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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2009

OR
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

Commission File Number 001-33155

IPG PHOTONICS CORPORATION

(Exact name of registrant as specified in its chaer)

Delaware 04-344421¢
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification Number)
50 Old Webster Road, Oxford, Massachuseti 01540
(Address of principal executive offices) (Zip code)

(508) 373-1100
(Registrant’s telephone number, including area code

Indicate by check mark whether the registréjthas filed all reports required to be filed®gction 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsfiech shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pasti@g@s. YESH NO O

Indicate by check mark whether the registhast submitted electronically and posted on its@@te Web site, if any, every Interactive
Data file required to be submitted and posted @nsto Rule 405 of Regulation S-T (8§ 232.405 of thiapter) during the preceding
12 months (or for such shorter period that thestegit was required to submit and post such fiegEgs O NO O

Indicate by check mark whether the registimiatlarge accelerated filer, an accelerated fderpn-accelerated filer, or a smaller reporting

company. See the definitions of “large acceleréited, “accelerated filer” and “smaller reportir@mpany” in Rule 12b-2 of the Exchange
Act.

Large Accelerated FileEl  Accelerated Filerd Non-Accelerated Filed Smaller Reporting Companiz
(Do not check if a smaller reporting company)

Indicate by check mark whether the registigat shell company (as defined in Rule 12b-2 offtkehange Act). YES] NO M
As of November 02, 2009, there were 45,688 ¥fes of the registrant’s common stock issuedatstanding.
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PART I—FINANCIAL INFORMATION

ITEM 1. UNAUDITED INTERIM FINANCIAL STATEMENTS

IPG PHOTONICS CORPORATION
CONSOLIDATED BALANCE SHEETS

ASSETS

CURRENT ASSETS

Cash and cash equivalel

Accounts receivable, n

Inventories, ne

Income taxes receivab

Prepaid expenses and other current a:

Deferred income taxe

Total current asse

DEFERRED INCOME TAXES
PROPERTY, PLANT AND EQUIPMENT, Ne
OTHER ASSETS

TOTAL

LIABILITIES AND STOCKHOLDERS ' EQUITY

CURRENT LIABILITIES:

Revolving line-of-credit facilities

Current portion of lon-term debt

Accounts payabl

Accrued expenses and other liabilit

Deferred income taxe

Income taxes payab

Total current liabilities

DEFERRED INCOME TAXES AND OTHER LON-TERM LIABILITIES
LONG-TERM DEBT
COMMITMENTS AND CONTINGENCIES
IPG PHOTONICS CORPORATION STOCKHOLDE'I EQUITY:

Common stock, $0.0001 par value, 175,000,000 slzartborized; 45,665,424 shares issued a
outstanding at September 30, 2009; 44,965,960 slegeed and outstanding at December

2008
Additional paic-in capital
Accumulated defici
Accumulated other comprehensive inca
Total IPG Photonics Corporation stockhol¢ equity
NONCONTROLLING INTERESTS
Total equity
TOTAL

See notes to consolidated financial statements.
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September 30 December 31
2009 2008
(In thousands, except share and per share da

$ 76,30¢ $ 51,28:
29,76¢ 41,84:
59,15¢ 72,55¢

97¢ 1,96¢

6,581 7,20C

11,27¢ 6,17¢
184,06: 181,02:
4,071 2,40(
114,95° 114,49:.
15,84 15,30¢

$  318,93¢ $ 313,21t
$ 15,47¢ $ 19,76¢
1,33¢ 1,33¢

4,62¢ 7,73¢

21,27¢ 17,98¢

201 1,69(

3,341 507

46,25] 49,02¢

2,48 2,89¢

17,00( 17,99:

5 4
291,67: 283,21
(51,54¢) (53,84

12,96¢ 8,79¢
253,09° 238,17:

10€ 5,127

253,20: 243,29¢

$ 318,93 $ 313,21
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IPG PHOTONICS CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

Three Months Ended Nine Months Ended
September 30 September 30
2009 2008 2009 2008
(In thousands, except per share data)

NET SALES $45,80¢ $62,01: $131,60: $170,88:
COST OF SALES 29,08t 32,59( 87,24! 90,11:
GROSS PROFI 16,72! 29,42: 44,35¢ 80,76¢
OPERATING EXPENSES

Sales and marketir 3,78¢ 3,73¢ 10,857 10,58¢

Research and developmt 4,56¢ 4,13( 13,44* 11,45

General and administratiy 4,75¢ 6,062 14,69: 18,23¢

(Gain) loss on foreign exchan (40 (1,599 97t (1,909

Total operating expens 13,07t 12,33 39,96¢ 38,36

OPERATING INCOME 3,64¢ 17,08¢ 4,38 42,40
OTHER (EXPENSE) INCOME, NET

Interest expense, n (26€) (199 (1,029 (472

Other (expense) income, r (75 (103) (259) 432

Total other (expense) incor (341 (297) (1,282 (39

INCOME BEFORE PROVISION FOR INCOME TAXE 3,301 16,79: 3,10¢ 42,36:
PROVISION FOR INCOME TAXES 1,047 (5,310 (97¢) (13,365
NET INCOME 2,26¢ 11,48: 2,125 28,99¢
LESS: NET INCOME (LOSS) ATTRIBUTABLE TO

NONCONTROLLING INTERESTS 11 58¢ (170 1,404
NET INCOME ATTRIBUTABLE TO IPG PHOTONIC

CORPORATION $ 2,25t $10,89: $ 2,29 $ 27,59/
NET INCOME ATTRIBUTABLE TO IPG PHOTONIC

CORPORATION PER SHARE

Basic $ 0.0t $ 0.24 $ 0.0t $ 0.62

Diluted $ 0.0f $ 0.2t $ 0.0t $ 0.6C
WEIGHTED-AVERAGE SHARES OUTSTANDING

Basic 45,57: 44,68 45,36¢ 44,38(

Diluted 46,69¢ 46,37¢ 46,45’ 46,18

See notes to consolidated financial statements.
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IPG PHOTONICS CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net caskigeal by operating activitie:
Depreciation and amortizatic
Deferred income taxe
Stocl-based compensatic
Loss (gain) on foreign currency transacti
Other
Provisions for inventory, warranty and bad d
Changes in assets and liabilities that provideddusash
Accounts receivabl
Inventories
Prepaid expenses and other current a:
Accounts payabl
Accrued expenses and other liabilit
Income and other taxes paya
Net cash provided by operating activit
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property, plant, equipment and inbd@gisset
Proceeds from sale of marketable secur
Other
Net cash used in investing activiti
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from lir-of-credit facilities
Payments on lir-of-credit facilities
Purchases of noncontrolling intere
Proceeds from lor-term borrowings
Principal payments on lo-term borrowings
Exercise of employee stock options and relatedbéaefit from exercis
Other
Net cash (used in) provided by financing activi
EFFECT OF CHANGES IN EXCHANGE RATES ON CASH AND CAEQUIVALENTS
NET INCREASE IN CASH AND CASH EQUIVALENT¢
CASH AND CASH EQUIVALENTS— Beginning of perioc
CASH AND CASH EQUIVALENTS— End of perioc

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATIOI
Cash paid for intere:

Income taxes pai

Non-cash transaction
Additions to property, plant and equipment includedccounts payab
Inventory contributed to unconsolidated affilii
Purchases of noncontrolling interests in exchang€bmmon Stoc!
Equipment contributed as investment in affilic

See notes to consolidated financial statements.

