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Coherent, Inc. 

Conference Call Prepared Remarks Q4’14   

Helene Simonet-EVP & Chief Financial Officer 

 

Good afternoon and thank you for joining us. 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 fourth quarter.  Revenues for the quarter were 

$205.3 million with corresponding pro forma earnings of $0.96 per diluted share.  Although 

revenues were at the low end of our guidance range, we exceeded our earnings expectations 

mainly due to lower operating expenses and a $1 million favorable exchange rate impact 

included in other income. We ended the quarter with a cash balance of $318.3 million, reflecting 

a quarterly cash flow from operations of $26.5 million. Our pro forma EBITDA% for the quarter 

was 18.6% and compares to 15.8% last quarter.  

 

Sales 

Net sales for the fourth quarter of $205.3 million increased $8.8 million or 4.5% sequentially and 

declined $7.8 million or 3.7% compared to the same quarter a year ago.  YTD revenues of 

$794.6 million declined 1.9% compared to the previous fiscal year. Our shippable backlog at the 

end of September 2014, defined as shippable within the next 12 months, is approximately $328 
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million including $136 million or 41% flat panel display shippable bookings.  The comparable 

shippable backlog at the end of last year was approximately $286 million, of which $80 million or 

28% related to flat panel display applications.  

  

Geographically, on a year to date basis, Asia accounted for 49% of the company’s revenues, 

US 26%, Europe 19% and rest of the world 6%. Asia includes two territories with revenues 

greater than 10%. South Korea and Japan represent 21% and 16% of fiscal 2014 revenues, 

respectively.  

 

Service revenues for the fourth quarter were $57 million, unchanged from last quarter. Flat 

panel display service revenues decreased about $1 million sequentially which reflects our 

previous guidance of lower utilization rates. Fiscal 2014 total service revenues increased to 

almost $234 million, or 29% of sales, compared to $208 million last fiscal year. Flat panel 

display service revenues grew about 24% year over year.  

 

We had one customer in South Korea, an integrator to large flat panel display manufacturers, 

who contributed more than 10% of the company’s fourth quarter and year-to-date revenues.  

 

With respect to the fourth quarter revenues by major market applications, we saw a high single 

digit sequential increase in Microelectronics, smaller increases in our Materials Processing and 

Scientific markets and a slight decrease in the OEM Components and Instrumentation market. 

Microelectronics revenues grew 8% sequentially mainly due to an increase in the flat panel 

display submarket primarily as a result of a large shipment to China for sapphire cover glass 

processing. Advanced packaging (API) revenues also increased sequentially, however we are 

comparing to one of the lowest quarters in recent history; API revenues remain at lower levels 

when comparing to prior year run rates as the via drilling market recovery has been slower than 

originally anticipated. Semiconductor revenues declined sequentially and reflect a softer 

environment for this market.  For the full fiscal year, the largest year over year percentage 

change was in the OEM Components and Instrumentation market. Our revenue in this market 

grew 13% which is primarily the result of successes in a wide range of medical applications 

including ophthalmology, aesthetic, surgical and dental. These increases were more than offset 

by lower Microelectronics revenues as a result of less flat panel display system revenue due to 

the timing of customer demand and lower advanced packaging revenue due to market softness, 

partially offset by higher flat panel service revenue and higher semiconductor business.  
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The Company’s sales by major market application for the fourth quarter are as follows (in $ 

millions). 

 

 Q4’14 Q3’14       Q4’13 

Scientific 29.1 28.0 30.1 

Microelectronics 102.9 94.9 115.5 

Material Processing 31.9 31.0 31.7 

OEM Comp. & Instrumentation     41.4 42.6 35.8 

Total  205.3 196.5 213.1 

 

 
Gross Profit, Operating Expenses  
 
The fourth quarter pro forma gross profit, excluding $0.6 million stock compensation charges 

and $1.6 million intangibles amortization was $83.1 million, or 40.5% of sales, which is in line 

with our guidance. The sequential increase of 160 basis points was mainly the result of a more 

favorable mix and higher volumes.   

