad spectrum of wavelengths, high-sensitivity optics,
proprietary software, and patented technology to measure the thickness and uniformity of films deposited on silicon
and other substrates as well as their chemical composition. The Company’s optical critical dimension technology is a
patented critical dimension measurement technology that is used to precisely determine the dimensions on the
semiconductor wafer that directly control the resulting performance of the integrated circuit devices. The overlay
metrology systems are used to measure the overlay accuracy of successive layers of semiconductor patterns on wafers
in the photolithography process. Nanometrics' inspection systems are used to find defects on patterned and
unpatterned wafer at nearly every stage of the semiconductor production flow. The corporate headquarters of
Nanometrics is located in Milpitas, California.

Basis of Presentation — The accompanying condensed consolidated financial statements ("financial statements") have
been prepared on a consistent basis with the audited consolidated financial statements as of December 31, 2011 and
include all adjustments necessary to fairly present the information set forth therein, which include only normal
recurring adjustments. All significant intercompany accounts and transactions have been eliminated in consolidation.
The financial statements have been prepared in accordance with the regulations of the United States Securities and
Exchange Commission (“SEC”) for interim periods in accordance with S-X Article 10, and, therefore, omit certain
information and footnote disclosure necessary to present the statements in accordance with accounting principles
generally accepted in the United States of America. The operating results for interim periods are not necessarily
indicative of the operating results that may be expected for the entire year. These financial statements should be read
in conjunction with the audited consolidated financial statements and notes thereto for the fiscal year ended December
31, 2011, which were included in the Company’s Annual Report on Form 10-K filed with the SEC on March 14, 2012.

Fiscal Period — The Company uses a 52/53 week fiscal year ending on the Saturday nearest to December 31. All
references to the quarter refer to Nanometrics' fiscal quarter. The fiscal quarters presented herein include 13 weeks.

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

Use of Estimates — The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial

statements and the reported amounts of revenues and expenses during the reported period. Actual results could differ
materially from those estimates. Estimates are used for, but not limited to, revenue recognition, the provision for
doubtful accounts, the provision for excess, obsolete, or slow moving inventories, depreciation and amortization,
valuation of intangible assets and long-lived assets, warranty reserves, income taxes, valuation of stock-based
compensation, and contingencies.

Foreign Currency Translation — The assets and liabilities of foreign subsidiaries are translated from their respective
local functional currencies at exchange rates in effect at the balance sheet date and income and expense accounts are
translated at average exchange rates during the reporting period. Resulting translation adjustments are reflected in
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“Accumulated other

comprehensive income,” a component of stockholders’ equity. Foreign currency transaction gains and losses are
reflected in

“Other income (expense)” in the consolidated statements of operations in the period incurred and consist of $0.2 million
loss

and $0.5 million gain for the three month periods ended March 31, 2012 and April 2, 2011, respectively.

Revenue Recognition — The Company derives revenue from the sale of process control metrology systems (“product
revenue”) as well as spare part sales, billable service, service contracts, and upgrades (together “service revenue”).
Upgrades are a group of parts and/or software that change the existing configuration of a product and are included in
service revenue. They are distinguished from product revenue, which consists of complete, automated process control
metrology systems (the “system(s)”’). Nanometrics' systems consist of hardware and software components that function
together to deliver the essential
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NANOMETRICS INCORPORATED

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

functionality of the system. Arrangements for sales of systems often include defined customer-specified acceptance
criteria.

In summary, the Company recognizes revenue when persuasive evidence of an arrangement exists, delivery has
occurred or services have been rendered, the seller's price is fixed or determinable, and collectability is reasonably
assured.

For product sales to existing customers, revenue recognition occurs at the time title and risk of loss transfer to the
customer, which usually occurs upon shipment from the Company's manufacturing location, if it can be reliably
demonstrated that the product has successfully met the defined customer specified acceptance criteria and all other
recognition criteria has been met. For initial sales where the product has not previously met the defined customer
specified acceptance criteria, product revenues are recognized upon the earlier of receipt of written customer
acceptance or expiration of the contractual acceptance period. In Japan, where contractual terms with the customer
specify risk of loss and title transfers upon customer acceptance, revenue is recognized upon receipt of written
customer acceptance, provided that all other recognition criteria have been met.

