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PART I

Iltem 1. Business.
General

3D Systems Corporation (“3D Systems” or the “Conyais a holding company that operates through
subsidiaries in the United States, Europe and gia-Racific region. We design, develop, manufacturarket and
service 3-D printing, rapid manufacturing, and ptgping systems and related products and matehatsnable
complex three-dimensional objects to be producesttly from computer data without tooling, greatyucing the
time and cost required to produce prototypes atocoized production parts.

Our customers use our proprietary systems to pmghgsical objects from digital data using commonly
available computer-aided design software, oftearrefl to as CAD software, or other digital-medisides such as
engineering scanners and MRI or CT medical scan@nssystems’ ability to produce functional pdrtsn digital
art enables customers to create detailed prototyppsoduction-quality parts quickly and effectiyelithout a
significant investment in expensive tooling, grgadducing the time and cost required to producéopypes or to
customize production parts.

Our systems use additive part-production processegpplications that require rapid design itenasio
prototyping and manufacturing. We believe thatgystems enable our customers to develop betteityuagher
functionality new products faster and more econaityidhan other more traditional methods.

Our product development efforts are focused on eding our portfolio of 3-D printing and rapid
manufacturing solutions, which we believe represatificant growth opportunities for our businede also
believe that our core rapid prototyping businesgiooes to provide us with significant growth optomities. In
recent years, we have worked to develop new sysamthsnaterials and have enhanced our overall téagyeo
rejuvenate and reshape our core business whildajeng new products that address our 3-D printind epid
manufacturing growth initiatives. With respect be tuses of our systems:

« In rapid manufacturing applications, our systengsused to manufacture end-use parts that have the
appearance and characteristics of high-qualityctiga-molded parts. Customers who adopt our rapid
manufacturing solutions avoid the significant cadftsomplex set-ups and changeovers and elimihate t
costs and lead-times associated with conventi@wdilig methods or hand labor. Rapid manufacturing
enables our customers to produce optimized desigoe they can design for function, unconstraingd b
normaldesigr-for-manufactureconsiderations

« In 3-D printing applications, our systems are ugegroduce three-dimensional shapes, primarily for
visualizing and communicating concepts, variousgieapplications and other applications, including
supply-chain management, functional modeling, aechire, art, surgical modeling, medical end use
applications such as hearing aids and dental asdsentertainmen

* In rapid prototyping applications, our systemswused to generate quickly and efficiently produatazpt
models, functional prototypes to test form, fit dadction, master patterns and expendable patferns
investment casting that are often used as a ctettise means of evaluating product designs and sho
production.

Our products offer our customers an integratedesyst solution consisting of equipment and embedded
software, integrated consumable materials and mestgervice. Our extensive solutions’ portfolidbased on four
distinct and proprietary technology platforms, disged in greater detail below, that enable usfar ofir customers
a way to transform the manner in which they desigvelop and manufacture their products.

Products and Services

Our principal technology platforms include our stdithography or SLA equipment, our selective laser
sintering or SL® equipment, and our 3-D printing equipment, whiatlude our multi-jet and layer-deposition
equipment and our film transfer imaging (“FTI”) eponent. These systems use patented and proprietary
stereolithography, selective laser sintering armibua 3-D printing and film transfer imaging metiscahd
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processes that take digital data input from CADvgaife or three-dimensional scanning and sculptagags to
fabricate physical objects from our proprietary figrof engineered plastic, metal and composite nlte

We blend, market and distribute a wide range oppetary consumable, engineered plastics, compoaited
materials that we market to produce physical faots digital art using our systems. We augment edplement
our own portfolio of engineered materials with miztis that we purchase from third parties undevaig-label and
distribution arrangements.

We provide to our customers a comprehensive stijppeoprietary software tools that are embedded iwitiur
systems and pre-sale as well as post-sale fieldcest ranging from applications’ development tstafiation,
warranty and maintenance services.

Systems Solutions
SLA® systems and related equipment

Stereolithography, or SLAR, systems convert our engineered materials and esiteg into solid crossections
layer by layer, until the desired fully fused olifeare completely produced. Our SBAystems are capable of
making multiple distinct objects at the same timd are designed to produce highly accurate objectsvide rang
of sizes and shapes and material performance dbasdics.

Stereolithography parts are known for their duihifine feature detail, resolution and surfacaliy. Product
designers, engineers and marketers in many largefaeturing companies throughout the world useSiuk ®
systems for a wide variety of applications, randimgn short production runs of end-use productgramlucing
prototype parts for automotive, aerospace and vamonsumer and electronic applications.

Our SLA® systems are capable of rapidly producing toolsufes, jigs and end-use parts, including parts for
dental, hearing aid, jewelry and motor-sport agians. They are also designed for uses such &irflgufunctional
models that enable users to share ideas and exa@oiatepts, performing form, fit and function tegton working-
assemblies and building master patterns for meting.

Our family of SLA® systems offers a wide range of capabilities, inicigaize, speed, accuracy, throughput
surface finish in different formats and price psiriVe have devoted substantial efforts to intraulyiciew systems
with new capabilities. In 2008, we introduced oawiPro™ family of SLA ® systems. These systems include our
iPro™ 8000 and iPré" 9000. The iPrd“ 8000 system is a completely new mid-range Slsystem. Our new iPro
™ 9000 SLA® Center, is a new professional stereolithographtesydor the production of ultra high-definition
“Pro-Parts” from our integrated portfolio of propiary Accura® Plastics. Our iPrd™ SLA ® Centers are designed to
quickly and economically produce durable plastidgwith unprecedented surface smoothness, fesgacdution,
edge definition and tolerances that rival the amcyiiof CNC-machined plastic parts. The iPf@ystems are our
most advanced, flexible, high-capacity stereolitplhy systems that are designed to enable custdmerass
customize and produce high-quality, end-use ppatterns, wind tunnel models, fixtures and toolssistently and
economically using our proprietary and other stéttemgraphy materials. In 2008 we continued to pffee Viper™
Pro SLA® and the Viper SiM SLA ® systems. The VipeM Pro SLA® system is an advanced, flexible, higgpacit
stereolithography system that is designed to emaldtomers to mass customize and produce hightguatid-use
parts, patterns, wind tunnel models, fixtures amadst consistently and economically, using our pietary and other
stereolithography materials. The Viper™8SLA ® system operates in a similar fashion as the iPeystems but h:
a smaller build area and a lower build throughpt# and is capable of building smaller fine-feadyparts.

SLS® systems and related equipment

Our selective laser sintering, or SBS additive manufacturing systems convert our pegpriy engineered
materials and composites by melting and fusingimtering, these materials into solid cross-sestion
to produce finished parts. SI8systems can create parts from a variety of pragmjetngineered plastic and metal
powders and are capable of processing multiplespa single build session.
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The combination of materials’ flexibility, part fationality and high throughput of our SI88echnology makes
it well suited for rapid manufacturing of durabler{s for applications in various industries, inéhglaerospace,
automotive, packaging machinery and motor sponpicgtions.

Customer uses of our SI&systems include functional test models and endpasts, which enable our
customers to create customized parts economicéhout tooling. Early in 2008 we added two directtal
sintering systems to our portfolio through a prévitbel arrangement that we entered into withral4bérty supplier
These new systems are capable of producing fulhselelirect metal parts from a variety of metal persd
including stainless steel, cobalt, titanium and steel.

Our family of SLS® systems includes the sPPoSLS® system and the Sinterstati®iPro SLS® system,
automated selective laser sintering manufactunysgesns that are designed to enable our customensgs
customize and produce high-quality end-use paattems, fixtures and tools consistently and ecaoalfy from
our proprietary engineered plastics, on-site andemand. We also produce and sell our Sinterst&ttéiQQ ™ SLS
® and the SinterstatioAHiQ ™ high-speed or HS SLSmanufacturing-capable systems. We also offer aecth
metals line of selective laser sintering systematiored above.

3-D printing systems

Our expanding line of 3-D printers is ideal for uisengineering design environments for productettgyment,
marketing communication groups, rapid manufactusingh as jewelry and dental laboratory direct ogsti
applications and within engineering schools an@o#ducational institutions. Our range of Jiinters includes ot
multi-jet and layer-deposition equipment as welbas new Film Transfer Imaging (“FTI"pased equipment that \
developed over the last several years and announ@a07.

All of our 3-D printers accept digital input fronitleer a three-dimensional CAD station or a scarB¥&iimage
converting this input data one slice thicknesstana, to create a solid part one layer at a tifese printers offer
superior finished surfaces, no geometry limitatjgrisg-and-play installation, point-and-print fuioctality and
best-in-class part resolution in a variety of ppcints and materials.

Our portfolio of multi-jet printers consists of s¥al models, including our ProJé&tsystems that we introduced
early in 2008 to replace our family of InVisi@systems. All of our printers are designed to preduighdefinition,
functional and durable models for form, fit anddtian analysis, including certain models that apable of ultra-
fine resolution for precision dental and jewelnpbgations. We plan to begin shipping our new laigenat
3-D printer, the ProJé¥ 5000, during the third quarter of 2009.

Early in 2007, we announced that we had developszirvadesktop modeling FTI technology and that we
planned to introduce several models based on &vistachnology starting with a general purpose agskystem
that we branded as the V-Fla&BDesktop Modeler. Throughout 2007 and 2008 we caetirto refine this
technology. This Modeler is the first product basedur new Film Transfer Imaging technology platipand it is
designed to build three-dimensional models wittonns in a home or an office, enabling designerginerers,
hobbyists and students to imagine, design and It ideas at their desks. During the secondtgquaf 2009, we
expect to commence commercial shipment of our lmngited V-Flast® Desktop Modeler, our first
sub-terthousand dollar desktop modeler. As discussed alvowdelieve that, in addition to our focus on andsuit
of rapid manufacturing opportunities, 3-D printipgpvides us with a significant opportunity for gribw

Software

As part of our comprehensive and integrated systatgions, we offer embedded proprietary part-pragion
software. This software is designed to enhancéntieeface between our customers’ digital data amdsgstems.
Digital data, such as a three-dimensional CAD-poedudigital image, is converted within our propaigtsoftware
so that, depending on the specific software, tregencan be viewed, rotated and scaled, and madetigtes can be
added. The software then generates the informéiairis used by the SLAor SLS® system or by the 3-D printer
to create solid objects. From time to time, we al®ok with third parties to develop complementaoftware for ou
systems.
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Materials

As part of our integrated systems approach to lessinwe blend, market, sell and distribute consianab
engineered plastic and metal materials and congsositder several proprietary brand names for uak af our
systems. We market our stereolithography mateviader the Accur& brand, our selective laser sintering materials
under the DuraForfi, CastFornT and LaserForri brands, and materials for our 3-D printers undenifsiJet®
brand.