5

Nine Months Ended
September 30

2009

2008

(In thousands)

$ 2,12i

14,02:
(8,119
1,99:
1,077
(29)
8,63t

10,73(
2,84¢
(264)
(1,48))
76C
5,39¢
37,69:

$ 28,99¢

11,10:
(1,629
1,49¢
(1,857)
(56€)
6,04¢

(6,237)
(21,836
3,53(
51¢
2,31«
3,14(
25,02t

(29,48¢)
5,45(
191

(23,849

21,04
(16,687
(1,220)
20,04
(19,85
2,35¢
(75)
5,62(
(431)
6,367
37,97
$ 44,33¢

&

1,31;

$ 8,92«

981

29¢

@ H PP
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IPG PHOTONICS CORPORATION
CONSOLIDATED STATEMENTS OF EQUITY

COMMON STOCK
Balance, beginning of ye.
Common stock issued in purchase of noncontrollingrests
Common stock issued under employee stock purcHast
Exercise of stock optior
Balance, end of peric

ADDITIONAL PAID -IN CAPITAL
Balance, beginning of ye.
Common stock issued in purchase of noncontrollingrests
Premium on purchase of noncontrolling intert
Discount on purchase of noncontrolling intere
Common stock issued under employee stock purcHast
Exercise of stock options and related tax benedinfexercise
Stocl-based compensatic

Balance, end of peric

ACCUMULATED DEFICIT
Balance, beginning of ye
Net income attributable to IPG Photonics Corpora
Balance, end of peric

ACCUMULATED OTHER COMPREHENSIVE INCOME
Balance, beginning of ye
Translation adjustmen
Unrealized loss on marketable securi
Unrealized gain (loss) on derivatives, net of
Balance, end of peric
TOTAL IPG PHONTONICS CORPORATION STOCKHOLDERS'
EQUITY

NONCONTROLLING INTERESTS
Balance, beginning of ye.
Net (loss) income attributable to noncontrollingeiests
Purchase of noncontrolling intere
Premium on purchase of noncontrolling intert
Discount on purchase of noncontrolling intere

Balance, end of peric

TOTAL EQUITY

Nine Months Ended September 30,

2009 2008

45,665,42 5

(In thousands, except share and per share data)

Shares Amount Shares

44,965,96 $ 4
368,14¢
24,07¢ —
307,24: —

44,012,34

[EEN

829,94
44,842,28

283,21
3,021
(712)
2,02¢
224
1,897
1,997
291,67

(53,84%)
2,291

(51,546

8,79¢
3,91¢

252
12,96¢

253,09

5,127

(170)

(3,535)
712

(2,026)
10€

$253,20:

See notes to consolidated financial statements.
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Amount

$

N

N

275,50¢

2,35¢
1,49¢
279,36¢

(90,49
27,594

(62,909

15,16°

(3,071)
(75)
(67)

11,95¢

228,41¢

4,45¢
441

4,89¢

$233,31!
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IPG PHOTONICS CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. BASIS OF PRESENTATION

The accompanying unaudited interim consolidéiteancial statements have been prepared by |IRoRits Corporation, or “IPG”, “we”,
“our”, or “the Company”. Certain information andotmote disclosures normally included in financtatesments prepared in accordance with
generally accepted accounting principles in thetdthStates of America have been condensed or ahpittesuant to the rules and regulations
of the Securities and Exchange Commission. Thedtimladed financial statements include our accoants those of our subsidiaries. All
intercompany balances have been eliminated in didiasion. These consolidated financial statemehtsikl be read in conjunction with the
consolidated financial statements and notes thémeiar annual report on Form 10-K for the yearesh®ecember 31, 2008.

Effective January 1, 2009, we adopted prowisiof Financial Accounting Standards Board (“FABBEtcounting Standards Codification
(“ASC") 810, Consolidationwhich were previously issued as Statement of Fisddccounting Standard( “SFAS”) 18%oncontrolling
Interests in Consolidated Financial Stateme— an amendment of ARB No..5lhe new provisions of FASB ASC 810 which were
retrospectively applied:

. clarify that a noncontrolling interest in a subary is an ownership interest in the consolidastity that should be reported as equity
in the consolidated financial statemel

. require consolidated net income to be reportedradunts that include the amounts attributableotb the parent and the
noncontrolling interes

. establish standards for accounting for changesiaran’s ownership interest in a subsidiary, i

. require expanded disclosures that clearly idgiatifd distinguish between interests of the paremw/sers and the interests of the
noncontrolling owners of a subsidia

The calculation of earnings per share consinioebe based on income amounts attributable tpahent. The changes in presentation
prescribed by the new provisions of FASB ASC 8Miacorporated in the accompanying Consolidateadfad Sheets, Consolidated
Statements of Operations, Consolidated Stateméftagh Flows and Consolidated Statements of Equity.

In the opinion of our management, the unadditgancial information for the interim periods pemted reflects all adjustments necessary
for a fair presentation of our financial positiosasults of operations and cash flows. The resafisnted in these consolidated financial
statements are not necessarily indicative of resboéit may be expected for the entire year.

2. RECENT ACCOUNTING PRONOUNCEMENTS

In June 2009, the Financial Accounting Stadsi@oard (FASB) issued its final Statement of FaiahAccounting Standards
(SFAS) No. 168 —The FASB Accounting Standards Codification andHtegarchy of Generally Accepted Accounting Prinephl
replacement of FASB Statement No. 16EAS No. 168 made the FASB Accounting Standantiification (the Codification) the single
source of U.S. GAAP used by nongovernmental entitighe preparation of financial statements, efmprules and interpretive releases of
the SEC under authority of federal securities lamisich are sources of authoritative accounting gude for SEC registrants. The
Codification is meant to simplify user access taathoritative accounting guidance by reorganiaih§. GAAP pronouncements into
roughly 90 accounting topics within a consistentiure; its purpose is not to create new accograimd reporting guidance. The Codificat
supersedes all existing non-SEC accounting andtiegstandards and was effective for the compasgirining July 1, 2009. Following
SFAS No. 168, the Board will not issue new stanslamdhe form of Statements, FASB Staff PositimrsEmerging Issues Task Force
Abstracts; instead, it will issue Accounting Stamf$alJpdates. The FASB will not consider AccountBtgndards Updates as authoritative in
their own right; these updates will serve only palate the Codification, provide background inforimragbout the guidance, and provide the
bases for conclusions on the change(s) in the €atldn. In the description of Accounting Standatiixiates that follows, references in
“italics” relate to Codification Topics and Subtogj and their descriptive titles, as appropriate.

In March 2008, the FASB issued standards regufurther disclosure on derivative instruments &dedging activities. The new standard
applies to all derivative instruments and non-daixe instruments that are designated and quaifyesiging instruments and related hedged
items accounted . The new standard requires addltitisclosures about (a) how and why an entitg agivative instruments, (b) how
derivative instruments and related hedged itemaeceunted for, and (c) how derivative instrumemts related hedged items affect an
entity’s financial position, results of operatioasd cash flows. This standard was effective fer@ompany beginning January 1, 2009. The
disclosures prescribed by this standard are indlii®&lote 7.
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Effective June 30, 2009, we adopted a new FABBdard on disclosing related to financial insteats FASB ASC 825%;inancial
Instrumentswhich requires disclosures about fair value offiicial instruments in interim reporting periods adhas in annual financial
statements. The adoption of the new standard redjtite Company to provide additional disclosurdsckvare included in Note 8.

3. INVENTORIES

Inventories consist of the following (in thaunsls):

September 3C December 31

2009 2008
Components and raw materii $ 19,45¢ $ 27,48:
Work-in-process 23,40¢ 28,65
Finished good 16,28¢ 16,42(
Total $ 59,15t $ 72,55t

The Company recorded inventory provisionslirgae$5.6 million and $3.3 million for the nine mitxs ended September 30, 2009 and
2008, respectively. These provisions were recoeded result of changes in market prices of cedamponents, the realizable value of those
inventories through finished product sales and tag#ies related to the recoverability of the \abf inventories due to technological
changes and excess quantities. These provisioneoeed as a reduction to components and rawrialstand finished goods.

4. FINANCING ARRANGEMENTS

The Company’s borrowings under existing firagarrangements consist of the following (in themds):

September 3C December 31
2009 2008

Revolving Lin¢-of-Credit Facilities:
Euro Credit and Overdraft Facilitis $ 1,28( $ 67C
U.S. Line of Credi 14,19¢ 19,09¢
Total $ 1547¢ $ 19,76¢

Term Debt:

U.S. Lon¢-Term Note $ 18,33 $ 19,33(
Less current portio (1,337) (1,339
Total lon¢-term debt $ 17,00( $ 17,997

5. NET INCOME ATTRIBUTABLE TO IPG PHOTONICS CORPORA TION PER SHARE

The following table sets forth the computatadrdiluted net income attributable to IPG Photsr@orporation per share (in thousands,
except per share data):
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Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Net income attributable to IPG Photonics Corpora $ 2,25t $10,89: $ 2,297 $27,59¢
Weighted average shar 45,57: 44,68¢ 45,36¢ 44,38(
Dilutive effect of common stock equivalet 1,122 1,68¢ 1,08¢ 1,80/
Diluted weighted average common she 46,69¢ 46,37¢ 46,45 46,18¢
Basic net income attributable to IPG Photonics @rafion per shar $ 0.0% $ 0.24 $ 0.0% $ 0.62
Diluted net income attributable to IPG Photonicsp@oation per shar $ 0.0¢ $ 0.2¢ $ 0.0¢ $ 0.6C

6. COMPREHENSIVE INCOME

Total comprehensive income and its componeetg as follows (in thousands):

Three Months Ended Nine Months Ended
September 30 September 30
2009 2008 2009 2008

Net income $ 2,25¢ $10,89: $ 2,29 $27,59¢
Other comprehensive incorr

Unrealized loss on secured note interest rate smetmf tax (83) (132 252 (199

Unrealized loss on marketable securities, net>o — — — (75)

Foreign currency translation adjustm 4,36 (9,319 3,91¢ (2,939
Comprehensive incon $ 6,537 $ 1,44¢ $ 6,46¢ $24,38:

7. DERIVATIVE FINANCIAL INSTRUMENTS

Our primary market exposures are to inter@stsrand foreign exchange rates. We use certdiratiee financial instruments to help
manage these exposures. We execute these instsumigimfinancial institutions we judge to be creditrthy. We do not hold or issue
derivative financial instruments for trading or spkative purposes.