The Company warrants its products against defects in manufacturing. Upon recognition of product revenue, a liability
is recorded for anticipated warranty costs. On occasion, customers request a warranty period longer than the
Company's standard warranty. In those instances where extended warranty services are separately quoted to the
customer, the associated revenue is deferred and recognized as service revenue ratably over the term of the contract.
The portion of service contracts and extended warranty services agreements that are uncompleted at the end of any
reporting period are included in deferred revenue.

As part of its customer services, the Company sells software that is considered to be an upgrade to a customer's
existing systems. These standalone software upgrades are not essential to the tangible product's functionality and are
accounted for under software revenue recognition rules which require vendor specific objective evidence ("VSOE") of
fair value to allocate revenue in a multiple element arrangement. Revenue from upgrades is recognized when the
upgrades are delivered to the customer, provided that all other recognition criteria have been met.

Revenue related to spare parts is recognized upon shipment. Revenue related to billable services is recognized as the
services are performed. Service contracts may be purchased by the customer during or after the warranty period and
revenue is recognized ratably over the service contract period.

Frequently, the Company delivers products and various services in a single transaction. The Company's deliverables
consist of tools, installation, upgrades, billable services, spare parts, and service contracts. The Company's typical
multi-element arrangements include a sale of one or multiple tools that include installation and standard warranty.
Other arrangements consist of a sale of tools bundled with service elements or it includes delivery of different types of
services. The Company's tools, upgrades, and spare parts are delivered to customers within a period of up to six
months from order date. Installation is usually performed soon after delivery of the tool. Billable services are billed on
a time and materials basis and performed as requested by customers. Under service contract arrangements, services are
provided as needed over the fixed arrangement term, such terms can be up to 12 months. The Company does not grant
its customers a general right of return or any refund terms and imposes a penalty on orders canceled prior to the
scheduled shipment date.
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On January 2, 2011, the Company adopted the new accounting guidance for arrangements with software elements
and/or multiple deliverables. The amended guidance for multiple deliverable arrangements did not change the units of
accounting for the Company's revenue transactions, and most products and services qualify as separate units of
accounting. The new guidance established a hierarchy of evidence to determine the standalone selling price of a
deliverable based on vendor specific objective evidence ("VSOE"), third party evidence ("TPE"), or best estimate of
selling price ("BESP").

The Company regularly evaluates its revenue arrangements to identify deliverables and to determine whether these
deliverables are separable into multiple units of accounting. In accordance with the new guidance, the Company
allocates the arrangement consideration among the deliverables based on relative selling price. The Company has
established VSOE for some of its products and services when a substantial majority of selling prices falls within a
narrow range when sold separately. For deliverables with no established VSOE, the Company uses best estimate of
selling price to determine standalone selling price for such deliverable. The Company does not use TPE to determine
standalone selling price since this information is not widely available in the market as the Company's products contain
a significant element of proprietary technology and the solutions offered differ substantially from competitors. The
Company has established a process for developing estimated selling prices, which incorporates historical selling
prices, the effect of market conditions, gross margin objectives, pricing practices, as well as entity-specific factors.
The Company monitors and evaluates estimated selling price on a regular basis to

7
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NANOMETRICS INCORPORATED

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

ensure that changes in circumstances are accounted for in a timely manner. The adoption of the new accounting
standards did not have a significant impact on the consolidated financial statements.

When certain elements in multiple-element arrangements are not delivered or accepted at the end of a reporting
period, the relative selling prices of undelivered elements are deferred until these elements are delivered and/or
accepted. If deliverables cannot be accounted for as separate units of accounting, the entire arrangement is accounted
for as a single unit of accounting and revenue is deferred until all elements are delivered and all revenue recognition
requirements are met.

