
UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

_________________

FORM 8-K

CURRENT REPORT
PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934

Date of report (Date of earliest event reported): May 19, 2005

_________________

Tegal Corporation
(Exact name of Registrant as Specified in its Charter)

Delaware 000-26824 68-0370244
(State or other jurisdiction

of incorporation)
(Commission
File Number)

(I.R.S. Employer
Identification No.)

2201 South McDowell Boulevard
Petaluma, California 94954

(Address of Principal Executive Offices)

(707) 763-5600
(Registrant’s telephone number, including area code)

——————————————————————
(Former Name or Former Address, if Changed Since Last Report)

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under
any of the following provisions (see General Instruction A.2. below):

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)
Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)
Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))
Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))

Item 2.02. Reports of Operations and Financial Conditions

        On May 19, 2005, Tegal Corporation (the “Company”) issued its fourth quarter and fiscal year 2005 press release,
a copy of which is furnished as Exhibit 99.1 to this Form 8-K and incorporated by reference herein. On May 19, 2005,
the Company held a conference call announcing its financial results for the fourth quarter and fiscal year 2005. The
transcript of this conference call is furnished as Exhibit 99.2 to this Form 8-K and is incorporated by reference herein.

Item 9.01.  Financial Statements and Exhibits

      (c) Exhibits.

Exhibit No. Description
99.1 Press Release dated May 19, 2005
99.2 Transcript of Tegal Corporation's fourth quarter and fiscal year 2005

conference call held on May 19, 2005.

SIGNATURES



        Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to
be signed on its behalf by the undersigned hereunto duly authorized.

Date: May 20, 2005 TEGAL CORPORATION
By: /s/ Christine T. Hergenrother
Name: Christine T. Hergenrother
Title: Vice President & Chief
Financial Officer



Exhibit 99.1

TEGAL CORPORATION REPORTS
FOURTH QUARTER AND FISCAL YEAR 2005 FINANACIAL RESULTS

Petaluma, Calif., May 19, 2005 —  Tegal Corporation (Nasdaq: TGAL), a leading designer and manufacturer of plasma
etch and deposition systems used in the production of integrated circuits and nanotechnology devices, today announced
financial results for the Fourth Quarter and Fiscal Year 2005, which ended March 31, 2005. Senior management will
conduct an investor conference call to discuss these results and the company’s financial outlook in more detail at 2pm
Pacific Time, today, Thursday May 19, 2005. More information about the conference call is provided below.

Fourth Quarter and Fiscal 2005 Highlights

o Revenues for the fourth quarter were $3.6 million, a decrease of 42% from the same quarter one year ago, and an
increase of 23% from $2.9 million reported in the fiscal third quarter of 2005. Revenues for the fiscal year were $14.9
million, a decrease of 10% from $16.5 million in the prior fiscal year.

o Net losses for the fourth quarter were ($3.4) million or ($0.07) per share and for the full year were ($14.9) million or
($0.32) per share. These results compare to a loss of ($1.6) million ($0.06) per share in the fourth quarter last year and
a loss of ($12.6) million ($0.56) per share for fiscal 2004.

o Operating losses for the fourth quarter were ($3.4) million, including the effect of a charge of $0.8 million for excess
inventory, compared to a positive $62 thousand in the same quarter last year. The company posted operating losses of
the year of ($13.1) million, which included a $1.7 million non-cash charge for IPR&D related to its acquisition of First
Derivative Systems, Inc. The operating loss in the prior fiscal year was ($7.2) million, which included a $2.2 million
IPR&D charge and a $1.0 million excess inventory charge.

o The company shipped a total of thirteen plasma etch and sputtering systems during the year, including four systems to
four new customers. Customers are using these systems for the production of non-volatile memories, photo-
semiconductors and several types of MEMS devices, including Film Bulk Acoustic Resonators (FBARs).

o The company completed the drawdown of its structured secondary offering facility with Kingsbridge Capital, selling a
total of 8.5 million shares, raising a total of $10.4 million in equity capital.

o The company elected Brad Mattson as its Executive Chairman and Thomas Mika as President and Chief Executive
Officer, succeeding former Chairman, President & CEO Michael Parodi. Christine Hergenrother was appointed as
Vice President and Chief Financial Officer, succeeding Mr. Mika.

Financial Results

Revenues for the fourth quarter were $3.6 million, a decrease of 42% from $6.2 million for the fourth quarter of 2004, and
an increase of 23% from $2.9 million in the third quarter of 2005. Tegal reported a net loss of ($3.4) million, or ($0.07) per
share, for the quarter, compared to a net loss of ($1.6) million, or ($0.06) per share in the comparable quarter one year ago.
Sequentially, Tegal’s reported loss increased from ($2.7) million or ($0.06) per share, in the third quarter of 2005.

For the full fiscal 2005, revenues were $14.9 million, a decrease of 10% from $16.5 million for fiscal 2004. Tegal reported
a net loss of ($14.9) million, or ($0.32) per share for the fiscal year, compared to a net loss of ($12.6) million, or ($0.56) per
share in the prior fiscal year. Tegal’s loss for the year included non-cash charges for: (i) a $2.0 million non-cash interest
expense related to the amortization of the beneficial conversion feature connected to the debenture financing in FY2004 (ii)
a $1.7 million one-time expensing of in-process research and development (IPR&D) related to its acquisition of First
Derivative Systems, Inc. and (iii) a $0.8 million increase of excess inventory reserves. Excluding these non-cash charges,
Tegal’s pro-forma non-GAAP loss for the year was $10.5 million.