We recognize all derivative financial instrumeeas either assets or liabilities at fair valuthie consolidated balance sheet. We have used
foreign currency forward contracts as cash flowgesdof forecasted intercompany settlements denaetina foreign currencies of major
industrial countries. We have no outstanding fareigrrency forward contracts. We have an intelast swap that is classified as a cash flow
hedge of our variable rate debt.

Cash flow hedges- Our cash flow hedge is an interest rate swap uwwtérh we agree to pay fixed rates of interest. \&eehno
derivatives that are not accounted for as a hedgstgument. The fair value amounts in the consaéid balance sheet at September 30, 2009
were (in thousands):

Asset Derivatives Liability Derivatives
Fair Fair
Balance Sheet Locatio Value Balance Sheet Locatio Value

Deferred income taxe

and other lon-term

liabilities $ 1,27:
$ 1,27:

©
|

Interest rate swa Other Asset:
Total

©®
|

The derivative gains and losses in the codatdd statement of operations for the three magrtded September 30, 2009, related to our
interest rate swap contract were as follows (iutamds):
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Pretax Gain
Recognized in
Other Comprehensive
Income on Effective

Pretax Loss on Effective
Portion of Derivative
Reclassified from

Ineffective Portion of
Gain on Derivative and
Amount Excluded from

Derivatives in Cash Flow Portion of Accumulated Other Effectiveness Testin¢
Hedging Relationships Derivative Comprehensive Loss Recognized in Income
Amount Location Amount Location Amount
Interest rate swa $(139) — $— — $—

The derivative gains and losses in the codatdd statement of operations for the nine montlds@ September 30, 2009, related to our

interest rate swap contract was as follows (in aodls):

Pretax Gain
Recognized in
Other Comprehensive
Income on Effective

Pretax Loss on Effective
Portion of Derivative
Reclassified from

Ineffective Portion of
Gain on Derivative and
Amount Excluded from

Derivatives in Cash Flow Portion of Accumulated Other Effectiveness Testin¢
Hedging Relationships Derivative Comprehensive Los: Recognized in Income
Amount Location Amount Location Amount
Interest rate swa $40E — $— — $—

The notional amount of the outstanding interate swap was $18,333,000. We made no adjustriettie fair value of this derivative as a

result of evaluating counterparty risk.

8. FAIR VALUE MEASUREMENTS

The following tables present our assets afullities that are measured at fair value on améuay basis as of September 30, 2009 and
December 31, 2008, and are categorized using thealae hierarchy. The fair value hierarchy hagéhlevels based on the reliability of the
inputs used to determine fair value. Level 1 refer&ir values determined based on quoted pritestive markets for identical assets. Level
2 refers to fair values estimated using significathier observable inputs, and Level 3 includesvalues estimated using significant non-
observable inputs.

Fair Value Measurements ai

September 30, 200!

Total Level 1 Level 2 Level 3

Assets

Money market fund $ 2,20¢ $ 2,20¢ $ — $ —
Treasury bills 31,67¢ 31,67¢ — —
Auction rate securitie 1,30¢ — — 1,30¢
Total assets $35,19¢ $33,88¢ $ — $ 1,30¢
Liabilities

Interest rate swa $ 1,27: $ — $ 1,27¢ $ —
Total liabilities $ 1,277 $ — $ 1,277 $ —

10
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Fair Value Measurements at
December 31, 2008

Total Level 1 Level 2 Level 3

Assets

Money market fund $22,56( $22,56( $ — $ —
Treasury bills 9,09( 9,09( — —
Auction rate securitie 1,30¢ — — 1,30¢
Total assets $32,95¢ $31,65( $ — $ 1,30¢
Liabilities

Interest rate swa $ 1,67¢ $ — $ 1,67¢ $ —
Total liabilities $ 1,67¢ $ — $ 1,67¢ $ —

The fair value of the auction rate securities estimated utilizing a discounted cash flow gsial The discounted cash flow analysis
considered, among other items, the creditworthinédise counterparty, the timing of expected futtash flows, and the expectation of the
next time the security is expected to have a sséalesuction. The auction rate securities were atsopared to other observable market data
with similar characteristics to the securities hgjdhe Company.

9. INTANGIBLE ASSETS

September 3C December 31

(In thousands 2009 2008

Amortizable intangible asse

Patent: $ 3,65( $  3,65C
Customer relationshiy 1,95¢ 1,65¢
Other identifiable intangible 13€ 544
5,74« 5,84¢
Accumulated amortizatio (1,639 (737)

$ 4,11( $ 511z

Amortization expense for the nine months ergleptember 30, 2009 was $0.9 million.

The estimated future amortization expensénfangibles as of September 30, 2009 is as follgwthousands):

2009 2010 2011 2012 2013 Thereafter
$407 $1,20¢ $1,20¢ $92¢ $31€ $40

10. PRODUCT WARRANTIES

The Company typically provides one to threarygarts and service warranties on lasers and fienpliMost of the sales offices provide
support to customers in their respective geograpigas. Warranty reserves have been generallgigmfifito cover product warranty repair
and replacement costs. The following table sumrean@oduct warranty activity recorded during theeninonths ended September 30, 2009
and 2008 (in thousands):

2009 2008

Beginning balanc— January ! $ 3,22¢ $ 1,957
Additions for current year deliverit 1,95¢ 2,48¢
Reductions for payments ma (1,659 (1,429
Impact of foreign currency fluctuatic 64 (16)

Ending balanc— September 3 $ 3,587 $ 3,002

11
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11. COMMITMENTS AND CONTINGENCIES

In November 2006, the Company was sued famamfringement relating to certain products, irthg but not limited to fiber lasers and
fiber amplifiers. The plaintiff has made a comptdor damages of over $10 million, treble damagesfleged willful infringement and
injunctive relief. The case is now in the discovstgges.

In February 2008, the Company was sued famanfringement relating to two product lines ugedhedical laser applications. The
plaintiff has filed a complaint for unspecified dages, treble damages for alleged willful infring@tn@nd injunctive relief. The patent
asserted in the lawsuit expired in April 2007. Tase was stayed until October 2009 in connectitim &vpatent reexamination. The Comp
is seeking an extension of the stay.

The Company believes it has meritorious deferad intends to vigorously contest the claimsldds is deemed probable at
September 30, 2009 and no amounts have been adortespect of these contingencies.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion in confiomcwith our consolidated financial statements aakhted notes included elsewhere
this Quarterly Report on Form 10-(X his discussion contains forward looking statemémds are based on management’s current
expectations, estimates and projections about agimess and operations. Our actual results magdiffaterially from those currently
anticipated and expressed in such forward-lookitagesnents. See “Cautionary Statement Regarding Baivi.ooking Statements.”

Overview

We develop and manufacture a broad line difipigrformance fiber lasers, fiber amplifiers anoldei lasers for diverse applications in
numerous markets. Our diverse lines of low, mid laigth-power lasers and amplifiers are used in re$eprocessing, advanced,
communications and medical applications. We sallpsaducts globally to original equipment manufaets, or OEMs, system integrators
and end users. We market our products internatiopemarily through our direct sales force andoalsrough agreements with independent
sales representatives and distributors.