Many of our systems have built-in electronic iriggthce that communicates vital processing and tyuali
statistics in real time with the systems. For th@stems, we furnish materials that are designedde in those
systems and that are packaged in smart cartridgggreed to enhance system functionality, up-timetenials shelf
life and overall system reliability, with the obfae of providing our customers with a built-in digmanagement
system.

We work closely with our customers to optimize peeformance of our materials in their applicatiosr
expertise in materials formulation, combined withr process, software and equipméesign strengths, enable u:
help our customers select the material that bestsrtheir needs and to obtain optimal results fileenmaterial. We
also work with third parties to develop differeppés and varieties of materials designed to meetnéeds of our
customers.

Stereolithography engineered materials and compssit

Our family of proprietary stereolithography matésiand composites offers a variety of plasitie-performanc
characteristics and attributes designed to miméci§ie engineered thermoplastic materials. Wher useur SLA
® systems, our proprietary liquid materials turn iatsolid surface one layer at a time, and throughdalitive
building process all of the layers bond and fuggetier to make a solid part.

Our portfolio of Accure® stereolithography materials includes general-pue@sswell as specialized materials
and composites that offer our customers the oppitytto choose the material that is best suitedHerparts and
models that they intend to produce. To further ciement and expand the range of materials we affeut
customers, we also distribute S®Anaterials under recognized third-party brand names.

In 2008, we introduced AccufaClearVue™ Plastic, another integrated stereolithography nedtesith
excellent transparency, outstanding durability andanced yields and manufacturability. These nedsesire used
primarily for the production of plastic-like jigxtures and functional parts for a variety of autitive, consumer,
electronics durable goods and aerospace applisatiie also began to sell our Acctrmaterials in Japan,
expanding our portfolio of proven, dependable Ae®@materials in that geographic region.

Laser sintering materials and composites

Our family of proprietary selective laser sinterimaterials and composites includes a range of pdtic,
elastomeric and metal materials as well as vamongposites of these ingredients. Because of tHeihuiersatility
of our selective laser sintering systems, the ssyatems can be used to process multiple materials.

Our expanding family of DuraForfmaterials includes CastFortand LaserForr proprietary SLS®
materials. In 2008, we announced the availabilitperaForm® PP 100 Plastic, a new sintering material with the
toughness and durability of molded polypropylehegtigh our Pro Parts Marketplace and Preferredi@erv
Providers.

Our SLS® materials are used to create functional end-uds,gaototypes and durable patterns as well as
assembly jigs and fixtures. They are also usedddyze flexible, rubber-like parts such as shoessajaskets and
seals, patterns for investment-casting, functiémaling such as injection molding tool inserts @mdluse parts use
in customized rapid manufacturing applications.rBgkes of rapid manufacturing parts produced byamstomers
using our SLS systems include air ducts for aircraft and engimeling parts for unmanned aerial vehicles. Pro
designers and developers from major automotivespaice and consumer products companies use Dur&Rmarte
extensively as functional test models, even inthé&st environment
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conditions. Aerospace and medical companies als@usSLS® systems to produce end-use parts directly, which
enables them to create customized parts economigihout tooling. Parts made from DuraFofrand LaserForm
™ materials are cost-effective and can compete féhpraith traditional manufacturing methods, esplgiavhere
part complexity is high. Competing alternative®tw technology generally involve, among other tkinzpsts for
tooling and minimum run quantities of the partsduced.

3-D printing materials

Our family of VisiJet® 3-D printing materials includes part-building médés and compatible disposable
support materials that are used in the modelingge® and facilitate an easy melted away suppoxvahprocess.
These materials are sold to our customers packageprietary smart cartridges that are used ¢alypce parts in
our 3-D printers. Our family of proprietary VisiJematerials is ideal for study models and form, fitldunction
engineering studies. We also have specialty Viéideaterials for direct casting applications, speaificfor jewelry
custom manufacturing and various dental applicatiorcluding wax-ups for crown and bridge work2B08 we
launched a new family of VisiJ&wax materials and special dissolvable support rizdsefor direct casting
applications such as custom jewelry manufacturimdy@asting and micro casting applications.

Customer Services

We provide a variety of comprehensive customerisesvand local application and field support on a
worldwide basis for all of our stereolithographydaselective laser sintering systems. For our 3iBtipg systems,
we provide these services and field support eitirexctly or through a network of authorized regsller other
sources. We are continuing to build a reseller nbbafor our line of 3-Dprinters and to train our resellers to perfc
installations and service for those printers. Weehalso entered into arrangements with selectesidmuservice
providers to augment our service capabilities watpect to each of our lines of equipment.

The services and field support that we provideudelinstallation of new systems at the custométes system
warranties, several annual maintenance agreeméons@and a wide variety of hardware upgradesysoé update
and upgrades and performance enhancement packagasdustomers. We also provide services to assist
customers and resellers in developing new appdioatfor our technologies, to facilitate the usewf technology
for the customer’s applications, to train custonwmrshe use of newly acquired systems and to niaiota systems
at the customer’s site.

New SLS®, SLA®and 3-D printer systems are sold with on-site nesiahce support that generally covers a
warranty period ranging from 90 days to one yeae.dfer service contracts that enable our customeecsntinue
maintenance coverage beyond the initial warrantipdeThese service contracts are offered withoreilevels of
support and are priced accordingly. We employ custesupport sales engineers in North America, sevenahtie:
in Europe and in parts of the Asia-Pacific regiorstipport our worldwide customer base. As a keyneig of
warranty and service contract maintenance, ous salgineers provide regularly scheduled prevemtiz@tenance
visits to customer sites. We also provide trairtmgur distributors and resellers to enable thepetdorm these
services.

We distribute spare parts on a worldwide basisutocastomers, primarily from locations in the Ua8d
Europe.

We also offer upgrade kits for certain of our systehat we sell to existing customers to enablmttetake
advantage of new or enhanced system capabilitieseMer, we have discontinued upgrade support faaiceof ou
older legacy systems.

In 2007, in partnership with York Technical Colleges opened a new training center called 3D Systems
University, located adjacent to our Rock Hill fétgil The facility operates as part of York Techhi€allege to train
our employees, customers, students and otherg insih of our systems and technologies. Throughatagonship
with York Technical College, we outsource a largetipn of training in the use and operation of systems that w
previously performed.
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Global Operations

We operate in North America and in seven countridgsurope and the Asia-Pacific region, and distébour
products in those countries as well as in othetspafrthe world. Sales of our products and servizdside of the
U.S. accounted for more than 50% of our consol@le@égenue in each year in the three-year perioédnd
December 31, 2008. In fact, revenue in countrigside of the U.S. accounted for 60.6%, 58.2%, &h8% of
consolidated revenue in the years ended Decemb&088, 2007 and 2006, respectively.

In maintaining foreign operations, our businessxigosed to risks inherent in such operations, diolyithose
of currency fluctuations. Information on currencgleange risk appears in Part 11, Iltem 7A, “Quatitimand
Qualitative Disclosures about Market Risk” and It8nfiFinancial Statements and Supplementary Daifatfiis
Annual Report on Form 10-K, which information i€@nporated herein by reference.

Financial information about geographic areas, idiclg revenue and lonlj+ed assets, appears in Note 21 to
Consolidated Financial Statements in Part Il, I&rfFinancial Statements and Supplementary Datiathis Annual
Report on Form 10-K, which information is incorpié herein by reference.

Marketing and Customers

We sell SLA® and SLSP systems and our related materials and serviceadhrour direct sales organization,
which is supported by our dedicated sales, seasickeapplication engineers worldwide. In certairaaref the world
where we do not operate directly, we have appoisédes agents, resellers and distributors whowtt®ezed to se
on our behalf our SLR and SLS® systems and the materials used in them. Certaimosk agents, resellers and
distributors also provide service to customer$ose geographic areas.

Our 3-D printers and our related materials andisesvare sold worldwide directly and through a reetnof
authorized distributors and resellers who are mediagd directed by a dedicated team of channed ss@agers.

Our sales and marketing strategy focuses on agrated systems approach that is directed to pnoyidi
equipment, materials and services to meet a widgeraf customer needs, including traditional prgiotg,
3-D printing and rapid manufacturing. Our salesapiigation is responsible for the sale of our présion a
worldwide basis and for the management and coatidimaf our growing network of authorized 3-D piirg
resellers and certain of our other systems. Oectlsales force consists of sales persons who thioskighout Nortl
America, Europe and parts of the Asia-Pacific ragiour application engineers provide professioralises
through pre-sales support and assist existing oet®so that they can take advantage of our latatgrials and
techniques to improve part quality and machine petidity. This group also leverages our customenrtacts to hel,
identify new application opportunities that utiliaar proprietary processes. As of December 31, 26008
worldwide sales, application and service staff exird of 141 employees.

Our customers include major companies in a broage®f industries, including manufacturers of audtve,
aerospace, computer, electronic, defense, educatasumer, medical and dental products. Purchasensr
systems include original equipment manufacture®BMs, government agencies and universities thagigdly use
our systems for research activities, and indepdratanice bureaus that provide rapid prototypind an
manufacturing services to their customers for afeesingle customer accounted for more than 10guerof our
consolidated revenue in the year ended Decemb&(0BB,

Production and Supplies

We have outsourced our equipment assembly andbisfument activities to several selected design and
engineering companies and suppliers. These suppligo carry out quality control procedures onsystems prior
to their shipment to customers. As part of theswities, these suppliers have responsibility fosquring the
components and sub-assemblies that are used Bystems. This has reduced our need to procure iotaima
inventories of raw materials, work-in-process apdre parts related to our equipment assembly aimutenance
activities. We purchase finished systems from tlsegpliers pursuant to forecasts
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and customer orders that we supply to them. Whaeotutsource suppliers of our systems have redpbtysfor the
supply chain of the components for the systems #issgmble, the components, parts and sub-asseittialiese
used in our systems are generally available frorersé potential suppliers.

