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Electro Scientific Industries

Notice of Annual Meeting of Shareholders

To the Shareholders of Electro Scientific Industries, Inc.:

The Annual Meeting of Shareholders of Electro Stifierindustries, Inc. (ESI) will be held at ESkdfices, 13900 NW Science Park Drive, Portland,dore
on Friday, October 15, 2004 at 1:00 p.m. Pacifiod,ifor the following purposes:

1.

2.

To elect three directors for a term of three years.
To approve ESI's proposed 2004 Stock Incentive Blahreserve 3,000,000 shares for issuance unglgtah.

To approve ESI's proposed Amended and Restated ik Option Incentive Plan, which amends theentrplan to permit the grant of additional types
of awards under the plan, to remove provisionsraatizally granting options to n-employee directors and to make certain other cha

To approve a proposed amendment to ESI's 1990 BreplStock Purchase Plan to increase the numbéacésreserved for issuance under the plan from
900,000 to 1,900,00t

To transact any other business that properly cdmése the meeting.

Only shareholders of record at the close of busimesAugust 6, 2004 will be entitled to vote at #@mnual meeting.

Your vote is very important. Whether or not you expect to attend in person, kge you to vote your shares at your earliest coievee. Promptly voting your
shares by phone, via the Internet, or by signimagind and returning the enclosed proxy card wililee the presence of a quorum at the meeting. Areaded
envelope for which no postage is required if maitethe United States is enclosed if you wish tevay mail. Submitting your proxy now will not prewt you
from voting your shares at the meeting if you desirdo so, as your proxy is revocable at yourooptRetention of the proxy is not necessary foriadion to or
identification at the meeting.

By Order of the Board of Directors



! b, el

J. Michael Dodson
Senior Vice President of Administration,
Chief Financial Officer and Secretary

Portland, Oregon
September 10, 2004

ELECTRO SCIENTIFIC INDUSTRIES, INC.
PROXY STATEMENT

The mailing address of the principal executiveasf§i of the Company is 13900 NW Science Park DReetland, Oregon 97229-5497. The approximate date
this proxy statement and the accompanying proxy$oare first being mailed to shareholders is Sejpgerh0, 2004.

SOLICITATION AND REVOCABILITY OF PROXY

The enclosed proxy is solicited on behalf of theuioof Directors of Electro Scientific Industriése., an Oregon corporation, for use at the Aniieéting of
Shareholders to be held on October 15, 2004. Tmep@ay will bear the cost of preparing and mailing proxy, proxy statement and any other materiaished
to the shareholders by the Company in connectitin thie annual meeting. Proxies will be solicitedusg of the mail and the Internet, and officers emgloyees
of the Company may, without additional compensat#so solicit proxies by telephone, fax or perd@oatact. The Company has engaged the servicekelbdn
Investor Services LLC to solicit proxies and assighe distribution of proxy materials. In conrieatwith its retention by the Company, Mellon Int@sServices
LLC has agreed to provide consulting and analiwvises and assist in the solicitation of proxanarily from banks, brokers, institutional invest and
individual shareholders. The Company has agre@dydviellon Investor Services LLC a fee of $7,000spbut-of-pocket expenses for its services. Coglies
solicitation materials will be furnished to fidudies, custodians and brokerage houses for forwartimeneficial owners of the stock held in theimes.

Any person giving a proxy in the form accompanytinig proxy statement has the power to revokedingttime before its exercise. The proxy may be kedo
by filing an instrument of revocation or a duly exged proxy bearing a later date with the Corpo&steretary of the Company. The proxy may also bekexd by
affirmatively electing to vote in person while ittendance at the meeting. However, a shareholderattends the meeting need not revoke the proxyatelin
person unless he or she wishes to do so. All vatidevoked proxies will be voted at the Annual Megin accordance with the instructions given.

The Common Stock is the only outstanding authorizetthg security of the Company. Holders of the @amy’s 4%% Convertible Subordinated Notes due
2006 are not entitled to vote at the Annual Meetintl such time as the notes are converted intmi@on Stock. The record date for determining holdérs
Common Stock entitled to vote at the Annual Meetingugust 6, 2004. On that date there were 28458shares of Common Stock outstanding, entitlezth®
vote per share. The Common Stock does not havelatiweuvoting rights. As of the record date, $14B®00 aggregate principal amount of the Compady:%6
Convertible Subordinated Notes due 2006 were audgtg and convertible at the option of holders ¢oéinto an aggregate of 3,816,052 shares of Confatock.

MULTIPLE SHAREHOLDERS SHARING THE SAME ADDRESS

If you and other residents at your mailing addesa shares of Common Stock in street name, youror bank may have sent you a notice that your
household will receive only one annual report arakp statement. This practice, known as “housemgldireduces the Company’s printing and postagéscéfs
any shareholder residing at that address wishescwive a separate annual report or proxy statemeité or telephone the Company as follows: Ingest
Relations, Electro Scientific Industries, Inc., 0BNW Science Park Drive, Portland, Oregon 972293) 641-4141. Contact the Company in the sameifnyau
and other residents at your mailing address aedvieg multiple copies of the annual report andxgrstatement and wish to receive single copiebénftiture.

1

PROPOSAL 1: ELECTION OF DIRECTORS

The terms of Frederick A. Ball, Nicholas Konidaaisd Robert R. Walker expire in 2004. Messrs. Badl ®alker were elected to one-year terms by the
shareholders in 2003. Mr. Konidaris was electethieyBoard of Directors on January 22, 2004. UndegOn law, if a director is elected by the boardlioéctors,
the director must stand for election at the nearsholders meeting at which directors are ele&edordingly, Mr. Konidaris, in addition to MessiBall and
Walker, are nominees for re-election.

Pursuant to the ComparsyBylaws, the Board of Directors is divided intoeth classes, and the term of office of one clapgexeach year. Oregon law requ
that each class of directors be as nearly equalmnber as possible. Messrs. Ball, Konidaris andkéfedre nominees for the class of directors whesa expires
in 2007 and will be elected for three-year terms.

Under Oregon law, if a quorum of shareholders &sent at the 2004 Annual Meeting, the directorstetewill be the three nominees for election asaors
for a term ending in 2007 who receive the greatastber of votes cast at the meeting. Abstentiodsbaoker non-votes will have no effect on the resaf the
vote. Unless otherwise instructed, proxy holdedsweite the proxies they receive for Messrs. Bébnidaris and Walker. If any of the nominees faation as
director at the 2004 Annual Meeting becomes unalklfor election for any reason (none being knawvhis time), the proxy holders will have discoetry
authority to vote pursuant to the proxy for a sitbtet or substitutes



The following table briefly describes the Company&sninees for directors and the directors whosegewill continue.

Director
Name, Age, Principal Occupation, and Other Directoships Since

Term
Expires

Nominees

Frederick A. Ball, 4z, was appointed Senior Vice President and Chiedritial Officer of BigBand Networks, a provider of 200z
network platforms for broadband multimedia serviégesAugust 2004. From November 2003 until May 2004 Ball served as

Chief Operating Officer of CallTrex Corporationpeovider of customer service solutions. Prior t® éinployment with CallTrex,

he was employed with Borland Software Corporatéoprovider of enterprise software development sohst from September

1999 until July 2003. Beginning in 1999, he wasi&eXice President and Chief Financial Officer.Otober 2002, he was

appointed Executive Vice President of Corporatedl@yment and Mergers and Acquisitions. Prior toemgloyment with

Borland, Mr. Ball served as Vice President, Mergerd Acquisitions for KLA-Tencor Corporation, a nudacturer of

semiconductor equipment. Mr. Ball served as theeHeesident of Finance for KLA-Tencor Corporatiohdwing KLA's merger

with Tencor Instruments in 1997. Prior to his enyptent with Tencor Instruments Corporation, Mr. Bads employed with
PricewaterhouseCoopers LL

Nicholas Konidaris, 6(, was appointed President and Chief Executive &ffad ESI in January 2004. From July 1999 to Janua 200¢
2004, Mr. Konidaris served as President and Chxechtive Officer of Advantest America Corp., a hoflcompany for Advante

America, Inc., an automatic test equipment suppiesm July 1997 to July 1999, Mr. Konidaris seresthe Chief Executive

Officer of Advantest America, Corp. From July 1387January 2004, Mr. Konidaris also served as @tenirof the Board,

President and Chief Executive Officer of Advantisterica, Inc. Mr. Konidaris is also a director ditidtech, Inc.
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2004

2004

Director
Name, Age, Principal Occupation, and Other Directoships Since

Term
Expires

Robert R. Walker, 5, served as Executive Vice President and Chiefri€iiah Officer of Agilent Technologies, Inc., an ei®nic 200z
instrument company, from May 2000 until Decembed2d-rom May 1999 until May 2000, he was Seniorévzesident and

Chief Financial Officer. During 1997 and 1998, MValker served as Vice President and General Maradéewlett-Packard’s

Professional Services Business Unit. From 199®8¥ 1he led Hewlett-Packard’s information systeargfion, including as Vice

President and Chief Information Officer from 19851897. Mr. Walker is also a director of Liberatchnologies

Directors Whose Terms Continue

Richard J. Fauber, 56, was appointed President and Chief Executive OffiéékmberWave Systems, Inc., a semiconductor 200z
technology company, in September 2003. He serv&desdent, Chief Executive Officer and directoSpeedFam-IPEC, Inc., a

manufacturer of semiconductor equipment, from 1®®8ugh 2002. Upon the sale of SpeedFam-IPEC teMavSystems, Inc., a

capital equipment manufacturer, he served as Execuice President of Novellus until his departurépril 2003. Prior to his

employment with SpeedFam-IPEC, Inc., he held exeeaind management positions at Tektronix, Intes§ measurement, and

monitoring company, and GenRad, Inc., an electsot@sting and manufacturing company. Mr. Faubeatsis on the Board of

Directors of Radisys Corp. and is on the North Aiggar Advisory Board of Semiconductor Equipment &uaterials Inc.

Barry L. Harmon, 5(, served as President and Chief Executive Offi€&Si from April 2003 until January 2004. From J@§00 200z
until September 2001, Mr. Harmon served as Senice President — West Coast Operations for Avocemp@ration, a provider

of KVM switching and solutions. Avocent is the coamy resulting from the merger of Apex, Inc. witht@x Computer Products

2000. Mr. Harmon served as Chief Financial OffisgEApex, Inc., also a provider of KVM switching asdlutions, from 1999 uni

its merger with Cybex. From 1992 to 1999, he was@e/ice President and Chief Financial Officer&sl.

W. Arthur Porter, 63has served as the Dean of the College of Engingetithe University of Oklahoma since July 1998.vrées 198(
formerly the President of the Houston Advanced RegeCenter. Dr. Porter is a director of Stewafitrimation Services
Corporation, Bookham, Inc. and Critical Technolagic.

Gerald F. Taylor, 64, retired in 1998 as Senior Vice President and {dtireancial Officer of Applied Materials, Inc., a 199¢
manufacturer of semiconductor equipment. He wad@yad by Applied Materials since 1984. He is aldtiractor of Lithia
Motors Inc.

Keith L. Thomson, 6'retired as Vice President and Oregon Site Manafertt@l Corporation, a manufacturer of chips, coneps, 199«
networking and communications products, in 1998. Mromson joined Intel in 1969 and moved to Int@®gon operation in
1978.

Jon D. Tompkins, 6, retired as Chief Executive Officer of KLA-TendBorporation, a manufacturer of semiconductor eqeipim 199¢
in 1998 and retired as Chairman of the Board oé&ors of KLA-Tencor in June 1999. He remains a imemof the Board of
Directors of KLA-Tencor. In addition, Mr. Tompkins is on the Boafdirectors of Cymer, Inc. and Credence Syste

2004
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CORPORATE GOVERNANCE GUIDELINES AND INDEPENDENCE



The Company’s Board of Directors has approved alupted the Corporate Governance Guidelines and i@amee and Nominating Committee Charter which
are attached as Appendices A and B, respectivalgetdthe Company’s Corporate Governance Guidelimbigh reflects the current standards for “inde peoa”
in accordance with the Nasdaq National Marketrigstandards and the Securities and Exchange Caiomisiles, two-thirds of the members of the Bazfrd
Directors must be independent as determined biatiaed of Directors. The Board of Directors has mimefollowing determinations with respect to each
director’s independence:

Director Status (1)
Frederick A. Ball Independent
Richard J. Faubert Independent
Larry L. Hansen Independent
Barry L. Harmon Not Independent (.
Nicholas Konidaris Not Independent (.
W. Arthur Porter Independent
Gerald F. Taylor Independent
Keith L. Thomson Independent
Jon D. Tompkins Independent
Robert R. Walker Independent

Q) The Board’s determination that a director is indefsnt was made on the basis of the standardsrtieirfiche Corporate Governance Guidelines.

2) Mr. Harmon served as President and Chief Exec@iffieer of ESI from April 2003 until January 2004dtherefore is not independent in accordance
the standards set forth in the Corporate Govern&uigelines

3) Mr. Konidaris is President and Chief Executive €¥fi of ES| and therefore is not independent in mtzace with the standards set forth in the Corgorat
Governance Guideline

The Company has also adopted a Code of CondudBasidess Practices applicable to the Company’stirs, officers, employees and agents of ESI and it
subsidiaries. A copy of the Company’s Code of Catdund Business Practices is available on our webhsiwww.esi.com.

BOARD COMPENSATION

The Board of Directors met thirteen times during list fiscal year. During the respective perioderice, each member of the Board of Directoenalitd at
least 75 percent of the aggregate meetings of tiaedBof Directors and the committees of which he wanember. All directors were reimbursed all reabte
expenses incurred in attending meetings. Dire@mrexpected to attend shareholders meetings. diaagttor who is not an employee of the Company is
compensated as follows:

Prior to July 15, 2004 Effective July 15, 2004

Director Annual Retainer $20,00( $20,00(
Chairman of the Board Annual Retainer $40,00( (1) $50,00(
Committee Chairman (other than Audit Committee) $ 2,000 (2) $ 8,00( (3)
Audit Committee Chairman $ 2,000 (2) $10,00( (3)
Board Meeting Attendance $ 1,00( $ 1,50C
Committee Meeting Attendance ¢ 1,00C ¢ 1,00C
Telephone Meeting Attendance $ 50C $ 75C

Q) In recognition of his service and contributionsCdmirman of the Board, Mr. Tompkins received actwgs fee of $90,000 per annum, payable monthly,

effective May 2003 through April 2004. This fee wiasddition to all other fees that Mr. Tompkinswla be entitled to receive as a member of ESI's
Board of Directors

2) Per meeting fee.

?3) Annual fee.

Each director who is not a full-time employee &f tbompany is automatically granted (1) an optiopurchase 30,000 shares of Company Common Stock on
the date the person first became a non-employeetdi, whether through election by the shareholdetse Company or the Board of Directors to fill@ancy
(an “Initial Grant”), and (2) an option to purchad®000 shares of Company Common Stock on Julyf 8aeh year, provided that the non-employee dirduas
served on the Board of Directors for at least sbaths preceding that date (an “Annual Grant”). Enagtomatic options have an exercise price equEd®6 of
fair market value on the date of grant and a tefitOoyears. The Initial Grants become exercisatehe-third of the shares on each of the firgetanniversaries
of its date of grant. The Annual Grants become@sable for one-twelfth of the shares each montér dlie date of grant. Each of the proposed 200dkSt
Incentive Plan and Amended and Restated 2000 ®ptkn Incentive Plan would eliminate the automéitiitial” and “Annual” share grants.

The Company also provides for reimbursement iratheunt of $2,500 for continuing education prograetating to the performance of duties of a directoa
public company every two yeal



BOARD COMMITTEES

The Company maintains an Audit Committee currectlysisting of Gerald F. Taylor (Chairman), Frededc Ball and Robert R. Walker. All of the members
of the Audit Committee are “independent directosgthin the meaning of Rule 4200(a)(14) of the NatibAssociation of Securities Dealers’ listing stards and
pursuant to the criteria established in Section(h@)fof the Securities Exchange Act of 1934, as atednEach of Messrs. Ball, Taylor and Walker haarftial
reporting oversight experience, including servisghief financial officer of a public company. S&eoposal 1: Election of Directors” for their biaghies. The
Board of Directors has determined that each of kée&all, Taylor and Walker is an audit committewfcial expert as defined in SEC rules. The Audit
Committee meets with management and with represesgaof ESI's outside auditing firm, KPMG LLP, iliding meetings without the presence of management.
The Audit Committee met sixteen times in fiscal 200

The Company maintains a Compensation Committeesthyrconsisting of Keith L. Thomson (Chairman)ckard J. Faubert and Jon D. Tompkins. All
members of the Compensation Committee have beenieed to be independent by the Board of Diredtoexccordance with the Nasdaqg National Markeinigst
standards and the Securities and Exchange Commigd&s. None of the members of the Compensationr@ittee are current or former officers or employeks
the Company. The Compensation Committee makes maenuations to the Board of Directors concerningcefs’ compensation and has been delegated autt
to grant options and other awards under the Comipatyck option plans and stock incentive plan. &aditional information about the Compensation Cattem,
see “Compensation Committee Report on Executive amsation,” set forth below. The Compensation Catemimet eight times in fiscal 2004.

The Company maintains a Corporate Governance anurdding Committee currently consisting of Jon Bnipkins (Chairman), Larry L. Hansen and W.
Arthur Porter. All members of the Corporate Goveigeand Nominating Committee have been determimée independent by the Board of Directors in
accordance with the Nasdaqg National Market lisstemdards and the Securities and Exchange Commissgis. The Corporate Governance and Nominating
Committee assists the Board of Directors in futfgl its oversight responsibilities related to seglktandidates for membership on the Board of Dirsctassessing
the corporate governance policies and processae doard of Directors and reviewing from timeitoe the policies of the Board of Directors relatedlirector
qualifications, compensation, tenure and retireniené Corporate Governance and Nominating Committeefour times in fiscal 2004.

DIRECTOR NOMINATION POLICY

Shareholders may recommend individuals for conatéar by the Corporate Governance and Nominating@ittee to become nominees for election to the
Board of Directors by submitting a written recommation to the Corporate Governance and Nominatioi@ittee c/o Chairman of the Corporate Governance
and Nominating Committee, Electro Scientific Indiest, Inc., 13900 NW Science Park Drive, Portladoegon 97229. Communications should be sent by
overnight or certified mail, return receipt reqestSubmissions must include

sufficient biographical information concerning tiegommended individual, including age, five-yeapéyment history with employer names and a desSoripbf
the employer’s business, whether the individualresnl and understand financial statements, andilboamberships, if any, for the Corporate Governamzk
Nominating Committee to consider. The submissiosthe accompanied by a written consent of the iddal to stand for election if nominated by the Bband
to serve if elected by the shareholders. Recomntemdareceived by March 31, 2005 will be considei@dhomination at the 2005 Annual Meeting of
Shareholders. Recommendations received after MarcR005 will be considered for nomination at tB@& Annual Meeting of Shareholders. Following the
identification of the director candidates, the Gogie Governance and Nominating Committee will nteetiscuss and consider each candidate’s qudlditsand
shall determine by majority vote the candidate(spm the Corporate Governance and Nominating Coreenfielieves would best serve the Company. In
evaluating director candidates, the Corporate Gmamre and Nominating Committee will consider aetgrof factors, including the composition of thedBd as a
whole, the characteristics (including independeage, skills and experience) of each candidateftamg@erformance and continued tenure of incumBeatd
members. The Committee believes that candidatedifector should have certain minimum qualificaspmcluding high ethical character, a reputathuat t
enhances the image and reputation of the Compaiyg highly accomplished and a leader in his orrbspective field, relevant expertise and expegetite
ability to exercise sound business judgment ancHiéy to work with management collaborativelydaconstructively. In addition, the Committee beéis\at least
one member of the Board should meet the criteriafo‘audit committee financial expert” as defifgdSecurities and Exchange Commission rules, aaidath
least two-thirds of the members of the Board showdett the definition of “independent director” untkasdaq National Market listing standards. The @ittee
also believes the Company’s Chief Executive Offigleould participate as a member of the Board.

COMMUNICATIONS WITH BOARD

Any shareholder who desires to communicate wittBtbard of Directors, individually or as a group,ynt so by writing to the intended member or meraber
of the Board of Directors, c/o Corporate Secretiigctro Scientific Industries, Inc., 13900 NW Suie Park Drive, Portland, Oregon 97229. Commuraoati
should be sent by overnight or certified mail, retteceipt requested. All communications will bengiled by the Secretary and submitted to the Bo&i@irectors
in a timely manner.

RECOMMENDATION BY THE BOARD OF DIRECTORS
The Board of Directors recommends that shareholdaesfor the election of the nominees named is Broxy Statement.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth information regamlithe beneficial ownership of the Common Stockhef€ompany as of May 29, 2004 (or such other date a
otherwise indicated in the footnotes below) bye@rh person known to the Company to be the beakfiviner of more than 5% of the CompaZommon Stocl
(i) each of the Company'’s current directors anthimeees for director, (iii) each individual namedire Summary Compensation table and (iv) all curdéectors
and executive officers of the Company as a groupess$ otherwise noted in the footnotes to the tab&epersons named in the table have sole votidg a
investment power with respect to all outstandingreh of Common Stock shown as beneficially ownethbyn. Applicable percentage of ownership is base



28,174,581 shares of Common Stock outstanding kagf29, 2004 together with applicable optionsdoch shareholders. Shares of Common Stock subject t
options currently exercisable or exercisable wiindays after May 29, 2004 are deemed outstarfdmgpmputing the percentage ownership of the perso
holding such options, but are not deemed outstgnfdincomputing the percentage of any other person.

Amount and Nature of Approximate

Name of Beneficial Owner Beneficial Owner (1) Percent

Frederick A. Ball 0

Robert G. Chamberlain 10,05¢ (2) *

J. Michael Dodson 27,797 (3) *

Richard J. Faubert 0 *

Larry L. Hansen 54,97¢ (4) *

Barry L. Harmon 1,50C (5) *

Nicholas Konidari¢ 20,50( (6) *

W. Arthur Porter 24,00 (7) *

Howard K. Taft, Jr. 84,47% (8) *

Gerald F. Taylor 21,00 (9) *

Keith L. Thomson 35,80( (4) *

Jon D. Tompkins 21,00C (9) *

Donald R. VanLuvanee 1,036,871 (10) 3.66%

Robert R. Walker 0 *

Capital Group International, Inc 2,569,611 (11) 9.12%
11100 Santa Monica Blvd., Los Angeles, CA 90025

Third Avenue Management LLC 2,657,50i(12) 9.4%%
622 Third Avenue, New York, NY 10017

Franklin Resources, Inc 3,564,07: (13) 12.65%
One Franklin Parkway, San Mateo, CA 94403

Private Capital Management 2,387,88!(14) 8.4%
8889 Pelican Bay Blvd., Naples, FL 34108

12 directors and executive officers as a group 216,63((15) *

* Less than 1 percent.

1) Shares are held directly with sole investment astthg power unless otherwise indicated. Includesahawarded as restricted stock that are sulbject t

forfeiture in certain circumstance

(2) Includes 10,000 shares subject to stock optionscesable within 60 days of May 29, 2004.
?3) Includes 27,500 shares subject to stock optionscesable within 60 days of May 29, 2004.
4) Includes 35,000 shares subject to stock optionscisable within 60 days of May 29, 2004.
5) Includes 1,500 shares subject to stock optionscesadyle within 60 days of May 29, 2004.
(6) Includes 10,000 shares of restricted stock sulbjefcirfeiture until April 1, 2005.

©) Includes 24,000 shares subject to stock optionscisable within 60 days of May 29, 2004.

(8) Includes 76,565 shares subject to stock optionscesable within 60 days of May 29, 2004.
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9) Includes 21,000 shares subject to stock optionscisable within 60 days of May 29, 2004.

(20) Mr. VanLuvanee’'s employment terminated on May 3142 Includes 862,610 shares subject to stock mpeaercisable within 60 days of May 29, 2004
and 11,400 performan-based restricted stock shares forfeited on May604.

(11) Based solely on information set forth in Sched 6 Hated February 10, 2004, filed with the Seasitind Exchange Commission.
(12) Based solely on information set forth in Sched 86 Hated August 10, 2004, filed with the Securitied Exchange Commission.
(13) Based solely on information set forth in Sched 6 Hated February 6, 2004, filed with the Secwsitiad Exchange Commission.
(14) Based solely on information set forth in Sched 6 Hated February 13, 2004, filed with the Seasitind Exchange Commission.

(15) Does not include shares owned or options exer@dapMr. Taft or Mr. VanLuvanee because they arteemecutive officers of the Company. Includes
175,000 shares subject to stock options exercisaitién 60 days of May 29, 200



EXECUTIVE OFFICERS

Name Age Position

Nicholas Konidaris 60 President, Chief Executive Officer and Director

Robert G. Chamberlain 64 Senior Vice President, Customer Operations

J. Michael Dodson 43 Senior Vice President of Administration, Chief Fic&l Officer and Secretary

See Mr. Konidaris’s biography under “Proposal Jedfbn of Directors”.

Mr. Chamberlain was named Vice President of CustdDpeerations in January 2003 and was appointetiéBoard of Directors in September 2003 to the
position of Senior Vice President. From 2001 to288 was Chief Executive Officer of Starview Tedogy, Inc., a high-speed data management compaoyn F
1999 to 2001 he was president of the semicondugerations of AvantCom Network, Inc., a semiconduatanufacturing tool information system using secu
communications over the internet. From 1996 to 199%as president and CEO of Micromonitors, Inow(rserveron Corporation), an electric substation
monitoring technology and services company. Mr.ri@berlain has also held officer positions with Watkilohnson Company, Novellus Systems and Megatest
Corporation, and earlier sales and marketing mosstivith Applied Materials, Intel, Advanced Micreeiices and Fairchild Semiconductor.

Mr. Dodson was named Vice President of Administraind Chief Financial Officer in May 2003 and wasned Secretary in August 2003. In September
he was appointed by the Board of the Directorfiéoposition of Senior Vice President. From 1992062, he was Chief Financial Officer and Secretdry
SpeedFam-IPEC, Inc. in Chandler, Arizona, a capiigipment manufacturer. From 1996 to 1999, heViee President, Corporate Controller and Chief
Accounting Officer of Novellus Systems, Inc. in Slrse, California, a capital equipment manufactirgor to that, Mr. Dodson was with Ernst & YouimgSan
Jose.

EXECUTIVE COMPENSATION

The following table sets forth information concergicompensation paid or accrued for services t€tmapany in all capacities for each of the lastéhiiscal
years for:

« The two individuals who served as president andfaecutive officer during fiscal 2004; and

« The two executive officers other than the presidemt chief executive officer whose total annuadusahnd bonus exceeded $100,000 and who were gervin
as executive officers at the end of fiscal 2(

« Two additional individuals for whom disclosure wdulave been provided but for the fact that thedwiiduals were not serving as executive officerthat
end of the last completed fiscal ye

The above individuals are referred to hereaftahasnamed executive officers.”