We are vertically integrated such that we giesind manufacture all key components used ininighfed products, from semiconductor
diodes to optical fiber preforms, finished fibesdas and amplifiers. Since our formation in 1998 have been focused on developing and
manufacturing high-power fiber lasers and amplifier

Factors and Trends That Affect Our Operations and fhancial Results

In reading our financial statements, you stidid aware of the following factors and trends thatmanagement believes are important in
understanding our financial performance.

Net salesOur net sales have historically fluctuated fromrtgrato quarter. The increase or decrease in §@esa prior quarter can be
affected by the timing of orders received from oustrs, the shipment, installation and acceptangeanfucts at our customers’ facilities, the
mix of OEM orders and ontme orders for products with large purchase priaesl seasonal factors such as the purchasingrmted level
of activity throughout the year in the regions where operate. Historically, our net sales have Inégimer in the second half of the year than
in the first half of the year. Furthermore, neesatan be affected by the time taken to qualifyppaducts for use in new applications in the
end markets that we serve. The adoption of ourymriscby a new customer or qualification in a nepligption can lead to an increase in net
sales for a period, which may then slow until wettfar penetrate new markets or obtain new custarfensnet sales can also be affected
from quarter to quarter by the general level ofldwide economic activity, including economic expansor contraction, and expenditures on
capital equipment. In general, increases in wordidweconomic activity have a positive effect on gales and decreases in economic activity
have a negative effect our sales.

Gross marginOur total gross margin in any period can be affbigtotal net sales in any period, product miat ik, the percentage of
our revenue in that period that is attributabléitgther or lower-power products, production volunwgnges to the sales prices of our
products in response to the competitive environraedtby other factors, some of which are not udercontrol. Our product mix affects ¢
margins because the selling price per watt is lifgrdow-power and mid-power devices than for hjghwer devices. The overall cost of
high-power lasers may be partially offset by imprd\absorption of fixed overhead costs associatdtusaies of larger volumes of higher-
power products.

Due to the fact that we have high fixed costs,costs are generally difficult or slow to adjusresponse to changes in demand. In
addition, our fixed costs increase as we expandapacity. Gross margins generally decline if paiidun volumes are lower as a result of a
decrease in sales or inventory because the almotfixed manufacturing costs will be reducedo& margins generally improve when the
opposite occurs. In addition, absorption of fixedts can benefit gross margins due to an increggeduction that is not sold and placed
inventory. If both sales and inventory decreasihénsame period, the decline in gross margin maydgnified if we cannot reduce fixed
costs or chose not to reduce fixed costs to méketlécrease in the level of production. We alsalegly review our inventory for items that
are slow-moving, have been rendered obsolete errdated to be excess. If we experience a declisales that reduces absorption of our
fixed costs, or if we have production issues oeimery write-downs, our gross margins will be nagdy affected.

Sales and marketing expen¥¢ée expect to continue to expand our worldwide disades organization, build and expand applications
centers, hire additional personnel involved in reéirlg in our existing and new geographic locatignsrease the number of units used for
demonstration purposes and otherwise increase ditpess on sales and marketing activities in otdesupport the growth in our net sales.
As such, we expect that our sales and marketingresgs will increase in the aggreg;
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Research and development expelge plan to continue to invest in research and agreént to improve our existing components and
products and develop new components and produ@@ls to increase the personnel involved in refeand development and expect to
increase other research and development expensesich, we expect that our research and developgmpanses will increase in the
aggregate.

General and administrative expen¥#ée expect our general and administrative expemseggtease moderately as we continue to invest in
systems and resources to support our worldwideatipes. Legal expenses vary from quarter to quadsed upon the stage of litigation,
including patent re-examinations and terminatiofitfation stays but could increase in responsany future litigation or due to a change in
status of current intellectual property matterse Timing and amount of legal expenses may varytanhbally from quarter to quarter.

Major customersWe have historically depended on a few customeara farge percentage of our annual net sales. dfmpasition of this
group can change from year to year. Net salesafrom our five largest customers as a percergégar annual net sales were 29% in
2006, 20% in 2007, 17% in 2008, and 12% for the mronths ended September 30, 2009. We seek toeaddustomers and to expand our
relationships with existing customers. We antigipitat the composition of our net sales to ourie@mt customers will continue to change.
If any of our significant customers were to subttdly reduce their purchases from us, our resutisld be adversely affected. Our sales t
been affected recently by a substantial reductiguurchases of pulsed lasers from several custoinelgding one that was formerly our
largest customer for several years.

Results of Operations for the three months ended $tember 30, 2009 compared to the three months end&kptember 30, 2008

Overview.The worldwide economic downturn continued to negsyi affect our results of operations for the thmeenths ended
September 30, 2009 as we experience continued weslatross many of our end markets, especiallyatenmals processing. We continue to
have limited longer term visibility to end markegrdand. Until end market demand becomes clearewillveontinue to focus on controlling
costs and capital expenditures and reducing invieistin order to maximize cash flow. At the sanneetj we plan to continue to build on our
technology by investing in new sales and applicagiersonnel and R&D for new products.

Net salesNet sales decreased by $16.2 million, or 26.19%4&.8 million for the three months ended Septer88e2009 from
$62.0 million for the three months ended Septer8Be2008. This decrease was attributable to lowkerssof fiber lasers in materials
processing applications, where net sales decrdns#i6.0 million or 31.4% and communications agglans, where net sales decreased by
$2.3 million or 53.6%. These decreases were phrtidfiset by the increases in advanced applicatiiiere net sales increased by
$1.7 million, or 33.4%, and medical application$iere net sales increased by $0.4 million or 24 D8&. decrease in materials processing
sales resulted from lower sales of high and medgiomer lasers and pulsed lasers used in weldingsintgrengraving and drilling
applications. The decrease in communications agipdics sales resulted primarily from decreasedssalamplifiers, particularly in Russia.
The increase in sales of advanced applicationsdwago higher sales of high power lasers usedwemwnent and defense research and
pulsed and low power lasers used for sensing aticabpumping applications. The increase in medigaue to the increased demand from
our established customer in the US and new OEMboussts.

Cost of sales and gross margost of sales decreased by $3.5 million, or 10180829.1 million for the three months ended
September 30, 2009 from $32.6 million for the thmeenths ended September 30, 2008. Our gross maegieased to 36.5% for the three
months ended September 30, 2009 from 47.4% fothtlee months ended September 30, 2008. The dedregseEss margin was the result of
less favorable absorption of our fixed manufacigosts due to a decline in sales volume, lesg&® product mix due to lower sales of
medium power lasers and reduction of inventory ek &s lower sales prices due to pricing pressatsed by the industry-wide reduction in
demand. These cost of sales increases were padfédkt by a reduction in manufacturing expensethé period primarily related to reduced
salaries and benefits expense and other manufagtavierhead. Expenses related to inventory resamnve®ther valuation adjustments
decreased by $0.4 million to $1.3 million or 2.8¥%sales for the three months ended September @, 28 compared to $1.7 million or 2.7%
of sales for the three months ended September0B8. 2

Sales and marketing expenSales and marketing expense increased by $0.bmibir 1.4%, to $3.8 million for the three monthsied
September 30, 2009 from $3.7 million for the thmeenths ended September 30, 2008, primarily asudt refsan increase in selling expenses
related to depreciation of units used for demotistigourposes. As a percentage of sales, salemarkkting expense increased to 8.3% for
the three months ended September 30, 2009 from f0#e three months ended September 30, 2008:eAsontinue to expand our
worldwide sales organization, we expect expenditoresales and marketing to continue to increa#ieeimggregate although the near term
increases may be more moderate.

Research and development expeResearch and development expense increased byn#ildh, or 10.6%, to $4.6 million for the three
months ended September 30, 2009 from $4.1 millkoriHe three months ended September 30, 2008ifdrsase was primarily due to an
increase of $0.2 million in material costs. Reskantd development activity continues to focus dma@cing the performance of our interni
manufactured components, refining production preegso improve manufacturing yields, the develogroénew products operating at
different wavelengths and higher output powersraas complimentary accessories used with our predéa a percentage of sales, research
and development expense increased to 10.0% fdahtbe months ended September 30, 2009 from 6.7%éahree months ended
September 30, 2008.