We produce certain materials at our facilities iarM, Switzerland and Rock Hill, South Carolina. \&lso
have arrangements with third parties who blendutospecifications certain of the materials thatsg# under our
own brand names, and as discussed above we pumiha@senaterials from third parties for resale to customers.

Our equipment assembly and blending activitiesaathin of our research and development activities
subject to compliance with applicable federal,estatd local provisions regulating the storage,amgkdischarge of
materials into the environment. We believe thatangein compliance with such regulations as curyanteffect in
all material respects and that continued compliavite them will not have a material adverse eff@ttour capital
expenditures, results of operations or consolidfiteahcial position.

Research and Development

We maintain an ongoing program of research andldpreent to develop new systems and materials taren
our product lines as well as to improve and expghedcapabilities of our systems and related softveaud material:
This includes all significant technology platforravélopments for SL®R, SLS®, 3-D printing and FTI systems a
materials. Our development efforts are augmentedelyglopment arrangements with research institsition
customers, suppliers of material and hardware l@@ds$sembly and design firms that we have engagaessemble
our systems. We also engage third-party engineeongpanies and specialty materials companies icifgpe
development projects from time to time.

Research and development expenses were $15.2mi#ii4.4 million and $14.1 million in 2008, 2007 and
2006, respectively.

In 2008, we have not capitalized any internallyeleped software costs. In 2007 and 2006, we cégsthl
$0.4 million and $0.1 million, respectively, of émhally developed software costs associated wéh/tirlash®
Desktop Modeler. We did not recognize any revemo fthe V-Flasi® Desktop Modeler in any year. See Note 2 to
the Consolidated Financial Statements.

Intellectual Property

At December 31, 2008, we held 406 patents worldwAdehat date, we also had 166 pending patent
applications worldwide.

The principal issued patents covering our stefeadjtaphy processes will expire at varying timesuigh 2022.
The principal issued patents covering our seled#iser sintering processes will expire at varyinges through
2024. The principal issued patents covering outifetl 3-D printing processes expire at varyingdsrthrough
2024. We have also filed a number of patent apfidioa covering inventions contained in our receirityoduced
systems for each of our technology platforms.

We are also a party to various licenses that hadetle effect of broadening the range of the pajguatent
applications and other intellectual property ava#ao us.

We believe that, while our patents and licensesigeous with a competitive advantage, our succepgids
primarily on our marketing, business developmeidt @pplications know-how and on our ongoing research
development efforts. Accordingly, we believe theieation of any of the patents, patent applicationicenses
discussed above would not be material to our basioe financial position.

Competition

Competition for most of our 3-D printing, prototygi and rapid manufacturing systems is based priynami
process know-how, product application know-how thedability to provide a full range of products a®dvices to
meet customer needs. Competition is also based inpomations in 3-D printing, rapid prototyping arapid
manufacturing systems and materials. Accordingly,angoing research and development programs
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are intended to enable us to maintain technolodgealership. Certain of the companies producingpeiing
products or providing competing services are wathklished and may have greater financial resources

Our principal competitors are companies that martufea machines that make, or that use machineskem
models, prototypes, molds and small-volume to nmadiolume manufacturing parts. These include supplté
computer numerically controlled machines and mangieenters, commonly known as CNC, suppliers atits’
molding equipment, including injection-molding epiient, suppliers of traditional machining, milliagd grinding
equipment, and businesses that use such equipmpraduce models, prototypes, molds and small-velton
medium-volume manufacturing parts. These conveatiorachining, plastic molding and metal castindghteégues
continue to be the most common methods by whicstigland metal parts, models, functional prototygred metal
tool inserts are manufactured.

Our competitors also include other suppliers ofestthography, laser sintering and 3-D printingteyns and
materials as well as suppliers of alternative adelinanufacturing solutions such as suppliers afelduDeposition
Modeling or FDM technology and suppliers of vacucasting equipment. Numerous suppliers of theseyaotsd
operate both internationally and regionally, andhynaf them have well-recognized product lines ttahpete with
us in a wide range of our product applications.

We have also entered into licensing or crigsmasing arrangements with various companieséntthited State
and in other countries that enable those compaaieslize our technology in their products or teaible us to use
their technologies in our products. Under certdithese licenses, we are entitled to receive, oameobligated to
pay, royalties for the sale of licensed producthaU.S. or in other countries. The amount of suglalties was not
material to our results of operations or consoéiddtnancial position for the three-year period esh@®ecember 31,
2008.

A number of companies currently sell materials &ititer complement or compete with those we sed, there
are a wide number of suppliers of services forettpgipment that we sell.

We expect future competition to arise both fromdbgelopment of new technologies or techniques not
encompassed by the patents that we own or licémse,the conventional machining, plastic moldingl anetal
casting techniques discussed above, and througluaments to existing technologies, such as CNCratadional
molding.

Employees

At December 31, 2008, we had 331 full-time emplay@éone of these employees is covered by collective
bargaining agreements although some of our empsogetside of the U.S. are subject to local stayjuéonploymen
arrangements. We believe that our relations withepaployees are satisfactory.

Available Information

Our website addresswewvw.3dsystems.corhe information contained on our website is neitheart of, nor
incorporated by reference into, this Annual ReparfForm 10-K. We make available free of chargeugtoour
website our Annual Reports on Form 10-K, Quart&dports on Form 10-Q, Current Reports on Form 8K a
amendments to those reports, as soon as reasqmabticable after we electronically file them witr,furnish then
to, the SEC.

Several of our corporate governance materialsydicy our Code of Conduct, Code of Ethics for Senio
Financial Executives and Directors, Corporate Goaece Guidelines, the current charters of eacheo$tanding
committees of the Board of Directors and our caapmcharter documents and By-Laws, are also avaitabour
website.

Iltem 1A. Risk Factors.

Forward-Looking Statements

Certain statements made in this Annual Report amF®-K that are not statements of historical arent
facts are forward-looking statements within the nieg of the Private Securities Litigation Reform
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Act of 1995. Forward-looking statements includedhationary statements and risk factors set fogtbv as well as
other statements made in this Annual Report on Fdi¥K that may involve known and unknown risks,
uncertainties and other factors that may causaaual results, performance or achievements todienmally
different from historical results or from any fueuresults expressed or implied by such forwardilupktatements.

In addition to the statements set forth below thadlicitly describe risks and uncertainties to whawr busines
and our financial condition and results of opernadiare subject, readers are urged to considenstats in future or
conditional tenses or that include terms such atietes,” “belief,” “expects,” “intends,” “anticiggas” or “plans”
that appear in this Annual Report on Form 10-Kdaibcertain and forward-looking. Forward-lookingtsments
may include comments as to our beliefs and expgentaas to future events and trends affecting asimess.
Forward-looking statements are based upon managd&ncenrent expectations concerning future eventsteends
and are necessarily subject to uncertainties, mémshich are outside of our control. The factorset under the
heading “Cautionary Statements and Risk Facteesforth below, as well as other factors, couldseaactual resul
to differ materially from those reflected or pre@id in forward-looking statements.

Any forward-looking statements are based on managémbeliefs and assumptions, using information
currently available to us. We assume no obligatéord, do not intend, to update these forward-lookiagements.

If one or more of these or other risks or uncett@nmaterialize, or if our underlying assumptipngve to be
incorrect, actual results may vary materially frirose reflected in or suggested by forwbkroking statements. An
forward-looking statement that you read in this AalnReport on Form 10-K reflects our current vievith respect
to future events and is subject to these and oiles, uncertainties and assumptions relating tcoperations,
results of operations, growth strategy and liqyidill subsequent written and oral forward-lookistgtements
attributable to us or to individuals acting on behalf are expressly qualified in their entiretytbig discussion. Yc
should specifically consider the factors identifiedhis Annual Report on Form 10-K, which wouldusa actual
results to differ from those referred to in forwdotking statements.

Cautionary Statements and Risk Factors

The risks and uncertainties described below ar¢h@obnly risks and uncertainties that we face.i\althl risks
and uncertainties not currently known to us or thatcurrently deem not to be material also may immar busines
operations. If any of the following risks actuatlgcur, our business, results of operations andhilad condition
could suffer. In that event, the trading price of oommon stock could decline, and you could Idkergart of youl
investment in our common stock. The risks discugsdow also include forward-looking statements, andactual
results may differ substantially from those disedsis these forward-looking statements.

If we were unable to generate net cash flow fromeogtions or if we were unable to raise additionapital, our
financial condition could be adversely affected.

In 2008, our unrestricted cash and short-term imvests declined by $7.5 million, to $22.2 million a
December 31, 2008 from $29.7 million at December2BD7. During 2008, 2007 and 2006, net cash peavizy
(used in) operations was ($3.5) million, $2.6 roifliand ($8.6) million, respectively. We cannot asswu that we
would generate cash from operations or other pialesdurces to fund future working capital needd areet capital
expenditure requirements.

During 2007 and 2006, we depended heavily on eatdimancings, including the issuance of commortisto
and bank borrowings, to provide us with cash tgsufpour operations. During 2007, we repaid thasekb
borrowings and elected to permit the credit facilinder which we made those borrowings expire atye2009 we
repaid the remainder of our outstanding debt ohbiga for borrowed money. However, we cannot asgatethat
capital would be available from external sourcezhsas bank credit facilities, debt or
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equity financings or other potential sources tadfuture operating costs, debt-service obligatamd capital
requirements.

As a result of current economic conditions, inchgdfurmoil and uncertainty in capital markets, dretarkets
have tightened significantly such that the abil@ybtain new capital has become more challengingnaore
expensive. In addition, several large financiatiiodons worldwide have recently either failedb@®en dependent
upon government assistance to continue to opesageiag concerns. If our ability to generate cédsw from
operations is inadequate to meet our needs, oigngplor addressing such capital constraints irelldit are not
limited to, (i) obtaining a revolving credit fadififrom bank lenders, (ii) accessing the publicizdmnarkets, or
(iii) delaying certain of our existing developmembjects. If it became necessary to access addltaapital it is
likely that such alternatives in the current manketild be on less favorable terms than we haveticsily
obtained, which could have a material adverse itn@aour consolidated financial position, resulk®perations or
cash flows.

The lack of additional capital resulting from amability to generate cash flow from operationsooraise
equity or debt financing could force us to subsgdiytcurtail or cease operations and would, themefhave a
material adverse effect on our business and filmduwsondition. Furthermore, we cannot assure yotighg
necessary funds, if available, would be availabl@tbractive terms or that they would not havegaificantly
dilutive effect on our existing stockholders. Ifrdinancial condition worsens and we become untbktract
additional equity or debt financing or other stgaetransactions, we could become insolvent orobeed to declare
bankruptcy.