SUMMARY COMPENSATION TABLE

Annual Compensation Long-Term Compensation

Awards Payouts
Other Restricted All Other
Annual Stock Options LTIP Compen-
Fiscal Compen- Awards Granted payouts sation
Name & Principal Position Year Salary Bonus(1) sation %) (2) #) $)?3) 4)
Nicholas Konidaris (5) 200¢  $158,65¢ $141,73 — $609,20(6) 420,000  $238,20( $ 24,1447)
President & Chief Executiv —
Officer 200z — — — — — —
200z
Barry L. Harmon (8) 200¢ $247,50( — — — 40,00( — $ 23,77€9)
Director and Former $ — — — 6,00( — $ 46,47¢10)
President & Chief Executive 200z 32,53¢ — — — — — —
Officer —
200z
Donald R. VanLuvanee (11) 200¢ $464,89¢12) — — — — = $ 88,54((13)
$ (12)  $485,10(12) — — — — $ 4,22¢
200 $475,00( — — 155,000  $515,20( $ 8,781(14)
200z 453,75(
J. Michael Dodson 200¢ $250,00( $182,86¢ — — 10,00( — $128,05¢(15)



Senior Vice President of $ — — 70,00( — $ (16)

Administration, Chief 200z 18,91( — — — — — 36,97:
Financial Officer & — — —
Secretary 200z

Robert G. Chamberlain 2004 $250,00( $194,86¢ — — 60,00( — $ 4,72((17)
Senior Vice President of $ — — 35,00( — $21,122(18)
Customer Operations 200¢ 104,16 — — — — —

200z —

Howard K. Taft, Jr. (19) 200¢ $200,00( $ 94,78 — $ 61,77¢ 35,00( ¢ 89,60( ¢ 5,00C
Vice President of Passive $ — — — — — $139,30420)
Components Group 200: $191,66¢ — — — 42,00( — $ (21)

56,64

@)
@)
(©)
4)
®)
(6)

@)

200z 184,80:

Except as otherwise indicated, represents fisca 2804 bonus paid July 2004.

The Company does not intend to pay dividends omakticted stock grants reported in this column.
Represents the vesting of time-based restrictazk gfants.

Except as otherwise indicated, represents 401 (k3hirey contributions made by the Company.

Mr. Konidaris was appointed President and Chiefdaxge Officer on January 7, 2004.

Reflects an award of 20,000 shares to Mr. Konidatrs per share value of $30.46. 10,000 sharesnekxased on April 1, 2004 and the remaining 10,000
shares will be released April 1, 2005, subjectligilglity requirements. The value of the 10,00@Gsts remaining restricted on May 29, 2004 was
$227,900, based on the market value of the Con’s common stock on that da

Includes $21,099 to relocate Mr. Konidaris fromif@ahia to Portland, Oregon.
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®)

©)

(10)

()

(12)
(13)
(14)
(15)
(16)
(a7
(18)
(19)
(20)

(21)

Mr. Harmon served as President and Chief Exec@iffieer from April 15, 2003 until February 6, 20QMr. Harmon remains a member of the Board of
Directors.

Includes $7,000 for Board of Directors retainer ameketing fees paid after Mr. Harmon ceased to bsint and Chief Executive Officer, as well as
$9,250 for paid accrued vacation tir

Includes $45,500 for Board of Directors retained areeting fees paid prior to Mr. Harmon'’s appointtrees President and Chief Executive Officer.

Mr. VanLuvanee resigned as President and ChiefikecOfficer of the Company effective April 23,@®, but remained an employee of the Company
through May 31, 200¢

Represents amount paid by the Company in accordaiticehe terms of Mr. VanLuvanee’s Employment &eparation Agreement dated May 22, 2002.
Includes $83,081 of paid accrued vacation time.

Includes above-market interest in the amount of %% earned on compensation deferred as part osE#ferred Compensation Plan.

Includes $100,000 new hire bonus payment, as wefll8,932 to relocate Mr. Dodson from Arizona totlRad, Oregon.

Includes $36,971 paid to relocate Mr. Dodson frorizéna to Portland, Oregon.

Includes $4,720 paid to relocate Mr. ChamberlaamfiCalifornia to Portland, Oregon.

Includes $21,122 paid to relocate Mr. ChamberleomfCalifornia to Portland, Oregon.

Mr. Taft is not an executive officer of the company

Includes $134,514 paid to relocate Mr. Taft frora @ompany’s facilities in Escondido, CaliforniaRortland, Oregon.

Includes $52,585 paid to relocate Mr. Taft from @@mpany’s facilities in Escondido, California torand, Oregon.

STOCK OPTION GRANTS IN FISCAL 2004

The following table sets forth details regardingc&toptions granted to the named executive offigefsscal 2004. In addition, there are shown thpdthetical
gains or“option spreac”’ that would exist for the respective options, assigmates of annual compound stock appreciatio®obBbd 10% from the date t



options were granted over the full option term.

Potential Realizable Value at Assume:
Annual Rates of Stock Price

Option Grants in Last Fiscal Year Appreciation for Option Term
% of Total
Options
Granted to
Options Employees in Exercise Expiration
Name Granted (1) (#) Fiscal Year (2) Price ($/Sh) Date (3) 5% 10%
Nicholas Konidaris 420,00( 28.2% $25.71 1/06/201: $10,037,78 $22,375,40
Barry L. Harmor 40,00( 2.7% $24.02 10/29/201. $ 604,03 $ 1,530,61
Donald R. VanLuvane — — — — — —
J. Michael Dodsol 10,00¢( 1% $24.52 10/28/201: $ 154,15: $ 390,62(
Robert G. Chamberlai 50,00((4) 3.4% $16.9:¢ 8/14/201: $ 532,17 $ 1,348,53!
10,00¢( .68% $24.52 10/28/201. $ 154,15: $ 390,62(
Howard K. Taft, Jr 25,00( 1.7% $16.9: 8/14/201: $ 266,08t $ 674,26!
10,00¢( .68% $24.52 10/28/201: $ 154,15: $ 390,62(
1) All option grants were made pursuant to the Com2§00 Stock Option Incentive Plan. Unless othsewioted, all options become exercisable for 25

percent of the shares covered by the option on efitte first four anniversaries of the grant dét#.options become fully exercisable upon termioatof
the optione’s employment within one year afte“change in contr” of the Company as defined in the 2000 Stock Og
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Incentive Plan. Unless the transaction is apprdoethe Board of Directors, a “change in contrgé€nerally includes (a) the acquisition by any persb20
percent or more of the Company’s Common Stock ahthe election of a new majority of the Compargii®ctors without the approval of the incumbent
directors.

2) In fiscal 2004, the Company granted to employe¢i®og for a total of 808,100 shares of the Compai@ommon Stock under the 2000 Stock Option
Incentive Plan and 674,100 shares of the Compa@gramon Stock under the 2000 Stock Option Plan hoskt numbers were used in calculating the
percentages set forth in this colur

3) Options expire prior to this date (i) if the optemis employment (or service as a director, as egqiple) is terminated for any reason (other thathdea
disability), in which case options vested but umeised at the date of termination may be exercigexhy time prior to the expiration date of theiams or
the expiration of three months after the date whieation, whichever is the shorter period, orifigmployment (or service as a director, as apiplie)
terminates because of death or disability, in witiabe options vested but unexercised at the dagzrofnation may be exercised at any time prichto
expiration date of the options or the expiratiod®fmonths after the date of termination, whichesehe shorter period. If employment (or servisea
director, as applicable) is terminated by deatthefoptionee, the options generally may be exatdigepersons to whom the optionee’s rights passithy
or the laws of descent or distribution. Remainiegted but unexercised options terminate at theoétite earliest of the above described periods, as
applicable.

4) Options become exercisable for 50 percent of theeshcovered by the option on each of the firstamoiversaries of the grant date.

OPTION EXERCISES AND FISCAL YEAR-END OPTION VALUE T ABLE

The following table sets forth information with pest to the named executive officers concerningpoptexercised and the status of exercisable and
unexercisable options held as of May 29, 2004.

Options Exercised During Number of Unexercised Options Value of Unexercised li-the-Money

Year Ended May 29, 2004 at May 29, 2004 Options at May 29, 2004 (1)

Shares

Acquired Value

Name on Exercise Realized Exercisable Unexercisable Exercisable Unexercisable
Nicholas Konidaris 0 — 0 420,00( $ 0 $ 0
Barry L. Harmor 0 — 1,50( 44,50( $ 7,24¢ ¢ 21,73¢
Donald R. VanLuvane 46,34( $847,67: 862,61( 112,00( $1,245,45! $ 0
J. Michael Dodsol 0 — 17,50( 62,50( ¢ 155,40( $466,20(
Robert G. Chamberlai 8,75( $ 60,96¢ 0 86,25( $ 0 $336,83¢
Howard K. Taft, Jr 0 — 43,27: 58,29: $ 42,47 $146,50(
1) Options are “in-the-money” at the fiscal year-ehthée fair market value of the underlying secust@ such date exceeds the exercise price of tienop

The amounts set forth represent the difference dtvihe fair market value of the securities undeglyhe options on May 29, 2004 based on the aipsin
sale price of $22.79 per share of Common Stockemtior trading date (as reported on the Nasddiwph&d Market) and the exercise price of the oggion
multiplied by the applicable number of shai
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EQUITY COMPENSATION PLAN INFORMATION

Set forth in the table below is certain informatregarding the number of shares of Common Stodkwkee subject to outstanding stock options ormothe
compensation plan grants and awards at May 29,.2004

Number of securities
Number of securities remaining available for

to be issued upon Weighted-average future issuance under
exercise of outstanding exercise price of equity compensation
options, warrants outstanding options plans (excluding securities
Plan Category and rights warrants and rights reflected in column (a))
@) (b) (c)
Equity compensation plans approved by securityérsll) 2,700,39: (2)(3) $25.4¢ 1,882,24: (4)
Equity compensation plans not approved by sechotgiers (5 2,042,35! $32.72 201,28!
Total _4742,74 $28.6( 2,083,53.

1) These plans consist of: (i) the 1989 Stock Optitzm (i) the 2000 Stock Option Incentive Plani) ilne 1990 Employee Stock Purchase Plan andh#&) t
1996 Stock Incentive Pla

) Includes 1,448 shares subject to employee stoékrapassumed in the merger with Applied Intelliggstems, Inc. with a weighted average exercise
price of $6.56

3) Includes 23,400 restricted shares which will vesy df specific performance or service measuresnaee
4) Includes 203,600 shares available for issuanceruhdel 990 Employee Stock Purchase Plan.

5) Consists of the 2000 Stock Option Plan.

The 2000 Stock Option Plan allows for grants of-statutory stock options, stock bonuses and réstristock to non-officer employees of the Compdaine
plan is administered by the Board of Directors eommittee designated by the Board of Directore atiministrator determines (i) the exercise ptieen and
exercise schedule of options granted under the filathe purchase price and form of considerafmm and restrictions on, restricted stock issueder the plan,
and (iii) any restrictions on stock bonuses issuredier the plan. If the employment of an optionegeurthe plan is terminated within one year of angeaof contrc
of the Company, the optionee may exercise his popgon in full, even if the option is not fullyegted.

EMPLOYMENT CONTRACTS AND TERMINATION OF EMPLOYMENT  AND
CHANGE IN CONTROL SEVERANCE ARRANGEMENTS

On January 7, 2004, the Company entered into anidgment Agreement with Nicholas Konidaris pursu@mivhich he was appointed the Company’s
President and Chief Executive Officer. The agredamevides for base salary of $395,000 per yeappion to purchase 420,000 shares of Common Stondla
restricted stock grant of 20,000 shares of ComntonkS The agreement also provides for Mr. Konidaglection as a director of the Company in JanuagA2inc
his nomination for election as a director at thenpany’s annual meetings for so long as he servehief Executive Officer. The agreement provides tr.
Konidaris receive payment and certain other bemefiion termination of his employment by the Compaitlgout cause or by him for “good reason” (as dedi in
the agreement). The amount and type of paymenbanéifits to be received by Mr. Konidaris on su@ualifying termination depends on the whether drhie
employment is terminated within two years followiaghange in control of the Company.

If a qualifying termination occurs and there hasleen a change in control of the Company, Mr. Karis is entitled to receive an amount equal totimes
his annual salary in effect immediately prior te time of termination; provided that if his emplogmt terminates after July 23, 2008, the amounthefiayment
will be reduced incrementally by 1/#4for each month beyond July 23, 2008 that he is eyeal by the Company, so that he will not receive severance if his
employment terminates after July 23, 2010. Hess ehtitled to two years coverage under life, aatidnd health plans. In addition, all equity-basedrds held
by Mr. Konidaris,
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including options and stock appreciation rightd| eantinue to vest for two years following termiima. If a qualifying termination occurs within twears
following a change in control of the Company, Morkdaris will be entitled to receive of an amougtial to two times his annual salary and two timeddrget
bonus in effect immediately prior to time of termiion. He will also be entitled to three years ¢age under life, accident and health plans. Intaadiall equity-
based awards held by Mr. Konidaris will become irdiately vested and exercisable. In either cas@pibns and stock appreciation rights held by Kbnidaris
will be exercisable until the earlier of the endfudir original term or three years following hésrination.

In connection with his employment agreement, Mrnidaris entered into a Confidentiality, Non-Competi and Assignment Agreement with the Company
under which he agreed not to compete with the Camyfather than in the high volume, semiconductdomated test equipment business) for two yearsviatig
the termination of his employment unless his empiegt is terminated by the Company with cause dritsywithout good reason, in which case the non-
competition period will be one yes



On May 5, 2003, the Company entered into an Empéoymgreement with J. Michael Dodson pursuant tictvhe was appointed the Company’s Vice
President of Administration and Chief Financial i&df (he has since been appointed Senior Vice deesdf Administration, Chief Financial Officer and
Secretary). The agreement provides for a baseysaf&250,000 per year, an option to purchase Tsb@res of Common Stock and a sign-on bonus df,800.
Mr. Dodson’s agreement provides that if he voluhtderminates his employment during the twelve thoperiod following the date that the successd@day L.
Harmon is hired as the Company’s Chief Executivio®f (which period started on January 7, 2004)ishentitled to receive an amount equal to his ahsalary
at the time of termination. In addition, if the Cpamy terminates Mr. Dodson’s employment withoutseaprior to May 5, 2006, he is entitled to recemeamount
equal to his annual salary at the time of termamatind all of his options that would otherwise \@sgr the twelve months following his terminatioill w
immediately vest. These options, together withatiier vested options, will remain exercisable feeltve months following termination. Under the agneat, Mr.
Dodson has agreed not to compete against the Configaane year following the termination of his eioyment.

The Company has entered into Change in Control égents with the following named executive officdtebert G. Chamberlain, J. Michael Dodson and
Howard K. Taft, Jr. These agreements provide ferghyment upon termination of employment by the Gamy without cause or by the employee for “good
reason” (as defined in the agreement) within twargdollowing a change in control of the Companywifount equal to two times the employee’s anndahga
Each employee will also receive two years contincegerage under the life, accident and health plBash employee is obligated under the severanesagnt
to remain in the employ of the Company for a penb@70 days following a “potential change in cafit(as defined in the agreements).

On May 22, 2002, the Company entered into an Ermpéayt and Separation Agreement with Donald R. Vaabee pursuant to which he resigned as a director
and officer of the Company and the Company agreexirtploy him as an at-will employee through May 2104 (“Separation Date”). Mr. VanLuvanee's
responsibilities under the agreement were to megttansult with management as requested and tst ag#h litigation about which he had knowledgenamf
which were required during the term of the agreemiBime agreement provided for payment of basesala®475,000 per year and continued medical benefi
through the Separation Date. The agreement alsadea that Mr. VanLuvanee receive his target banfus475,000 for the fiscal year ended May 31, 2id08qua
monthly installments through fiscal year 2003. didiéion, all stock options and restricted stockngea to Mr. VanLuvanee under the Company’s stockritive
plans continued to vest until the Separation Datkthe options will remain exercisable up to thremnths after the Separation Date. Under the agnegile.
VanLuvanee agreed not to compete with the Compangwfelve months following the Separation Date. Tmenpany entered into this agreement with Mr.
VanLuvanee, who had served as President and Ckedfuiive Officer for ten years, because the Bodiectors believed that the provisions were appeaie
and fair under the circumstances of Mr. VanLuvasseparation. The Company also wanted to ensurdithd&/anLuvanee, who has extensive knowledge ef th
Company’s business, would be available for consahizand would not compete against the Company.
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COMPENSATION COMMITTEE REPORT ON EXECUTIVE COMPENSA TION
Compensation Committee

The Compensation Committee of the Board of Direx{tite “Committee”) consists entirely of non-emmeyindependent directors as defined by the rules of
Nasdaq and the Compe's Corporate Governance Guidelines. The Committeethority and responsibilities are set forth icharter adopted by the Board of
Directors. The charter is reviewed annually. Then@uttee approves compensation of executive offidacduding the Chief Executive Officer. The Comted is
responsible for approving executive compensatiogm@ms, including incentive compensation and bé&npfans. The Committee administers the Comparigtks
incentive plans. In July 2004, the Board of Direstapproved and adopted an amended Compensatiomi@iemCharter, a copy of which is attached to Brisxy
Statement as Appendix C.

Compensation Policy

The Board of Directors and the Committee beliexat the Company’s total executive compensation prmgrshould be related to short and long-term catpor
performance and improvement in shareholder valhe.Jompany has developed a total compensatiomgjr#tat ties a significant portion of executive
compensation to achieving pre-established finamesllts and individual performance objectives. @therall objectives of these executive compensgirograms
are to:

« Attract and retain talented executives;
« Motivate executives to achieve long-term businésgegies while achieving near-term financial tasgand

« Align executive performance with the Company’s gdat delivering shareholder value.

The Company has base pay, annual incentive andté&rngincentive compensation programs for its exeeat Each element of the program serves a some
different purpose, but in combination it enables @ompany to support stated compensation policids@offer compensation that is competitive with
compensation offered by companies of similar sizk @mplexity within high technology electronicddasimilar industries. The Committee uses compagativ
information from a group of companies in the higbhnology industry for establishing executive congagion goals. The Committee also relies on pesiadvice
from outside compensation and benefits consultants.

Base Salaries

Base salaries for executive officers are initislgtermined by evaluating the responsibilities ef plosition and the experience of the individual bydeference
to the competitive marketplace for corporate exgest including a comparison to base salariesdongarable positions at other similarly sized higththology
companies. Median levels of base pay provided yparable companies form the primary reference iardéning the salaries of executive officers.

Salary adjustments are determined by evaluatingé®rmance of the Company and each executiveasfind also take into account any new resportgili
as well as salaries for comparable positions at pempanies. The Committee, when appropriate, @ssiders non-financial performance measures tuaisf
attention on improvement in management processgsagalinventory turns, timely new product introdoies and development of key contributors.

Incentive Compensation



The Company’s executive officers are eligible tatipgpate in the Company’s Annual Executive TeannB8® Plan. Company performance objectives are
established at the beginning of the fiscal yearti€pants’ performance measurements had establigiresholds and targets that determined the anudwash
payments under the plan. The Company’s performabjatives for the last fiscal year were specifiackls of revenue and operating profit (excluding
nonrecurring items at the discretion of the Comeitfor executive officers). Incentive target parfance is based on the Company’s annual incentaretprget
approved by the Board of Directors. The Committes miso establish target incentive opportunitiedridividual positions based on the responsibaitie
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of the position, the ability of the position to iagi financial and corporate goals and a compan$amcentives provided to comparable positionstaeosimilarly
sized electronics companies, with incentives tagéd provide total annual cash compensation a8 Ste percentile of comparable companies.

To align shareholder and executive officer intey@std to create incentives for improving shareholdéue, the long-term component of the Company’s
executive compensation program uses stock opti@rdsiand, on a selective basis, restricted staamhtgto employees, including executive officersd.eXecutive
stock option awards or restricted grants are frbareholder approved plans.

Stock options to executive officers are generall@ed annually at the same time that awards ade ritekey contributors who are not executive oficdhe
size of stock option award levels (including awaathe Chief Executive Officer) reflect job resgibilities and are based in part on compensatioa lam a
comparative group of electronics companies. Awarésdesigned to provide compensation opporturiitiéise range of the median of awards for similasifions
in the high technology electronics industry. Thex@any also grants stock options at fair marketevédunew executive officers as a further induceneiin the
Company. Stock options provide incentive for theation of shareholder value over the long term bseahe full benefit of the compensation packagecgbe
realized unless the price of Company Common Stpgkexiates over a specified number of years. Optawvarded during the last fiscal year were awaedéhe
fair market value on the grant date. These opth@ve a ten-year term and generally fully vest doer years from the grant date (25% each year).

Restricted stock awards have been granted to exeafficers under its shareholder approved plahemcircumstances warrant providing such incentives
promote Company objectives. Restricted stock igestitto forfeiture and may not be disposed of gy ricipient until certain restrictions establisbgdhe
Committee lapse. Typically, recipients of restric&tock are not required to provide consideratithreiothan the rendering of services and, in sorses;aecipients
must also achieve specified performance levels.résgicted stock grant to our Chief Executive CHfidescribed below was the only grant made ifi20604.

Employee Stock Purchase Plan

All qualifying employees, including executive offics, can participate in the Company’s EmployeelSRaachase Plan. Under this plan, employees caniracq
Common Stock of the Company through regular pagtedluctions of up to 15% of base pay plus commissidhe plan provides for a series of overlappig 2
month offering periods beginning every three monHraployees are only permitted to participate ie offering at a time. Each offering consists oheitpree-
month purchase periods at the end of each of wdtimtk is purchased. Purchases under the plan bjecsto the limitation that not more than $25,00@alue of
stock may be purchased annually and not more tB@rsbares of stock may be purchased on any singiéase date. The purchase price of the sharke Isgser
of 85% of the closing market price of the Commooc8tas of the first day of the offering period ortbe purchase date. If the market value of the @omStock
on the first day of a new offering is less tharequal to the market value on the first day of tfiering in which an employee is enrolled, the enyple will be
automatically withdrawn from the prior offering aadrolled in the new offering.

Compensation of the Chief Executive Officer

During fiscal 2003 and 2004 four different indivals served as Chief Executive Officer of the Conypdime base salaries paid to each of these peapiedv
depending on market conditions, their level of eigree and the size of the Company at the time thepective salaries were determined. The baseysafl the
first of these four, David F. Bolender, who serasdChief Executive Officer until December 13, 208as $475,000, which was the same as that of bidegesso
James T. Dooley, who served as Chief Executivec®ffirom December 13, 2002 through June 9, 2003 [Moley was on administrative leave from April to
June, 2003), received a base salary of $400,006.r&tuction in salary was due to the downturrhimglobal electronics industry and Mr. Dookeyeélative lack o
senior management experience. The base salaryrof BaHarmon, who served as Chief Executive Offiftem April 2003 to January 2004, was $360,000. Mr
Harmon'’s salary, which was $115,000 less than thief&xecutive Officers’ salary the prior year, veggproximately the median of salary survey dathatime
and reflected the smaller size of the Company.3ds® salary for Nicholas Konidaris, our Chief Exe@uOfficer since January 2004, is $395,000, andase of
$35,000 from the salary paid Mr. Harmon. This imseis due
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to Mr. Konidaris’ experience in the industry anchgrally increasing salaries for Chief Executivei€fs of comparable companies.

Mr. Konidaris was granted options to purchase 42D ghares of stock and 20,000 shares of restrittet. These grants were based upon compensation
information for comparable companies as well asstength negotiations between the Company andkdnidaris. In addition, the restricted stock grant
represented payment for stock options Mr. Konidams forfeiting with his prior employer in accegithe position.

Deductibility of Compensation

Section 162(m) of the Internal Revenue Code litait$1,000,000 per person the amount that the Coynpeary deduct for compensation paid to any of itsmo
highly compensated officers. The $1,000,000 cageztuctibility will not apply to compensation thataiifies as “performance-based compensation”. Utiter
regulations, performance-based compensation inslodmpensation received through the exercise ohastatutory stock option that meets certain regménts.
This option exercise compensation is equal to ¥tess of the market price at the time of exerciag the option price and, unless limited by Secfi6g(m), is
generally deductible by the Company. It is the Canyis general intention to grant options that niketrequirements of the regulations. The Compaitig\mes
that compensation paid under its stock incentie@ pjualifies as deductible under Section 162(maliing compensation for deductibility under Sectil62(m)
is one of many factors the Committee considersiemining executive compensation arrangementsu@gdity will be maintained when it does not cbaiff
with compensation objective



By the Compensation Committee:

Keith L. Thomson, Chairman
Richard J. Faubert
Jon D. Tompkins

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTI CIPATION

The Compensation Committee consisted of direct@ishi_. Thomson, Richard J. Faubert, Vernon B. Byle. and Jon D. Tompkins during the last comglete
fiscal year. Mr. Ryles retired from the Board of&itors on October 30, 2003. No Compensation Coteenihember is or has been an employee of the Conmgy
has any other material relationship with the Conypan
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REPORT OF THE AUDIT COMMITTEE

The Audit Committee assists the Board of Directorilfilling its responsibility for oversight othie quality and integrity of the accounting, audjtamd
financial reporting practices of the Company. ltyR004, the Board of Directors approved and adbpieamended Audit Committee Charter, a copy otiwrs
attached to this Proxy Statement as Appendix D.

The Audit Committee oversees the Company’s accograind financial reporting processes on behalfi@fBoard of Directors and oversees the auditseof th
Company’s financial statements. Management haprih@ary responsibility for the financial statemeatsl the reporting processes including the systéfms
internal controls.

The Audit Committee discussed with the Companytependent auditors the overall scope and planthé&ar audit. The Audit Committee meets with the
independent auditors, with and without managemesgent, to discuss the results of their examinathwir evaluation of the Company’s internal anscttisure
controls, and the overall quality of the Comparfinancial reporting.

In connection with the Company’s audited finanstatements for the year ended May 29, 2004, thetAainmittee (1) reviewed and discussed the audited
financial statements with management; (2) discusstdthe independent auditors the matters requdae discussed by Statement on Auditing Standdod$1;
and (3) received the written disclosures and ttterlérom the independent auditors required by prestelence Standards Board Standard No. 1 and déstusth
the independent auditors the independent audiiedgpendence.

Based upon these reviews and discussions, the Saditmittee has recommended to the Board of Directord the Board of Directors has approved, theat th
Company’s audited financial statements be includeéde Company’s Annual Report on Form 10-K for fiseal year ended May 29, 2004 for filing with the
Securities and Exchange Commission.

By the Audit Committee:

Gerald F. Taylor, Chairman
Frederick A. Ball
Robert R. Walker
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Principal Accounting Firm Fees

The following table shows the fees billed or acdrteethe Company for the audit and other servicesiged in fiscal 2004 by KPMG LLP, the Company’s
principal accounting firm.

2004 2003
Audit Fees (1) $548,15( $ 608,40(
Audit-Related Fees (2) $ 2,75C —
Tax Fees (3) $274,93: $ 615,09¢
All Other Fees — —
Totals $825,83: $1,223,49!
Q) Audit Fees represent fees for professional senpeeormed in connection with the audit of the Camg's financial statements, including review of
related 1-Q’s and 1-K’s.
2) Audit-Related Fees represent fees for assuranceetated services reasonably related to the pednom of the audit or review of ESI’s financial

statements and not included in Audit Fe

?3) Tax Fees represent fees billed for tax compliateoeadvice and tax planning.



All services to be provided by KPMG LLP are reqdite be approved by the Audit Committee, in advaiite audit and audit related services are approved
annually. These services include but are not lidnite the annual financial statement audit, stayusmidits of certain foreign subsidiaries and rexg®f
consolidated quarterly results as reported on Fddf. With respect to services for other than aadd audit related services, at least annuallyirttiependent
auditor submits to the Audit Committee for its apyal, anticipated engagements for the ensuing wétduer at the time the Audit Committee reviews apgroves
the annual audit engagement, or at a time speltyfiseheduled for reviewing such other servicesa@rly, and in conjunction with the Audit comméte
regularly scheduled meetings, the independent @ugpliesents to the Audit Committee for pre-appr@al proposed engagements not previously reviewdd a
approved. In the event that an audit or non-awaitise requires approval prior to the next regyladheduled meeting of the Audit Committee, theitaudnust
contact the Chairman of the Audit Committee to obsaich approval. The approval must be reporteébdedAudit Committee at its next regularly scheduled
meeting.