General and administrative expen&eneral and administrative expense decreased Byndillion, or 21.5%, to $4.8 million for the three
months ended September 30, 2009 from $6.1 millkorte three months ended September 30, 2008, piyrdae to a
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decrease of $0.9 million in bad debt, accountiagal and contractor expenses. As a percentagéesf g@neral and administrative expense
increased to 10.4% for the three months ended Sdyete30, 2009 from 9.8% for the three months er&@kgatember 30, 2008. We expect that
legal expenses will increase in future quartersoimnection with defending two patent infringemecttans against the Company.

Effect of exchange rates on Sales, Gross Margin@perating Expense$Ve estimate that if exchange rates had been the aarane ye
ago, our third quarter 2009 sales would have b&h ®illion higher, gross margin would have beer6$8illion higher and operating
expenses in total would have been $0.2 million @igh

Gain on foreign exchang&ain on foreign exchange decreased by $1.6 milbaamost no gain or loss for the three months énde
September 30, 2009 from a gain of $1.6 milliontfa three months ended September 30, 2008 andnmaarity attributable to the
stabilization of the Russian Ruble and appreciatibdapanese Yen and Korean Won against the U.l&ardf-set by the depreciation of the
U.S. Dollar against the Euro.

Interest expensdnterest expense, net was $0.3 million for theghr®nths ended September 30, 2009 compared tar#lich for the
three months ended September 30, 2008. The changieiest expense resulted from increased uittinaif credit lines.

Provision for income taxe®rovision for income taxes was $1.0 million for theee months ended September 30, 2009 compared to
$5.3 million for the three months ended SeptemBeRB808, representing an effective tax rate of &lfér both the three months ended
September 30, 2009 and 31.6% for the three momithsdeSeptember 30, 2008.

Net income attributable to IPG Photonics Corporatiblet income attributable to IPG Photonics Corporatiecreased by $8.6 million to
$2.3 million for the three months ended SeptemBe2809 from $10.9 million in income for the thmenths ended September 30, 2008.
income attributable to IPG Photonics Corporatioma gercentage of our net sales decreased by 1&&mpage points to 4.9% for the three
months ended September 30, 2009 from 17.6% fathtlee months ended September 30, 2008 due todtwrsalescribed above.

Results of Operations for the nine months ended Stegmber 30, 2009 compared to the nine months endeé@ember 30, 2008

Overview.The worldwide economic downturn continued to negdyi affect our results of operations for the ninenths ended
September 30, 2009 as we experience continued wssalatross many of our end markets, especiallyatennals processing. We continue to
have limited longer term visibility to end marketrdand. Until end market demand becomes clearewillveontinue to focus on controlling
costs and capital expenditures and reducing invieistin order to maximize cash flow. At the sanmeeti we plan to continue to build on our
technology by investing in new sales and applicagiersonnel and R&D for new products.

Net salesNet sales decreased by $39.3 million, or 23.09$1®1.6 million for the nine months ended Septen3#e2009 from
$170.9 million for the nine months ended Septende2008. This decrease was attributable to loalersof fiber lasers in materials
processing applications, where net sales decréps®8d2.3 million or 29.8% and a decrease in comgatiuns applications, where net sales
decreased by $2.3 million or 23.6%. These decreases partially offset by the increases sales ehaded applications, where net sales
increased by $3.7 million or 23.0% and in medigglliations, where net sales increased by $1.7amjlbr 57.0%. The decrease in materials
processing applications resulted from substant@ddigreased sales of pulsed lasers and medium-pasezs used in marking, engraving and
drilling applications. The decrease in communiaagiapplications sales resulted primarily from daseel sales of amplifiers, particularly in
Russia. The increase in sales of advanced applitatias due to higher sales of high power laserg imsgovernment and defense research
and pulsed and low power lasers used for sensid@ptical pumping applications. The increase in iceds due to the increased demand
from our established customer in the US and new @E&lomers.

Cost of sales and gross marg@ost of sales decreased by $2.9 million, or 3.22487.2 million for the nine months ended Septen3iie
2009 from $90.1 million for the nine months endegt®mber 30, 2008. Our gross margin decreased T®a3fdr the nine months ended
September 30, 2009 from 47.3% for the nine montldee September 30, 2008. The decrease in grossnmeag the result of less favorable
absorption of our fixed manufacturing costs dua tiecline in sales volume, less favorable produxtdue to lower sales of medium power
lasers, a reduction in inventory, increases in@ésrelated to inventory write-downs and lowergsidue to pricing pressure caused by the
industry-wide reduction in demand. These cost tefssmcreases were offset partially by a reductiomanufacturing expenses in the period,
primarily, related to reduced salaries and benefifsense and other manufacturing supplies. Expeekaed to inventory reserves and other
valuation adjustments increased by $2.3 millio8%db million, or 4.3%, of sales for the nine monginsled September 30, 2009 as compared
to $3.3 million, or 1.9%, of sales for the nine tftmended September 30, 2008.

Sales and marketing expenSales and marketing expense increased by $0.2mibir 2.6%, to $10.9 million for the nine montimsled
September 30, 2009 from $10.6 million for the mmenths ended September 30, 2008, primarily asudt iefsan increase in selling and
depreciation expenses. As a percentage of sales,aad marketing expense increased to 8.2% famititeemonths ended September 30, 2009
from 6.2% for the nine months ended September @08 2As we continue to expand our worldwide salgaiization, we expect expenditu
on sales and marketing to continue to increaskedraggregate although the near term increases enmole moderate.

Research and development expeR&search and development expense increased byndilio, or 17.4%, to $13.4 million for the nine
months ended September 30, 2009 from $11.5 milbothe nine months ended September 30, 2008.ifltisase was
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primarily due to an increase of $1.2 million in el costs. Research and development activityicoes to focus on enhancing the
performance of our internally manufactured compdsearfining production processes to improve martufing yields, the development of
new products operating at different wavelengthstagter output powers and new complimentary accéssased with our products. As a
percentage of sales, research and developmentsxpereased to 10.2% for the nine months endete®der 30, 2009 from 6.7% for the
nine months ended September 30, 2008.

General and administrative expen&eneral and administrative expense decreased Byndiion, or 19.5%, to $14.7 million for the nine
months ended September 30, 2009 from $18.2 milbothe nine months ended September 30, 2008, phntue to a decrease of $1.6
million decrease in accounting and legal defense &d a $1.8 million decrease in personnel anttamior expenses. We expect that legal
expenses will increase in future quarters in cotioeavith defending two patent infringement acti@gainst the Company. As a percentage
of sales, general and administrative expense inettto 11.2% for the nine months ended Septemh&08® from 10.7% for the nine mon
ended September 30, 2008.

Effect of exchange rates on Sales, Gross Margin@perating Expense$Ve estimate that if exchange rates had been the aarane ye
ago, sales for the nine months ended Septemb&089, would have been $4.2 million higher, grossgimwould have been $2.5 million
higher and operating expenses in total would haen$1.5 million higher.

Loss (gain) on foreign exchandess (gain) on foreign exchange increased by $2l®mto a loss of $1.0 million for the nine mosth
ended September 30, 2009 from a gain of $1.9 mifilw the nine months ended September 30, 2008vasdrimarily attributable to the
depreciation of the Russian Ruble and Euro agé#iest).S. Dollar.

Interest expensdnterest expense, net was $1.0 million for the mrths ended September 30, 2009 compared to $lignnfor the
nine months ended September 30, 2008. The charngeeiast expense resulted from higher interesées@ due to increased utilization of
credit lines.

Provision for income taxe®rovision for income taxes was $1.0 million for tiiee months ended September 30, 2009 compared to
$13.4 million for the nine months ended SeptemBe2B08, representing an effective tax rate of &lf&r both the nine months ended
September 30, 2009 and for the nine months endet@i®@ber 30, 2008.

Net income attributable to IPG Photonics Corporatiblet income attributable to IPG Photonics Corporatiecreased by $25.3 million
to $2.3 million for the nine months ended Septen@®r2009 from $27.6 million for the nine monthsled September 30, 2008. Net income
attributable to IPG Photonics Corporation as agraage of our net sales decreased by 14.4 pereeptagts to 1.7% for the nine months
ended September 30, 2009 from 16.1% for the ninetinscended September 30, 2008 due to the factecsided above.

Liquidity and Capital Resources

Our principal sources of liquidity as of Septeer 30, 2009 consisted of cash and cash equigabéi$76.3 million, unused credit lines and
overdraft facilities of $47.6 million and workingygital (excluding cash) of $61.5 million. This coangs to cash and cash equivalents of
$51.3 million, unused overdraft facilities of $40llion and working capital (excluding cash) of@8 million as of December 31, 2008. The
increase in cash and cash equivalents of $25.@miilom December 31, 2008 relates primarily tohcpsovided by operating activities dur
the nine months ended September 30, 2009 of $3iidrmpartially offset by capital expenditures $9.6 million, net repayments of our
credit lines of $4.4 million and the acquisitionrafn-controlling interests totaling $0.5 million.

