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ITEM 5. Other Events.

On February 11, 2004, we entered into a structured secondary offering
facility (the "Structured Secondary") with Kingsbridge Capital Limited
("Kingsbridge"). Under the terms of a Common Stock Purchase Agreement (the
"Purchase Agreement") entered into by the Company and Kingsbridge on such date
with respect to the Structured Secondary, we may, at our sole discretion, sell
to Kingsbridge, and Kingsbridge would be obligated to purchase, up to $25
million of shares of our Common Stock, par value $0.01 per share (the "Common
Stock"). The price at which we may sell shares of Common Stock under the
Purchase Agreement is based on a discount to the volume weighted average market
price of the Common Stock for a specified number of trading days following each
of our respective elections to sell shares thereunder. We may utilize the
Structured Secondary over the next 24 months from time to time in our sole
discretion, subject to various conditions and terms contained in the Purchase
Agreement.

In connection with our entering into the Structured Secondary, we
issued to Kingsbridge a warrant (the "Warrant") to purchase 300,000 shares of
Common Stock at an exercise price of $4.11 per share. The Warrant will not be
exercisable until August 11, 2004, and will expire on August 11, 2009.

The Company and Kingsbridge also entered into a Registration Rights
Agreement (the "Registration Rights Agreement") in connection with the
Structured Secondary. As contemplated by the Registration Rights Agreement, the
Company will file a registration statement with the Securities and Exchange
Commission relating to the resale by Kingsbridge of any shares of Common Stock
purchased by Kingsbridge under the Purchase Agreement or issued to Kingsbridge
as a result of the exercise of the Warrant. The effectiveness of such
registration statement is a condition precedent to our ability to sell Common
Stock to Kingsbridge under the Purchase Agreement.

A copy of the Purchase Agreement, the Warrant, the Registration Rights
Agreement and related press release are filed herewith as Exhibit 10.1, Exhibit
10.2, Exhibit 10.3 and Exhibit 99.1, respectively, and incorporated herein by
reference. The foregoing descriptions of the Purchase Agreement, the Warrant and
the Registration Rights Agreement are qualified in their entirety by reference
to such Exhibits.

ITEM 7. Financial Statements, Pro Forma Financial Information and Exhibits



(¢) Exhibits
10.1 Common Stock Purchase Agreement by and between Kingsbridge
Capital Limited and Tegal Corporation, dated as of February
11,2004.

10.2  Warrant, dated February 11, 2004, issued to Kingsbridge
Capital Limited.

10.3  Registration Rights Agreement, dated as of February 11, 2004,
by and between Tegal Corporation and Kingsbridge Capital
Limited.

99.1 Press Release, dated February 12, 2004.
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Exhibit 10.1

COMMON STOCK PURCHASE AGREEMENT

by and between

KINGSBRIDGE CAPITAL LIMITED

and

TEGAL CORPORATION

dated as of February 11, 2004
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COMMON STOCK PURCHASE AGREEMENT
by and between
KINGSBRIDGE CAPITAL LIMITED
and
TEGAL CORPORATION

dated as of February 11, 2004

This COMMON STOCK PURCHASE AGREEMENT is entered into as of the 11th day
of February, 2004 (this "Agreement"), by and between Kingsbridge Capital
Limited, a company organized and existing under the laws of the British Virgin
Islands (the "Investor") and TEGAL CORPORATION, a corporation organized and
existing under the laws of the State of Delaware (the "Company").

WHEREAS, the parties desire that, upon the terms and subject
to the conditions set forth herein, the Company may issue and sell to the
Investor, from time to time as provided herein, and the Investor shall purchase
from the Company, Common Stock (as defined below) for an aggregate of up to $25
million; and

WHEREAS, such investments will be made in reliance upon the
provisions of Section 4(2) ("Section 4(2)") and Regulation D ("Regulation D") of
the United States Securities Act of 1933, as amended and the rules and
regulations promulgated thereunder (the "Securities Act"), and/or upon such
other exemption from the registration requirements of the Securities Act as may
be available with respect to any or all of the investments in Common Stock to be
made hereunder; and

WHEREAS, the parties hereto are concurrently entering into a
Registration Rights Agreement in the form of Exhibit A hereto (the "Registration
Rights Agreement") pursuant to which the Company shall register the Common Stock
issued and sold to the Investor under this Agreement and under the Warrant (as
defined below), upon the terms and subject to the conditions set forth therein;
and

WHEREAS, in consideration for the Investor's execution and
delivery of, and its performance of its obligations under, this Agreement, the
Company is concurrently issuing to the Investor a Warrant in the form of Exhibit
B hereto (the "Warrant") pursuant to which the Investor may purchase from the
Company up to 300,000 shares of Common Stock, upon the terms and subject to the
conditions set forth therein;

NOW, THEREFORE, the parties hereto agree as follows:



ARTICLE I
DEFINITIONS

Section 1.01. "Blackout Shares" shall have the meaning assigned to such
term in the Registration Rights Agreement.

Section 1.02. "Certificate" shall have the meaning assigned to such
term in Section 4.03 hereof.

Section 1.03. "Closing Date" means the date on which this Agreement is
executed and delivered by the Company and the Investor.

Section 1.04. "Commission" means the United States Securities Exchange
Commission.

Section 1.05. "Commission Documents" shall have the meaning assigned to
such term in Section 4.06 hereof.

Section 1.06. "Commitment Period" means the period commencing on the
Effective Date and expiring on the earliest to occur of (x) the date on which
the Investor shall have purchased Shares pursuant to this Agreement for an
aggregate purchase price equal to the Maximum Commitment Amount, (y) the date
this Agreement is terminated pursuant to Article IX hereof, and (z) the date
occurring 24 months from the Effective Date.

Section 1.07. "Common Stock" means the common stock of the Company,
$0.01 par value per share.

Section 1.08. "Condition Satisfaction Date" shall have the meaning
assigned to such term in Article VII hereof.

Section 1.09. "Damages" means any loss, claim, damage, liability, costs
and expenses (including, without limitation, reasonable attorneys' fees and
expenses and costs and reasonable expenses of expert witnesses and
investigation).

Section 1.10. "Draw Down" shall have the meaning assigned to such term
in Section 3.01 hereof.

Section 1.11. "Draw Down Amount" means the actual amount of a Draw Down
paid to the Company.

Section 1.12. "Draw Down Notice" shall have the meaning assigned to
such term in Section 3.01 hereof.

Section 1.13. "Draw Down Price" means 90% of the VWAP on any Trading
Day during the Draw Down Pricing Period when the VWAP equals to or exceeds
$1.50.

Section 1.14. "Draw Down Pricing Period" shall mean, with respect to
each Draw Down, a period of fifteen (15) consecutive Trading Days beginning on
the first Trading Day specified in a Draw Down Notice.
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Section 1.15. "DTC" means the Depository Trust Corporation, or any
successor thereto.

Section 1.16. "Effective Date" means the first Trading Day immediately
following the date on which the Registration Statement is declared effective by
the Commission.

Section 1.17. "Exchange Act" means the U.S. Securities Exchange Act of
1934, as amended, and the rules and regulations promulgated thereunder.

Section 1.18. "Knowledge" means the actual knowledge of the Chief
Executive Officer, Chief Financial Officer or any Executive Vice President or



Vice President of the Company.
Section 1.19. "Legend" shall have the meaning specified in Section 8.1.

Section 1.20. "Make Whole Amount" shall have the meaning specified in
Section 3.10.

Section 1.21. "Material Adverse Effect" means any effect on the
business, operations, properties or financial condition of the Company and its
consolidated subsidiaries that is material and adverse to the Company and such
subsidiaries, taken as a whole, and/or any condition, circumstance, or situation
that would prohibit or otherwise interfere with the ability of the Company to
perform any of its obligations under this Agreement, the Registration Rights
Agreement or the Warrant in any material respect; provided, that none of the
following shall constitute a "Material Adverse Effect": (i) the effects of
conditions or events that are generally applicable to the capital, financial,
banking or currency markets and (ii) any changes or effects resulting from the
announcement or consummation of the transactions contemplated by this Agreement,
including, without limitation, any changes or effects associated with any
particular Draw Down.

Section 1.22. "Maximum Commitment Amount" means $25 million in
aggregate Draw Down Amounts; provided, however, that in no event shall the
Investor be obligated to purchase, nor shall the Company issue and sell, Common
Stock in the aggregate under this Agreement representing twenty percent (20%) or
more of the voting power in the Company outstanding on the date hereof.

Section 1.23. "Maximum Draw Down Amount" means 4.5% of the Company's
Market Capitalization (as defined and calculated in accordance with Annex A) at
the time of the Draw Down; provided, however, that such amount shall not exceed
$7.5 million in respect of any Draw Down.

Section 1.24. "NASD" means the National Association of Securities
Dealers, Inc.

Section 1.25. "Other Financing" shall have the meaning assigned to such
term in Section 6.07 hereof.

Section 1.26. "Permitted Transaction" shall have the meaning assigned
to such term in Section 6.07 hereof.

Section 1.27. "Person" means any individual, corporation, partnership,
limited liability company, association, trust or other entity or organization,
including any government or political subdivision or an agency or
instrumentality thereof.

Section 1.28. "Principal Market" means the Nasdaq National Market, the
Nasdaq SmallCap Market, the American Stock Exchange or the New York Stock
Exchange, whichever is at the time the principal trading exchange or market for
the Common Stock.

Section 1.29. "Prohibited Transaction" shall have the meaning assigned
to such term in Section 6.08 hereof.

Section 1.30. "Prospectus" as used in this Agreement means the
prospectus in the form included in the Registration Statement, as supplemented
from time to time pursuant to Rule 424(b) of the Securities Act.

Section 1.31. "Registrable Securities" means (i) the Shares, (ii) the
Warrant Shares, and (iii) any securities issued or issuable with respect to any
of the foregoing by way of exchange, stock dividend or stock split or in
connection with a combination of shares, recapitalization, merger, consolidation
or other reorganization or otherwise. As to any particular Registrable
Securities, once issued such securities shall cease to be Registrable Securities
when (w) the Registration Statement has been declared effective by the SEC and
such Registrable Securities have been disposed of pursuant to the Registration
Statement, (x) such Registrable Securities have been sold under circumstances
under which all of the applicable conditions of Rule 144 (or any similar
provision then in force) under the Securities Act ("Rule 144") are met, (y) such



time as such Registrable Securities have been otherwise transferred to holders
who may trade such shares without restriction under the Securities Act, and the
Company has delivered a new certificate or other evidence of ownership for such
securities not bearing a restrictive legend or (z) in the opinion of counsel to

the Company such Registrable Securities may be sold without registration and
without any time, volume or manner limitations pursuant to Rule 144(k) (or any
similar provision then in effect) under the Securities Act.

Section 1.32. "Registration Rights Agreement" shall have the meaning
set forth in the recitals of this Agreement.

Section 1.33. "Registration Statement" shall have the meaning assigned
to such term in the Registration Rights Agreement.

Section 1.34. "Regulation D" shall have the meaning set forth in the
recitals of this Agreement.

Section 1.35. "Section 4(2)" shall have the meaning set forth in the
recitals of this Agreement.

Section 1.36. "Securities Act" shall have the meaning set forth in the
recitals of this Agreement..

Section 1.37. "Settlement Date" shall have the meaning assigned to such
term in Section 3.06 hereof.

Section 1.38. "Shares" means the shares of Common Stock of the Company
that are and/or may be purchased hereunder.

Section 1.39. "Threshold Price" means the lowest "Draw Down Price" (as
specified in a Draw Down Notice) at which the Company will agree to sell Shares
during the applicable Draw Down Pricing Period, which price shall not be less
than $1.50 per share.
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Section 1.40. "Trading Day" means any day other than a Saturday or a
Sunday on which the Principal Market is open for trading in equity securities.

Section 1.41. "Underwriter" shall mean any underwriter participating in
any disposition of the Registrable Securities on behalf of the Investor pursuant
to the Registration Statement.

Section 1.42. "VWAP" means the daily volume weighted average price (the
aggregate sales price of all trades of Common Stock during each Trading Day
divided by the total number of shares of Common Stock traded during such Trading
Day) of the Common Stock during any Trading Day as reported by Bloomberg, L.P.
using the AQR function.

Section 1.43. "Warrant" shall have the meaning set forth in the
recitals of this Agreement.

Section 1.44. "Warrant Shares" means the shares of Common Stock
issuable to the Investor upon exercise of the Warrant.

ARTICLE II
PURCHASE AND SALE OF COMMON STOCK

Section 2.01. Purchase and Sale of Stock. Upon the terms and subject to
the conditions set forth in this Agreement, the Company shall issue and sell to
the Investor and the Investor shall purchase from the Company Common Stock for
an aggregate (in Draw Down Amounts) of up to the Maximum Commitment Amount,
consisting of purchases based on Draw Downs in accordance with Article III
hereof.

Section 2.02. Closing. In consideration of and in express reliance upon
the representations, warranties, covenants, terms and conditions of this
Agreement, the Company agrees to issue and sell to the Investor, and the
Investor agrees to purchase from the Company, that number of the Shares to be
issued in connection with each Draw Down. The closing of the execution and



delivery of this Agreement (the "Closing") shall take place at the offices of

Clifford Chance US LLP, 200 Park Avenue, New York, NY 10166 at 11:00 a.m. local
time on February 11, 2004, or at such other time and place or on such date as

the Investor and the Company may agree upon (the "Closing Date"). Each party
shall deliver all documents, instruments and writings required to be delivered

by such party pursuant to this Agreement at or prior to the Closing.

Section 2.03. Registration Statement and Prospectus. Promptly after the
Closing, the Company shall prepare and file with the Commission the Registration
Statement (including the Prospectus) in accordance with the provisions of the
Securities Act and the Registration Rights Agreement.

Section 2.04. Warrant. On the Closing Date, the Company shall issue and
deliver the Warrant to the Investor.

Section 2.05. Blackout Shares. The Company shall issue and deliver any
Blackout Shares, if any, to the Investor in accordance with Section 1(e) of the
Registration Rights Agreement.

ARTICLE III
DRAW DOWN TERMS

Subject to the satisfaction of the conditions hereinafter set forth in
this Agreement, the parties agree as follows:

Section 3.01. Draw Down Notice. The Company, may, in its sole
discretion, issue a Draw Down Notice with respect to a Draw Down up to a Draw
Down Amount equal to the Maximum Draw Down Amount (each, a "Draw Down") during
the Commitment Period, which Draw Down the Investor will be obligated to accept.
The Company shall inform the Investor via facsimile transmission, with a copy to
the Investor's counsel, asto the Draw Down Amount the Company wishes to
exercise before commencement of trading on the first Trading Day of any Draw
Down Pricing Period (the "Draw Down Notice"). In addition to the Draw Down
Amount, each Draw Down Notice shall specify the Threshold Price in respect of
the applicable Draw Down and shall designate the first Trading Day of the Draw
Down Pricing Period. In no event shall any Draw Down Amount exceed the Maximum
Draw Down Amount or shall the aggregate of all Draw Down Amounts exceed the
Maximum Commitment Amount. Each Draw Down Notice shall be accompanied by a
certificate, signed by the Chief Executive Officer or Chief Financial Officer
dated, as of the date of such Draw Down Notice, in the form of Exhibit C hereof.

Section 3.02. Number of Shares. The number of Shares to be issued in
connection with each Draw Down shall be equal to the sum of the quotients (for
each Trading Day of the Draw Down Pricing Period for which the Draw Down Price
equals or exceeds the Threshold Price) of one fifteenth (1/15th) of the Draw
Down Amount divided by the applicable Draw Down Price.

Section 3.03. Limitation on Draw Downs. Only one Draw Down shall be
permitted for each Draw Down Pricing Period.

Section 3.04. Trading Cushion. Unless the parties agree in writing
otherwise, there shall be a minimum of five (5) Trading Days between the
expiration of any Draw Down Pricing Period and the beginning of the next
succeeding Draw Down Pricing Period.

Section 3.05. Expiration of Draw Downs. Each Draw Down will expire on
the last Trading Day of each Draw Down Pricing Period.

Section 3.06. Settlement. The number of Shares purchased by the
Investor with respect to each Draw Down shall be determined and settled on a
periodic basis in respect of the applicable Draw Down Pricing Period. Settlement
in respect of each determination shall be made no later than the third Trading
Day after the fifth, tenth and fifteenth Trading Day of the Draw Down Pricing
Period. Each date on which settlement of the purchase and sale of Shares occurs
hereunder shall be referred to as a "Settlement Date." The Investor shall
provide the Company with delivery instructions for the Shares to be issued at



each Settlement Date at least two Trading Days in advance of such Settlement
Date (except to the extent previously provided). The number of Shares actually
issued shall be rounded to the nearest whole number of Shares.

Section 3.07. Delivery of Shares; Payment of Draw Down Amount. On each
Settlement Date, the Company shall deliver the Shares purchased by the Investor
to the Investor or its designees via book-entry through the Depositary Trust
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Company to an account designated by the Investor, and upon receipt of the
Shares, the Investor shall cause payment therefor to be made to the Company's
designated account by wire transfer of immediately available funds, if the
Shares are received by the Investor no later than 1:00 p.m. (Eastern Time), or
next day available funds, if the Shares are received thereafter.

Section 3.08. Threshold Price. For each Trading Day during a Draw Down
Pricing Period that the Draw Down Price is less than the Threshold Price, no
Shares shall be purchased or sold on such Trading Day and the total amount of
the Draw Down Amount in respect of such Draw Down Pricing Period shall be
reduced by one fifteenth (1/15th). At no time shall the Threshold Price be set
below $1.50. If trading in the Company's Common Stock is suspended for any
reason for more than three (3) consecutive or non-consecutive hours during any
Trading Day during a Draw Down Pricing Period, the Draw Down Price shall be
deemed to be less than the Threshold Price for that Trading Day.

Section 3.09. Other Issuances. If during any Draw Down Pricing Period
the Company shall (with the consent of the Investor pursuant to Section 6.07 or
6.08 hereof, if applicable) issue any shares of Common Stock to any Person other
than the Investor (other than shares of Common Stock issued in connection with a
Permitted Transaction), that the applicable Draw Down Notice shall be deemed
null and void and the Investor shall promptly return to the Company any and all
Shares transferred to the Investor in respect of any Settlement Date(s) during
such Draw Down Pricing Period and the Company shall promptly thereafter pay to
the Investor by wire transfer of immediately available funds to an account
designated by the Investor that portion of the applicable Draw Down Amount paid
to the Company in respect of such Settlement Date(s).

Section 3.10. Failure to Deliver Shares. If on any Settlement Date, the
Company fails to deliver the Shares to be purchased by the Investor, and such
failure is not cured within ten (10) Trading Days following the date on which
the Investor delivered payment for such Shares, the Company shall pay to the
Investor on demand in cash by wire transfer of immediately available funds to an
account designated by the Investor the "Make Whole Amount;" provided, however,
that in the event that the Company is prevented from delivering Shares in
respect of any such Settlement Date ina timely manner by any fact or
circumstance that is reasonably within the control of, or directly attributable
to, the Investor, then such ten (10) Trading Day period shall be automatically
extended until such time as such fact or circumstance is cured. As used herein,
the Make Whole Amount shall be an amount equal to the sum of (i) the Draw Down
Amount actually paid by the Investor in respect of such Shares plus (ii) an
amount equal to actual loss suffered by the Investor in respect of sales of such
Shares to subsequent purchasers, which shall be based upon documentation
reasonably satisfactory to the Company demonstrating the difference (if greater
than zero) between (A) the price per share paid by the Investor to purchase such
number of shares of Common Stock necessary for the Investor to meet its share
delivery obligations to such subsequent purchasers minus (B) the average Draw
Down Price during the applicable Draw Down Pricing Period. In the event that the
Make Whole Amount is not paid within two (2) Trading Days following a demand
therefor from the Investor, the Make Whole Amount shall accrue interest
compounded daily at a rate of five percent (5%) per annum up to and including
the date on which the Make Whole Amount is actually paid. Notwithstanding
anything to the contrary set forth in this Agreement, in the event that the
Company pays the Make Whole Amount (plus interest, if applicable) in respect of
any Settlement Date in accordance with this Section 3.10, such payment shall be
the Investor's sole remedy in respect of the Company's failure to deliver Shares
in respect of such Settlement Date.



ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF THE COMPANY

The Company hereby makes the following representations and warranties
to the Investor:

Section 4.01. Organization, Good Standing and Power. The Company is a
corporation duly organized, validly existing and in good standing under the laws
of the State of Delaware and has all requisite power and authority to own, lease
and operate its properties and to carry on its business as now being conducted.
Except as set forth in the Commission Documents (as defined below), the Company
does not own more than fifty percent (50%) of the outstanding capital stock of
or control any other business entity, other than any wholly-owned subsidiary
that is not "significant" within the meaning of Regulation S-X promulgated by
the Commission. The Company is duly qualified as a foreign corporation to do
business and is in good standing in every jurisdiction in which the nature of
the business conducted or property owned by it makes such qualification
necessary, other than those in which the failure so to qualify or be in good
standing would not have a Material Adverse Effect.

Section 4.02. Authorization; Enforcement. (i) The Company has the
requisite corporate power and authority to enter into and perform its
obligations under this Agreement, the Registration Rights Agreement and the
Warrant and to issue the Shares, the Warrant, the Warrant Shares and any
Blackout Shares (except to the extent that the number of Blackout Shares
required to be issued exceeds the number of authorized shares of Common Stock
under the Certificate); (ii) the execution and delivery of this Agreement and
the Registration Rights Agreement, and the execution, issuance and delivery of
the Warrant, by the Company and the consummation by it of the transactions
contemplated hereby and thereby have been duly authorized by all necessary
corporate action and no further consent or authorization of the Company or its
Board of Directors or stockholders is required (other than as contemplated by
Section 6.05); and (iii) each of this Agreement and the Registration Rights
Agreement has been duly executed and delivered, and the Warrant has been duly
executed, issued and delivered, by the Company and constitute the valid and
binding obligations of the Company enforceable against the Company in accordance
with their respective terms, except as such enforceability may be limited by
applicable bankruptcy, insolvency, reorganization, moratorium, liquidation,
receivership, or similar laws relating to, or affecting generally the
enforcement of, creditors' rights and remedies or by other equitable principles
of general application.

Section 4.03. Capitalization. The authorized capital stock of the
Company and the shares thereof issued and outstanding as of February 10, 2004
are set forth on Schedule 4.03 attached hereto. All of the outstanding shares of
the Common Stock have been duly and validly authorized and issued, and are fully
paid and non-assessable. Except as set forth in this Agreement or on Schedule
4.03 attached hereto, as of the date hereof no shares of Common Stock are
entitled to preemptive rights or registration rights and there are no
outstanding options, warrants, scrip, rights to subscribe to, call or
commitments of any character whatsoever relating to, or securities or rights
convertible into or exchangeable for or giving any right to subscribe for, any
shares of capital stock of the Company. Except as set forth in this Agreement or
on Schedule 4.03, as of the date hereof, there are no contracts, commitments,
understandings, or arrangements by which the Company is or may become bound to
issue additional shares of the capital stock of the Company or options,
securities or rights convertible into or exchangeable for or giving any right to
subscribe for any shares of capital stock of the Company. Except as set forth on
Schedule 4.03, as of the date hereof the Company is not a party to any agreement
granting registration rights to any Person with respect to any of its equity or
debt securities. Except as set forth on Schedule 4.03, as of the date hereof the
Company is not a party to, and it has no Knowledge of, any agreement restricting
the voting or transfer of any shares of the capital stock of the Company. The
offer and sale of all capital stock, convertible securities, rights, warrants,
or options of the Company issued during the twenty-four month period immediately
prior to the Closing complied with all applicable federal and state securities
laws, and no stockholder has a right of rescission or damages with respect
thereto that could reasonably be expected to have a Material Adverse Effect. The
Company has furnished or made available to the Investor true and correct copies
of the Company's Certificate of Incorporation, as amended and in effect on the
date hereof (the "Certificate"), and the Company's Bylaws, as amended and in
effect on the date hereof (the "Bylaws").
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Section 4.04. Issuance of Shares. The Shares, the Warrant and the
Warrant Shares have been, and any Blackout Shares will be, duly authorized by
all necessary corporate action (except to the extent that the number of Blackout
Shares required to be issued exceeds the number of authorized shares of Common
Stock under the Certificate) and, when issued and paid for in accordance with
the terms of this Agreement, the Registration Rights Agreement and the Warrant,
the Shares and the Warrant Shares shall be validly issued and outstanding, fully
paid and non-assessable, and the Investor shall be entitled to all rights
accorded to a holder of shares of Common Stock.

Section 4.05. No Conflicts. The execution, delivery and performance of
this Agreement, the Registration Rights Agreement, the Warrant and any other
document or instrument contemplated hereby or thereby, by the Company and the
consummation by the Company of the transactions contemplated hereby and thereby
do not: (i) violate any provision of the Certificate or Bylaws, (ii) conflict
with, or constitute a default (or an event which with notice or lapse of time or
both would become a default) under, or give to others any rights of termination,
amendment, acceleration or cancellation of, any material agreement, mortgage,
deed of trust, indenture, note, bond, license, lease agreement, instrument or
obligation to which the Company is a party, (iii) create or impose a lien,
charge or encumbrance on any property of the Company under any agreement or any
commitment to which the Company is a party or by which the Company is bound or
by which any of its respective properties or assets are bound, or (iv) result in
a violation of any federal, state, local or foreign statute, rule, regulation,
order, judgment or decree (including federal and state securities laws and
regulations) applicable to the Company or any of its subsidiaries or by which
any property or asset of the Company or any of its subsidiaries are bound or
affected, except, in all cases, for such conflicts, defaults, terminations,
amendments, accelerations, cancellations and violations as would not,
individually or in the aggregate, have a Material Adverse Effect. The Company is
not required under federal, state or local law, rule or regulation to obtain any
consent, authorization or order of, or make any filing or registration with, any
court or governmental agency in order for it to execute, deliver or perform any
of its obligations under this Agreement, the Registration Rights Agreement or
the Warrant, or issue and sell the Shares, the Warrant Shares or the Blackout
Shares (except to the extent that the number of Blackout Shares required to be
issued exceeds the number of authorized shares of Common Stock under the
Certificate) in accordance with the terms hereof and thereof (other than any
filings that may be required to be made by the Company with the Commission, the
NASD/Nasdaq or state securities commissions subsequent to the Closing, and, any
registration statement (including any amendment or supplement thereto) which may
be filed pursuant hereto); provided that, for purposes of the representation
made in this sentence, the Company is assuming and relying upon the accuracy of
the relevant representations, warranties and agreements of the Investor herein.
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Section 4.06. Commission Documents, Financial Statements. The Common
Stock is registered pursuant to Section 12(b) or 12(g) of the Exchange Act and,
except as disclosed in the Commission Documents, the Company has timely filed
all reports, schedules, forms, statements and other documents required to be
filed by it with the Commission pursuant to the reporting requirements of the
Exchange Act, including material filed pursuant to Section 13(a) or 15(d) of the
Exchange Act (all of the foregoing, including filings incorporated by reference
therein, being referred to herein as the "Commission Documents"). The Company
has maintained all requirements for the continued listing or quotation of its
Common Stock, and such Common Stock is currently listed or quoted on the Nasdaq
SmallCap Market. The Company has made available to the Investor true and
complete copies of the Commission Documents filed with the Commission since
December 31, 2003 and prior to the Closing Date. The Company has not provided to
the Investor any information which, according to applicable law, rule or
regulation, should have been disclosed publicly by the Company but which has not
been so disclosed, other than with respect to the transactions contemplated by
this Agreement. As of its date, the Company's Form 10-K for the fiscal year
ended March 31, 2003 complied in all material respects with the requirements of
the Exchange Act and the rules and regulations of the Commission promulgated



thereunder applicable to such document, and, as of its date, after giving effect

to the information disclosed and incorporated by reference therein, such Form
10-K did not contain any untrue statement of a material fact or omit to state a
material fact required to be stated therein or necessary in order to make the
statements therein, in light of the circumstances under which they were made,
not misleading. As of their respective dates, the financial statements of the
Company included in the Commission Documents filed with the Commission since
December 31, 2002 complied as to form and substance in all material respects
with applicable accounting requirements and the published rules and regulations
of the Commission or other applicable rules and regulations with respect
thereto. Such financial statements have been prepared in accordance with
generally accepted accounting principles ("GAAP") applied on a consistent basis
during the periods involved (except (i) as may be otherwise indicated in such
financial statements or the notes thereto or (ii) in the case of unaudited
interim statements, to the extent they may not include footnotes or may be
condensed or summary statements), and fairly present in all material respects
the financial position of the Company and its subsidiaries as of the dates
thereof and the results of operations and cash flows for the periods then ended
(subject, inthe case of unaudited statements, to normal year-end audit
adjustments).

Section 4.07. No Material Adverse Change. Except as disclosed in the
Commission Documents and for continued losses from operations in the ordinary
course of the Company's business, since December 31, 2003 no event or series of
events has or have occurred that would, individually or in the aggregate, have a
Material Adverse Effect on the Company.

Section 4.08. No Undisclosed Liabilities. Neither the Company nor any
of its subsidiaries has any liabilities, obligations, claims or losses (whether
liquidated or unliquidated, secured or unsecured, absolute, accrued, contingent
or otherwise) that would be required to be disclosed on a balance sheet of the
Company or any subsidiary (including the notes thereto) in conformity with GAAP
and are not disclosed in the Commission Documents, other than those incurred in
the ordinary course of the Company's or its subsidiaries respective businesses
since December 31, 2003 and which, individually or in the aggregate, do not or
would not have a Material Adverse Effect on the Company.

Section 4.09. No Undisclosed Events or Circumstances. No event or
circumstance has occurred or exists with respect to the Company or its
subsidiaries or their respective businesses, properties, operations or financial
condition, which, under applicable law, rule or regulation, requires public
disclosure or announcement by the Company but which has not been so publicly
announced or disclosed and which, individually or in the aggregate, do not or
would not have a Material Adverse Effect on the Company.

10

Section 4.10. Actions Pending. There isno action, suit, claim,
investigation or proceeding pending or, to the Knowledge of the Company,
threatened against the Company or any subsidiary which questions the validity of
this Agreement or the transactions contemplated hereby or any action taken or to
be taken pursuant hereto or thereto. Except as set forth in the Commission
Documents or on Schedule 4.10, there is no action, suit, claim, investigation or
proceeding pending or, to the Knowledge of the Company, threatened, against or
involving the Company, any subsidiary or any of their respective properties or
assets that could be reasonably expected to have a Material Adverse Effect on
the Company. Except as set forth in the Commission Documents or on Schedule
4.10, no judgment, order, writ, injunction or decree or award has been issued by
or, so far as is known by the Company, requested of any court, arbitrator or
governmental agency which might result in a Material Adverse Effect.

Section 4.11. Compliance with Law. The businesses of the Company and
its subsidiaries have been and are presently being conducted in accordance with
all applicable federal, state and local governmental laws, rules, regulations
and ordinances, except as set forth in the Commission Documents or such that
would not reasonably be expected to cause a Material Adverse Effect. The Company
and each of its subsidiaries have all franchises, permits, licenses, consents
and other governmental or regulatory authorizations and approvals necessary for
the conduct of its business as now being conducted by it, except for such
franchises, permits, licenses, consents and other governmental or regulatory
authorizations and approvals, the failure to possess which, individually or in



the aggregate, could not reasonably be expected to have a Material Adverse
Effect.

Section 4.12. Certain Fees. Except as set forth on Schedule 4.12, no
brokers, finders or financial advisory fees or commissions will be payable by
the Company or any of its subsidiaries in respect of the transactions
contemplated by this Agreement.

Section 4.13. Disclosure. To the best of the Company's Knowledge,
neither this Agreement nor the Schedules hereto nor any other documents,
certificates or instruments furnished to the Investor by or on behalf of the
Company or any subsidiary in connection with the transactions contemplated by
this Agreement contain any untrue statement of a material fact or omit to state
a material fact necessary in order to make the statements made herein or
therein, in the light of the circumstances under which they were made herein or
therein, not misleading.

Section 4.14. Material Non-Public Information. Except for this
Agreement and the transactions contemplated hereby, neither the Company nor its
agents have disclosed to the Investor, any material non-public information that,
according to applicable law, rule or regulation, should have been disclosed
publicly by the Company prior to the date hereof but which has not been so
disclosed.

Section 4.15. Exemption from Registration; Valid Issuances. The
issuance and sale of the Shares, the Warrant, the Warrant Shares and any
Blackout Shares in accordance with the terms and on the bases of the
representations and warranties set forth in this Agreement, may and shall be
properly issued pursuant to Section 4(2), Regulation D and/or any other
applicable federal and state securities laws. Neither the sales of the Shares,
the Warrant, the Warrant Shares or any Blackout Shares pursuant to, nor the
Company's performance of its obligations under, this Agreement, the Registration
Rights Agreement, or the Warrant shall (i) result in the creation or imposition
of any liens, charges, claims or other encumbrances upon the Shares, the Warrant
Shares, any Blackout Shares or any of the assets of the Company, or (ii) entitle
the holders of any outstanding shares of capital stock of the Company to
preemptive or other rights to subscribe to or acquire the shares of Common Stock
or other securities of the Company. The Shares, the Warrant Shares and any
Blackout Shares shall not subject the Investor to personal liability by reason
of the ownership thereof.
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Section 4.16. No General Solicitation or Advertising in Regard to this
Transaction. Neither the Company nor any of its affiliates or any person acting
on its or their behalf (i) has conducted any general solicitation (as that term
is used in Rule 502(c) of Regulation D) or general advertising with respect to
any of the Shares, the Warrant, the Warrant Shares or any Blackout Shares or
(i) has made any offers or sales of any security or solicited any offers to buy
any security under any circumstances that would require registration of the
Shares under the Securities Act.

Section 4.17. No Integrated Offering. Neither the Company, nor any of
its affiliates, nor any person acting on its or their behalf has, directly or
indirectly, made any offers or sales of any security or solicited any offers to
buy any security, other than pursuant to this Agreement and employee benefit
plans, under circumstances that would require registration under the Securities
Act of shares of the Common Stock issuable hereunder with any other offers or
sales of securities of the Company.

Section 4.18. Acknowledgment Regarding Investor's Purchase of Shares.
The Company acknowledges and agrees that the Investor is acting solely in the
capacity of an arm's length Investor with respect to this Agreement and the
transactions contemplated hereunder. The Company further acknowledges that the
Investor is not acting as a financial advisor or fiduciary of the Company (or in
any similar capacity) with respect to this Agreement and the transactions
contemplated hereunder and any advice given by the Investor or any of its
representatives or agents in connection with this Agreement and the transactions
contemplated hereunder is merely incidental to the Investor's purchase of the
Shares.



ARTICLE V
REPRESENTATIONS, WARRANTIES AND COVENANTS OF THE INVESTOR

The Investor hereby makes the following representations, warranties and
covenants to the Company:

Section 5.01. Organization and Standing of the Investor. The Investor
is a company duly organized, validly existing and in good standing under the
laws of the British Virgin Islands.

Section 5.02. Authorization and Power. The Investor has the requisite
power and authority to enter into and perform its obligations under this
Agreement, the Registration Rights Agreement and the Warrant and to purchase the
Shares in accordance with the terms hereof. The execution, delivery and
performance of this Agreement by Investor and the consummation by it of the
transactions contemplated hereby have been duly authorized by all necessary
corporate action, and no further consent or authorization of the Investor, its
Board of Directors or stockholders is required. This Agreement has been duly
executed and delivered by the Investor and constitutes a valid and binding
obligation of the Investor enforceable against the Investor in accordance with
its terms, except as such enforceability may be limited by applicable
bankruptcy, insolvency, reorganization, moratorium, liquidation,
conservatorship, receivership, or similar laws relating to, or affecting
generally the enforcement of creditor's rights and remedies or by other
equitable principles of general application.
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Section 5.03. No Conflicts. The execution, delivery and performance of
this Agreement, the Registration Rights Agreement, the Warrant and any other
document or instrument contemplated hereby, by the Investor and the consummation
of the transactions contemplated thereby do not (i) violate any provision of the
Investor's charter documents or bylaws, (ii) conflict with, or constitute a
default (or an event which with notice or lapse of time or both would become a
default) under, or give to others any rights of termination, amendment,
acceleration or cancellation of, any material agreement, mortgage, deed of
trust, indenture, note, bond, license, lease agreement, instrument or obligation
to which the Investor is a party, (iii) create or impose a lien, charge or
encumbrance on any property of the Investor under any agreement or any
commitment to which the Investor is a party or by which the Investor is bound or
by which any of its respective properties or assets are bound or (iv) result in
a violation of any federal, state, local or foreign statute, rule, regulation,
order, judgment or decree (including federal and state securities laws and
regulations) applicable to the Investor or by which any property or asset of the
Investor are bound or affected, except in all cases, for such conflicts,
defaults, terminations, amendments, accelerations, cancellations and violations
as would not, individually or in the aggregate, prohibit or otherwise interfere
with the ability of the Investor to enter into and perform its obligations under
this Agreement in any material respect. The Investor is not required under
federal, state or local law, rule or regulation to obtain any consent,
authorization or order of, or make any filing or registration with, any court or
governmental agency in order for it to execute, deliver or perform any of its
obligations under this Agreement or to purchase the Shares in accordance with
the terms hereof, provided that, for purposes of the representation made in this
sentence, the Investor is assuming and relying upon the accuracy of the relevant
representations and agreements of the Company herein.

Section 5.04. Financial Capability The Investor has the financial
capability to perform all of its obligations under this Agreement, including the
capability to purchase the Shares in accordance with the terms hereof.

Section 5.05. Information. The Investor and its advisors, if any, have
been furnished with all materials relating to the business, finances and
operations of the Company and materials relating to the offer and sale of the
Shares which have been requested by the Investor. The Investor and its advisors,
if any, have been afforded the opportunity to ask questions of the Company. The
Investor has sought such accounting, legal and tax advice as it has considered
necessary to make an informed investment decision with respect to its
acquisition of the Shares. The Investor understands thatit (and not the
Company) shall be responsible for its own tax liabilities that may arise as a



result of this investment or the transactions contemplated by this Agreement.

Section 5.06. Selling Restrictions. The Investor covenants that during
the Commitment Period, neither the Investor nor any of its affiliates nor any
entity managed by the Investor will ever (i) be in a short position with respect
to shares of the Common Stock in any accounts directly or indirectly managed by
the Investor or any affiliate of the Investor or any entity managed by the
Investor or (ii) engage in any transaction intended to reduce the economic risk
of ownership of shares of Common Stock (including, without limitation, the
purchase of any option or contract to sell) that would, directly or indirectly,
have an effect substantially equivalent to selling short such shares of Common
Stock that are subject to, underlie or may be deliverable in satisfaction of
such transaction or otherwise may be reasonably be expected to adversely affect
the market price of the Common Stock. Notwithstanding the foregoing, the
Investor shall have the right during any Draw Down Pricing Period to sell shares
of the Company's Common Stock equal in number to the aggregate number of the
Shares to be purchased pursuant to the applicable Draw Down Notice.