The Company has been informed by KPMG LLP thatemsgns other than KPMG LLP’s full-time, permanemipdoyees spent time on the KPMG LLP
engagement to audit ESI's financial statementgisornl 2004. Representatives of KPMG LLP are exge¢d be present at the Annual Meeting and wilyjiven
the opportunity to make a statement if they desirdo so, and will be available to respond to appade questions.
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PERFORMANCE GRAPH

Assumes that $100.00 was invested on May 28, 1®®eictro Scientific Industries, Inc. (ESIO) Comndiock, the S&P 500 Index and the S&P Information
Technology Index, and that all dividends were rested. (adjusted for 2-1 stock split payable orrlraly 24, 2000).

Historical stock price performance should not beedeupon as indicative of future stock price pemfance.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN~*
AMONG ELECTRO SCIENTIFIC INDUSTRIES, INC., THE S&500 INDEX
AND THE S&P INFORMATION TECHNOLOGY INDEX
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* $100 invested on 5/28/99 in stock or index-inéhgdreinvestment of dividends.

Copyright © 2002, Standard & Poor’s, a divisionTéfe McGraw-Hill Companies, Inc. All rights reserved
www.researchdatagroup.com/S&P.r

Cumulative Total Return

5/28/99 6/2/00 6/1/01 5/31/02 5/30/03 5/29/04
ELECTRO SCIENTIFIC INDUSTRIES, INC 100.0¢ 281.0( 197.1% 140.5¢ 80.21 121.5¢
S & P 500 100.0¢ 110.4¢ 98.8: 85.1¢ 78.2% 92.62
S & P INFORMATION TECHNOLOGY 100.0( 147.5( 77.65 54.5] 51.5( 62.81

The information contained above under the capti@mmpensation Committee Report on Executive Congiems” “Report of the Audit Committee,” and
“Performance Graph” shall not be deemed to be “sdlhg material” or to be “filed” with the Securis and Exchange Commission, nor shall such infoomdte
incorporated by reference into any future filingden the Securities Act of 1933, as amended, oB#wirities Exchange Act of 1934, as amended, et@ém
extent that the Company specifically incorporatdsyireference into such filin
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PROPOSAL 2: APPROVAL OF 2004 STOCK INCENTIVE PLAN
The Board of Directors Recommends a Vote “For” ThisProposal

The Company is asking shareholders to approve@dd Stock Incentive Plan (the “2004 Plan”). The @amy currently maintains four options plans: th849
Stock Option Plan, 1996 Stock Incentive Plan (th@36 Plan”), 2000 Stock Option Plan and 2000 St@pton Incentive Plan (collectively, the “Existiftjans”).
Grants continue to be made from the 1996 Plan2@0€ Stock Option Plan and the 2000 Stock Opti@eritive Plan (collectively, the “Active Plans”). #2004
Plan would supersede the Existing Plans exceptnegthect to options and other awards outstandidgnuhe Existing Plans on the date of shareholgperoval.

The Board of Directors believes that the availapiif stock options and other equity-based incenéiwards, especially performance-based compensétian
important factor in the Company’s ability to attraad retain experienced and talented employeesogmavide an incentive for them to exert theistbefforts on
behalf of the Company. The Board of Directors &lsbeves that the Company needs to have the fléyibd grant various types of equity-based comptios
awards in light of potential accounting, legal aider changes. Of all the Active Plans, only th86lBlan and 2000 Stock Option Plan permit resttisteck
awards and only the 1996 Plan permits performamased awards. Further, the 2000 Stock Option Planpammits awards to non-executive officers. AtyJib,
2004, there were only 161,833 shares of CommorkSteailable for future awards under the 1996 Plaoh 214,678 shares of Common Stock available faréut
awards under the 2000 Stock Option Plan. In additd July 15, 2004, there were only 1,737,513eshaf Common Stock available, in the aggregatefutoire
awards under all of the Existing Plans.

Accordingly, the Board of Directors has concludeat tadditional shares are needed for equity-baszghtive awards generally and for non-option ineent
awards in particular. As a result, the Board ofebiors adopted, subject to shareholder approvaR®94 Plan to enhance the Company’s ability tatgraange of
equity-based incentive awards, and reserved fqrqaas of the Plan 3,000,000 shares of Common $laskany shares of Common Stock that at the tiraéPtan
is approved by shareholders are available for grader the Existing Plans, or that may subsequéeityme available for grant under any of the BxisRlans
through the expiration, termination, forfeitureaancellation of grants. As of July 15, 2004, thaltaumber of shares under the Existing Plansdabald be issued
under the 2004 Plan, including shares that becaradaale under any of the Existing Plans throughekpiration, termination, forfeiture, or canceadatof
outstanding grants, is 6,568,684 shares. Of thiosees, 2,231,855 are shares that could be issu=t thre 2000 Stock Option Plan. All of the Existiigns, with
the exception of the 2000 Stock Option Plan, weewipusly approved by shareholders.

U.S. federal income tax law requires that, in ofdeoptions to qualify as Incentive Stock Opti@ssdefined in Section 422 of the Code (“ISOs”),db&ons
must be granted under a plan approved by sharaiscdael the plan must designate the maximum nunftstrases that can be issued under the plan thrt2@hb.
The maximum aggregate number of shares that méssbed upon the exercise of ISOs under the 200#Wilabe equal to the 3,000,000 shares reserved fo
issuance under the 2004 Plan plus any sharestttie ime the 2004 Plan was approved by the BohRirectors were available for grant under thesirg Plan:
or that may subsequently become available for grader any of the Existing Plans through the exjoina termination, forfeiture or cancellation ofgts.
Accordingly, the 2004 Plan provides that a maxinafr@, 568,684 shares can be issued upon the exefiS©s.

The 2004 Plan eliminates automatic option grantsoloemployee directors. If the 2004 Plan is appdothe non-employee directors of the Company will
receive awards under the 2004 Plan of such typgsnasuich amounts as determined by the Board @fdiirs in its discretion.

The 2004 Plan also prohibits the repricing of omigranted under it without prior shareholder apako

In addition, shareholder approval of this propesgdliconstitute approval of the per-employee limots the grant of stock and dollar awards underi@edt62
(m) of the Internal Revenue Code of 1986, as ang(ithe “Code”). Shareholder approval of per-empéolmits is required every five years for continued
compliance with
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regulations under Section 162(m) in order to peth@tgrant of stock and dollar awards that willlfyas “performance-based compensation.” See “Tax
Consequences.”

The complete text of the 2004 Plan is attachetiitoRroxy Statement as Appendix E. The followingadition of the 2004 Plan is a summary of certain
provisions and is qualified in its entirety by nefiece to Appendix E.

Description of the 2004 Stock Incentive Plan

Eligibility . Employees, officers and directors of the Compamgny subsidiary or parent of the Company arél@édo participate in the 2004 Plan. At July 15,
2004, a total of 619 persons would be eligiblesteive option grants under the 2004 Plan, incluéagh of the Company’s executive officers, 607 othe
employees and each of the Company’s nine non-erapldirectors.

Administration. The 2004 Plan is administered by the Board oé@ars. The Board of Directors may delegate toramittee of the Board of Directors, any or
substantially all authority for administration &et2004 Plan, except that only the Board of Dinectoay amend, modify or terminate the 2004 Plan.

Term of Plan; Amendment§he 2004 Plan will continue until all shares #afalie for issuance under the 2004 Plan have beerdsand all restrictions on such
shares have lapsed. However, no awards of incestibak options will be made under the 2004 Plaoroafter the 10th anniversary of the last actiorth®y/Board
of Directors approving or reapproving the 2004 Planich action is subsequently approved within Ighths by the shareholders. The Board of Directay at
any time modify or amend the 2004 Plan in subsitiptany respect; however, no change in an awashdy granted shall be made without the writterseahof
the award holder if the change would adverselycaftee holder. Although not specified in the 2004 any amendment of the 2004 Plan would be stitgeany
applicable shareholder approval requirements thaffect under the Nasdaq rules or otherw



Types of AwardsThe 2004 Plan permits the grant of incentive stmations, non-statutory stock options, stock bonusedormance-based awards and
restricted stock.

Stock Options The Board of Directors determines the persomgttom options are granted, the option price, thelemof shares subject to each option, the
period of each option and the time or times at Whie options may be exercised and whether themfgian ISO, or an option other than an ISO (“Nktatutory
Stock Option” or “NSQO”).The option price of an ISO cannot be less tharfalienarket value of the Common Stock covered leydption on the date of grant. T
option price of an NSO will be as determined by Board of Directors and may be less than the fairket value of the Common Stock covered by theoopdin
the date of the grant. No ISO or NSO may havera tetceeding 10 years. Options are exercisabledordance with the terms of an option agreementedtato
at the time of grant. No employee may receive atiand/or stock appreciation rights for more thaaggregate of 500,000 shares in any calendar yeasided
that to the extent that the annual limitation i$ uged in any calendar year for an employee, aagesimot used will be added to the number of stareghich
options and/or stock appreciation rights may betg@to that employee in any future year.

Restricted Stockrhe 2004 Plan provides that the Board of Directoay issue restricted stock in such amounts, fon soasideration, and subject to such
terms, conditions and restrictions as the Boaricéctors may determine.

Performance-Based AwardBhe Board of Directors may grant performamased awards denominated either in Common Stoirkdwllar amounts. All or pe
of the awards will be earned if performance goataldished by the Board of Directors for the peoglered by the award are met and the employesfisatany
other restrictions established by the Board of @oes. The performance goals may be expressedeasranore targeted levels of performance with resfgeone
or more of the following objective measures withpect to the Company or any subsidiary, divisiontber unit of the Company: earnings, earningsspare,
stock price increase, total shareholder returrckspoice increase plus dividends), return on equégurn on assets, return on capital, economigevatided,
revenues, operating income, inventories, inventionys, cash flows, or any of the foregoing beftwe ¢ffect of acquisitions, divestitures, accountihgnges and
restructuring and special charges. Performancedbasards may be paid in cash or Common Stock arydomanade as awards of restricted shares
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subject to forfeiture if performance goals are saitsfied. No employee may be granted in any figeal performance-based awards denominated in Commo
Stock under which the aggregate amount payableruhdewards exceeds the equivalent of 200,00@slwrCommon Stock or performance-based awards
denominated in dollars under which the aggregateuainpayable under the awards exceeds $4,000,0@0pdyment of a performance-based award in cash wil
not reduce the number of shares reserved und@0tw Plan.

Stock Appreciation RightStock appreciation rights (SARs) may be granteceutite 2004 Plan. SARs may, but need not, be gfanteonnection with an
option grant or an outstanding option previousigged under the 2004 Plan. A SAR gives the holgeright to payment from the Company of an amogngéin
value to the excess of fair market value on the déexercise of a share of Common Stock over tkecese price set by the Board of Directors, gridnted in
connection with an option, the option price perrshander the option to which the SAR relates. A S8 Bxercisable only at the time or times establisby the
Board of Directors. If a SAR is granted in connectiwith an option, it is exercisable only to théest and on the same conditions that the relatédrofs
exercisable. Payment by the Company upon exerfia€&SAR may be made in Common Stock valued aaitsmiarket value, in cash, or partly in stock aadly
in cash, as determined by the Board of Directong @xistence of SARs would require charges to ircower the life of the right based upon the amaiint
appreciation, if any, in the market value of the@oon Stock over the exercise price of shares sutgexxercisable SARs. No employee may receiveoopti
and/or SARs for more than an aggregate of 500,880es in any calendar year, provided that to thengxhe annual limitation is not used in any cdéaryear for
any employee, any shares not used will be add#tetaumber of shares for which options and/or S&Ry be granted to that employee in any future year.

Stock Bonus Award3he Board of Directors may award Common Stock st®ek bonus under the 2004 Plan, including stodts what provide for delivery of
Common Stock at a later date. The Board of Directoay determine the recipients of the awards, timeber of shares to be awarded and the time ofwiaeda
Stock received as a stock bonus is subject toettmest conditions and restrictions determined byBbard of Directors at the time the stock is awdrde

Changes in Capital StructureThe 2004 Plan authorizes the Board of Directonséke appropriate adjustment in outstanding opt&rd awards and in shares
reserved under the 2004 Plan in the event of & Spii, recapitalization or in certain other traosons. The Board of Directors also has discretiioconvert
options and SARs, to limit the exercise period utstanding options and SARs and to acceleratexthiecisability of options and SARs in the event arger or
certain other changes in capital structure.

Tax Consequences

The following description is a summary of the Uleral income tax consequences to the Companyeaients of awards under the 2004 Plan. This
summary describes the U.S. federal income tax tegffect as of the date of this proxy statemenictvis subject to change, and does not addresgapfd state,
local and foreign tax consequences.

Options — ISOsAN optionee will not recognize regular taxable im@oupon either grant or exercise of an ISO. Thewarnby which the fair market value of
shares issued upon exercise of an ISO exceedséhase price, however, is included in the optidsedternative minimum taxable income and may, urcdetain
conditions, subject the optionee to alternativeimim tax liability. If an optionee exercises an 18@d does not dispose of the shares thereby adquitikin two
years following the date of grant and within onary®llowing the date of exercise, then any gaalired upon subsequent disposition of the sharkbevireated
as income from the sale or exchange of a capis&taSuch gain will be long-term capital gain & #tock has been held for more than one yearefmrcise. If an
optionee disposes of shares acquired upon exartae SO before the expiration of either the oeasyholding period or the two-year holding peripédfied in
the foregoing sentence (a “disqualifying disposif)othe optionee will realize ordinary income in amount equal to the excess of the fair marketevaf the
shares on the date of exercise over the optior plifichowever, the disposition is a type of salexchange on which the optionee could recogninss the
ordinary income so recognized will not exceed theess of the amount realized on the dispositiom theoption price. Any additional gain realizecaghe
disqualifying disposition generally will constituéapital gain, which will be long-term if the stobks been held
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for more than one year after exercise. The Compalhyot be allowed any deduction for federal inamtax purposes at the time of grant, exerciseraritgtion
of an ISO. Upon any disqualifying disposition byaationee, the Company will generally be entitledtdeduction to the extent the optionee realizémary
income.

Options — NSOsAn optionee generally will not realize taxable inb®upon the grant of an NSO. At the time of exerosan NSO, the optionee will realize
ordinary income in the amount by which the fair kedvalue of the shares subject to the optionatithe of exercise exceeds the exercise price Cidimpany is
required to withhold income and employment taxeswch income if the optionee is an employee. Uperstle of shares acquired upon exercise of an NgO,
optionee generally will realize capital gain ordesjual to the difference between the amount eghfitom the sale and the fair market value of trees on the
date of exercise. The gain will be long-term cdgjtn if the stock has been held for more thanyee after exercise. The Company will not be adidvany
deduction for federal income tax purposes at tine f grant or termination of an NSO. Upon exerbigan optionee, the Company generally will betkdito a
deduction to the extent the optionee realizes argimcome.

Stock Appreciation Right&enerally, the recipient of a SAR will not recogniaxable income at the time the SAR is grantedh\Wispect to a SAR not grani
in connection with an option, if the employee rgesithe appreciation inherent in the SAR in cdsh cash will be taxable as ordinary compensatioarire to the
employee at the time received. If the employeeivesehe appreciation inherent in such SARs inlsttiee employee will recognize ordinary compensatiwome
equal to the excess of the fair market value ofstbek on the day it is received over any amouid pg the employee for the stock.

With respect to a SAR granted in connection witloption, if the employee elects to exercise theeulyéhg option, the holder will be taxed at the ¢iof
exercise as if he or she had exercised a NSO &hisduabove),e., the employee will recognize ordinary income fedéral tax purposes measured by the exct
the then fair market value of the shares over degaise price. In general, there will be no fed@rabme tax deduction allowed to the Company uengrant or
termination of SARs. However, upon the exercisa 8AR, the Company generally will be entitled wealuction for federal income tax purposes equ#i¢o
amount of ordinary income that the employee is ireguto recognize as a result of the exercise.

Stock AwardsAn employee who receives stock in connection withgerformance of services will generally realeeable income at the time of receipt in the
amount of the excess, if any, of the fair markdtigaf the stock over the amount paid by the recipfor the stock. If, however, the shares aretsnliglly
nonvested for purposes of Section 83 of the Codg, (e shares are forfeited to the Company iketingloyee does not remain employed for a spegifeztbd of
time) and the employee does not elect to recognczeme under Section 83(b) of the Code, the empglayi#t realize taxable income in each year in whacportior
of the shares substantially vest, at which timeetinployee will recognize ordinary compensation mecequal to the amount by which the fair marketigalf the
shares on the date of vesting exceeds the amduanty,i paid by the employee for the shares. Ifeimployee elects under Section 83(b) of the CodeinvB0 days
after the original transfer of the shares to thelegee, the employee will recognize ordinary congagtion income equal to the amount by which therfairket
value of the shares on the date of transfer excbedamount, if any, paid by the employee for thares. The Company generally will be entitled taxadeduction
in the amount includable as income by the empl@agdke same time or times as the employee recagiizeme with respect to the shares. If the renigiean
employee, the Company is required to withhold inea@nd employment taxes on the income amount.

In the case of awards of restricted stock unitstdiee the form of the Company’s unfunded and wnsstpromise to issue Common Sock at a future tae,
grant of the award is not a taxable event to th@ient. Once the stock award vests and the redipezeives the Common Stock, the tax rules diszlssthe
previous paragraph will apply to receipt of suchrsis.

In the event that a recipient of a stock awardiwesethe cash equivalent of Common Stock (in lieaatually receiving Common Stock), the recipieriit w
recognize ordinary compensation income at the tfrthe receipt of such cash in the amount of tteh caceived. The Company generally will be entitted
deduction equal to the income recognized by th#éqgigant. If the recipient is an employee, the Camypis required to withhold income and employmemnes on
the income amount.

23

Section 162(m)Section 162(m) of the Code limits to $1,000,000enson the amount that the Company may deduciimpensation paid to any of its most
highly compensated officers in any year. Under iB§ulations, compensation received through thecésesof an option or a SAR will not be subjecthe t
$1,000,000 limit if the option and the plan purduanwhich it is granted meet certain requireme@tse requirement is shareholder approval at leas every
five years of a per-employee limit on the numbesliudres as to which options and SARs may be graAfgatoval of this Proposal 2 will constitute appabof the
per-employee limit under the 2004 Plan set fortBéttion 5.2. Other requirements are that the piidSAR be granted by a committee of at leastdutside
directors and that the exercise price of the optioBAR be not less than fair market value of tlhenBion Stock on the date of grant. Accordingly, @wenpany
believes that if this proposal is approved by shalders, compensation received on exercise of nptimd SARs granted under the 2004 Plan in congdiaith
all of the above requirements will be exempt fréma $1,000,000 deduction limit.

Under IRS regulations in effect as of the datehaf proxy statement, compensation received thr@ugarformance-based award will not be subjecteo th
$1,000,000 limit under Section 162(m) of the Cddaeé performance-based award and the plan megticeequirements. One such requirement is that
shareholders approve the performance criteria wgoch award payouts will be based and the maximorawnt payable under awards, both of which arecs#t f
in Section 11 of the 2004 Plan. Other requiremargshat objective performance goals and the ansquaytable upon achievement of the goals be edtablisy a
committee of at least two outside directors and tieadiscretion be retained to increase the ampayable under the awards. The Company believesithiais
proposal is approved by the shareholders, compengaceived on vesting of performance-based awgrasted under the 2004 Plan in compliance witlofathe
above requirements will not be subject to the $1,000 deduction limit.

Options and Restricted Stock Granted to Certain Indviduals and Groups.

The number of options or other awards (if any) #ratndividual may receive under the 2004 Plan ithe discretion of the Board of Directors and ¢fiere
cannot be determined in advance. Unlike the 2000k3Dption Incentive Plan, the 2004 Plan does notige for automatic options grants to outside ates. The
following table sets forth the total number of swof the Company’s Common Stock subject to optipasted under the Existing Plans in fiscal 200thwlisted
persons and groups, the average per share expritseof the options and the number of sharessificted stock issued to those persons and grougherihe
Existing Plans.
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OPTIONS AND RESTRICTED STOCK GRANTED TO CERTAIN IND IVIDUALS
AND GROUPS IN FISCAL YEAR 2004

Number of
Average Per Shares of
Number of Share Restricted
Options Exercise Price Stock
Name and Position Granted of Options Granted
Nicholas Konidaris 420,00( $25.71 20,00( (1)
President & Chief Executive Offict
Barry L. Harmon 40,00( $24.0: —
Director & Former Chief Executive Offict
Donald R. VanLuvanee — — —
J. Michael Dodson 10,00( $24.5: —
Senior Vice President of Administration,
Chief Financial Officer and Secrete
Robert G. Chamberlain 60,00( $18.2( —
Senior Vice President of Customer Operati
Howard K. Taft, Jr. 35,00( $19.1C —
Vice President of Passive Components Gt
All current executives officers, as a group (2) 490,00( $24.77 20,00(
All current directors who are not executive offieeas a group (3) 180,00( $22.42 —
All employees who are not executive officers, @gsaup 952,20( $23.7¢ —
1) In connection with his employment contract, Mr. kdaris received 20,000 shares of restricted stAskdescribed on page 16, the restricted stock was
intended to make up for substantial compensatiahNtr. Konidaris forfeited by leaving his former ployer to join the Compan
2) Does not include shares granted to Mr. Taft or WemLuvanee because they are not executive offirfeitse Company.
?3) Pursuant to the 2000 Stock Option Incentive Plant®matic, non-discretionary formula, each non-exygé director received an option for 6,000 shares

on July 31, 2003. Certain n-employee directors received additional options utigde 2000 Stock Option Incentive Pl

Non-employee directors have a financial intereshis proposal because the type and amount ofgthay will receive under the 2004 Plan will beedetined
by the Board of Directors in its discretion. Nangeecutive officers have a financial interest irsthioposal because it would increase both the nupftshares
and the types of grants available under the 2084 @ executives and other employees.

Vote Required for Approval and Recommendation by tle Board

The Board of Directors unanimously recommends a ¥@R the proposal to approve the 2004 Plan. Feptioposal to pass at the Annual Meeting, at laast
majority of the outstanding shares of Common Stadist be voted on the proposal, and a majority @ftares voted must be voted in favor of the praipos
Abstentions are counted as votes cast and hawdfdw of “no” votes on the proposal. Broker nastes are counted for purposes of determining véretlquorun
exists at the Annual Meeting but are not countatiteave no effect on the results of the vote orptioposal. If no instructions are given, proxied wé voted for
approval of the adoption of this proposal.
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PROPOSAL 3: APPROVAL OF THE AMENDED AND RESTATED
2000 STOCK OPTION INCENTIVE PLAN

The Board of Directors Recommends a Vote “For” ThisProposal

This Proposal 3 is being submitted for shareholdeapproval in the event Proposal 2, seeking approvalf the 2004 Stock Incentive Plan, is not approved
by shareholders at the annual meeting. If both propsals are approved by shareholders at the annual ratng, the 2004 Stock Incentive Plan will supersec
the Amended and Restated 2000 Stock Option IncentvPlan (the “Amended 2000 Plan”) and, as a resulthe approval of the Amended 2000 Plan will
have no effect. Awards outstanding under the curreii2000 Stock Option Incentive Plan at the time thémended 2000 Plan is approved by shareholders
will not be affected by the amendment.

The Company is asking shareholders to approve thentled 2000 Plan. The Amended 2000 Plan is alrdestical to the 2004 Plan, with the principal
difference being that it does not reserve additishares for issuance under the plan. The BoaRirettors believes that the availability of stogiions and other
equity-based incentive awards, especially perforadrased compensation, is an important factordarCthmpany’s ability to attract and retain experézhand
talented employees and to provide an incentivéhfem to exert their best efforts on behalf of trwempany. The Board of Directors also believes thatGompany
needs to have the flexibility to grant various tyjpé equity-based compensation awards in lightodéptial accounting, legal and other changes. Tineent 2000
Stock Option Incentive Plan, however, only perrgitants of options. Accordingly, the Board of Dirast adopted, subject to shareholder approval, therdled
2000 Plan to enhance the Company'’s ability to gaaringe of equity-based incentive awards.

U.S. federal income tax law requires that, in ofdeioptions to qualify as ISOs, the options musigbanted under a plan approved by shareholdertharmlan
must designate the maximum number of shares tmabeassued under the plan through ISOs. The mariaggregate number of shares that may be issued upo
the exercise of ISOs under the Amended 2000 Plam&equal to the number of shares available fangunder the 2000 Stock Option Incentive Plathatime



the Amended 2000 Plan was approved by the BoaBdrettors or that may subsequently become avaifablgrant under the Amended 2000 Plan through the
expiration, termination, forfeiture or cancellatiohgrants. Accordingly, the Amended 2000 Plan pfes that a maximum of 4,074,175 shares can bedsspon
the exercise of 1ISOs.

The Amended 2000 Plan eliminates automatic optiantg to non-employee directors. If the Amendedd2Blan is approved, the n@mployee directors of tt
Company will receive awards under the Amended Z01@6@ of such types and in such amounts as detedrbinéhe Board of Directors in its discretion.

The Amended 2000 Plan also prohibits the reprioihgptions granted under it without prior shareleoldpproval.

In addition, shareholder approval of this propesgdliconstitute approval of the per-employee limots the grant of stock and dollar awards underi@edt62
(m) of the Code. Shareholder approval of per-emgxdimits is required every five years for contidwempliance with regulations under Section 162(rder
to permit the grant of stock and dollar awards thifitqualify as “performance-based compensatid@®et “Tax Consequences.”

The complete text of the Amended 2000 Plan is h&ddo this Proxy Statement as Appendix F. The¥dlg description of the Amended 2000 Plan is a
summary of certain provisions and is qualifiedtgantirety by reference to Appendix F.

Description of the Amended and Restated 2000 Sto€)ption Incentive Plan

Eligibility . Employees, officers and directors of the Compamgny subsidiary or parent of the Company arél#édo participate in the Amended 2000 Plan.
At July 15, 2004, a total of 619 persons were klgto receive option grants under the current 28@@k Option Incentive Plan, including each of @@mpany’s
executive officers, 607 other employees and eatheo€ompany’s nine non-employee directors.
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Administration. The Amended 2000 Plan is administered by the @o&Directors. The Board of Directors may delegata committee of the Board of
Directors, any or substantially all authority fanainistration of the Amended 2000 Plan, except ¢mdy the Board of Directors may amend, modifyemtinate
the Amended 2000 Plan.

Term of Plan; Amendment3he Amended 2000 Plan will continue until all s#savailable for issuance under the Amended 2029 Hwve been issued and all
restrictions on such shares have lapsed. Howewawards of incentive stock options will be madédenthe Amended 2000 Plan on or after the 10thvansary
of the last action by the Board of Directors apjimgvor reapproving the Amended 2000 Plan, whicioads subsequently approved within 12 months gy th
shareholders. The Board of Directors may at ang tinodify or amend the Amended 2000 Plan in sulistanany respect; however, no change in an award
already granted shall be made without the writiemsent of the award holder if the change would esihg affect the holder. Although not specifiedtie
Amended 2000 Plan, any amendment of the Amended RGh would be subject to any applicable shareragproval requirements then in effect under the
Nasdagq rules or otherwis

Types of AwardsThe current 2000 Stock Option Incentive Plan orynuits grants of incentive stock options and natusory stock options. The Amended
2000 Plan permits the grant of incentive stockaj non-statutory stock options, stock bonuse$oipeance-based awards and restricted stock.