We held approximately $1.3 million in aucticate securities (ARSs) at September 30, 2009 athich is included in other long-term
assets. Our investments in ARSs at September 80, @thsisted solely of taxable municipal debt séesrwhich are classified as long-term
available for sale securities due to continuediandtilures.

Our long-term debt consists of an $18.3 millsecured variable-rate note which matures in 20B3. The note is secured by a mortgage
on real estate and buildings in Massachusetts. Xyect that the existing cash and marketable séssiritur cash flows from operations and
our existing lines of credit will be sufficient toeet our liquidity and capital needs for the foesgde future. Our future long-term capital
requirements will depend on many factors including rate of net sales growth, the timing and extéispending to support development
efforts, the expansion of our sales and marketatiyities, the timing and introductions of new puathk, the need to ensure access to adequat
manufacturing capacity and the continuing markeeptance of our products. We have made no arrangenweobtain additional financing,
and there is no assurance that such additionalding, if required or desired, will be availableamounts or on terms acceptable to us, if at
all.
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The following table details our line of cretitilities as of September 30, 2009:

Description Total Facility Interest Rate Maturity Security
U.S. Revolving Line of $35 million LIBOR plus 0.8% to 1.2%, July 2011 Unsecured
Credit depending on the Company’s
performance
Euro Credit Euro Euribor + 1.0% or EONIA + September 20,  Unsecured,
Facility 15.0 million 1.5% guaranteed by
(Germany) (1, ($21.9 million’ parent compan
Euro Overdraft Euro 2.82%-6.95% Between Common pool of assets of German
Facilities 3.2 million September 20(  and ltalian subsidiaries
($4.6 million) and March
2010

(1) $4.0 million of this credit facility is availabl® bur Russian subsidiary and $1.3 million is avddao our Italian subsidia

The Company is required to meet certain fir@ramvenants associated with its U.S. revolvimg lof credit and long term debt facilities.
These covenants, tested quarterly, include a aéebice coverage ratio and a funded debt to earrbefse interest, taxes, depreciation and
amortization (“EBITDA”) ratio. The debt service anage covenant requires that we maintain a traflieve month ratio of cash flow to
debt service that is greater than 1.5:1. Debt serngi defined as required principal and interegtrnts during the period. Cash flow is
defined as EBITDA less unfunded capital expendguF®r trailing twelve month periods until Septemd@10, up to $15.0 million of our
capital expenditures are treated as being funded the proceeds of our initial public offering. Thueded debt to EBITDA covenant requires
that the sum of all indebtedness for borrowed maew consolidated basis be less than two timegrailing twelve months EBITDA. We
were in compliance with all such financial coversaas$ of September 30, 2009.

The financial covenants in our loan documemday cause us to not take or to delay investmertsaations that we might otherwise
undertake because of limits on capital expenditaresamounts that we can borrow or lease. In teatahat we do not comply with any one
of these covenants, we would be in default undetdhn agreement or loan agreements, which majt irsaacceleration of the debt, cross-
defaults on other debt or a reduction in availdilgidity, any of which could harm our results gferations and financial condition.

Operating activities Net cash provided by operating activities inniree months ended September 30, 2009 increasetizy #illion to
$37.7 million from $25.0 million in the nine montaaded September 30, 2008 and primarily resultsd:fr

. A decrease in inventory of $2.8 million in 2009 qmamed to an increase of inventory of $21.8 millior2008;
. A decrease in accounts receivable of $10.7 milinR009 compared to an increase of $6.2 millio2008; partially offset by
. A decrease in cash provided by net income afteingdubck no-cash charges of $23.9 million in 2009 as compase2D08.

Given our vertical integration, rigorous amdéd-consuming testing procedures for both inteynalanufactured and externally purchased
components and the lead time required to manufacmmponents used in our finished product, theattehich we turn inventory has
historically been low when compared to our costalés. We do not expect this to change signifigantthe future and believe that we will
have to maintain a relatively high level of invenytcompared to our cost of sales. As a result, eviticue to expect to have a significant
amount of working capital invested in inventory.

Investing activities Net cash used in investing activities was $9.laniand $23.8 million in the nine months endegt®enber 30, 2009
and 2008, respectively. The cash used in investitigities in the first nine months of 2009 wasated to capital expenditures on property,
plant and equipment. The cash used in investingiges in the first nine months of 2008 was priiharelated to capital expenditures on
property, plant and equipment and intangible as¥e$29.5 million, partially offset by $5.5 millioof proceeds from sale of marketable
securities. In 2009 and 2008, capital expenditurése United States, Germany, and Russia relatéaktlities and equipment for diode wafer
growth, burn-in test stations and packaging as asthew fiber assembly and component productidfities. We expect capital expenditures
to be lower than $15 million for the year ended &aber 31, 2009. The timing and extent of any chpipenditures in and between periods
can have a significant effect on our cash flow. Mahthe capital expenditure projects that we utader have long lead times and are difficult
to cancel or defer, with the result that it wouledifficult to defer such committed capital expandis to a later period.

Financing activities Net cash used by financing activities was $3.fianiin the nine months ended September 30, 2@80&apared to
cash provided by financing activities of $5.6 naifliin the nine months ended September 30, 2008cdste used by financing activities in
2009 was primarily related to the net repayment®4od million from the use of our credit lines d@ndcash used to purchase non-controlling
interests of $0.5 million, partially offset by $21illion of exercise of employee stock options aeldted tax benefits. The cash provided by
financing activities in 2008 was primarily relateedthe net proceeds of $4.4 million from the usewf credit lines.
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Cautionary Statement Regarding Forward-Looking Staements

This Quarterly Report on Form 10-Q containgaie forward-looking statements within the meandfigection 27A of the Securities Act
of 1933 and Section 21E of the Securities Exchakgjef 1934, and we intend that such forward-logkstatements be subject to the safe
harbors created thereby. For this purpose, angratits contained in this Quarterly Report on Fobr@Qlexcept for historical information a
forward-looking statements. Without limiting thengeality of the foregoing, words such as “may,” hi‘expect,” “believe,” “anticipate,”
“intend,” “could,” “estimate,” or “continue” or theegative or other variations thereof or comparédiminology are intended to identify
forward-looking statements. In addition, any stagata that refer to projections of our future finahperformance, trends in our businesses,
or other characterizations of future events ongmstances are forward-looking statements.

The forward-looking statements included hesgbased on current expectations of our managdmsed on available information and
involve a number of risks and uncertainties, alvbich are difficult or impossible to accuratelyegdict and many of which are beyond our
control. As such, our actual results may diffengfigantly from those expressed in any forward-limgkstatements. Factors that may cause or
contribute to such differences include, but arelingited to, those discussed in more detail in IteriBusiness” and Item 1A, “Risk Factors”
of Part | of our Annual Report on Form 10-K for {heriod ended December 31, 2008. Readers showdtutigreview these risks, as well as
the additional risks described in other documerdgsdile from time to time with the Securities andcBange Commission. In light of the
significant risks and uncertainties inherent infibrevard-looking information included herein, theliusion of such information should not be
regarded as a representation by us or any othsompehat such results will be achieved, and reaatersautioned not to rely on such forward-
looking information. We undertake no obligatiorréwise the forward-looking statements containe@ineio reflect events or circumstances
after the date hereof or to reflect the occurresfaganticipated events.

Recent Accounting Pronouncements

See Note 2 to the condensed consolidateddiabstatements in Part |, Iltem 1 for informati@hated to recent accounting pronouncem

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

We are exposed to market risk in the ordiranyrse of business, which consists primarily ofii@st rate risk associated with our cash and
cash equivalents and our debt and foreign excheatgeisk.

Interest rate risk Our investments have limited exposure to maiik&t To minimize this risk, we maintain a portfotié cash, cash
equivalents and short-term investments, consigiigarily of bank deposits, money market funds ahdrt-term government funds. The
interest rates are variable and fluctuate withentrmarket conditions. Because of the short-tertaraaf these instruments, a sudden change
in market interest rates would not be expectedat@la material impact on our financial conditiorresults of operations.

