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Selected Financial Data

The data presented below have been derived from financial statements that have been prepared in accordance with accounting
principles generally accepted in the United States and should be read with the consolidated and combined financial statements,
including the notes, and the “Management’s Discussion and Analysis of Financial Condition and Results of Operations” included
elsewhere in this report.

Year Ended December 31
Consolidated/Combined Statements of Operations Data: 1997 1998 1999 2000 2001
Product revenue $49,247 $40,157 $60,620 $74,772 $91,765
Other revenue 1,878 2,050 4,070 1,830 926

Net revenue 51,125 42,207 64,690 76,602 92,691
Total costs and operating expenses 48,527 42,368 62,050 75,868 89,418
Operating income (loss) from continuing operations 2,598 (161) 2,640 734 3,273
Income (loss) from continuing operations 355 (888) 876 2,066 3,637
Income (loss) per share from continuing operations $0.01 $(0.02) $0.02 $0.04 $0.07

On March 8, 2002, the last sale price of the common stock on the Nasdaq National Market was $10.50. As of March 8, 2002, 
we had approximately 28 holders of record of our common stock. This number does not include the individual beneficial owners of
shares held in nominee name or within clearinghouse positions of brokerage firms and banks. We have never declared or paid cash
dividends on our capital stock. We currently anticipate that we will retain all available funds for use in our business and do not
anticipate paying any cash dividends in the foreseeable future. 

On November 22, 2000, we issued 79,218 shares of our common stock, par value $.01 per share, to GeneProt, Inc. in exchange for
shares of GeneProt, Inc. valued at a total of approximately $2.2 million. The shares of our common stock were issued pursuant to
an exemption from the registration requirements of the Securities Act of 1933, as amended, afforded by Section 4(2) of this act. 

On March 12, 2001, we issued 28,425 shares of our common stock, par value $.01 per share, to Integrative Proteomics, Inc. in
exchange for shares of Integrative Proteomics, Inc. valued at a total of approximately $428,000. The shares of our common stock
were issued pursuant to an exemption from the registration requirements of the Securities Act of 1933, as amended, afforded by
Section 4(2) of this act.

On October 2, 2001, we issued 30,693 shares of our common stock, par value $.01 per share, to GeneFormatics, Inc. in exchange
for shares of GeneFormatics, Inc. valued at a total of approximately $609,000. The shares of our common stock were issued 
pursuant to an exemption from the registration requirements of the Securities Act of 1933, as amended, afforded by Section 4(2) 
of this act.

(in thousands, except per share data)

High Low
Third Quarter 2000 (from August 4, 2000) $51.38 $19.19
Fourth Quarter 2000 $47.31 $15.06
First Quarter 2001 $27.25 $8.31
Second Quarter 2001 $24.50 $10.94
Third Quarter 2001 $19.47 $10.38
Fourth Quarter 2001 $26.00 $13.34 
First Quarter 2002 (through March 8, 2002) $10.50 $  8.63

Common Stock Market Prices
Our common stock has been quoted on the Nasdaq National Market since August 4, 2000.  Prior to that time, there was no public
market for the common stock. The following table sets forth, for the period indicated, the high and low sale prices for the common
stock as reported on the Nasdaq National Market.

As of December 31
Consolidated/Combined Balance Sheet Data: 1997 1998 1999 2000 2001  
Cash, cash equivalents and short-term investments $2,021 $1,135 $2,443 $94,629 $70,131
Working capital (deficit) (8,845) 6,338 12,080 111,054 99,600
Total assets 52,249 63,841 67,309 184,554 189,074
Total debt 8,496 17,924 15,340 12,037 15,208
Total stockholders’ equity 9,870 10,340 10,058 124,172 127,547
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You should read the following discussion and analysis of our financial condition and results of operations together with “Selected
Financial Data” and our financial statements and related notes appearing elsewhere in this report. This discussion and analysis contains
forward-looking statements that involve risks, uncertainties and assumptions. Our actual results may differ materially from those
anticipated in these forward-looking statements as a result of many factors, including, but not limited to, those set forth under
“Factors Affecting Our Business, Operating Results and Financial Condition” and in our Annual Report on Form 10-K filed with 
the Securities and Exchange Commission on March 12, 2002.

Management’s Discussion and Analysis of Financial Condition and Results of Operations

Significant Accounting Policies

Inventories. We maintain an allowance for excess and obsolete inventory to reflect the expected un-saleable or un-refundable
inventory based on an evaluation of slow moving products. 

Investments in Other Companies. We have investments in other companies which consist of equity securities of privately-held 
companies and are accounted for under the cost method. The Company’s ownership interest in each of these individual companies
is less than 20%. 

Customer Deposits. Under the terms and conditions of contracts with many of our customers, we require a portion of the purchase price
in the form of an advance deposit. We record these deposit amounts as a liability until the associated revenue is recognized at the
time of acceptance of the system. 

Warranty Costs. The Company provides a one-year parts and labor warranty with the purchase of equipment. The anticipated cost
for this one-year warranty is accrued upon recognition of the sale and is included as a current liability on the accompanying balance
sheets. To the extent the Company experiences increased warranty claim activity or increased costs associated with servicing those
claims, its warranty accrual will increase resulting in a decreased gross profit.

Contingencies. We are subject to proceedings, lawsuits and other claims related to patents, product and other matters. We are
required to assess the likelihood of any adverse judgments or outcomes to these matters as well as potential ranges of probable losses.
A determination of the amount of reserves required, if any, for these contingencies are made after careful analysis of each individual
issue.  The required reserves may change in the future due to new developments in each matter or changes in approach such as a
change in settlement strategy in dealing with these matters.

Revenue Recognition. We recognize revenue from system sales, including hardware with embedded software, when a product 
is accepted by the customer, except when sold through an independent distributor, a strategic distribution partner or an unconsolidated
Bruker affiliated distributor which assumes responsibility for installation, in which case the system sale is recognized when the products
are shipped to the distributor and title has transferred to the distributor. Our distributors do not have price protection rights or rights to
return; however, our products are warranted to be free from defect for a period of, typically, one year. Revenue from accessories and parts
is recognized upon shipment, and revenue from services when performed. 

Cost of Product Revenue. Cost of product revenue includes direct costs, such as materials, direct labor, and benefits, as well as indirect
costs related to generating revenue. These indirect costs include indirect labor, materials and supplies, equipment rental and 
depreciation of production equipment, test equipment and facilities as related to production space revenue. 

Sales and Marketing. Sales and marketing expenses include salaries, sales commissions, benefits, travel, occupancy costs and related
expenses for our direct sales force, sales support and marketing functions. We have expanded our sales and marketing organization
substantially since 1997, adding subsidiaries and sales representatives in China, France, Japan, Scandinavia, Switzerland, the
United Kingdom, Canada, Italy, Australia, Singapore and Taiwan. Sales and marketing expenses also include costs associated with
supporting our distribution channel partners for our time-of-flight and ion trap mass spectrometry products. We expect that sales and
marketing expenses will continue to increase in the future as we further expand our global distribution capabilities and introduce
new products. 

General and Administrative. General and administrative expenses include salaries, benefits and expenses for our executive, finance,
legal, human resources and internal systems support personnel. In addition, general and administrative expenses include occupancy
costs, fees for professional services and depreciation of office equipment. We expect general and administrative expenses to increase
as we continue to expand our administrative infrastructure to support the anticipated growth of our business, and continue to incur
costs associated with being a public company. 