Stock Options The Board of Directors determines the persomghitom options are granted, the option price, thebemof shares subject to each option, the
period of each option and the time or times at White options may be exercised and whether thempgian ISO or an NSO. The option price of an ta@not bt
less than the fair market value of the Common Stmslered by the option on the date of grant. Th@ogprice of an NSO will be as determined by treail of
Directors and may be less than the fair marketevafithe Common Stock covered by the option orttte of the grant (the current 2000 Stock Optiaeiive
Plan provides that the option price of an NSO maybe less than the fair market value of the Com@imtk on the date of the grant). No ISO or NSO heaye a
term exceeding 10 years (the current 2000 Stoclo@icentive Plan does not limit the terms of H®0Os). Options are exercisable in accordance Wwéhdrms
of an option agreement entered into at the timgraft. No employee may receive options and/or S#Rmore than an aggregate of 500,000 shares in any
calendar year, provided that to the extent thaatireual limitation is not used in any calendar yfeaan employee, any shares not used will be atniéte number
of shares for which options and/or SARs may betgdhto that employee in any future year.

The proposed amendments remove the provisionginutrent 2000 Stock Option Incentive Plan autora#lyi accelerating the vesting of stock optionanif
optionee’s employment with the Company terminatékimone year after a change of control of the @any. Under the Amended 2000 Plan, the Board of
Directors will have discretion to put such a pramisin the agreements relating to individual optgrants.

Restricted Stocklhe Amended 2000 Plan provides that the Board céddars may issue restricted stock in such amoémtsuch consideration, and subject to
such terms, conditions and restrictions as the @o&Directors may determine.

Performance-Based AwardBhe Board of Directors may grant performamased awards denominated either in Common Stoirkdwllar amounts. All or pe
of the awards will be earned if performance goatatdished by the Board of Directors for the peoglered by the award are met and the employesfisatany
other restrictions established by the Board of @ues. The performance goals may be expressedeasranore targeted levels of performance with ressfgeone
or more of the following objective measures withpect to the Company or any subsidiary, divisiontber unit of the Company: earnings, earningsspare,
stock price increase, total shareholder returrckspoice increase plus dividends), return on equéturn on assets, return on capital, economigevatided,
revenues, operating income, inventories, inventionys, cash flows, or any of the foregoing beftwe ¢ffect of acquisitions, divestitures, accountithgnges and
restructuring and special charges. Performancedbasards may be paid in cash or Common Stock arydomanade as awards of restricted shares subject to
forfeiture if performance goals are not satisfidd.employee may be granted in any fiscal year perdmce-based awards denominated in Common Stoak und
which the aggregate amount payable under the avexxaeds the equivalent of 200,000 shares of Con®tmrk or performance-based awards denominated
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in dollars under which the aggregate amount payahdier the awards exceeds $4,000,000. The payrharmerformance-based award in cash will not redbee
number of shares reserved under the Amended 2@00 PI

Stock Appreciation RightSARs may be granted under the Amended 2000 PlaRs3#ay, but need not, be granted in connection avitbption grant or an
outstanding option previously granted under the Adegl 2000 Plan. A SAR gives the holder the righgagment from the Company of an amount equal inev
the excess of fair market value on the date of@serf a share of Common Stock over the exeraise pet by the Board of Directors, or if grantedonnection
with an option, the option price per share underdption to which the SAR relates. A SAR is exezble only at the time or times established by tbarB of
Directors. If a SAR is granted in connection with@ption, it is exercisable only to the extent andhe same conditions that the related optioxésasable.
Payment by the Company upon exercise of a SAR raaydde in Common Stock valued at its fair marketejan cash, or partly in stock and partly in caesh
determined by the Board of Directors. The existesfcBARs would require charges to income over ifieeof the right based upon the amount of appremiaif
any, in the market value of the Common Stock olerexercise price of shares subject to exercisshiRs. No employee may receive options and/or SARs f
more than an aggregate of 500,000 shares in appdal year, provided that to the extent the anlimaéhtion is not used in any calendar year for amyployee,
any shares not used will be added to the numbghares for which options and/or SARs may be gratatdldat employee in any future year.

Stock Bonus Award$he Board of Directors may award Common Stock stoek bonus under the Amended 2000 Plan, inclustiogk units that provide for
delivery of Common Stock at a later date. The Badr@irectors may determine the recipients of theuas, the number of shares to be awarded andhtleeof the
award. Stock received as a stock bonus is sulgebetterms, conditions and restrictions determimethe Board of Directors at the time the stocivigarded.

Changes in Capital StructureThe Amended 2000 Plan authorizes the Board afdbirs to make appropriate adjustment in outstandptions and awards and
in shares reserved under the Amended 2000 Pldreievtent of a stock split, recapitalization or émtain other transactions. The Board of Directdse aas
discretion to convert options and SARs, to limé txercise period of outstanding options and SARIsta accelerate the exercisability of options SAdRs in the
event of merger or certain other changes in casitatture.

Tax Consequences

The following description is a summary of the Uleral income tax consequences to the Companyeaients of awards under the Amended 2000 Plan.
This summary describes the U.S. federal incoméataxn effect as of the date of this proxy statemeich is subject to change, and does not addnestcable
state, local and foreign tax consequences.

Options — ISOsAN optionee will not recognize regular taxable im@oupon either grant or exercise of an ISO. Thewarnby which the fair market value of
shares issued upon exercise of an ISO exceedséhase price, however, is included in the optidsedternative minimum taxable income and may, urcdetain
conditions, subject the optionee to alternativeimimm tax liability. If an optionee exercises an 18@d does not dispose of the shares thereby adquitkin two
years following the date of grant and within onary®llowing the date of exercise, then any gaalired upon subsequent disposition of the sharkbevireated
as income from the sale or exchange of a capis&taSuch gain will be long-term capital gain & #tock has been held for more than one yearefrcise. If an
optionee disposes of shares acquired upon exatae SO before the expiration of either the oeesyholding period or the two-year holding peripddfied in
the foregoing sentence (a “disqualifying disposif)othe optionee will realize ordinary income in amount equal to the excess of the fair marketevaf the
shares on the date of exercise over the optior plifichowever, the disposition is a type of salexchange on which the optionee could recogninss the
ordinary income so recognized will not exceed theess of the amount realized on the dispositiom theoption price. Any additional gain realizecaghe
disqualifying disposition generally will constitutapital gain, which will be long-term if the stobls been held for more than one year after exertlse
Company will not be allowed any deduction for fexdéncome tax purposes at the time of grant, egeror termination of an ISO. Upon any disqualifying
disposition by an optionee, the Company will gefietze entitled to a deduction to the extent thé@yee realizes ordinary income.
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Options — NSOsAn optionee generally will not realize taxable in@upon the grant of an NSO. At the time of exeroisan NSO, the optionee will realize
ordinary income in the amount by which the fair kedivalue of the shares subject to the optionatithe of exercise exceeds the exercise price Ckimpany is
required to withhold income and employment taxeswch income if the optionee is an employee. Uperstle of shares acquired upon exercise of an N®O,
optionee generally will realize capital gain ord@gjual to the difference between the amount ezhfiom the sale and the fair market value of tiees on the
date of exercise. The gain will be long-term cdptan if the stock has been held for more thanyeea after exercise. The Company will not be aidwany
deduction for federal income tax purposes at tine of grant or termination of an NSO. Upon exerbigen optionee, the Company generally will betkdito a
deduction to the extent the optionee realizes argilmcome.

Stock Appreciation Right&enerally, the recipient of a SAR will not recogniaxable income at the time the SAR is grantedh\Wispect to a SAR not grani
in connection with an option, if the employee rgesithe appreciation inherent in the SAR in cash cash will be taxable as ordinary compensatioarire to the
employee at the time received. If the employeeivesethe appreciation inherent in such SARs inksttiee employee will recognize ordinary compensati@ome
equal to the excess of the fair market value ofstbek on the day it is received over any amouit pg the employee for the stock.

With respect to a SAR granted in connection witloption, if the employee elects to exercise theeulythg option, the holder will be taxed at the ¢iof
exercise as if he or she had exercised a NSO @isduabove),e., the employee will recognize ordinary income fedéral tax purposes measured by the exct
the then fair market value of the shares over degaise price. In general, there will be no fed@rabme tax deduction allowed to the Company ubengrant or
termination of SARs. However, upon the exercisa 8AR, the Company generally will be entitled wealuction for federal income tax purposes equ#i¢o
amount of ordinary income that the employee is ireguto recognize as a result of the exercise.

Stock AwardsAn employee who receives stock in connection withgerformance of services will generally realeeable income at the time of receipt in the
amount of the excess, if any, of the fair markéti®af the stock over the amount paid by the recipfor the stock. If, however, the shares aretsuiltially
nonvested for purposes of Section 83 of the Codp, (e shares are forfeited to the Company ifetin@loyee does not remain employed for a spegifeztbd of
time) and the employee does not elect to recognczeme under Section 83(b) of the Code, the empglayilt realize taxable income in each year in whacportior
of the shares substantially vest, at which timeetin@loyee will recognize ordinary compensation meaequal to the amount by which the fair marketigalf the
shares on the date of vesting exceeds the amduanty,i paid by the employee for the shares. Ifeimployee elects under Section 83(b) of the CodeinvB0 days
after the original transfer of the shares to thelegee, the employee will recognize ordinary congation income equal to the amount by which therfarket
value of the shares on the date of transfer excbedamount, if any, paid by the employee for thares. The Company generally will be entitled taxadeduction
in the amount includable as income by the empla@tdbe same time or times as the employee recogimzeme with respect to the shares. If the reotgiean



employee, the Company is required to withhold inea@nd employment taxes on the income amount.

In the case of awards of restricted stock unitstdiee the form of the Company’s unfunded and unsstpromise to issue Common Sock at a future tae,
grant of the award is not a taxable event to th@ient. Once the stock award vests and the retipezeives the Common Stock, the tax rules distlssthe
previous paragraph will apply to receipt of suchrsis.

In the event that a recipient of a stock awardiwesethe cash equivalent of Common Stock (in lieaatually receiving Common Stock), the recipieriit w
recognize ordinary compensation income at the tifrtee receipt of such cash in the amount of ttelh caceived. The Company generally will be entitzd
deduction equal to the income recognized by thégisant. If the recipient is an employee, the Campis required to withhold income and employmeres on
the income amount.

Section 162(m)Section 162(m) of the Code limits to $1,000,000enson the amount that the Company may deducimpensation paid to any of its most
highly compensated officers in any year. Under iB§ulations, compensation received through thecésesof an option or a SAR will not be subjecthe t
$1,000,000 limit if
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the option and the plan pursuant to which it iswgge meet certain requirements. One requiremesttaseholder approval at least once every five yelasper-
employee limit on the number of shares as to whjaions and SARs may be granted. Approval of tihigoBsal 3 will constitute approval of the per-enygle
limit under the Amended 2000 Plan set forth in Bech.2. Other requirements are that the optioBAR be granted by a committee of at least two datsi
directors and that the exercise price of the optioBAR be not less than fair market value of tleen@on Stock on the date of grant. Accordingly, @enpany
believes that if this proposal is approved by shelders, compensation received on exercise of ppttmd SARs granted under the Amended 2000 Plan in
compliance with all of the above requirements Wédlexempt from the $1,000,000 deduction limit.

Under IRS regulations in effect as of the datehaf proxy statement, compensation received thr@ugérformance-based award will not be subjecteo th
$1,000,000 limit under Section 162(m) of the Cddaé performance-based award and the plan megticeequirements. One such requirement is that
shareholders approve the performance criteria wgoch award payouts will be based and the maximorawnt payable under awards, both of which arecs#t f
in Section 11 of the Amended 2000 Plan. Other requénts are that objective performance goals amdriounts payable upon achievement of the goals be
established by a committee of at least two outdidertors and that no discretion be retained toeiase the amount payable under the awards. The &gmp
believes that, if this proposal is approved byghareholders, compensation received on vestingréépnance-based awards granted under the Amer@ 2
Plan in compliance with all of the above requiretsenill not be subject to the $1,000,000 deductiwnit.

Options and Restricted Stock Granted to Certain Indviduals and Groups.

The number of options or other awards (if any) #ratndividual may receive under the Amended 20@@ B in the discretion of the Board of Directarsd
therefore cannot be determined in advance. Unfikectirrent 2000 Stock Option Incentive Plan, theeAded 2000 Plan does not provide for automatioopti
grants to outside directors. The following tablesderth the total number of shares of the Compsu@dmmon Stock subject to options granted under the
Companys 1996 Stock Incentive Plan, 2000 Stock Option Rfah2000 Stock Option Incentive Plan in fiscal2@®the listed persons and groups, the averag
share exercise price of the options and the numibenares of restricted stock issued to those psrand groups under the Company’s 1996 Stock IiveeRtan,
2000 Stock Option Plan and 2000 Stock Option IngerRlan.
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OPTIONS AND RESTRICTED STOCK GRANTED TO CERTAIN IND IVIDUALS AND
GROUPS IN FISCAL YEAR 2004

Number of
Average Per Shares of
Number of Share Restricted
Options Exercise Price Stock
Name and Position Granted of Options Granted
Nicholas Konidaris 420,00( $25.71 20,000 (1)
President & Chief Executive Offici
Barry L. Harmon 40,00( $24.0: —
Director & Former Chief Executive Offict
Donald R. VanLuvanee — — —
J. Michael Dodson 10,00( $24.52 —
Senior Vice President of Administration,
Chief Financial Officer and Secrete
Robert G. Chamberlain 60,00( $18.2( —
Senior Vice President of Customer Operati
Howard K. Taft, Jr. 35,00¢ $19.1(C —
Vice President of Passive Components Gt
All current executives officers, as a group (2) 490,00( $24.77 20,00(
All current directors who are not executive offieess a group (3) 180,00( $22.4% —
All employees who are not executive officers, agsaup 952,20( $23.7¢ —

1) In connection with his employment contract, Mr. kdaris received 20,000 shares of restricted stAskdescribed on page 16, the restricted stock was



intended to make up for substantial compensatiahNtr. Konidaris forfeited by leaving his former ployer to join the Compan

2) Does not include shares granted to Mr. Taft or WemLuvanee because they are not executive offirfeitse Company.

?3) Pursuant to the 2000 Stock Option Incentive Plant®matic, non-discretionary formula, each non-exygé director received an option for 6,000 shares
on July 31, 2003. Certain n-employee directors received additional options utigde 2000 Stock Option Incentive Pl

Non-employee directors have a financial intereshis proposal because the type and amount ofgthay will receive under the Amended 2000 Plath lvel
determined by the Board of Directors in its disioret Named executive officers have a financialriesein this proposal because it would increaseytpes of
grants available under the Amended 2000 Plan toutixes and other employees.

Vote Required for Approval and Recommendation by tle Board

The Board of Directors unanimously recommends a F@R the proposal to approve the Amended 200Q Ptarthis proposal to pass at the Annual Meeting,
at least a majority of the outstanding shares afi@on Stock must be voted on the proposal, and arityapf the shares voted must be voted in favahef
proposal. Abstentions are counted as votes cashavelthe effect of “no” votes on the proposal.k&monon-votes are counted for purposes of detenginihether
a quorum exists at the Annual Meeting but are nanted and have no effect on the results of the wntthe proposal. If no instructions are giveoxjas will be
voted for approval of the adoption of this proposal
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PROPOSAL 4: APPROVAL OF AMENDMENT TO INCREASE THE N UMBER OF SHARES
RESERVED FOR ISSUANCE UNDER THE 1990 EMPLOYEE STOCK PURCHASE PLAN

The 1990 Employee Stock Purchase Plan (“ESPP”)iges\va convenient and practical means by which eyegls may purchase the Company’s shares througk
payroll deductions and a method by which the Compaay assist and encourage such employees to besttane owners. The Board of Directors believesttie
ESPP is desirable as an incentive to better pedce and improvement of profits, and as a meanghigh employees may share in the rewards of gramth
success. As of July 15, 2004, out of a total of,000 shares reserved for issuance under the E2RB8b shares had been issued, leaving 178,318ssheaailabl
for issuance under the ESPP. The Board of Direttelisves additional shares will be needed undeEBPP to provide appropriate incentives to keyleyees
and others. Accordingly, on July 15, 2004, the BlazfrDirectors approved an amendment to the ESiifect to shareholder approval, to reserve an iacdit
1,000,000 shares for issuance under the ESPPbtherereasing the total number of shares of the @amg’s Common Stock reserved for issuance undeg 8P
from 900,000 to 1,900,000.

Certain provisions of the ESPP are summarized heltw complete text of the ESPP, marked to shovptbposed amendment, is attached to this Proxy
Statement as Appendix G.

The ESPP is administered by the Board of Directbine. Board has the power to make and interpreulds and regulations it deems necessary to adwiirits
ESPP and has broad authority to amend the ESPjecstithe requirement that certain amendmentpipeoved by shareholders. Notwithstanding the foireg
the Board of Directors, if it so desires, may datego the Compensation Committee of the Boardtileority for general administration of the ESPP.

All full-time employees of the Company and all ftithe employees of each of the Company’s subsidiarporations which are designated by the Board of
Directors of the Company as a participant in thenRire eligible to participate in the Plan.

The Plan is implemented by a series of overlapg#gnonth offerings (the “Offerings”), with a newf@fing commencing on January 15, April 15, Julyah8l
October 15 of each year. Accordingly, up to eigifiagate Offerings may be in process at any timeabemployee may only participate in one Offeidt@ time.
The first day of each Offering is the “Offering @afor that Offering and each Offering shall endtba second anniversary of its Offering Date. EQfflering
shall be divided into eight three-month Purchas#oBs, one of which shall end on each January btil A4, July 14 and October 14 during the ternthef
Offering. The last day of each Purchase Period'‘Ruachase Date” for the applicable Offering. Theghase price per share is equal to 85% of therlofvé) the
fair market value of the Company’s Common StocklenOffering Date or (b) the fair market value ba Purchase Date. If the fair market value of tbenfanys
Common Stock on the first day of a new Offeringeiss than or equal to the fair market value ofGoeenpany’s Common Stock on the first day of any amgo
Offering, employees participating in such ongoirfe@ng will be automatically withdrawn from it arehrolled in the new Offering. Participants maycete
contribute from 1% to 15% of compensation paich® participant during each pay period in the Offgri

No participant may obtain a right to purchase shareler the ESPP if, inmediately after the riglgranted, the participant owns or is deemed to shares of
the Company’s Common Stock possessing five pexmemiore of the combined voting power or value dtklsses of stock of the Company or any subsiddéry
the Company. The maximum number of shares thattecipant may purchase on any given Purchase B&&60 shares. In addition, no participant may obdai
right to purchase shares under the ESPP that etimeitparticipant’s rights to purchase shares uthdeESPP to accrue at a rate which exceeds $253aD
market value of the Company’s Common Stock (deteechias of the Offering Date) for each calendar pé#ine Offering.

Neither payroll deductions credited to a particifmaccount nor any rights with regard to the pasghof shares under the ESPP may be assignedetrads
pledged or otherwise disposed of in any way bypdmticipant. Upon termination of a participant’sayment for any reason other than death, the playro
deductions credited to the participant’s accoutlitlvé returned to the participant. Upon terminatifra participant’s employment because of that@essdeath,
the payroll deductions credited to the participsuatcount will be used to purchase shares
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on the next purchase date. Any shares purchasedmngnegmaining balance will be returned to the deed participant’s beneficiary or, if none, to pagticipant’s
estate



Material Federal Income Tax Consequences

The Plan is intended to qualify as an “employeelsmmurchase plan” within the meaning of Section d28he Code. Under the Code, employees generallly w
not recognize taxable income or gain with respeshiares purchased under the Plan either at tlegi@ffDate or the Purchase Date of an Offering.dtirrent or
former employee disposes of shares purchased timel@an more than two years after the Offeringelzattd more than one year after the Purchase Datetle
event of the employee’s death at any time, the eyag or the employee’s estate will recognize omgicampensation income for the taxable year of @i#tjon or
death in an amount equal to the lesser of (1) xbess of the fair market value of the shares atithe of disposition or death over the purchaseepror (2) 15
percent of the fair market value of the shareshenQffering Date. In the case of such a disposibiodeath, the Company will not be entitled toadeduction.
Any gain on the disposition in excess of the amdre#ted as ordinary compensation income will @tahgain. If the disposition is by gift, the eropke will not
be taxed on any gain in excess of the amount ttee@rdinary compensation income, and for theqaemf determining gain or loss on a subsequepbsiton,
the recipient of the gift will be treated as haviwgchased the shares for the price paid by thémme plus the amount treated as ordinary compiemstt the
employee as a result of the gift.

If an employee disposes of shares purchased uneétlan within two years after the Offering Datevithin one year after the Purchase Date, the eyeglovill
recognize ordinary compensation income in the pééne disposition in an amount equal to the excéske fair market value of the shares on the Fase Date
over the purchase price. If the disposition is &l sany difference between the fair market valuda® shares on the Purchase Date and the dispogitice will be
capital gain or loss. If the disposition is by gifte employee will not be taxed on any gain inesscof the amount treated as ordinary compensiaitome, and fo
the purpose of determining gain or loss on a sukesgtcdisposition, the recipient of the gift sharéiébe treated as having purchased the shardweatfair market
value on the Purchase Date. In the event of a dispo within two years after the Offering Datewithin one year after the Purchase Date, the Cosnpélhbe
entitled to a tax deduction in the year of suclpasstion equal to the amount the employee is regluio report as ordinary compensation income.

Under the terms of the Plan, participants are requio pay to the Company any amounts necessaatify any tax withholding determined by the Compto
be required in connection with either the purchassale of shares acquired under the Plan. Unéetathlaw as of the date of this Prospectus, navithholding is
required in connection with acquisition or dispiasitof shares purchased under the Plan. Howevereehanges in or clarifications of tax law maysmathe
Company to conclude that tax withholding is reqgire

Under the Code, the Company is required to traeldibposition of all shares acquired under the .Rtaorder to facilitate compliance with the Compan
reporting obligations, the Custodian will periodiggrovide the Company with summaries of trangawtiinvolving the participant’s accounts.

Vote Required for Approval and Recommendation by tle Board

The Board of Directors unanimously recommends a @R the proposal to approve the amendment teaserthe number of shares reserved for issuance
under the 1990 Employee Stock Purchase Plan. Foptbposal to pass at the Annual Meeting, at laasgjority of the outstanding shares of CommortiStoust
be voted on the proposal, and a majority of theeshaoted must be voted in favor of the proposhkténtions are counted as votes cast and havéf¢ee & “no”
votes on the proposal. Broker non-votes are coufstegurposes of determining whether a quorum sxasthe Annual Meeting but are not counted ane mav
effect on the results of the vote on the propd§al instructions are given, proxies will be votied approval of the adoption of this proposal.
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

On June 3, 2003, the Company entered into a Sépargreement with Gary M. Kapral pursuant to whighresigned as an officer the Company effective
11, 2003. The agreement provided for payment of lsatary of $245,000 through December 15, 2003antinued medical benefits through December 313200

On September 9, 2003, the Company entered intgar&#on Agreement with Joseph L. Reinhart purst@mmthich he resigned as an officer of the Company
effective August 29, 2003, but continued to be eypd by ESI, receiving regular pay and benefitedgh November 30, 2003. The agreement provided for
payment of severance pay equivalent to six mortthisages at the rate of $220,000 per annum and patyafiéeCOBRA premiums for coverage through May 31,
2004. All rights under ESI's stock incentive plamith respect to stock options and stock grants toRéinhart were as stated in the plan documentslated
agreements. For purposes of stock option vestidgeagrcise, the termination date was November G032

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLI ANCE

Section 16(a) of the Securities Exchange Act of41@Rjuires the Company’s executive officers, doecaind persons who own more than ten perceneof th
Common Stock to file reports of ownership and cleang ownership with the Securities and Exchanga@ission (“SEC”). Executive officers, directors and
beneficial owners of more than ten percent of then@on Stock are required by SEC regulations toisarthe Company with copies of all Section 16(aijfe
they file. Mr. Chamberlain, Senior Vice PresidehCostomer Operations, inadvertently failed to tiymeport an option grant in October 2003. In aiddit Kerry
Mustoe, Corporate Controller and Chief Accountirf§ic@r inadvertently failed to timely report an ftial Statement of Beneficial Ownership” upon desition as
a Section 16 reporting person and a subsequent@frahares in November 2003. The required filihgse since been made.

OTHER MATTERS
Shareholder Proposals in the Company’s Proxy Stateemt

Shareholders wishing to submit proposals for ificlugn the Companyg proxy statement for the 2005 annual meeting afedtolders must submit the propo:
for receipt by the Company not later than May 1B)2

Shareholder Proposals not in the Company’s Proxy &tement

Shareholders wishing to present proposals for metidhis annual meeting or at another sharehdldezsting must do so in accordance with the Comfsany
bylaws. A shareholder must give timely notice & iroposed business to the Secretary. To be tiraalgareholder’s notice must be in writing andvéeid to the
secretary not less than 90 days nor more than a2€ grior to the anniversary date of the proxyestegnt for the prior ye’s annual meeting of shareholde



provided, however, that in the event that the datbe annual meeting is advanced by more thane$8 dr delayed (other than as a result of adjountime
postponement) by more than 70 days from the ansavgrof the previous year’s annual meeting, ndiicéhe shareholder, to be timely, must be recebyethe
Secretary no earlier than 120 days before suchamneeting and no later than the later of 90 dafere such annual meeting or 10 days followingdég on
which public announcement of the date of the megetias first made. A shareholder proposal must geline information specified in the Company’s bydaand
a copy of the relevant provisions of the bylawd b provided to any shareholder upon written regitethe Company’s Secretary. The chairman ofiteeting
may, if the facts warrant, determine and declaa¢ tte business was not properly brought beforenéeting in accordance with the Companlyylaws. Any notic
relating to a shareholder proposal for the 2005uahmeeting, to be timely, must be received byGbenpany between May 13, 2005 and June 12, 2005.

Shareholders who wish to submit a shareholder mashould do so in writing addressed to the Bo#ibirectors, c/o Chairman of the Board, Electro
Scientific Industries, Inc., 13900 NW Science Parke, Portland, Oregon 97229-5497.
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Shareholder Nominations for Directors

Shareholders wishing to directly nominate candisiéwe the Board of Directors at an annual meetingtnalo so in writing, in accordance with the Comyisin
bylaws and delivered to the Secretary not less #adiays nor more than 120 days prior to the ditieeoproxy statement for the prior year's annuakting of
shareholders, provided, however, that in the etfetitthe date of the annual meeting is advanceddrg than 30 days or delayed (other than as at refsul
adjournment or postponement) by more than 70 days the anniversary of the previous year’s annuggting, notice by the shareholder, to be timelystine
received by the Secretary no earlier than 120 dafere such annual meeting and no later than teedd 90 days before such annual meeting or 18 fialiowing
the day on which public announcement of the datb@Mmeeting was first made. A shareholder proposest include the information specified in the Camyp's
bylaws, and a copy of the relevant provisions efltlflaws will be provided to any shareholder upaittén request to the Company’s Secretary. Shadens|
wishing to make any director nominations at anycsgeneeting of shareholders held for the purpdsdexting directors must do so, in accordance with
bylaws, by delivering timely notice to the Secrgtsetting forth the information specified in ther@many’s bylaws for annual meeting nominations. &diimely,
the notice must be given not later than 10 daylsvighg the day on which public announcement ig finede of the date of the special meeting and dnaimees
proposed by the Board of Directors to be electatietneeting. The chairman of the meeting of stadeins may, if the facts warrant, determine thabaination
was not made in accordance with the proper proesdlfrthe chairman does so, the chairman shalestare to the meeting and the defective nominatiil be
disregarded.

Transaction Of Other Business

Although the Notice of Annual Meeting of Sharehafiprovides for the transaction of such other bessras may properly come before the meeting, tlhedBo
of Directors has no knowledge of any matters tptesented at the meeting other than those refégredrein. The enclosed proxy, however, gives dismmary
authority in the event that any other matters el presented.