Our exposure to market risk also relates ¢dittisrease or decrease in the amount of inter@snse we must pay on our bank debt and
borrowings on our bank credit facilities. The imtstrrates for our U.S. revolving line of credit and Euro credit facility are variable. The
rates on our Euro overdraft facilities in Germang étaly and our Japanese Yen overdraft faciligy fated for twelve-month periods. The
interest rate on our other bank debt is currerntiyd through interest-rate swaps. Approximately 58f%ur outstanding debt had a fixed rate
of interest as of September 30, 2009. We do ni¢\xethat a 10% change in market interest rateddimave a material impact on our
financial position or results of operations.

Exchange ratesDue to our international operations, a signifigaortion of our net sales, cost of sales and dpgy&xpenses are
denominated in currencies other than the U.S. dadlancipally the Euro, the Japanese Yen and thesRin Ruble. As a result, our
international operations give rise to transactionatket risk associated with exchange rate movesrafrthe U.S. dollar, the Euro, the
Japanese Yen and the Russian Ruble. Gains and lmsgereign exchange transactions had no significapact on the financial results for
the three months ended September 30, 2009 anddaie$1.6 million gain for the three months endept@mber 30, 2008. Gains and losses
on foreign exchange transactions totaled a $1.Bomiloss for the nine months ended September B09 2nd a $1.9 million gain for the nine
months ended September 30, 2008. Management belieatthe use of foreign currency financial instemts reduces the risks of certain
foreign currency transactions; however, these unsénts provide only limited protection. We will dmmue to analyze our exposure to
currency exchange rate fluctuations and may engegéditional financial hedging techniques in thufe to attempt to minimize the effec
these potential fluctuations. Exchange rate fludbma may adversely affect our financial resultshie future. No foreign currency derivative
instruments were outstanding at September 30, 2009.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures
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Under the supervision of our chief executifficer and our chief financial officer, our managemh has evaluated the effectiveness of the
design and operation of our “disclosure controld procedures” (as defined in Rules 13a-15(e) amnld1B§e) promulgated under the
Securities Exchange Act of 1934, as amended (tkel&hge Act”)), as of the end of the period covdredhis Quarterly Report on Form 10-
Q (the “Evaluation Date”). Based upon that evabuatour chief executive officer and our chief fin& officer have concluded that, as of the
Evaluation Date, our disclosure controls and prooeslare effective.

Changes in Internal Controls

There was no change in our internal contr@rdinancial reporting (as defined in Rules 13afl&0d 15d-15(f) promulgated under the
Exchange Act) that occurred during the last fispadrter that has materially affected, or is reablynikely to materially affect, our internal
control over financial reporting.

PART II—OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

From time to time, we are party to variousalggroceedings and other disputes incidental tdosiness. There have been no material
developments in the second quarter of 2009 withaetsto those proceedings previously reported mAounual Report on Form 10-K for the
year ended December 31, 2008, except as foll

In July 2009, the United States Patent anddmaark Office (“USPTO”) confirmed the patentabildf/all of the claims in the IMRA
America Inc., patent over the prior art cited ie tkexamination, as well as of new claims addethduhe reexamination. The USPTO issued
a reexamination certificate in October 2009. Asilteshe U.S. District Court for the Eastern Distrof Michigan lifted the stay on the
litigation. A trial is scheduled for August 2010dadiscovery has recommenced.

In June 2009, we submitted an additional reexation request to the USPTO with respect to argaisserted by CardioFocus Inc. against
us. This request also been granted by the USPTOUBPTO issued further office actions in July 268%he two patents not expressly
asserted against us in the complaint, but that vefegred to in the subsequent infringement aliegatagainst us. All of the claims of one of
the two patents were rejected, as were all buetbl@ms of the other patent, the patentabilitywbfch was confirmed. The U.S. District Co
for the District of Massachusetts has stayed tigation until the earlier of October 2009 or tl@nclusion of the re-examination. The Court
indicated that it will consider extending the stayup to an additional year for good cause shdia.and the other defendants have requ¢
that the Court extend the stay until the earlieDofober 2010 or the conclusion of the re-examamesti

ITEM 1A. RISK FACTORS

In addition to the other information set foiththis report, you should carefully consider thetors discussed in Part |, “ltem 1A. Risk
Factors” in our Annual Report on Form 10-K for §fear ended December 31, 2008, which could matgrddiiéct our business, financial
condition or future results. The risks describedin Annual Report on Form 10-K and Quarterly Ré&pon Form 10-Q are not the only risks
facing our Company. Additional risks and unceriesnot currently known to us or that we curredyem to be immaterial also may
materially adversely affect our business, financa@idition and/or operating results.

We are subject to litigation alleging that we are infringing third-party intellectual property rights. I ntellectual property claims could
result in costly litigation and harm our business.

In recent years, there has been significéigation involving intellectual property rights many technologyased industries, including ¢
own. We face risks and uncertainties in conneatiith such litigation, including the risk that patsiissued to others may harm our ability to
do business; that there could be existing pateénigich we are unaware that could be pertinentuiobmsiness; and that it is not possible for
us to know whether there are patent applicationslipg that our products might infringe upon, sipegent applications often are not
disclosed until a patent is issued or publishedredwer, the frequency with which new patents aestgd and the diversity of jurisdictions in
which they are granted make it impractical and espe for us to monitor all patents that may bewanht to our business.

From time to time, we have been notified ¢dgations and claims that we may be infringing pegter intellectual property rights owned
by third parties. In 2007, we settled two pateftimigement lawsuits filed against us. We are prégeatefending two patent infringement
lawsuits. In November 2006, IMRA America, Inc. fllan action against us alleging that certain prtsdwe produce, including but not limit
to our continuous wave and pulsed fiber lasersfinetd amplifiers, which account for a significardrpon of our revenues, infringe one U.S.
patent allegedly owned by IMRA America. IMRA Amaaialleges willful infringement and seeks damagest téast $10 million, treble
damages and injunctive relief. IMRA America alslegés inducement of infringement and contributofyingement. We filed an answer in
which we denied infringement and raised additialedgenses that the patent is invalid and unenfofee&baddition, we filed declaratory
judgment counterclaims based on these three defehbis lawsui
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concerns products made, used, sold or offeredaieris or imported into the United States and tfueecthe lawsuit affects products that
account for a substantial portion of our reveniiéss lawsuit does not affect revenues that arevddrirom products that are not made, used,
sold or offered for sale in or imported into theitgd States. In June 2008, the U.S. Patent ancefitatk Office (‘USPTO”) ordered re-
examination of the patent claims asserted by IMRAekica against the Company based on several pticefarences that we submitted in an
ex partere-examination request. In July 2009, the USPTO cowdi the patentability of all of the claims in thRA America patent over tr
prior art cited in the reexamination, as well ageiv claims added during the reexamination. TheTBRsued a reexamination certificate in
October 2009. As result, the U.S. District Courttfte Eastern District of Michigan lifted the staiy the litigation. A trial is scheduled for
August 2010 and discovery has recommenced. In ARNBY, IPG submitted an additional reexaminateguest, which is being reviewed
the USPTO.

In February 2008, CardioFocus Inc. filed aticecagainst us and other co-defendants allegiagabr erbium and thulium fiber lasers
infringe one patent allegedly owned by CardioFamud seeks unspecified damages, treble damagestammegs’ fees for alleged willful
infringement. The plaintiff also alleges inducemehinfringement. The patent claims generally relat a system for transmitting laser ene
via an optical fiber to a surgical site. The patxpired in April 2007. We filed an answer in whigle denied infringement and raised
additional defenses that the patent is invalid @amehforceable. In addition, we filed declaratorggment counterclaims based on these three
defenses. CardioFocus subsequently alleged th&dh®any infringes claims of two additional pateatsl we are investigating a response to
such allegations. We and several of oudetendants filed reexamination requests, which \geaated by the USPTO. In two office action
November 2008, the USPTO rejected all of the claifithe CardioFocus patents alleged to be infringredrebruary 2009, CardioFoc
responded to the USPTO office actions, and in 2089, we submitted an additional reexamination estjto the USPTO, which request has
also been granted. The USPTO issued further offitns in July 2009 on the two patents not expyessserted against the Company in the
Complaint, but that were referred to in the subsegjinfringement allegations against the Companlyofthe claims of one of the two
patents were rejected, as were all but three clairttse other patent, the patentability of whichsveanfirmed. The U.S. District Court for the
District of Massachusetts has stayed the litigatiotil the earlier of October 2009 or the conclasid the re-examinations. The Court
indicated that it will consider extending the stayup to an additional year for good cause shdia.and the other defendants have requ¢
that the Court extend the stay until the earlieDofober 2010 or the conclusion of the re-examameti Discovery has not yet commenced.

