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Coherent, Inc. 

Conference Call Prepared Remarks Q2’14   

Helene Simonet-EVP & Chief Financial Officer 

 

Good afternoon and welcome to Coherent’s second fiscal quarter conference call.   On today’s call, I will 

provide financial information and John Ambroseo, our President and CEO, will provide a business overview.  

 

As a reminder, any guidance and any statements in today’s conference call pertaining to future guidance, market 

trends, plans, events or performance, are forward-looking statements that involve risks and uncertainties, and actual 

results may differ significantly.  We encourage you to refer to the risk disclosures and critical accounting policies 

described in the Company’s reports on Forms 10-K, 10-Q and 8-K, as applicable and as filed from time-to-time by 

the Company.    These forward looking statements are subject to the safe harbor provisions of the private securities 

litigation reform act. The Company undertakes no obligation to update any forward looking statements. 

 

The full text of today’s prepared remarks and trended GAAP and non-GAAP supplemental financial information 

will be posted on the Coherent Investor Relations website. A replay of this webcast will also be made available for 

approximately 90 days following the call.   

  

Highlights of the Quarter   

Let me first give you the financial highlights of the second quarter. Our bookings of $261.8 million were the highest 

of all time and include the large flat panel display systems order we announced in January during our conference 

call. Roughly 60% of this order is included in our shippable backlog within the next 12 months.  Revenues for the 

quarter were $199.2 million with corresponding pro forma earnings of $0.82 per diluted share representing a growth 

of 19% on a sequential revenue growth of 3%.  We ended the quarter with a cash balance of $283.5 million, 

reflecting a quarterly cash flow from operations of approximately $16 million. Our pro forma EBITDA% for the 

quarter was 17.7% and compares to 16.4% last quarter and 17.0% the same quarter a year ago.   

 

Sales 

Net sales for the second quarter increased $5.7 million or 2.9% sequentially and declined $800 thousand or 0.4% 

compared to the same quarter a year ago. Our backlog, shippable within 12 months, at the end of the second quarter 

was $308.5 million. Flat panel display applications’ backlog is approximately $117.3 million, or 38% of the total.  

    

Geographically, on a trailing twelve month basis, Asia accounted for 50% of the company’s revenues, US 24%, 

Europe 19% and rest of the world 7%.  

 

Similar to last quarter, we had one customer in South Korea, an integrator to large flat panel display manufacturers, 

who contributed more than 10% of the company’s second quarter revenues.  
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With respect to the second quarter revenues by major market applications, we achieved double digit sequential 

growth of approximately 15% in the OEM Components & Instrumentation market showing equally strong growth in 

bioinstrumentation and medical applications.  Medical posted a record revenue quarter and continues to benefit from 

growth in new applications in part resulting from the Lumera acquisition. Microelectronics grew 2.4% sequentially; 

the increase in flat panel display business was partially offset by a revenue decline in advanced packaging due to 

continued market softness. Materials Processing revenues are similar to last quarter and Scientific revenues declined 

6.5% sequentially mostly due to softness in the US and Europe partially offset by strength in Asia.  

 

Service revenues for the second quarter were $60 million or 30% of sales and compare to $60 million last quarter 

and $48 million a year ago. Flat panel display service revenues grew about 2% sequentially and grew more than 

50% compared to the same quarter last year. On a trailing twelve month basis service revenues represented 29% of 

the total company revenues.   

 

The Company’s sales by major market application for the second quarter are as follows (in $ millions). 
 

 Q2’14 Q1’14 Q2’13 
Scientific 31.1 33.3 30.5 
Microelectronics 94.5 92.3 100.0 
Material Processing 27.6 28.0 29.1 
OEM Comp. & Instrumentation     46.0 40.0 40.5 

Total 199.2 193.6 200.1 

 
 
 
Gross Profit, Operating Expenses  
 
The second quarter pro forma gross profit, excluding $600 thousand  stock compensation charges and $1.5 million 

intangibles amortization was $82.8 million, or 41.6% of sales, an increase of 50 basis points from the 41.1% we 

recorded last quarter and also marking the fourth consecutive quarter of pro forma gross profit percentage increases. 

The sequential increase is primarily due to lower product costs in several of our business units. Going forward, we 

project gross profit to decline in the third quarter primarily due to a negative product mix, however for the fourth 

quarter we forecast another step up from the 41.6% we reported for the second quarter.   