By Order of the Board of Directors

J. Michael Dodson
Senior Vice President of Administration,
Chief Financial Officer and Secretary

Portland, Oregon
September 10, 2004
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APPENDIX A

Electro Scientific Industries, Inc.
Corporate Governance Guidelines — Restated
Adopted July 15, 2004

I. Director Selection and Qualifications:

A. Selection of Board Members. The Corporate Governance and Nominating Coresittill recommend nominees for directorship toBloard of
Directors. The invitation to join the Board of Diters should be extended on behalf of the BoarthbyChairman of the Corporate Governance and Ndim@a
Committee.

B. Qualifications of Directors. The Corporate Governance and Nominating Coremitt responsible for assessing on an annual thesiequisite skills ar
characteristics of Board members and the compasitidhe Board as a whole. This assessment willdecthe determination of independence as well as
consideration of skills, experience and other dete the context of the needs of the Company. driteria for directors include the following:



1. Directors should be of the highest ethical characte

2. Directors should have reputations that enhancénbge and reputation of the Company.

3. Directors should be highly accomplished and leaifetiseir respective fields.

4. Directors should have relevant expertise and egpee, and be able to offer advice and guidandeest€bmpany’s management.
5. Directors should demonstrate sound business judgmen

6. Directors should work with management collabordgiend constructively.

A director who is determined not to satisfy theldigations set forth above will not be re-nomindter an additional term.

C. Director Independence. Not less than two-thirds of the members ofBloard of Directors shall meet the criteria for ipdadence as defined below. The
determination of independence shall be made annbglthe Board of Directors. When determining dioeéndependence, both direct and indirect relatidps
will be considered. To be “independent” a directarst meet the standards for independence unddcablgl laws, rules and regulations, including ikerg
standards of NASDARQ. In addition, a director is matependent if he or she:

1. Has been employed by the Company or its subsidiaraffiliates in an executive capacity within thet five calendar years;

2. Has received, during the current calendar yeaitbereof the three immediately preceding calendsaryg, remuneration, directly or indirectly, othean
de minimisremuneration, as a result of service as, or beffilgaged with an entity that serves as (i) an agvi consultant or legal counsel to the Com
or to a member of its senior management; or (@igaificant customer or supplier of the Compa

3. Has a personal services/contract(s) with the Compamna member of its senior management;
4. Has been affiliated with a not-for-profit entityattreceives significant contributions from the Camy;

5. Has during the current calendar year or eithehefthree immediately preceding calendar yearsahgdusiness relationship with Electro Scientific f
which Electro Scientific has been required to mdiselosure under Regulation S-K of the Securitied Bxchange Commission (“SEC”), other than for
service as a Director or for which relationshipmore tharde minimisremuneration was received in any one such y
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6. Is employed by a public company at which an exgeutificer of Electro Scientific serves as a dioert
7. Has had any of the relationships described in suloges (1)-(6) above, with any affiliate of the Cpamy; or

8. Is a member of the immediate family of any persesctibed in subsections (1)-(7) above.

A director is deemed to have received remunerativactly or indirectly, if remuneration, other thde minimissemuneration, was paid by the Company, its
subsidiaries or affiliates, to any entity in whitte director has a beneficial ownership interesivef percent or more, or to an entity by which theector is
employed or self-employed other than as a direemuneration is deemel@ minimisemuneration if such remuneration is $5,000 or less1y calendar year, or
if such remuneration is paid to an entity, and )tdid not for the calendar year exceed the less$6 million, or one percent of the gross revenufethie entity; an
(2) did not directly result in an increase in tleenpensation received by the director from thattgnti

D. Process for Selecting, Evaluating and Nominating Nee Director Candidates. The Corporate Governance and Nominating Coremittill identify and
evaluate candidates for director as follo

1. The Committee will identify the need to add a nesaRl Member based upon its assessment of the céopaxf the Board or to fill a vacancy.

2. The Committee initiates director searches, workaiiith staff support, input from Board members antkos, as necessary, and hiring a search if the
Committees determines it desirable to do

3. The Committee will consider director candidate ssjipns from many sources, including shareholdrareholder suggestions should be submitted to
Electro Scientific Industries, Inc., 13900 NW SaerPark Drive, Portland Oregon 97229, Attentionai@han of the Corporate Governance and
Nominating Committee. The Committee does not intenalter the manner in which it evaluates candisiased upon whether the candidate
suggested by a sharehold

4. Candidates who satisfy the criteria and otherwisaity for Board membership will be submitted te tBommittee for consideration. The Committee
determine whether candidates should be considerditef and, if so, in what manner. The Committeg méaiate contacts directly of through a search
firm.

5. The Committee will determine in its discretion whetto recommend a candidate to the Board for denafion as a director nominee.

E. Term Limits. The Board does not limit the number of ternrsabich an individual may serve as a director. Blioes who have served on the Board f
period of time provide valuable insights into thpemtions and business of the Company based uporettperience and understanding of the Comparigtsty,
policies and business objectiv:



F. Retirement Policy. Directors will retire from the Board upon thep@ation of the term after reaching the age of 70.

G. Classified Board. The Board is divided in to three classes witk olass elected each year for a three-year temmBbard believes that the classified
board promotes continuity and experience and oradertcession of Board members, which contributenig-term shareholder value.

H. Employee Director Resignation. When an employee director resigns or otherl@aees or changes his or her position with the Gomgpthe employee
director should tender his or her resignation ftbmBoard.

Il. Board Operations and Responsibilities:

A. Chairman of the Board/Lead Director. It is the practice of the Board to select ai@han who qualifies as an “independent” directodained above.
If at any time the Chairman fails to meet the digltions of independence, the Board will desigratesad Director who qualifies as an independenmicttir.
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B. Executive Sessions. At least twice each year in conjunction witukarly scheduled Board meetings, the independeattdrs will meet in an executive
session at which employee directors are not present

C. Agenda for Board Meetings. The Chairman of the Board, in cooperation g CEO will establish the agenda for each Boardting. Every Board
member may suggest matters for the agenda.

D. Attendance at Meetings. Directors are expected to attend shareholdertings, Board meetings and meetings of commitieghich they serve and to
devote the time required to discharge properly tresiponsibilities as directors.

E. Contacting a Board Member. Shareholders may contact any director, inclgdire Chairman, by writing to them c/o the Corper@éecretary, Electro
Scientific Industries, 13900 NW Science Park Drivertland Oregon 97229.

F. Advisors. The Board and each committee have the poweaatiarity to hire independent legal, financiabtiter advisors as they deem necessary or
desirable.

G. Director Access to Officers and Employees. Directors have full access to officers and eygés of the Company. Directors will use their juegt to
ensure that any such contact is not disruptiveusirtess operation of the Company and will, to titeret not inappropriate, inform the CEO of any such
communication. The CEO, in consultation with theaftfman of the Board, will determine which officensd employees will attend meetings of the Boaridsor
committees.

H. Board Compensation. The form and amount of director compensatiohhe determined by the Board upon the recommeadaif the Compensation
Committee in accordance with the policies and fpies in its charter and consistent with rules putgated by NASDAQ, including without limitation tke
relating to director independence and to compensati Audit Committee members.

The Compensation Committee will review director p@msation annually, as required by its charter,reandmmend any changes in the form and amount of
director compensation or the principles to the Boshen the committee determines a change is adeishbe Board is aware that questions as to directo
independence may be raised if, for example, (§adors’fees and perquisites exceed what is customaryh@iCompany makes substantial charitable contdbs
with which a director is affiliated, or (iii) thed@npany enters into consulting contracts with (@vjtes other indirect forms of compensation to)raaor or an
organization with which the director is affiliated.

Ill. Board Committees:

A. Committees; Qualifications.The Board will have at all times an Audit CommittaeCompensation Committee and a Corporate Goveeramnd
Nominating Committee, each consisting of at lelastd directors. All members of the Audit Committ€empensation Committee and Corporate Governarnt
Nominating Committee shall meet the qualificatiofisndependent director set forth above. At leasté members of the Audit Committee will“financially
literate” and at least one member of the Audit Cattem will be a “financial expert.” The Board malg@ establish or maintain other committees thdeéms
necessary or desirable.

B. Committee Charters.Each committee will have a charter that sets ftrehpurpose, duties and responsibilities of therodtae.

C. Meetings; AgendaThe Chairman of each committee, in consultatiomwie Chairman of the Board, committee membersappdopriate management,
will determine the agenda and frequency for coneaitheetings, consistent with any requirementsostit in Committee Charters.

D. Appointment to Committees.Committee Members and Chairs will be appointedroaraual basis by the Board upon the recommendatfitre
Corporate Governance and Nominating Committee.
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IV. Director Orientation and Continuing Education:

Every new director will participate in the Compasiprientation program and all directors are enagenlgo keep current with corporate governance sssue
through continuing education or other activitieeeTorientation will familiarize new directors withe Compan’s strategic plans, its significant facilities,



significant financial, accounting and risk managatrissues, its compliance programs, its Code ofri&ss Practices, its principal officers, and iteiinal and
independent auditors.

V. CEO Evaluation and Management Succession:

A. CEO Evaluation. The Compensation Committee will conduct an annexdkew of the CEO’s performance, as set forthisrcharter. The Board of
Directors will review the Compensation Committee¥gluation in order to ensure that the CEO is mliog the best leadership for the Company in thgd@amd
short-term.

B. Management SuccessionThe Compensation Committee will periodically rego the Board on succession planning and managedeyelopment. The
Board will work with the Compensation Committeedentify and evaluate potential successors to tB®Crhe CEO should at all times make availableohiser
recommendations and evaluations of potential ssoecssalong with a review of any development plt®mmended for such individuals. The Compensation
Committee periodically reviews the leadership depaient programs of the Company.

VI. Annual Performance Evaluations:

In addition to the selévaluations to be performed by each of the Audin@uttee, the Compensation Committee and the Cotp@avernance and Nominat
Committee, the Board of Directors will conduct amaal self-evaluation to determine whether it aadcommittees are functioning effectively. The Gogie
Governance and Nominating Committee will overseeabaluation process and will report annually Board with an assessment of the Board’s perfocsman
The assessment will focus on the Board’s contrilouto the Company and specifically focus on areasghich the Board or management believes that teed
could improve.
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APPENDIX B

ELECTRO SCIENTIFIC INDUSTRIES, INC.
CORPORATE GOVERNANCE AND NOMINATING COMMITTEE
OF THE BOARD OF DIRECTORS

CHARTER
July 15, 2004
I. PURPOSES

The Corporate Governance and Nominating Committégextro Scientific Industries, Inc. (the “Compahis appointed by the Board of Directors to (a)
develop and recommend to the Board a set of cai@g@ernance principles applicable to ESI (therffooate Governance Guidelines”), (b) identify irdivals
qualified to become Board members and recommeriditbandependent directors on the Board nomirtetedentified director nominees for election, sebje
any legal or contractual commitments, and (c) meuige qualifications of directors eligible to beoemembers of Board committees and recommend dissttio
the Board for appointment to Board committees.

II. COMPOSITION

The Committee shall consist of at least three mesbkthe Board, each of whom shall be an indepetndieector under the standards for independence se
forth in the Corporate Governance Guidelines.

The members of the Committee shall be appointetth&yBoard at the annual organizational meetingnefBoard. Unless a Chair is designated by the Bolae
members of the Committee may designate a Chairdjgnity vote of the full Committee membership. Mesrbmay be removed by the Board at any time.

lll. AUTHORITY AND RESPONSIBILITY

1. The Committee shall meet at least once during &achl year and periodically as the Committee deratessary to fulfill its responsibilities. The
Committee will record and maintain minutes of eatits meetings and make regular reports to ther@®«

2. The Committee shall develop and recommend to threrda set of Corporate Governance Guidelines. Tdrerfiittee will annually review the Corporate
Governance Guidelines and recommend any proposetyeb to the Board for approv

3. The Committee shall identify individuals qualifiealbecome Board members, including existing dinecétigible for re-election to the Board, in accande
with the Director Selection and Qualification prsigins of the Corporate Governance Guidelines, acommend to the Board the director nominees for the
next annual meeting of shareholders or the nomitegl any interim vacancies on the Boa

4. The Committee shall annually recommend to the Bdaettors for membership on Committees of the Bpir accordance with the criteria regarding
committee member qualifications set forth in theg@oate Governance Guideline

5. The Committee shall annually review its own perfanoe and this Charter and recommend to the Bogrgraposed changes to this Charter or to the
Committee.

6. The Committee will oversee the evaluation of thegrenance of the Board, and its Committees andpvidlvide the Board an annual report regarding its
assessmen



7. The Committee has sole authority to retain anditeate any search firm used to identify directordielates or to otherwise assist the Committee asdsbk
authority to approve the search firm’s fees aneothtention terms. The Committee also has authtwribbtain advice and assistance from legal, atthog
or other advisors
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8. The Committee is authorized to form and delegateaity to subcommittees as appropriate.

9. The Committee will (a) review ESI's Code Conductl @usiness Practices as necessary, but not lessatmaally, and recommend to the Board any
proposed changes to the code, and (b) monitoreiherting procedures described in the Cc

10. The Committee will review corporate governance erattequired by applicable law, rule or regulatiotve included in ESI’s annual proxy statement.

B-2

APPENDIX C

ELECTRO SCIENTIFIC INDUSTRIES, INC.
COMPENSATION COMMITTEE OF THE BOARD OF DIRECTORS

CHARTER
July 15, 2004
I. PURPOSES

The Compensation Committee of Electro Scientifidulstries, Inc. (the “Company”) is appointed by Buard of Directors to discharge the Board’s
responsibilities relating to the compensation ef @ompany’s executives in accordance with this t8hand the Company’s Corporate Governance Guiglin
The Committee is also responsible for producingmmmual report on executive compensation for inolug the Company’s annual proxy statement, in atzooce
with applicable laws, rules and regulations.

1. COMPOSITION

The Committee shall be comprised of at least thrembers of the Board, each of whom shall be arpieggent director under the standards for indepereden
set forth in the Company’s Corporate Governancel@ines.

The members of the Committee shall be appointethé&yBoard at the annual organizational meetingpefBoard on the recommendation of the Corporate
Governance and Nominating Committee. Unless a Ghdiesignated by the Board, the members of therflittee may designate a Chair by majority vote ef th
full Committee membership. Members may be remowethe Board at any time.

lll. AUTHORITY AND RESPONSIBILITY

1. The Compensation Committee shall meet at least-aamially and periodically as the Committee deeatessary to fulfill its responsibilities. The
Committee will record and maintain minutes of eatflis meetings and make regular reports to ther@c

2. The Committee shall annually review and approvee@te goals and objectives relevant to CEO congiims evaluate the CEO’s performance in light of
those goals and objectives, and set the CEO’s cosapien levels based on this evaluation. In det@ngithe long-term incentive component of CEO
compensation, the Committee should consider thepaoris performance and relative shareholder rethmyalue of similar incentive awards to CEOs at
comparable companies, and the awards given to ehgp@ny’s CEO in past years. The CEO shall not ditee portion of any Committee meeting when the
CEC's compensation is determine

3. The Committee shall annually review and set thepemsation of all officers and other key executiwesluding awards under incentive-compensationglan
and equit-based plans

4. Consistent with the Corporate Governance GuidelitresCommittee will annually review and recommémthe Board the compensation of all directors
committee member:

5. The Committee has the authority to (a) establisiplément and administer all incentive compensatians, equity-based plans and employee benefisplan
for directors, officers and employees of the Conypéin) determine the individuals eligible for paiiation consistent with the eligibility provision$the
respective programs and set performance milestomésr each of those programs, and (c) grant stptires and restricted stock awards under the
Compan’s stock option and stock incentive plans to elgibdividuals in accordance with the plans apprdwedhareholders of the Compal

6. The Committee shall be responsible for periodicedlyiewing succession planning and management dewednt and reporting thereon to the Board.
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7. The Committee shall have sole authority to retait @rminate compensation consultants to assistlite evaluation of director, CEO and key exeautiv
compensation, and sole authority to approve theuwtant’s fees and other retention terms. The Cdtemshall also have authority to obtain advice and
assistance from legal, accounting or other advi

8. The Committee is authorized to form and delegateaity to subcommittees as appropriate.

9. The Committee shall annually review its own perfanoe and this Charter and recommend to the Boargraposed changes to this Charter or to the
Committee.

The Committee shall prepare a report to the shédeloregarding the Company’s executive compensatiactices and policies for inclusion in the Compsa
annual proxy statement.
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APPENDIX D

ELECTRO SCIENTIFIC INDUSTRIES, INC.
AUDIT COMMITTEE OF THE BOARD OF DIRECTORS

CHARTER
July 15, 2004

. PURPOSE

The Audit Committee (the “Committee”) is appointadthe Board of Directors (the “Board”) of Elecgientific Industries, Inc. (the “Company”) to atghe
Board in fulfilling its oversight responsibilitiegith respect to:

« the financial reports and other financial informatprovided by the Company to its shareholderscdhelrs;
« the Company'’s financial policies and procedures;

« the Company’s system of internal controls;

« the Company’s accounting and financial reportingcpsses;

« the independence, qualifications and performan¢eeCompany’s independent accountants; and

« the Company'’s tax, legal, regulatory and ethicahpliance.

II. COMPOSITION

The Committee shall be comprised of three or maextbrs appointed by the Board, each of whom dfmihdependent as determined under the standards f
independence set forth in the Company’s Corporatee@ance Guidelines. All members of the Commiste&l be able to read and understand fundamental
financial statements, including a company’s balast®set, income statement and cash flow statemeahin@et such other standards required by applidabie
(including SEC and Nasdagq rules). At least one negrobthe Committee shall be an “audit committearicial expert” as defined by SEC and Nasdagq rules.

Ill. MEETINGS

The Committee shall meet at least four times aryoalmore frequently as the Committee may deem@pyate.

The Committee will meet separately with membersmahagement and with the Company’s independent atzots to review the financial affairs of the
Company and other matters. The Committee may ceedteommittees or designate Committee membergémia purposes who shall report to the Committee.
The Committee shall report on a regular basisctwities to the Board and shall make such recondagans to the Board as it deems appropriate. TdrarGittee
will maintain written minutes of its meetings.

IV. RESPONSIBILITIES AND DUTIES

The Committee’s role is one of oversight. Compamneagement is responsible for maintaining the Coryigamooks of account and preparing periodic fina
statements and the independent accountants arngsisie for auditing the Company’s annual finanstaltements.

To fulfill its responsibilities, the Committee will

D-1



Documents/Reports Revit

« Discuss earnings press releases, and financiahiaftton and earnings guidance provided to anadstisrating agencies. The Committee may limit its
discussion to the types of information to be disetband the type of presentation to be made, arebd not discuss these matters in advance of each
disclosure

< Discuss and review with senior financial managenaautthe independent accountants before filindittacial information contained in the Company’s
quarterly reports on Form 10-Q, including: (1) tiistures under “Management’s Discussion and AnalySiEnancial Condition and Results of Operations”;
(2) the selection, application and disclosure ofdtical accounting policies and practices useut ¢8) the management certificatio

¢ Review with management and the independent accotsraihthe completion of the annual audit of thenfany’s consolidated financial statements and
before filing of the Annual Report on Form-K:

« The Company’s annual consolidated financial statésand related footnotes;

« Disclosures under “Management’s Discussion and ysisbf Financial Condition and Results of Opernzgio
¢ The independent accountants’ audit of the finarat@iements and their report;

< Any significant changes required in the independesbuntants’ audit plan;

« Any difficulties or disputes with management endewed during the course of the audit;

« The selection, application and disclosure ofdhiécal accounting policies and practices used;
« Management certifications; and

< Any additional matters related to the conduct efaludit required to be communicated to the Committeder generally accepted auditing standards,
including the independent accountants’ judgmentiaboch matters as the quality (not just the aadt®lity), of the Company’s accounting practices, as
well as other items set forth in SAS ¢

« Resolve any disputes between management and tepdndent accountants regarding financial reporting.

« Prepare the report required to be included in then@any’s proxy statement for each annual shareloldeeting that discloses whether the Committee has
reviewed and discussed the audited financial sext¢srwith management, has discussed the mattarseddpy SAS 61 and Independence Standards Board
Standard No. 1 with the independent accountantshas recommended to the Board that the consdlidai@ncial statements be included in the Annual
Report on Form 1-K.

« Review any reports submitted by the independerdgwadants, including reports relating to: (1) altical accounting policies and practices useda(R)
alternative treatments of financial information lviit generally accepted accounting principles tlaaehbeen discussed with management, ramificatibtie
use of such alternative disclosures and treatmantsthe treatment preferred by the independemtextants; and (3) other material written commurocest
between the independent accountants and managesuehtas any management letter or schedule of ustadj differences

« At least annually, obtain and review a report b ittdependent accountants describing: (1) the iniggnt accountants’ internal quality control praces;
(2) any material issues raised by the most recgatrial quality control review, or peer review tlo¢ independent accountants, or by any inquiry or
investigation by governmental or professional arities, within the preceding five years, respectimg or more independent audits carried out by the
independent accountants, and any steps taken tavileany such issues; and (3) all relationshipsieen the independent accountants and the Congfmany
assess the independent accoun’ independence

« Review and assess the adequacy of this Charteasttdnnually and recommend to the Board appregclanges to the Charter.
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Control Processes

« Review with management and the independent accotsnta a continuing basis: the adequacy and inyegfithe Company’s system of accounting
procedures; the Company'’s financial reporting psses, both internal and external; the Company'®sysf internal controls; and the disclosures rdigar
internal controls required by SEC rules to be cioetin the Compar’s periodic reports and the attestations or repeléting to such disclosur

« Review with the independent accountants and managetie appropriateness of accounting principlevied by the Company, as well as proposed and
adopted changes in accounting principles and thmgact on the financial statemer

Independent Accountar

The Committee is directly responsible for the appuent, compensation, oversight, evaluation an@ére/appropriate, replacement of the Company’s
independent accountants. The Committee has theaatherity to engage and remove the independewniuatants, to approve all audit and permissible aoait
engagements and to determine the fees to be paédinfiependent accountants will report directlthes Committee.

The Committee will:

« Pre-approve in accordance with SEC and Nasdaq alllasdit and permissible non-audit services mpiedito the Company by the independent accountants.



The Committee may delegate this responsibilityrte or more members of the Committ

¢ Obtain annually from the independent accountamtsraal written statement delineating all relatioipshwith the Company, including all non-audit sees
and associated fee

« Review and discuss with the independent accoungamtslisclosed relationships or services that migipact the accountants’ objectivity or indepenaenc
« Take appropriate action, if any, to ensure the pedelence of the independent accountants.

¢ Conduct other reviews, as appropriate, to assigtarCommittee’s oversight of the performance efitidependent accountants, including, for example,
reviewing the proposed audit plan each year, revigwhe proposed work plans of the independentw@atiamts and reviewing comments from prior perit

« Review any reports submitted to the Committee leyitldependent accountants.
Legal and Ethical Complianc

« Oversee and review periodically with managemerisida counsel, and other experts, as appropriaerograms and policies of the Company designed to
ensure compliance with applicable laws and regutatiand the results of these compliance eff

« Review and approve, where appropriate, all relpiady transactions.

« Oversee the process for receiving, retaining agatittrg complaints or concerns, including confidardind anonymous submissions by employees, regardin
accounting and auditing matters and internal cdst

« Review periodically with management, outside colinsd other experts, as appropriate, any legakegdlatory matters that may have a material impact
the financial statement

Other Responsibilities

« Oversee and review periodically with managemenQbmpany’s policies relating to finance, capitgbenditures, investment, borrowings, currency
exposures, share issuance and repurchases, rigsigemaant, asset management, information managemeia security of its intellectual and physical
assets

¢ Review and discuss with the independent accountartsnanagement any material financial or non-fir@rarrangements of the Company that do not
appear on the financial statements of the Comg
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« Review with management funding policies and investhperformance of the Company’s benefit plans.

« Review with management other finance, tax, legdl@ministrative issues as directed by the Board.

¢ Create and monitor policies for hiring employeesoomer employees of the independent accountarasda independence impairment.
« Make reports and recommendations to the Board @fdiirs on matters within the scope of the Comeigtéunctions.

« Perform a review and evaluation, at least annuaflyhe performance of the Committee. The Committead| conduct such review in such manner as it
deems appropriat

« Engage independent counsel and other advisorslasiits necessary or appropriate to carry out ttegjwith funding provided by the Company.

« In addition to the activities described above, perf such other functions as necessary or apprepuiader law, the Company’s articles of incorporatio
bylaws and/or audit committee charter and the wtiwis and other directives of the Boe
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APPENDIX E

ELECTRO SCIENTIFIC INDUSTRIES, INC.
2004 STOCK INCENTIVE PLAN

1. Purpose. The purpose of this 2004 Stock Incentive Plaa {fflan”) is to enable Electro Scientific Indussiiénc. (the “Company™jo attract and retain tt
services of selected employees, officers and direaf the Company or any parent or subsidiarjyef@ompany. For purposes of this Plan, a persoorisidered
to be employed by or in the service of the Comgétiye person is employed by or in the servicerof antity (the “Employer”) that is either the Comyaor a
parent or subsidiary of the Company.

2. Shares Subject to the Plan. Subject to adjustment as provided below and oti&e 12, the shares to be offered under the Riafi sonsist of Common
Stock of the Company‘Common Stoc”), and the total number of shares of Common Stockrizst be issued under the Plan shall be 3,000,08@siplus an



shares that at the time the Plan is approved iekbllers are available for grant under the Comisal889 Stock Option Plan, 1996 Stock IncentivenRiad
2000 Stock Option Incentive Plan, which plans wareviously approved by shareholders of the Compang,the Company’s 2000 Stock Option Plan, whietm pl
was not previously approved by the Company’s stadehs (collectively, the “Prior Plans”), or thatgnsubsequently become available for grant undgoathe
Prior Plans through the expiration, terminationfditure or cancellation of grants. If an optiotgck appreciation right or Performance-Based Awgahted under
the Plan expires, terminates or is canceled, tigsued shares subject to that option, stock apaieniright or Performance-Based Award shall agiravailable
under the Plan. If shares awarded as a bonus purgu8ection 9 or sold pursuant to Section 10 vttt Plan are forfeited to or repurchased by tbmgany, the
number of shares forfeited or repurchased shalhdmmavailable under the Plan.

3. Effective Date and Duration of Plan.

3.1 EffectiveDate. The Plan shall become effective as of July 15, 28@awards shall be made under the Plan untiPtha is approved by
shareholders of the Company in accordance witlsoildhe Nasdaq Stock Market.

3.2 Duration. The Plan shall continue in effect until all shaagailable for issuance under the Plan have beerdsand all restrictions on the shares
have lapsed. The Board of Directors may suspenerornate the Plan at any time except with resfzeoptions, Performance-Based Awards, stock apgtieai
rights and shares subject to restrictions thentatng under the Plan. Termination shall not aféety outstanding options, Performance-Based Awatdsk
appreciation rights or any right of the Companyeapurchase shares or the forfeitability of shasesed under the Plan.

4. Administration.

4.1 Boardof Directors. The Plan shall be administered by the Board of éines of the Company, which shall determine andgsese the individuals to
whom awards shall be made, the amount of the aveardshe other terms and conditions of the awa&dbject to the provisions of the Plan, the BoarDioéctors
may adopt and amend rules and regulations rel&iagiministration of the Plan, advance the lapsangfwaiting period, accelerate any exercise ded@e or
modify any restriction applicable to shares (exdbpte restrictions imposed by law) and make &koteterminations in the judgment of the Boar®éctors
necessary or desirable for the administration efRlan. The interpretation and construction ofpfevisions of the Plan and related agreements éBtard of
Directors shall be final and conclusive. The Boafr®Directors may correct any defect or supply amjssion or reconcile any inconsistency in the Rlaim any
related agreement in the manner and to the extdeems expedient to carry the Plan into effed,tae Board of Directors shall be the sole and findge of such
expediency.