Gross profits for the fourth quarter of fiscal 2005 were 1.1% compared to 43.4% in the same quarter one year ago. The
decline in margins in the quarter resulted from a less efficient absorption of overhead costs on lower revenues and the effect
of the increase in inventory reserves. For the year ended March 31, 2005, gross profits were 21.9% versus 28.1% in the
prior fiscal year. Low overhead absorption and increased inventory reserves negatively affected gross profits for both years.

Operating expenses for the fourth quarter were $3.4 million, an increase of $0.8 million from the fourth quarter of fiscal
2004. For the year ended March 31, 2005, total operating expenses were $16.3 million compared to operating expenses of
$11.8 million in the prior fiscal year. The non-cash IPR&D charge for fiscal 2005 was $1.7 million, while the same charge
for fiscal 2004 was $2.2 million. The operating loss for the fourth quarter was a ($3.4) million compared to an income of
$62 thousand in the same quarter one year ago. The Company’s operating loss for the full year was ($13.1) million,
compared to an operating loss of ($7.2) million in the prior year.

Cash at the end of the fourth quarter was $7.1 million, up $0.1 million from the same quarter one year ago, and up by $1.7



million from the third quarter. While the company’s notes payable and bank lines of credit declined to $159 thousand from
$2.4 million year-to-year, accounts payable increased by $2 million over the same period. The increase in inventories from
one year earlier of approximately $1.4 million resulted primarily from the company’s investment in its newly developed
OnCore™ PVD system.

Outlook

“Fiscal 2005 proved to be a pivotal year for our company,” said Thomas Mika, newly appointed President and CEO of
Tegal Corporation. “We’ve strengthened our senior management team, and we continued the development of our new NLD
and OnCore products, both of which required substantial investment. Our base Etch and PVD business units performed
well, but there were some customer delays in ramping advanced programs, especially in non-volatile memories. We have re-
affirmed our commitment to achieve cash break-even in operations this fiscal year, and took the initial steps toward this
goal.”

“In recent years Tegal has focused on emerging niche markets, which represent significant growth opportunities for the
company, but which are unpredictable in terms of timing,” said Brad Mattson, newly appointed Executive Chairman of
Tegal Corporation. “Tegal has begun the process of re-aligning its business strategy to also invest in opportunities in large,
existing equipment markets. This is a strategy that I have implemented successfully in the past and one that I believe is
possible for Tegal because of the strength of its technology.”

Investor Conference Call

Company will host a conference call for investors today (Thursday, May 19) at 5:00 p.m. (EDT) / 2:00 p.m. (PDT). The
dial-in phone numbers are (800) 299-7089 or (617) 801-9714 (for international callers). Investors should reference pass
code: 68300902.

A digital recording will be made available one hour after the completion of the conference call, and it will be accessible
through midnight on Thursday, May 26, 2005. To access, investors should dial (888) 286-8010 or (617) 801-6888 (for
international callers) and enter pass code: 49394839. The conference call also will be available live via the Investor Section
of the Company’s website at: www.tegal.com. A replay of the teleconference, along with a copy of the Company’s earnings
release, will be available on the Company’s website, as well.

About Tegal

Tegal provides process and equipment solutions to leading edge suppliers of advanced semiconductor and nanotechnology
devices. Incorporating unique, patented etch and deposition technologies, Tegal’s system solutions are backed by over 35
years of advanced development and over 100 patents. Some examples of devices enabled by Tegal technology are energy
efficient memories found in portable computers, cellphones, PDAs and RFID applications; megapixel imaging chips used in
digital and cellphone cameras; power amplifiers for portable handsets and wireless networking gear; and MEMS devices
like accelerometers for automotive airbags, microfluidic control devices for ink jet printers; and laboratory-on-a-chip
medical test kits. More information is available on the Internet at: www.tegal.com.

TEGAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
(In thousands)

ASSETS

March 31,
  2005

——————

March 31,
   2004

—————
Current assets:       
  Cash and cash equivalents   $ 7,093 $ 7,049 

  Trade receivables, net    2,347  4,729 
  Inventories    5,140  3,719 
  Prepaid expenses and other current assets    641  905 

      Total current assets    15,221  16,402 
Property and equipment, net    3,342  4,039 
Intangible assets, net    1,796  1,190 
Other assets    183  1,027 



      Total assets   $ 20,542 $ 22,658 

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:       
  Notes payable   $ 159 $ 1,103 
  Bank line of credit    —  1,347 
  2% convertible debentures, net    —  74 
  Accounts payable    3,607  1,645 
  Product warranty    252  366 
  Accrued expenses and other current liabilities    2,575  2,604 
  Deferred revenue    122  440 

      Total current liabilities    6,741  7,579 
Other long-term obligations    64  98 
Long-term portion of capital lease obligation    13  26 

      Total liabilities    6,792  7,703 

Stockholders' equity:   
  Common stock    528  366 
  Additional paid-in capital    99,156  85,376 
  Accumulated other comprehensive income    (110)  124 
  Accumulated deficit    (85,824)  (70,911)

      Total stockholders' equity    13,750  14,955 

   $ 20,542 $ 22,658 

TEGAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
(In thousands, except per share data)

Three Months Ended
     March 31,

————————

Twelve Months Ended
     March 31,

————————
2005

———
2004

———
2005

———
2004

———
Revenue   $ 3,556 $ 6,157 $ 14,888 $ 16,528 
Cost of revenue    3,516  3,484  11,621  11,881 