13
ARTICLE VI
COVENANTS OF THE COMPANY

The Company covenants with the Investor as follows, which covenants are
for the benefit of the Investor and its permitted assignees (as defined herein):

Section 6.01. Securities. The Company shall notify the Commission and
the Principal Market, if and as applicable, in accordance with their rules and
regulations, of the transactions contemplated by this Agreement, and shall use
commercially reasonable efforts to take all other necessary action and
proceedings as may be required and permitted by applicable law, rule and
regulation, for the legal and valid issuance of the Shares, the Warrant Shares
and the Blackout Shares, if any, to the Investor.

Section 6.02. Reservation of Common Stock. As of the date hereof, the
Company has available and the Company shall reserve and keep available at all
times, free of preemptive rights and other similar contractual rights of
stockholders, shares of Common Stock for the purpose of enabling the Company to
satisfy any obligation to issue the Shares in connection with all Draw Downs
contemplated hereunder and the Warrant Shares. The number of shares so reserved
from time to time, as theretofore increased or reduced as hereinafter provided,
may be reduced by the number of shares actually delivered hereunder.

Section 6.03. Registration and Listing. During the Commitment Period,
the Company shall use commercially reasonable efforts: (i) to take all action
necessary to cause its Common Stock to continue to be registered under Section
12(b) or 12(g) of the Exchange Act, (ii) to comply in all respects with its
reporting and filing obligations under the Exchange Act, (iii) to prevent the
termination or suspension such registration, or the termination or suspension of
its reporting and filing obligations under the Exchange Act or Securities Act
(except as expressly permitted herein). The Company shall use commercially
reasonable efforts necessary to maintain the listing and trading of its Common
Stock and the listing of the Shares purchased by Investor hereunder on the
Principal Market (including, without limitation, maintaining sufficient net
tangible assets) and will comply in all material respects with the Company's
reporting, filing and other obligations under the bylaws or rules of the NASD
and the Principal Market.

Section 6.04. Registration Statement. Without the prior written consent
of the Investor, the Registration Statement shall be used solely in connection
with the transactions between the Company and the Investor contemplated hereby.

Section 6.05. Compliance with Laws.
(a) The Company shall comply, and cause each subsidiary to comply,
with all applicable laws, rules, regulations and orders, noncompliance with

which could reasonably be expected to have a Material Adverse Effect.

(b) Without the consent of its stockholders in accordance with
NASD rules, the Company will not be obligated to issue, and the Investor will



not be obligated to purchase, any Shares which would result in the issuance
under this Agreement of Shares representing more than the applicable percentage
under the rules of the NASD that would require stockholder approval of the
issuance thereof.
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Section 6.06. Reporting Requirements. Upon reasonable written request
of the Investor during the Commitment Period, the Company shall furnish copies
of the following to the Investor within three Trading Days of such request (but
not sooner than filed with or submitted to the Commission):

(a)  Quarterly Reports on Form 10-Q;
(b)  Annual Reports on Form 10-K;
(c)  Periodic Reports on Form 8-K; and

(d) any other documents publicly furnished or submitted to the
Commission.

Section 6.07. Other Financing. During the term of this Agreement, the
Company shall not enter into any other financing agreement for the issuance,
sale or other disposition of equity or equity-linked securities, including,
without limitation, any securities or other instruments that are convertible
into or exchangeable for Common Stock or Preferred Stock ("Other Financing")
without the prior written consent of the Investor, which consent will not be
unreasonably withheld, conditioned or delayed; provided, however, that without
the prior written consent of the Investor the Company may (i) establish stock
option or award plans or agreements (for directors, employees, consultants
and/or advisors) and amend such plans or agreements, including increasing the
number of shares available thereunder, (ii) use equity securities to finance the
acquisition of other companies, equipment, technologies or lines of business,
(iii) issue shares of Common Stock and/or Preferred Stock in connection with the
Company's option or award plans, stock purchase plans, rights plans, warrants or
options, (iv) issue shares of Common Stock and/or Preferred Stock in connection
with the acquisition of products, licenses, equipment or other assets and
strategic partnerships or joint ventures (the primary purpose of which is not to
raise equity capital); (v) issue shares of Common and/or Preferred Stock to
consultants and/or advisors as consideration for services rendered, (vi) issue
and sell shares in an underwritten public offering of Common Stock, and (vii)
issue shares of Common Stock to the Investor under any other agreement entered
into between the Investor and the Company (each a "Permitted Transaction").

Section 6.08. Prohibited Transactions. During the term of this
Agreement, the Company shall not enter into any Prohibited Transaction without
the prior written consent of the Investor, which consent may be withheld at the
sole discretion of the Investor. For the purposes of this Agreement, the term
"Prohibited Transaction" shall refer to the issuance by the Company of any
"future priced securities," which shall be deemed to mean the issuance of shares
of Common Stock or securities of any type whatsoever that are, or may become,
convertible or exchangeable into shares of Common Stock where the purchase,
conversion or exchange price for such Common Stock is determined using any
floating or otherwise adjustable discount to the market price of Common Stock,
including, without limitation, pursuant to any equity line or other financing
that is substantially similar to the financing provided for under this
Agreement.

Section 6.09. Corporate Existence. The Company shall take all steps
necessary to preserve and continue the corporate existence of the Company.
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Section 6.10. Non-Disclosure of Non-Public Information. None of the
Company, its officers, directors, employees nor agents shall disclose material
non-public information to the Investor, its advisors or representatives.

Section 6.11. Notice of Certain Events Affecting Registration;
Suspension of Right to Request a Draw Down. Notwithstanding the provisions of



Section 6.10, the Company shall immediately notify the Investor upon the
occurrence of any of the following events in respect of the Registration
Statement or the Prospectus related to the offer, issuance and sale of the
Shares and the Warrant Shares hereunder: (i) receipt of any request for
additional information by the Commission or any other federal or state
governmental authority during the period of effectiveness of the Registration
Statement for amendments or supplements to the Registration Statement or the
Prospectus; (ii) the issuance by the Commission or any other federal or state
governmental authority of any stop order suspending the effectiveness of the
Registration Statement or the initiation of any proceedings for that purpose;
and (iii) receipt of any notification with respect to the suspension of the
qualification or exemption from qualification of any of the Registrable
Securities for sale in any jurisdiction or the initiation or threatening of any
proceeding for such purpose. The Company shall not request a Draw Down during
the continuation of any of the foregoing events.

Section 6.12. Amendments to the Registration Statement. When the
Registration Statement is declared effective by the Commission, the Company
shall not (i) file any amendment to the Registration Statement or make any
amendment or supplement to the Prospectus of which the Investor shall not
previously have been advised or to which the Investor shall reasonably object
after being so advised or (ii) so long as, in the reasonable opinion of counsel
for the Investor, a Prospectus is required to be delivered in connection with
sales of the Shares by the Investor, file any information, documents or reports
pursuant to the Exchange Act without delivering a copy of such information,
documents or reports to the Investor promptly following such filing.

Section 6.13. Prospectus Delivery. From time to time for such period as
in the opinion of counsel for the Investor a prospectus is required by the
Securities Act to be delivered in connection with sales by the Investor, the
Company will expeditiously deliver to the Investor, without charge, as many
copies of the Prospectus (and of any amendment or supplement thereto) as the
Investor may reasonably request. The Company consents to the use of the
Prospectus (and of any amendment or supplement thereto) in accordance with the
provisions of the Securities Act and state securities laws in connection with
the offering and sale of the Shares and the Warrant Shares and for such period
of time thereafter as the Prospectus is required by the Securities Act to be
delivered in connection with sales of the Shares and the Warrant Shares.

Section 6.14. Expectations Regarding Draw Downs. Within ten (10)
calendar days after the commencement of each calendar quarter occurring
subsequent to the date hereof, the Company shall notify the Investor as to its
reasonable expectations as to the dollar amount it intends to raise during such
calendar quarter, if any, through the issuance of Draw Down Notices. Such
notification shall constitute only the Company's good faith estimate with
respect to such calendar quarter and shall in no way obligate the Company to
raise such amount during such calendar quarter or otherwise limit its ability to
deliver Draw Down Notices during such calendar quarter. The failure by the
Company to comply with this provision can be cured by the Company's notifying
the Investor at any time as to its reasonable expectations with respect to the
current calendar quarter.
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ARTICLE VII
CONDITIONS TO THE OBLIGATION OF THE INVESTOR TO ACCEPT A DRAW DOWN

The obligation of the Investor hereunder to accept a Draw Down Notice and to
acquire and pay for the Shares in accordance therewith is subject to the
satisfaction or waiver, ateach Condition Satisfaction Date, of each of the
conditions set forth below. The conditions are for the Investor's sole benefit

and may be waived by the Investor at any time in its sole discretion. As used in
this Agreement, the term "Condition Satisfaction Date" shall mean, with respect
to each Draw Down, the date on which the applicable Draw Down Notice is
delivered to the Investor and each Settlement Date in respect of the applicable
Draw Down Pricing Period.

Section 7.01. Accuracy of the Company's Representations and Warranties.
Each of the representations and warranties of the Company shall be true and
correct in all material respects as of the date when made as though made at that



time, except for representations and warranties that are expressly made as of a
particular date.

Section 7.02. Performance by the Company. The Company shall have
performed, satisfied and complied in all material respects with all covenants,
agreements and conditions required by this Agreement, the Registration Rights
Agreement and the Warrant to be performed, satisfied or complied with by the
Company.

Section 7.03. Compliance with Law. The Company shall have complied in
all material respects with all applicable federal, state and local governmental
laws, rules, regulations and ordinances in connection with the execution,
delivery and performance of this Agreement and the consummation of the
transactions contemplated hereby.

Section 7.04. Effective Registration Statement. Upon the terms and
subject to the conditions as set forth in the Registration Rights Agreement, the
Registration Statement shall have previously become effective and shall remain
effective and (i) neither the Company nor the Investor shall have received
notice that the Commission has issued or intends to issue a stop order with
respect to the Registration Statement or that the Commission otherwise has
suspended or withdrawn the effectiveness of the Registration Statement, either
temporarily or permanently, or intends or has threatened to do so (unless the
Commission's concerns have been addressed and the Investor is reasonably
satisfied that the Commission no longer is considering or intends to take such
action), and (ii) no other suspension of the use or withdrawal of the
effectiveness of the Registration Statement or the Prospectus shall exist.

Section 7.05. No Knowledge. The Company shall have no Knowledge of any
event more likely than not to have the effect of causing the Registration
Statement with respect to the resale of the Registrable Securities by the
Investor to be suspended or otherwise ineffective (which event is more likely
than not to occur within fifteen Trading Days following the Trading Day on which
a Draw Down Notice is delivered).

Section 7.06. No Suspension. Trading in the Company's Common Stock
shall not have been suspended by the Commission, the Principal Market or the
NASD and trading in securities generally as reported on the Principal Market
shall not have been suspended or limited.

Section 7.07. No Injunction. No statute, rule, regulation, executive
order, decree, ruling or injunction shall have been enacted, entered,
promulgated or endorsed by any court or governmental authority of competent
jurisdiction which prohibits the consummation of any of the transactions
contemplated by this Agreement.
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Section 7.08. No Proceedings or Litigation. No action, suit or
proceeding before any arbitrator or any governmental authority shall have been
commenced, and no investigation by any governmental authority shall have been
threatened, against the Company or any subsidiary, or any of the officers,
directors or affiliates of the Company or any subsidiary seeking to enjoin,
prevent or change the transactions contemplated by this Agreement.

Section 7.09. Section 16 Limitation. On each Settlement Date, the
number of Shares then to be purchased by the Investor shall not exceed the
number of such shares that, when aggregated with all other Registrable
Securities then owned by the Investor beneficially or deemed beneficially owned
by the Investor, would result in the Investor owning more than 9.9% of all of
such Common Stock as would be outstanding on such Settlement Date, as determined
in accordance with Section 16 of the Exchange Act. For purposes of this Section
7.09, in the event that the amount of Common Stock outstanding as determined in
accordance with Section 16 of the Exchange Act and the regulations promulgated
thereunder is greater on a Settlement Date than on the date upon which the Draw
Down Notice associated with such Settlement Date is given, the amount of Common
Stock outstanding on such Settlement Date shall govern for purposes of
determining whether the Investor, when aggregating all purchases of Common Stock
made pursuant to this Agreement and, if any, Warrant Shares and Blackout Shares,
would own more than 9.9% of the Common Stock following such Settlement Date.



Section 7.10. Sufficient Shares Registered for Resale. The Company
shall have sufficient Shares, calculated using the closing trade price of the
Common Stock as of the Trading Day immediately preceding such Draw Down Notice,
registered under the Registration Statement to issue and sell such Shares in
accordance with such Draw Down Notice.

Section 7.11. Warrant. The Warrant shall have been duly executed,
delivered and issued to the Investor, and the Company shall not be in default in
any material respect under any of the provisions thereof (it being acknowledged
and agreed that any refusal by or failure of the Company to issue Warrant Shares
when and as requested by the Investor in accordance with the terms of the
Warrant shall be deemed to be a material default).

Section 7.12. Opinion of Counsel. The Investor shall have received an
opinion of counsel to the Company, dated as of the Effective Date, in the form
of Exhibit D hereof, or in such other form reasonably satisfactory to the
Investor and its counsel.

ARTICLE VIII

CONDITIONS TO THE OBLIGATIONS OF THE COMPANY TO SELL, ISSUE AND
DELIVER THE SHARES TO THE INVESTOR

The obligation of the Company hereunder to sell, issue and deliver Shares to the
Investor in accordance with the terms of any Draw Down notice is subject to the
satisfaction or waiver, at each Settlement Date, of each of the conditions set
forth below. The conditions are for the Company's sole benefit and may be waived
by the Company at any time in its sole discretion.
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Section 8.01. Accuracy of the Investor's Representations and
Warranties. Each of the representations and warranties of the Investor shall be
true and correct in all material respects as of the date when made as though
made at that time, except for representations and warranties that are expressly
made as of a particular date.

Section 8.02. Performance by the Investor. The Investor shall have
performed, satisfied and complied in all material respects with all covenants,
agreements and conditions required by this Agreement, the Registration Rights
Agreement and the Warrant to be performed, satisfied or complied with by the
Investor.

Section 8.03. Compliance with Law. The Investor shall have complied in
all material respects with all applicable federal, state and local governmental
laws, rules, regulations and ordinances, including all NASD rules and
regulations, in connection with the execution, delivery and performance of this
Agreement and the consummation of the transactions contemplated hereby.

Section 8.04. Effective Registration Statement. Neither the Company nor
the Investor shall have received notice that the Commission has issued or
intends to issue a stop order with respect to the Registration Statement or that
the Commission otherwise has suspended or withdrawn the effectiveness of the
Registration Statement, either temporarily or permanently, or intends or has
threatened to do so (unless the Commission's concerns have been addressed and
the Company is reasonably satisfied that the Commission no longer is considering
or intends to take such action), and no other suspension of the use or
withdrawal of the effectiveness of the Registration Statement or the Prospectus
shall exist.

Section 8.05. No Knowledge. The Investor shall have no Knowledge of any
event more likely than not to have the effect of causing the Registration
Statement with respect to the resale of the Registrable Securities by the
Investor to be suspended or otherwise ineffective (which event is more likely
than not to occur within fifteen Trading Days following the Trading Day on which
a Draw Down Notice is delivered).

Section 8.06. No Suspension. Trading in the Company's Common Stock
shall not have been suspended by the Commission, the Principal Market or the
NASD and trading in securities generally as reported on the Principal Market
shall not have been suspended or limited.



Section 8.07. No Injunction. No statute, rule, regulation, executive
order, decree, ruling or injunction shall have been enacted, entered,
promulgated or endorsed by any court or governmental authority of competent
jurisdiction which prohibits the consummation of any of the transactions
contemplated by this Agreement.

Section 8.08. No Proceedings or Litigation. No action, suit or
proceeding before any arbitrator or any governmental authority shall have been
commenced, and no investigation by any governmental authority shall have been
threatened, against the Investor, the Company or any subsidiary, or any of the
officers, directors or affiliates of the Investor or the Company or any
subsidiary seeking to enjoin, prevent or change the transactions contemplated by
this Agreement.
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ARTICLE IX
LEGENDS

Section 9.01. Legends. Unless otherwise provided below, each
certificate representing Registrable Securities will bear the following legend
(the "Legend"):

THE SECURITIES EVIDENCED BY THIS CERTIFICATE HAVE NOT BEEN REGISTERED
UNDER THE U.S. SECURITIES ACT OF 1933, AS AMENDED (THE "SECURITIES

ACT"), OR ANY OTHER APPLICABLE SECURITIES LAWS AND HAVE BEEN ISSUED IN
RELIANCE UPON AN EXEMPTION FROM THE REGISTRATION REQUIREMENTS OF THE
SECURITIES ACT AND SUCH OTHER SECURITIES LAWS. NEITHER THIS SECURITY
NOR ANY INTEREST OR PARTICIPATION HEREIN MAY BE REOFFERED, SOLD,
ASSIGNED, TRANSFERRED, PLEDGED, ENCUMBERED, HYPOTHECATED OR OTHERWISE
DISPOSED OF, EXCEPT PURSUANT TO AN EFFECTIVE REGISTRATION STATEMENT
UNDER THE SECURITIES ACT OR PURSUANT TO A TRANSACTION THAT IS EXEMPT
FROM, OR NOT SUBJECT TO, SUCH REGISTRATION. THE HOLDER OF THIS
CERTIFICATE IS THE BENEFICIARY OF CERTAIN OBLIGATIONS OF THE COMPANY
SET FORTH IN A COMMON STOCK PURCHASE AGREEMENT BETWEEN TEGAL
CORPORATION AND KINGSBRIDGE CAPITAL LIMITED DATED AS OF FEBRUARY 11,
2004. A COPY OF THE PORTION OF THE AFORESAID AGREEMENT EVIDENCING SUCH
OBLIGATIONS MAY BE OBTAINED FROM THE COMPANY'S EXECUTIVE OFFICES.

As soon as practicable after the execution and delivery hereof, but in any event
within ten (10) Trading Days hereafter, the Company shall issue to the transfer
agent for its Common Stock (and to any substitute or replacement transfer agent
for its Common Stock upon the Company's appointment of any such substitute or
replacement transfer agent) instructions, with a copy to the Investor. Such
instructions shall be irrevocable by the Company from and after the date hereof
or from and after the issuance thereof to any such substitute or replacement
transfer agent, as the case may be, except as otherwise expressly provided in
the Registration Rights Agreement. Itisthe intent and purpose of such
instructions, as provided therein, to require the transfer agent for the Common
Stock from time to time upon transfer of Registrable Securities by the Investor
to issue certificates or make DTC entries (as the case may be) evidencing such
Registrable Securities free of the Legend during the following periods and under
the following circumstances and without consultation by the transfer agent with
the Company or its counsel and without the need for any further advice or
instruction or documentation to the transfer agent by or from the Company or its
counsel or the Investor, unless an opinion of Investor's counsel is reasonably
required by the transfer agent or the Company:

(a) At any time after the Effective Date to the extent accompanied by a
notice requesting the issuance of certificates free of the Legend; provided that
(i) the Company is reasonably able to confirm to the transfer agent that the
Registration Statement shall then be effective and (ii) if reasonably requested
by the transfer agent the Investor confirms to the transfer agent that the
Investor has complied with the prospectus delivery requirement under the
Securities Act.
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(b) Atany time upon any surrender of one or more certificates
evidencing Registrable Securities that bear the Legend, to the extent
accompanied by a notice requesting the issuance of new certificates free of the
Legend to replace those surrendered and containing representations that (i) the
Investor is permitted to dispose of such Registrable Securities without
limitation as to amount or manner of sale pursuant to Rule 144(k) under the
Securities Actand there is no requirement for the Investor to deliver a
prospectus or (ii) the Investor has sold, pledged or otherwise transferred or
agreed to sell, pledge or otherwise transfer such Registrable Securities in a
manner other than pursuant to an effective registration statement, to a
transferee who shall upon such transfer be entitled to freely tradeable
securities.