4.2 Committee. The Board of Directors may delegate to any committiethe Board of Directors (the “Committee”) anyatl authority for
administration of the Plan. If authority is delegrhto the Committee, all references to the Boardigdctors in the Plan shall mean and relate taCtbmmittee,
except (i) as otherwise provided by the Board aEBlors and (i) that only the Board of Directorayramend or terminate the Plan as provided in Gex® and
13.
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5. Types of Awards; Eligibility; Limitations.

5.1 Typesof Awards, Eligibility. The Board of Directors may, from time to time, take following actions, separately or in combinatiander the Plan:
(i) grant Incentive Stock Options, as defined ict®m 422 of the Internal Revenue Code of 198@&raended (the “Code”), as provided in Sections®2 and 8;
(i) grant options other than Incentive Stock Opsd“Non-Statutory Stock Options”) as provided ec8ons 6.1, 6.3 and 8; (iii) grant stock appreciatights as
provided in Sections 7 and 8; (iv) award stock smsuincluding bonuses in the form of restrictedlstunits) as provided in Section 9; (v) sell skasebject to
restrictions as provided in Sections 10; (vi) am@edformance-Based Awards as provided in Sectioidvards may be made to employees, including engesy
who are officers or directors, and to non-emplogieectors; provided, however, that only employeethe Company or any parent or subsidiary of thenGany
(as defined in subsections 424(e) and 424(f) ofabde) are eligible to receive Incentive Stock OGmpsiunder the Plan. The Board of Directors shidicséhe
individuals to whom awards shall be made and spadtify the action taken with respect to each iiddial to whom an award is made.

5.2 Per Employee ShareLimitations. No employee may be granted options and/or stockeafgiion rights for more than an aggregate of B00 share
of Common Stock in any calendar year; provided, éx@w, that to the extent the annual limitationas fally used in any year for an employee, any shamot used
may be added to the number of shares for whictopptand/or stock appreciation rights may be gramtédat employee in any future year.

5.3 Prohibition on Option Repricing.  Except as provided in Section 11, without the paipproval of the Company’s shareholders, an opsisued
under the Plan may not be repriced by loweringohtéon exercise price or by cancellation of an tantding option with a subsequent replacement carggf an
option with a lower exercise price.

5.4 Maximum Number of SharesIssuable Upon Exerciseof ISOs.  The maximum aggregate number of shares of Commmrk $that may be issued
under the Plan upon exercise of Incentive StockdBptshall be equal to the sum of 3,000,000 shaltessany shares that at July 15, 2004 are avaifablgrant
under the Prior Plans or that may subsequentlyrhecvailable for grant under any of the Prior Plgansugh the expiration, termination, forfeiturecamcellation
of grants, which number will not exceed 9,568,6B4rss.

6. Stock Options.

6.1 General Rules Relating to Options.

6.1-1 Terms of Grant. The Board of Directors may grant options underRlan. With respect to each option grant, the Badidirectors shall
determine the number of shares subject to the mpte exercise price, the period of the optioa,ttime or times at which the option may be exectemad
whether the option is an Incentive Stock Optiom dton-Statutory Stock Option. At the time of thargrof an option or at any time thereafter, therBad#
Directors may provide that an optionee who execca® option with Common Stock of the Company shatbmatically receive a new option to purchase
additional shares equal to the number of sharesrsdered and may specify the terms and conditibssah new options.

6.1-2 Nontransferability. Each Incentive Stock Option and, unless otherwiterdchined by the Board of Directors, each otheioopgranted unde



the Plan by its terms (i) shall be nonassignabteramtransferable by the optionee, either volulytari by operation of law, except by will or by thevs
of descent and distribution of the state or counfrthe optionee’s domicile at the time of deatind &i) during the optionee’s lifetime, shall beeggisable only
by the optionee.

6.1-3 Purchase of Shares. Unless the Board of Directors determines otherwisegr before the date specified for completiothef purchase of
shares pursuant to an option exercise, the optionet pay the Company the full purchase price @$¢hshares in cash or by check or, with the corefehe
Board of Directors, in whole or in part, in Comm8tock of the Company valued at fair market valestricted stock or other contingent awards denot@chiz
either stock or cash, promissory notes and ottrendmf consideration. Unless otherwise determinethb Board of Directors, any Common Stock provided
payment
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of the purchase price must have been previouslyisedjand held by the optionee for at least six thenThe fair market value of Common Stock provided
payment of the purchase price shall be the clogiiag of the Common Stock last reported beforeithe payment in Common Stock is made or, if earlier
committed to be made, if the Common Stock is plypti@ded, or another value of the Common Stocgpeified by the Board of Directors. No shares|dial
issued until full payment for the shares has beadenincluding all amounts owed for tax withholdilgith the consent of the Board of Directors, atiapee
may request the Company to apply automaticallystteges to be received upon the exercise of a pasfia stock option (even though stock certificdtage
not yet been issued) to satisfy the purchase foicadditional portions of the option.

6.1-4 Limitations on Grants to Non-Exempt Employees. Unless otherwise determined by the Board of Dines;tid an employee of the Company or
any parent or subsidiary of the Company is a exampt employee subject to the overtime compensatiovisions of Section 7 of the Fair Labor Staddakct
(the “FLSA"), any option granted to that employé&lsbe subject to the following restrictions: tfie option price shall be at least 85 percent effir market
value, as described in Section 6.2-4, of the Com8tork subject to the option on the date it is tgdnand (ii) the option shall not be exercisabiélat least
six months after the date it is granted; providemlyever, that this six-month restriction on exeabifity will cease to apply if the employee diescbmes
disabled or retires, there is a change in ownershipe Company, or in other circumstances perhitie regulation, all as prescribed in Section BER) of
the FLSA.

6.2 Incentive Stock Options.  Incentive Stock Options shall be subject to théofeing additional terms and conditions:

6.2-1 Limitation on Amount of Grants. If the aggregate fair market value of stock (detaad as of the date the option is granted) for Wwhic
Incentive Stock Options granted under this Plaw @my other stock incentive plan of the Companisoparent or subsidiary corporations, as defimed i
subsections 424(e) and 424(f) of the Code) arecésahle for the first time by an employee during aalendar year exceeds $100,000, the portioneobition
or options not exceeding $100,000, to the extemitafle shares, will be treated as an Incentive lS@jution and the remaining portion of the optioroptions
will be treated as a Non-Statutory Stock Optione Pheceding sentence will be applied by takingamginto account in the order in which they werenged.
If, under the $100,000 limitation, a portion of @ption is treated as an Incentive Stock Optionthedemaining portion of the option is treated &oa-
Statutory Stock Option, unless the optionee deségnatherwise at the time of exercise, the optisnexercise of all or a portion of the option vk treated as
the exercise of the Incentive Stock Option portibithe option to the full extent permitted undez $1.00,000 limitation. If an optionee exercise®ption that
is treated as in part an Incentive Stock Optioniarghrt a NonStatutory Stock Option, the Company will desigrtateportion of the stock acquired pursuar
the exercise of the Incentive Stock Option porigrincentive Stock Option stock by issuing a separertificate for that portion of the stock andrndfying the
certificate as Incentive Stock Option stock insitsck records.

6.2-2 Limitations on Grants to 10 percent Shareholders. An Incentive Stock Option may be granted underfaa to an employee possessing
more than 10 percent of the total combined votioger of all classes of stock of the Company or panent or subsidiary (as defined in subsectionge)2hd
424(f) of the Code) only if the option price isleast 110 percent of the fair market value, asrilesst in Section 6.2-4, of the Common Stock subjedhe
option on the date it is granted and the optioitdierms is not exercisable after the expiratibfive years from the date it is granted.

6.2-3 Duration of Options.  Subject to Sections 6.2-2, 8.1 and 8.2, IncentteelSOptions granted under the Plan shall continweffect for the
period fixed by the Board of Directors, except thatits terms no Incentive Stock Option shall bereisable after the expiration of 10 years fromdhte it is
granted.

6.2-4 Option Price. The option price per share shall be determinedbyBoard of Directors at the time of grant. Exapprovided in Section 6.2-
2, the option price shall not be less than 100gyerof the fair market value of the Common Stockered by the Incentive Stock Option at the dateofbtéon is
granted. The fair market value shall be the clogirige of the Common Stock last reported on the tiae
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option is granted, if the stock is publicly tradedanother value of the Common Stock as specdifiethe Board of Directors.

6.2-5 Limitation on Time of Grant.  No Incentive Stock Option shall be granted on ¢erathe tenth anniversary of the last action byBbard of
Directors adopting the Plan or approving an ineaaghe number of shares available for issuanderutihe Plan, which action was subsequently approve
within 12 months by the shareholders.

6.2-6 Early Dispositions. If within two years after an Incentive Stock Optisrgranted or within 12 months after an Incen®teck Option is
exercised, the optionee sells or otherwise dispos€®»mmon Stock acquired on exercise of the Optio® optionee shall within 30 days of the sale or
disposition notify the Company in writing of (i)étdate of the sale or disposition, (ii) the amaeatized on the sale or disposition and (iii) tla¢une of the
disposition (e.g., sale, gift, etc.).

6.3 Non-Statutory Stock Options.  Non-Statutory Stock Options shall be subject toftiewing terms and conditions, in addition to fleoset forth in
Sections 6.1 and



6.3-1 Option Price. The option price for Non-Statutory Stock Optionalkbhe determined by the Board of Directors attthe of grant and may be
any amount determined by the Board of Directors.

6.3-2 Duration of Options. Non-Statutory Stock Options granted under the Bladl continue in effect for the period fixed by tBoard of
Directors, except that no Non-Statutory Option kbalexercisable after the expiration of 10 yeessfthe date it is granted.

7. Stock Appreciation Rights.

7.1 Grant. Stock appreciation rights may be granted undePtha by the Board of Directors, subject to sucksuterms, and conditions as the Boait
Directors prescribes. The Board of Directors mayvjute that stock appreciation rights may be graimeslibstitution for stock options granted under Btan. Witt
respect to each grant, the Board shall determim@tmber of shares subject to the stock appreniatibt, the exercise price of the stock appreoratight, the
period of the stock appreciation right, and theetion times at which the stock appreciation righy e exercised. Stock appreciation rights shaltinoe in effect
for the period fixed by the Board of Directors.

7.2 Stock Appreciation Rights Granted in Connection with Options.  If a stock appreciation right is granted in coni@cttvith an option, the stock
appreciation right shall be exercisable only togktent and on the same conditions that the relgéidn could be exercised. Upon exercise of akstéppreciation
right, any option or portion thereof to which theck appreciation right relates terminates. Ifaktappreciation right is granted in connectiorhvéih option, upo
exercise of the option, the stock appreciationtragtportion thereof to which the grant relatesrtierates.

7.3 Exercise.  Each stock appreciation right shall entitle thedieol upon exercise, to receive from the Compargxohange therefor an amount equal in
value to the excess of the fair market value ordtite of exercise of one share of Common Stockefiompany over the exercise price as determingdeby
Board of Directors (or, in the case of a stock apjation right granted in connection with an optitire option price per share under the option t@kwthe stock
appreciation right relates), multiplied by the nienbf shares covered by the stock appreciation,r@tportion thereof, that is surrendered. Paynbgrthe
Company upon exercise of a stock appreciation rigdat be made in Common Stock valued at fair maréte, in cash, or partly in Common Stock and partl
cash, all as determined by the Board of Directéos.this purpose, the fair market value of the Camr8tock shall be the closing price of the CommtutiSlast
reported before the time of exercise, or such oth&re of the Common Stock as specified by the 8oaDirectors.

7.4 Fractional Shares.  No fractional shares shall be issued upon exetfigestock appreciation right. In lieu thereof,ftasay be paid in an amount
equal to the value of the fraction or, if the Boafdirectors shall determine, the number of shanag be rounded downward to the next whole share.
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7.5 Nontransferability.  Each stock appreciation right granted in conneatith an Incentive Stock Option and, unless othsendetermined by the
Board of Directors, each other stock appreciatightrgranted under the Plan, by its terms shaldreassignable and nontransferable by the holdberei
voluntarily or by operation of law, except by wilt by the laws of descent and distribution of ttagesor country of the holder’s domicile at thediof death, and
each stock appreciation right by its terms shakxercisable during the holder’s lifetime only e tholder.

8. Exercise of Options and Stock Appreciation Rights.

8.1 Exercise. Except as provided in Section 8.2 or as determinetthe Board of Directors, no option or stock apgaton right granted under the Plan
may be exercised unless at the time of exercishdlter is employed by or in the service of the @any and shall have been so employed or provideld su
service continuously since the date the optiontasksappreciation right was granted. Except asigexVin Sections 8.2 and 12, options and stockesgigtion
rights granted under the Plan may be exercised fimm to time over the period stated in each optipatock appreciation right in amounts and at siqppeescribed
by the Board of Directors, provided that optiond atock appreciation rights may not be exercisedréwtional shares. Unless otherwise determinethbyBoard
of Directors, if a holder does not exercise anaptr stock appreciation right in any one yeartfier full number of shares to which the holder istienl in that
year, the holder’s rights shall be cumulative arelhiolder may acquire those shares in any subsegeanduring the term of the option or stock apfa&on right.

8.2 Termination of Employment or Service.

8.2-1 General Rule. Unless otherwise determined by the Board of Dinectib a holder’s employment or service with then@many terminates for
any reason other than because of total disabitijeath as provided in Sections 8.2-2 and 8.2s3phher option or stock appreciation right mayekercised at
any time before the expiration date of the optiostock appreciation right or the expiration of 8nths after the date of termination, whichevehsshorter
period, but only if and to the extent the holdesweatitled to exercise the option or stock apptegiaight at the date of termination.

8.2-2 Termination Because of Total Disability. Unless otherwise determined by the Board of Dine;tib a holder’'s employment or service with
the Company terminates because of total disabit/pr her option or stock appreciation right nbayexercised at any time before the expiration datke
option or stock appreciation right or before theedE2 months after the date of termination, whiehes the shorter period, but only if and to theeexthe
holder was entitled to exercise the option or stgfreciation right at the date of termination. Téren “total disability”’means a medically determinable me:
or physical impairment that is expected to resutiéath or has lasted or is expected to last émnéinuous period of 12 months or more and thaténopinion
of the Company and two independent physicians,asatle holder to be unable to perform his or héedas an employee, director or officer of the Exyer
and unable to be engaged in any substantial gaactidity. Total disability shall be deemed to haoeurred on the first day after the two indepemden
physicians have furnished their written opiniortaifl disability to the Company and the Companyreashed an opinion of total disability.

8.2-3 Termination Because of Death. Unless otherwise determined by the Board of Dinex;ti a holder dies while employed by or providing
service to the Company, his or her option or stegmfireciation right may be exercised at any timetgethe expiration date of the option or stock apjation
right or before the date 12 months after the datieath, whichever is the shorter period, but ahind to the extent the holder was entitled toreise the
option or stock appreciation right at the date editth and only by the person or persons to whorhalder's rights under the option or stock appreeiatight
shall pass by the holder’s will or by the laws esdent and distribution of the state or countrglarhicile at the time of death.

8.2-4 Amendment of Exercise Period Applicable to Terminabn. The Board of Directors may at any time extend tmedhth and 12-month
exercise periods any length of time not longer tienoriginal expiration date of the option or &@appreciation right. The Board of Directors mayay time



increase the

portion of an option or stock appreciation rigtttis exercisable, subject to terms and conditéiermined by the Board of Directors.

8.2-5 Failure to Exercise Option or Stock Appreciation Rght.  To the extent that the option or stock appreciatight of any deceased holder or
any holder whose employment or service terminat@®i exercised within the applicable period, @ittier rights to purchase shares pursuant to ttieropr
stock appreciation right shall cease and terminate.

8.2-6 Leave of Absence. Absence on leave approved by the Employer or oawatof iliness or disability shall not be deemeeraination or
interruption of employment or service. Unless otfise determined by the Board of Directors, vestifigptions and stock appreciation rights shall carg
during a medical, family or military leave of abseror other leave approved by the Employer, wheihét or unpaid, and vesting of options and stock
appreciation rights shall be suspended during dimgrainpaid leave of absence.

8.3 Noticeof Exerciseor Surrender.  Unless the Board of Directors determines othervebares may be acquired pursuant to an optiorook st
appreciation right granted under the Plan only uppenCompany’s receipt of written notice from ttedder of the holder’s binding commitment to purahabkares,
specifying the number of shares the holder desiresquire under the option or stock appreciatightrand the date on which the holder agrees toptee the
transaction, and, if required to comply with the@éies Act of 1933, containing a representatioat it is the holdes intention to acquire the shares for investr
and not with a view to distribution. Unless the Bbaf Directors determines otherwise, cash maydie ppon surrender of a stock appreciation rightted under
the Plan only upon the Company’s receipt of writtetice from the holder of the holder’s binding coitment to surrender the stock appreciation righgcifying
the number of shares subject to the stock apprecieght being surrendered and the date on whierhblder agrees to complete the surrender.

8.4 Tax Withholding.  Each holder who has exercised an option or stopkeggation right shall, immediately upon notificatiof the amount due, if any,
pay to the Company in cash or by check amountsssacg to satisfy any applicable federal, statelacal tax withholding requirements. If additionaitiholding
is or becomes required (as a result of exercissalption or stock appreciation right or as a tesfutlisposition of shares acquired pursuant ta@se of an optiol
or stock appreciation right) beyond any amount dépd before delivery of the certificates, the lwolghall pay such amount, in cash or by checlhedtompany
on demand. If the holder fails to pay the amoumaeded, the Company or the Employer may withhadd éimount from other amounts payable to the holder,
including salary, subject to applicable law. Witle tonsent of the Board of Directors, a holder s&jsfy this obligation, in whole or in part, bystructing the
Company to withhold from the shares to be issuamhugxercise or by delivering to the Company otlheres of Common Stock; provided, however, that the
number of shares so withheld or delivered in cotioeavith an option exercise shall not exceed theimmum amount necessary to satisfy the requiretivaitding
obligation.

8.5 Reduction of Reserved Shares.  Upon the exercise of an option or stock appreaiatight, the number of shares reserved for issuander the Plan
shall be reduced by the number of shares issuen exercise of the option or stock appreciationtriffash payments of stock appreciation rights stalreduce
the number of shares of Common Stock reservedsémance under the Plan.

9. Stock Bonuses. The Board of Directors may award shares under ldwe & stock bonuses, including restricted stodts timat provide for delivery of
Common Stock at a later date. Shares awarded asus Ishall be subject to the terms, conditionsrasttictions determined by the Board of Directdiise
restrictions may include restrictions concernirangferability and forfeiture of the shares awardegether with any other restrictions determinedhsyBoard of
Directors. The Board of Directors may require theipient to sign an agreement as a condition oathard, but may not require the recipient to pay monetary
consideration other than amounts necessary tdystdiswithholding requirements. The agreement m@ytain any terms, conditions, restrictions, repnégtions
and warranties required by the Board of Directdrse certificates representing the shares awardatllskar any legends required by the Board of Dinsc The
Company may require any recipient of a stock bdaysay to the Company in cash or by check upon demamounts necessary to satisfy any applicabledgde
state or local tax withholding requirements. If teeipient fails to pay the amount demanded, they@my or the Employer may withhold that amount fraumer
amounts payable to the recipient, including salsumpject
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to applicable law. With the consent of the Boardatctors, a recipient may satisfy this obligationwhole or in part, by instructing the Compaoywtithhold
from any shares to be issued or by delivering éoGbompany other shares of Common Stock; providedeker, that the number of shares so withheld bveted
shall not exceed the minimum amount necessartigfyséhe required withholding obligation. Upon tissuance of a stock bonus, the number of shasesvex
for issuance under the Plan shall be reduced bguh#er of shares issued.

10. Restricted Stock.

10.1 Restricted Stock.  The Board of Directors may issue shares under e fBr any consideration (including promissoryesand services)
determined by the Board of Directors. Shares issunglgr the Plan shall be subject to the terms,itiond and restrictions determined by the Boar®wéctors.
Subject to the provisions of the Plan, the restnist may include restrictions concerning transféitgbrepurchase by the Company and forfeitureéhaf shares
issued, together with any other restrictions deiteeh by the Board of Directors. All Common Stocgusd pursuant to this Section 10.1 shall be subjest
Restricted Stock Agreement, which shall be exechyethe Company and the prospective recipient @fstiares before the delivery of certificates représg the
shares. The Agreement may contain any terms, dgondjtrestrictions, representations and warramégaired by the Board of Directors.

10.2 Other Provisions. The certificates representing shares of restristeck shall bear any legends required by the Bo&Rirectors. The Company
may require any participant receiving restrictamtktto pay to the Company in cash or by check wmnand amounts necessary to satisfy any applitadéesal,
state or local tax withholding requirements. If gaticipant fails to pay the amount demandedQbmpany or the Employer may withhold that amouoirfrother
amounts payable to the participant, including salsmbject to applicable law. With the consenthaf Board of Directors, a participant may satisfg tibligation,
in whole or in part, by instructing the Companyamithhold from any shares to be issued or by deiingeto the Company other shares of Common Stoakjiged,
however, that the number of shares so withhelcetivered shall not exceed the minimum amount necgds satisfy the required withholding obligatidspon the



issuance of restricted stock, the number of shaserved for issuance under the Plan shall be egdiog the number of shares issued.

11. Performance-Based Awards. The Board of Directors may grant awards intehdequalify as qualified performance-based comagos under Section
162(m) of the Code and the regulations thereurftRarformance-Based Awards”). Performance-Based Awahall be denominated at the time of grant either
Common Stock (“Stock Performance Awards”) or inl@iohmounts (“Dollar Performance Awards”). Paymemder a Stock Performance Award or a Dollar
Performance Award shall be made, at the discretfdhe Board of Directors, in Common Stock (“Penfiance Shares”), or in cash or in any combinatienetbi.
Performance-Based Awards shall be subject to thesfimg terms and conditions:

11.1 Award Period. = The Board of Directors shall determine the peribtire for which a Performance-Based Award is mgbe “Award Period”).

11.2 Performance Goals and Payment.  The Board of Directors shall establish in writingjectives (“Performance Goals”) that must be methey
Company or any subsidiary, division or other ufiithe Company (“Business Unit”) during the AwardiBd as a condition to payment being made under the
Performance-Based Award. The Performance Goalsdohn award shall be one or more targeted levgdedbrmance with respect to one or more of thefoihg
objective measures with respect to the CompanyypBaisiness Unit: earnings, earnings per sharekgitce increase, total shareholder return (sfwae
increase plus dividends), return on equity, returrassets, return on capital, economic value addgdnues, operating income, inventories, inventomnys, cash
flows, or any of the foregoing before the effectofjuisitions, divestitures, accounting changed,rastructuring and special charges (determinedrdtty to
criteria established by the Board of Directors)e Board of Directors shall also establish the nunolb@erformance Shares or the amount of cash patytode
made under a Performance-Based Award if the Pediocen Goals are met or exceeded, including thedigfra maximum payment (subject to Section 11.4¢ T
Board of Directors may establish other restrictitmpayment under a Performance-Based Award, ssiehcantinued employment requirement, in additon t
satisfaction of the Performance Goals. Some @fdlie Performance Shares may be issued at theofithe award as restricted shares subject toiforéein
whole or in part if Performance Goals or, if apabée, other restrictions are not satisfied.
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11.3 Computation of Payment.  During or after an Award Period, the performancéhef Company or Business Unit, as applicable, duttie period she
be measured against the Performance Goals. Ifatferfhance Goals are not met, no payment shalldsernnder a Performan8ased Award. If the Performan
Goals are met or exceeded, the Board of Directoall sertify that fact in writing and certify theimber of Performance Shares earned or the amowatsof
payment to be made under the terms of the PerfareaBased Award.

11.4 Maximum Awards.  No participant may receive in any fiscal year StBekformance Awards under which the aggregate abpayable under the
Awards exceeds the equivalent of 200,000 shar€uofmon Stock or Dollar Performance Awards underctviihe aggregate amount payable under the Awards
exceeds $4,000,000.

11.5 Tax Withholding.  Each participant who has received Performance Sisfral, upon notification of the amount due, payhe Company in cash or
by check amounts necessary to satisfy any appédableral, state and local tax withholding requieats. If the participant fails to pay the amountndeded, the
Company or the Employer may withhold that amouoirfiother amounts payable to the participant, inolydalary, subject to applicable law. With the semt of
the Board of Directors, a participant may sati$fig bbligation, in whole or in part, by instructittge Company to withhold from any shares to beadsar by
delivering to the Company other shares of CommaouiStprovided, however, that the number of shacededivered or withheld shall not exceed the minmu
amount necessary to satisfy the required withhgldibligation.

11.6 Effecton SharesAvailable.  The payment of a Performance-Based Award in caalhisbt reduce the number of shares of Common Stesérved
for issuance under the Plan. The number of shdr€smmon Stock reserved for issuance under the $Hah be reduced by the number of shares issued up
payment of an award. Cash payments of PerformamasedAwards shall not reduce the number of shdr@smmon Stock reserved for issuance under the Plan

12. Changes in Capital Structure.

12.1 Stock Splits, Stock Dividends.  If the outstanding Common Stock of the Companyeiehfter increased or decreased or changed irxchianged
for a different number or kind of shares or othreawities of the Company by reason of any stock, sgimbination of shares, dividend payable in skar
recapitalization or reclassification, appropriatguatment shall be made by the Board of Directorthé number and kind of shares available for grantler the
Plan and in all other share amounts set forthénRtan. In addition, the Board of Directors shadlka appropriate adjustment in the number and kirsthares as to
which outstanding options and stock appreciatights, or portions thereof then unexercised, stea#xercisable, so that the holder’s proportionaterést before
and after the occurrence of the event is maintaiNetlvithstanding the foregoing, the Board of Dites shall have no obligation to effect any adjwestirthat
would or might result in the issuance of fractioglahres, and any fractional shares resulting froynaajustment may be disregarded or provided faniy manner
determined by the Board of Directors. Any such afiients made by the Board of Directors shall belosive.

12.2 Mergers, Reorganizations, Etc.  In the event of a merger, consolidation, plan afr@nge, acquisition of property or stock, split-sypljt-off, spin-
off, reorganization or liquidation to which the Cpamy is a party or any sale, lease, exchange er trifinsfer (in one transaction or a series otedl&ransactions)
of all, or substantially all, of the assets of @@mpany (each, a “Transactionthe Board of Directors shall, in its sole discratand to the extent possible under
structure of the Transaction, select one of thiefahg alternatives for treating outstanding opti@nd stock appreciation rights under the Plan:

12.2-1 Outstanding options and stock appreciaiights shall remain in effect in accordance wiitkir terms.

12.22 Outstanding options and stock appreciation sighgll be converted into options and stock apatieci rights to purchase stock in one or moi
the corporations, including the Company, that heesurviving or acquiring corporations in the Ti@ton. The amount, type of securities subjectetoeand
exercise price of the converted options and stpgkexiation rights shall be determined by the Badrirectors of the Company, taking into accoum t
relative values of the companies involved in tharBaction and the exchange rate, if any, usedt@rrdaing shares of the surviving corporation(shéoheld
by holders
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of shares of the Company following the Transactidnless otherwise determined by the Board of Dines;tthe converted options and stock appreciatgins
shall be vested only to the extent that the vesgagirements relating to options granted hereuhdee been satisfied.

12.2-3 The Board of Directors shall provide aquof 30 days or less before the completion ef Tiansaction during which outstanding options and
stock appreciation rights may be exercised to ¥tent then exercisable, and upon the expiratiothaif period, all unexercised options and stock eqiption
rights shall immediately terminate. The Board ofddtors may, in its sole discretion accelerateettercisability of options and stock appreciatiagghts so that
they are exercisable in full during that period.