   Gross profit (loss)    40  2,673  3,267  4,647 

Operating expenses:   
   Research and development    1,529  815  5,772  3,305 
   Sales and marketing    675  587  2,905  2,347 
   General and administrative    1,238  1,209  6,009  3,973 
    In-process research and development    —  —  1,653  2,202 

      Total operating expenses    3,442  2,611  16,339  11,827 

      Operating income (loss)    (3,402)  62  (13,072)  (7,180)
Other income (expense), net   
  Interest expense, net    1  (1,653)  (2,064)  (5,521)
  Other income (expense)    2  32  223  99 

     Total other income (expense), net    3  (1,621)  (1,841)  (5,422)

         Net loss   $ (3,399)  (1,559) $ (14,913) $ (12,602)

Net loss per share, basic and diluted   $ (0.07)$  (0.06) $ (0.32) $ (0.56)

Shares used in per share computation:   
   Basic    52,206  27,375  46,879  22,442 
   Diluted    52,206  27,375  46,879  22,442 

Reconciliation from GAAP to non-GAAP Measures of Performance



Three Months Ended
     March 31,

—————————

Twelve Months Ended
     March 31,

—————————
2005

—————
2004

—————
2005

—————
2004

—————
Revenue   $ 3,556 $ 6,157 $ 14,888 $ 16,528 
GAAP Cost of revenue    3,516  3,484  11,621  11,881 

Non-cash increase in inventory reserve    (778)  —  (778)  (967)

Non GAAP Cost of revenue    2,738  3,484  10,845  10,914 

   Non GAAP Gross profit (loss)    818  2,673  4,045  5,614 

GAAP Total operating expenses    3,442  2,611  16,339  11,827 
 Non-cash IPR&D expense    —  —  (1,653)  (2,202)

      Non GAAP total operating expenses    3,442  2,611  14,686  9,625 

      Non GAAP Operating income (loss)    (2,624)  62  (10,641)  (4,011)
GAAP Total other income (expense), net    3  (1,621)  (1,841)  (5,422)
  Non-cash interest expense associated with Debentures    0  1,653  2,019  5,519 

  Non GAAP total other income (expense), net    3  32  178  97 

         Non GAAP Net income (loss)   $ (2,621) $ 94 $ (10,463) $ (3,914)

Non GAAP Net loss per share, basic   $ (0.05) $ 0.00 $ (0.22) $ (0.17)

Non GAAP Net income (loss) per share, diluted   $ (0.05) $ 0.00 $ (0.22) $ (0.17)

Shares used in per share computation:   
   Basic    52,206  27,375  46,629  22,442 
   Diluted    52,206  40,204  46,629  22,442 
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FINAL TRANSCRIPT

May. 19. 2005 / 2:00PM, TGAL — Q4 2005 Tegal Corporation Earnings Conference Call

streetevents@thomson.com 617.603.7900 www.streetevents.com

(C)2005 Thomson Financial. Republished with permission. No part of this publication may be reproduced or
transmitted in any form or by any means without the prior written consent of Thomson Financial.

      [GRAPHIC OMITTED][GRAPHIC OMITTED]

      Conference Call Transcript

      TGAL — Q4 2005 Tegal Corporation Earnings Conference Call

      Event Date/Time: May. 19. 2005 / 2:00PM PTEvent 

      Duration: N/A

CORPORATE PARTICIPANTS

      Frank Nagle

      Tegal Corporation — Investor Relations

      Thomas Mika

      Tegal Corporation — President & CEO

      Brad Mattson

      Tegal Corporation — Chairman

CONFERENCE CALL PARTICIPANTS

      INAUDIBLE

      Analyst

      Tom Arapidis

      Friedman Schnaier — Analyst

      David Shaw

      Analyst

      Lee Cohen

      Analyst

      Nick Tishchenko

      Global Crown Capital — Analyst

      PRESENTATION

Operator

        Good day, ladies and gentlemen, and welcome to the fourth quarter and fiscal year 2005 Tegal Corporation conference call. My name



is Minosha and I will be your coordinator for today. At this time, all participants are in a listen-only mode. We will be conducting a
question and answer session towards the end of this conference. If at any time during the call you require assistance, please press star
followed by a zero and a coordinator will be happy to assist you. I would now like to turn the presentation over to your host for today’s call,
Mr. Frank Nagle of Tegal Investor Relations. You may proceed, sir.

      Frank Nagle — Tegal Corporation — Investor Relations

        Thank you. Good afternoon, and welcome to Tegal’s investor conference call for the fourth quarter of fiscal 2005, which ended March
31, 2005. This is Frank Nagle on behalf of Tegal Corporation Investor Relations. A digital recording of this call will be made available one
hour after its completion and will be accessible through midnight on Thursday, May 26th, 2005. To access, investors should dial area code
888-286-8010, or area code 617-801-6888 for international callers, and enter the pass code: 49394839. A replay of the teleconference,
along with a copy of the Company’s earnings release, will be available on the Company’s website as well.

Before we begin, it is my duty to review with you the important Safe Harbor statement that should be taken into consideration when
listening to comments that will be made on this call. Except for historical information, matters discussed on this call are forward-looking
statements. Such forward-looking statements are subject to certain risks and uncertainties; including, but not limited to, industry conditions,
economic conditions, acceptance of new technology, the growth of target markets, as well as other risks. Actual operations and financial
results may differ materially from Tegal’s expectations as a result of these factors or unanticipated events. Specifically, we refer you to the
risks and uncertainties as set forth in the Company’s periodic filings with the Securities & Exchange Commission. And now, I would like to
introduce Thomas Mika, President and Chief Executive Officer of Tegal.