Overview

We are a leading developer and provider of innovative life science tools based on mass spectrometry. We are also a worldwide
leader in supplying mass spectrometry-based systems for substance detection and pathogen identification in security and defense
applications. We maintain technical centers in Europe, North America and Japan, as well as customer support facilities in many
industrialized and developing countries. We allocate substantial capital and resources to research and development and are party to
various collaborations and strategic alliances. Our diverse customer base includes pharmaceutical companies, biotechnology companies,
proteomic companies, academic institutions and government agencies. 
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Research and Development. Research and development expenses include costs for the development of new technologies and products.
These expenses include materials, salaries, benefits, occupancy costs and related expenses for development personnel. We expense
research and development costs as incurred. We expect to increase spending on research and development in order to develop new
products and applications, but as a percentage of revenues spending should decrease over time. 

Patent Litigation Costs. Patent litigation costs include actual and estimated legal fees and anticipated assessments associated with
litigation in connection with our intellectual property, particularly the Finnigan litigation. These costs may increase depending
upon the outcome of current legal proceedings. 

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

Product Revenue.  Total product revenue increased $17.0 million, or 22.7%, to $91.8 million in 2001 compared to $74.8 million in
2000. Our top-line product revenue growth rate for the year was approximately 26.5% before unfavorable currency effects. Life 
science systems revenue, substance detection systems revenue and aftermarket revenue as a percentage of product revenue were 74%,
10% and 16%, respectively, in 2001 as compared to 66%, 22% and 12%, respectively, in 2000. The increase in total product revenue is
related to continuing growth of all our life science product lines and significant growth in our aftermarket sales.  

Other Revenue.  Other revenue decreased $904,000, or 49.4%, to $926,000 in 2001 compared to $1.8 million in 2000. This decrease
was due to the completion of certain projects for early-stage research and development, which were funded by grants from the
German and United States governments. 

Cost of Product Revenue (including provision for loss on contract). Cost of product revenue increased $8.4 million, or 23.0%, to 
$45.1 million in 2001 compared to $36.7 million in 2000. The cost of product revenue as a percentage of product revenue was
49.1% in 2001 as compared to 49.0% in 2000. The increase in costs of product revenue as a percentage of product revenue relates
to the product mix of sales directly to third party customers and the sales through strategic alliances. The provision for loss on con-
tract increased $431,000, or 40.0%, to $1.5 million in 2001 compared to $1.1 million in 2000. This provision relates to an existing
contract within our substance detection and pathogen identification business. The reserve is for estimated cost overruns, legal fees
and liquidated damages related to this contract.  

Sales and Marketing. Sales and marketing expenses increased $7.9 million, or 57.3%, to $21.7 million in 2001 compared to $13.8
million in 2000. Sales and marketing expenses as a percentage of product revenues were 23.7% in 2001 and 18.5% in 2000. The
increase relates to significant new product introductions during the first and second quarters of 2001 and the cost associated with
the rollout of these products. The increase was also attributed to higher sales commissions earned by our direct sales force as well as
the addition of four distribution subsidiaries which were not in operation for the full year 2000.

General and Administrative.  General and administrative expenses increased $1.0 million, or 18.8%, to $6.0 million in 2001 
compared to $5.0 million in 2000. General and administrative expenses as a percentage of product revenues were 6.5% in 2001 and
6.8% in 2000. Although general and administrative expenses as a percentage of product revenue decreased, general and administrative
expenses have remained relatively consistent with the overall increased sales growth of the Company. The increase in the total
amount of general and administrative expenses relates to an increase in costs incurred in 2001 associated with several business
development projects.    

Research and Development. Research and development expenses decreased $1.6 million, or 7.8%, to $18.5 million in 2001 compared to
$20.0 million in 2000. As a percentage of product revenues, research and development expenses were 20.1% in 2001 compared to
26.8% in 2000. The decrease relates to the completion of certain new projects, the results of which have now been incorporated
into our existing product line. 

Litigation (Credit) Costs. The litigation reserve was reduced by $2.2 million during the third quarter of 2001 as a result of the 
settlement of certain ongoing litigation from 1997.

Interest and Other Income, Net.  Interest and other income, net was $2.7 million in 2001, as compared to $1.6 million in 2000.
The increase relates to the fact that we earned interest income on our short-term investments throughout the full year 2001 as
compared to earning interest for only four months in 2000. 

Provision for Income Taxes. Provision for income taxes was $2.4 million in 2001 as compared to $254,000 in 2000. The effective
tax rate in 2001 was 39.4% as compared to an effective rate of 10.9% in 2000. The lower effective rate in 2000 reflected a one-time
benefit on the revaluation of net deferred tax liabilities as a result of a reduction in enacted tax rates in Germany as well as a reduction
in a valuation allowance based on forecasted taxable income in the United States. The effective tax rates reflect a blended tax rate
from the various countries in which we operate.  

Year Ended December 31, 2000 Compared to Year Ended December 31, 1999

Product Revenue. Total product revenue increased $14.2 million, or 23.3%, to $74.8 million in 2000 compared to $60.6 million in
1999. Our top-line product revenue growth rate for the year was approximately 39% before unfavorable currency effects due to the
particular weakness of the European currencies throughout the year. Life science product revenue and substance detection and
pathogen identification product revenue as a percentage of product revenue were approximately 66% and 22%, respectively, in
2000 compared to 54% and 46%, respectively, in 1999. The increase in product revenue in 2000 was fueled by a continuing strong
demand for our life science products in all various product lines by new and existing customers. 

Other Revenue. Other revenue decreased $2.2 million, or 55.1%, to $1.8 million in 2000 compared to $4.1 million in 1999. This
decrease was due to the completion of certain projects for early-stage research and development which were funded by grants from
the German government and the Advanced Technology Program of the National Institute of Standards and Technologies in the
United States. While we historically have obtained significant funding under grant awards for early-stage research and development
activity, we anticipate this funding will be significantly reduced in the future. 
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Cost of Product Revenue (including provision for loss on contract). Cost of product revenue increased $4.0 million, or 12.6%, to
$35.6 million in 2000 compared to $31.6 million in 1999. The cost of product revenue as a percentage of product revenue was
47.6% in 2000 compared to 52.2% in 1999. This decrease is due to a combination of greater revenues from new life science products
which have a lower cost, increased efficiencies in the manufacturing operations and lower material costs driven by an increase in
volume discounts. During fourth quarter 2000, we took a $1.1 million special charge against an unprofitable contract within our
substance detection and pathogen identification business. We made considerable design changes to the systems to be delivered under
this contract which increased the cost. 

Sales and Marketing. Sales and marketing expenses increased $2.5 million, or 21.7%, to $13.8 million in 2000 compared to
$11.3 million in 1999. The dollar increase was due to higher sales commissions earned by our direct sales force as a result of an
increase in the number of units sold and the addition of new distribution subsidiaries not in operation during 1999. Sales and 
marketing expenses as a percentage of product revenues were 18.5% in 2000 and 18.7% in 1999. 

General and Administrative. General and administrative expenses increased $1.6 million, or 48.3%, to $5.1 million in 2000 
compared to $3.4 million in 1999. As a percentage of product revenues, general and administrative expenses were 6.8% in 2000
and 5.6% in 1999. The increase relates to certain non-cash charges to compensation expense related to our stock option grants as
well as various other costs related to being a public company. 

Research and Development. Research and development expenses increased $4.9 million, or 32.3%, to $20.0 million in 2000 
compared to $15.1 million in 1999. As a percentage of product revenues, research and development expenses increased to 26.8% in
2000 from 25.0% in 1999. The dollar increase in 2000 was due to increased staffing and the related personnel costs as well as late
stage testing costs incurred for our new products scheduled for introduction in early 2001. We are investing heavily in proteomics
and life science systems integration in general and expect to introduce several new products in early March 2001, as well as in the
second half of the year. 

Patent Litigation Costs. Patent litigation costs were $303,000 in 2000. This increase reflects a revised estimate of our legal costs
associated with our intellectual property litigation and reflects estimated assessments related to the ongoing litigation from 1996. 