 

Pro forma period expenses were 25.4% of sales compared to a guidance of 25.5% to 26.0% of 

sales. Fourth quarter expenses were unchanged from last quarter and continued to be lower 

than the first half run rate due to higher customer reimbursements for certain development 

projects and lower variable compensation.  

 

Balance Sheet 

Our cash and cash equivalents balance for the quarter was $318.3 million which represents an 

increase of $15.0 million compared to last quarter and $68.2 million compared to the previous 

fiscal year end. Approximately $201 million or 63% of the cash balance is held internationally, 

mainly in Europe. Cash flow from operations for the fourth quarter was $26.5 million bringing 

year to date cash flow from operations to approximately $91 million.  Days’ sales outstanding for 

the quarter remained at 60 days compared to last quarter and inventory turns improved 

sequentially from 2.7 to 2.9 turns.   

Capital spending for the quarter was $5.5 million or 2.7% of sales and year to date spending 

was $23.4 million or 2.9% of sales.    
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First quarter of fiscal year 2015 guidance  

 

As a reminder, our first fiscal quarter is typically a short quarter due to the many holidays. 

Looking at Coherent’s prior 10 years of actuals, excluding a couple of recovery years, our first 

quarter revenues generally ranged 2% to 12% below the fourth quarter of the prior fiscal year.  

Our current outlook for first quarter revenue ranges from $190 to $200 million, representing a 

sequential decrease ranging from 2.5% to 7.5%. The guidance is inclusive of our first Triple 

Vyper line beam 1500 flat panel display system which is currently scheduled to ship at the end 

of the first quarter, though as this is the first of these systems, there is always the possibility that 

the shipment could slip into the beginning of the second quarter. During the fourth quarter we 

shipped a Twin Vyper line beam 1300 system which cleared the last of the backlog related to 

this version. 

In addition, the first quarter guidance reflects the following assumptions:  1) a delay in a follow-

on order to the sapphire processing order that we fulfilled in the fourth quarter, 2) a flat panel 

system utilization rate consistent with the fourth quarter run rate, and 3) no recovery yet of the 

advanced packaging market.  

 

We project the first quarter pro forma gross profit percentage to be similar to the fourth quarter, 

in the range of 40% to 41%. We believe that the favorable impact of the recently weakened 

Euro against the dollar will be offset by the negative impact of lower volumes. As a reminder, 

the quarterly guidance excludes intangibles amortization of $1.5 million and stock compensation 

costs estimated at $0.6 million. 

 

We anticipate the first quarter pro forma period expenses to increase to approximately 27% to 

27.5% of sales mainly as a result of lower revenues, higher compensation costs and lower 

customer reimbursements for certain development projects. The guidance excludes intangibles 

amortization estimated at $0.7 million and stock compensation costs of approximately $4.0 

million.  

 

Other income and expense is estimated to be immaterial. We do not include gains and losses 

related to future changes in the foreign exchange rates in our guidance.  
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We project our pro forma tax rate to be in the range of 27% to 28% for the fiscal year and this 

also reflects the assumption that the federal R&D tax credit will not be reinstated during this 

fiscal year.   

 

We forecast our full fiscal 2015 capital spending to be approximately 4% of sales.  

 

And, we are assuming weighted outstanding shares of 25.3 million for the first quarter.  

 

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

 

 

Coherent, Inc. 

Conference Call Prepared Remarks Q4’14   

John Ambroseo President & Chief Executive Officer 

 

Thanks, Leen.  

 

Good afternoon everyone and welcome to our fourth fiscal quarter conference call.   The 

economic news coming out of China and Europe has raised many questions about how these 

economies affect the global photonics industry.  Slowing growth in China does not have a 

uniform effect upon the laser marketplace.  Markets, applications or technologies that enjoy 

central or regional government support tend to be more immune to macroeconomic pressure.  