      Thomas Mika — Tegal Corporation — President & CEO

        Thank you, Frank. Good afternoon, everyone, and welcome to Tegal Corporation’s investor conference call for the fourth quarter of
fiscal 2005. With me today is Brad Mattson, our Executive Chairman, and Christine Hergenrother, our Chief Financial Officer. This call
will be somewhat different from those we have had in the recent past. I’m going to shorten the review of this year’s highlights and quarterly
performance so that we can cover more of our strategy and plans for the future of the Company.

Following the prepared statements from me and then from Brad, we’ll take your questions. Both Brad and I tend to be candid and straight-
forward, so we strongly encourage your questions and look forward to a good Q&A session at the end of the call. Fiscal 2005 proved to be a
pivotal year for our Company in several areas. In my view, the most important change during the year has been in our management team.
This call is my first opportunity to publicly welcome Brad Mattson as our new Executive Chairman. Brad is a highly regarded executive and
entrepreneur in the semiconductor capital equipment industry, and the founder two of successful companies in the industry, Novellus and
Mattson Technologies. He is currently a member of the Board of Directors of SEMI, the leading Semiconductor Equipment Industry
Association. We are thrilled to have him as our Chairman; and I would like to acknowledge today his positive impact on the Company in
the two short months that he has been on board.

About a year ago, we began to recruit new talent into the Company with the intention of changing not only the management organization,
but also the eventual direction of the Company. These changes have been quite extensive. Of the top nine executives in the Company
today, six are new to Tegal and three, including myself, are new to the positions they currently hold. These appointments have allowed us
to take a fresh look at our business and to make positive changes in our approach to sales, customer support, and Research and
Development, as well as to strengthen our internal control systems and measures of accountability. The second most significant change is
recent and has to do with our vision for the Company, its strategy and business model. Brad will be speaking to these points later in the call.
I just want to say that our entire senior management team fully endorses this new, positive direction for the Company. As one who has been
associated with Tegal since 1990, I can say that what Brad has brought to us in terms of vision and strategic thinking is exactly what our
Company needs to progress to the next level.

Now, to review the past year and quarter. Our shipments during the year included a good mix of advanced, Etch and deposition tools and
core Etch systems. Customers are using our systems for the production of non-volatile memories, particularly FE RAM devices for smart
cards,and RFID devices, optoelectronic devices incorporated into telecom and consumer products, and several types of MEMS devices,
including F-Bars, used in high band width cell phones and other wireless products. We continue to invest in the development of our new
products, including Compact NLD and the OnCore 300-millimeter PVD system. While we are responding to customer inquiries by
processing wafers, these products are still some away from commercial production.

Our goal for the year is to place beta units of these two systems into customer sites for evaluation. Revenues for the fourth quarter were
$3.6 million, a decrease of 42% from $6.2 million for the fourth quarter of 2004, and an increase of 23% from $2.9 million in the third
quarter of 2005. For the full fiscal year of 2005, revenues were $14.9 million, a decrease of about 10% from $16.5 million the year before.
We recorded a net loss for the fourth quarter of $3.4 million or $0.07 a share compared to a net loss of $1.6 million or $0.06 a share in the
comparable year quarter one year ago. Sequentially, our reported loss increased from $2.7 million or $0.06 a share in the third quarter of
2005. For the full year, we reported a net loss of $14.9 million or $0.32 a share, compared to a net loss of $12.6 or $0.56 per share in the
prior fiscal year.

The loss for the year included a $1.7 million non-cash one-time expensing of in-process Research and Development related to our
acquisition of First Derivative Systems, a $2 million non-cash interest expense related to the conversion of debentures and about $800 in —
of increase in inventory reserves. Excluding these non-cash charges, our pro forma non-GAAP loss for the year was $10.5 million. Other
non-cash charges contributing to the net loss included $1.9 million, mainly in depreciation. Gross profits for the fourth quarter of fiscal
2005 were 1.1% compared to 43.4% in the same quarter one year ago. The decline in margins in the quarter resulted from a less efficient
absorption of overhead costs on lower revenues and the effect of the increase in inventory reserves. For the year ended March 31st, gross
profits were 21.9%, versus 28.1% in the prior fiscal year.



Lower overhead absorption and increased inventory reserves negatively impacted gross profits for both years. Operating expenses for the
fourth quarter were $3.4 million, an increase of $800,000 from the fourth quarter of fiscal 2004. For the year ended March 31st, total
operating expenses were $16.3 million compared to operating expenses of $11.8 million in the prior fiscal year. The non-cash IPR&D
charge for fiscal 2005 was $1.7 million while the same charge for fiscal 2004 was $2.2 million. The operating loss in the fourth quarter
was $3.4 million compared to an income of $62,000 in the same quarter one year ago. The Company’s operating loss for the full year was
$13.1 million, compared to an operating loss of $7.2 million in the prior year.

Cash at the end of the fourth quarter was $7.1 million, up about $100,000 from the same quarter a year ago and up by $1.7 million from the
third quarter of this year. While the Company’s notes payable and bank lines of credit declined to $159,000 from $2.4 million year to year,
accounts payable increased by $2 million over the same period. The increase in inventories from one year earlier of approximately $1.4
million resulted primarily from the Company’s investment in its OnCore PVD system. Our book-to-bill during the quarter was $800,000,
but systems backlog as of today is approximately $3 million.