Interest and Other Income (Expenses), Net. Interest and other income, net was $1.6 million in 2000 compared to an interest and
other expense, net of $(777,000) in 1999. The difference is due to interest income earned on the additional funding raised in our
equity offering during third quarter 2000 and the payoff of our outstanding short-term lines of credit in both the United States and
Germany. 

Income From Discontinued Operations, Net of Income Taxes. Income from discontinued operations net of income taxes decreased
$189,000, or 50.8%, to $184,000 in 2000 compared to $373,000 in 1999. Income from discontinued operations is related to the dis-
posal of our infrared sales group in early 2000. 

Provision for Income Taxes. Provision for income taxes was $254,000 in 2000 compared to $987,000 in 1999. The effective tax rate
in 2000 was 10.9% which reflected a blended tax rate from the various countries in which we operate, a reduction in the valuation
allowance in the United States as a result of future anticipated earnings, and a benefit on the revaluation of net deferred tax liabilities
as a result of a reduction in enacted tax rates in Germany. The effective tax rate in 1999 was 52.9% which reflected a blended tax
rate from the various countries in which we operate, benefits from the utilization of tax loss carryforwards in Germany, and an increase
in the valuation allowance in the United States associated with tax loss carryforwards. 

Liquidity and Capital Resources

Presently, we anticipate that our existing capital resources will meet our operating and investing needs through the end of 2002. Historically, 
we have financed our growth through a combination of cash provided from operations, debt financing and issuance of common stock. 
During 2001, net cash used in operating activities was $11.5 million, which represents an increase in net cash used in operating activities as
compared to 2000 and is primarily a result of increased inventory, accounts receivables and prepaid assets.

We used $17.4 million of cash during 2001 for capital expenditures, which was principally related to expenditures for the expansion of our
existing facility in Germany and the construction of a new production facility in the United States. The Company expects that capital
expenditures related to the new facilities in 2002 will be approximately $11.0 million and total capital expenditures will be approximately
$17.0 million. Such capital expenditures are being made to improve productivity and expand manufacturing capacity. We expect to continue
to make capital investments focused on enhancing the efficiency of our operations and supporting our growth.

In October 2001, we entered into a revolving line of credit with Citizens Bank in the United States in the amount of $2.5 million. This line,
which is secured by portions of our inventory, receivables and equipment in the United States, is used to support working capital and expires
July 31, 2002.  We also maintain revolving lines of credit of approximately $6.7 million with German banks. As of December 31, 2001,
there was approximately $3.5 million outstanding on these lines.  Our German lines of credit are unsecured.  During the first half of 2001,
we entered into three revolving lines of credit for approximately $1.2 million with a Japanese bank. As of December 31, 2001, we repaid
approximately $797,000 to close two of these lines and had approximately $381,000 outstanding on the remaining line. These lines of credit
are unsecured.

We have three long-term notes payable with outstanding balances aggregating $11.3 million as of December 31, 2001. One note ($4.5 million),
with an interest rate of 5.10%, is payable in full in 2003. The other two notes ($6.8 million in the aggregate), have an interest rate of
4.65%, and are payable in full in 2008. Interest is due monthly, and all obligations are collateralized by the land and buildings of Bruker
Daltonik GmbH. 

Our future capital uses and requirements depend on numerous factors, including our success in selling our existing products, our progress in
research and development, our ability to introduce and sell new products, our sales and marketing expenses, our need to expand production
capacity, costs associated with possible acquisitions, expenses associated with unforeseen litigation, regulatory changes, competition and 
technological developments in the market.
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Related-Party Transactions

The Company is affiliated, through common stockholders, with several other entities which use the Bruker name. The Company
and its affiliates have entered into a sharing agreement which provides for the sharing of specified intellectual property rights, 
services, facilities and other related items. 

The Company recognized sales to affiliated entities of approximately $9.4 million in 2000 and $4.1 million in 2001 and purchases
from affiliated entities of approximately $5.6 million in 2000 and $3.5 million in 2001. 

The Company recognized sales to GeneProt, Inc. and GeneFormatics, Inc., two companies in which Bruker Daltonics has investments,
of approximately $6.0 million and $0.3 million, respectively, in 2001. These sales were recorded at arm’s length conditions and in the
normal course of business. 

In 2000 and 2001, various Bruker affiliates provided administrative and other services (including office space) to the Company at a
cost of approximately $443,000 and $894,000, respectively, based on its assessment of the estimated fair market value of such services. 

In 2000, the Company purchased land from a principal shareholder for $742,000, the estimated fair market value. 

Quantitative and Qualitative Disclosures of Market Risk

Part of the information called for by this item is provided under the caption “Liquidity and Capital Resources” and “Impact of
Foreign Currencies” under Item 7: Management’s Discussion and Analysis of Financial Condition and Results of Operations. 

The Company does not use derivative financial instruments for trading or speculative purposes. However, the Company regularly
invests excess cash in overnight repurchase agreements, interest-bearing investment-grade securities and short-term partnership
funds all of which are subject to changes in short-term interest rates. The Company believes that the market risk arising from
holding these financial instruments is minimal. 

The Company’s exposure to market risks associated with changes in interest rates relates primarily to the increase or decrease 
in the amount of interest income earned on its investment portfolio since the Company’s long-term debt has a fixed rate. The
Company ensures the safety and preservation of invested funds by limiting default risks, market risk and reinvestment risk. The
Company mitigates default risk by investing in investment grade securities. A hypothetical 100 basis point adverse move in interest
rates along the entire interest rate yield curve would not materially affect the fair value of the Company’s interest sensitive financial
instruments at December 31, 2001. Declines in interest rates over time will, however, reduce the Company’s interest income. 

Recent Accounting Pronouncements

In July 2001, the FASB issued SFAS No. 141, “Business Combinations,” and SFAS No. 142, “Goodwill and Other Intangible
Assets.” SFAS 141 requires that the purchase method of accounting be used for all business combinations initiated after 
June 30, 2001 and prohibits the use of the pooling-of-interests method. SFAS 142 changes the accounting for goodwill from an
amortization method to an impairment-only approach. Thus, amortization of goodwill, including goodwill recorded in past business
combinations, will cease upon adoption of SFAS 142, which for companies with calendar year ends, will be January 1, 2002. In
addition, companies will be required to evaluate all existing goodwill for impairment within six months of adoption by comparing
the fair value of each reporting unit to its carrying value at the date of adoption. Any transitional impairment losses will be 
recognized in the first interim period in the year of adoption and will be recognized as the effect of a change in accounting principle.
Management believes the adoption of SFAS 141 and SFAS 142 will not have a material effect on the financial position or
results of operations of the Company.  

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” SFAS 
144 requires that one accounting model be used for long-lived assets to be disposed of by sale. Discontinued operations will no
longer be measured on a net realizable value basis, but will be measured similar to other long-lived assets classified as held for
sale at the lower of its carrying amount or fair value less cost to sell. Future operating losses will no longer be recognized before
they occur. SFAS 144 also broadens the presentation of discontinued operations to include a component of an entity when
operations and cash flows can be clearly distinguished, and establishes criteria to determine when a long-lived asset is held for
sale. The provisions of this Statement are effective for financial statements issued for fiscal years beginning after December 15, 2001.
Management believes the adoption of this Statement will not have a material effect on the results of operations or financial
position of the Company.

Inflation

We do not believe inflation has had a material impact on our business or operating results during the periods presented. 

Impact of Foreign Currencies

We sell our products in many countries, and a substantial portion of our sales and a portion of our costs and expenses are denominated
in foreign currencies, especially in Euro. Historically, our realized foreign exchange gains and losses have not been significant.
Accordingly, we have not hedged our foreign currency position in the past. However, as we expand our sales internationally, we plan
to evaluate our currency risks, and we may enter into foreign exchange contracts from time to time to mitigate foreign currency exposure. 
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The Board of Directors

Bruker Daltonics Inc.

