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Coherent, Inc. 

Conference Call Prepared Remarks Q3’14   

Helene Simonet-EVP & Chief Financial Officer 

 

Good afternoon and welcome to Coherent’s third 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 third quarter. Bookings for the quarter were 

$244.5 million resulting in a record backlog of $402 million of which approximately 86% or $344 

million is shippable during the next 12 months.  Revenues for the quarter were $196.5 million with 

corresponding pro forma earnings of $0.73 per diluted share.  Revenues fell short of our guidance 

primarily due to the timing of revenue recognition against the sapphire glass processing order we 

discussed on our last conference call. Originally we anticipated approximately $3 million revenue 

against this order in the third quarter but instead, due to a delay in process qualification of the 

customer’s tool, we began recognizing revenue in the beginning of our fourth quarter.   We ended 

the quarter with a cash balance of $303.3 million, reflecting a quarterly cash flow from operations 

of approximately $20 million. Our pro forma EBITDA% for the quarter was 15.8% and compares 

to 17.7% last quarter and 17.3% the same quarter a year ago.   

 

Sales 

Net sales for the third quarter declined $2.7 million or 1.4% sequentially and declined $11.7 million 

or 8.1% compared to our record third quarter a year ago.  Our shippable backlog of $344 million 

includes $153 million or 45% flat panel display orders.   
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Geographically, on a trailing twelve month basis, Asia accounted for 50% of the company’s 

revenues, US 25%, Europe 19% and rest of the world 6%.  

 

Service revenues for the third quarter were $57 million or 29% of sales and compare to $60 million 

last quarter and $52.6 million a year ago. Although flat panel display service revenues grew about 

17% year over year,  sequentially we saw a decline due to a lower than expected tool utilization 

during the third quarter. On a trailing twelve month basis service revenues represented 30% of the 

total company revenues.   

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 third quarter and year-

to-date revenues.  

 

With respect to the third quarter revenues by major market applications, sequential declines in the 

scientific and OEM components and instrumentation markets were partially offset by growth in the 

materials processing market.   Microelectronics revenues were unchanged from last quarter; within 

microelectronics, advanced packaging revenues remained disappointing while semiconductor and 

flat panel display revenues continued to be strong.    The sequential double digit growth in 

materials processing occurred primarily in the United States and involved many different 

applications and technologies. Within the OEM Components & Instrumentation market, we 

experienced a mix shift towards the medical submarket, which posted another record revenue 

quarter.  

 

The Company’s sales by major market application for the third quarter are as follows (in $ 

millions). 

 

 Q3’14 Q2’14 Q3’13 

Scientific 28.0 31.1 29.9 

Microelectronics 94.9 94.5 112.0 

Materials Processing  31.0 27.6 34.4 

OEM Comp. & Instrumentation 42.6 46.0 37.4 

Total 196.5 199.2 213.7 
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Gross Profit, Operating Expenses  

 

The third quarter pro forma gross profit, excluding $600 thousand stock compensation charges and 

$1.6 million intangibles amortization was $76.4 million, or 38.9% of sales, which is about 200 basis 

points below our guidance.    The shortfall is primarily due to negative mix within business units as 

well as between business units, a revenue shortfall at accretive margins, one-off lower pricing on 

certain products and, to a lesser extent, volume pricing.   The unexpected mix issues are primarily 

related to lower service revenues and lower bio-instrumentation revenues and as we communicated 

before, both have typically higher than company average gross margins.  The one-off lower pricing 

includes a systems upgrade and a demo Vyper unit sold to flat panel display customers at favorable 

pricing to support the development of future business.  

 

The impact of a lower gross profit percentage was to a large extent offset by lower operating 

expenses. Our total pro forma operating expenses were 26.6% of sales compared to a guidance of 

27% to 27.5% of sales. The majority of the savings resulted from lower variable compensation.  

 

Balance Sheet 

Our cash and cash equivalents balance for the quarter was $303.3 million which represents an 

increase of $19.8 million compared to last quarter. Approximately $197 million or 65% of the cash 

balance is held internationally, mainly in Europe. Cash flow from operations for the third quarter 

was about $20 million bringing the year to date to approximately $64 million.  Days’ sales 

outstanding for the quarter decreased to 60 days from 62 days last quarter primarily as a result of 

more favorable sales linearity.  Inventory turns were unchanged at 2.7 turns when compared to last 

quarter and the inventory balance increased approximately $3 million, which was in line with our 

expectations.      