For example, high definition LCD or OLED panels for mobile, OLED for lighting, biotech, 

environmentally friendly manufacturing technologies and university-led scientific research are 

supported by either or both levels of government and have maintained a bullish outlook.  The 

general manufacturing market is feeling the pinch and small companies are feeling it 

disproportionately, citing fewer overall opportunities, more aggressive behavior from established 

competitors and concerns’ about their survivability from end users.  None of this would cause us 

to materially change our mid-term outlook and accelerated technology investment could drive 

some upside.   
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Europe is mixed.  The combination of slow growth and the fear of deflation has caused 

commercial customers to be very cautious.  The bright spot in the commercial markets is 

medical OEM where several European companies are among the worldwide leaders for vision 

correction and disease management of the eyes. Scientific research funding is being directed to 

more successful research groups and/or into large Eurozone projects such as the Human Brain 

Project, the Extreme Light Infrastructure (ELI) project and the Graphene Flagship program.  

These large programs may create infrastructure dollars, but how much will benefit the photonics 

industry is unclear.  The best opportunities reside within ELI.  Net-net, our near-term projections 

for Europe remain unchanged and we recognize there is downside risk. 

 

Quarterly Results 

 

Fourth quarter bookings of $182.7 million decreased 25.3% sequentially and 8.8% compared to 

the prior year period.  The book-to-bill for the fourth quarter was 0.89.   

 

Scientific  

 

Scientific orders in the fourth quarter of $34 million were up 17.9% sequentially and down 0.8% 

compared to the prior year period.   

 

The overall scientific market is stable, although there are several underlying trends.  The U.S. 

market delivered a typically strong performance in the fourth quarter and anchored worldwide 

bookings.  China and Korea maintained their high investment rate across multiple applications 

as opposed to Europe and Japan, which both lagged.  Some of the performance in the latter two 

geographies can be called timing issues, but a closer look points to funding initiatives and 

program philosophy.  In Japan, life sciences funding is outpacing physical sciences.  This is 

consistent with policy statements, but life sciences’ spending has been essentially flat for most 

of fiscal 2014.  The EU and the U.S. both launched major programs to study the human brain.  

The U.S. BRAIN project is trying to develop a deeper understanding of how the brain works 

through the study of clusters of hundreds or thousands of neurons.  This involves many 

experimental techniques including laser imaging.  The project is gaining momentum and there is 

hope for a two or three-fold expansion of the current annual $100 million budget.  This would 

enable the development of novel techniques to advance the studies.  Europe’s Human Brain 

Project is attempting to create a large scale map of the neural network - think of it as a road 
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atlas of the brain – through computational analysis, which has disenfranchised many 

experimental neuroscientists.  We do not anticipate any significant funding changes for fiscal 

2015.  We will be focusing on market share gains through our industrialized scientific product 

strategy as well as the introduction of several new offerings. 

 

Instrumentation and OEM Components 

 

Instrumentation and OEM components orders of $40 million decreased 26.9% sequentially and 

8.2% versus the prior year period.  The sequential swing was due to the timing of large orders in 

the medical OEM market. 

 

Bioinstrumentation orders were up modestly on a sequential basis with customers in flow 

cytometry and DNA sequencing fine tuning their inventory positions.  Medical OEM accounts 

are seeing steady to improving demand.  This is especially true in the ophthalmic space for 

vision correction and disease management.   

 

Microelectronics 

 

Microelectronics orders of $77.9 million decreased 37% sequentially and 19.6% compared to 

the prior year period.   

 

While demand from the semiconductor capex market remains strong, we have seen some 

significant swings over the last few quarters due to the timing of large service contracts.  This 

was again evident in the fourth quarter as orders reflected lower service bookings.  According to 

SEMI’s worldwide forecast in August 2014, the near-term outlook through 2015 is robust with 

projected capital investments reaching record levels of ~$42 billion.  While contrarian views 

have also been voiced suggesting a cyclical slowdown, capital investment announcements for 

leading nodes from Intel and Samsung coupled with the march towards 3D memory seems to 

favor the bulls.   We are very well positioned at the leading edge and should benefit from any 

investments there.  The swing vote, as always, will be utilization rates for legacy nodes as they 

drive service demand and capacity expansion.  

 

The advanced packaging market is following trends in consumer electronics.  PCB vendors in 

the supply chains for Apple® and Chinese handset manufacturers have reported high utilization 
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rates, which has led to modest order improvement for packaging lasers in the fourth quarter.  