We have audited the accompanying consolidated balance sheets of Bruker Daltonics Inc. (the Company) as of

December 31, 2000 and 2001, and the related consolidated statements of operations, stockholders’ equity, and

cash flows for each of the three years in the period ended December 31, 2001. These financial statements are

the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial

statements based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in the United States. 

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the

financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence

supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting

principles used and significant estimates made by management, as well as evaluating the overall financial statement

presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated

financial position of Bruker Daltonics Inc. at December 31, 2000 and 2001, and the consolidated results of its

operations and its cash flows for each of the three years in the period ended December 31, 2001, in conformity

with accounting principles generally accepted in the United States. 

Boston, Massachusetts

February 15, 2002

Report of Independent Auditors
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December 31 2000 2001
ASSETS
Current assets

Cash and cash equivalents $  21,735 $    8,381
Short-term investments 72,894 61,750
Accounts receivable, less allowances 
for doubtful accounts of $369 in 2000 and $136 in 2001 11,626 16,203
Due from affiliated companies 706 - 
Inventories 35,608 47,531
Other assets 3,680 5,057

Total current assets 146,249 138,922 
Property, plant and equipment, net 25,528 37,252
Intangible and other assets 2,335 1,595
Investments in other companies 9,270 11,305 

Total assets $183,382 $189,074

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities

Short-term bank borrowings $        — $    3,885
Accounts payable 7,601 9,872
Due to affiliated companies — 731
Accrued expenses 5,537 5,124
Customer deposits 15,766 14,885
Warranty reserves 3,346 3,019
Income taxes payable 2,945 1,806 

Total current liabilities 35,195 39,322 
Deferred revenue 371 675
Long-term debt 12,037 11,323
Deferred income tax liabilities 7,475 7,717
Contingent liabilities 4,132 2,490

Stockholders’ equity:
Common stock, $0.01 par value, authorized 100,000,000 shares, issued and 
outstanding 54,779,218 shares in 2000 and 54,881,436 shares in 2001 548 549
Additional paid-in capital 118,014 119,668
Retained earnings 8,662 12,299
Accumulated other comprehensive loss (3,052) (4,969)

Total stockholders’ equity 124,172 127,547
Total liabilities and stockholders’ equity $183,382 $189,074

The accompanying notes are an integral part of these statements.

Bruker Daltonics Inc. Consolidated Balance Sheets

(amounts in thousands, except per share data)
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Year Ended December 31 1999 2000 2001
Product revenue $60,620 $74,772 $91,765
Other revenue 4,070 1,830 926

Net revenue 64,690 76,602 92,691
Costs and operating expenses

Cost of product revenue 31,618 35,587 43,588
Sales and marketing 11,345 13,806 21,711
General and administrative 3,411 5,057 6,007
Research and development 15,138 20,033 18,468
Provision for loss on contract — 1,082 1,513
Litigation costs (credit) 538 303 (1,869)

Total costs and operating expenses 62,050 75,868 89,418
Operating income from continuing operations 2,640 734 3,273
Other income (expense), net 130 (208) (17)
Interest (expense) income, net (907) 1,794 2,750
Income from continuing operations before provision for income taxes 1,863 2,320 6,006  
Provision for income taxes 987 254 2,369 
Income from continuing operations 876 2,066 3,637
Income from discontinued operations, net of income taxes 373 184 -
Net income $ 1,249 $ 2,250 $ 3,637

Net income per share—basic and diluted:
Income from continuing operations $0.02 $0.04 $0.07
Income from discontinued operations, net of income taxes 0.01 — —
Net income per share $0.03 $0.04 $0.07

Shares used in computing net income per share—basic 45,500 49,269 54,825
Shares used in computing net income per share—diluted 45,500 49,922 55,178

The accompanying notes are an integral part of these statements.

Bruker Daltonics Inc. Consolidated Statements of Operations

(amounts in thousands, except per share data)
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Accumulated Other Total
Common Additional Retained Comprehensive Stockholders’

Stock Paid-in Capital Earnings Income (Loss) Equity
Balance as of December 31, 1998 $455 $6,045 $5,163 $(1,323) $10,340
Comprehensive loss:

Foreign currency translation adjustment — — — (1,531) (1,531)
Net income — — 1,249 — 1,249
Net comprehensive loss — — — — (282)

Balance as of December 31, 1999 455 6,045 6,412 (2,854) 10,058
Initial public offering proceeds,
net of issuance costs 92 109,596 — — 109,688 
Issuance of common stock on 
acquisition of investment in
other companies 1 2,192 — — 2,193
Compensation expense related to
stock options issued to
non-employees — 181 — — 181 

Comprehensive income:
Foreign currency translation adjustment — — — (198) (198)
Net income — — 2,250 — 2,250 
Net comprehensive income — — — — 2,052

Balance as of December 31, 2000 548 118,014 8,662 (3,052) 124,172   
Issuance of common stock on
acquisition of investment in
other companies 1 1,037 — — 1,038  
Compensation expense related to 
stock options issued to non-employees — 238 — — 238
Stock options exercised — 227 — — 227
Tax benefit of stock options exercised — 152 — — 152

Comprehensive income: 
Foreign currency translation adjustment — — — (1,976) (1,976)
Unrealized gain on short-term investments — — — 59 59
Net income — — 3,637 — 3,637
Net comprehensive income — — — — 1,720  

Balance as of December 31, 2001 $549 $119,668 $12,299 $(4,969) $127,547          

The accompanying notes are an integral part of these statements.

Bruker Daltonics Inc. Consolidated Statements of Stockholders’ Equity

(amounts in thousands)
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Year ended December 31, 1999 2000 2001  
Operating activities:
Income from continuing operations $876 $2,066 $3,637
Adjustments to reconcile income from continuing operations to 

net cash provided by (used in) continuing operations
Depreciation and amortization 3,487 4,145 6,040
Deferred income taxes 875 (3,340) 249
Provision for loss on contract — 1,082 1,513
Stock option compensation — 181 238
Reversal of patent litigation costs — — (1,869)
Charge for purchase of in-process research and development 100 — —
Changes in operating assets and liabilities, net of acquisitions:

Accounts receivable (3,605) 499 (5,908)
Inventories (10,265) (13,028) (15,287)
Other assets 419 (1,148) (3,062)
Accounts payable and accrued expenses 6,374 1,739 3,032
Warranty reserves 2,034 (1,095) (159)
Contingent liabilities — (1,219) (1,064)
Income taxes payable — 2,632 (996)
Deferred revenue 295 (22) 314
Customer deposits 4,680 7,237 1,847

Net cash provided by (used in) continuing operations 5,270 (271) (11,475)
Net cash provided by discontinued operations 495 69 —

Net cash provided by (used in) operating activities 5,765 (202) (11,475)

Investing activities:
Purchases of property and equipment and other long lived assets (4,563) (5,581) (17,595)
Purchase of short-term investments — (92,394) (3,235)
Redemption of short-term investments — 19,500 14,438
Acquisition of business, net of cash acquired (200) 22 —
Investments in other companies — (7,075) (1,000)

Net cash used in investing activities (4,763) (85,528) (7,392)

Financing activities:
Proceeds from short-term borrowings 1,000 2,510 4,742
Payments on short-term borrowings (1,087) (4,833) (797)
Advances from (payments to) affiliated companies 444 (2,523) 2,223
Issuance of common stock net of issuance cost — 109,688 227

Net cash provided by financing activities 357 104,842 6,395
Effect of exchange rate changes (51) 180 (882)
Net change in cash and cash equivalents 1,308 19,292 (13,354)
Cash and cash equivalents at beginning of period 1,135 2,443 21,735
Cash and cash equivalents at end of period $2,443 $21,735 $8,381

Supplemental cash flow information:
Cash paid for interest $1,232 $610 $871
Cash paid for taxes 464 202 5,920

Non-cash financing activities:
Issuance of common stock for investments in other companies — 2,193 1,098

The accompanying notes are an integral part of these statements.