Several outcomes are possible from the onga@irgxaminations, including the cancellation orfaomation of one or more of the current
claims of the patents. Furthermore, with regardrty unexpired patents in re-examination, the ctiickrims can be amended, and new claims
can be added, provided that such amendments aiititbaddio not enlarge the overall scope of thenetaiAn adverse outcome in a USPTO
re-examination could have an adverse impact omefenses in our litigation with IMRA America and/@ardioFocus.

There can be no assurance that we will betataenicably dispose of our pending litigation WikhRA America or CardioFocus, claims or
other allegations made against us and claims thgtha asserted in the future. The outcome of diggtion, including the pending litigation,
is uncertain, as is the outcome of the re-exanunaif the CardioFocus patent. Even if we ultimataly successful on the merits of any such
litigation or re-examination, legal and adminigiratproceedings related to intellectual propergy tgpically expensive and time-consuming,
generate negative publicity and divert financiad amanagerial resources. Some litigants may hawerénancial resources than we have
and may be able to sustain the costs of compleXéctual property litigation more easily than vaanc

If we do not prevail in any intellectual propelitigation brought against us, including theviuits brought by IMRA America and
CardioFocus, it could affect our ability to sellrqaroducts and materially harm our business, firdmondition and results of operations.
These developments could adversely affect ourtglbdicompete for customers and increase our reagerRiaintiffs in intellectual property
cases often seek, and sometimes obtain, injuntlief. Intellectual property litigation commencadainst us, including the lawsuits brought
by IMRA America and CardioFocus that we are prdgatgfending, could force us to take actions tlwatld be harmful to our business,
competitive position, results of operations anaficial condition, including the following:

. stop selling our products or using the technold@t tontains the allegedly infringing intellectpabperty;

. pay actual monetary damages, royalties, lositprof increased damages and the plaintiff’'s adgshfees, which individually or
in the aggregate may be substan

. attempt to obtain a license to use the relevantl@dtual property, which may not be available easonable terms or at all; a

. attempt to redesign the products that allegediyrigéd upon intellectual property of others, whiohy be costly or impractice
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In addition, intellectual property lawsuitsndae brought by third parties against OEMs andwesats that incorporate our products into 1
systems or processes. In some cases, we indemBNjs@gainst third-party infringement claims relgtbo our products and we often make
representations affirming, among other things, thattproducts do not infringe on the intellectuadperty rights of others. As a result, we r
incur liabilities in connection with lawsuits agairour customers. Any such lawsuits, whether otmey have merit, could be tine@nsuming
to defend, damage our reputation or result in suthisi and unanticipated costs.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

OTHER INFORMATION

None.

ITEM 6. EXHIBITS

(a) Exhibits
Exhibit o
No. Description
31.1 Certification of Chief Executive Officer pursuantRule 13-14(a)
31.2 Certification of Chief Financial Officer pursuawnt Rule 13-14(a)
32 Certification of Chief Executive Officer and Chieinancial Officer pursuant to Section 12
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SIGNATURES

Pursuant to the requirements of the Secuiitiehange Act of 1934, the Registrant has duly @dulsis Report to be signed on its behal
the undersigned thereunto duly authorized.

IPG PHOTONICS CORPORATION

Date: November 6, 2009 By: /s/ Valentin P. Gapontsey
Valentin P. Gapontse'
Chairman and Chief Executive Officer
(Principal Executive Officer,

Date: November 6, 2009 By: /s/ Timothy P.V. Mammen
Timothy P.V. Mammen
Vice President and Chief Financial Officer
(Principal Financial Officer)
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Exhibit 31.1

Certification of Chief Executive Officer
Pursuant to Rule 13a — 14(a) or Rule 15d — 14(a) tiie Securities Exchange Act of 1934
I, Valentin P. Gapontsev, certify that:
1. | have reviewed this quarterly report on Forn-Q of IPG Photonics Corporation for the fiscal gaagnded September 30, 20

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgitsde a material fact necessary to
make the statements made, in light of the circuntsts.under which such statements were made, nleadisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statement$ adimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defin
in Exchange Act Rules 13a-15(e) and 15d-15(e))imtednal control over financial reporting (as definin Exchange Act Rules 13a-159(f)
and 15«15(f)) for the registrant and hav

(@) Designed such disclosure controls and pharas, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

(b) Designed such internal control over finahegporting, or caused such internal control diremcial reporting to be designed under
our supervision, to provide reasonable assuramzgdeng the reliability of financial reporting attie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princiy

(c) Evaluated the effectiveness of the regitsadisclosure controls and procedures and preséntbis report our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation;

(d) Disclosed in this report any change inrdgistrant’s internal control over financial repogt that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regist’s internal control over financial reportir

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s the board of dioes (or persons performing the equivalent
functions):

(&) All significant deficiencies and materiagéaknesses in the design or operation of internarabover financial reporting which are
reasonably likely to adversely affect the regidf’s ability to record, process, summarize and refpanhcial information; an

(b) Any fraud, whether or not material, thatdtves management or other employees who havendisant role in the registrant’s
internal control over financial reportin

Date: November 6, 2009

By: /s/ Valentin P. Gapontse\
Valentin P. Gapontsev
Chairman and Chief Executive Officer
(Principal Executive Officer)




Exhibit 31.2

Certification of Chief Financial Officer
Pursuant to Rule 13a — 14(a) or Rule 15d — 14(a) tiie Securities Exchange Act of 1934
[, Timothy P.V. Mammen, certify that:
1. | have reviewed this quarterly report on Forn-Q of IPG Photonics Corporation for the fiscal qgagnded September 30, 20

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgitsde a material fact necessary to
make the statements made, in light of the circuntets. under which such statements were made, nigamisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statement$ adimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this rep

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defin
in Exchange Act Rules 13a-15(e) and 15d-15(e))imtednal control over financial reporting (as definin Exchange Act Rules 13a-15(f)
and 15«15(f) for the registrant and hav

(@) Designed such disclosure controls and pharas, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

(b) Designed such internal control over finahegporting, or caused such internal control diremcial reporting to be designed under
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princiy

(c) Evaluated the effectiveness of the regitsadisclosure controls and procedures and preséntbds report our conclusions about
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation;

(d) Disclosed in this report any change inrdgistrant’s internal control over financial repogt that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regist’s internal control over financial reportir

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the registrant’s auditors and theitte@mmittee of the registrant’s the board of dices (or persons performing the equivalent
functions):

(&) All significant deficiencies and materiagéaknesses in the design or operation of internarabover financial reporting which are
reasonably likely to adversely affect the regidf’s ability to record, process, summarize and refpanhcial information; an

(b) Any fraud, whether or not material, thatdtves management or other employees who havendisant role in the registrant’s
internal control over financial reportin

Date: November 6, 2009

By: /s/ Timothy P.V. Mammen
Timothy P.V. Mammen
Vice President and Chief Financial Officer
(Principal Financial Officer)




Exhibit 32

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the filing of the QuarteReport on Form 10-Q for the fiscal quarter endept&mber 30, 2009 (the “Report”) by IPG
Photonics Corporation (the “Company”), ValentinGapontsev, as the Chief Executive Officer of thenpany, and Timothy P.V. Mammen
as the Chief Financial Officer of the Company, eheteby certifies pursuant to 18 U.S.C. Sectior013S adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, that, to the bEktsooknowledge:

1. the Report fully complies with the requirementsSefction 13(a) or Section 15(d) of the SecuritiesHaxge Act of 1934; ar
2. the information contained in the Reportlfapresents, in all material respects, the findnmadition and results of operations of the
Company

Date: November 6, 2009
/sl Valentin P. Gapontse\

Valentin P. Gapontsev
Chairman and Chief Executive Officer

/s/ Timothy P.V. Mammen
Timothy P.V. Mammen
Vice President and Chief Financial Officer

A signed original of this written statement reqdifey 18 U.S.C. Section 1350 has been provided®PRRotonics Corporation and will be
retained by IPG Photonics Corporation and furnisioetthie Securities and Exchange Commission otaf§ gpon request.