12.3 Dissolution of the Company. In the event of the dissolution of the Companyja and stock appreciation rights shall be treatextcordance
with Section 12.2-3.

12.4 Rightslssued by Another Corporation.  The Board of Directors may also grant options, lstmgpreciation rights, stock bonuses and Perforeanc
Based Awards and issue restricted stock underldrewth terms, conditions and provisions that viioyn those specified in the Plan, provided that such
awards are granted in substitution for, or in catioa with the assumption of, existing options ci&tappreciation rights, stock bonuses, Perform&ased
Awards or restricted stock granted, awarded oreidday another corporation and assumed or othegeeed to be provided for by the Company pursuaat by
reason of a Transaction.

13. Amendment of the Plan. The Board of Directors may at any time modify oresuth the Plan in any respect. Except as provid&eation 12, however, r
change in an award already granted shall be matthwtithe written consent of the holder of the ahithe change would adversely affect the holder.

14. Approvals. The Company’s obligations under the Plan are stibjeihe approval of state and federal authoritieagencies with jurisdiction in the
matter. The Company will use its best efforts tatateps required by state or federal law or appl&regulations, including rules and regulatiohthe Securities
and Exchange Commission and any stock exchangéhimihthe Company’s shares may then be listed, imection with the grants under the Plan. The foirego
notwithstanding, the Company shall not be obligatedsue or deliver Common Stock under the Plaudh issuance or delivery would violate stateedefal
securities laws.

15. Employment and Service Rights. Nothing in the Plan or any award pursuant to tfeRBhall (i) confer upon any employee any righteacontinued in
the employment of an Employer or interfere in araywvith the Employer’s right to terminate the enygle’'s employment at will at any time, for any reasgith
or without cause, or to decrease the employee’eosation or benefits, or (ii) confer upon any perengaged by an Employer any right to be retagared
employed by the Employer or to the continuatiorieasgion, renewal or modification of any compensataontract or arrangement with or by the Employer.

16. Rights as a Shareholder. The recipient of any award under the Plan shalehayrights as a shareholder with respect to aagestof Common Stock
until the date the recipient becomes the holdeeodrd of those shares. Except as otherwise exprmess/ided in the Plan, no adjustment shall be enfaa
dividends or other rights for which the record dateurs before the date the recipient becomesdtiehof record.
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APPENDIX F

ELECTRO SCIENTIFIC INDUSTRIES, INC.
AMENDED AND RESTATED 2000 STOCK OPTION INCENTIVE PL AN

1. Purpose. The purpose of this Amended and Restated 200k S2ption Incentive Plan (the “Plan”) is to enaBlectro Scientific Industries, Inc. (the
“Company”)to attract and retain the services of selected eyegls, officers and directors of the Company orangnt or subsidiary of the Company. For purp
of this Plan, a person is considered to be emplbyear in the service of the Company if the persoamployed by or in the service of any entity (tBenployer”)
that is either the Company or a parent or subsgidiaithe Company.

2. Shares Subject to the Plan. Subject to adjustment as provided below and &ti®e 12, the shares to be offered under the Rialt sonsist of Common
Stock of the Company (“Common Stock”), and theltotanber of shares of Common Stock that may beessuinder the Plan shall be 2,000,000 shares pius an
shares that at the time the Plan is approved liekbllers are available for grant under the Comisal889 Stock Option Plan, as in effect June 2802he
“1989 Plan”), or that may subsequently become aftgl for grant under the 1989 Plan through therakiph, termination, forfeiture or cancellationgrfints. An
aggregate of 4,400,000 shares were reserved faarise under the 1989 Plan. If an option, stockexgation right or Performance-Based Award grantedien the
Plan expires, terminates or is canceled, the uaisshares subject to that option, stock appreaiaight or Performance-Based Award shall againvaglable
under the Plan. If shares awarded as a bonus purgu8ection 9 or sold pursuant to Section 10 vttt Plan are forfeited to or repurchased by tbm@any, the
number of shares forfeited or repurchased shalhdgaavailable under the Plan.

3. Effective Date and Duration of Plan.

3.1 EffectiveDate. The Plan shall become effective as of June 23, 28060nventive Stock Option (as defined in Sectoh below) granted under the
Plan shall become exercisable, however, until tha B approved by the affirmative vote of the feoklof a majority of the shares of Common Stockesgnted at
a shareholders meeting at which a quorum is preaadtthe exercise of any Incentive Stock Optiaasigd under the Plan before approval shall beitiondd on
and subject to that approval. Subject to this tnin, options may be granted under the Plan atiergyafter the effective date and before termoradf the Plan.

3.2 Duration. The Plan shall continue in effect until all shaagsilable for issuance under the Plan have beepdsand all restrictions on the shares
have lapsed. The Board of Directors may suspemerorinate the Plan at any time except with resfzeoptions, Performance-Based Awards, stock apgtieoi
rights and shares subject to restrictions thentaoding under the Plan. Termination shall not adféery outstanding options, Performance-Based Awatdsk
appreciation rights or any right of the Companyepurchase shares or the forfeitability of shasssed under the Plan.

4, Administration.



4.1 Board of Directors. The Plan shall be administered by the Board of @ines of the Company, which shall determine andgese the individuals to
whom awards shall be made, the amount of the aveardshe other terms and conditions of the awa&dbject to the provisions of the Plan, the BoarBioéctors
may adopt and amend rules and regulations rel&tiagiministration of the Plan, advance the lapsengfwaiting period, accelerate any exercise dedéye or
modify any restriction applicable to shares (exdbpte restrictions imposed by law) and make &koteterminations in the judgment of the Boar®éctors
necessary or desirable for the administration efRfan. The interpretation and construction offfwvisions of the Plan and related agreements éBtard of
Directors shall be final and conclusive. The Boafr®Directors may correct any defect or supply amjssion or reconcile any inconsistency in the RIiam any
related agreement in the manner and to the extdeeims expedient to carry the Plan into effeal,the Board of Directors shall be the sole and firdge of such
expediency.

4.2 Committee. The Board of Directors may delegate to any committethe Board of Directors (the “Committee”) anyadl authority for
administration of the Plan. If authority is delezrhto the Committee, all references to the Boardigdctors in the Plan shall mean and relate tadChmmittee,
except (i) as otherwise
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provided by the Board of Directors and (ii) thatyotine Board of Directors may amend or terminatePten as provided in Sections 3 and 13.
5. Types of Awards; Eligibility; Limitations.

5.1 Typesof Awards, Eligibility. The Board of Directors may, from time to time, take following actions, separately or in combinafiander the Plan:
(i) grant Incentive Stock Options, as defined icti®® 422 of the Internal Revenue Code of 198@&rasnded (the “Code”), as provided in Sections@®2 and 8;
(i) grant options other than Incentive Stock Opd“Non-Statutory Stock Options”) as provided gcSons 6.1, 6.3 and 8; (iii) grant stock appréoiatights as
provided in Sections 7 and 8; (iv) award stock Emsuincluding bonuses in the form of restrictedlstunits) as provided in Section 9; (v) sell skaebject to
restrictions as provided in Sections 10; (vi) awedformance-Based Awards as provided in Sectiodivards may be made to employees, including engaey
who are officers or directors, and to non-emplogieectors; provided, however, that only employekethe Company or any parent or subsidiary of thenGany
(as defined in subsections 424(e) and 424(f) ofabde) are eligible to receive Incentive Stock Gpsiunder the Plan. The Board of Directors shidics¢he
individuals to whom awards shall be made and sipatify the action taken with respect to each iiddial to whom an award is made.

5.2 Per Employee ShareLimitations. No employee may be granted options and/or stockeafgiion rights for more than an aggregate of 800 share
of Common Stock in any calendar year; provided, éwmw, that to the extent the annual limitationas fully used in any year for an employee, any shanot used
may be added to the number of shares for whiclonptand/or stock appreciation rights may be grarte¢dat employee in any future year.

5.3 Prohibition on Option Repricing.  Except as provided in Section 11, without the paipproval of the Company’s shareholders, an opsisued
under the Plan may not be repriced by loweringoitgon exercise price or by cancellation of an w@utding option with a subsequent replacement aarggf an
option with a lower exercise price.

5.4 Maximum Number of Shares|ssuable Upon Exerciseof ISOs.  The maximum aggregate number of shares of Commurk $hat may be issued
under the Plan upon exercise of Incentive StockdDptshall be equal to the sum of those sharesa@ifor grant under the Plan at July 15, 2004 jglny shares
that may subsequently become available for gradéuthe Plan or the 1989 Plan through the expmat&rmination, forfeiture or cancellation of grsynivhich will
not exceed 4,074,175 shares.

6. Stock Options.
6.1 General Rules Relating to Options.

6.1-1 Termsof Grant. The Board of Directors may grant options underRlan. With respect to each option grant, the Badidirectors shall
determine the number of shares subject to the mpii@ exercise price, the period of the optios,ttime or times at which the option may be exectiesd
whether the option is an Incentive Stock Optiom dfon-Statutory Stock Option. At the time of thargrof an option or at any time thereafter, therBax
Directors may provide that an optionee who execca® option with Common Stock of the Company saalbmatically receive a new option to purchase
additional shares equal to the number of sharesrslered and may specify the terms and conditibsaah new options.

6.1-2 Nontransferability. Each Incentive Stock Option and, unless otherwéerchined by the Board of Directors, each otheioopgranted under
the Plan by its terms (i) shall be nonassignabteramtransferable by the optionee, either volulytari by operation of law, except by will or by thkevs of
descent and distribution of the state or countrihefoptionee’s domicile at the time of death, @ndluring the optionee’s lifetime, shall be exisable only by
the optionee.

6.1-3 Purchase of Shares. Unless the Board of Directors determines otherwisegr before the date specified for completiothef purchase of
shares pursuant to an option exercise, the optionet pay the Company the full purchase price @$¢hshares in cash or by check or, with the corefehe
Board of Directors, in whole or in part, in Comm8tock of the Company valued at fair market valestricted stock
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or other contingent awards denominated in eittagksbr cash, promissory notes and other forms p$icieration. Unless otherwise determined by therdoé
Directors, any Common Stock provided in paymerthefpurchase price must have been previously sedjaind held by the optionee for at least six months
The fair market value of Common Stock providedayment of the purchase price shall be the closiiog f the Common Stock last reported before ithe t
payment in Common Stock is made or, if earlier, ootied to be made, if the Common Stock is publichded, or another value of the Common Stock as
specified by the Board of Directors. No sharesldfmissued until full payment for the shares hesrbmade, including all amounts owed for tax wittimgy.
With the consent of the Board of Directors, an @ptie may request the Company to apply automatittadlghares to be received upon the exercise oftop
of a stock option (even though stock certificatagennot yet been issued) to satisfy the purchase for additional portions of the optic



6.1-4 Limitations on Grants to Non-Exempt Employees. Unless otherwise determined by the Board of Dine;tid an employee of the Company
or any parent or subsidiary of the Company is aexempt employee subject to the overtime compeamsatiovisions of Section 7 of the Fair Labor Stadda
Act (the “FLSA"), any option granted to that empésyshall be subject to the following restrictiofisthe option price shall be at least 85 percérhe fair
market value, as described in Section 6.2-4, ofXbemon Stock subject to the option on the dategtanted; and (ii) the option shall not be exsable until
at least six months after the date it is grantedyvided, however, that this six-month restrictionexercisability will cease to apply if the empleydies,
becomes disabled or retires, there is a changeneiship of the Company, or in other circumstarpesnitted by regulation, all as prescribed in Secii(e)(8)
(B) of the FLSA.

6.2 Incentive Stock Options. Incentive Stock Options shall be subject to théofeing additional terms and conditions:

6.2-1 Limitation on Amount of Grants. If the aggregate fair market value of stock (detaad as of the date the option is granted) for Wwhic
Incentive Stock Options granted under this Plaw @my other stock incentive plan of the Companisoparent or subsidiary corporations, as defimed i
subsections 424(e) and 424(f) of the Code) arecesahle for the first time by an employee during aalendar year exceeds $100,000, the portioneobition
or options not exceeding $100,000, to the extemitafle shares, will be treated as an IncentivelS@ution and the remaining portion of the optioroptions
will be treated as a Non-Statutory Stock Optione Pheceding sentence will be applied by takingamginto account in the order in which they werenged.
If, under the $100,000 limitation, a portion of @ption is treated as an Incentive Stock Optionthedemaining portion of the option is treated &oa-
Statutory Stock Option, unless the optionee deségnatherwise at the time of exercise, the optieneeercise of all or a portion of the option viok treated as
the exercise of the Incentive Stock Option portidithe option to the full extent permitted undez 81.00,000 limitation. If an optionee exercise®ption that
is treated as in part an Incentive Stock Optioniarghrt a NonStatutory Stock Option, the Company will desigrtateportion of the stock acquired pursuar
the exercise of the Incentive Stock Option porigrincentive Stock Option stock by issuing a separertificate for that portion of the stock andrndfying the
certificate as Incentive Stock Option stock insitsck records.

6.2-2 Limitations on Grants to 10 percent Shareholders. An Incentive Stock Option may be granted underfaa to an employee possessing
more than 10 percent of the total combined votioger of all classes of stock of the Company or jganent or subsidiary (as defined in subsectionge)2hd
424(f) of the Code) only if the option price isleast 110 percent of the fair market value, asrilesst in Section 6.2-4, of the Common Stock subjedhe
option on the date it is granted and the optioitdierms is not exercisable after the expiratibfive years from the date it is granted.

6.2-3 Duration of Options.  Subject to Sections 6.2-2, 8.1 and 8.2, IncentteelSOptions granted under the Plan shall continweffect for the
period fixed by the Board of Directors, except thatits terms no Incentive Stock Option shall bereisable after the expiration of 10 years fromdhte it is
granted.

6.2-4 Option Price. The option price per share shall be determinedbyBoard of Directors at the time of grant. Exapprovided in Section 6.2-
2, the option price shall not be less than 100gyerof
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the fair market value of the Common Stock covergthle Incentive Stock Option at the date the opisogranted. The fair market value shall be thsiolp
price of the Common Stock last reported on the theeption is granted, if the stock is publiclgded, or another value of the Common Stock as fape:tiy
the Board of Directors.

6.2-5 Limitation on Time of Grant.  No Incentive Stock Option shall be granted on ¢erathe tenth anniversary of the last action byBbard of
Directors adopting the Plan or approving an ineaaghe number of shares available for issuanderutihe Plan, which action was subsequently approve
within 12 months by the shareholders.

6.2-6 Early Dispositions. If within two years after an Incentive Stock Optisrgranted or within 12 months after an Incen®teck Option is
exercised, the optionee sells or otherwise dispos€®mmon Stock acquired on exercise of the Optio® optionee shall within 30 days of the sale or
disposition notify the Company in writing of (i)étdate of the sale or disposition, (ii) the amaeatized on the sale or disposition and (iii) tla¢une of the
disposition (e.g., sale, gift, etc.).

6.3 Non-Statutory Stock Options.  Non-Statutory Stock Options shall be subject tofttlewing terms and conditions, in addition to siecset forth in
Sections 6.1 and 8.

6.3-1 Option Price. The option price for Non-Statutory Stock Optionalshe determined by the Board of Directors atttivee of grant and may be
any amount determined by the Board of Directors.

6.3-2 Duration of Options.  Non-Statutory Stock Options granted under the Blail continue in effect for the period fixed by tBoard of
Directors, except that no Non-Statutory Option kbalexercisable after the expiration of 10 yeswssfthe date it is granted.

7. Stock Appreciation Rights.

7.1 Grant. Stock appreciation rights may be granted undePtha by the Board of Directors, subject to sucksuterms, and conditions as the Board of
Directors prescribes. The Board of Directors mayvjate that stock appreciation rights may be gramezlibstitution for stock options granted under Btan. Witt
respect to each grant, the Board shall determim@&tmber of shares subject to the stock appreniatbt, the exercise price of the stock apprearatight, the
period of the stock appreciation right, and theetion times at which the stock appreciation righyia exercised. Stock appreciation rights shaltinoe in effect
for the period fixed by the Board of Directors.

7.2 Stock Appreciation Rights Granted in Connection with Options. I a stock appreciation right is granted in coni@tivith an option, the stock
appreciation right shall be exercisable only toegktent and on the same conditions that the relgéidn could be exercised. Upon exercise of akstéppreciation
right, any option or portion thereof to which thedk appreciation right relates terminates. Ifacktappreciation right is granted in connectiorhveéh option, upo
exercise of the option, the stock appreciationtragtportion thereof to which the grant relatesrierates.



7.3 Exercise.  Each stock appreciation right shall entitle thedieol upon exercise, to receive from the Compargxohange therefor an amount equal in
value to the excess of the fair market value ordtite of exercise of one share of Common StockefXompany over the exercise price as determingdeby
Board of Directors (or, in the case of a stock apjation right granted in connection with an optitire option price per share under the option t&wthe stock
appreciation right relates), multiplied by the nienbf shares covered by the stock appreciation,ratportion thereof, that is surrendered. Payrbgrthe
Company upon exercise of a stock appreciation rigdat be made in Common Stock valued at fair marékte, in cash, or partly in Common Stock and partl
cash, all as determined by the Board of Directéos.this purpose, the fair market value of the Camr8tock shall be the closing price of the CommtutiSlast
reported before the time of exercise, or such oth&re of the Common Stock as specified by the 8o&Directors.

7.4 Fractional Shares.  No fractional shares shall be issued upon exerfisestock appreciation right. In lieu thereof,ltasay be paid in an amount
equal to the value of the fraction or, if the Boafdirectors shall determine, the number of shaneg be rounded downward to the next whole share.
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7.5 Nontransferability.  Each stock appreciation right granted in conneatiith an Incentive Stock Option and, unless othsewdetermined by the
Board of Directors, each other stock appreciatightrgranted under the Plan, by its terms shaldreassignable and nontransferable by the holdéerei
voluntarily or by operation of law, except by wilt by the laws of descent and distribution of ttagesor country of the holder’s domicile at thediof death, and
each stock appreciation right by its terms shakxercisable during the holder’s lifetime only e tholder.

8. Exercise of Options and Stock Appreciation Rights

8.1 Exercise. Except as provided in Section 8.2 or as determinetthe Board of Directors, no option or stock apfaton right granted under the Plan
may be exercised unless at the time of exercishdider is employed by or in the service of the @any and shall have been so employed or provideld su
service continuously since the date the optiortasksappreciation right was granted. Except asigexVin Sections 8.2 and 12, options and stockesgigtion
rights granted under the Plan may be exercised fimoen to time over the period stated in each optipatock appreciation right in amounts and at sipeescribed
by the Board of Directors, provided that optiond atock appreciation rights may not be exercisedréxtional shares. Unless otherwise determinethbyBoard
of Directors, if a holder does not exercise anaptr stock appreciation right in any one yeartfier full number of shares to which the holder istienl in that
year, the holder’s rights shall be cumulative drelholder may acquire those shares in any subsegeanduring the term of the option or stock apfaton right.

8.2 Termination of Employment or Service.

8.2-1 General Rule. Unless otherwise determined by the Board of Dine;tib a holder’s employment or service with then@many terminates for
any reason other than because of total disabitiyeath as provided in Sections 8.2-2 and 8.2s3phher option or stock appreciation right mayekercised at
any time before the expiration date of the optiostock appreciation right or the expiration of 8nths after the date of termination, whichevehésshorter
period, but only if and to the extent the holdesweatitled to exercise the option or stock apptegiaight at the date of termination.

8.2-2 Termination Because of Total Disability. Unless otherwise determined by the Board of Dine;tib a holder’'s employment or service with
the Company terminates because of total disabhlig/pr her option or stock appreciation right nbayexercised at any time before the expiration datke
option or stock appreciation right or before théed2 months after the date of termination, whi@nés the shorter period, but only if and to theeexthe
holder was entitled to exercise the option or stgfreciation right at the date of termination. Téren “total disability”’means a medically determinable me:
or physical impairment that is expected to resutiéath or has lasted or is expected to last émnéinuous period of 12 months or more and thaténopinion
of the Company and two independent physicians,esatie holder to be unable to perform his or héedas an employee, director or officer of the Exyer
and unable to be engaged in any substantial gaacfidity. Total disability shall be deemed to hageurred on the first day after the two independen
physicians have furnished their written opiniortaifl disability to the Company and the Companyreashed an opinion of total disability.

8.2-3 Termination Because of Death. Unless otherwise determined by the Board of Dinex;ti a holder dies while employed by or providing
service to the Company, his or her option or semfreciation right may be exercised at any timetgethe expiration date of the option or stock apjation
right or before the date 12 months after the datkeath, whichever is the shorter period, but ahénd to the extent the holder was entitled toreise the
option or stock appreciation right at the date editth and only by the person or persons to whorhalger’s rights under the option or stock appreoiatight
shall pass by the holder’s will or by the laws efdent and distribution of the state or countrglarhicile at the time of death.

8.2-4 Amendment of Exercise Period Applicable to Terminabn. The Board of Directors may at any time extend tmedhth and 12-month
exercise periods any length of time not longer tienoriginal expiration date of the option or &@ppreciation right. The Board of Directors mayay time
increase the

F-5

portion of an option or stock appreciation rigtttis exercisable, subject to terms and conditéiermined by the Board of Directors.

8.2-5 Failure to Exercise Option or Stock Appreciation Rght.  To the extent that the option or stock appreciatight of any deceased holder or
any holder whose employment or service terminat@®i exercised within the applicable period, @ittier rights to purchase shares pursuant to ttieropr
stock appreciation right shall cease and terminate.

8.2-6 Leave of Absence. Absence on leave approved by the Employer or oawatof iliness or disability shall not be deemeeraination or
interruption of employment or service. Unless otfise determined by the Board of Directors, vestifigptions and stock appreciation rights shall carg
during a medical, family or military leave of abseror other leave approved by the Employer, wheihé&t or unpaid, and vesting of options and stock
appreciation rights shall be suspended during dimgrainpaid leave of absence.

8.3 Notice of Exerciseor Surrender.  Unless the Board of Directors determines othervebares may be acquired pursuant to an optiorook st
appreciation right granted under the Plan only ujpenCompan’s receipt of written notice from the holder of th@der's binding commitment to purchase sha



specifying the number of shares the holder desiresquire under the option or stock appreciatightrand the date on which the holder agrees toptete
the transaction, and, if required to comply with Becurities Act of 1933, containing a represemnatiat it is the holder’s intention to acquire hares for
investment and not with a view to distribution. &g the Board of Directors determines otherwiss) aaay be paid upon surrender of a stock appreniatjht
granted under the Plan only upon the Company’speoéwritten notice from the holder of the holtebinding commitment to surrender the stock apiptém
right, specifying the number of shares subjech&stock appreciation right being surrendered hadiate on which the holder agrees to completsutrender.

8.4 Tax Withholding.  Each holder who has exercised an option or stopkeggation right shall, immediately upon notificatiof the amount due, if any,
pay to the Company in cash or by check amountsssacg to satisfy any applicable federal, statelacal tax withholding requirements. If additionaitiholding
is or becomes required (as a result of exercisaafption or stock appreciation right or as a tesiullisposition of shares acquired pursuant toa@sge of an optiol
or stock appreciation right) beyond any amount dépd before delivery of the certificates, the leoldhall pay such amount, in cash or by checkhedtompany
on demand. If the holder fails to pay the amoumaeded, the Company or the Employer may withhadd éimount from other amounts payable to the holder,
including salary, subject to applicable law. Witle tonsent of the Board of Directors, a holder s&tisfy this obligation, in whole or in part, bystructing the
Company to withhold from the shares to be issuazhigxercise or by delivering to the Company ottaras of Common Stock; provided, however, that the
number of shares so withheld or delivered in cotioeavith an option exercise shall not exceed theimum amount necessary to satisfy the requiretivaitding
obligation.

8.5 Reduction of Reserved Shares.  Upon the exercise of an option or stock appreaiatight, the number of shares reserved for issuander the Plan
shall be reduced by the number of shares issuen exercise of the option or stock appreciationtriffash payments of stock appreciation rights stalreduce
the number of shares of Common Stock reserved$mance under the Plan.

9. Stock Bonuses. The Board of Directors may award shares undePthae as stock bonuses, including restricted stimits that provide for delivery of
Common Stock at a later date. Shares awarded asus Ishall be subject to the terms, conditionsrasttictions determined by the Board of Directdiise
restrictions may include restrictions concerniramsferability and forfeiture of the shares awardegether with any other restrictions determinedhgyBoard of
Directors. The Board of Directors may require teeipient to sign an agreement as a condition o&thard, but may not require the recipient to pay monetary
consideration other than amounts necessary tdystdiswithholding requirements. The agreement m@ytain any terms, conditions, restrictions, repnégtions
and warranties required by the Board of Directdhe certificates representing the shares awardatllsar any legends required by the Board of Dinec The
Company may require any recipient of a stock bdaymy to the Company in cash or by check upon denaaounts necessary to satisfy any applicabled&de
state or local tax withholding requirements. If teeipient fails to pay the amount demanded, the@my or the Employer may withhold that amount fratmer
amounts payable to the recipient, including salsmpject
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to applicable law. With the consent of the Boardatctors, a recipient may satisfy this obligationwhole or in part, by instructing the Compaoywtithhold
from any shares to be issued or by delivering éo@bmpany other shares of Common Stock; providegeher, that the number of shares so withheld tiveted
shall not exceed the minimum amount necessarytigfisthe required withholding obligation. Upon tissuance of a stock bonus, the number of shasesved
for issuance under the Plan shall be reduced bguh#er of shares issued.

10. Restricted Stock.

10.1 Restricted Stock.  The Board of Directors may issue shares under e fBr any consideration (including promissoryesand services)
determined by the Board of Directors. Shares issunei@r the Plan shall be subject to the terms,itiond and restrictions determined by the Boar®wéctors.
Subject to the provisions of the Plan, the restnie may include restrictions concerning transféitgbrepurchase by the Company and forfeituréhef shares
issued, together with any other restrictions deieeh by the Board of Directors. All Common Stocgusd pursuant to this Section 10.1 shall be subjest
Restricted Stock Agreement, which shall be exechyetthe Company and the prospective recipient @fstiares before the delivery of certificates remrgsg the
shares. The Agreement may contain any terms, gondijtrestrictions, representations and warramégaired by the Board of Directors.

10.2 Other Provisions. The certificates representing shares of restristeck shall bear any legends required by the BoaRirectors. The Company
may require any participant receiving restrictamtktto pay to the Company in cash or by check ufmmnand amounts necessary to satisfy any applitediézal,
state or local tax withholding requirements. If gaticipant fails to pay the amount demandedQbmpany or the Employer may withhold that amouoirfrother
amounts payable to the participant, including salsmbject to applicable law. With the consenthaf Board of Directors, a participant may satisfg tibligation,
in whole or in part, by instructing the Companyaithhold from any shares to be issued or by delingeto the Company other shares of Common Stoakiged,
however, that the number of shares so withheldetivered shall not exceed the minimum amount necgds satisfy the required withholding obligatidspon the
issuance of restricted stock, the number of shaserved for issuance under the Plan shall be egdlog the number of shares issued.

11. Performance-Based Awards. The Board of Directors may grant awards intendegualify as qualified performance-based compémsainder Section
162(m) of the Code and the regulations thereuritRarformance-Based Awards”). Performance-Based Awahall be denominated at the time of grant either
Common Stock (“Stock Performance Awards”) or inl@iohmounts (“Dollar Performance Awards”). Paymemder a Stock Performance Award or a Dollar
Performance Award shall be made, at the discretfdhe Board of Directors, in Common Stock (“Penfiance Shares”), or in cash or in any combinatienetbi.
Performance-Based Awards shall be subject to thasfimg terms and conditions:

11.1 Award Period. The Board of Directors shall determine the peribtime for which a Performance-Based Award is mébe “Award Period”).