 

Capital spending for the quarter was $3.9 million or 2% of sales and year to date spending is $17.9 

million or 3% of sales.    

 

Fourth quarter of fiscal year 2014 guidance  

 

We expect our fourth fiscal quarter revenues to be in a range of $205 to $213 million representing a 

growth of 4% to 8% when compared to the previous quarter. We believe that the revenue delay in 

the third quarter has a knock-on effect on the fourth quarter as the anticipated sapphire glass 

processing follow-on order may be delayed to the first quarter of fiscal 2015.  The guidance also 

reflects flat panel display utilization rates consistent with the third quarter actuals.  
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We project the fourth quarter pro forma gross profit percentage to be in the range of 40% to 41%, 

compared to 38.9% last quarter.  The sequential increase is mainly the result of an improved mix 

and higher volumes. As a reminder, the quarterly guidance excludes intangibles amortization of 

$1.6 million and stock compensation costs estimated at $600 thousand. 

 

We anticipate the fourth quarter pro forma period expenses to be approximately 25.5% to 26.0% 

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 27% for the remainder of the year.  

 

We project our full fiscal 2014 capital spending to be approximately 3.5% of sales.  

 

And, we are assuming weighted outstanding shares of 25.2 million for the fourth quarter.  

 

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

 

 

Conference Call Prepared Remarks Q3’14   

John Ambroseo – President & Chief Executive Officer 

 

Thanks, Leen.  

 

Good afternoon everyone and welcome to our third fiscal quarter conference call.   The results were 

decidedly mixed with lower earnings offset by very strong orders, especially in FPD and medical 

OEM.  Combined with the opening backlog, these orders will improve the mix and increase volume 

in the current quarter and continue into fiscal 2015. 

  

Quarterly Results 

 

Third quarter bookings of $244.5 million decreased 6.6% from a record-setting prior quarter and 

increased by 29.2% compared to the third quarter of fiscal 2013.  The book-to-bill for the third 

quarter was 1.24.   
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Scientific  

 

Scientific orders in the third quarter of $28.8 million were up 15.8% sequentially and flat compared 

to the prior year period.   

 

Orders rebounded on better demand in the U.S. and Europe during the third quarter.  The 

Japanese research market remains weak while the rest of Asia was in-line with expectations.  

Roughly two-thirds of all orders were for ultrafast lasers used in biological imaging, applied 

physics, chemistry and materials science. 

 

Optogenetics is still among the hottest research topics.  Western scientists have pioneered the field, 

but Asian researchers are joining the fray.  This is driving the emergence of niche, high-

performance imaging systems from a variety of start-up companies.  This, in turn, is creating new 

requirements for laser sources used in these systems.  Our next generation lasers due out in fiscal 

2015 have a performance envelope that overlaps nicely with these requirements. 

 

Instrumentation and OEM Components 

 

Record-setting instrumentation and OEM components orders of $54.7 million increased 44.9% 

sequentially and 71.7% versus the prior year period.   

 

We had exceptionally strong medical OEM orders in the third quarter.  One of our major LASIK 

customers placed a large, multi-year order.  The cataract market was higher than forecast.  Dental 

bookings were comfortably ahead of expectations and demand for ophthalmic lasers was strong.  

These orders signal confidence in both patient-pay and insurance-covered procedures.  We expect 

continued growth for cataract and dental applications over the next few years and are developing 

new products in support of this. 

 

Within OEM instrumentation, flow cytometry and microscopy applications drove most of the 

bookings, which is consistent with trends over the past few years.  Bookings were affected by new 

inventory management policies at one of the leading customers, but this should ultimately reduce 

volatility with this account. The cytometry market is seeing an influx of products from Chinese 

manufacturers.  Today, their market share is small, but it could grow to 25% in the next 3-5 years 

as they broaden their reagent offerings, advance their cytometers and address both the high-end 

and budget markets. This is one of the reasons we developed the BioRay™ product, which offers 

performance advantages and a competitive cost of ownership compared to LEDs.  We are also 
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pursuing some interesting business in rapid DNA sequencing with our high-performance HOPS™ 

platform for use in a diverse range of applications from agriculture to cancer gene analysis.  We 

expect deployment decisions will be made in calendar year 2015. 

 

Microelectronics 

 

Microelectronics orders of $123.6 million decreased 28.1% following the record results last quarter 

and increased 40.1% compared to the prior year period.   