We face risks that may arise from financial diffitties experienced by our suppliers, resellers ostamers.
Given the direction and continued weakening ofgludal economy, we face a number of risks, inclgdin

» The risk that customers or resellers to whom weosglproducts and services may face financiaidaliffies
or may become insolvent, which could lead to oability to obtain payment of accounts receivabk th
those customers or resellers may owe;

« The risk that suppliers of raw materials, finisipedducts or components used in the products thatelle
may face financial difficulties or may become ingait, which could lead to disruption in the supply
systems, materials or spare parts to our custol

Global economic, political and social conditions mnaarm our ability to do business, increase our toand
negatively affect our stock price.

The direction and relative strength of the glolmiremy has recently deteriorated significantly thusoftness
in the residential real estate and mortgage marketatility in fuel and other energy costs, diffities in the
financial services sector and credit markets, coiitig geopolitical uncertainties and other macroeoaic factors
affecting spending behavior. Economic growth inltheted States and other countries continues tw,shad may
cause customers to further delay or reduce techpgarchases. These and other macroeconomic fawdran
adverse impact in 2008 on the sales of our prodleading to longer sales cycles, slower adoptiomeav
technologies and increased price competition.

The current global financial crisis affecting thenking system and financial markets and the pdigithat
financial institutions may consolidate or go oubakiness have resulted in a tightening of creditkets, lower
levels of liquidity in many financial markets, aagtreme volatility in fixed income, credit, currgnand equity
markets. These conditions have made it more difftouobtain financing.

There could be a number of follow-on effects frdra tredit crisis on our business, including insobyeof
certain of our key resellers, key suppliers, cartitraanufacturers and customers, and the inabiligustomers,
including resellers, suppliers and contract martufacs to obtain credit financing to finance pusg®of our
products and raw materials used to build thoseuyurisd
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We believe that our future success may depend onatility to deliver products that meet changingctenology
and customer needs.

Our business may be affected by rapid technologitahge, changes in user and customer requireraedts
preferences, frequent new product and servicedntrions embodying new technologies and the emeggehnew
standards and practices, any of which could readeexisting products and proprietary technology systems
obsolete. For that reason, we maintain an ongasagarch and development program that is designietprove ou
existing products and to develop and introduce pesducts that enable us to maintain our technodddéadership.
We believe that to remain competitive we must ¢arglly enhance and improve the functionality aratifees of oL
products, services and technologies. However, tisaagisk that we may not be able to:

« Develop or obtain leading technologies useful inlmusiness

< Enhance our existing produc

« Develop new products and technologies that addnessicreasingly sophisticated and varied needs of
prospective customers, particularly in the aremaferial’ functionality;

» Respond to technological advances and emergingindstandards and practices on a cost-effectide an
timely basis; o

« Recruit and retain key technology employe

We face risks associated with conducting businestsle of the U.S., and, if we do not manage thasks, our
costs may increase, our revenue from operationssag of the U.S. may decline, and we may sufferesth
adverse effects to our results of operations ambficial condition.

More than 50% of our consolidated revenue is ddrfvem customers in countries outside of the UI8er€ are
many risks inherent in business activities outsiffthe U.S. that, unless managed properly, mayradiyeaffect our
profitability, including our ability to collect amumts due from customers. While most of our openatioutside of
the U.S. are conducted in highly developed cousittieey could be adversely affected by:

« Unexpected changes in regulatory requireme

« Export controls, tariffs and other barrie

» Social and political risks

 Fluctuations in currency exchange ra

« Seasonal reductions in business activity in ceraitts of the world, particularly during the summenths

in Europe;

 Limited protection for intellectual property rights some countries

« Difficulties in staffing and managing foreign optoas;

» Taxation;

» Terrorism; anc

 Other factors, depending upon the specific couimtiyhich we conduct busines

In this regard, while the geographic areas outideJ.S. in which we operate are generally not iclemed to
be highly inflationary, these foreign operations sensitive to fluctuations in currency exchangesrarising from,
among other things, certain intercompany transastibat are generally denominated in U.S. dollatiser than the
respective functional currencies. Our operatingltesassets and liabilities are subject to theatfdf foreign
currency translation when the operating resultsthadissets and liabilities of our foreign subsidmare translated
into U.S. dollars in our consolidated financialtstaents. The assets and liabilities of our foreigbsidiaries are
translated from their respective functional curieadnto U.S. dollars based on the translationiratdffect at the er
of the related reporting period. The operating ltesaf our foreign subsidiaries are translated t8.Ulollars based
on the average conversion rate for the relatedgeri
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Moreover, our operations are exposed to marketfrisk changes in interest rates and foreign cugrenc
exchange rates and commodity prices, which mayradiyeaffect our results of operations and finahoddition.
We seek to minimize these risks through regularatpey and financing activities and, when we coesitito be
appropriate, through the use of derivative finahicistruments. We do not purchase, hold or selvdére financial
instruments for trading or speculative purposes.

Our balance sheet contains several categories thmgible assets totaling $51.7 million at Deceml3dr, 2008
that we could be required to write off or write davin the event of the impairment of certain of thesssets
arising from any deterioration in our future perfanance or other circumstances. Such write offs oriter
downs could adversely impact our future earningsdastock price, our ability to obtain financing analdversely
affect our customer relationships.

At December 31, 2008, we had $48.0 million in goldvapitalized on our balance sheet. Statement of
Financial Accounting Standards No. 142, “Goodwilti2Dther Intangible Assets,” (“SFAS No. 142") regsi that
goodwill and some long-lived intangibles be tedt@dmpairment at least annually. In addition, gailtiand
intangible assets are tested for impairment atrdiimes as circumstances warrant, and such testinlgl result in
write-downs of some of our goodwill and long-liviedangibles. Impairment is measured as the exdab& o
carrying value of the goodwill or intangible aseeer the fair value of the underlying asset. A kagtor in
determining whether impairment has occurred igdhegtionship between our market capitalization andbook
value. Accordingly, we may, from time to time, imémpairment charges, which are recorded as operatipenses
when they are incurred and would reduce our n@tmecand adversely affect our operating resultbénperiod in
which they are incurred.

As of December 31, 2008, we had $3.7 million ofeothet intangible assets, consisting of licensaters, and
other intangibles that we amortize over time. Argtenial impairment to any of these items could askig affect
our results of operations and could affect theitigqgrice of our common stock in the period in whibey are
incurred.

For additional information, see Notes 6 and 7 ®n@wnsolidated Financial Statements and “Managément
Discussion and Analysis of Financial Condition &wbults of Operations — Critical Accounting Pol&cand
Significant Estimates —Goodwill and other intangible and long-lived asséts

We may incur substantial costs enforcing or acquig intellectual property rights and defending aganthird-
party claims as a result of litigation or other pceedings.

In connection with the enforcement of our own ileetiual property rights, the acquisition of thirdrty
intellectual property rights or disputes relatedhte validity or alleged infringement of third-paihtellectual
property rights, including patent rights, we haeei, are currently and may in the future be suljectaims,
negotiations or complex, protracted litigation elfgctual property disputes and litigation may bstly and can be
disruptive to our business operations by divertittgntion and energies of management and key teshpgrsonne
and by increasing our costs of doing business.oilin we have successfully defended or resolvedlifigation
and disputes, we may not prevail in any ongoinfuture litigation and disputes.

Third party intellectual property claims assertgdiast us could subject us to significant liakekti require us
enter into royalty and licensing arrangements davorable terms, prevent us from manufacturingaamising
certain of our products, subject us to injuncticestricting our sale of products, cause severeipliEms to our
operations or the markets in which we competeequire us to satisfy indemnification commitmentswaur
customers including contractual provisions undeious license arrangements. In addition we mayrisgnificant
costs in acquiring the necessary third-party iatdillal property rights for use in our products. Afyhese could
seriously harm our business.

A risk exists that we may have to restate our fircéad statements.

In 2007, we restated our financial statementsHerfirst three quarters of 2006 and all of 2005 20@4. While
we believe that the information set forth in thisnial Report on Form 10-K complies with Sectiona) (f the
Securities and Exchange Act of 1934 (the “Secwritied Exchange Act”) and that the
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financial information contained herein fairly pragg in all material aspects, our financial comdiitand results of
operations for the years and periods presente& @ or other authorities may disagree with themaaim which
we reported various matters or we may discovertiaadil information that impacts the information tained
herein. Accordingly, we may be required to restatefinancial statements, to amend our prior f¢ingth the SEC
or to take other actions that we do not currentigtemplate.

If we do not make future filings with the SEC in tmely manner, our stock may be delisted.

In the period from September 30, 2006 through M&Lh2007, we did not file certain periodic repavith the
SEC in a timely manner and received notices froenNASDAQ Stock Market, LLC that we were not in cdiapce
with its rules, which require timely filing of pexdic reports in order to maintain our continuetinig on that
securities exchange. Although these matters weaved favorably to us, future delays in the filioigtimely
periodic reports may negatively affect the listafgour common stock. As a consequence of suchtihgjsf it were
to occur, an investor could find it more diffictdt dispose of, or to obtain quotations as to theepof, our common
stock. Delisting of our common stock could alsateim lower prices per share of our common std@ntwould
otherwise prevail.

We could experience material weaknesses in ouriiné control over financial reporting, which couldmpact
negatively our ability to report our results of opgions and financial condition accurately and in fimely
manner.

As required by Section 404 of the Sarbanes-OxleyoA2002, we have conducted an evaluation of the
effectiveness of our internal control over finahcéporting at December 31, 2008. As of Decembe2B08 we
believe that we have remediated all past materalkmesses but we can provide no assurance thatimiv
experience material weaknesses in the future.

As we have previously disclosed, at December 3Q72hd 2006, material weaknesses existed relaiing t
among other things, our internal controls overiiitial reporting with respect to the oversight aeew of our
inventory costing system and the design and operati certain inventory shipments and recognitibthe related
revenue. We completed a number of remedial actiottee first quarter of 2008 to correct these weslses, and we
believe that no additional remedial efforts areurezg with respect to these weaknesses.

Nevertheless, there is a risk of additional errmsbeing prevented or detected, which could résule
identification of material weaknesses in our ingrcontrols in the future.