Bruker Daltonics Inc. Consolidated Statements of Cash Flows

(amounts in thousands)

30

26369 Financials  4/4/02  3:41 PM  Page 11



Bruker Daltonics Inc. Notes to Financial Statements

1. Description of Business

Bruker Daltonics Inc. and its wholly-owned subsidiaries (the “Company”) design, manufacture and market proprietary life science
systems based on their mass spectrometry core technology platforms. The Company also sells a broad range of field analytical systems
for substance detection and pathogen identification. The Company maintains major technical centers in Europe, North America
and Japan. Bruker Daltonics allocates substantial capital and resources to research and development and is party to various collaborations
and strategic alliances. The Company’s diverse customer base includes pharmaceutical companies, biotechnology companies, 
proteomic companies, academic institutions and government agencies. 

These financial statements include the accounts of Bruker Daltonics Inc., and its subsidiaries. All significant intercompany accounts
and transactions have been eliminated in consolidation. 

2. Summary of Significant Accounting Policies

Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires
management to make estimates and assumptions that affect the amounts reported in the financial statements and the accompany-
ing footnotes.  Actual results could differ from those estimates. 

Cash and Cash Equivalents
The Company considers all highly liquid investments with original maturities of 90 days or less at date of purchase to be cash
equivalents. Cash and cash equivalents are carried at cost, which approximates fair market value at year end. 

Short-Term Investments
The Company accounts for its short-term investments in accordance with Statement of Financial Accounting Standards (SFAS)
No. 115, “Accounting for Certain Investments in Debt and Equity Securities.” The Company’s investments, which are carried at
fair value, consist of funds comprised of short-term money market and bond instruments and have been classified as
available-for-sale at December 31, 2001. 

Concentration of Credit Risk
Financial instruments which subject the Company to credit risk consist of cash and cash equivalents, short-term investments and
accounts receivables. The risk with respect to cash and cash equivalents and short-term investments is minimized by the
Company’s policy of investing in short-term financial instruments issued by highly-rated financial institutions. The risk with
respect to accounts receivable is minimized by the credit worthiness of the Company’s customers. The Company performs periodic
credit evaluations of its customers’ financial condition and generally does not require collateral. Credit losses have been within
management’s expectations. For the years ended December 31, 1999, 2000 and 2001, two customers accounted for an aggregate of
30%, 11% and 17%, respectively, of the Company’s product revenue. Accounts receivables for these two customers accounted for
an aggregate of 3% and 10% of total receivables as of December 31, 2000 and 2001. 

Inventories
Inventories are stated at the lower of cost or market with cost determined by the first-in, first-out, (“FIFO”) method. An allowance
for excess and obsolete inventory is maintained to reflect the expected un-saleable or un-refundable inventory based on an evalua-
tion of slow moving products.

Inventories include demonstration equipment which the Company offers to current and potential customers. The Company amor-
tizes its demonstration equipment over a three-year period. Amortization expense for demonstration equipment was approximately
$307,000, $952,000 and $1.8 million for the years ended December 31, 1999, 2000 and 2001, respectively. 

Property, Plant and Equipment
Property, plant and equipment which includes land, buildings, machinery and equipment, furniture and fixtures and leasehold
improvements are stated at cost. Depreciable assets are being depreciated on a straight-line basis over the estimated useful lives of
the assets as follows: 

Buildings 25 years
Machinery and equipment 5-10 years
Furniture and fixtures 3-5 years
Leasehold improvements Shorter of 15 years or the life of the lease

Software Costs
Purchased software is capitalized at cost and is amortized over the estimated useful life, generally three years. Software developed for
use in the Company’s products is expensed as incurred and is classified as research and development expense. 
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Other Assets
Other assets consist principally of patents and licenses. Patents, patent applications and rights are stated at acquisition cost.
Amortization of patents is recorded using the straight-line method over the legal lives of the patents, generally for periods ranging 
up to ten years. Accumulated amortization of these assets was approximately $1.2 million and $1.4 million as of December
31, 2000 and 2001, respectively. 

Investments in Other Companies
Investment in other companies consists of equity securities of privately-held companies and is accounted for under the cost
method. The Company’s ownership interest in each of these individual companies is less than 20%. 

Long-lived Assets
The Company reviews long-lived assets for impairment, in accordance with Statement of Financial Accounting Standard (SFAS)
No. 121, “Accounting for the Impairment of Long-Lived Assets to Be Disposed Of,” whenever events or circumstances indicate 
that the carrying amount of an asset may not be recoverable. Assets are written-down to fair value when the carrying costs exceed this
amount. Any impairment losses are determined based upon estimated future cash flows and fair values. To date, no such indicators of
impairment have been identified. 

Warranty Costs
The Company provides a one-year parts and labor warranty with the purchase of equipment. The anticipated cost for this one-year
warranty is accrued upon recognition of the sale and is included as a current liability on the accompanying balance sheets. To the
extent the Company experiences increased warranty claim activity or increased costs associated with servicing those claims, its 
warranty accrual will increase resulting in a decreased gross profit. 

Contingencies and Patent Litigation Costs  
The Company is subject to proceedings, lawsuits and other claims related to patents, product and other matters. The Company
assesses the likelihood of any adverse judgments or outcomes to these matters as well as potential ranges of probable losses. A 
determination of the amount of reserves required, if any, for these contingencies are made after careful analysis of each individual
issue.  The required reserves may change in the future due to new developments in each matter or changes in approach such as a
change in settlement strategy in dealing with these matters.

The Company records charges for the costs it anticipates incurring in connection with litigation and claims against the Company
when management can reasonably estimate these costs. 

Customer Deposits
Under the terms and conditions of contracts with certain customers, the Company may require an advance deposit. These deposit
amounts are recorded as a liability until revenue is recognized against the specific contract at time of acceptance of the system. 

Earnings Per Share
Basic earnings per share is calculated by dividing net earnings by the weighted-average number of common shares outstanding 
during the period. Diluted earnings per share computation includes the effect of shares which would be issuable upon the exercise of
outstanding stock options, reduced by the number of shares which are assumed to be purchased by the Company from the resulting
proceeds at the average market price during the period. 

Fair Value of Financial Instruments
The Company’s financial instruments consist primarily of cash and cash equivalents, short-term investments, accounts receivable,
accounts payable, amounts due from/to affiliated companies and long-term debt. The carrying amounts of the Company’s cash and
cash equivalents, short-term investments, accounts receivable, accounts payable and amounts due from/to affiliated companies approx-
imate fair value due to their short-term nature. The fair value of long-term debt is estimated based on current interest rates offered
to the Company for financing arrangements with similar maturities. The recorded value of these financial instruments approximate
their fair value at December 31, 2000 and 2001. 

Foreign Currency Translation
In accordance with Statement of Financial Accounting Standards (SFAS) No. 52, “Foreign Currency Translation,” all balance
sheet accounts of foreign subsidiaries are translated into United States dollars at the current exchange rate, and income statement
items are translated at the average exchange rate for the period; resulting translation adjustments are made directly to accumulated
other comprehensive income (loss) in stockholders’ equity. Realized exchange gains and losses on foreign currency transactions
included in other income (expenses) were gains of approximately $332,000 in 2000 and losses of approximately $113,000 in 2001. 

Revenue Recognition
Revenue is recognized from system sales, including hardware with embedded software, when a product is accepted by the customer,
except when sold through an independent distributor, a strategic distribution partner or an unconsolidated Bruker affiliated distributor
which assumes responsibility for installation, in which case the system sale is recognized when the products are shipped to the dis-
tributor and title has transferred to the distributor. Our distributors do not have price protection rights or rights to return; however,
our products are warranted to be free from defect for a period of, typically, one year. Revenue from accessories and parts is recog-
nized upon shipment, and revenue from services when performed. 
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The Company also offers to its customers warranty and service agreements extending beyond the initial year of warranty for a fee.
These fees are recorded as deferred revenue and amortized into revenue over the life of the agreements. 