Section 9.02. No Other Legend or Stock Transfer Restrictions. No legend
other than the one specified in Section 9.01 has been or shall be placed on the
share certificates representing the Common Stock issued to the Investor and no
instructions or "stop transfer orders," so called "stock transfer restrictions,"
or other restrictions have been or shall be given to the Company's transfer
agent with respect thereto other than as expressly set forth in this Article IX.

ARTICLE X
TERMINATION

Section 10.01. Term. Unless otherwise terminated in accordance with
Section 10.02 below, this Agreement shall terminate upon the expiration of the
Commitment Period.

Section 10.02. Other Termination.

(a) The Investor may terminate this Agreement upon (x) one (1)
day's notice if the Company enters into any Other Financing as set forth in
Section 6.07 or any Prohibited Transaction as set forth in Section 6.08 without
the Investor's prior written consent, or (y) one (1) day's notice within ten
(10) Trading Days after the Investor obtains actual knowledge that an event
resulting in a Material Adverse Effect has occurred; provided, however, that the
Investor shall be deemed to possess such actual knowledge within five (5)
Trading Days after such event has been publicly disclosed by the Company in
accordance with its periodic reporting requirements under the Exchange Act.

(b) The Investor may terminate this Agreement upon one (1) day's
notice to the Company at any time in the event that the Registration Statement
is not declared effective in accordance with the Registration Rights Agreement.

(c) The Company may terminate this Agreement upon one (1) day's
notice; provided, however, that the Company shall not terminate this Agreement
pursuant to this Section 10.02(c) during any Draw Down Pricing Period; provided
further; that, in the event of any termination of this Agreement by the Company
hereunder, so long as the Investor owns Shares purchased hereunder and/or
Warrant Shares, unless all of such shares of Common Stock may be resold by the
Investor without registration and without any time, volume or manner limitations
pursuant to Rule 144(k) (or any similar provision then in effect) under the
Securities Act, the Company shall not suspend or withdraw the Registration
Statement or otherwise cause the Registration Statement to become ineffective,
or delist the Common Stock from the Principal Market.

(d) Each of the parties hereto may terminate this Agreement upon
one (1) day's notice if the other party has breached a material representation,
warranty or covenant to this Agreement and such breach is not remedied within
ten (10) Trading Days after notice of such breach is delivered to the breaching

party.
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(e) The obligation of the Investor to purchase shares of Common
Stock shall terminate permanently in the event that there shall occur any stop
order or suspension of effectiveness of the Registration Statement for an
aggregate of thirty (30) calendar days during the Commitment Period.

Section 10.03. Effect of Termination.



(a) In the event of termination by the Company or the Investor, written
notice thereof shall forthwith be given to the other party and the transactions
contemplated by this Agreement shall be terminated without further action by
either party. Ifthis Agreement is terminated as provided in Section 10.01 or
10.02 herein, this Agreement shall become void and of no further force and
effect, except as provided in Section 12.13. Nothing in this Section 10.03 shall
be deemed to release the Company or the Investor from any liability for any
breach under this Agreement, or to impair the rights of the Company and the
Investor to compel specific performance by the other party of its obligations
under this Agreement.

(b) In the event that the Company fails to issue and sell Common Stock
to the Investor for an amount (in aggregate Draw Down Amounts) at least equal to
$3,000,000 under this Agreement during the Commitment Period, on the first
Trading Day following the expiration of the Commitment Period, the Company shall
pay to Investor by wire transfer of immediately available funds to an account
designated by the Investor an amount equal to $300,000. The parties hereto
acknowledge and agree that the sum payable under this Section 9.03(b) shall
represent liquidated damages and not a penalty. The parties further acknowledge
that such amount (i) bears a reasonable relation to the commitment fee that the
Investor would have, in light ofits reasonable investment expectations,
otherwise charged the Company in consideration for the Investor's commitment to
purchase Common Stock hereunder and (ii) is not plainly or grossly
disproportionate to the probable loss likely to be incurred by the Investor in
connection with the failure by the Company to issue and sell Common Stock to the
Investor for an amount (in aggregate Draw Down Amounts) at least equal to
$3,000,000 under this Agreement during the Commitment Period.

ARTICLE XI
INDEMNIFICATION
Section 11.01. Indemnification.

(a) Exceptas otherwise provided in this Article XI, unless
disputed as set forth in Section 11.02, the Company agrees to indemnify, defend
and hold harmless the Investor and its affiliates and their respective officers,
directors, agents, employees, subsidiaries, partners, members and controlling
persons (each, an "Investor Indemnified Party"), to the fullest extent permitted
by law from and against any and all Damages directly resulting from or directly
arising out of any breach of any representation or warranty, covenant or
agreement by the Company in this Agreement, the Registration Rights Agreement or
the Warrant; provided, however, that the Company shall not be liable under this
Article XI to an Investor Indemnified Party to the extent that such Damages
resulted or arose from the breach by an Investor Indemnified Party of any
representation or warranty of an Investor Indemnified Party contained in this
Agreement or the gross negligence, recklessness, willful misconduct or bad faith
of an Investor Indemnified Party. The parties intend that any Damages subject to
indemnification pursuant to this Article XI will be net of insurance proceeds.
Accordingly, the amount which the Company is required to pay to any Investor
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Indemnified Party hereunder (a "Company Indemnity Payment") will be reduced by
any insurance proceeds actually recovered by or on behalf of any Investor
Indemnified Party in reduction of the related Damages. In addition, if an

Investor Indemnified Party receives a Company Indemnity Payment required by this
Article XIin respect of any Damages and subsequently receives any such
insurance proceeds, then the Investor Indemnified Party will pay to the Company

an amount equal to the Company Indemnity Payment received less the amount of the
Company Indemnity Payment that would have been due if the insurance proceeds had
been received, realized or recovered before the Company Indemnity Payment was
made.

(b) Except as otherwise provided in this Article XI, unless
disputed as set forth in Section 11.02, the Investor agrees to indemnify, defend
and hold harmless the Company and its affiliates and their respective officers,
directors, agents, employees, subsidiaries, partners, members and controlling
persons (each, a "Company Indemnified Party"), to the fullest extent permitted
by law from and against any and all Damages directly resulting from or directly
arising out of any breach of any representation or warranty, covenant or
agreement by the Investor in this Agreement; provided, however, that the



Investor shall not be liable under this Article XIto a Company Indemnified
Party to the extent that such Damages resulted or arose from the breach by a
Company Indemnified Party of any representation or warranty of a Company
Indemnified Party contained in this Agreement or gross negligence, recklessness,
willful misconduct or bad faith of a Company Indemnified Party. The parties
intend that any Damages subject to indemnification pursuant to this Article XI
will be net of insurance proceeds. Accordingly, the amount which the Investor is
required to pay to any Company Indemnified Party hereunder (a "Investor
Indemnity Payment") will be reduced by any insurance proceeds theretofore
actually recovered by or on behalf of any Company Indemnified Party in reduction
of the related Damages. In addition, if a Company Indemnified Party receives a
Investor Indemnity Payment required by this Article XI in respect of any Damages
and subsequently receives insurance such proceeds, then the Company Indemnified
Party will pay to the Investor an amount equal to the Investor Indemnity Payment
received less the amount of the Investor Indemnity Payment that would have been
due if the insurance proceeds had been received, realized or recovered before

the Investor Indemnity Payment was made.

Section 11.02. Notification of Claims for Indemnification. Each party
entitled to indemnification under this Article XI (an "Indemnified Party")
shall, promptly after the receipt of notice of the commencement of any claim
against such Indemnified Party in respect of which indemnity may be sought from
the party obligated to indemnify such Indemnified Party under this Article XI
(the "Indemnifying Party"), notify the Indemnifying Party in writing of the
commencement thereof. Any such notice shall describe the claim in reasonable
detail. The failure of any Indemnified Party to so notify the Indemnifying Party
of any such action shall not relieve the Indemnifying Party from any liability
which it may have to such Indemnified Party (a) other than pursuant to this
Article XTI or (b) under this Article XI unless, and only to the extent that,
such failure results in the Indemnifying Party's forfeiture of substantive
rights or defenses or the Indemnifying Party is prejudiced by such delay. The
procedures listed below shall govern the procedures for the handling of
indemnification claims.

(a) Any claim for indemnification for Damages that do not result
from a Third Party Claim as defined in the following paragraph, shall be
asserted by written notice given by the Indemnified Party to the Indemnifying
Party. Such Indemnifying Party shall have a period of thirty (30) days after the
receipt of such notice within which to respond thereto. If such Indemnifying
Party does not respond within such thirty (30) day period, such Indemnifying
Party shall be deemed to have refused to accept responsibility to make payment
as set forth in Section 10.01. If such Indemnifying Party does not respond
within such thirty (30) day period or rejects such claim in whole or in part,
the Indemnified Party shall be free to pursue such remedies as specified in this
Agreement, including the dispute resolution provisions set forth in Section
11.03 below.
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(b) If an Indemnified Party shall receive notice or otherwise
learn of the assertion by a person or entity not a party to this Agreement of
any threatened legal action or claim (collectively a "Third Party Claim"), with
respect to which an Indemnifying Party may be obligated to provide
indemnification, the Indemnified Party shall give such Indemnifying Party
written notice thereof within twenty (20) days after becoming aware of such
Third Party Claim.

(c) An Indemnifying Party may elect to defend (and, unless the
Indemnifying Party has specified any reservations or exceptions, to seek to
settle or compromise) at such Indemnifying Party's own expense and by such
Indemnifying Party's own counsel, any Third Party Claim. Within thirty (30) days
after the receipt of notice from an Indemnified Party (or sooner if the nature
of such Third Party Claim so requires), the Indemnifying Party shall notify the
Indemnified Party whether the Indemnifying Party will assume responsibility for
defending such Third Party Claim, which election shall specify any reservations
or exceptions. If such Indemnifying Party does not respond within such thirty
(30) day period or rejects such claim in whole or in part, the Indemnified Party
shall be free to pursue such remedies as specified in this Agreement, including
the dispute resolution provisions set forth in Section 11.03 below. In case any
such Third Party Claim shall be brought against any Indemnified Party, and it
shall notify the Indemnifying Party of the commencement thereof, the



Indemnifying Party shall be entitled to assume the defense thereof at its own
expense, with counsel satisfactory to such Indemnified Party in its reasonable
judgment; provided, however, that at any Indemnified Party may, at its own
expense, retain separate counsel to participate in such defense at its own
expense. Notwithstanding the foregoing, in any claim in which both the
Indemnifying Party, on the one hand, and an Indemnified Party, on the other
hand, are, or are reasonably likely to become, a party, such Indemnified Party
shall have the right to employ separate counsel and to control its own defense
of such claim if, in the reasonable opinion of counsel to such Indemnified
Party, either (x) one or more defenses are available to the Indemnified Party
that are not available to the Indemnifying Party or (y) a conflict or potential
conflict exists between the Indemnifying Party, on the one hand, and such
Indemnified Party, on the other hand, that would make such separate
representation advisable; provided, however, that the Indemnifying Party (i)
shall not be liable for the fees and expenses of more than one counsel to all
Indemnified Parties and (ii) shall reimburse the Indemnified Parties for such
reasonable fees and expenses of such counsel incurred in any such action between
the Indemnifying Party and the Indemnified Parties or between such Indemnified
Parties and any third party, as such expenses are incurred. The Indemnifying
Party agrees that it will not, without the prior written consent of the
Indemnified Party, settle, compromise or consent to the entry of any judgment in
any pending or threatened claim relating to the matters contemplated hereby (if
any Indemnified Party is a party thereto or has been actually threatened to be
made a party thereto) unless such settlement, compromise or consent includes an
unconditional release of such Indemnified Party from all liability arising or
that may arise out of such claim. The Indemnifying Party shall not be liable for
any settlement of any claim effected against an Indemnified Party without the
Indemnifying Party's written consent, which consent shall not be unreasonably
withheld, conditioned or delayed. The rights accorded to an Indemnified Party
hereunder shall be in addition to any rights that any Indemnified Party may have
at common law, by separate agreement or otherwise; provided, however, that
notwithstanding the foregoing or anything to the contrary contained in this
Agreement, nothing in this Article XI (other than Section 11.03) shall restrict

or limit any rights that any Indemnified Party may have to seek equitable
relief.
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Section 11.03. Dispute Resolution. Any dispute under this Agreement,
the Registration Rights Agreement or the Warrant shall be submitted to
arbitration (including, without limitation, pursuant to this Article XI) and
shall be finally and conclusively determined by the decision of a board of
arbitration consisting of three (3) members (the "Board of Arbitration")
selected as hereinafter provided. Each of the Indemnified Party and the
Indemnifying Party shall select one (1) member and the third member shall be
selected by mutual agreement of the other members, or if the other members fail
to reach agreement on a third member within twenty (20) days after their
selection, such third member shall thereafter be selected by the American
Arbitration Association upon application made to it for such purpose by the
Indemnified Party. The Board of Arbitration shall meet on consecutive business
days in San Francisco, California or such other place as a majority of the
members of the Board of Arbitration determines more appropriate, and shall reach
and render a decision in writing (concurred in by a majority of the members of
the Board of Arbitration) with respect to the amount, if any, which the
Indemnifying Party is required to pay to the Indemnified Party in respect of a
claim filed by the Indemnified Party. In connection with rendering its
decisions, the Board of Arbitration shall adopt and follow such rules and
procedures as a majority of the members of the Board of Arbitration deems
necessary or appropriate. To the extent practical, decisions of the Board of
Arbitration shall be rendered no more than thirty (30) calendar days following
commencement of proceedings with respect thereto. The Board of Arbitration shall
cause its written decision to be delivered to the Indemnified Party and the
Indemnifying Party. Any decision made by the Board of Arbitration (either prior
to or after the expiration of such thirty (30) calendar day period) shall be
final, binding and conclusive on the Indemnified Party and the Indemnifying
Party and entitled to be enforced to the fullest extent permitted by law and
entered in any court of competent jurisdiction. Each party to any arbitration
shall bear its own expense in relation thereto, including but not limited to
such party's attorneys' fees, if any, and the expenses and fees of the Board of
Arbitration shall be divided between the Indemnifying Party and the Indemnified
Party in the same proportion as the portion of the related claim determined by



the Board of Arbitration to be payable to the Indemnified Party bears to the
portion of such claim determined not to be so payable.

ARTICLE XII
MISCELLANEOUS
Section 12.01. Fees and Expenses.

(a) The Company shall pay on demand all reasonable fees and
expenses, including, without limitation, all reasonable attorneys fees and
expenses, incurred by the Investor in connection with the preparation,
negotiation, execution and delivery of this Agreement, the Registration Rights
Agreement and the Warrant, which payment shall be made whether or not any
transactions contemplated hereunder are actually consummated.

(b) The Company shall pay on demand $12,500 per calendar quarter
to cover due diligence expenses incurred by the Investor during the term of this
Agreement; provided, however, that the Company shall not be required to pay such
amounts with respect to the second and third calendar quarters of 2004.
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(c) The Company shall be solely responsible for (i) all reasonable
fees and expenses incurred by the Investor in connection with any amendments,
modifications or waivers of this Agreement or incurred in connection with the
Investor's enforcement of this Agreement, including, without limitation, all
reasonable attorneys fees and expenses, and (ii) all stamp or other similar
taxes and duties, if any, levied in connection with issuance of the Shares
pursuant hereto.

Section 12.02. Reporting Entity for the Common Stock. The reporting
entity relied upon for the determination of the trading price or trading volume
of the Common Stock on any given Trading Day for the purposes of this Agreement
shall be Bloomberg, L.P. or any successor thereto. The written mutual consent of
the Investor and the Company shall be required to employ any other reporting
entity.

Section 12.03. Brokerage. Except as set forth on Schedule 4.12, each of
the parties hereto represents that it has had no dealings in connection with
this transaction with any finder or broker who will demand payment of any fee or
commission from the other party. The Company on the one hand, and the Investor,
on the other hand, agree to indemnify the other against and hold the other
harmless from any and all liabilities to any Persons claiming brokerage
commissions or finder's fees on account of services purported to have been
rendered on behalf of the indemnifying party in connection with this Agreement
or the transactions contemplated hereby.

Section 12.04. Notices. All notices, demands, requests, consents,
approvals, and other communications required or permitted hereunder shall be in
writing and, unless otherwise specified herein, shall be (i) personally served,

(i) deposited in the mail, registered or certified, return receipt requested,
postage prepaid, (iii) delivered by reputable air courier service with charges
prepaid, or (iv) transmitted by hand delivery, telegram, or facsimile, addressed

as set forth below or to such other address as such party shall have specified
most recently by written notice given in accordance herewith. Any notice or
other communication required or permitted to be given hereunder shall be deemed
effective (a) upon hand delivery or delivery by facsimile, with accurate
confirmation generated by the transmitting facsimile machine, at the address or
number designated below (if delivered on a business day during normal business
hours where such notice is to be received), or the first business day following
such delivery (if delivered other than on a business day during normal business
hours where such notice is to be received) or (b) on the second business day
following the date of mailing by express courier service, fully prepaid,
addressed to such address, or upon actual receipt of such mailing, whichever
shall first occur. The addresses for such communications shall be:

If to the Company:

Tegal Corporation
2201 South McDowell Blvd.



Petaluma, California 94954

Telephone: (707) 763-5600

Facsimile: (707) 763 0436

Attention: Thomas R. Mika, Chief Financial Officer
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with a copy (which shall not constitute notice) to:

Scott Willoughby, Esq.
Latham & Watkins LLP

505 Montgomery Street #1900
San Francisco, CA 94111
Telephone: (415) 646-8345
Facsimile: (415) 395-8095

if to the Investor:

Kingsbridge Capital Limited/ c¢/o Kingsbridge Corporate
Services Limited

Main Street

Kilcullen, County Kildare

Republic of Ireland

Telephone: 011-353-45-481-811

Facsimile: 011-353-45-482-003

Attention: Adam Gurney, Managing Director

with a copy (which shall not constitute notice) to:

Keith M. Andruschak, Esq.
Clifford Chance US LLP
200 Park Avenue

New York, NY 10166
Telephone: (212) 878-8000
Facsimile: (212) 878-8375

Either party hereto may from time to time change its address or facsimile number
for notices under this Section by giving at least ten (10) days' prior written
notice of such changed address or facsimile number to the other party hereto.

Section 12.05. Assignment. Neither this Agreement nor any rights of the
Investor or the Company hereunder may be assigned by either party to any other
Person. Notwithstanding the foregoing, (a) the provisions of this Agreement
shall inure to the benefit of, and be enforceable by, any private transferee of
any of the Common Stock purchased or acquired by the Investor hereunder with
respect to the Common Stock held by such Person, and (b) the Investor's interest
in this Agreement may be assigned at any time, in whole or in part, to any
Affiliate of the Investor upon the prior written consent of the Company, which
consent shall not to be unreasonably withheld.