We face significant competition in many aspectsoofr business, which could cause our revenue andsgo
profit margins to decline. The competition in oundustry could cause us to reduce sales prices antar
additional marketing or production costs, which clobresult in decreased revenue, increased costs @atticed
margins.

We compete for customers with a wide variety ofdoicers of equipment for models, prototypes, otherd-
dimensional objects and end-use parts as wellatupers of materials and services for this equign&eme of our
existing and potential competitors are researctdegigning, developing and marketing other typesoofpetitive
equipment, materials and services. Many of thesegpetitors have financial, marketing, manufacturitigtribution
and other resources substantially greater than ours

We also expect that future competition may arieenfthe development of allied or related technidoes
equipment and materials that are not encompassedryyatents, from the issuance of patents to abepanies
that may inhibit our ability to develop certain drxts, and from improvements to existing materaald equipment
technologies.

We intend to follow a strategy of continuing protidevelopment to enhance our position to the extent
practicable. We cannot assure you that we willlde g0 maintain our current position in the fieldoontinue to
compete successfully against current and futureceswof competition. If we do not keep pace wittht®logical
change and introduce new products, we may losentevand demand for our products.
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We depend on a single or limited number of supplidor components ansuk-assemblieused in our system
and raw materials used in our materials. If theselationships were to terminate, our business coblkl
disrupted while we locate an alternative suppliexdaour expenses may increase.

We have outsourced the assembly of our systentsrtbparty suppliers, we purchase components and
sub-assemblies for our systems from third-partyBers, and we purchase raw materials that are isedr
materials, as well as certain of those materiatenfthird-party suppliers.

While there are several potential suppliers ofrttagerial components, parts and subassemblies fqeroducts,
we currently choose to use only one or a limitechber of suppliers for several of these componémttyding our

lasers, materials and certain jetting componentis.r€liance on a single or limited number of versdorolves
many risks including:

« Potential shortages of some key compone
» Product performance shortfalls; a

< Reduced control over delivery schedules, manufangurapabilities, quality and cos

If any of our suppliers suffers business disruptisror financial difficulties, or if there is any sigificant change
in the condition of our relationship with the supidr, our cost of goods sold may increase and we rnayinable
to obtain these components from alternative sourcesckly.

While we believe that we can obtain all of the comgnts necessary for our products from other maturfars,
we require any new supplier to become “qualifiedfguant to our internal procedures, which coulaine
evaluation processes of varying duration. We géiydnave our systems assembled based on our intiemezasts
and the supply of raw materials, assemblies, compsrand finished goods from third parties, whighsubject to
various lead times. In addition, certain suppli|@esy decide to discontinue production of an assenaoignponent or
raw material that we use at any time. Any unangitégd change in the source of our supplies, or izipated supply
limitations, could increase production or relatedts and consequently reduce margins.

If our forecasts exceed actual orders, we may lalfe inventories of slow-moving or unusable pastsich
could have an adverse effect on our cash flow,tatufity and results of operations.

We face risks in connection with the outsourcing thfe assembly of our equipment models to selectesigh
and manufacturing companies.

We have engaged selected designh and manufactuimganies to assemble our equipment, including aér S
® SLS®and 3-D printing systems. In carrying out thesesouicing activities, we face a number of risks|udng:

» The risk that the parties that we identify andireta perform assembly activities may not perfomai
satisfactory manne

« The risk of disruption in the supply of system®tw customers if such third parties either faiptaform in a

satisfactory manner or are unable to supply us thighquantity of systems that are needed to meaet th
current customer demand; a

» The risks include the risk of insolvency of theapmiers as well as the risk that we face, as dised above,
in dealing with a limited number of supplie

We rely significantly on enterprise resource techagy systems to operate our business, and any failu

inadequacy, interruption, or security lapse of tr®systems or their related technology could advirsdfect
our ability to effectively operate our business.

Our ability to effectively manage and maintain owentory and internal reports and to ship products

customers and invoice them on a timely basis depsigghificantly on our enterprise resource planrsygtem to
which we make modifications on an ongoing basis.
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If we were to fail to operate this system or toegnimaintain and process records in it correctlihe system
failed to operate effectively or to integrate wattmer systems, or a breach in security of thisesgsiccurred, we
could be subject to delays in product fulfillmentdaeduced efficiency of our operations, we cowdddxuired to
incur significant capital investments to remeditg such failure, problem or breach, and our ghititprepare
timely and accurate financial information coulditmpaired.

Any of these events could have a material advdfset@®n our business, operations, results of dgers.and
financial condition.

We face risks in connection with changes in enengglated expenses.

We and our suppliers depend on various energy ptedin manufacturing processes used to produce our
products. Generally, we acquire products at mgykees and do not use financial instruments to hesigergy
prices. As a result, we are exposed to market rislkdéed to changes in energy prices. In additioamy of the
customers and industries to whom we market ouesystand materials are directly or indirectly depenidipon the
cost and availability of energy resources.

Our business and profitability may be materiallg adversely affected to the extent that our oramustomers’
energy-related expenses increase, both as a oésudther costs of producing, and potentially loywesfit margins
in selling, our products and materials and becaugeased energy costs may cause our customeesay ar reduc
purchases of our systems and materials.

We face risks in connection with the effect of ng@ronouncements by accounting authorities.

From time to time, accounting authorities issue megl¥s and pronouncements that may have advemset&fin
our reported results of operations or financialditon, influence customers’ ability and willingree® make capital
expenditures such as purchases of our systemsyootierwise have material adverse effects on osinless and
profitability.

We face risks in connection with our success in aging and integrating new businesses.

In the past, we have acquired other businesseteahdologies as part of our growth and strategiogl We
may make future acquisitions, and those acquisitrmay be subject to certain risks, including rigla the costs of
such acquisitions may be greater than anticipatedtzat the anticipated benefits of such acquisitimay be
materially delayed or not realized.

The variety of products that we sell could causgrsficant quarterly fluctuations in our gross profimargins,
and those fluctuations in margins could cause fluettions in operating income or loss and net incormenet
loss.

We continuously work to expand and improve our paiafferings, including our systems, materials and
services, the number of geographic areas in whieloperate and the distribution channels we useschrvarious
target product applications and customers. Thigetyaof products, applications and channels invelaegange of
gross profit margins that can cause substantiatepyafluctuations in gross profit and gross praofiargin
depending upon the variety of product shipmenthfaquarter to quarter. We may experience significaatrterly
fluctuations in gross profit margins or operatingame or loss due to the impact of the varietyrofipcts, channels
or geographic areas in which we sell our producisifperiod to period. In some quarters, it is gussihat results
could be below expectations of analysts and investbso, the price of our common stock may betitd or
decline.

We may be subject to product liability claims, whicould result in material expense, diversion of megement
time and attention and damage to our business regiian.

Products as complex as those we offer may contadetected defects or errors when first introduaeaiso
enhancements are released that, despite testengpadiscovered until after the product has bastalled

16




Table of Contents

and used by customers. This could result in delayadket acceptance of the product, claims fromatusts or
others, damage to our reputation and businesguwifisant costs to correct the defect or error.

We attempt to include provisions in our agreemauitis customers that are designed to limit our expeso
potential liability for damages arising from defeor errors in our products. However, the natuckeent of these
limitations vary from customer to customer, théfeet is subject to a variety of legal limitatioras)d it is possible
that these limitations may not be effective assalteof unfavorable judicial decisions or laws eeddn the future.

The sale and support of our products entails #ieaf product liability claims. Any product liakii claim
brought against us, regardless of its merit, coagdilt in material expense, diversion of managertiem and
attention, damage to our business reputation amskcas to fail to retain existing customers oraibtb attract new
customers.

Other factors, many of which are beyond our contrahay cause fluctuations in our operating results.

Our operating results could adversely be affectethb following factors:

» Acceptance and reliability of new products in thaerketplace
» Size and timing of product shipmen
 Fluctuations in the costs of materials and pi

. Currgncy and economic fluctuations in foreign mgsleces and other factors affecting internationedibess
activities;

 Price competition

 Delays in the introduction of new produc

» General worldwide economic conditior

» Changes in the variety of products and services

« Impact of ongoing litigation; an

 Impact of changing technologie

Political and economic events and the uncertaingsulting from them may have a material adverse effen
our market opportunities and operating results.

External factors such as potential terrorist ataelcts of war, geopolitical and social turmoikpidemics and
other similar outbreaks, in many parts of the waddld prevent or hinder our ability to conductibess, increase
our costs and negatively affect our stock price.d3@mple, increased instability may adversely iohplae desire of
employees and customers to travel, the availalality reliability of transportation and the abilityobtain adequate
insurance at reasonable rates and may requireinsuoincreased costs for security measures. Thesertainties
make it difficult for us and our customers to aetaly plan future business activities and may lmadcustomers in
certain countries to delay purchases of our pradact services. More generally, these geopolitszadial and
economic conditions could result in increased viithatn global financial markets and economies. Afe uninsure
for losses and interruptions caused by terrorisits, af war and similar events.

The consequences of terrorism or armed confli@siapredictable, and we may not be able to foregerts
that could have an adverse effect on our markebidppities or our business.

The stockholders’ rights plan adopted by the BoafDirectors in 2008 may inhibit takeovers and may
adversely affect the market price of our commoncdito

Our Board of Directors approved the creation of eries A Preferred Stock and adopted a stockhsSldghts
plan pursuant to which it declared a dividend of @eries A Preferred Stock purchase right for each
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share of our common stock held by stockholdergodmd as of the close of business on December@®@B. Zhe
preferred share purchase rights will also attacimpadditional shares of common stock issued Biéeember 22,
2008. Initially, these rights will not be exercigalnd will trade with the shares of our commorcktdnder the
rights plan, these rights will generally be exeabig only if a person or group acquires or commegcender or
exchange offer for 15 percent or more of our comstogk. If the rights become exercisable, eacht mgh permit
its holder to purchase one one-hundredth of a gfaBeries A Preferred Stock for the exercise poit$55.00 per
right. The rights plan also contains customaryp*fii” and “flip-over” provisions such that if a em or group
acquires beneficial ownership of 15 percent or nodr@ur common stock, each right will permit itdder, other
than the acquiring person or group, to purchaseeshaf our common stock for a price equal to thetieut obtaine:
by dividing $55.00 per right by one-half the thenrent market price of our common stock. In additid, after a
person acquires such ownership, we are later aadjirira merger or similar transaction, each rigititpermit its
holder, other than the acquiring person or grooipurchase shares of the acquiring corporationsksfor a price
equal to the quotient obtained by dividing $55.0 gight by one-half of the then current marketerf the
acquiring company’s common stock, based on the etgmice of the acquiring corporation’s stock ptimisuch
merger.