We completed the drawdown of our structured secondary offering facility with Kingsbridge Capital. We sold approximately 8.5 million
shares during the year, raising a total of $10.4 million in equity capital. As of today, our total shares outstanding are 52.9 million. I’ll now
turn the call over to Brad Mattson.

      Brad Mattson — Tegal Corporation — Chairman

        Thanks, Tom. First of all, it isn’t standard practice for the Chairman to be involved in a conference call. We know that; and as a result,
I may not be on future calls. But we thought this would be a good time to introduce myself to our investors and to share with you my
observation about Tegal and its futures. You may know that I’ve been involved in the industry before; and as Tom mentioned, I’ve had a
few successes. I’ll briefly describe what I do; and although I don’t like this title, I’ve been most often described as a visionary.

I hate that title because a vision means nothing if you can’t connect it to reality. In a nutshell, what I try to do is figure out how to do
something that no one else can do — that’s the technology part — and then make sure it’s also something the customer will pay a lot of
money for — that’s the marketing. It sounds simple, but I only know of a few companies that do both. I’m getting a little ahead of myself
here, but I’ll say that Tegal, in fact, is really, really good at one thing, but really, really bad at the other. The good news is we can fix that.
I’ll say more on that later. Now I’d like to fill you in on how I was connected with Tegal and what my impression has been so far. I have to
admit, when I was first contacted about Tegal, my reaction was negative.

I should mention that although I’m mostly known in the CVD and Strip businesses, I’ve had a lot of experience early in my career with
Etch. At Applied Materials, I was the product manager for the first Etch product. Our team at Applied introduced the 8100 Hexode, which
changed and in fact dominated in the Etch industry for a decade. After I left Applied, I ran the Plasma Etch division of LFE, the company
that led the Etch industry before Tegal replaced them in the 1970‘s. For a period of time in the 70‘s, Tegal was the leader in the Etch
industry, so I’ve known Tegal from a competitive point of view for a long time. I even considered acquiring them while at Mattson. So my
negative reaction came from the following — from following Tegal over the last two decades, while it’s had a track record of almost
continuous decline in market share with little or negative profitability.

So obviously, I was skeptical. As a personal favor, though, I agreed to look at it. I have to tell you that I did find several positive surprises.
The first positive surprise was the extent of the management change that had taken place and the attitude towards change itself that I saw in
the Company. Sometimes people get stuck defending practices of the past. At Tegal, I saw people eager to increase sales and drive the
Company to profitability; but more importantly, open to change and ready to make the difficult decisions to improve the financial
performance. There was another pleasant surprise on the people side. Several, if not most, of the recent management appointments were
people who had worked for me in the past, who I know and trust to do what’s required. So this was all good news.

Management is good, we don’t need big changes to significantly improve the performance of the Company. The second positive surprise
was that in addition to management, other important fundamental improvements had already been made. In fact, they had started over a
year ago. Last year, the Company started an aggressive program to rebuild its sales capability. After six months, this effort bore through,
and Tegal arrested the decline of revenues. Now the prospect list is about four times that of a year ago. This global sales force has not only
stabilized the revenue base, but has also laid the groundwork to expand revenues without even introducing new products. And it’s not just
sales, but also support.

Tegal has an amazing reputation with its customers. It has a large install base and has been the leader in the industry in customer support, as
evidenced by being number one in the VLSI Research surveys. That’s right, Tegal regularly beat out Applied, Novellus, Lam, Varian — all
of them — in VLSI’s Annual Customer Satisfaction survey. And last but not least, I was impressed by Tegal’s technology. I always knew
Tegal had technical strength, but I had never been on the inside to see all the data. I quickly found several areas where Tegal could excel;
and in fact, would be technically strong enough to be a market leader. Tegal has more patents and intellectual property than I had at either
Mattson or Novellus when I started them, and even more than either of those companies had after 10 years of operation.

So with all this great stuff, why the decline in market share? Why all the years of negative growth and earnings? I’ll switch gears here and
talk about what we’ve been doing wrong in the past and about what we’re going to do about it, what I think the new Tegal is going to look
like. First of all, strategy. As I mentioned before, I believe the key to success is to do something that no one else can do. In other words,
develop great technology, but make sure it’s also something the customer will pay a lot of money for. It sounds simple, but it’s not. I
mentioned earlier, Tegal is really good at one — obviously, the technology side. But it’s really bad at marketing. I’ll give you an example.

As Tegal lost market share in the 80‘s and 90‘s, the Company decided to pursue a merging niche market, rather than compete head-on with
Applied and Lam in the mainstream market. The hoped to leapfrog the competition by being designed in on new advanced devices,
especially targeting non-volatile memories. The Company executed the strategy well, securing a technically dominant position in several of
these markets. Unfortunately, the markets haven’t developed, at least as quickly as we’d like. And as a result, revenue declined even as
R&D costs were increased. So Tegal executed the strategy well, it was just the wrong strategy. These are great and exciting markets, but



you can’t only look at emerging markets.