Other revenues, which are principally comprised of research and development grants, are recognized as grant work is performed. 

The Company believes that its revenue recognition policies comply with SEC Staff Accounting Bulletin No. 101, “Revenue
Recognition in Financial Statements” and with the American Institute of Certified Public Accountants (AICPA) Statement of
Position (SOP) 97-2, “Software Revenue Recognition.” 

Shipping and Handling Costs
The Company records costs incurred in connection with shipping and handling products as marketing and selling expenses. Amounts
billed to customers in connection with these costs are included in revenues. Shipping and handling costs were $0.7 million and 
$1.0 million for the year ended December 31, 2000 and 2001, respectively. 

Advertising Costs
Advertising costs are expensed as incurred. Advertising expenses included in sales and marketing were approximately $364,000,
$793,000 and $958,000 for the years ended December 31, 1999, 2000 and 2001, respectively. 

Income Taxes
The Company provides for income taxes under the liability method prescribed by SFAS No. 109, “Accounting for Income Taxes.”
Under this method, deferred tax assets and liabilities are determined based on the difference between the financial statements and tax
basis of assets and liabilities using enacted tax rates in effect for the year in which the difference is expected to reverse. Valuation
allowances are established when necessary to reduce deferred tax assets to the amounts expected to be realized. 

Accounting Developments
In July 2001, the Financial Accounting Standards Board issued SFAS No. 141, “Business Combinations,” and SFAS No. 142,
“Goodwill and Other Intangible Assets.” SFAS 141 requires that the purchase method of accounting be used for all business 
combinations initiated after June 30, 2001 and prohibits the use of the pooling-of-interests method. SFAS 142 changes the
accounting for goodwill from an amortization method to an impairment-only approach. Thus, amortization of goodwill, including
goodwill recorded in past business combinations, will cease upon adoption of SFAS 142, which for companies with calendar year
ends, will be January 1, 2002. In addition, companies will be required to evaluate all existing goodwill for impairment within six
months of adoption by comparing the fair value of each reporting unit to its carrying value at the date of adoption. Any transitional
impairment losses will be recognized in the first interim period in the year of adoption and will be recognized as the effect of a
change in accounting principle. Management believes the adoption of SFAS 141 and SFAS 142 will not have a material effect on
the financial position or results of operations of the Company.  

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” SFAS 144
requires that one accounting model be used for long-lived assets to be disposed of by sale. Discontinued operations will no longer 
be measured on a net realizable value basis, but will be measured similar to other long-lived assets classified as held for sale at the
lower of its carrying amount or fair value less cost to sell. Future operating losses will no longer be recognized before they occur.
SFAS 144 also broadens the presentation of discontinued operations to include a component of an entity when operations and cash
flows can be clearly distinguished, and establishes criteria to determine when a long-lived asset is held for sale. The provisions of this
Statement are effective for financial statements issued for fiscal years beginning after December 15, 2001. Management believes the
adoption of this Statement will not have a material effect on the results of operations or financial position of the Company.

Reclassifications
Certain prior period amounts in the accompanying consolidated financial statements have been reclassified to conform to the 
2001 presentation. 

3. Acquisitions and Investments in Other Companies 

Viking Instruments Corporation
On June 22, 1999, the Company purchased the assets of Viking Instruments Corporation, a developer and manufacturer of trans-
portable gas chromatrograph mass spectrometers (GC/MS). These transportable GC/MS instruments are used for laboratory and
field analysis of soil, air and water for the identification and quantification of a wide variety of organic compounds and pollutants.
The acquisition cost was $150,000, and the results of operations are included in the accompanying consolidated financial statements
from the date of acquisition. In connection with the acquisition, $100,000 was expensed as purchased in-process research and devel-
opment, $25,000 was allocated to core technology and classified as an intangible, $20,000 was allocated to inventory and $5,000
was allocated to fixed assets. The amortization period is five years for the intangibles and three to five years for the fixed assets. 

The $100,000 in-process research and development was attributed to the Viking 573, a transportable gas chromatrograph mass spec-
trometer, and supported by a discounted probable cash flow analysis on a project-by-project basis modified to reflect the stage of
completion of the in-process research and development expenditures. As of June 22, 1999, the feasibility of the acquired technology
had not been established, and the acquired technology had no future alternative uses. 

GeneProt, Inc.
In November 2000, the Company acquired 909,091 shares of Series B Preferred Stock of GeneProt, Inc. in exchange for $7.0 million in
cash and 79,218 shares of the Company’s common stock. The acquired securities are included in investments in other companies and
are accounted for under the cost method. 

33

26369 Financials  4/4/02  3:41 PM  Page 14



4. Inventories

The components of inventories were as follows:

Depreciation expense for the years ended December 31, 1999, 2000 and 2001 was approximately $3.3 million, $3.2 million and $3.9
million, respectively. Amortization of leasehold improvements is included with depreciation in the accompanying financial statements. 

(in thousands)

6. Income Taxes

The components of income (loss) from continuing operations before provision for income taxes consisted of the following:

Year Ended December 31, 1999 2000 2001
United States $(1,527) $  (24) $   216
Foreign 3,390 2,344 5,790

$  1,863 $2,320 $6,006

(in thousands)

Significant components of the provision for income taxes were as follows:

Year Ended December 31, 1999 2000 2001
Current:

Federal $— $— 422
State — 3 100
Foreign 72 3,591 1,602

72 3,594 2,124
Deferred:     

Federal — (792) (549)
State — (146) (10)
Foreign 915 (2,402) 804

915 (3,340) 245
Total provision for income taxes on continuing operations $987 $254 $2,369 

(in thousands)

December 31, 2000 2001
Land $  2,430 $  2,604
Construction in progress 224 6,664
Buildings 22,179 25,872
Office furniture, machinery and equipment 20,408 24,525
Leasehold improvements 16 42

45,257 59,707
Less accumulated depreciation and amortization (19,729) (22,455)

$25,528 $37,252   

5. Property, Plant and Equipment

Property, plant and equipment consisted of the following: 

(in thousands)

Integrative Proteomics, Inc.
In March 2001, the Company acquired 369,004 shares of Series IIA Preferred Stock of Integrative Proteomics, Inc. in exchange for
$500,005 in cash and 28,425 shares of the Company’s common stock. The acquired securities are included in investments in other
companies and are accounted for under the cost method. 

GeneFormatics, Inc.
In October 2001, the Company acquired 333,334 shares of Series C Preferred Stock of GeneFormatics, Inc. in exchange for $500,013
in cash and 30,693 shares of the Company’s common stock. The acquired securities are included in investments in other companies
and are accounted for under the cost method. 

December 31, 2000 2001
Raw materials $14,391 $13,790
Work-in-process 12,518 16,942
Finished goods 8,699 16,799

$35,608 $47,531
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7. Financing Arrangements

In October 2001, the Company entered into a revolving line of credit with Citizens Bank in the amount of $2.5 million. This line,
which is secured by certain inventory, receivables and equipment in the United States, is used to provide working capital and expires
July 31, 2002. Interest on this line of credit is at the lower of LIBOR plus 175 basis points (3.63% at December 31, 2001) or the
Prime Rate (4.75% at December 31, 2001). There is no commitment fee on the unused portion of the line. As of December 31, 2000
and 2001, the Company had no amounts outstanding on this line of credit. 

The Company also maintained revolving lines of credit in 2000 and 2001, of approximately $7.7 million and $6.7 million, respectively,
among German banks at interest rates ranging between 6.45% and 8.75%. At December 31, 2001, $3.5 million was outstanding
against these credit facilities. The lines are secured by certain inventory and accounts receivable in Germany and are renewable in
June 2002.