Business Combinations - The Company allocates the purchase price of acquired companies to the tangible and
intangible assets acquired and liabilities assumed based upon their estimated fair values at the acquisition date. The
purchase price allocation process requires management to make significant estimates and assumptions, especially at
the acquisition date with respect to intangible assets and inventory acquired. While best estimates and assumptions as
a part of the purchase price allocation process are used to accurately value assets acquired and liabilities assumed at
the acquisition date, estimates are inherently uncertain and subject to refinement. As a result, during the measurement
period, which may be up to one year from the acquisition date, the Company may record adjustments to the assets
acquired and liabilities assumed, with the corresponding offset to goodwill. Upon the conclusion of the measurement
period or final determination of the values of assets acquired or liabilities assumed, whichever comes first, any
subsequent adjustments are recorded in the consolidated statements of operations.

The Company estimates the fair value of inventory acquired by utilizing the net realizable value method which is
based on the estimated sales price of the product less appropriate costs to complete and selling costs. Examples of
critical estimates in valuing certain intangible assets that were acquired or may be acquired in the future include but
are not limited to:

future expected cash flows from sales of products, services and acquired developed technologies and patents;
expected costs to develop the in-process research and development into commercially viable products and estimated
cash flows from the projects when completed;

the acquired company's customer relationships, as well as assumptions about the estimated useful lives of the
relationships;

discount rates.

Unanticipated events and circumstances may occur which may affect the accuracy or validity of assumptions,
estimates or actual results associated with business combinations.

Note 2. Recent Accounting Pronouncements

In September 2011, the FASB issued Accounting Standards Update (“ASU”) 2011-08, Intangibles-Goodwill and Other
(Topic 350): Testing Goodwill for Impairment which is intended to simplify how an entity tests goodwill for
impairment. The amendment is effective for the Company beginning in the first quarter of fiscal 2012. Under this
accounting standard update, an entity is allowed to first assess qualitative factors to determine whether it is necessary
to perform the two-step quantitative goodwill impairment test. An entity no longer will be required to calculate the fair
value of a reporting unit unless the entity determines, based on a qualitative assessment, that it is more likely than not
that its fair value is less than its carrying amount. This guidance is effective for goodwill impairment tests performed
for fiscal years beginning after December 15, 2011, with early adoption permitted. The Company early adopted this
standard during the fourth quarter of 2011. Refer to Note 4 "Acquisition, Goodwill Impairment and Long-Lived Asset
Impairment" for a summary of the accounting impact.

11
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In June 2011, the FASB issued ASU 2011-05, Comprehensive Income: Presentation of Comprehensive Income (ASU
2011-05), which provides amendments to FASB Accounting Standards Codification ("ASC") Topic 220,
Comprehensive Income. The objective of ASU 2011-05 is to require an entity 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. ASU 2011-05
eliminates the option to present the components of other comprehensive income as part of the statement of equity. The
Company adopted this standard during the first quarter of 2012. This adoption did not have an impact on the
Company’s financial position, results of operations or cash flows, as it only requires a change in the format of the
Company’s current presentation. Other comprehensive income is presented as a single continuous statement included
in the Condensed Consolidated Statements of Comprehensive Income.

In May 2011, the FASB issued ASU 2011-04, Fair Value Measurement (Accounting Standards Codification ("ASC")
Topic 820) - Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP
and IFRSs (ASU 2011-04), which is effective for annual reporting periods beginning after December 15, 2011. This
guidance amends

8
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NANOMETRICS INCORPORATED

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

certain accounting and disclosure requirements related to fair value measurements. It had no material impact on the
Company's consolidated financial statements.

Note 3. Fair Value Measurements and Disclosures

Fair value is defined as the price that would be received upon the sale of an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. The standard assumes that the transaction to
sell the asset or transfer the liability occurs in the principal or most advantageous market for the asset or liability and
establishes that the fair value of an asset or liability shall be determined based on the assumptions that market
participants would use in pricing the asset or liability.