You need to couple that with success in an existing market so you can pay the bills. It’s like only trying to hit a grand slam. Usually it’s
better to make sure you get some base hits as well. It’s really a matter of managing your risk. When you work only on emerging markets,
you’re at the mercy of many factors, many of which you can not influence or control. I’ve always believed the right way to grow a business
— with less risk, of course — is to attack a medium to large existing market where the customers have pressing needs with which suppliers
are either unwilling or unable to meet. The most winning combination in this business is when you can meet the customers’ critical
technical requirements with a solution that has compelling economics as well — high technology with high productivity. It’s something you
can build a big company around.

Based on what I have observed at Tegal, I believe that the Company has two such opportunities: One certainly in Nano layer deposition and
another possibly in 300 millimeter PVD. These technologies do need significant development work, but offer a lot of promise. The both
have the potential to target a existing market with advanced technology and better productivity than the competition. This advantage is what
both Novellus and Mattson were built around. So fine. How do we get to there from here? The answer is to fix the marketing problem. We
need to apply our great technology to the areas where we get the most bang for our buck. At our size, that also means we can’t try to do
everything. Part of the answer is to focus. In pursuing so many niche markets, Tegal has spread itself too thin. We’re not only doing R&D
for about eight different markets right now, we’re also doing R&D for our customers as well — and we’re not getting paid for most of it.

So we need to focus our R&D on the areas with the greatest return on investment. As for the large R&D already invested in MRAMs,
FeRAMS, PRAMs, decoupling capacitors, MEMS devices, ultra thin wafers, FBAR’s, EUV masks, et cetera. It’s time to harvest these
investments. These markets represent significant short-term growth opportunity for sales. They require little additional R&D, yet may see
significant rewards as some of these markets materialize. And if we can limit the R&D in these niche areas, we can shift more emphasis to
the NLD and PVD areas where we can address much larger markets. Now, I’d like to discuss a little about the strategy on our infrastructure
and the impact on our financial model.

First of all, I see Tegal as a technology company, but I don’t think it’s structured as such. Technology is inherently a high value-added
function, and a technology company should be highly leveraged and very profitable. Tegal isn’t structured like that; it is doing many things
that add no value and carry significant overhead. Comparing it to our customers’ kind of business, Tegal is like a $15 million IDM or
integrated device manufacturer, where the critical mass for that kind of company is more like a billion dollars. How does this make sense?
And in this analogy, shouldn’t Tegal be more like a fabless semiconductor company instead, taking advantage of it’s fantastic IP? Over the
next two years, we need to convert Tegal to be a truly technology company. We must consider such alternatives as outsourcing non value-
added activities, the reinstitution of price leadership in the areas where it provides enabling technology, co-marketing with strategic
partners, and other well-known, overhead-cutting methods.

Tegal should become a lean, mean, IP machine. As we execute this strategy, the financial model will change significantly. Gross margins
should go up; but more importantly, profitability should be maintained even during reasonable downturns in the industry. A final note: I
don’t believe in losses. I don’t accept what has been happening in the past where sales goals have not been met and expenses haven’t been
reduced, but always slower than the revenues. Part of making Tegal a winner is financial strength, and we’ll be fixing that on both the
income statement and the balance sheet. There is just no other way to run a company.

So that covers most of what I have to say. In summary, Tegal has some great opportunities, but we have work to do. We see the next 12
months as kind of a transition year. By driving sales in our traditional niche markets, we should see a significant increase in sales, but we
need to also drive to a new financial model where these sales result in a cash flow breakeven. Simultaneously, we must fund the
investments in the new products that will drive sales in the following years. I look forward to working with Tom and the management team
to execute these plans and help Tegal achieve its objectives. Now I’d like to turn the call back to Tom for some closing remarks.

      Thomas Mika — Tegal Corporation — President & CEO

        Thanks, Brad. I’d like to close with our Company objectives and goals for the fiscal year. Our first priority in the coming months is to
drive our revenues to much higher levels. We have a strong prospect list in our areas of strength and much better visibility than we have
had in the past as a result of the professional sales force that we have put in action over the past year. We are confident that we can expand
revenues significantly in the current fiscal year over last. Second, we must achieve operating breakeven on a cash basis this year so that we
can preserve resources to meet our strategic objectives.

We took some steps towards this goal in the fourth quarter and expect to take further actions in the next few months. Third, we must
embrace the strategy outlined by our Chairman and begin to change our fundamental business model. We have identified several specific
steps that we will take in the coming months and that we will report on during subsequent quarterly conference call. At this point, I will
now turn the call over to the operator for questions.

      QUESTION AND ANSWER

Operator

        [OPERATOR INSTRUCTIONS] Please stand by while we compile the list of questions. Your first question comes from the line of
[INAUDIBLE]. You may proceed, sir.

      INAUDIBLE Analyst



        Hey guys, just to refresh, I mean, you’ve been, there the new management; and Brad, you’ve been there like a month now, is that
right?

      Brad Mattson — Tegal Corporation — Chairman

        I’ve been here — this is Brad. I’ve been here two months.

      INAUDIBLE Analyst

        Two months, okay. Anything — any specifics yet on the you know, in the process of being implemented, or can you talk about
specifics going forward and then how much they’ll cost, and then you know, to comment on liquidity and your ability to kind of manage
through this from that side?

      Brad Mattson — Tegal Corporation — Chairman

        Want me to handle that, or — ?

      Thomas Mika — Tegal Corporation — President & CEO

      Sure.