11.2 Performance Goals and Payment. The Board of Directors shall establish in writingjexctives (“Performance Goals”) that must be methay
Company or any subsidiary, division or other ufiithe Company (“Business Unit”) during the AwardiBd as a condition to payment being made under the
Performance-Based Award. The Performance Goalsdoh award shall be one or more targeted levgdedbrmance with respect to one or more of thefoihg
objective measures with respect to the CompanyypBaisiness Unit: earnings, earnings per sharekgitce increase, total shareholder return (sfoae
increase plus dividends), return on equity, returrassets, return on capital, economic value addgdnues, operating income, inventories, inventomnys, cash
flows, or any of the foregoing before the effectofjuisitions, divestitures, accounting changed,rastructuring and special charges (determinedrdtty to
criteria established by the Board of Directors)e Board of Directors shall also establish the nunolb@erformance Shares or the amount of cash patytode
made under a Performance-Based Award if the Pediocen Goals are met or exceeded, including thedigfra maximum payment (subject to Section 11.4 T
Board of Directors may establish other restrictitmpayment under a Performance-Based Award, ssiehcantinued employment requirement, in additon t
satisfaction of the Performance Goals. Some @fdlie Performance Shares may be issued at theofithe award as restricted shares subject toiforéein



whole or in part if Performance Goals or, if apabée, other restrictions are not satisfied.
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11.3 Computation of Payment.  During or after an Award Period, the performancéhef Company or Business Unit, as applicable, duttie period she
be measured against the Performance Goals. Ifdtferfhance Goals are not met, no payment shalldmemnder a PerformanBased Award. If the Performar
Goals are met or exceeded, the Board of Directuall sertify that fact in writing and certify theimber of Performance Shares earned or the amowaisbf
payment to be made under the terms of the PerfareiBased Award.

11.4 Maximum Awards.  No participant may receive in any fiscal year StBekformance Awards under which the aggregate atppayable under the
Awards exceeds the equivalent of 200,000 shar€uofmon Stock or Dollar Performance Awards underctvitihe aggregate amount payable under the Awards
exceeds $4,000,000.

11.5 Tax Withholding.  Each participant who has received Performance Sthnal, upon notification of the amount due, pashe Company in cash or
by check amounts necessary to satisfy any appéidableral, state and local tax withholding requigats. If the participant fails to pay the amounndeded, the
Company or the Employer may withhold that amouairflother amounts payable to the participant, inolmdalary, subject to applicable law. With the semt of
the Board of Directors, a participant may satiiig bbligation, in whole or in part, by instructittee Company to withhold from any shares to beddsar by
delivering to the Company other shares of CommaolStprovided, however, that the number of shacededivered or withheld shall not exceed the minimu
amount necessary to satisfy the required withhgldibligation.

11.6 Effecton SharesAvailable.  The payment of a Performance-Based Award in caalh st reduce the number of shares of Common Stesérved
for issuance under the Plan. The number of shdr€smmon Stock reserved for issuance under the $Hah be reduced by the number of shares issued up
payment of an award. Cash payments of Performamsed3Awards shall not reduce the number of shdr€smmon Stock reserved for issuance under the Plan

12. Changes in Capital Structure.

12.1 Stock Splits, Stock Dividends.  If the outstanding Common Stock of the Companyeiehfter increased or decreased or changed irxchianged
for a different number or kind of shares or othegwsities of the Company by reason of any stock, sgmbination of shares, dividend payable in shar
recapitalization or reclassification, appropriatguatment shall be made by the Board of Directorthe number and kind of shares available for grantler the
Plan and in all other share amounts set forthénRttan. In addition, the Board of Directors shadlke appropriate adjustment in the number and kirsthares as to
which outstanding options and stock appreciatights, or portions thereof then unexercised, stebxercisable, so that the holder’s proportionaterest before
and after the occurrence of the event is maintaiNetlvithstanding the foregoing, the Board of Dites shall have no obligation to effect any adjwestirthat
would or might result in the issuance of fractioslahres, and any fractional shares resulting froynaaljustment may be disregarded or provided f@niy manner
determined by the Board of Directors. Any such stiflents made by the Board of Directors shall belcsive.

12.2 Mergers, Reorganizations, Etc.  In the event of a merger, consolidation, plan afrenge, acquisition of property or stock, split-sypljt-off, spin-
off, reorganization or liquidation to which the Cpamy is a party or any sale, lease, exchange er trinsfer (in one transaction or a series otedl&ransactions)
of all, or substantially all, of the assets of @empany (each, a “Transactionthe Board of Directors shall, in its sole discratand to the extent possible under
structure of the Transaction, select one of thiefahg alternatives for treating outstanding opti@nd stock appreciation rights under the Plan:

12.2-1 Outstanding options and stock appreciaiights shall remain in effect in accordance wfitkir terms.

12.22 Outstanding options and stock appreciation sighgll be converted into options and stock apatieci rights to purchase stock in one or moi
the corporations, including the Company, that heesurviving or acquiring corporations in the Tiatgon. The amount, type of securities subjectetoeand
exercise price of the converted options and stpgkexiation rights shall be determined by the BadrDirectors of the Company, taking into accoum t
relative values of the companies involved in tharBaction and the exchange rate, if any, usedt@rrdaing shares of the surviving corporation(shéoheld
by holders
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of shares of the Company following the Transactidnless otherwise determined by the Board of Dines;tthe converted options and stock appreciatgts
shall be vested only to the extent that the vestggirements relating to options granted hereuhdee been satisfied.

12.2-3 The Board of Directors shall provide &qmof 30 days or less before the completion ef Thansaction during which outstanding options and
stock appreciation rights may be exercised to xtent then exercisable, and upon the expiraticthaif period, all unexercised options and stock egiption
rights shall immediately terminate. The Board ofddtors may, in its sole discretion acceleratesttercisability of options and stock appreciatiazhts so that
they are exercisable in full during that period.

12.3 Dissolution of the Company. In the event of the dissolution of the Companyja and stock appreciation rights shall be treatextcordance
with Section 12.2-3.

12.4 Rightslssued by Another Corporation.  The Board of Directors may also grant options, lstmgpreciation rights, stock bonuses and Perforeanc
Based Awards and issue restricted stock underldrevidth terms, conditions and provisions that viigym those specified in the Plan, provided that such
awards are granted in substitution for, or in catioa with the assumption of, existing options c&tappreciation rights, stock bonuses, Performaased
Awards or restricted stock granted, awarded oreiddwy another corporation and assumed or othegezed to be provided for by the Company pursuaat by
reason of a Transaction.

13. Amendment of the Plan. The Board of Directors may at any time modifyaarend the Plan in any respect. Except as provid&gction 12, however, 1



change in an award already granted shall be matthwtithe written consent of the holder of the ahithe change would adversely affect the holder.

14. Approvals. The Company'’s obligations under the Plan are stijethe approval of state and federal authoritieagencies with jurisdiction in the
matter. The Company will use its best efforts tatateps required by state or federal law or appl&regulations, including rules and regulatiohthe Securities
and Exchange Commission and any stock exchangéhimihthe Company’s shares may then be listed, imection with the grants under the Plan. The forego
notwithstanding, the Company shall not be obligateidsue or deliver Common Stock under the Planiéh issuance or delivery would violate stateedefal
securities laws.

15. Employment and Service Rights. Nothing in the Plan or any award pursuant toRta shall (i) confer upon any employee any righté continued in
the employment of an Employer or interfere in araywvith the Employer’s right to terminate the enygle’'s employment at will at any time, for any reaswith
or without cause, or to decrease the employee’eosation or benefits, or (ii) confer upon any perengaged by an Employer any right to be retaamed
employed by the Employer or to the continuatiorieasion, renewal or modification of any compensataontract or arrangement with or by the Employer.

16. Rights as a Shareholder. The recipient of any award under the Plan shalemo rights as a shareholder with respect teshayes of Common Stock
until the date the recipient becomes the holdeeodrd of those shares. Except as otherwise express/ided in the Plan, no adjustment shall be enfad
dividends or other rights for which the record dateurs before the date the recipient becomesdtuehof record.
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APPENDIX G

ELECTRO SCIENTIFIC INDUSTRIES, INC.
1990 EMPLOYEE STOCK PURCHASE PLAN
As Amended October 29, 2003

1. Purpose of the Plan Electro Scientific Industries, Inc. (the “Comp&nbelieves that ownership of shares of its Comr&tock by employees of the
Company and its Participating Subsidiaries (hefegnaefined) is desirable as an incentive to bgiéeformance and improvement of profits, and agans by
which employees may share in the rewards of gramthsuccess. The purpose of the Company’s 1990dyemIStock Purchase Plan (the “Plan”) is to proeide
convenient means by which employees of the CompadyParticipating Subsidiaries may purchase theg@owyis shares through payroll deductions and a me
by which the Company may assist and encourageesmgioyees to become share owners.

2. Shares Reserved for the PlanThere are 1,900,00000,000] shares of the Company’s authorized but unissuedamguired Common Stock, no par value,
reserved for purposes of the Plan. The numberafestreserved for the Plan and other share limiise Plan are subject to adjustment in the evieany stock
dividend, stock split, combination of shares, rétzdigation or other change in the outstanding Camr8tock of the Company. The determination of waetn
adjustment shall be made and the manner of anyadjastment shall be made by the Board of Direadbthe Company, which determination shall be cosige.

3. Administration of the Plan . The Plan shall be administered by the Board oé&ors. The Board of Directors may promulgatesualed regulations for the
operation of the Plan, adopt forms for use in cetina with the Plan, and decide any question ddriptetation of the Plan or rights arising thereund@be Board
of Directors may consult with counsel for the Compan any matter arising under the Plan. All detaations and decisions of the Board of Directoralidhe
conclusive. Notwithstanding the foregoing, the Bbaf Directors, if it So desires, may delegatei® Compensation Committee of the Board the aughfait
general administration of the Plan.

4. Eligible Employees. Except as indicated below, all full-time employed the Company and all full-time employees ofteatthe Company’s subsidiary
corporations which is designated by the Board oé&brs of the Company as a participant in the Ranh participating subsidiary being hereinaftdfet a
“Participating Subsidiary”) are eligible to parfiaite in the Plan. Any employee who would, afteuechase of shares under the Plan, own or be deémddr
Section 424(d) of the Internal Revenue Code of 188@&mended (the “Code™)) to own stock (includitmck subject to any outstanding options held ley th
employee) possessing 5 percent or more of the ¢otabined voting power or value of all classesto€ls of the Company or any parent or subsidiarthef
Company, shall be ineligible to participate in fan. A “full-time employee” is one who is in theti@e service of the Company or a Participating sdilary
excluding, however, any employee whose customampi@ment is 20 hours or less per week or whoseoouasty employment is for not more than five montas
calendar year.

5. Offerings.

(a) Offeringsand Purchase Periods. The Plan shall be implemented by a series oflapping 24-month offerings (the “Offerings”), withnew Offering
commencing on January 15, April 15, July 15 ando®et 15 of each year beginning in January 20040/tingly, up to eight separate Offerings may bprioces:
at any time, but an employee may only participaterie Offering at a time. The first day of eached@iffg is the “Offering Datefor that Offering and each Offerir
shall end on the second anniversary of its Offebiage.

Each Offering shall be divided into eight three-mioRurchase Periods, one of which shall end on &achary 14, April 14, July 14 and October 14 dyrin
the term of the Offering. The last day of each Rase Period is a “Purchase Date” for the applic@lflering. Notwithstanding the foregoing, (1) th&&ing that
began on January 8, 2003 and ends on January Z skall be governed by the Plan as amended Feb24a000, and
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(2) the Offering that begins in January 2004 sbadiin on January 8, 2004 and end on January 14, & the first Purchase Date relating to suchrdiffeshall
be April 14, 2004



(b) Grants; Limitations. On each Offering Date, each eligible employedl &igagranted an option under the Plan to purclshsees of Common Stock on
the Purchase Dates for the Offering for the priednined under paragraph 7 of the Plan exclusibetugh payroll deductions authorized under paplg6 of
the Plan; provided, however, that (a) no optiodlgemit the purchase of more than 500 sharesngrPairchase Date, and (b) no option may be gramiddr the
Plan that would allow an employeeright to purchase shares under all stock purcblass of the Company and its parents and sub&ditr which Section 423
the Code applies to accrue at a rate that exce25J8@ of fair market value of shares (determirtetiedate of grant) for each calendar year in tvisiech option
is outstanding.

(c) Insufficient Shares. If there is an insufficient number of reservedrgls of Common Stock to permit the full exercisalbéxisting rights to purchase
shares, or if the legal obligations of the Compprohibit the issuance of all shares purchasable tipe full exercise of such rights, the plan adsthaitor shall
make a pro rata allocation of the shares remaiauzgjable in as nearly a uniform and equitable neams possible, based pro rata on the aggregaterdasnihen
credited to each participant’s account. In suchmgyaayroll deductions to be made shall be redawedrdingly and the plan administrator shall givéten notice
of such reduction to each participant affectedehgr Any amount remaining in a participant’s acadommediately after all available shares have hmechased
will be promptly remitted to such participant. Deténations made by the plan administrator in teigard shall be final, binding and conclusive orpelisons. No
deductions shall be permitted under the Plan #&iteCompany determines that no shares are available

6. Participation in the Plan .

(a) Initiating Participation . An eligible employee may participate in an Offigriunder the Plan by filing with the Company netahan 4:00 p.m., Pacific
time on the Offering Date for the Offering in whitlie employee desires to participate, forms fuedshy the Company, a subscription and payroll déaiic
authorization. Once filed, a subscription and plyteduction authorization shall remain in effeat Offerings unless amended or terminated. Thegtayr
deduction authorization will authorize the emplaygorporation to make payroll deductions from eafcthe participant’s paychecks during an Offeritiges than
a paycheck issued on the Offering Date. Payrolud&dns from any paycheck may not be less tharrdepe or more than 15 percent of the gross amdiuase
pay plus commissions, if any, payable to the pipdict for the period covered by the paycheck. {frpl deductions are made by a Participating Subasjdthat
corporation will promptly remit the amount of thediictions to the Company.

(b) Amending or Terminating Participation . After a participant has begun participating ia Bian by initiating payroll deductions, the pap#mt may not
amend the payroll deduction authorization exceat th) a participant may amend payroll deductiamseaduring each calendar quarter and (b) the j@atic may
terminate participation in the Plan at any timepto the tenth day before a Purchase Date byearitbtice to the Company. A permitted change inglhy
deductions shall be effective for any pay perioty énwritten notice is received by the Companyeast three business days prior to the payroltéffe date
published by the Company for that pay period. Bigdition in the Plan shall also terminate whenrigipant ceases to be an eligible employee forraagon,
including death or retirement. A participant may renstate participation in the Plan with resgeca particular Offering after once terminatingtdpation in the
Plan with respect to that Offering. Upon terminataf a participant’s participation in the Plan, athounts deducted from the participant’s pay angreviously
used to purchase shares under the Plan shallureedtto the participant.

(c) Suspension of Payroll Deductions When Limitations on Participation Are Exceeded. As a result of the limitations described above umdgagraph 5
(b), the amount of a participant’s payroll deducti@uring any portion of an Offering may exceedrtfaimum amount that can be applied to purchasesiuan
the next Purchase Date of that Offering. If thiswrs, then, as soon as practicable following thégipant’s written request (or earlier in the Ccang’s
discretion), payroll deductions from the participahall be suspended and any such excess
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amounts shall be refunded to the participant. Susipension shall not result either in terminatibthe participant’s participation in the Offering ineligibility of
the participant for enroliment in any new Offerifayroll deductions at the rate set forth in theigipant’s then effective payroll deduction autization form
shall automatically resume for any period underRken during which, after application of the lintites in paragraph 5(b), the participant is eligitd purchase
any Common Stock under the Plan on the next Puedbage unless the participant terminates participah accordance with paragraph 6(b).

7. Option Price. The price at which shares shall be purchased orParmghase Date in an Offering shall be the lowgapB5% of the fair market value of
a share of Common Stock on the Offering Date ofQffering (or the preceding trading day if the Qiifg Date is not a trading day) or (b) 85% of thi fmarket
value of a share of Common Stock on the Purchase @athe preceding trading day if the Purchaste Banot a trading day). The fair market value ahare of
Common Stock on any date shall be the closing mfitke Common Stock on that trading day as reddsteNASDAQ or, if the Common Stock is not reported
NASDAQ, such other reported value of the CommorctiSas shall be specified by the Board of Direct

8. Automatic Withdrawal and Re-enrollment . If the fair market value of a share of Commonc8ton any new Offering Date is less than or equahé
fair market value of a share of Common Stock orpdugicipant’s current Offering Date, every pagant in that Offering shall automatically (a) behsirawn
from such Offering after the acquisition of the rgsaof Common Stock on such Purchase Date thaggesdhe new Offering Date and (b) be enrolletiénnew
Offering commencing on the day after such Purciize.

9. Purchase of Shares All amounts withheld from the pay of a participahall be credited to his or her account undettlae by the Custodian appoin
under paragraph 10. No interest will be paid orhsagrounts, unless otherwise determined by thedBafaDirectors. On each Purchase Date, the amduhto
account of each participant will be applied to pliechase of whole shares by such participant flerQompany at the price determined under paragfaphy
cash balance remaining in a participant’s accofiat a Purchase Date because it was less thamtberd required to purchase a full share shall terred in the
participant’s account for the next Purchase Peday. other amounts in a participant’s account aft®urchase Date as a result of the limitationmnagraph 5(b)
will be repaid to the participant.

10. Delivery and Custody of Shares Shares purchased by participants pursuant tBldrewill be delivered to and held in the custoflguch investment
or financial firm (the “Custodian”) as shall be apgted by the Board of Directors. The Custodian malgl in nominee or street name certificates farsh
purchased pursuant to the Plan, and may commihgles in its custody pursuant to the Plan in aeiagcount without identification as to individysrticipants.
By appropriate instructions to the Custodian om®to be provided for that purpose, a participaay finom time to time (a) transfer into the partanp's own
name of all or part of the shares held by the Giiatofor the participant’s account and deliveryso€h shares to the participant; (b) transfer obaplart of the
shares held for the particip’s account by the Custodian to a regular individwakerage account in the particip’'s own name, either with the firm then acting



Custodian or with another firm, or (c) sell allgart of the shares held by the Custodian for thiégiant’'s account at the market price at the tthmeorder
is executed and obtain remittance of the net pdxeésale to the participant. Upon terminatiopaifticipation in the Plan, the participant may etechave the
shares held by the Custodian for the account op#ntcipant transferred and delivered in accordamith (a) above, transferred to a brokerage addoun
accordance with (b), or sold in accordance with (c)

11. Records and Statements The Custodian will maintain the records of tharPIAs soon as practicable after each Purchasedaateparticipant will
receive a statement showing the activity of hioaot since the preceding Purchase Date and thadzatm the Purchase Date as to both cash and shares
Participants will be furnished such other reportd statements, and at such intervals, as the Bidd@rectors shall determine from time to time.

12. Expense of the Plan The Company will pay all expenses incident torapen of the Plan, including costs of record kegpiaccounting fees, legal
fees, commissions and issue or transfer taxes mhases pursuant
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to the Plan and on delivery of shares to a paditipr into his or her brokerage account. The Campeéll not pay expenses, commissions or taxesrieclin
connection with sales of shares by the Custodidineatequest of a participant. Expenses to be lpaa participant will be deducted from the proceefisale prior
to remittance.

13. Rights Not Transferable. The right to purchase shares under this Plantisransferable by a participant, and such rigletxisrcisable during the
participant’s lifetime only by the participant. Upthe death of a participant, any shares held éyistodian for the participaataccount shall be transferred to
persons entitled thereto under the laws of the sthtlomicile of the participant upon a proper simgof authority.

14. Dividends and Other Distributions . Cash dividends and other cash distributionsnyf @n shares held by the Custodian will be paidenly to the
participants entitled thereto unless the Compaibgeguently adopts a dividend reinvestment plantlaagarticipant directs that his or her cash dindiebe
invested in accordance with such plan. Stock divitdeand other distributions in shares of the Commenshares held by the Custodian shall be issu#ukt
Custodian and held by it for the account of th@eesive participants entitled thereto.

15. Voting and Shareholder Communications In connection with voting on any matter submittedhe shareholders of the Company, the Custoalithin
cause the shares held by the Custodian for eatisipant’s account to be voted in accordance with instrastioom the participant or, if requested by a pgrtint
will furnish to the participant a proxy authorizitige participant to vote the shares held by thedtiisn for the participant’s account. Copies ofgalheral
communications to shareholders of the Companyheilsent to participants participating in the Plan.

16. Tax Withholding. Each participant who has purchased shares und&aheshall immediately upon notification of theamt due, if any, pay to the
Company in cash amounts necessary to satisfy gulicaple federal, state and local tax withholdirededmined by the Company to be required. If the Gamy
determines that additional withholding is requibeyond any amount deposited at the time of purchhseparticipant shall pay such amount to the Camgon
demand. If the participant fails to pay the amalderhanded, the Company may withhold that amount fsttrar amounts payable by the Company to the
participant, including salary, subject to appliealaw.

17. Responsibility and Indemnity . Neither the Company, its Board of Directors, €hestodian, any Participating Subsidiary, nor anynier, officer,
agent, or employee of any of them, shall be liablany participant under the Plan for any mistakgidgment or for any omission or wrongful act sdeesulting
from gross negligence, willful misconduct or intentl misfeasance. The Company will indemnify aadesharmless its Board of Directors, the Custodiahany
such member, officer, agent or employee againstctaim, loss, liability or expense arising out bétPlan, except such as may result from the greggence,
willful misconduct or intentional misfeasance otkientity or person.

18. Conditions and Approvals. The obligations of the Company under the Plafi slessubject to compliance with all applicabletstand federal laws a
regulations, compliance with the rules of any stexkhange on which the Company’s securities maistesl, and approval of such federal and statecaititss or
agencies as may have jurisdiction over the PlgheCompany. The Company will use its best efmdmply with such laws, regulations and rules &nabtain
such approvals.

19. Amendment of the Plan. The Board of Directors of the Company may fromtito time amend the Plan in any and all respegtgpt that without th
approval of the shareholders of the Company, therdof Directors may not increase the number ofesheeserved for the Plan or decrease the purghneseof
shares offered pursuant to the Plan.

20. Termination of the Plan. The Plan shall terminate when all of the shaeesmved for purposes of the Plan have been purthps®/ided that the
Board of Directors in its sole discretion may (Excéto continue the Plan in connection with theergation of additional shares for purposes oftlae or (b) at
any time terminate the Plan without any obligaimnaccount of such termination, except as herainaftthis paragraph provided. Upon terminatiothef Plan,
the cash and shares, if any, held in the accousadfi participant shall forthwith
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be distributed to the participant or to the papiicit's order, provided that if prior to the terntioa of the Plan, the Board of Directors and shaladrs of the
Company shall have adopted and approved a sulatasimilar plan, the Board of Directors may ia discretion determine that the account of eactiggzant
under this Plan shall be carried forward and camtihas the account of such participant under stiwr plan, subject to the right of any participemtequest
distribution of the cash and shares, if any, hetchis account
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Please
Mark Here £
for Addres
Change or
Comments
SEE REVERSE
SIDE

FOR the nominees WITHHOLD 3. Approve Amended and Restated 2000 Stock Option Incentive FOR AGAINST ABSTAIN

1. Election of three directors: listed to t_he_left AUTHORITY to vote Plan.
(except as indicated for all nominees
to the contrary) listed to the left
NOMINEES FOR THREE-YEAR TERMS: 4. Approve amendment to the 1990 Employee Stock Purchase

Plan. FOR AGAINST ABSTAIN
01 Frederick A. Ball £ £
02 Nicholas Konidaris £ £ £
03 Robert R. Walker

Instruction: To withhold authority to vote for any nominee write that 5. In their discretion, the proxies are authorized to vote upon such other matters as may properly come
nominee’s name(s) in this space: before the meeting or any adjournments or postponements thereof.

PLEASE SIGN, DATE AND RETURN THIS PROXY CARD TODAY, USING THE

FOR AGAINST ABSTAIN ENCLOSED ENVELOPE.
. Please sign below exactly as your name appears on this Proxy Card. If shares are
2. Approve 2004 Stock Incentive Plan. £ £ £ registered in more than one name, all such persons should sign. A corporation should

sign in its full corporate name by a duly authorized officer, stating his/her title. Trustees,
guardians, executors and administrators should sign in their official capacity giving their
full title as such. If a partnership, please sign in the partnership name by authorized
persons.

If you receive more than one Proxy Card, please sign and return all such cards in the
accompanying envelope.

Typed or Printed names:

Authorized Signature:

Title or authority, if applicable:

Date..
[l FOLD AND DETACH HERE

Vote by Internet or Telephone or Mail
24 Hours a Day, 7 Days a Week

Internet and telephone voting is available through 11:59 PM Eastern Time
the day prior to annual meeting day.

Your Internet or telephone vote authorizes the name  d proxies to vote your shares in the same manner as if you
marked, signed and returned your proxy card.
Internet Telephone Mail
http://www.eproxy.com/esio 1-80C-435-6710 Mark, sign and date
Use the Internet to vote your OR Use any touch-tone OR your proxy card and
proxy. Have your proxy card in telephone to vote your return it in the
hand when you access the web proxy. Have your proxy enclosed postage-paid
site. card in hand when you call. envelope.

If you vote your proxy by Internet or by telephone,
you do NOT need to mail back your proxy card.

PROXY
ELECTRO SCIENTIFIC INDUSTRIES, INC.

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF D IRECTORS

The undersigned shareholder of Electro Scientific Industries, Inc., an Oregon corporation (the “Company”), hereby appoints Nicholas Konidaris and J.
Michael Dodson, and each of them, with full power of substitution in each, as proxies to cast all votes which the undersigned shareholder is entitled to
cast at the Annual Meeting of Shareholders (the “Annual Meeting”) to be held at 1:00 p.m. on Friday, October 15, 2004 at the Company’s executive



offices located at 13900 NW Science Park Drive, Portland, Oregon, and any adjournments or postponements thereof upon the following matters.

THIS PROXY, WHEN PROPERLY EXECUTED, WILL BE VOTED IN THE MANNER DIRECTED HEREIN BY THE UNDERSIGNED
SHAREHOLDER. UNLESS DIRECTION IS GIVEN, THIS PROXY WILL BE VOTED “FOR” THE ELECTION OF THE NOMINEES LI STED IN
PROPOSAL 1, “FOR” PROPOSAL 2, “FOR” PROPOSAL 3, “FO R” PROPOSAL 4 AND IN ACCORDANCE WITH THE RECOMMENDA TIONS
OF A MAJORITY OF THE BOARD OF DIRECTORS AS TO OTHER MATTERS. The undersigned hereby acknowledges receipt of the Company’s
Proxy Statement and hereby revokes any proxy or proxies previously given.

(continued and to be signed on other side)

Address Change/Comment(Mark the corresponding box on the reverse side

[0 FOLD AND DETACHHERE [

You can now access your Electro Scientific Industries, Inc. account online.

Access your Electro Scientific Industries, Inc. shareholder account online via Investor ServiceDirect® (ISD).

Mellon Investor Services LLC, Transfer Agent for Electro Scientific Industries, Inc. now makes it easy and convenient to get current information on
your shareholder account.

* View account status * View payment history for dividends
» View certificate history * Make address changes

* View book-entry information Obtain a duplicate 1099 tax form
Establish/change your PIN

Visit us on the web at http://www.melloninvestor.com

For Technical Assistance Call 1-877-978-7778 between 9am-7pm
Monday-Friday Eastern Time