The Company determines the fair values of its financial instruments based on the fair value hierarchy established in
ASC 820, which requires an entity to maximize the use of observable inputs and minimize the use of unobservable
inputs when measuring fair value. The classification of a financial asset or liability within the hierarchy is based upon
the lowest level input that is significant to the fair value measurement. The fair value hierarchy prioritizes the inputs
into three levels that may be used to measure fair value:

Level 1 — Quoted prices in active markets for identical assets or liabilities.

Level 2 — Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for similar
assets and liabilities in active markets or inputs that are observable for the asset or liability, either directly or indirectly
through market corroboration, for substantially the full term of the financial instrument.

Level 3 — Unobservable inputs that are supported by little or no market activity and are significant to the fair value of
the assets or liabilities. Such unobservable inputs include an estimated discount rate used in our discounted present
value analysis of future cash flows, which reflects our estimate of debt with similar terms in the current credit markets.
As there is currently minimal activity in such markets, the actual rate could be materially different.

The following table presents the Company’s fair value measurements that are measured at the estimated fair value, on a
recurring basis, categorized in accordance with the fair value hierarchy (in thousands):

Quoted Prices

in Active Significant Significant
Markets for Other Unobservable
As of March 31, 2012 . Observable Total
Identical Inputs Inputs
Assets (LI; vel 2) (Level 3)
(Level 1)
Fair value of df:f.e{*red payments to Zygo Corporation . $2.641 $2.641
related to acquisition
Total financial liabilities — — $2,641 $2.641
Quoteq Prices Significant C
in Active Significant
Markets for Other Unobservable
As of December 31, 2011 . Observable Total
Identical Inputs Inputs
Assets (le:vel 2) (Level 3)
(Level 1)
Fair th}e of royalty payments to RTM related to o o $561 $561
acquisition of Nanda
— — 2,633 2,633

13
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Fair value of deferred payments to Zygo Corporation
related to acquisition
Total financial liabilities — —

$3,194

$3,194

14
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NANOMETRICS INCORPORATED

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

Level 3
Fair value at December 31, 2011 $3,194
Payments made to Zygo Corporation 107 )
Change in fair value included in earnings 115
Adjustment to the purchase price allocation of royalty payments to (561 )

RTM related to acquisition of Nanda Technologies GmbH
Fair Value at March 31, 2012 $2,641

As of March 31, 2012, the Company had liabilities of $2.6 million resulting from the acquisition of certain assets from
Zygo Corporation (“Zygo”) which are measured at fair value on a recurring basis. Of the $2.6 million of Zygo liability
at March 31, 2012, $0.8 million was current liability and $1.8 million was long-term liability. The fair values of these
liabilities were determined using level 3 inputs. In the three month period ended March 31, 2012, the Company
recorded a $0.6 million reduction in the fair value of royalty payments to RTM to intangible assets and goodwill with
a corresponding decrease of $0.4 million decrease to goodwill and $0.2 million decrease to intangible assets. See Note
4 for a summary of the acquisition and goodwill impairment analysis.

As of December 31, 2011, the Company had liabilities of $0.6 million resulting from the acquisition of Nanda and
$2.6 million resulting from the acquisition of certain assets from Zygo which are measured at fair value on a recurring
basis. Of the $2.6 million of Zygo liability at December 31, 2011, $0.7 million was current liability and $1.9 million
was long-term liability. The fair value of these liabilities were determined using level 3 inputs.

Other financial instruments included cash and cash equivalents, accounts receivable, accounts payable and debt
obligations. Cash equivalents were stated at fair market value based on quoted market prices. The carrying values of
accounts receivable and accounts payable approximated their fair values because of the short term maturity of these
financial instruments.