The stockholders’ rights plan and the associateSA Preferred Stock purchase rights may disgmiea
hostile takeover and prevent our stockholders freoeiving a premium over the prevailing market @fiier the
shares of our common stock.

Various provisions of Delaware law may inhibit chgas in control not approved by our Board of Directcand
may have the effect of depriving our stockholdefsam opportunity to receive a premium over the paging
market price of our common stock in the event of attempted hostile takeover.

One of these Delaware laws prohibits us from engagi a business combination with any interested
stockholder (as defined in the statute) for a pkabthree years from the date that the personrbe@m interested
stockholder, unless certain conditions are met.

Historically, our common stock has been characterizby generally low daily trading volume, and ousramon
stock price has been volatile.

The price of our common stock ranged from $5.9%16.97 per share during 2008.

Factors that may have a significant impact on theket price of our common stock include:

« Our perceived value in the securities mark

« Future announcements concerning developments iaffectir business or those of our competitors, iclg
the receipt or loss of substantial orders for podsit

* Overall trends in the stock mark

* The impact of changes in our results of operations financial condition or our prospects on howawe
perceived in the securities marke

« Changes in recommendations of securities analgst
» Sales or purchases of substantial blocks of s
The number of shares of common stock issuable uplos exercise of outstanding stock options coulduck
your ownership and negatively impact the marketqaifor our common stock.
Approximately 0.9 million shares of common stock&issuable upon the exercise of outstanding stptikns
at December 31, 2008, all of which were then esatie.
Our Board of Directors is authorized to issue up%amillion shares of preferred stock.

The Board of Directors is authorized to issue @asgp to 5 million shares of preferred stock, ofolwtL million
shares were authorized as Series A Preferred StbekBoard of Directors is authorized to issue
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these shares of preferred stock in one or moreetasr series without further action of the stotdtdis and in that
regard to determine the issue price, rights, pesfegs and privileges of any such class or seripsedérred stock
generally without any further vote or action by #teckholders. The rights of the holders of anystautding series
preferred stock may adversely affect the righteadflers of common stock.

Our ability to issue preferred stock gives us téikly concerning possible acquisitions and finargd, but it
could make it more difficult for a third party toguire a majority of our outstanding common stdokaddition, any
preferred stock that is issued may have othersjghtluding economic rights, senior to the comratmtk, which
could have a material adverse effect on the masklee of our common stock.

Item 1B. Unresolved Staff Comments.

On November 30, 2007, the staff of the SEC’s Donsdf Corporation Finance (the “SEC Staff”) isszed
comment letter to us regarding our Form 10-K/Atfe Fiscal Year Ended December 31, 2006 and our
Form 10-Q for the Quarterly Period Ended Septer80e2007. We responded to the SEC Staff's comnmants
February 7, 2008, and the SEC Staff replied witthitawhal comments on March 4, 2008. We responddtdee
additional comments on May 2, 2008 and have redainceadditional comments from the SEC Staff site tlate.
We do not believe that the SEC Staff's commentsvaaterial in nature. However, no assurances cajivea that
we will not receive additional comments from theCS&taff or that the SEC Staff will agree with oss@ssment of
those comments.

Item 2. Properties.
We lease all of our operating facilities, which gemeral purpose facilities.

We occupy an 80,000 square foot headquarters aedneh and development facility in Rock Hill,
South Carolina which we lease pursuant to a legieanent with KDC-Carolina Investments 3, LP. Afterinitial
term ending August 31, 2021, the lease providesitiisthe option to renew the lease for two addilofive-year
terms as well as the right to cause KDC, subjecettain terms and conditions, to expand the lepsethises durin
the term of the lease, in which case the term®ldhse would be extended. The lease is a tripleease and
provides for the payment of base rent of $0.7 oiillannually through 2020, including rent escalation2011 and
2016, and $0.5 million in 2021. Under the termsheflease, we are obligated to pay all taxes, &, utilities an
other operating costs with respect to the leasenhiges. The lease also grants us the right to paecthe leased
premises and undeveloped land surrounding thedgar®enises on terms and conditions described mateplarly
in the lease.

We lease an 11,000 square-foot advanced reseadategelopment facility in Valencia, California. Veso
lease a 9,000 square-foot general-purpose faailifarly, Switzerland at which we blend stereolgnaphy and
printing materials and composites. We also leasews sales and service offices in Texas, Franeemany, the
United Kingdom, Italy, Japan and Hong Kong.

We believe that the facilities described aboveagiequate to meet our needs for the foreseeablefutu

Item 3. Legal Proceedings

On March 14, 2008, DSM Desotech Inc. filed a conmplim an action tittedSM Desotech Inc. v. 3D Systems
Corporationin the United States District Court for the North&istrict of lllinois (Eastern Division) assertirtigat
we engage in anticompetitive behavior with respecesins used in large-frame stereolithographyhimes. The
complaint further asserts that we are infringingrupvo of DSM Desotech’s patents relating to stittemgraphy
machines. We understand that DSM Desotech estirttaetamages associated with its claims to be dess<of
$40 million.

On or about June 6, 2008, we filed a motion to disrthe non-patent causes of action. This motialisimiss
was granted in part and denied in part on Janu@r2@09, with leave granted to DSM Desotech to ahitsn
complaint with respect to the dismissed claims.hafee filed an answer to DSM Desotech’s competitind patent
claims in which we denied the material allegatiohthose claims and asserted various defensesanmderclaims.
In view of the Court’s decision of January 26, 20@8covery is proceeding on

19




Table of Contents

the claims pending in this case. On March 2, 20\ Desotech filed a second amended complaint ichwyh
among other things, it reasserts the claims praWodismissed by the Court’s decision of January?2®9. We
intend to vigorously contest all of the claims aksby DSM Desotech.

We are also involved in various other legal matiecglental to our business. We believe, after atimg with
counsel, that the disposition of these other legatters will not have a material effect on our adigsited results of
operations or consolidated financial position.

Item 4. Submission of Matters to a Vote of Security Holde

No matters were submitted to a vote of securitgéd during the fourth quarter of 2008.

Executive and Other Officers

The information appearing in the table below setthfthe current position or positions held by eatbur
officers and his age as of March 1, 2009. All of officers serve at the pleasure of the Board oé€ors. There are
no family relationships among any of our officerdaectors.

Age as of

Name and Current Positior March 1, 2009

Abraham N. Reichental 52
President and Chief Executive Offic

Charles W. Hull 69
Executive Vice President, Chief Technology Offi

Robert M. Grace, Jr. 62
Vice President, General Counsel and Secre

Damon J. Gregoire 40
Vice President and Chief Financial Offic

Kevin P. McAlea 50

Vice Presiden

We have employed each of the individuals in thedoing table other than Mr. Gregoire for more thiam
years.

Mr. Gregoire joined us on April 25, 2007 as Vicestdent and Chief Financial Officer. Previously wes
employed by Infor Global Solutions, Inc., an inttional software company, as Vice President of kéeasince
2006 with responsibility for its Datastream Systeand Customer Relationship Management division.&fegoire
previously served as Corporate Controller of Dagash Systems Inc., a software company, from 20@biuwas
acquired by Infor Global Solutions, Inc. in Mardbd®. From 2001 to 2005, Mr. Gregoire served asdboreof
Accounting and Financial Analysis of Paymentecl?.Lan international credit card processing company
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PART Il

Item 5. Market for Registran’'s Common Equity, Related Stockholder Matters arsslier Purchases of Equity
Securities.

The following table sets forth, for the periodsigaded, the range of high and low prices of our ram stock,
$0.001 par value, as quoted on the NASDAQ Stoclb@IMarket. Our common stock trades under the symbo
“TDSC.”

Year Period High Low
2007
First Quartel $21.91 $14.2¢
Second Quarte $25.6( $18.1¢€
Third Quartel $26.5( $19.3¢
Fourth Quarte $24.9¢  $14.8:
2008
First Quartel $15.97 $12.5i
Second Quarte $15.9C $ 8.5t
Third Quartel $15.0:  $ 8.2¢%
Fourth Quarte $14.0C $ 5.97

As of February 20, 2009, our outstanding commonksteas held of record by approximately 3&ockholders

Dividends

We do not currently pay, and have not paid, aniddivds on our common stock, and we currently intend
retain any future earnings for use in our businasy.future determination as to the declaratiodiefdends on our
common stock will be made at the discretion ofBloard of Directors and will depend on our earnirgperating
and financial condition, capital requirements atiteofactors deemed relevant by the Board of Dimsctincluding
the applicable requirements of the Delaware Ger@ogboration Law, which provides that dividends pagable
only out of surplus or current net profits.

The payment of dividends on our common stock magebgicted by the provisions of credit agreements
other financing documents that we may enter inttherterms of securities that we may issue frone titime.

Issuer Purchases of Equity Securities

We did not repurchase any of our equity securitigéng the fourth quarter of 2008, except for uneds
restricted stock awards repurchased pursuant t8@4 Incentive Stock Plan. See Note 14 to the Qlatated
Financial Statements.
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Stockholder Performance Graph

The graph below shows, for the five years endeceboer 31, 2008, the cumulative total return on an
investment of $100 assumed to have been made cenidese 31, 2003 in our common stock. For purposéiseof
graph, cumulative total return assumes the reinvest of all dividends. The graph compares suctrmetith that o
comparable investments assumed to have been matie same date in (a) the NASDAQ Composite — Total
Returns Index and (b) the S & P Information Tecbgglindex, which are published Standard & Poor’sket
indices with which we are sometimes compared.

Although total return for the assumed investmentiages the reinvestment of all dividends on Decerbenf
the year in which such dividends were paid, no chgidends were paid on our common stock duringpgods

presented.

Our common stock is quoted on The NASDAQ Stock M#skGlobal Market (trading symbol: TDSC).