Section 12.06. Amendment; No Waiver. No party shall be liable or bound
to any other party in any manner by any warranties, representations or covenants
except as specifically set forth in this Agreement or therein. Except as
expressly provided in this Agreement, neither this Agreement nor any term hereof
may be amended, waived, discharged or terminated other than by a written
instrument signed by both parties hereto. The failure of the either party to
insist on strict compliance with this Agreement, or to exercise any right or
remedy under this Agreement, shall not constitute a waiver of any rights
provided under this Agreement, nor estop the parties from thereafter demanding
full and complete compliance nor prevent the parties from exercising such a
right or remedy in the future.

Section 12.07. Entire Agreement. This Agreement, the Registration
Rights Agreement and the Warrant set forth the entire agreement and
understanding of the parties relating to the subject matter hereof and
supersedes all prior and contemporaneous agreements, negotiations and
understandings between the parties, both oral and written, relating to the
subject matter hereof.
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Section 12.08. Severability. In the event that any provision of this
Agreement becomes or is declared by a court of competent jurisdiction to be
illegal, unenforceable or void, this Agreement shall continue in full force and
effect without said provision; provided that, such severability shall be
ineffective if it materially changes the economic benefit of this Agreement to

any party.

Section 12.09. Title and Subtitles. The titles and subtitles used in
this Agreement are used for the convenience of reference and are not to be
considered in construing or interpreting this Agreement.

Section 12.10. Counterparts. This Agreement may be executed in multiple
counterparts, each of which may be executed by less than all of the parties and
shall be deemed to be an original instrument which shall be enforceable against
the parties actually executing such counterparts and all of which together shall
constitute one and the same instrument.

Section 12.11. Choice of Law. This Agreement shall be construed under
the laws of the State of New York.

Section 12.12. Specific Enforcement, Consent to Jurisdiction.

(a) The Company and the Investor acknowledge and agree that
irreparable damage would occur in the event that any of the provisions of this
Agreement were not performed in accordance with their specific terms or were
otherwise breached. It is accordingly agreed that the parties shall be entitled
to an injunction or injunctions to prevent or cure breaches of the provisions of
this Agreement and to enforce specifically the terms and provisions hereof or
thereof, this being in addition to any other remedy to which any of them may be
entitled by law or equity.

(b) Subject to Section 11.03, each of the Company and the Investor
(1) hereby irrevocably submits to the jurisdiction of the United States District
Court and other courts of the United States sitting in the State of New York for
the purposes of any suit, action or proceeding arising out of or relating to
this Agreement and (ii) hereby waives, and agrees not to assert in any such
suit, action or proceeding, any claim that it is not personally subject to the
jurisdiction of such court, that the suit, action or proceeding is brought in an
inconvenient forum or that the venue of the suit, action or proceeding is
improper. Each of the Company and the Investor consents to process being served
in any such suit, action or proceeding by mailing a copy thereof to such party
at the address in effect for notices to it under this Agreement and agrees that
such service shall constitute good and sufficient service of process and notice
thereof. Nothing in this Section shall affect or limit any right to serve
process in any other manner permitted by law.

Section 12.13. Survival. The representations and warranties of the
Company and the Investor contained in Articles IV and V and the covenants
contained in Article V and Article VI shall survive the execution and delivery
hereof and the Closing until the termination of this Agreement, and the
agreements and covenants set forth in Article X and Article XI of this Agreement
shall survive the execution and delivery hereof and the Closing hereunder.
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Section 12.14. Publicity. Prior to the Closing, neither the Company nor
the Investor shall issue any press release or otherwise make any public
statement or announcement with respect to this Agreement or the transactions
contemplated hereby or the existence of this Agreement. In the event the Company
is required by law, based upon an opinion of the Company's counsel, to issue a
press release or otherwise make a public statement or announcement with respect
to this Agreement prior to the Closing, the Company shall consult with the
Investor on the form and substance of such press release. Promptly after the
Closing, each party may issue a press release or otherwise make a public
statement or announcement with respect to this Agreement or the transactions
contemplated hereby or the existence of this Agreement; provided that, prior to
issuing any such press release, making any such public statement or
announcement, the party wishing to make such release, statement or announcement



consults and cooperates in good faith with the other party in order to formulate
such press release, public statement or announcement in form and substance
reasonably acceptable to both parties.

Section 12.15. Further Assurances. From and after the date of this
Agreement, upon the request of the Investor or the Company, each of the Company
and the Investor shall execute and deliver such instruments, documents and other
writings as may be reasonably necessary or desirable to confirm and carry out
and to effectuate fully the intent and purposes of this Agreement.

[Remainder of this page intentionally left blank]
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IN WITNESS WHEREOF, the parties hereto have caused this
Agreement to be duly executed by their respective authorized officer as of the
date first written.

KINGSBRIDGE CAPITAL LIMITED

By: /s/ Valentine O'Donoghue

Valentine O'Donoghue
Director

TEGAL CORPORATION

By: /s/ Thomas R. Mika

Thomas R. Mika
Executive Vice President and Chief
Financial Officer
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ANNEX A
MARKET CAPITALIZATION

The market capitalization of Tegal Corporation shall be calculated on
the Trading Day preceding the first Trading Day of the Draw Down Pricing Period
and shall be based upon the product of (x) the closing bid price of the
Company's Common Stock as reported by Bloomberg L.P. using the AQR function, (y)
the number of outstanding shares of Common Stock of the Company as reported by
Bloomberg L.P. using the DES function (such product, the "Market
Capitalization").



Exhibit 10.2
WARRANT

THE SECURITIES EVIDENCED BY THIS WARRANT HAVE NOT BEEN REGISTERED UNDER THE U.S.
SECURITIES ACT OF 1933, AS AMENDED (THE "SECURITIES ACT"), OR ANY OTHER
APPLICABLE SECURITIES LAWS AND HAVE BEEN ISSUED IN RELIANCE UPON AN EXEMPTION
FROM THE REGISTRATION REQUIREMENTS OF THE SECURITIES ACT AND SUCH OTHER
SECURITIES LAWS. NEITHER THIS SECURITY NOR ANY INTEREST OR PARTICIPATION HEREIN
MAY BE REOFFERED, SOLD, ASSIGNED, TRANSFERRED, PLEDGED, ENCUMBERED, HYPOTHECATED
OR OTHERWISE DISPOSED OF, EXCEPT PURSUANT TO AN EFFECTIVE REGISTRATION STATEMENT
UNDER THE SECURITIES ACT OR PURSUANT TO A TRANSACTION WHICH IS EXEMPT FROM, OR
NOT SUBJECT TO, SUCH REGISTRATION.

February 11, 2004

Warrant to Purchase up to 300,000 shares of Common Stock of Tegal
Corporation (the "Company").

In consideration for Kingsbridge Capital Limited (the "Investor")
agreeing to enter into that certain Common Stock Purchase Agreement, dated as of
the date hereof, between the Investor and the Company (the "Agreement"), the
Company hereby agrees that the Investor or any other Warrant Holder (as defined
below) is entitled, on the terms and conditions set forth below, to purchase
from the Company at any time during the Exercise Period (as defined below) up to
300,000 fully paid and nonassessable shares of common stock, par value $0.01 per
share, of the Company (the "Common Stock") at the Exercise Price (hereinafter
defined), as the same may be adjusted from time to time pursuant to Section 6.1
hereof. The resale of the shares of Common Stock or other securities issuable
upon exercise or exchange of this Warrant is subject to the provisions of the
Registration Rights Agreement (as defined in the Agreement).

Section 1. Definitions.

"Affiliate" shall mean any Person that, directly or indirectly through
one or more intermediaries, controls or is controlled by, or is under direct or
indirect common control with any other Person. For the purposes of this
definition, "control," when used with respect to any Person, means the power to
direct the management and policies of such Person, directly or indirectly,
whether through the ownership of voting securities, by contract or otherwise,
and the term "controls" and "controlled" have meanings correlative to the
foregoing.

"Bid Price" shall mean the closing bid price of the Company's Common
Stock as reported by Bloomberg L.P. using the AQR function.

"Exercise Period" shall mean that period beginning six months after the
date of this Warrant and continuing until the expiration of the five-year period
thereafter.

"Exercise Price" as of the date hereof shall mean one hundred thirty
percent (130%) of the average of the Bid Prices over the five (5) Trading Days
preceding the date of this Warrant, subject to adjustment for the events
specified in Section 6.1 below.

"Per Share Warrant Value" shall mean the difference resulting from
subtracting the Exercise Price from the Bid Price on the Trading Day immediately
preceding the Exercise Date.

"Person" shall mean an individual, a corporation, a partnership, a
limited liability company, an association, a trust or other entity or
organization, including a government or political subdivision or an agency or
instrumentality thereof.

"Principal Market" shall mean the Nasdaq National Market, the Nasdaq
SmallCap Market, the American Stock Exchange or the New York Stock Exchange,
whichever is at the time the principal trading exchange or market for the Common
Stock.

"SEC" shall mean the United States Securities and Exchange Commission.



"Trading Day" shall mean any day other than a Saturday or a Sunday on
which the Principal Market is open for trading in equity securities.

"Warrant Holder" shall mean the Investor or any assignee or transferee
of all or any portion of this Warrant.

"Warrant Shares" shall mean those shares of Common Stock received upon
exercise of this Warrant.

Section 2. Exercise.

(a) Method of Exercise. This Warrant may be exercised in whole or
in part (but not as to a fractional share of Common Stock), at any time and from
time to time during the Exercise Period, by the Warrant Holder by (i) surrender
of this Warrant, with the form of exercise attached hereto as Exhibit A
completed and duly executed by the Warrant Holder (the "Exercise Notice"), to
the Company at the address set forth in Section 13 hereof, accompanied by
payment of the Exercise Price multiplied by the number of shares of Common Stock
for which this Warrant is being exercised (the "Aggregate Exercise Price") or
(i) telecopying an executed and completed Exercise Notice to the Company and
delivering to the Company within five (5) business days thereafter the original
Exercise Notice, this Warrant and the Aggregate Exercise Price. Each date on
which an Exercise Notice is received by the Company in accordance with clause
(i) and each date on which the Exercise Notice is telecopied to the Company in
accordance with clause (ii) above shall be deemed an "Exercise Date."

(b) Payment of Aggregate Exercise Price. Subject to paragraph (c)
below, payment of the Aggregate Exercise Price shall be made by wire transfer of
immediately available funds to an account designated by the Company. If the
amount of the payment received by the Company is less than the Aggregate
Exercise Price, the Warrant Holder will be notified of the deficiency and shall
make payment in that amount within three (3) Trading Days. In the event the
payment exceeds the Aggregate Exercise Price, the Company will refund the excess
to the Warrant Holder within five (5) Trading Days of receipt.

(c) Cashless Exercise. In the event that the Warrant Shares to be
received by the Warrant Holder upon exercise of the Warrant may not be resold
pursuant to an effective registration statement or an exemption to the
registration requirements of the Securities Actof 1933, as amended, and
applicable state laws, the Warrant Holder may, as an alternative to payment of
the Aggregate Exercise Price upon exercise in accordance with paragraph (b)
above, elect to effect a cashless exercise by so indicating on the Exercise
Notice and including a calculation of the number of shares of Common Stock to be
issued upon such exercise in accordance with the terms hereof (a "Cashless
Exercise"). In the event of a Cashless Exercise, the Warrant Holder shall
receive that number of shares of Common Stock determined by (i) multiplying the
number of Warrant Shares for which this Warrant is being exercised by the Per
Share Warrant Value and (ii) dividing the product by the Bid Price on the
Trading Day immediately preceding the Exercise Date, rounded to the nearest
whole share. The Company shall cancel the total number of Warrant Shares equal
to the excess of the number of the Warrant Shares for which this Warrant is
being exercised over the number of Warrant Shares to be received by the Warrant
Holder pursuant to such Cashless Exercise.

(d) Replacement Warrant. In the event that the Warrant is not
exercised in full, the number of Warrant Shares shall be reduced by the number
of such Warrant Shares for which this Warrant is exercised, and the Company, at
its expense, shall forthwith issue and deliver to or upon the order of the
Warrant Holder a new Warrant of like tenor in the name of the Warrant Holder,
reflecting such adjusted number of Warrant Shares.

Section 3. Ten Percent Limitation. The Warrant Holder may not exercise
this Warrant such that the number of Warrant Shares to be received pursuant to
such exercise aggregated with all other shares of Common Stock then owned by the
Warrant Holder beneficially or deemed beneficially owned by the Warrant Holder
would result in the Warrant Holder owning more than 9.9% of all of such Common
Stock as would be outstanding on such Exercise Date, as determined in accordance
with Section 13(d) of the Exchange Act of 1934 and the rules and regulations
promulgated thereunder.



Section 4. Delivery of Stock Certificates.

(a) Subject to the terms and conditions of this Warrant, as
soon as practicable after the exercise of this Warrant in full or in part, and
in any event within ten (10) Trading Days thereafter, the Company at its expense
(including, without limitation, the payment by it of any applicable issue taxes)
will cause to be issued in the name of and delivered to the Warrant Holder, or
as the Warrant Holder may lawfully direct, a certificate or certificates for the
number of validly issued, fully paid and non-assessable Warrant Shares to which
the Warrant Holder shall be entitled on such exercise, together with any other
stock or other securities or property (including cash, where applicable) to
which the Warrant Holder is entitled upon such exercise in accordance with the
provisions hereof.

(b) This Warrant may not be exercised as to fractional shares
of Common Stock. In the event that the exercise of this Warrant, in full or in
part, would result in the issuance of any fractional share of Common Stock, then
in such event the Warrant Holder shall receive the number of shares rounded to
the nearest whole share.

Section 5. Representations, Warranties and Covenants of the Company.

(a) The Warrant Shares, when issued in accordance with the
terms hereof, will be duly authorized and, when paid for or issued in accordance
with the terms hereof, shall be validly issued, fully paid and non-assessable.

(b) The Company shall take all commercially reasonable action
and proceedings as may be required and permitted by applicable law, rule and
regulation for the legal and valid issuance of this Warrant and the Warrant
Shares to the Warrant Holder.

(c) The Company has authorized and reserved for issuance to
the Warrant Holder the requisite number of shares of Common Stock to be issued
pursuant to this Warrant. The Company shall at all times reserve and keep
available, solely for issuance and delivery as Warrant Shares hereunder, such
shares of Common Stock as shall from time to time be issuable as Warrant Shares.

(d) From the date hereof through the last date on which this
Warrant is exercisable, the Company shall take all steps commercially reasonable
to ensure that the Common Stock remains listed or quoted on the Principal
Market.

Section 6.1. Adjustment of the Exercise Price. The Exercise Price and,
accordingly, the number of Warrant Shares issuable upon exercise of the Warrant,
shall be subject to adjustment from time to time upon the happening of certain
events as follows:

(a) Reclassification, Consolidation, Merger, Mandatory Share
Exchange, Sale or Transfer.

(1) Upon occurrence of any of the events specified in
subsection (a)(ii) below (the "Adjustment Events") while this Warrant is
unexpired and not exercised in full, the Warrant Holder may in its sole
discretion require the Company, or any successor or purchasing corporation, as
the case may be, without payment of any additional consideration therefor, to
execute and deliver to the Warrant Holder a new Warrant providing that the
Warrant Holder shall have the right to exercise such new Warrant (upon terms not
less favorable to the Warrant Holder than those then applicable to this Warrant)
and to receive upon such exercise, in lieu of each share of Common Stock
theretofore issuable upon exercise of this Warrant, the kind and amount of
shares of stock, other securities, money or property receivable upon such
Adjustment Event by the holder of one share of Common Stock issuable upon
exercise of this Warrant had this Warrant been exercised immediately prior to
such Adjustment Event. Such new Warrant shall provide for adjustments that shall
be as nearly equivalent as may be practicable to the adjustments provided for in
this Section 6.1.

(i1) The Adjustment Events shall be (1) any reclassification
or change of Common Stock (other than a change in par value or as a result of a
subdivision or combination of Common Stock), (2) any consolidation, merger or
mandatory share exchange of the Company with or into another corporation (other



than a merger or mandatory share exchange with another corporation in which the
Company is a continuing corporation and which does not result in any
reclassification or change other than a change in par value or as a result of a
subdivision or combination of Common Stock), and (3) any sale or transfer to
another corporation of all or substantially all of the assets of the Company.

(iii) If the Company shall fail to maintain the listing or
quotation of the Common Stock on a Principal Market, the Warrant Holder may in
its sole discretion at any time thereafter require any publicly traded Affiliate
of the Company, without payment by the Warrant Holder of any additional
consideration therefor, to execute and deliver to the Warrant Holder a new
Warrant providing that the Warrant Holder shall have the right to exercise such
new Warrant (in an amount and upon terms not less favorable to the Warrant
Holder than those then applicable to this Warrant) and to receive upon such
exercise, in lieu of each share of Common Stock theretofore issuable upon
exercise of this Warrant, publicly traded shares of common stock of such
Affiliate.

The provisions of this subsection (a) shall similarly apply to
successive reclassifications, changes, consolidations, mergers, mandatory share
exchanges, sales and transfers.

(b) Subdivision or Combination of Shares. If the Company, at
any time while this Warrant is unexpired and not exercised in full, shall
subdivide its Common Stock, the Exercise Price shall be proportionately reduced
as of the effective date of such subdivision, or, if the Company shall take a
record of holders of its Common Stock for the purpose of so subdividing, as of
such record date, whichever is earlier. If the Company, at any time while this
Warrant is unexpired and not exercised in full, shall combine its Common Stock,
the Exercise Price shall be proportionately increased as of the effective date
of such combination, or, if the Company shall take a record of holders of its
Common Stock for the purpose of so combining, as of such record date, whichever
is earlier.

(c) Stock Dividends. If the Company, at any time while this
Warrant is unexpired and not exercised in full, shall pay a dividend or other
distribution in shares of Common Stock to all holders of Common Stock, then the
Exercise Price shall be adjusted, as of the date the Company shall take a record
of the holders of its Common Stock for the purpose of receiving such dividend or
other distribution (or if no such record is taken, as atthe date of such
payment or other distribution), to that price determined by multiplying the
Exercise Price in effect immediately prior to such payment or other distribution
by a fraction:

1. the numerator of which shall be the total number of shares
of Common Stock outstanding immediately prior to such dividend or distribution,
and

2. the denominator of which shall be the total number of
shares of Common Stock outstanding immediately after such dividend or
distribution.

The provisions of this subsection (c) shall not apply under
any of the circumstances for which an adjustment is provided in subsections (a)
or (b).

(d) Liquidating Dividends, Etc. If the Company, at any time
while this Warrant is unexpired and not exercised in full, makes a distribution
of its assets or evidences of indebtedness to the holders of its Common Stock as
a dividend in liquidation or by way of return of capital or other than as a
dividend payable out of earnings or surplus legally available for dividends
under applicable law or any distribution to such holders made in respect of the
sale of all or substantially all of the Company's assets (other than under the
circumstances provided for in the foregoing subsections (a) through (c)), then
the Warrant Holder shall be entitled to receive upon exercise of this Warrant in
addition to the Warrant Shares receivable in connection therewith, and without
payment of any consideration other than the Exercise Price, the kind and amount
of such distribution per share of Common Stock multiplied by the number of
Warrant Shares that, on the record date for such distribution, are issuable upon
such exercise of the Warrant (with no further adjustment being made following
any event which causes a subsequent adjustment in the number of Warrant Shares



issuable), and an appropriate provision therefor shall be made a part of any
such distribution. The value of a distribution that is paid in other than cash
shall be determined in good faith by the Board of Directors of the Company.