The Company has three notes payable with outstanding balances aggregating $12.0 million and $11.3 million as of December 31,
2000 and 2001, respectively. One note ($4.8 million and $4.5 at December 31, 2000 and 2001, respectively), with an interest rate of
5.10%, is payable in full in 2003. The other two notes ($7.2 million and $6.8 million in the aggregate at December 31, 2000 and
2001, respectively), have an interest rate of 4.65% and are due in 2008. Interest is due monthly, and all obligations are collateralized
by the land and buildings of Bruker Daltonik GmbH. 

During the first half of 2001, the Company entered into three revolving lines of credit for approximately $1.2 million with a
Japanese bank.  As of December 31, 2001, the Company repaid approximately $797,000 to close two of these lines and there was
approximately $381,000 outstanding on the remaining line. This line of credit is unsecured.

As of December 31, 2001, the Company has approximately $2.5 million of net operating loss carryforwards available to reduce future
tax liabilities. These credits have various expiration dates through 2009. The Company also has research and development tax credits of
approximately $508,000 available to offset future tax liabilities that expire at various dates through 2021.

At December 31, 2001 a valuation allowance was established to offset certain deferred tax assets due to uncertainty with respect 
to future realization of the assets. No valuation allowance was necessary at December 31, 2000. 

Undistributed earnings of foreign subsidiaries aggregated approximately $13.1 million at December 31, 2001, which, under existing law,
will not be subject to United States tax until distributed as dividends. Because the earnings have been or are intended to be indefinitely
reinvested in foreign operations, no provision has been made for United States income taxes that may be applicable thereto. 

The components of the Company’s deferred income taxes were as follows:

December 31, 2000 2001
Deferred tax assets:    

Inventory $1,353 $2,429
R & D and other tax credit carryforwards 1,234 334
Net operating loss carryforwards 940 923
Other 206 279

3,733 3,965
Valuation allowance — (527)
Net deferred tax assets 3,733 3,438
Deferred tax liabilities:

Patent litigation costs (3,513) (3,092)
Excess tax over book depreciation (3,487) (3,320)
Warranty accrual — (902)
Other (540) (126)

Total deferred tax liabilities (7,540) (7,440)
Net deferred tax liability $(3,807) $(4,002)   

(in thousands)

The reconciliation of income tax computed at the United States federal statutory tax rate to income tax expense for the years
ended December 31, 1999, 2000 and 2001 was as follows: 

Year Ended December 31, 1999 2000 2001
Income tax at statutory rate 34.0% 34.0% 34.0%
Add (deduct):

Change in valuation allowance 35.6 (32.9) 8.7
Change in enacted rates — (42.3) —
Foreign income tax at differing rates (8.9) 58.2 (6.6)
Other (7.8) (6.1) 3.3

52.9% 10.9% 39.4%
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8. Stockholder’s Equity

Initial Public Offering
On August 3, 2000, the Company issued 9,200,000 shares of its common stock for $119,600,000 (or $13 per share). The Company
incurred $9,912,000 in offering costs as a result of this transaction. 

Preferred Stock
At December 31, 2001, 5,000,000 shares of Blank Check Preferred Stock with a stated par value of $0.01 per share were authorized,
none of which have been issued. 

Stock Split
On February 14, 2000, the Board of Directors of Bruker Daltonics Inc. authorized a seven-for-one stock split in the form of a stock
dividend. Stockholders of record received six additional shares of common stock for every share they owned. All common shares
and per share data in the accompanying financial statements have been restated to reflect the stock split. 

Stock Options
In February 2000, the Board of Directors adopted and the Stockholders approved the 2000 Stock Option Plan (“the Plan”). The
Plan provides for the issuance of up to 2,188,000 shares of common stock in connection with awards under the Plan. The Plan
allows a committee of the Board of Directors (the “Committee”) to grant incentive stock options, non-qualified stock options,
stock appreciation rights and stock awards (including the use of restricted stock and phantom shares). The Committee has the
authority to determine which employees will receive the awards, the amount of the awards and other terms and conditions of the
award. During the year ended December 31, 2000 and 2001, the Committee granted stock options for 871,385 and 372,500 shares
of common stock, respectively, which vest over three-to-five year periods. 

Stock option activity for the year ended December 31, 2000 and 2001 was as follows: 

Options Weighted Average Exercise Price
Outstanding at December 31, 1999 — —
Granted 871,385 $6.41
Exercised — —  
Forfeited (39,785) (5.27)      
Outstanding at December 31, 2000 831,600 6.46   
Granted 372,500 15.20
Exercised (43,100) (5.27)  
Forfeited (31,850) (5.55)      
Outstanding at December 31, 2001 1,129,150 $9.42  
Exercisable at December 31, 2001 107,290 $6.40   

The weighted average fair value of options granted in 2001 was $1.58  
The weighted average fair value of options granted in 2000 was $1.76  

Number of Options Outstanding at Weighted-Average Remaining
Range of Exercise Prices December 31, 2001 Contractual Life in Years
$5.27—$8.00 681,650 8.01
$14.00—$19.85 447,500 9.22 

1,129,150 8.50

The following table summarizes information about stock options outstanding at December 31, 2001: 

The Company accounts for stock-based compensation using the intrinsic value method in accordance with Accounting Principles
Board Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB 25”) and has adopted the disclosure-only alternative 
of SFAS No. 123, “Accounting for Stock-Based Compensation” (“SFAS 123”). Under APB 25, because the exercise price of the
Company’s stock options granted to employees equaled the fair market value of the underlying stock on the date of grant, no 
compensation expense was recognized. 

Stock options granted to non-employees, including Scientific Advisory Board Members, are accounted for in accordance with
Emerging Issues Task Force Issue No. 96-18, “Accounting for Equity Instruments That Are Issued to Other Than Employees for
Acquiring or in Conjunction with Selling, Goods or Services,” which requires the value of such options to be remeasured as they
vest over a performance period. The fair value of such options is determined using the Black-Scholes model and the resulting
charge is recognized as the related services are performed. The Company recorded approximately $181,000 and $238,000 of 
compensation expense relating to non-employee grants during the year ended December 31, 2000 and 2001, respectively. 
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9. Segment and Geographic Information

The Company operates in one business segment and engages in the design, manufacturing and marketing of proprietary life science
systems, process analysis systems and analytical instruments based primarily on mass spectrometry technology. 

Geographic Areas
Information concerning principal geographic areas is as follows: 

1 Net product revenues are attributable to geographic areas based on the region of sale. 

Year ended December 31, 1999 2000 2001
Net product revenues from external customers1

Germany $31,695 $38,862 $50,077
United States 22,166 22,913 22,881
Other 6,759 12,997 18,807 

$60,620 $74,772 $91,765   

(in thousands)

Net assets 
Germany $11,320 $  15,357 $  19,783
United States 5,294 117,539 119,738
Other 357 (1,397) (3,024)

16,971 131,499 136,497
Elimination entries (6,913) (7,327) (8,950)

$10,058 $124,172 $127,547

December 31, 1999 2000 2001
Long lived assets (excluding intangible assets)

Germany $24,284 $23,761 $32,529
United States 484 1,653 4,379
Other 673 567 485

$25,441 $25,981 $37,393

(in thousands)

2000 2001
Pro forma net income (in thousands) $2,089 $3,322
Pro forma earnings per common share:

Basic $0.04 $0.06
Diluted $0.04 $0.06

Pro forma information regarding net income and earnings per share is required by SFAS No. 123, which also requires that the
information be determined as if Bruker Daltonics has accounted for its employee stock options under the fair value method of the
Statement. The fair value of these options was estimated at the date of grant using the Black-Scholes option pricing model with
the following weighted-average assumptions for 2001: risk-free interest rates ranging from 2.18% to 3.80%; expected dividend yield
of 0%; volatility factor of 1.362 and a weighted-average expected life of the options of three-to-five years. The following
weighted-average assumptions for 2000: risk-free interest rates ranging from 5.45% to 6.65%; expected dividend yield of 0%;
volatility factor of 0.051 to 0.386; and a weighted-average expected life of the options of three-to-five years.