Refer to Note 10 "Line of Credit and Debt Obligations" for the carrying value and fair value of our debt obligations.
Note 4. Acquisition, Goodwill Impairment and Long-lived Asset Impairment

While the Company uses best estimates and assumptions as part of the purchase price allocation process to value
assets acquired and liabilities assumed at the business combination date, estimates and assumptions are subject to
refinement. As a result, during the preliminary purchase price allocation period, which may be up to one year from the
business combination date, the Company records adjustments to the assets acquired and liabilities assumed, with the
corresponding offset to goodwill. The Company records adjustments to assets acquired or liabilities assumed
subsequent to the purchase price allocation period in the operating results in the period in which the adjustments were
determined. In the three month period ended March 31, 2012, the Company recorded a $0.6 million reduction in the
fair value of royalty payments to RTM with a corresponding decrease of $0.4 million to goodwill and $0.2 million
decrease to intangible assets.

The total purchase price allocated to the tangible assets acquired was assigned based on the fair values as of the date
of the acquisition. The fair value assigned to identifiable intangible assets acquired was determined using the income
approach which discounts expected future cash flows to present value using estimated assumptions determined by
management. The Company believes that these identified intangible assets will have no residual value after their
estimated economic useful lives.

Acquisition of Nanda Technologies GmbH in 2011

15
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On November 21, 2011, the Company acquired 100% of the outstanding shares of Nanda Technologies GmbH
(“Nanda”), a privately-held company with headquarters near Munich, Germany. The total purchase price consisted of
approximately $25.2 million in cash, subject to certain post-closing adjustments associated with Nanda's working
capital as of the acquisition date. As a result of the acquisition, the Company obtained a new technology and product
line which enables the capture of full-wafer surface inspection images at high-volume production speeds. The
technology is expected to enable the Company to address a significant market opportunity incremental to the
metrology segments currently served by the Company's optical process control products. The transaction met the
conditions of a business combination under ASC 805 and was accounted for under this guidance. With the Nanda
acquisition, the Company recorded approximately $12 million of

10
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NANOMETRICS INCORPORATED

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
(Unaudited)

goodwill as the purchase price exceeded the fair value allocated to net tangible assets and identifiable intangible assets
at March 31, 2012.

Goodwill Impairment and Long-lived Asset Impairment

The Company’s impairment review process is completed as of November 30th of each year or whenever events or
circumstances occur which indicate that an impairment may have occurred. The accounting standard update provides
the option to assess qualitative factors to determine whether it is more likely than not that the fair value of a reporting
unit is less than its carrying value. If, after assessing the qualitative factors, a company determines that it is not more
likely than not that the fair value of a reporting unit is less than its carrying value, then performing the two-step
impairment test is unnecessary. However, if a company concludes otherwise, then it is required to perform the first
step of the two-step goodwill impairment test.

The Company completed its annual goodwill impairment assessment as of November 30, 2011 by first performing a
qualitative assessment. As part of this assessment, the Company considered the trading value of the Company's stock
and the implied value of the Company as compared to the Company's net assets as well as the valuation of Nanda that
was performed as of the acquisition on November 21, 2011. The Company concluded that it was not more likely than
not that the fair value was less than the carrying values of the Company's reporting unit and therefore did not proceed
to the Step 1 of the goodwill impairment test.

The process of evaluating the potential impairment of long-lived assets is highly subjective and requires significant
judgment. In estimating the fair value of these assets, the Company made estimates and judgments about future
revenues and cash flows. The Company’s forecasts were based on assumptions that are consistent with the plans and
estimates the Company is using to manage its business. Changes in these estimates could change the Company’s
conclusion regarding impairment of the long-lived assets and potentially result in future impairment charges for all or
a portion of their balance at December 31, 2011. The Company did not record any impairment charges in the fiscal
year 2011.