 

Semiconductor capex orders were up significantly due to strong service bookings.  This is very 

consistent with high fab utilization rates reported by Gartner and others. When one compares 

semiconductor device revenues with equipment and materials spending, it becomes quite clear that 

fabs are squeezing hard for yield and throughput.  Analysts are predicting that this trend is 

unsustainable and will result in higher capex spending in calendar 2015, especially as 3D structures 

at 14nm and below become more prevalent in logic and memory devices.  Continued delays in EUV 

deployment also help our Semicap business since double-patterning requires roughly twice as many 

process steps, including inspection and metrology, than EUV. 

 

The advanced packaging market remains tight despite reasonably high utilization rates at major 

PCB makers. Industry experts have posited that overall slowing mobile growth rates, an increase in 

imbedded capability and a lack of unit volume transparency at Chinese handset manufacturers 

have led to a cautious capacity investment model. At a local level, customers are burning through 

inventory, which will necessitate some level of reordering in the second half of calendar 2014. 

 

Orders for FPD annealing lasers were very healthy, but lower than last quarter’s all-time record.  

The new orders comprised of Linebeam 750s are destined for a different set of end customers 

whose primary emphasis is LTPS-backplanes for LCDs.  The added capacity will support further 

smartphone share and expected growth in tablet penetration.  Given the interest for capacity 

beyond the existing backlog, we elected to deploy additional demo systems into the field to enable 

integrators to run test panels for prospective customers.  The conversion rate has been historically 

high and the outlook for new orders in calendar 2015 is currently strong.  We’re making steady 

progress on the Linebeam 1500 and still forecast first shipments towards the end of calendar 2014 

or early in calendar 2015. There has been little change to the competitive landscape for LTPS.  

IGZO is awaiting a breakthrough although a couple of manufacturers announced a change in their 

IGZO recipe to the more complex top-gate structure. 
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We had reported a large order for sapphire cover glass processing.  As Leen has already discussed, 

process issues slowed the acceptance of the laser-based tools.  We provided engineering resources 

during our third and into our fourth fiscal quarters to help the system integrator identify and 

overcome their tool design issues that prevented the tools from meeting throughput and yield 

requirements.  This led to the aforementioned revenue shortfall in Q3 and may delay the next 

volume order into Q1 of fiscal 2015 as we complete the initial shipment.  In the short to mid-term, 

the interest in this and similar processing techniques combined with the device manufacturers’ 

desire to use local integrators creates a challenge.  The integrators are very good at cost engineering 

and providing fast service support, but have limited experience with these types of processes.  We 

have to provide greater process and tool design support to help them grow the market and consume 

more lasers. 

 

Materials Processing 

 

Materials processing orders of $37.5 million were up 36.8% sequentially and down 7.1% versus the 

prior year period.   

 

We received a number of annual buys across the materials processing space with much of it coming 

from outside of China.  Marking and engraving applications were the biggest contributors to 

bookings and included record orders for short pulse lasers from the automotive and tool industries.  

Marking has traditionally been a monochromatic experience, but there has been long-term 

fascination with color marking.  This usually involves photochemical manipulation of the bulk 

material to create an indelible mark in the material rather than a surface effect.  It’s easy to 

imagine a broad range of uses from customizing cell phone cases to branded dishware for airlines.  

Over the years, we’ve had a variety of dalliances with prospective color marking partners.  

Recently, we installed a HOPS™-based marking system with a major automotive manufacturer for 

color marking of auto interiors.  The results were described as “exciting” and the first cars with 

color-marking will be delivered to a professional sports team.  Sadly, my request to have a car 

badged with a number two on a pinstripe background was rejected. 

 

We have made further progress in high power lasers and systems.  Several new OEMs have placed 

orders for kilowatt fiber lasers including multiple volume customers in China and India.  We 

booked initial orders for new additive manufacturing customers in the U.S. and Europe.  Our new 

Meta™ 2C laser manufacturing workstation equipped with the Diamond™ J-3 laser has been a hit 

since its recent release.  Additional Meta launches specifically targeting the metal cutting market 

are scheduled for later this calendar year.   
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Wrap 

 

For the past few years, we have been sitting at an $800 million annual run rate due to various puts 

and takes in the market.  We have had excellent orders over the last two quarters and are 

positioned for solid growth beginning in the current quarter and extending into fiscal 2015.  We 

expect this to result in record financial performance and excellent cash generation.  We expect to 

deploy some of this cash towards accelerating revenue growth through M&A. 

 

We’ll be presenting at the Needham Industrial conference next Thursday in New York. 

 

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. 