COMPARISON OF 5-YEAR CUMULATIVE TOTAL RETURN*
Assumes Initial Investment of $100
December 2008
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* $100 invested 012/31/03in stock or inde-including reinvestment of dividends. Fiscal yeadiag December 3:

12/03 12/04 12/05 12/06 12/07 12/08
3D Systems Corporatic 100.0C | 195.8¢ | 177.3: | 157.1¢ | 152.0¢ | 78.21
NASDAQ Composite 100.0C ] 109.1¢ | 111.47 |[123.0¢ | 140.1: | 84.1:
S & P Information Technolog 100.0C ] 102.5¢ | 103.57 | 112.2¢ | 130.5¢ | 74.2¢
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Iltem 6. Selected Financial Data

The selected consolidated financial data set foetbw for the five years ended December 31, 2008 haen
derived from our historical consolidated finanatdtements. You should read this information togettith
Management’s Discussion and Analysis of Financ@dition and Results of Operations, the notes écstiected
consolidated financial data, and our consolidatealicial statements and the notes thereto for ¢lae gnded

December 31, 2008 included in this Annual ReporForm 10-K.

Consolidated Statement of Operations Datz
Consolidated Revenu

Systems and other produt

Materials

Services

Total

Gross profit
Income (loss) from operatiol
Net income (loss)(2
Series B convertible preferred stock dividend:
Net income (loss) available to common stockholi
Net income (loss) available to common stockhol
per share(1)
Basic
Diluted
Consolidated Balance Sheet Dat¢
Working capital
Total asset
Current portion of long-term debt and capitalized
lease obligation
Long-term debt and capitalized lease obligations
less current portio
Series B convertible preferred stock
Total stockholder equity
Other Data:
Depreciation and amortizatic
Interest expens
Capital expenditures(

Year Ended December 31,

2008 2007 2006(1) 2005(1) 2004(1)
(In thousands, except per share amounts)

$41,32: $58,17¢ $ 46,46 $ 55,137 $ 46,20¢
62,29( 61,96¢ 52,06: 44,64¢ 37,99¢
35,321 36,36¢ 36,29¢ 39,29 41,40:
138,94( 156,51¢ 134,82( 139,07¢ 125,61(
55,96¢ 63,46( 46,25’ 62,16 56,55¢
(5,090) (5,129 (25,697 8,41F 6,06:
(6,159 (6,740  (29,28() 9,40¢ 3,02(
— — 1,41¢ 1,67¢ 1,53¢
(6,159 (6,740 (30,69 7,721 1,48¢

$ (020 $ (039 $ (A7) $ 05 $ o011
$ (020 $ (039 $ (1.79) $ 048 $ 011
$ 35,27¢ $ 40,90¢ $ 17,33t $ 43,80¢ $ 28,54¢
153,00: 167,38! 166,19:- 153,80( 135,02¢
3,28( 3,50¢ 11,918 20C 18C
8,467 8,66: 24,19¢ 26,14¢ 26,44¢
— — — 15,24: 15,19¢
102,23 104,76¢ 69,66¢ 70,21z 55,65¢
6,67¢ 6,97( 6,52¢ 5,92¢ 6,95¢
91¢€ 1,83( 1,64¢ 1,75¢ 2,49(
5,811 94¢€ 10,10( 2,51¢ 781

(1) We restated our financial statements during 2006 r@sult of our identification of errors in thadincial

statements
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The effect of these restatements on our operagisglts for the years ended December 31, 2005 &bl 20
respectively, was as follows (in thousands, expeptshare data

Year Ended December 31, 200
As Previously
Reported Adjustments Restated

Consolidated revent $ 139,67 % (592) $139,07¢
Net income $ 10,08 % 677 $ 9,40¢
Net income (loss) per share available to commocksiaders:
Basic $ 05¢ $ (009 $ 0.5z
Diluted $ 05 $ (005 $ 0.4¢

Year Ended December 31, 2004
As Previously

Reported Adjustments Restated

Consolidated revent $ 12537¢ % 231  $125,61(

Net income $ 2,561 % 45¢ $ 3,02(
Net income per share available to common stockhsi

Basic $ 0.0¢ $ 0.0 $ o011

Diluted $ 0.07 $ 004 $ 0.1

We corrected an error related to the manner in lvhie recorded and maintained goodwill related & th
acquisition in 2001 of our Swiss subsidiary, 3Dt8yss S.A. Neither this error nor its correction laag effect
on net income (loss) reported for any period on@omsolidated Statements of Operations. As a restifie
correction of this error, at December 31, 2006 @onsolidated Balance Sheet reflects an $1,822 ativelnet
increase in goodwill and a corresponding cumulatigeincrease in other comprehensive income (ltaggther
with appropriate adjustments to stockholders’ gquitising from foreign currency translation rethate such
goodwill in each year ended on or before DecemihiePB06. Such net increase in other comprehensoare
(loss) consists of a $574 increase for the yeaeémkcember 31, 2004, a $969 decrease for theeypead
December 31, 2005 and a $498 increase for thegreted December 31, 20(

(2) Our net loss for 2008 included a $1,185 tax berei#ing from the settlement of a tax audit for ylears 2000 t
2005 with a foreign tax authority. This tax settlthreduced 2008 income tax expense by $1,185 asrdm
owing under the settlement were less than amoustsqusly estimated. The settlement enabled usdognize
foreign tax loss carry-forwards, resulting in a $%icrease in our foreign deferred tax asset. Naime in 2005
included a $2,500 nocash benefit arising from the reduction of the atihn allowance that we maintain aga
our deferred income tax assets. In 2006, howeveregorded a $2,500 valuation allowance againstosierre
income tax asset (before giving effect to the bienéfs748 of foreign net deferred income tax asseat we
recognized in 2006) that had the effect of revegrsite 2005 reduction of our valuation allowance assult of
our determination that it was more likely than ti@t we would not be able to utilize this deferiecbme tax
asset to offset anticipated U.S. income. We belibaethese entries were prudent and approprisaedardance
with SFAS No. 109, “Accounting for Income Taxes&eSNotes 2 and 20 to the Consolidated Financial
Statements

(3) On June 8, 2006, all of our then outstanding Sa&i€onvertible Preferred Stock was converted bhdtslers
into 2,639,772 shares of common stock, includin@2@ shares of common stock covering accrued apdidn
dividends to June 8, 2006. As a consequence afdheersion of the Series B Convertible PreferrextiSt
commencing with the third quarter of 2006, we cdageording dividends with respect to the outstagdi
Series B Convertible Preferred Stock that we paichfits original issuance in May 2003 until itslfabnversion
in June 2006. See Note 13 to the Consolidated EiabStatements

(4) Excludes capital lease additiol
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Item 7. Managemen's Discussion and Analysis of Financial Condition drResults of Operation

The following discussion and analysis should bel tegether with the selected consolidated finardddh and
our consolidated financial statements set forttis Annual Report on Form 10-K. Certain statementgained in
this discussion may constitute forward-looking esta¢nts within the meaning of the Private Securltidgation
Reform Act of 1995. These statements involve a remobrisks, uncertainties and other factors tloalad cause
actual results to differ materially from those eetied in forward-looking statements, as discussae rfully in this
Annual Report on Form 10-K. See “Forward-Lookingt8ments” and “Cautionary Statements and Risk [sicio
ltem 1A.

The forward-looking information set forth in thi;mAual Report on Form 10-K is provided as of thes ddtthis
filing, and, except as required by law, we undesta& duty to update that information.

Overview

We design, develop, manufacture, market and seBsdeprinting, rapid prototyping and manufacturing
systems and related products and materials thsteenamplex three-dimensional objects to be prodwtie=ctly
from computer data without tooling, greatly redgrcthe time and cost required to produce prototypesistomized
production parts. Our consolidated revenue is ddriwrimarily from the sale of our systems, the séline related
materials used by the systems to produce solicctshgnd the provision of services to our customers.

Growth strategy

We are continuing to pursue a growth strategyfih@ises on seven strategic initiatives:

» Improving our custome’ bottom line;

» Developing significant product applicatiot

« Expanding our range of customer servit

« Accelerating new product developme

« Optimizing cash flow and supply cha

« Creating a performan-based ethical culture; ai
» Developing people and opportunitit

Improving our customer’s bottom lineWe believe that our success depends on the suotesrr customers.
Understanding our customers’ objectives and buseseshould enable us to quickly incorporate thedds into our
product offerings and to offer them effective sins to their business needs. By offering themagiffe solutions t
their needs, we should be able to provide them gathtions that significantly improve their own fitability.

Developing significant product applicationsVe believe that our ability to focus on indusribat provide
significant growth opportunities enables us to drege the adoption of our business solutions arutdate
significant new applications for a continually erping customer base. By focusing our efforts on $igmificant
addressable opportunities, 3-D printing and Rapahiacturing, we are working to build a businesslehthat can
provide sustained growth. Pursuing these markebrppities also complements our strategy to in@geas a
percent of total revenue, the amount of revenuéevive from materials and other consumables. Oueriads are
used in these systems and provide a recurring tevstneam, which should be less sensitive to agloiconomic
behavior.

Expanding our range of customer servicééle believe that improving our customepsttom line demands tt
creation of new and innovative services designaddet specific customer needs. We are workingteb#sh
faster, simpler business practices designed to makeustomer experience with us easier and friend|
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Accelerating new product development/e believe that our growth depends on our ahiditipring to market
new materials, systems and services through quidkargeted development cycles. Technology andviatian are
at the heart of this initiative. As an industrydesa, we believe that the only sure way to susteivth is through ot
commitment to technological leadership.

Optimizing cash flow and supply chainlVe believe that our profitability, competitiveseand cash flow shou
be enhanced by our ability to optimize our ovemadinufacturing operations and supply chain. Thrahgh
implementation of lean order-to-cash operationspter with selective strategic outsourcing, wevaoeking to
derive tangible operating improvements and to imerour overall return on assets.

Creating a performance-based ethical cultur@/e believe that the success of our strategi@mtiies will
depend on our ability to execute them within treaxfework of a performance-based culture dedicateaetting the
needs of our customers, stockholders and othetitmrscies, supported by a corporate culture thabmmitted to
strong principles of business ethics and compliavitle law. We recognize the need to align our penfance with
our organizational capabilities and practices amdstrategic vision to enable us to grow at the ve¢ expect, to
drive operating improvements at the rate we exaedtto make the progress against targets necdssergate the
necessary alignment.

Developing people and opportunitiedVe believe that our success depends heavilyeskiti and motivation
of our employees and that we must therefore inwetste skills that our employees possess and isetioat we need
to accomplish our strategic initiatives.

As with any growth strategy, there can be no assgrghat we will succeed in accomplishing our sgat
initiatives.