 

Our total pro forma operating expenses were 28% of sales, which is in line with our guidance provided during last 

quarter’s conference call.  
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Balance Sheet 

Our cash and cash equivalents balance for the quarter was $283.5 million which represents an increase of $9.8 

million compared to last quarter. Approximately $187 million or 66% of the cash balance is held internationally, 

with the majority positioned in Europe. Cash flow from operations for the second quarter was about $16 million 

bringing the year to date to approximately $44 million.  Days’ sales outstanding for the quarter increased to 62 days 

from 54 days last quarter. Approximately half of the increase is due to less favorable sales linearity, the remaining 

increase is primarily the result of changes in our regional sales mix.  Inventory turns were unchanged at 2.7 turns 

when compared to last quarter. The sequential inventory balance increase of $5.5 million relates entirely to the triple 

Vyper order we received in January.  Due to the long manufacturing cycle times for these systems, the inventory 

build-up typically starts about 9 months prior to shipment.    

 

Capital spending was $7.2 million for the quarter and $14.0 million year to date; both were 3.6% of sales.  

   

Third quarter of fiscal year 2014 guidance  

 

We expect our third fiscal quarter revenues to be in a range of $197 to $205 million.  As John indicated in our press 

release, several of the large bookings will start generating revenues in the fourth quarter resulting in our third quarter 

revenues to be similar to the second quarter revenues. We anticipate our fourth quarter revenues to increase 

approximately 10% compared to the second quarter we just reported.    

 

We project the third quarter pro forma gross profit percentage to be approximately 41%, slightly down from the 

second quarter due to a more negative product mix.  However, we currently project a pro forma gross profit of 

approximately 42% for the fourth quarter.   As a reminder, the quarterly guidance excludes intangibles amortization 

of $1.5 million and stock compensation costs estimated at $500 thousand. 

 

We anticipate the third quarter pro forma period expenses to be approximately 27% to 27.5% of sales. This excludes 

intangibles amortization estimated at $900 thousand and stock compensation costs of approximately $4.0 million.  

 

We are assuming a pro forma tax rate of 28% for the remainder of the year.  

 

We project our full fiscal 2014 capital spending to be approximately 4.0% of sales.  

 

And, we are assuming weighted outstanding shares of 25.1 million for the third quarter.  

 

I will now turn over the call to John Ambroseo, our President and CEO. 
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Thanks, Leen.  

 

Good afternoon everyone and welcome to our second fiscal quarter conference call.    There have been 

several key developments in the second and the beginning of our third fiscal quarters.  We replenished our FPD 

backlog, scored a key win in sapphire cutting, improved our position in the medical OEM arena and landed 

additional OEMs in the materials processing market.  The short-term challenge for us is the timing of shipments, 

especially for the high ASP systems, since customer delivery requests are skewed towards our fourth fiscal quarter 

and into fiscal 2015.  This leads to a flattish third fiscal quarter, but sets up for a very solid fourth quarter and gives 

us a strong running start into fiscal 2015. 

 

Quarterly Results 

 

Second quarter bookings of $261.8 million increased 30% both sequentially and compared to the prior year period.  

The book-to-bill for the second quarter was 1.31.   

 

Scientific  

 

Scientific orders in the second quarter of $24.9 million were down 34.8% sequentially and 14.0% versus the prior 

year period.   

 

The bookings results were in-line with our expectations following very strong orders over the previous two quarters.  

The mix between biological imaging and applied sciences remains unchanged as does the regional mix. 

 

During last quarter’s call, I mentioned that we were introducing some new products designed and tested to HALT 

and HAAS standards.  The Astrella™ is a new single-box, ultrafast amplifier that delivers superior performance and 

reliability.  The Fidelity™ laser system is a new ultrafast, fiber laser system configured for a range of scientific and 

commercial applications.  We expect this laser to be especially attractive for optogenetics research wherein a 

Fidelity laser could trigger a neural response and a Chameleon™ laser could image the system.  Such techniques 

will be used in Europe’s Human Brain Project and the BRAIN program in the U.S. 

 

Instrumentation and OEM Components 

 

Instrumentation and OEM components orders of $37.7 million were down 30.1% sequentially and 20.4% versus the 

prior year period.   
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Coming off outstanding orders in the prior quarter, bookings for medical OEM lasers were solid thanks to improved 

customer confidence. Lasers for cataract treatment, aesthetic procedures and consumables all contributed to second 

quarter bookings. The dental opportunity we’ve been engaged with is also gaining traction and we can now identify 

the system integrator as VC-backed Convergent Dental.  We provide a specially-configured nine micron laser for 

their Solea™ system.   

 

Although bioinstrumentation orders were lower following a record-setting performance last quarter, the outlook 

remains positive due to higher life sciences investment particularly in Asia, market share gains for OBIS™ and 

planned wavelength and power expansion of our portfolio. 

 

Microelectronics 

 

Record microelectronics orders of $171.8 million increased 113.4% sequentially and 89.3% compared to the prior 

year period.   

 

Orders for semicap applications were lower following two strong quarters.  Inspection applications for 1X nm nodes 

have led the demand growth over the past 9 months.  Customer engagement remains high. 

 

The advanced packaging market remained weak due to a combination of capacity and inventory management.  