Section 6.2 No Adjustments Under Certain Circumstances.
Notwithstanding anything contained in the foregoing to the contrary, there shall
be no adjustment to the Exercise Price based upon, related to or in connection
with any instrument or other benefit issued or conferred by the Company (a)
under any of its employee or director stock award plans, employee or director
stock compensation plans or employee or director stock purchase plans or (b)
with respect to the granting of stock or stock options to advisors or
consultants engaged by the Company, but only if such grant is in consideration
for services rendered or to be rendered and not for capital raising purposes.

Section 6.3 Notice of Adjustments. Whenever the Exercise Price
or number of Warrant Shares shall be adjusted pursuant to Section 6.1 hereof,
the Company shall promptly prepare a certificate signed by its President or
Chief Financial Officer setting forth in reasonable detail the event requiring
the adjustment, the amount of the adjustment, the method by which such
adjustment was calculated (including a description of the basis on which the
Company's Board of Directors made any determination hereunder), and the Exercise
Price and number of Warrant Shares purchasable at that Exercise Price after
giving effect to such adjustment, and shall promptly cause copies of such
certificate to be sent by overnight courier to the Warrant Holder. In the event
the Company shall, at a time while the Warrant is unexpired and not exercised in
full, take any action that pursuant to subsections (a) through (c) of Section
6.1 may result in an adjustment of the Exercise Price, the Company shall give to
the Warrant Holder at its last address known to the Company written notice of
such action ten (10) days in advance of its effective date in order to afford to
the Warrant Holder an opportunity to exercise the Warrant prior to such action
becoming effective.

Section 7. No Impairment. The Company will not, by amendment
of its Certificate of Incorporation or By-Laws or through any reorganization,
transfer of assets, consolidation, merger, dissolution or issue or sale of
securities, avoid or seek to avoid the observance or performance of any of the
terms of this Warrant, but will at all times in good faith assist in the
carrying out of all such terms and in the taking of all such action as may be
necessary or appropriate in order to protect the rights of the Warrant Holder
against impairment. Without limiting the generality of the foregoing, the
Company (a) will not increase the par value of any Warrant Shares above the
amount payable therefor on such exercise, and (b) will take all such action as
may be reasonably necessary or appropriate in order that the Company may validly
and legally issue fully paid and nonassessable Warrant Shares on the exercise of
this Warrant.

Section 8. Rights As Stockholder. Except as set forth in
Section 6.1 above, prior to exercise of this Warrant, the Warrant Holder shall
not be entitled to any rights as a stockholder of the Company with respect to
the Warrant Shares, including (without limitation) the right to vote such
shares, receive dividends or other distributions thereon or be notified of
stockholder meetings. However, in the event of any taking by the Company of a
record of the holders of any class of securities for the purpose of determining
the holders thereof who are entitled to receive any dividend (other than a cash
dividend) or other distribution, any right to subscribe for, purchase or
otherwise acquire any shares of stock of any class or any other securities or
property, or to receive any other right, the Company shall mail to each Warrant
Holder, at least ten (10) days prior to the date specified therein, a notice
specifying the date on which any such record is to be taken for the purpose of
such dividend, distribution or right, and the amount and character of such
dividend, distribution or right.

Section 9. Replacement of Warrant. Upon receipt of evidence
reasonably satisfactory to the Company of the loss, theft, destruction or
mutilation of the Warrant and, in the case of any such loss, theft or
destruction of the Warrant, upon delivery of an indemnity agreement or security
reasonably satisfactory in form and amount to the Company or, in the case of any
such mutilation, on surrender and cancellation of such Warrant, the Company at
its expense will execute and deliver, in lieu thereof, a new Warrant of like
tenor.



Section 10. Choice of Law. This Warrant shall be construed under
the laws of the State of New York.

Section 11. Entire Agreement; Amendments. Except for any written
instrument concurrent or subsequent to the date hereof executed by the Company
and the Investor, this Warrant and the Agreement contain the entire
understanding of the parties with respect to the matters covered hereby and
thereby. No provision of this Warrant may be waived or amended other than by a
written instrument signed by the party against whom enforcement of any such
amendment or waiver is sought.

Section 12. Restricted Securities.

(a) Registration or Exemption Required. This Warrant has been
issued in a transaction exempt from the registration requirements of the
Securities Act of 1933, as amended, in reliance upon the provisions of Section
4(2) thereof. This Warrant and the Warrant Shares issuable upon exercise of this
Warrant may not be resold except pursuant to an effective registration statement
or an exemption to the registration requirements of the Securities Act of 1933
and applicable state laws.

(b) Legend. Any replacement Warrants issued pursuant to Section 2
and Section 9 hereof and, unless a registration statement has been declared
effective by the SEC in accordance with the Securities Act of 1933, as amended,
with respect thereto, any Warrant Shares issued upon exercise hereof, shall bear
the following legend:

"THE SECURITIES EVIDENCED BY THIS CERTIFICATE HAVE NOT BEEN
REGISTERED UNDER THE U.S. SECURITIES ACT OF 1933, AS AMENDED
(THE "SECURITIES ACT"), OR ANY OTHER APPLICABLE SECURITIES
LAWS AND HAVE BEEN ISSUED IN RELIANCE UPON AN EXEMPTION FROM
THE REGISTRATION REQUIREMENTS OF THE SECURITIES ACT AND SUCH
OTHER SECURITIES LAWS. NEITHER THIS SECURITY NOR ANY INTEREST
OR PARTICIPATION HEREIN MAY BE REOFFERED, SOLD, ASSIGNED,
TRANSFERRED, PLEDGED, ENCUMBERED, HYPOTHECATED OR OTHERWISE
DISPOSED OF, EXCEPT PURSUANT TO AN EFFECTIVE REGISTRATION
STATEMENT UNDER THE SECURITIES ACT OR PURSUANT TO A
TRANSACTION WHICH IS EXEMPT FROM, OR NOT SUBJECT TO, SUCH
REGISTRATION."

(c) No Other Legend or Stock Transfer Restrictions. No legend
other than the one specified in Section 12(b) has been or shall be placed on the
share certificates representing the Warrant Shares and no instructions or "stop
transfer orders" (so called "stock transfer restrictions") or other restrictions
have been or shall be given to the Company's transfer agent with respect thereto
other than as expressly set forth in this Section 12.

(d) Assignment. Assuming the conditions of Section 12(a) above
regarding registration or exemption have been satisfied, the Warrant Holder may
sell, transfer, assign, pledge or otherwise dispose of this Warrant, in whole or
in part. The Warrant Holder shall deliver a written notice to Company,
substantially in the form of the Assignment attached hereto as Exhibit B,
indicating the person or persons to whom the Warrant shall be assigned and the
respective number of warrants to be assigned to each assignee. The Company shall
effect the assignment within ten (10) days, and shall deliver to the assignee(s)
designated by the Warrant Holder a Warrant or Warrants of like tenor and terms
for the appropriate number of shares.

(e) Investor's Compliance. Nothing in this Section 12 shall
affect in any way the Investor's obligations under any agreement to comply with
all applicable securities laws upon resale of the Common Stock.

Section 13. Notices. All notices, demands, requests, consents,
approvals, and other communications required or permitted hereunder shall be in
writing and shall be (i) personally served, (ii) deposited in the mail,
registered or certified, return receipt requested, postage prepaid, (iii)
delivered by reputable air courier service with charges prepaid, or (iv)
transmitted by hand delivery, telegram or facsimile, addressed as set forth
below or to such other address as such party shall have specified most recently
by written notice. Any notice or other communication required or permitted to be
given hereunder shall be deemed effective (a) upon hand delivery or delivery by



facsimile (with accurate confirmation generated by the transmitting facsimile
machine) at the address or number designated below (if delivered on a business
day during normal business hours where such notice is to be received), or the
first business day following such delivery (if delivered other than on a
business day during normal business hours where such notice is to be received)
or (b) on the second business day following the date of mailing by express
courier service, fully prepaid, addressed to such address, or upon actual
receipt of such mailing, whichever shall first occur. The addresses for such
communications shall be:

If to the Company:

Tegal Corporation

2201 South McDowell Blvd.
Petaluma, California 94954
Telephone: (707) 763-5600
Facsimile: (415) 395-8095
Attention: Chief Financial Officer

with a copy (which shall not constitute notice) to:

Scott Willoughby, Esq.
Latham & Watkins LLP

505 Montgomery Street #1900
San Francisco, CA 94111
Telephone: (415) 646 8345
Facsimile: (415) 395 8095

if to the Investor:

Kingsbridge Capital Limited c/o Kingsbridge Corporate Services
Limited

Main Street

Kilcullen, County Kildare

Republic of Ireland

Telephone: 011-353-45-481-811

Facsimile: 011-353-45-482-003

Attention: Adam Gurney, Director

with a copy (which shall not constitute notice) to:

Clifford Chance US LLP

200 Park Avenue

New York, NY 10166

Telephone: (212) 878-8000
Facsimile: (212) 878-8375

Attention: Keith M. Andruschak, Esq.

Either party hereto may from time to time change its address
or facsimile number for notices under this Section 13 by giving at least ten
(10) days prior written notice of such changed address or facsimile number to
the other party hereto.

Section 14. Miscellaneous. This Warrant and any term hereof
may be changed, waived, discharged or terminated only by an instrument in
writing signed by the party against which enforcement of such change, waiver,
discharge or termination is sought. The headings in this Warrant are for
purposes of reference only, and shall not limit or otherwise affect any of the
terms hereof. The invalidity or unenforceability of any provision hereof shall
in no way affect the validity or enforceability of any other provision.

IN WITNESS WHEREOF, this Warrant was duly executed by the
undersigned, thereunto duly authorized, as of the date first set forth above.

TEGAL CORPORATION

By: /s/ Thomas R. Mika




Thomas R. Mika
Executive Vice President and Chief Financial Officer

EXHIBIT A TO THE WARRANT
EXERCISE FORM
TEGAL CORPORATION

The undersigned hereby irrevocably exercises the right to purchase

shares of Common Stock of Tegal Corporation, a Delaware
corporation, evidenced by the attached Warrant, and (CIRCLE EITHER (i) or (ii))

(i) tenders herewith payment of the Aggregate Exercise Price with respect to

such shares in full, in the amount of $§ , in cash, by certified or

official bank check or by wire transfer for the account of the Company or (ii)

elects, pursuant to Section 2(c) of the Warrant, to convert such Warrant into

shares of Common Stock of Tegal Corporation on a cashless exercise basis, all in
accordance with the conditions and provisions of said Warrant.

The undersigned requests that stock certificates for such Warrant
Shares be issued, and a Warrant representing any unexercised portion hereof be
issued, pursuant to this Warrant, in the name of the registered Warrant Holder
and delivered to the undersigned at the address set forth below.

Dated:

Signature of Registered Holder
Name of Registered Holder (Print)

Address

EXHIBIT B TO THE WARRANT
ASSIGNMENT

(To be executed by the registered Warrant Holder desiring to transfer
the Warrant)

FOR VALUED RECEIVED, the undersigned Warrant Holder of the attached
Warrant hereby sells, assigns and transfers unto the persons below named the

right to purchase shares of Common Stock of Tegal Corporation
evidenced by the attached Warrant and does hereby irrevocably constitute and
appoint attorney to transfer the said Warrant on the

books of the Company, with full power of substitution in the premises.

Dated:

Signature

Fill in for new Registration of Warrant:

Name

Address



Please print name and address of assignee
(including zip code number)



Exhibit 10.3
REGISTRATION RIGHTS AGREEMENT

This REGISTRATION RIGHTS AGREEMENT (this "Agreement"), dated as of
February 11, 2004, is by and between TEGAL CORPORATION (the "Company") and
KINGSBRIDGE CAPITAL LIMITED (the "Investor").

WHEREAS, the Company and the Investor are concurrently entering into
that certain Common Stock Purchase Agreement, dated as of the date hereof (the
"Purchase Agreement"), pursuant to which the Company may issue, from time to
time, to the Investor up to $25 million worth (as determined in accordance with
the Purchase Agreement) of Common Stock;

WHEREAS, pursuant to the terms of, and in partial consideration for the
Investor entering into, the Purchase Agreement, the Company is concurrently
issuing to the Investor a warrant, exercisable from time to time within five (5)
years following the six-month anniversary of the date of issuance (the
"Warrant") for the purchase of an aggregate of up to 300,000 shares of Common
Stock at a price specified in such Warrant;

WHEREAS, pursuant to the terms of, and in partial consideration for,
the Investor's agreement to enter into the Purchase Agreement, the Company is
required to provide the Investor with certain registration rights with respect
to the Registrable Securities (as defined in the Purchase Agreement) as set
forth herein;

NOW, THEREFORE, in consideration of the premises, the representations,
warranties, covenants and agreements contained herein, in the Warrant, and in
the Purchase Agreement, and for other good and valuable consideration, the
receipt and sufficiency of which is hereby acknowledged, intending to be legally
bound hereby, the parties hereto agree as follows (capitalized terms used herein
and not defined herein shall have the respective meanings ascribed to them in
the Purchase Agreement):

ARTICLE I
REGISTRATION RIGHTS

Section 1.1. REGISTRATION STATEMENT.

(a) Filing of the Registration Statement. Upon the terms and
subject to the conditions set forth in this Agreement, the Company shall file
with the Commission within ten (10) Trading Days following the Closing Date a
registration statement on Form S-3 under the Securities Act or such other form
as deemed appropriate by counsel to the Company for the registration for the
resale by the Investor of the Registrable Securities (the "Registration
Statement").

(b) Effectiveness of the Registration Statement. The Company
shall use commercially reasonable efforts (i) to have the Registration Statement
declared effective by the Commission as soon as reasonably practicable, but in
any event no later than forty-five (45) calendar days, or one hundred twenty
(120) calendar days in the event that the Commission reviews the Registration
Statement, following the Closing Date and (ii) to ensure that the Registration
Statement remains in effect throughout the term of this Agreement as set forth
in Section 4.2, subject to the terms and conditions of this Agreement.

(c) Regulatory Disapproval. Notwithstanding the provisions of
Sections 1.1(b), the date by which a Registration Statement is required to
become effective shall be extended without default or liquidated damages
hereunder or under the Purchase Agreement in the event that the Company's
failure to obtain the effectiveness of the Registration Statement on a timely
basis results solely from the Commission's disapproval of the structure of the
transactions contemplated by the Purchase Agreement. In such event, the parties
agree to cooperate with one another in good faith to arrive at a resolution
acceptable to the Commission; provided, however, that nothing contained in this
Section 1.1(c) shall relieve the Company from its obligation to effect and
maintain the registration of the Warrant Shares on a timely basis.

(d) Failure to Maintain Effectiveness of Registration



Statement. In the event the Company fails to maintain the effectiveness of the
Registration Statement (or the Prospectus) throughout the period set forth in
Section 4.2, other than temporary suspensions as set forth in Section 1.1(e),

and the Investor holds any Registrable Securities at any time during the period

of such ineffectiveness (an "Ineffective Period"), the Company shall pay to the
Investor in immediately available funds into an account designated by the
Investor an amount equal to the product of (x) the total number of Registrable
Securities issued to the Investor under the Purchase Agreement and owned by the
Investor at any time during such Ineffective Period and (y) the result, if
greater than zero, obtained by subtracting the VWAP on the Trading Day
immediately following the last day of such Ineffective Period from the VWAP on
the Trading Day immediately preceding the day on which any such Ineffective
Period began; provided, however, that the foregoing payments shall not apply in
respect of Registrable Securities that are otherwise freely tradable by the
Investor.

(e) Deferral or Suspension During a Blackout Period.
Notwithstanding the provisions of Section 1.1(d), if in the good faith judgment
of the Company, following consultation with legal counsel, it would be
detrimental to the Company or its stockholders for the Registration Statement to
be filed or for resales of Registrable Securities to be made pursuant to the
Registration Statement due to (i) the existence of a material development or
potential material development involving the Company that the Company would be
obligated to disclose in the Registration Statement, which disclosure would be
premature or otherwise inadvisable at such time or would have a Material Adverse
Effect on the Company or its stockholders, or (ii) a filing of a
Company-initiated registration of any class of its equity securities, which, in
the good faith judgment of the Company, would adversely effect or require
premature disclosure of the filing of such Company-initiated registration
(notice thereof, a "Blackout Notice"), the Company shall have the right to (A)
immediately defer such filing for a period of not more than sixty (60) days
beyond the date by which such Registration Statement was otherwise required
hereunder to be filed or (B) suspend use of such Registration Statement for a
period of not more than thirty (30) days (any such deferral or suspension
period, a "Blackout Period"). The Investor acknowledges that it would be
seriously detrimental to the Company and its stockholders for such Registration
Statement to be filed (or remain in effect) during a Blackout Period and
therefore essential to defer such filing (or suspend the use thereof) during
such Blackout Period and agrees to cease any disposition of the Registrable
Securities during such Blackout Period. The Company may not utilize any of its
rights under this Section 1.1(e) to defer the filing of a Registration Statement
(or suspend its effectiveness) more than twice in any twelve (12) month period.
In the event that, within sixty (60) calendar days following any Settlement
Date, the Company gives a Blackout Notice to the Investor of a Blackout Period
and the VWAP on the Trading Day immediately preceding such Blackout Period ("Old
VWAP") is greater than the VWAP on the first Trading Day following such Blackout
Period that the Investor may sell its Registrable Securities pursuant to an
effective Registration Statement ("New VWAP"), then the Company shall either:
(X) issue to the Investor the number of additional shares of Common Stock
("Blackout Shares") equal to one hundred twenty percent (120%) of the difference
between (1) the product of the number of Registrable Securities purchased by the
Investor during the preceding sixty (60) calendar days under the Purchase
Agreement and actually held by Investor immediately prior to the Blackout Period
multiplied by the Old VWAP, divided by the New VWAP, and (2) the number of
Registrable Securities purchased by the Investor under the Purchase Agreement
during the preceding sixty (60) calendar days and actually held by Investor
immediately prior to the Blackout Period or (Y) pay to the Investor an amount
equal to the product of (1) the number of Registrable Securities purchased by
the Investor under the Purchase Agreement during the preceding sixty (60)
calendar days and actually held by Investor immediately prior to the Blackout
Period and (2) the result obtained by subtracting the New VWAP from the Old
VWAP.
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(f) Liquidated Damages. The Company and the Investor hereto
acknowledge and agree that the amounts payable under Sections 1.1(d) and 1.1(e)
and the Blackout Shares deliverable under Section 1.1(e) above shall constitute
liquidated damages and not penalties. The parties further acknowledge that (i)
the amount of loss or damages likely to be incurred by the Investor is incapable
oris difficult to precisely estimate, (ii) the amounts specified in such



sections bear a reasonable proportion and are not plainly or grossly
disproportionate to the probable loss likely to be incurred in connection with
any failure by the Company to obtain or maintain the effectiveness of the
Registration Statement, (iii) one of the reasons for the Company and the
Investor reaching an agreement as to such amounts was the uncertainty and cost
of litigation regarding the question of actual damages, and (iv) the Company and
the Investor are sophisticated business parties and have been represented by
sophisticated and able legal and financial counsel and negotiated this Agreement
at arm's length.

(g) Additional Registration Statements. In the event and to
the extent that the Registration Statement fails to register a sufficient amount
of Common Stock necessary for the Company to issue and sell to the Investor and
the Investor to purchase from the Company all of the Registrable Securities to
be issued, sold and purchased under the Purchase Agreement and the Warrant, the
Company shall prepare and file with the Commission an additional registration
statement or statements in order to effectuate the purpose of this Agreement,
the Purchase Agreement, and the Warrant.