      Brad Mattson — Tegal Corporation — Chairman

        I think right now, I’ll tell you, I’ve been working pretty hot and heavy with the management team developing this, but I think it would
be early to talk about specifics because some of the fundamental changes we’re talking about are non-trivial, and we really have to not only
integrate them into the Company and develop a detailed plan, but the Company is also in the process of doing its budgeting for the fiscal
year, and we have to integrate it into that. So I think we can’t really be specific at this time. The general direction I think we kind of’
clearly outlined on the call; and as you might know from some of the things we talked about there, there’s a lot of details in the execution,
but I think we can’t talk to them quite yet. Does that cover that?

      INAUDIBLE Analyst

        I guess so.

      Brad Mattson — Tegal Corporation — Chairman

        Sorry we can’t be more specific. I think you’ll hear more in the next conference call. We’ll be more further down the line in
execution.

Operator

        Your next question comes from the line of Tom Arapidis of Friedman Schnaier. You may proceed.

      Tom Arapidis — Friedman Schnaier — Analyst

        Yes, just two questions, guys. Question number one: In terms of breaking even, what kind of revenues, rough — just if you can give a
rough estimate or a rough goal of what kind of revenues we would need to break even? And question number two: I think you mentioned
something about book-to-bill on the call. I didn’t quite catch it. If you could possibly repeat that?

      Thomas Mika — Tegal Corporation — President & CEO

        Yes, Tom. We estimate with our current structure that we would be at cash breakeven in the range of $20 to $25 million a year; and on
a quarterly basis, somewhere in the range of you know, $5 to $6 million per quarter. And as far as the book-to-bill was concerned, that was
0.8, so just under 1.

      Tom Arapidis — Friedman Schnaier — Analyst

    Okay.        And for going forward, you would say it’s 0.8?



      Thomas Mika — Tegal Corporation — President & CEO

        No, no, I think we’re — well, what I said was we’ve got a — our current backlog is about $3 million.

      Tom Arapidis — Friedman Schnaier — Analyst

      Okay, okay.

Operator

        As a reminder, ladies and gentlemen, to ask a question, it’s star 1 on your touch-tone telephone. Your next question comes from the
line of David Shaw.

      David Shaw Analyst

        Yes, I was wondering, obviously in the past, Tegal decided as of going head-on with LAM and Applied, you know, being a small
company, they were better to pursue a niche market. Why do you think Tegal can be successful competing head-on, especially if LAM and
Applied can decide to undercut or really fight hard to keep their business and just wait Tegal out?

      Thomas Mika — Tegal Corporation — President & CEO

        I think that — I think that the real key is attacking existing markets where those large competitors are either unable to provide a
solution or are unwilling to provide a solution. I think that — I’ll let Brad comment on this as well. When you’re — when you can deliver
to a customer both a unique or enabling technology and change their — the economics of production, you can — you can capture market
share, and especially if you do that going after, as I said before, those market segments where customers are underserved.

      Brad Mattson — Tegal Corporation — Chairman

        Let me add to that — Tom’s comments. This is Brad. I think there’s two distinct situations: First of all, Tegal didn’t just go to niche
markets; Tegal went to emerging niche markets. And if you read between the lines on what the word “emerging” means, they may be non-
existent niche markets in some places. In other words, there’s a few R&D tools, but you’re waiting and waiting for those markets to emerge.
There are other niches that could be in the size range, instead of like an emerging one where the total available market might only be $10
million a year. There are niches in this business that are clearly like 200 million, 300 million, 400 million markets that are, believe it or
not, still too small still for Applied Materials. I think they’re rough number is they’re looking for a billion-dollar marketplace to play the
game. So what we’re talking about is still a niche; but for us, that niche could be huge compared to a company like Applied, which is at $6
billion. So when we’re talking about targeting up, we’re not going after like an Applied Materials market segment that’s a billion-dollar
business for them.

It might not be a business at all if they haven’t targeted it yet, or it might be, you know, a $50 million business. So some of the thing is
when we talk about scaling up, we’re looking at a much larger market for Tegal, but still might be under the radar screen for the other
people. We just don’t want to have to wait for markets to be created. We want to go into a market where their customers are already
spending tens or hundreds of millions of dollars, and then we can — if we do the job we’ve always done in our technology, we’re going to
get our fair share of it. Then there’s another point: If you can really develop the kind of technology Tegal has in the past and combine it
with the high productivity like Tom’s just alluded to, then you can compete even against the big guys; and I’ve been able to do that before.

You just can’t look at small advantages. You’re not talking about like 20% better. You have to really target as being twice as good as they
are in terms of productivity or through-put. If you have better technology — which believe it or not, Tegal has this, vis-a-vis companies like
Applied and LAM — they can do things those guys cannot do. So if you have better technology, you have to find a way to package it in
such a way that gives it really significant advantage and through-put. Then you can take them on, but we don’t really want to pick a big
fight right now. What we want to do is pick a market where we can take those advantages and try to dominate a smaller segment, but it
can’t be a segment with total available market of only $10 million a year.

      David Shaw Analyst

        Okay, great, thank you. Maybe just a follow-up. Without getting too technical — or getting a little technical — can you maybe speak
about some of those areas where maybe Tegal could be successful? And also, which are the two areas, PVD and the Nano layer, where you
really think Tegal really has the technology that could be superior to anybody out there?

      Brad Mattson — Tegal Corporation — Chairman

        You just picked the two areas. You’re right on those. And let me contrast that in — in the context of how I just responded to the
previous question. In the NLD area, we’re talking about a market that does already exist. It’s called something, it’s called the ALD
business. It’s a thin, conformal layer market. This market [INAUDIBLE] by research is in the $100 to $200 million range. It is really the
perfect market for us; it’s under the radar screen, neither Applied nor Novellus have targeted this market. It’s typically targeted by less



strong competitors, and we feel we can compete in that area. That’s the NLD. And we happen to have a very strong intellectual property
position in that area.