Based on information from multiple sources, we believe that orders will begin to pick-up in the fourth quarter of 

fiscal 2014.  We expect the order mix to be different from that prior to the slowdown.  Flex packaging relying on 

pulsed UV lasers should constitute a higher percentage of the market.  We have also been working on dry ablation 

IC-packaging technique to produce smaller features at lower costs than traditional wet-etch/lithography.  The 

technique is producing promising results at a major chip manufacturer. 

 

As discussed during last quarter’s conference call, we received a record order for excimer laser annealing laser 

systems for LTPS processing.  The bulk of this order including the more advanced triple Vyper™/Linebeam 1500s 

will ship in fiscal 2015.  I am also pleased to report that we have received another round of system orders in early 

Q3 from a different set of end users.  These were for Linebeam 750 systems that will be making backplanes for HD 

LCD mobile displays.  Deliveries commence in Q4’14 and will be completed in fiscal 2015 per the end users’ 

requests. 

 

We recently completed application development for sapphire cutting that has led to a meaningful order for pulsed 

lasers.  This was a competitive situation against an established supplier.  I want to commend our team for their 

exceptional work.  We will begin shipping against this order later in Q3 and complete deliveries in Q4.  If the initial 

installations meet expectations, we should receive a similarly sized follow-on order before the end of the current 

fiscal year. 
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Materials Processing 

 

Materials processing orders of $27.4 million were down 4.8% sequentially and 21.2% versus the prior year period.   

 

The combination of slower growth and tighter inventory controls by customers in China resulted in lower overall 

materials processing bookings.  There were also a number of bright spots in the market.  New environmental 

regulations limiting or prohibiting new installations of traditional plating technologies are increasing the prospects 

for laser cladding in China.  Our Highlight™ direct diode system performs very well in cladding applications and is 

qualified with multiple vendors.  Volume for our recently released J-Series Diamond™ CO2 lasers is growing a 

brisk pace.  Planned expansion of the product line should further enhance the opportunity.  We have also signed up 

additional fiber laser OEMs in the U.S. and Asia against an ever-increasing list of competitors.  There were a 

number of new entrants displaying products or prototypes at the Lasers China show in Shanghai including several 

domestic Chinese companies.  Statistically speaking, few of these devices will enjoy commercial success, but the 

raw numbers reinforce the need to be vertically integrated. 

 

I’ll now turn the call back over to the operator for the Q&A session. 
 
SPECIAL NOTE REGARDING NON-GAAP FINANCIAL MEASURES 
NON-GAAP FINANCIAL MEASURES: Coherent utilizes a number of different financial measures, both GAAP and non-
GAAP, in analyzing and assessing the overall business performance, for making operating decisions and for forecasting and 
planning future periods. Coherent considers the use of non-GAAP financial measures helpful in assessing its current financial 
performance, ongoing operations and prospects for the future. Ongoing operations are the ongoing revenue and expenses of the 
business, excluding certain costs that Coherent does not anticipate to recur on a quarterly basis or which do not reflect ongoing 
operations. While Coherent uses non-GAAP financial measures as a tool to enhance its understanding of certain aspects of its 
financial performance, Coherent does not consider these measures to be a substitute for, or superior to, the information provided 
by GAAP financial measures. Consistent with this approach, Coherent believes that disclosing non-GAAP financial measures to 
the readers of its financial statements provides such readers with useful supplemental data that, while not a substitute for GAAP 
financial measures, allows for greater transparency in the review of its financial and operational performance. In assessing the 
overall health of its business, Coherent excluded items in the following general categories described below: 
  
Pro forma Net income (loss) and net income (loss) per basic or diluted share.  We have excluded certain recurring and non-
recurring items  in order to enhance investors’ understanding of our ongoing operations and to compare these results across 
multiple fiscal periods, particularly where a one-time event may have an impact in one fiscal quarter and not another. 
 
Pro forma EBITDA is defined as operating income adjusted for depreciation, amortization, stock compensation expenses, major 
restructuring costs and certain other non-operating income and expense items. We have excluded these items in order to enhance 
investors' understanding of our ongoing operations. This measure is used by some investors when assessing the performance of 
Coherent. 
 
Each of the non-GAAP financial measures described above, and used herein, should not be considered in isolation from, or as a 
substitute for, a measure of financial performance prepared in accordance with GAAP. Further, investors are cautioned that there 
are inherent limitations associated with the use of each of these non-GAAP financial measures as an analytical tool. In particular, 
these non-GAAP financial measures are not based on a comprehensive set of accounting rules or principles and many of the 
adjustments to the GAAP financial measures reflect the exclusion of items that are recurring and will be reflected in Coherent’s 
financial results for the foreseeable future. In addition, other companies, including other companies in Coherent’s industry, may 
calculate non-GAAP financial measures differently than Coherent does, limiting their usefulness as a comparative tool. 