Note 5. Accounts Receivable

The Company maintains arrangements under which eligible accounts receivable in Japan are sold without recourse to
unrelated third-party financial institutions. These receivables were not included in the consolidated balance sheet as
the criteria for sale treatment had been met. After a transfer of financial assets, an entity stops recognizing the
financial assets when control has been surrendered. The agreement met the criteria of a true sale of these assets since
the acquiring party retained the title to these receivables and had assumed the risk that the receivables will be
collectible. The Company pays administrative fees as well as interest ranging from 1.41% to 1.48% based on the
anticipated length of time between the date the sale is consummated and the expected collection date of the
receivables sold. The Company sold $1.4 million and $3.2 million of receivables, respectively, during the three month
periods ended March 31, 2012 and April 2, 2011. There were no material gains or losses on the sale of such
receivables. There were no amounts due from such third party financial institutions at March 31, 2012 and December
31,2011.
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Note 6. Inventories
Inventories are stated at the lower of standard cost (which approximates actual cost on a first-in, first-out basis), or
market. Inventories consist of the following (in thousands):

11
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Raw materials and sub-assemblies
Work in process

Consignment inventory

Finished goods

Inventories

Inventories-delivered systems
Total inventories

At

March 31, December 31,
2012 2011

$26,468 $24,963
8,814 11,143

7,756 8,910

5,940 7,244

48,978 52,260

1,884 1,637
$50,862 $53,897

The Company reflects the cost of systems that were invoiced upon shipment but deferred for revenue recognition
purposes separate from its inventory held for sale as "Inventories-delivered systems."

Note 7. Property, Plant and Equipment

Property, plant and equipment consist of the following (in thousands):

Land

Building and improvements

Machinery and equipment

Furniture and fixtures

Capital in progress

Total property, plant and equipment, gross
Accumulated depreciation

Total property, plant and equipment, net

At
March 31, 2012

December 31,

2011
$15,570 $15,570
19,426 19,191
17,996 14,693
2,269 2,285
1,186 516
56,447 52,255
(18,192 ) (16,734
$38,255 $35,521

)

Total depreciation expense for the three month periods ended March 31, 2012 and April 2, 2011 was $1.0 million and

$0.6 million, respectively.

Note 8. Intangible Assets

Finite-lived intangible assets are recorded at cost, less accumulated amortization. Finite-lived intangible assets as of

March 31, 2012 and December 31, 2011 consist of the following (in thousands):

Developed technology

Customer relationships

Brand names

Patented technology

In-process research and development
Trademark

Total

Adjusted cost as
of

March 31, 2012

$17,881
9,561
1,927
2,252
330

80
$32,031

Adjustments
cost in the
three months
ended
March 31,
2012

$(156

to
Accumulated

amortization as
of

March 31,
2012

) $(6,618
(8,147
(1,523
(1,873

) —
(70

) $(18,231 )

~— N N

~

Net carrying
amount as of

March 31,
2012
$11,107
1,414
404

379

304

10
$13,618
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Accumulated  Net carrying

Adjusted cost as .
amortization as amount as of

g(f)]l)lecember 31, of December  December 31,

31,2011 2011
Developed technology $17,881 $(6,254 ) $11,627
Customer relationships 9,561 (7,961 ) 1,600
Brand names 1,927 (1,498 ) 429
Patented technology 2,252 (1,856 ) 396
In-process research and development 330 — 330
Trademark 80 (68 ) 12
Total $32,031 $(17,637 ) $14,394

The amortization of finite-lived intangibles is computed using the straight-line method except for customer
relationships which are computed using an accelerated method. Estimated lives of finite-lived intangibles range from
two to ten years. Total amortization expense for the three month periods ended March 31, 2012 and April 2, 2011 was
$0.8 million and $0.4 million.

In the three month period ended March 31, 2012, the Company recorded a $0.6 million reduction in the fair value of
royalty payments to RTM with a corresponding decrease of $0.4 million to goodwill and $0.2 million to intangible
assets. See Note 4 for a summary of the acquisition and goodwill impairment analysis.