This is a welcome development, but other factors are more important.  Inventory levels at key 

OEMs are reaching very low levels.  This should stimulate orders in our second or third fiscal 

quarter.  We have also rolled out two new platforms at the recent Taiwan TPCA printed circuit 

board show.  The Avia-NX™ represents a price-performance breakthrough and should enable 

market share gains in via drilling in silicon, flex circuit packaging and other emerging 

applications. We also launched a new CO2 laser platform called the Hornet™, which has 

specific performance and design attributes for the via drilling market.  The Hornet allows 

integrators to eliminate acousto-optic modulators from their designs saving significant cost and 

increasing available laser power and tool throughput.  

 

Shifting fortunes in the mobile industry have influenced the FPD marketplace.  Apple’s huge 

success with the iPhone® 6 launch and share gains for Chinese smartphone manufacturers 

have led to increased demand for LTPS LCD displays.  Samsung’s recent earnings 

announcement suggests it has experienced share loss as a consequence.  So what does this 

mean for customers and for Coherent?  There are multiple vendors for LTPS LCD panels and 

price competition is fierce.  We have heard that year-over-year price erosion is in the range of 

30%.  The mix shift from OLED to LCD affects service revenue since OLED has a tighter 

process window and requires more frequent LDU replacements. Given these dynamics, 

customers are inquiring about Linebeam systems larger than 750mm that reduce the cost per 

panel.  We have also worked with our vendors to extend the lifetime of certain high cost 

components in the LDU.  This reduces costs for customers and revenue for Coherent by $8-10 

million per year with no impact to gross margin percentage.  With respect to moving from an 

event basis to a contract model for ELA service, the rate of evolution in manufacturing 

requirements is still high and neither the customer nor Coherent is in a position to agree on 

measureable performance criteria for this new service model. 

 

During the fourth quarter, we completed delivery of approximately $10 million dollars of lasers 

used for sapphire processing.  We had expected to receive a follow-on order of a similar size.  

Delays in the release of the end product have postponed that order.  We do not believe the 

availability of sapphire is to blame since it is available from multiple vendors.  We are in regular 

contact with our OEM integrators and can respond spontaneously to delivery requirements. 

 

Materials Processing 
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Materials processing orders of $30.9 million were down 17.5% sequentially and increased 

20.2% versus the prior year period.   

 

MP orders were a record for a fourth quarter and showed remarkable resiliency coming off an 

exceptional third quarter.  We received volume orders from a variety of applications including: 

(1) short-pulse lasers for non-thermal processing, (2) CO2 and pulsed UV lasers for non-metal 

additive manufacturing, and (3) semiconductor lasers for Chinese laser manufacturers.  We 

have been targeting the first two areas and we had anticipated positive results.  The growth of 

semiconductor laser sales in China is consistent with vertical integration at the low-end of the 

marking and engraving market.  We have seen a similar trend in low-power CO2 marking for 

several years.  Incidentally, this trend is not limited to China.  U.S. and European manufacturers 

have taken similar steps to maintain financial competitiveness. 

 

Our efforts in the kilowatt space have had mixed results. Our direct diode portfolio has had very 

high year-over-year growth due to partnerships with welding and cladding companies.  Since 

the release of an updated product line, our laser manufacturing tool business has also had very 

high growth and is poised for more with the release of new products targeting the thin metal 

cutting market.  These positive results are offset by disappointing ones in the fiber laser space 

where we failed to reach our $10 million sales objective for fiscal 2014.  The time from design 

win to volume has been slower than expected and it has taken longer than planned to launch 

the multikilowatt platform, which addresses the sweet spot of the market.  We are on track to 

release the higher power products in fiscal 2015, likely in conjunction with a major show in 

Europe or China. 

 

Wrap 

 

Looking back on fiscal 2014, I would offer the assessment that it was a solid year for financial 

performance.  Fiscal 2015 is positioned to produce superior results.  At present, the risk factors 

to FY15 are macroeconomic events in Europe and the timing of certain API orders within 

microelectronics.   

 

We are maintaining good cash generation as evidenced by running our total to $318 million.  

Our top priority for the cash is to acquire complementary revenue and technology. We are 
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evaluating a range of M&A opportunities both large and small.  In the event that these come to 

fruition we will naturally provide an update as part of our regular quarterly calls or by other 

disclosure. 

 

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. 