The second one is a little trickier. Already the PVD technology is very good, the problem is it really is a market where Applied Materials
currently has a billion dollar market segment. So that’s a little bit trickier. We have to be very careful about trying to select a niche that we
can be strong in without having them, you know, come full force with all they have to target against us. So, I think we have to be pretty
strategic in that area.

      David Shaw Analyst

        Great, thank you very much. Look forward to seeing Tegal’s progress in the next three quarters.

      Brad Mattson — Tegal Corporation — Chairman

        Thank you. Very with good question.

Operator

        Your next question comes from the line of Lee Cohen. You may proceed.

      Lee Cohen Analyst

        Yes, hi, and good afternoon. Thank you for taking the call. Question is, to implement the new strategy and direction, will there be cash
there that you’ll need to raise? And if so, how will you do that?

      Thomas Mika — Tegal Corporation — President & CEO

        Well, we’re in the middle of, as Brad had indicated, our budgeting process. Fortunately, we actually — looking from Q3 to Q4 of the
fiscal year — actually increased our cash. But as for any specific fund-raising efforts, you know, we’re not in a position to make any
comment on that.

      Lee Cohen Analyst

    Okay.        Thank you. Good luck for the year ahead.

      Thomas Mika — Tegal Corporation — President & CEO

      Thanks.

Operator

        Your next question comes from the line of Nick Tishchenko of Global Crown Capital. You may proceed.

      Nick Tishchenko — Global Crown Capital — Analyst

        Thank you. Part of my questions were answered already, but I would really appreciate if you could state them clearly once again, if
you have already answered them. The first one is, would it be a fair statement that Tegal is done with acquiring new technologies and going
to focus on what they have already?

      Thomas Mika — Tegal Corporation — President & CEO

        I think that that is absolutely a fair statement. Over the past two years we’ve — as you know, we’ve acquired one company and two
product lines, and we’ve spent a good deal of our time integrating and asimulating those activities, and they have required a significant
amount of our capital. But I think we’ve got — we’ve got enough on our plates with about six different product lines; and if anything, I
think what we’re going to be trying to do is really focus those onto areas where, as Brad said, we can harvest our prior R&D and then
refocus our development activities into the higher priority areas.

      Nick Tishchenko — Global Crown Capital — Analyst



        Thank you. And two more questions, which are related to — as far as I could understand from this conference call, your focus is on
Nano layer position and PVD. Does that mean that you’re going to target copper deposition applications?

      Brad Mattson — Tegal Corporation — Chairman

        No, I would say copper is one of those things we think is a mainstream, strategic material, and we don’t want to get into a war between
Novellus and Applied Materials and their target markets. That would not be prudent for the size of the company we are. We have to be
pretty strategic and clever in how we try to grow that business segment. But we’ll have a focus on PVD, but that is a highly segmented
market; there are plenty of areas that are smaller. And quite frankly, there’s areas of that market that neither Applied nor Novellus really
want to serve. If it’s too small a segment and takes a little bit of work for them to development technology, they typically don’t want to be in
the market. Sometimes they are pulled into the market by their customer. Those are kind of the niches we’ll look for and saying we will
serve your market happily. You don’t have to pull us kicking and screaming. And we’re in the process of identifying those market
segments.

      Nick Tishchenko — Global Crown Capital — Analyst

        Very good, because the last thing you want to get in fight with these guys. And the last question, related to this product. How long in
your estimate it would take to bring the commercial product to the market?

      Thomas Mika — Tegal Corporation — President & CEO

        Well, we’re in the phase of moving these two systems from what I would call Alpha into Beta, and looking for appropriate Beta sites
for both of these tools. And those would be typically tier 1 customers who are willing to work with smaller suppliers and who — whose,
you know, confidence we can trust. So we’d expect towards the second half of the fiscal year to have identified those and to move those
systems into evaluation. So really, we’re not looking, and our business plan does not include, any revenues from those systems in this fiscal
year. We would see possibly, you know, depending on the state of the industry going into, say calendar ‘06, our fiscal ‘07, there may be
some revenues in that year.

      Nick Tishchenko — Global Crown Capital — Analyst

        Thank you very much. So your focus would be on the large IDMs in North America and Europe and probably in Japan, is that a fair
statement?

      Thomas Mika — Tegal Corporation — President & CEO

        I think that would be a fair statement.

      Nick Tishchenko — Global Crown Capital — Analyst

        Thank you very much.

      Thomas Mika — Tegal Corporation — President & CEO

      Okay, thanks, Nick.

Operator

        Gentlemen, you have no further questions at this time. I would like to turn the call over to you for closing remarks.

      Frank Nagle — Tegal Corporation — Investor Relations

        Thank you. Once again, a digital recording will be available one hour after the completion of this conference call, and it will be
accessible through midnight on Thursday, May 26th, 2005. To access, investors should dial area code 888-286-8010 or area code 617-801-
6888, and enter the pass code: 49394839. A replay of the teleconference, along with a copy of the Company’s earnings release, will be
available on the Company’s website at www.tegal.com. This concludes today’s conference call. Thank you for joining us this afternoon.

Operator

        Ladies and gentlemen, thank you for your participation in today’s conference. This concludes the presentation. You may now
disconnect. Everyone have a great day.
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