Note 9. Other Current Liabilities
Other current liabilities consist of the following (in thousands):

At
March 31, December 31,
2012 2011
Accrued warranty $4,923 $4,797
Accrued professional services 1,249 1,497
Customer deposits 4,912 4,912
Fair value of current portion of contingent payments to Zygo Corporation related to 798 679
acquisition
Legal settlement — 2,500
Other 2,419 2,324
Total other current liabilities $14,301 $16,709
Note 10. Line of Credit and Debt Obligations
Debt obligations consist of the following (in thousands):
At
March 31, December 31,
2012 2011
Line of Credit
Balance on line of credit $— $—
Debt Obligations
Milpitas building mortgage 7,326 7,452
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Total debt obligations 7,326 7,452
Current portion of debt obligations (775 ) (765 )
Long-term debt obligations $6,551 $6,687

On April 13, 2010, the Company amended an existing credit facility to (i) increase the maximum principal amount
available thereunder from $15.0 million to $20.0 million, (ii) extend the maturity date of such facility by one year to
April 30,

13
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2012, and (iii) decrease the unused revolving line commitment fee from 0.25% per annum to 0.1875% per annum. On
April 23, 2012, the Company amended the revolving line of credit facility to (i) extend the maturity date of such
facility by two years to April 30, 2014, (ii) decrease the unused revolving line commitment fee from 0.1875% per
annum to 0.10% per annum, and (iii) reduce the minimum interest rate on borrowings from 5.75% to 3.0% per annum.
The instrument governing the line of credit facility includes certain financial covenants regarding tangible net worth.
The revolving line of credit agreement includes a provision for the issuance of commercial or standby letters of credit
by the bank on behalf of the Company. The value of all letters of credit outstanding reduces the total line of credit
available. The revolving line of credit is collateralized by a blanket lien on all of the Company’s domestic assets
excluding intellectual property and real estate. The minimum borrowing interest rate is 3.0% per annum. Borrowing is
limited to the lesser of (a) $7.5 million plus the borrowing base, or (b) $20.0 million. The borrowing base available as
of March 31, 2012 was $20.0 million. As of March 31, 2012, the Company was not in breach of any restrictive
covenants in connection with this line of credit. There are no outstanding amounts drawn on this facility as of

March 31, 2012. Although management has no current plans to request advances under this credit facility, the
Company may use the proceeds of any future borrowing for general corporate purposes, future acquisitions or
expansion of the Company's business.

In July 2008, the Company entered into a mortgage agreement with General Electric Commercial Finance ("GE")
pursuant to which it borrowed $13.5 million. The mortgage initially bears interest at the rate of 7.18% per annum,
which rate will be reset after five years to 3.03% over the then weekly average yield of five-year U.S. Dollar Interest
Rate Swaps as published by the Federal Reserve. Monthly principal and interest payments are based on a twenty year
amortization for the first sixty months and fifteen year amortization thereafter. The remaining principal balance of the
mortgage and any accrued but unpaid interest will be due on August 1, 2018. The mortgage is secured, in part, by a
lien on and security interest in the building and land comprising the Company’s principal offices in Milpitas,
California. GE subsequently sold the mortgage on March 31, 2011 to Sterling Savings Bank, however, no changes
were made to the terms of the original loan agreement with GE as a result of the sale.

According to the terms of the loan agreement, the Company can make annual pre-payments of up to 20% of the
outstanding principal balance without incurring any penalty. In July 2011, the Company prepaid $1.95 million,
representing 20% of the outstanding balance.

At March 31, 2012, future annual maturities of all debt obligations were as follows (in thousands):

Fiscal years Amount

2012 $963

2013 1,126

2014 811

2015 811

2016 811

Thereafter 4,779

Total obligations 9,301

(less) Interest (1,975 )
Total loan amount $7,326

The Company's level 2 valuation estimate of the fair value of its debt is based on the interest rates for similar debt
instruments issued by other entities with credit ratings comparable to the Company's. The estimated fair value of the
debt as of March 31, 2012 and December 31, 2011 was $7.8 million and $8.3 million, respectively.
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Note 11. Net Income Per Share

Basic net income per share excludes dilution and is computed by dividing net income by the number of weighted
average common shares outstanding for the period. Diluted net income per share gives effect to all potentially dilutive
common shares outstanding during the period, including contingently issuable shares and certain stock 