ARTICLE II
REGISTRATION PROCEDURES

Section 2.1. FILINGS; INFORMATION. The Company shall effect the registration
with respect to the sale of the Registrable Securities by the Investor in
accordance with the intended methods of disposition thereof. Without limiting

the foregoing, the Company in each such case will do the following as
expeditiously as possible, butin no event later than the deadline, if any,
prescribed therefor in this Agreement:

(a) Subject to Section 1.1(e), the Company shall (i) prepare
and file with the Commission the Registration Statement; (ii) use commercially
reasonable efforts to cause such filed Registration Statement to become and to
remain effective (pursuant to Rule 415 under the Securities Act or otherwise);
(iii) prepare and file with the Commission such amendments and supplements to
the Registration Statement and the Prospectus used in connection therewith as
may be necessary to keep such Registration Statement effective for the time
period prescribed by Section 4.2 and in order to effectuate the purpose of this
Agreement, the Purchase Agreement, and the Warrant; and (iv) comply with the
provisions of the Securities Act with respect to the disposition of all
securities covered by such Registration Statement during such period in
accordance with the intended methods of disposition by the Investor set forth in
such Registration Statement; provided, however, that the Investor shall be
responsible for the delivery of the Prospectus to the Persons to whom the
Investor sells the Shares and the Warrant Shares.

(b) If so requested by a managing underwriter or underwriters,
if any, or the holders of a majority of the Registrable Securities being sold in
connection with the filing of a Registration Statement under the Securities Act
for the offering on a continuous or delayed basis in the future of all of the
Registrable Securities (a "Shelf Registration"), the Company shall (i) promptly
incorporate in a prospectus supplement or post-effective amendment such
information as the managing underwriters, if any, and such holders agree should
be included therein, and (ii) make all required filings of such prospectus
supplement or post-effective amendment as soon as practicable after the Company
has received notification of the matters to be incorporated in such prospectus
supplement or post-effective amendment; provided, however, that the Company
shall not be required to take any action pursuant to this Section 2.1(b)(ii)
that would, in the opinion of counsel for the Company, violate applicable law.
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(c) In connection with the filing of a Shelf Registration, the
Company shall enter into such reasonable agreements and take all such other
reasonable actions in connection therewith (including those reasonably requested
by the managing underwriters, if any, or the holders of a majority of the
Registrable Securities being sold) in order to expedite or facilitate the
disposition of such Registrable Securities, and in such connection, whether or
not an underwriting agreement is entered into and whether or not the
registration is an underwritten registration, the Company shall (i) make such
representations and warranties to the holders of such Registrable Securities and
the underwriters, if any, with respect to the business of the Company (including



with respect to businesses or assets acquired or to be acquired by the Company),
and the Registration Statement, Prospectus and documents, if any, incorporated
or deemed to be incorporated by reference therein, in each case, in form,
substance and scope as are customarily made by issuers to underwriters in
underwritten offerings, and confirm such representations and warranties if and
when requested; (ii) if an underwriting agreement is entered into, it shall
contain indemnification provision and procedures no less favorable to the
selling holders of such Registrable Securities and the underwriters, if any,

than those set forth herein (or such other provisions and procedures acceptable

to the holders of a majority of Registrable Securities covered by such
Registration Statement and the managing underwriters, if any); and (iii) deliver
such documents and certificates as may be reasonably requested by the holders of
a majority of the Registrable Securities being sold, their counsel and the
managing underwriters, if any, to evidence the continued validity of their
representations and warranties made pursuant to clause (i) above and to evidence
compliance with any customary conditions contained in the underwriting agreement
or other agreement entered into by the Company.

(d) If the Investor determines to engage an underwriter in
connection with the offering of any Registrable Securities (other than the
resale broker-dealers identified in the Prospectus as such), the Investor will
enter into and perform its obligations under an underwriting agreement, in usual
and customary form, including, without limitation, customary indemnification and
contribution obligation, with the managing underwriter of such offering, and
will take such other actions as are reasonably required in order to expedite or
facilitate the disposition of the Registrable Securities, unless the Investor
has notified the Company in writing of its election to exclude all of its
Registrable Securities from such Registration Statement; provided, however, that
the Investor shall consult with the Company prior to any such underwritten
offering and defer such offering for a reasonable period upon the commercially
reasonable request of the Company. The Investor may not participate in any
underwriting distribution hereunder unless it (i) agrees to sell its Registrable
Securities on the basis provided in any underwriting agreements, (ii) completes
and executes all questionnaires, powers of attorney, indemnities, underwriting
agreements and other documents reasonably required under the terms of such
underwriting agreements, and (iii) agrees to pay all underwriting discounts and
commissions and other fees and expenses of investment bankers and any manager or
managers of such underwriting, and legal expenses of the underwriter, applicable
with respect to its Registrable Securities.

(e) Three (3) Trading Days prior to filing the Registration
Statement or Prospectus, or any amendment or supplement thereto (excluding
amendments deemed to result from the filing of documents incorporated by
reference therein), the Company shall deliver to the Investor and to counsel
representing the Investor, in accordance with the notice provisions of Section
4.8, copies of the Registration Statement, Prospectus and/or any amendments or
supplements thereto as proposed to be filed, together with exhibits thereto,
which documents will be subject to review by the Investor and such counsel, and
thereafter deliver to the Investor and such counsel, in accordance with the
notice provisions of Section 4.8, such number of copies of the Registration
Statement, each amendment and supplement thereto (in each case including all
exhibits thereto), the Prospectus (including each preliminary prospectus) and
such other documents or information as the Investor or counsel may reasonably
request in order to facilitate the disposition of the Registrable Securities.
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(f) The Company shall deliver, in accordance with the notice
provisions of Section 4.8, to each seller of Registrable Securities covered by
the Registration Statement such number of conformed copies of the Registration
Statement and of each amendment and supplement thereto (in each case including
all exhibits and documents incorporated by reference), such number of copies of
the Prospectus (including each preliminary prospectus and any summary
prospectus) and any other prospectus filed under Rule 424 promulgated under the
Securities Act relating to such seller's Registrable Securities, and such other
documents, as such seller may reasonably request to facilitate the disposition
of its Registrable Securities.

(g) After the filing of the Registration Statement, the
Company shall promptly notify the Investor of any stop order issued or



threatened by the Commission in connection therewith and take all commercially
reasonable actions required to prevent the entry of such stop order or to remove
it if entered.

(h) The Company shall use commercially reasonable efforts to
(1) register or qualify the Registrable Securities under such other securities
or blue sky laws of each jurisdiction in the United States as the Investor may
reasonably (in light of its intended plan of distribution) request, and (ii)
cause the Registrable Securities to be registered with or approved by such other
governmental agencies or authorities in the United States as may be necessary by
virtue of the business and operations of the Company and do any and all other
acts and things that may be reasonably necessary or advisable to enable the
Investor to consummate the disposition of the Registrable Securities; provided,
however, thatthe Company will not be required to qualify generally to do
business in any jurisdiction where it would not otherwise be required to qualify
but for this Section 2.1(g), subject itself to taxation in any such
jurisdiction, consent or subject itself to general service of process in any
such jurisdiction, change any existing business practices, benefit plans or
outstanding securities or amend or otherwise modify the Charter or Bylaws.

(1) The Company shall enter into customary agreements and take
such other actions as are reasonably required in order to expedite the
disposition of such Registrable Securities (whereupon the Investor may, at its
option, require that any or all of the representations, warranties and covenants
of the Company also be made to and for the benefit of the Investor).

(j) The Company shall make available to the Investor (and will
deliver to Investor's counsel),(A) subject to restrictions imposed by the United
States federal government or any agency or instrumentality thereof, copies of
all public correspondence between the Commission and the Company concerning the
Registration Statement and will also make available for inspection by the
Investor and any attorney, accountant or other professional retained by the
Investor (collectively, the "Inspectors"),(B) upon reasonable advance notice
during normal business hours all financial and other records, pertinent
corporate documents and properties of the Company (collectively, the "Records")
as shall be reasonably necessary to enable them to exercise their due diligence
responsibility, and cause the Company's officers and employees to supply all
information reasonably requested by any Inspectors in connection with the
Registration Statement. Records that the Company determines, in good faith, to
be confidential and that it notifies the Inspectors are confidential shall not
be disclosed by the Inspectors unless the disclosure or release of such Records
is requested or required pursuant to oral questions, interrogatories, requests
for information or documents ora subpoena or other order from a court of
competent jurisdiction or other process; provided, however, that prior to any
disclosure or release pursuant to the immediately preceding clause, the
Inspectors shall provide the Company with prompt notice of any such request or
requirement so that the Company may seek an appropriate protective order or
waive such Inspectors' obligation not to disclose such Records; and, provided,
further, that if failing the entry of a protective order or the waiver by the
Company permitting the disclosure or release of such Records, the Inspectors,
upon advice of counsel, are compelled to disclose such Records, the Inspectors
may disclose that portion of the Records that counsel has advised the Inspectors
that the Inspectors are compelled to disclose; provided, however, that upon any
such required disclosure, such Inspector shall use his or her best efforts to
obtain reasonable assurances that confidential treatment will be afforded such

information. The Investor agrees that information obtained by it solely as a
result of such inspections (not including any information obtained from a third
party who, insofar as is known to the Investor after reasonable inquiry, is not
prohibited from providing such information by a contractual, legal or fiduciary
obligation to the Company) shall be deemed confidential and shall not be used
for any purposes other than as indicated above or by it as the basis for any
market transactions in the securities of the Company or its affiliates unless
and until such information is made generally available to the public. The
Investor further agrees that it will, upon learning that disclosure of such
Records is sought in a court of competent jurisdiction, give notice to the
Company and allow the Company, at its expense, to undertake appropriate action
to prevent disclosure of the Records deemed confidential.

(k) To the extent required by law or reasonably necessary to



effect a sale of Registrable Securities in accordance with prevailing business
practices at the time of any sale of Registrable Securities pursuant to a
Registration Statement, the Company shall deliver to the Investor a signed
counterpart, addressed to the Investor, of (1) an opinion or opinions of counsel

to the Company, and (2) a comfort letter or comfort letters from the Company's
independent public accountants, each in customary form and covering such matters
of the type customarily covered by opinions or comfort letters, as the case may

be, as the Investor therefor reasonably requests.

(1) The Company shall otherwise comply with all applicable
rules and regulations of the Commission, including, without limitation,
compliance with applicable reporting requirements under the Exchange Act.

(m) The Company shall appoint a transfer agent and registrar
for all of the Registrable Securities covered by such Registration Statement not
later than the effective date of such Registration Statement.

(n) The Company may require the Investor to promptly furnish
in writing to the Company such information as may be required in connection with
such registration including, without limitation, all such information as may be
requested by the Commission or the NASD or any state securities commission and
all such information regarding the Investor, the Registrable Securities held by
the Investor and the intended method of disposition of the Registrable
Securities. The Investor agrees to provide such information requested in
connection with such registration within five (5) Business days after receiving
such written request and the Company shall not be responsible for any delays in
obtaining or maintaining the effectiveness of the Registration Statement caused
by the Investor's failure to timely provide such information.

(o) The Investor will use cooperate with the Company, as
reasonably requested by the Company, in connection with the preparation and
filing of any Registration Statement hereunder, unless the Investor has notified
the Company in writing of such Investor's irrevocable election to exclude all of
the Investor's Registrable Securities from such Registration Statement.

(p) Upon receipt of a Blackout Notice from the Company, the
Investor shall immediately discontinue disposition of Registrable Securities
pursuant to the Registration Statement covering such Registrable Securities
until (i) the Company advises the Investor thatthe Blackout Period has
terminated and (ii) the Investor receives copies of a supplemented or amended
prospectus, if necessary. If so directed by the Company, the Investor will
deliver to the Company (at the expense of the Company) or destroy (and deliver
to the Company a certificate of destruction) all copies in the Investor's
possession (other than a limited number of file copies) of the prospectus
covering such Registrable Securities that is current at the time of receipt of
such notice.
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Section 2.2. REGISTRATION EXPENSES. The Company shall pay all registration
expenses incurred in connection with the Registration Statement (the
"Registration Expenses"), including, without limitation: (i) all registration,
filing, securities exchange listing and fees required by the National
Association of Securities Dealers, (ii) all registration, filing, qualification

and other fees and expenses of compliance with securities or blue sky laws
(including reasonable fees and disbursements of counsel in connection with blue
sky qualifications of the Registrable Securities), (iii) all word processing,
duplicating, printing, messenger and delivery expenses, (iv) the Company's
internal expenses (including, without limitation, all salaries and expenses of

its officers and employees performing legal or accounting duties), (v) the fees
and expenses incurred by the Company in connection with the listing of the
Registrable Securities, (vi) reasonable fees and disbursements of counsel for
the Company and customary fees and expenses for independent certified public
accountants retained by the Company (including the expenses of any special
audits or comfort letters or costs associated with the delivery by independent
certified public accountants of such special audit(s) or comfort letter(s)
requested pursuant to Section 2.1(i) hereof), (vii) the fees and expenses of any
special experts retained by the Company in connection with such registration and
amendments and supplements to the Registration Statement and Prospectus, (viii)
all reasonable fees and expenses of counsel for the Investor to the extent
incurred in connection with the review, and assistance in preparation, of the



Registration Statement, correspondence with the Commission and amendments and
supplements to the Registration Statement and Prospectus, and (ix) any fees and
disbursements of underwriters customarily paid by issuers or sellers of
securities, but excluding underwriting fees, discounts, transfer taxes or
commissions, if any, attributable to the sale of Registrable Securities, which

shall be payable by each holder of Registrable Securities pro rata on the basis

of the number of Registrable Securities of each such holder that are included in

a registration under this Agreement.

ARTICLE III
INDEMNIFICATION

Section 3.1. INDEMNIFICATION.

(a) The Company agrees to indemnify and hold harmless the Investor, its
partners, Affiliates, officers, directors, employees and duly authorized agents,
and each Person or entity, if any, who controls the Investor within the meaning
of Section 15 of the Securities Act or Section 20 of the Exchange Act, together
with the partners, Affiliates, officers, directors, employees and duly
authorized agents of such controlling Person or entity (collectively, the
"Controlling Persons"), from and against any loss, claim, damage, liability,
costs and expenses (including, without limitation, reasonable attorneys' fees
and disbursements and costs and expenses of investigating and defending any such
claim) (collectively, "Damages"), joint or several, and any action or proceeding
in respect thereof to which the Investor, its partners, affiliates, officers,
directors, employees and duly authorized agents, and any Controlling Person, may
become subject under the Securities Act or otherwise, as incurred, insofar as
such Damages (or actions or proceedings in respect thereof) arise out of, or are
based upon, any untrue statement or alleged untrue statement of a material fact
contained in any Registration Statement, or in any preliminary prospectus, final
prospectus, summary prospectus, amendment or supplement relating to the
Registrable Securities or arises out of, or are based upon, any omission or
alleged omission to state therein a material fact required to be stated therein
or necessary to make the statements therein under the circumstances not
misleading, and shall reimburse the Investor, its partners, affiliates,
officers, directors, employees and duly authorized agents, and each such
Controlling Person, for any legal and other expenses reasonably incurred by the
Investor, its partners, affiliates, officers, directors, employees and duly
authorized agents, or any such Controlling Person, as incurred, in investigating
or defending or preparing to defend against any such Damages or actions or
proceedings; provided, however, thatthe Company shall not be liable to the
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extent that any such Damages arise out of the Investor's (or any other
indemnified Person's) failure to send or give a copy of the final prospectus or
supplement (as then amended or supplemented) to the persons asserting an untrue
statement or alleged untrue statement or omission or alleged omission at or
prior to the written confirmation of the sale of Registrable Securities to such
person if such statement or omission was corrected in such final prospectus or
supplement; provided, further, that the Company shall not be liable to the
extent that any such Damages arise out of or are based upon an untrue statement
or alleged untrue statement or omission or alleged omission made in such
Registration Statement, or any such preliminary prospectus, final prospectus,
summary prospectus, amendment or supplement in reliance upon and in conformity
with written information furnished to the Company by or on behalf of the
Investor or any other person who participates as an underwriter in the offering

or sale of such securities, in either case, specifically stating that it is for

use in the preparation thereof.

(b) In connection with any Registration Statement with respect to which
the Investor is participating, the Investor will indemnify and hold harmless, to
the same extent and in the same manner set forth in the preceding paragraph, the
Company, each of directors, each its officers who signs the Registration
Statement, each Person, if any, who controls the Company within the meaning of
Section 15 of the Securities Act or Section 20 of the Exchange Act (each a
"Company Indemnified Person") against any Damages to which any Company
Indemnified Person may become subject under the Securities Act, the Exchange Act
or otherwise, insofar as the such Damages arises out of or is based upon (a) any
untrue statement or alleged untrue statement of a material fact contained in any
Registration Statement, or in any preliminary prospectus, final prospectus,
summary prospectus, amendment or supplement relating to the Registrable



Securities or arises out of, or are based upon, any omission or alleged omission
to state therein a material fact required to be stated therein or necessary to
make the statements therein under the circumstances not misleading to the extent
that such violation occurs in reliance upon and in conformity with written
information furnished to the Company by the Investor or on behalf of the
Investor expressly for use in connection with such Registration Statement or (b)
any failure by the Investor to comply with prospectus delivery requirements of
the Securities Act, the Exchange Act or any other law or legal requirement
applicable to sales under the Registration Statement.

Section 3.2. CONDUCT OF INDEMNIFICATION PROCEEDINGS. All claims for
indemnification under Section 3.1 shall be asserted and resolved in accordance
with the provisions of Section 11.02 and 11.03 of the Purchase Agreement.

Section 3.3. ADDITIONAL INDEMNIFICATION. Indemnification similar to that
specified in the preceding sections of this Article III (with appropriate
modifications) shall be given by the Company with respect to any required
registration or other qualification of securities under any federal or state law

or regulation of any governmental authority other than the Securities Act. The
provisions of this Article III shall be in addition to any other rights to
indemnification, contribution or other remedies which an Indemnified Party may

have pursuant to law, equity, contract or otherwise.

To the extent that any indemnification provided for herein is prohibited or
limited by law, the indemnifying party will make the maximum contribution with
respect to any amounts for which it would otherwise be liable under this Article
111 to the fullest extent permitted by law. However, (a) no contribution will be
make under circumstances where maker of such contribution would not have been
required to indemnify the indemnified party under the fault standards set forth

in this Article III, (b) no seller of Registrable Securities guilty of

fraudulent misrepresentation (within the meaning of Section 11(f) of the
Securities Act) will be entitled to contribution from any Person who is not
guilty of such fraudulent misrepresentation, and (c) contribution (together with
any indemnification obligations under this Agreement) by any seller of
Registrable Securities will be limited in amount of proceeds received by such
seller from the sale of such Registrable Securities.

8

ARTICLE IV
MISCELLANEOUS

Section 4.1. NO OUTSTANDING REGISTRATION RIGHTS. Except as set forth on Schedule
4.03 of the Purchase Agreement or in the Commission Documents, the Company

represents and warrants to the Investor that there is not in effect on the date

hereof any agreement by the Company pursuant to which any holders of securities

of the Company have a right to cause the Company to register or qualify such

securities under the Securities Act or any securities or blue sky laws of any

jurisdiction.