The Black-Scholes option valuation model was developed for use in estimating the fair value of traded options, which have no
vesting restrictions and are fully transferable. In addition, option valuation models require the input of highly subjective assumptions
including the expected stock price volatility. Because the Company’s employee stock options have characteristics significantly 
different from those of traded options, and because changes in the subjective input assumptions can materially affect the fair value
estimate, in management’s opinion, the existing models do not necessarily provide a reliable single measure of the fair value of its
employee stock options. 

For purposes of pro forma disclosures, the estimated fair value of stock options is amortized to expense over the options’ respective
vesting periods, and the estimated fair value of shares issued under the Company’s stock option plan has been determined based on
the fair value at date of grant as defined by SFAS 123. The Company’s pro forma results for the years ended December 31, 2000
and 2001 would have been as follows: 
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10. Discontinued Operations

In 1999, the Company decided to discontinue its Fourier Transform-Infrared (FT-IR) business. The FT-IR business unit sold and
serviced FT-IR instruments to a variety of markets outside the Company’s core technology platform of mass spectrometry. The Company
completed the sale of its FT-IR business to Bruker Optik GmbH, an affiliated entity, in the first half of 2000 for a price which
approximated the net book value of the assets and liabilities of the business. 

Summary results for the discontinued operations for the years ended December 31, 1999 and 2000 are as follows: 

Year ended December 31, 1999 2000
Net product revenues $2,742 $1,223
Total costs and expenses (2,120) (880)
Provision for income taxes (249) (159)
Income from discontinued operations $373 $184

(in thousands)

11. Related-Party Transactions

The Company is affiliated, through common stockholders, with several other entities which use the Bruker name. The Company
and its affiliates have entered into a sharing agreement which provides for the sharing of specified intellectual property rights, services,
facilities and other related items. 

The Company recognized sales to affiliated entities of approximately $10.3 million in 1999, $9.4 million in 2000 and $4.1 million in 2001
and purchases from affiliated entities of approximately $3.2 million in 1999, $5.6 million in 2000 and $3.5 million in 2001. 

The Company recognized sales to GeneProt, Inc of approximately $1.4 million and $6.0 million in 2000 and 2001, respectively. The
Company recognized sales to GeneFormatics, Inc. of approximately $0.3 million in 2001.  There were no sales to either Company in
1999, and there were no purchases from either company in 2001. These sales were recorded at arm’s length conditions and in the 
normal course of business.

In 1999, 2000 and 2001, various Bruker affiliates provided administrative and other services (including office space) to the
Company at a cost of approximately $437,000, $443,000 and $894,000, respectively, based on an assessment of the estimated fair
market value of such services. 

In 2000, the Company purchased land from a principal shareholder for $742,000, the estimated fair market value. 

12. Employee Benefit Plans

The Company maintains or sponsors various defined contribution retirement plans that cover domestic and international employees.
The Company may make contributions to these plans at its discretion. Retirement benefits earned are generally based on years of
service and compensation during active employment. Eligibility is generally determined in accordance with local statutory requirements.
However, the level of benefits and terms of vesting may vary among plans. The Company contributed approximately $123,000,
$199,000 and $315,000, in 1999, 2000 and 2001, respectively. 

13. Commitments and Contingencies

License Agreements
The Company has entered into license agreements allowing it to utilize certain patents. If these patents are used in connection with
a commercial product sale, the Company pays royalties ranging from 0.15% to 5.00% on the related product revenues. Licensing
fees for the years ended December 31, 1999, 2000 and 2001 were approximately $178,000, $238,000 and $405,000, respectively. 

Grants
The Company had a grant from the National Institute of Standards and Technology (NIST) Advanced Technology Program, which
commenced on March 1, 1995 and ran through February 28, 2000. This grant was for the development of a DNA sequencing
time-of-flight mass spectrometer with a total project cost of $7.0 million, of which $3.5 million was reimbursed from NIST. The
Company’s expenditures were $2.1 million and $703,000 in 1999 and 2000, respectively. Amounts reimbursed from NIST were
approximately $1.0 million and $226,000 in 1999 and 2000, respectively, and are classified in other revenues. 

The Company’s wholly-owned subsidiary, Bruker Daltonik GmbH and its subsidiary Bruker Saxonia Analytik GmbH, are the recipients
of  grants from German government authorities. The grants were made in connection with the Company’s development of specific
spectrometers and components of spectrometers. Total grants awarded amount to $5.0 million and expire through November 30, 2004.
Amounts received under these grants during 1999, 2000 and 2001 totaled $3.0 million, $1.2 million and $926,000, respectively, and
are classified in other revenues. Total expenditures related to these grants were $3.2 million, $2.7 million and $1.0 million in 1999,
2000 and 2001, respectively. 
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Legal
Since December 31, 1996, the Company had been involved in patent litigation with a competitor, Finnigan, a subsidiary of
Thermo Electron Corporation.  In August 2001, the companies reached a comprehensive settlement agreement related to this 
litigation. The settlement agreement provides for the dismissal of all pending suits, the waiving of all damages, and a framework of
licensing and arbitration for potential future patent disputes between the companies in the field of ion trap mass spectrometry (ITMS).
The settlement allows both companies, as well as their distributors, to sell their unmodified ITMS systems effective immediately. 
As a result, the Company reduced its patent litigation accrual by approximately $1.9 million in the third quarter of 2001, leaving a
balance of $1.2 million for estimated remaining costs. 

In the third quarter of 2001, the Company accrued a $1.5 million reserve related to an existing contract within our substance detection
and pathogen identification business. The reserve is for possible cost overruns, attorneys’ fees and other expenses related to this contract.  

Other lawsuits, claims and proceedings of a nature considered normal to its businesses may be pending from time to time against
the Company. The Company believes the outcome of these proceedings, if any, will not have a material impact on the Company’s
financial position or results of operations.

14. Earnings Per Share

The following table sets for the computation of basic and diluted average shares outstanding for the period indicated (in thousands)

Quarter Ended
Year Ended December 31, 2001 March 31 June 30 September 30 December 31 Total
Net revenues $14,599 $17,523 $22,690 $21,790 $76,602
Operating income (loss) from continuing operations 450 448 577 (741) 734
Income from continuing operations 137 118 581 1,230 2,066
Income from discontinued operations,
net of income tax 37 95 52 — 184
Net income 174 213 633 1,230 2,250
Net income per share—basic and diluted

Income from continuing operations $   — $0.01 $0.01 $0.02 $0.04 
Income from discontinued operations,
net of income tax — — — — —

Net income $   — $0.01 $0.01 $0.02 $0.04

(in thousands, except per share data)

During the quarter ended December 31, 2000, the Company recorded a provision for loss on contract of $1.1 million.

15. Quarterly Information (Unaudited)

A summary of operating results for the quarterly periods in the two years ended December 31, 2001 is set forth below: 

Quarter Ended
Year Ended December 31, 2001 March 31 June 30 September 30 December 31 Total
Net revenues $21,908 $22,310 $23,789 $24,684 $92,691
Operating income from continuing operations 667 575 972 1,059 3,273 
Net income 945 833 925 934 3,637
Net income per share—basic and diluted $0.02 $0.02 $0.02 $0.02 $0.07

(in thousands, except per share data)

December 31, 1999 2000 2001
Average shares outstanding – basic 45,500 49,269 54,825
Net effect of dilutive stock options – based on treasury stock method — 653 353
Average shares outstanding – dilutive 45,500 49,922 55,178
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