Section 4.2. TERM. The registration rights provided to the holders of
Registrable Securities hereunder shall terminate at the earlier of (i) such time
that is two years following the termination of the Purchase Agreement or (ii)
such time as all Registrable Securities have been issued and have ceased to be
Registrable Securities. Notwithstanding the foregoing, Sections 1.1(c) and
1.1(d), Article III, Section 4.8, and Section 4.9 shall survive the termination
of this Agreement.

Section 4.3. RULE 144. The Company will, at its expense, promptly take such
action as holders of Registrable Securities may reasonably request to enable
such holders of Registrable Securities to sell Registrable Securities without
registration under the Securities Act within the limitation of the exemptions
provided by (a) Rule 144 under the Securities Act ("Rule 144"), as such Rule may
be amended from time to time, or (b) any similar rule or regulation hereafter
adopted by the Commission. If at any time the Company is not required to file
such reports, it will, at its expense, forthwith upon the written request of any
holder of Registrable Securities, make available adequate current public
information with respect to the Company within the meaning of paragraph (c)(2)
of Rule 144 or such other information as necessary to permit sales pursuant to
Rule 144. Upon the request of the Investor (which request shall not be made more



than once per calendar quarter), the Company will deliver to the Investor a
written statement, signed by the Company's principal financial officer, as to
whether it has complied with such requirements.

Section 4.4. CERTIFICATE. The Company will, at its expense, forthwith upon the
request of any holder of Registrable Securities (which request shall not be made
more than once per calendar quarter), deliver to such holder a certificate,
signed by the Company's principal financial officer, stating (a) the Company's
name, address and telephone number (including area code), (b) the Company's
Internal Revenue Service identification number, (c) the Company's Commission
file number, (d) the number of shares of each class of Stock outstanding as
shown by the most recent report or statement published by the Company, and (e)
whether the Company has filed the reports required to be filed under the
Exchange Act for a period of at least ninety (90) days prior to the date of such
certificate and in addition has filed the most recent annual report required to

be filed thereunder.

Section 4.5. AMENDMENT AND MODIFICATION. Any provision of this Agreement may be
waived, provided that such waiver is set forth in a writing executed by both
parties to this Agreement. The provisions of this Agreement, including the
provisions of this sentence, may not be amended, modified or supplemented, and
waivers or consents to departures from the provisions hereof may not be given,
unless the Company has obtained the written consent of the holders of a majority
of the then outstanding Registrable Securities. Notwithstanding the foregoing,

the waiver of any provision hereof with respect to a matter that relates
exclusively to the rights of holders of Registrable Securities whose securities

are being sold pursuant to a Registration Statement and does not directly or
indirectly affect the rights of other holders of Registrable Securities may be

given by holders of at least a majority of the Registrable Securities being sold

by such holders; provided that the provisions of this sentence may not be
amended, modified or supplemented except in accordance with the provisions of
the immediately preceding sentence. No course of dealing between or among any
Person having any interest in this Agreement will be deemed effective to modify,
amend or discharge any part of this Agreement or any rights or obligations of
any person under or by reason of this Agreement.
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Section 4.6. SUCCESSORS AND ASSIGNS; ENTIRE AGREEMENT. This Agreement and all of
the provisions hereof shall be binding upon and inure to the benefit of the
parties hereto and their respective successors and assigns. The Investor may
assign its rights under this Agreement to any subsequent holder of the
Registrable Securities (unless sold pursuant to an effective registration
statement or in accordance with Rule 144 under the Securities Act), provided
that the Company shall have the right to require any holder of Registrable
Securities to execute a counterpart of this Agreement as a condition to such
holder's claim to any rights hereunder. This Agreement, together with the
Purchase Agreement and the Warrant(s) sets forth the entire agreement and
understanding between the parties as to the subject matter hereof and merges and
supersedes all prior discussions, agreements and understandings of any and every
nature among them.

Section 4.7. SEVERABILITY. In the event that any provision of this Agreement
becomes or is declared by a court of competent jurisdiction to be illegal,
unenforceable or void, this Agreement shall continue in full force and effect
without said provision; provided that such severability shall be ineffective if

it materially changes the economic benefit of this Agreement to any party
hereto.

Section 4.8. NOTICES. All notices, demands, requests, consents, approvals, and
other communications required or permitted hereunder shall be given in
accordance with Section 12.04 of the Purchase Agreement.

Section 4.9. GOVERNING LAW. This Agreement shall be construed under the laws of
the State of New York.

Section 4.10. HEADINGS. The headings in this Agreement are for convenience of
reference only and shall not constitute a part of this Agreement, nor shall they

affect their meaning, construction or effect.

Section 4.11. COUNTERPARTS. This Agreement may be executed in multiple



counterparts, each of which shall be deemed to be an original instrument and all
of which together shall constitute one and the same instrument.

Section 4.12. FURTHER ASSURANCES. Each party shall cooperate and take such
action as may be reasonably requested by another party in order to carry out the
provisions and purposes of this Agreement and the transactions contemplated
hereby.

Section 4.13. ABSENCE OF PRESUMPTION. This Agreement shall be construed without

regard to any presumption or rule requiring construction or interpretation
against the party drafting or causing any instrument to be drafted.
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IN WITNESS WHEREOF, the parties hereto have caused this Registration
Rights Agreement to be executed by the undersigned, thereunto duly authorized,
as of the date first set forth above.

TEGAL CORPORATION

By: /s/ Thomas R. Mika

Thomas R. Mika
Executive Vice President and Chief
Financial Officer

KINGSBRIDGE CAPITAL LIMITED

By: /s/ Valentine O'Donoghue

Valentine O'Donoghue
Director
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Contact:
Tegal Corporation Nagle & Ferri Investor Relations
Thomas Mika (EVP and CFO) Frank Nagle or Bob Ferri, 415/575-1999

707/763-5600

TEGAL CORPORATION REPORTS
THIRD QUARTER FISCAL 2004 FINANCIAL RESULTS

New $25 million structured secondary offering facility
to fund expansion in semicap equipment and nanotechnology

Petaluma, Calif., February 12, 2004 -- 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 third quarter of its fiscal year 2004, which
ended December 31, 2003.

Tegal today also announced the signing of a new $25 million structured secondary
offering facility with Kingsbridge Capital. The facility is designed to provide
cost-effective growth capital for expansion in semiconductor capital equipment,
nanotechnology and related markets.

Tegal's revenues for the third quarter of fiscal 2004 were $3.3 million, a
decrease of 11% from $3.7 million for the same quarter last year. The Company
reported a net loss of $6.7 million, or ($0.29) per share, for the quarter,
compared to a net loss of $3.3 million, or ($0.20) per share in the comparable
quarter one year ago. For the nine-month period ending December 31, 2003, the
Company's revenues were $10.4 million, compared to $10.1 million in the same
period one year ago. Tegal's net loss in the nine-month period decreased to $9.6
million or ($0.52) per share, compared to a $10.9 million or ($0.73) per share
loss in the nine months ending December 31, 2002.

Tegal's loss this quarter included non-cash charges for: (i) accelerated

interest expense of $2.0 million related to the convertible debt financing; (ii)

a $2.2 million one-time expensing of in-process research and development (IPR&D)
related to its recent acquisition of the assets of Simplus Systems; and (iii) a

$1.0 million increase of excess inventory reserves. Excluding these non-cash
charges, Tegal's pro-forma non-GAAP loss was $1.4 million, which was about the
same as its pro-forma earnings for the first two quarters of this fiscal year.

Gross profits for the third fiscal quarter were a negative $0.1 million compared
to a positive $0.1 million in the comparable quarter last year. Excluding the
non-cash charge for additional inventory reserves, the Company's gross profit
was $0.9 million, or 27% of sales. For the nine-month period, the Company's
gross profits were $2.0 million, versus a negative $1.3 million for the same
period a year ago. Operating expenses for the third fiscal quarter increased to
$4.6 million compared to $3.4 million in the comparable quarter one year ago,
including the one-time non-cash IPR&D expense of $2.2 million. Without this
expense, operating expenses were $2.4 million, compared to $3.4 million in the
same quarter one year ago. Operating expenses for the nine-month period were
$9.2 million compared to $9.4 million in the same period one year ago.

Cash at the end of the third fiscal quarter stood at $5.1 million, a substantial
improvement from $0.9 million at the end of March, 2003, owing to the
convertible debt financings completed in June and September of 2003.

"Except for an unexpected delay in revenue recognition for systems shipped to
one of our key European accounts, our quarter went exactly as planned," said
Michael Parodi, Chairman, President and CEO of Tegal. "The signing of our $25
million secondary facility and our recent acquisition of Simplus Systems
Corporation's nanotechnology-related assets, provide important building blocks
for future growth."

The new $25 million structured secondary offering facility with Kingsbridge
Capital will provide the Company with additional capital to support future
growth, primarily through acquisitions. The arrangement will allow Tegal to sell
equity at its sole discretion over a 24-month period on a "when and if needed"
basis, and Kingsbridge is required under the terms of the arrangement to



purchase Tegal's stock, subject to certain conditions contained in the
agreement.

"The financing agreement with Kingsbridge represents an important source of
financial strength for Tegal as we execute our business plan over the next 12 to
24 months," said Thomas Mika, Executive Vice President and Chief Financial
Officer of Tegal. "The facility is a cost-effective way to access additional
capital while retaining control over the timing and price of the common stock
issued. We will now be able to consider seriously expansion opportunities that
were not previously available to us."

The 24-month agreement enables Tegal to obtain up to $25 million by issuing
shares of its common stock to Kingsbridge via a series of periodic drawdowns of
funds following the effectiveness of the registration statement. The price of

the common shares issued under the agreement will be based on a discount to the
volume-weighted average market price during a specified drawdown period.
Kingsbridge is prohibited under the agreement from holding a short position in
Tegal's common stock. The Company has no obligation to draw down all or any
portion of the commitment. In connection with the agreement, Tegal issued
warrants to Kingsbridge to purchase 300,000 shares of the Company's common stock
at an exercise price of $4.11 per share.

Kingsbridge Capital specializes in the financing of small to medium sized
technology-based companies. Adam Gurney, Managing Director of Kingsbridge,
stated, "We are excited by Tegal's position in the emerging new markets for
semiconductor and nanotechnology applications. Kingsbridge is very pleased to be
helping the Company at a turning point for its future expansion plans."

"During the past 18 months, we have put into place the cornerstones of an
aggressive plan to move Tegal to a new level of capability, size and reach, even
while the semiconductor capital equipment industry was in stubborn decline," Mr.
Parodi said. "As a result, we have three major advanced product lines serving
customers in new, emerging markets, such as nanotechnology, radio frequency
identification devices (RFID's), non-volatile magnetic memories, thinned wafers,
photomasks and other devices based on new materials."

Highlights of Tegal's third fiscal quarter included:

| |  Closing of the purchase of substantially all of the assets and certain
liabilities of Simplus Systems Corporation, developer of a unique Nano
Layer Deposition cluster tool and processes for barrier, copper seed
and high-K dielectric applications;

|| A multiple 980 series etch systems order from aleading European
semiconductor manufacturer to equip its new nanotechnology laboratory;

| | A repeat 980 series order from the world's leading microfluidic MEMS
device manufacturer;

| |  Anorder for a 900 series etch system from an Australian-based MEMS
manufacturer.

In January, Tegal also announced an order for a 6510 series critical silicon
etch system from a leading Japanese opto device maker. In addition, Tegal
shipped, as planned, its newly developed system for extreme ultra violet (EUV)
photomask production to a leading IC manufacturer in the United States. The
EndeavorEUV(TM) is uniquely suited for the virtually defect-free and severe
stress-control requirements of EUV photomasks and will play an integral role in
helping this customer achieve its stated goal of full production EUV lithography
for sub-70 nanometer design rules.

Tegal also recently entered into a new line of credit facility with Silicon
Valley Bank that will be available until January 19, 2005. The new line of
credit has a maximum borrowing capacity of $3.5 million.

Investor Conference Call
Tegal will host an investor conference call today, February 12 at 5:00 p.m.

(EST), which is open to all interested investors. The call-in numbers are (800)
901-5217 or (617) 786-2964. For either dial-in number, investors should



reference Tegal or reservation number: 68051908. 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, February 19, 2004. To access,
investors should dial (888) 286-8010 or (617) 801-6888 and enter passcode:
67368442. The conference call also will be available online via the Investor
Section of the Company's website at: www.tegal.com. An online replay of the
teleconference, along with a copy of the Company's earnings release, will be
available on the Company's website, as well.

Safe Harbor Statement

Except for historical information, matters discussed in this news release
contain forward-looking statements within the meaning of Section 27A of the
Securities Act and Section 21E of the Exchange Act. Forward-looking statements,
which are based on assumptions and describe our future plans, strategies and
expectations, are generally identifiable by the use of the words "anticipate,"
"believe," "estimate," "expect," "intend," "project" or similar expressions.

These forward-looking statements are subject to risks, uncertainties and
assumptions about the Company including, but not limited to industry conditions,
economic conditions, acceptance of new technologies and market acceptance of the
Company's products and services. All forward-looking statements attributable to
us or persons acting on our behalf are expressly qualified in their entirety by

the cautionary statements in this paragraph. For a further discussion of these
risks and uncertainties, please refer to the Company's periodic filings with the
Securities and Exchange Commission.

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.

(Financial Exhibits Follow)

TEGAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
(In thousands)
ASSETS
<TABLE>
<CAPTION>
December 31, March 31,
2003 2003
Current assets:
<S> <C> <C>
Cash and cash equivalents............cccooveveeverirreennnnn. $ 508 § 912
Trade receivables, Net..........ccccoevevviveiiiceriineenee. 2,985 2,681
INVENTOTIES. ....eviieviieeeiieceeeceeceee e 4914 7,032
Prepaid expenses and other current assets....................... 2,983 465
Total current assets..........cceevveeevveeeereeernveennen. 15,971 11,090
Property and equipment, Net..........ccceeverenenenenenne 4,093 4916

Intangible assets, net 1,251 959
Other @SSetS.....cuviierieerieeeeeeeeeeeee e 267 244




Total @SSELS.....ccvvieeeeeeceeeeeeeeeeee e $ 21,582 $ 17,209

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Notes payable........oeeeireeinirieeirieeeesenenes § 166 $ 389
2% convertible debentures, net 72 -
Accounts payable..........ccocceverireniiieieieeenen 1,494 1,923
Product warranty............cceceeeeeeienieneninenenceeene 286 734
Customer deposits........ccuevvererereririeeeierieneenee 1,142 --
Accrued expenses and other current liabilities.................. 2,997 2,679
Deferred revenue..........cccceveveucieinieeeinniencennnn. 331 324
Total current liabilities............ccceeevveeeeneeennen.. 6,488 6,049
Other long-term obligations...........ccceevevererceieneennene 111 -
Long-term portion of capital lease obligation..................... 54 37
Total liabilities.........coovvevveeeecrieieieeeeieeenneee 6,653 6,086
Stockholders' equity:
Common StOCK.......covveueririeveinireiieneereireerenenns 300 161
Additional paid-in capital............cccceevrerreririnenen. 82,268 68,806
Accumulated other comprehensive income..............cc.c....... 254 465
Accumulated deficit.........cceevieviiecieiiieiesieiens (67,893) (58,309)
Total stockholders' equity........ccocerveereeereennnne. 14,929 11,123

$ 21,582 § 17,209

</TABLE>

TEGAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
(In thousands, except per share data)

<TABLE>
<CAPTION>
Three Months Ended Nine Months Ended
December 31, December 31,
2003 2002 2003 2002
<S> <C> <C> <C> <C>
REVENUE.....eeieeiiiieiieeee e $ 3276 § 3,701 $ 10,371 §$ 10,098
CoSt Of TEVENUE.......cocveeeeiieeeeeeeeeeeeeee 3,331 3,613 8,397 11,439
Gross profit (10SS) ..c.coeveererencrieienne (55) 88 1,974 (1,341)
Operating expenses:
Research and development...............cccvenneeene. 951 1,102 2,490 3,397
Sales and marketing.............ccoceeerieienennen. 592 855 1,760 2,260
General and administrative...........c...ccooeeeee.. 812 1,452 2,764 3,776
In-process research and development.................. 2,202 - 2,202 -
Total operating exXpenses...........ccccveevenvenne. 4,557 3,409 9,216 9,433
Operating 108S.......cceoevierereneneneene (4,612)  (3,321) (7,242) (10,774)
Other income (expense), net
Interest expense, Net........cvecveevveecvervennenne (2,055) 54) (2,408) (360)
Other income (EXPense) .........ceeverververreerennns 6 113 66 204
Total other income (expense), net................... (2,049) 59 (2,342) (156)
NEt LOSS c.vevveeeieiireeieieeeeeieeieee $ (6,661) $ (3,262) $ (9,584) $(10,930)
Net loss per share, basic and diluted................... $ (0.29) $ (0.20) $ (0.52) $ (0.73)
Shares used in per share computation:
BasiC...eoveiieeeseeee e 23,234 16,002 18,588 15,048
Diluted......coeoireririneiniieeeeerieen 23,234 16,002 18,588 15,048

</TABLE>



Reconciliation from GAAP to non-GAAP Measures of Performance

<TABLE>
<CAPTION>
Three Months Ended Nine Months Ended
December 31, December 31,
2003 2002 2003 2002
<S> <C> <C> <C> <C>
REVENUE.....coieeieiiieiiieeeeeee e $ 3276 §$ 3,701 $ 10,371 $ 10,098
GAAP Cost of revenue...........coeeevvveeeveeeerveennee. 3,331 3,613 8,397 11,439
Non-cash increase in inventory reserve................... (967) - 967) (1,922)
Non GAAP Cost of revenue...........coveeveeveenveennnns 2,364 88 7,430 9,517
Non GAAP Gross profit (10SS) ......ccceeeeveienenne 912 88 2,941 581
GAAP Total operating eXpenses............oceverenrenne 4,557 3,409 9,216 9,433
Non-cash IPR&D expense............cccevevreeenrenene. (2,202) - (2,202) -
Non GAAP total operating expenses.................. 2,355 3,409 7,014 9,433
Non GAAP Operating 10SS........ccceerereriennnen (1,443)  (3,321) (4,073) (8,852)
GAAP Total other income (expense), net................... (2,049) 59 (2,342) (156)
Non-cash interest expense associated with Debentures... 2,044 - 2,347 -
Non GAAP total other income (expense), net............. (®)] 59 5 (156)
Non GAAP Net 10SS ....oooveerreererirerinnne $ (1,448) $ (3,262) $ (4,068) $ (9,008)
Non GAAP Net loss per share, basic and diluted.......... $ (0.060) $ (0.20) $ (0.22) $ (0.60)
Shares used in per share computation:
BaSiC...ooveieiiieieeeee e 23,234 16,002 18,588 15,048
Diluted.....cccooveeieirieieeeeeeeee 23,234 16,002 18,588 15,048
</TABLE>

The above pro-forma financial information is presented for informational
purposes only. Our presentation excludes a non-cash increase in inventory
reserves, a non-cash, non-recurring IPR&D charge, and non-cash interest expenses
resulting from our debentures financing. Because of these exclusions, our
presentation is not in accordance with Generally Accepted Accounting Principles
(GAAP). Additionally, our presentation of pro-forma financial information may
not be consistent with that of other companies.

We believe that the exclusion of these non-cash charges may help the investor
better understand our liquidity position and the use of tangible resources in
our operations and the exclusion of unusual or infrequent items provides an
alternative measure which may help the investor evaluate our underlying
operating performance. Pro-forma information is not, and should not be
considered, a substitute for financial information prepared in accordance with
GAAP.