Stockholders’ Rights Plan

In December 2008, our Board of Directors approveddreation of our Series A Preferred Stock, adbpte
stockholder rights plan (the “Rights Plan”) andldesd a dividend of one right for each share of@ammon Stock
held by stockholders of record as of the closeusidess on December 22, 2008. The preferred stachase rights
will also attach to any additional shares of Comr8tock issued after December 22, 2008.

Initially, these rights will not be exercisable anill trade with the shares of our Common Stockdemnthe
Rights Plan, these rights will generally be exexois only if a person or group acquires or commecender or
exchange offer for 15 percent or more of our Comi@tmtk. If the rights become exercisable, eacht righ permit
its holder to purchase from us one one-hundredthsifare of Series A Preferred Stock for the egengrice of
$55.00 per right.

The Rights Plan also contains customary “flip-intddflip-over” provisions such that if a persongnoup
acquires beneficial ownership of 15 percent or nodreur Common Stock, each right will permit itdder, other
than the acquiring person or group, to purchaseesta our Common Stock for a price equal to thetigat
obtained by dividing $55.00 per right by ohalf of the then current market price of our ComnStack. In addition
if, after a person acquires such ownership, weadee acquired in a merger or similar transacteagh right will
permit its holder, other than the acquiring perspgroup, to purchase shares of the acquiring catjpm’s stock fo
a price equal to the quotient obtained by dividha&.00 per right by one-half of the then currentkagprice of the
acquiring company’s Common Stock, based on the etgmice of the acquiring corporation’s stock ptioisuch
merger.

Summary of 2008 Financial Results

As discussed in greater detail below, revenue @82eclined primarily due to lower sales of systemnd
services, which decline was partially offset by theorable effect of foreign currency translati@ur revenue
decreased by 11.2% to $138.9 million in 2008 frdrB&5 million for 2007, which increased from $13Blion in
2006. These results largely reflected the receasjonusiness conditions that continued to deteiéatroughout
2008.
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Our gross profit for 2008 decreased by 11.8% ta@&€llion from $63.5 million in 2007. Our lower @gs
profit for 2008 arose primarily from our lower sgst sales, which resulted in absorption of overlael lower
revenue. Gross profit was also negatively affebtedertain supply chain and third-party logistiesfficiencies,
which resulted in higher cost of goods sold andtamthl freight costs, and by higher warranty co§iar gross
margin percentage remained fairly constant at 40rB2008 compared to 40.5% in 2007.

Our total operating expenses declined by $7.5onilin 2008 from the previous year, reflecting l0B&&A
expenses, partially offset by increased R&D experidée expect our operating expenses for 2009 kinfehe rang:
of $48 million to $54 million.

For 2008, our operating loss was unchanged frorh $filion in 2007. This was primarily due to lowstal
operating expenses, offset by the reduction ingposs margin noted above. We believe that evergthour
operating results did not improve, we reduced @arating costs, demonstrating that the stratediorecthat we
have taken to reshape our organization are takfegte

Our operating loss for 2008 included $8.9 millidmon-cash expenses, which primarily consisted of
depreciation and amortization, stock-based compiensand the provision for bad debts, partiallyseffby the
provision for deferred income taxes; this compaee$i9.5 million of non-cash expenses in 2007.

On February 25, 2009, we received notice that agelst customer in Japan filed for protection unkerCivil
Rehabilitation Act, which we understand to be simib a Chapter 11 filing under the U.S. Bankrug@ogde. We
immediately began assessing the bad debt and Issgiis& arising from this filing. The total receila due to us
from this customer as of February 25 was $1.3 amjlof this amount, $0.8 million related to accaurgiceivable as
of December 31, 2008 that was unpaid as of theafdtee customer’s filing. Accordingly, we incredseur
allowance for doubtful accounts as of Decembe2BD8 based on our best estimate of the ultimateag( loss
associated with the 2008 receivables, based ofatii® as we presently understand them. In thedutr may have
additional adjustments relating to transactiondhis customer that occurred in 2009. The net sdvienpact of
this adjustment on 2008 earnings per share wag $@&0share.

We are taking additional actions to identify andnibar other potential risks associated with ourtooeers.
Customer solvency issues may result in reducedniaguevenue as we balance potential credit résdesnst
revenue opportunities.

A number of actions or events occurred in 2008 earty 2009 that affected our liquidity and our lngla sheet
including the following:

 In December 2008, we sold our Grand Junction fgdidir $5.5 million. We received $3.5 million inslaat
closing together with a $2.0 million five-year nonterest bearing note that is guaranteed by thehaser of
the facility and further secured by certain reagarty.

» We used $2.0 million of the $3.5 million of caslopeeds, together with $1.2 million of pegisting restricte
cash, to fully collateralize the redemption of teeaining $3.1 million of outstanding industriavééopment
bonds.

» With the subsequent redemption of the remaining #8llion of outstanding bonds in January 2009,hage
no outstanding indebtedness for borrowed mo

 Our unrestricted cash and cash equivalents ded&gs$7.5 million to $22.2 million at December 2008
from $29.7 million at December 31, 2007. ¢Liquidity and Capital Resourc— Working capital”

 As discussed below, our working capital decrease$sh6 million from December 31, 2007 to Decembkr 3
2008. Se¢‘Liquidity and Capital Resourc— Working capital” below.

« Among other major components of working capitataants receivable, net of allowances, declined by
$5.9 million from December 31, 2007 to DecemberZ8 primarily reflecting our lower sales in 2008.
Inventory at December 31, 2008 was $1.0 millionvabits December 31, 2007 level, reflecting shomtate
materials and systems inventory purchases, inajupiimchases of V-FlashDesktop Modelers and certain
key components (3-D printers undertaken to support future revenue dppdies.
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Based upon current economic conditions, we expa@9 20 be extremely challenging. It is possible tha may
experience a continued decline in sales duringgloisal recession. In the absence of the histosigade in systems
revenue in the fourth quarter of 2008, we anti@patver growth in integrated systems material rereein 2009.
Softness in demand in key industries we serve, ascutomotive, aerospace and consumer electronggsresult
in a continued decline in revenue from our DireapR Manufacturing Systems during the next sevguatters. In
addition, in connection with our expected comméizadion of our V-Flast® Desktop Modeler in the second qua
of 2009, we expect our earnings per share to bativefy impacted in the range of $0.02 to $0.04gbare for each
of the initial four quarters of commercial activity

Results of Operations for 2008, 2007 and 2006

Table 1 below sets forth revenue and percentagevehue by class of product and service.

Table 1
2008 2007 2006
(Dollars in thousands)
Systems and other produ $ 41,320 29.8% $ 58,17¢ 37.2% $ 46,461 34.5%
Materials 62,29( 44.¢ 61,96¢ 39.¢ 52,06: 38.¢€
Services 35,327 25.4 36,36¢ 23.2 36,29t 26.¢
Totals $138,94( 100.(% $156,51¢ 100.(% $134,82( 100.(%

Consolidated revenue

For 2008, our consolidated revenue decreased 2¢dth $138.9 million in 2008 from $156.5 million 2007,
which increased from $134.8 million in 2006.

The $17.6 million decline in consolidated revenoieZ008 was caused primarily by decreased volume in
systems, partially offset by a favorable effectarkign currency translation. Sales of new prodacis services
introduced in the last three years decreased byt$mBlion to $49.3 million in 2008, representingpgoximately
35.5% of revenue for the year. Lower volume of cane older products continued their downward trien2008 as
expected, and are expected to be replaced by nmugis. Se®roducts and Serviceas Item 1 above.

Large-frame systems (generally defined as systeithssale prices of $0.5 million and above) représén
35.7% of total systems’ revenue for 2008 compapetPt2% in 2007, while sales of small-frame systan
3-D Printers accounted for the remaining 64.3% canmeg to 57.8% in 2007. Revenue from 3-D Printers heped
by the introduction early in 2008 of our Pro2¢8000 3-D Printers and growing demand for our DeRtafessional
Printers.

Revenue from 3-D Printers increased by 51% in 2G8pared to 2007. Additionally, 3-D printer revenue
increased by 64% in the fourth quarter of 2008 carag to the fourth quarter of 2007.

New products and services consist of those produatsservices introduced in the last three caleyears.
Prior to 2008, new products and services were ddfas those introduced since the latter part 08200

In 2007, consolidated revenue increased 16.1% $b84.8 million in 2006.

The $21.7 million increase in consolidated reveimme®007 was caused primarily by higher unit voluofimew
products, the favorable combined effect of price arix and the favorable effect of foreign curreti@nslation.
Sales of new products and services introduced shectatter part of 2003 increased by $19.2 million
$69.8 million in 2007, representing approximately& of revenue for the year. New product volume the
combined effect of price and mix were partiallysaff by lower volume of our core older products@9?2,
continuing its downward trend.

As used in this Management's Discussion and Anglyhe combined effect of changes in product mik an
average selling prices, sometimes referred toias pnd mix effects, relates to changes in revéinaieare not able
to be specifically related to changes in unit vodurAmong these changes are changes in the
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product mix of our materials and our systems adrdra toward smaller, more economical systemshhataffected
our business for the past several years has ceutiand the influence of new systems and matenatsuo operatin
results has grown. Our reporting systems are nafigured to produce more quantitative informatiegarding the
effect of price and mix changes on revenue. Howeverbelieve that changes in product mix, rathantthanges i
average selling prices, are the principal contdbti the price and mix effects that we experierioe2D08, 2007
and 2006.

Systems orders and sales tend to fluctuate onréeglyabasis as a result of a number of factorgluiting the
types of systems ordered by customers, customeptaice of newly-introduced products, the timingmrafduct
orders and shipments, global economic conditiomsflarctuations in foreign currency exchange rafg:
customers generally purchase our systems as cagiiggment items, and their purchasing decisiong maae a
long lead time.

Due to the relatively high list price of certairssyms and the overall low unit volume of systentsssim any
particular period, the acceleration or delay ofensdand shipments of a small number of systems fneenperiod to
another can significantly affect revenue reportadour systems for a particular period. Revenuentep for
systems’ sales in any particular period is alse@&d by revenue recognition rules prescribed Ingigdly accepted
accounting principles.

Backlog has historically not been a significantdaén our business, reflecting our relatively shmoduction
and delivery lead times. We had approximately $dillon of booked orders outstanding at December2RD8, of
which $0.7 million was related to 3-D printers, @fliwhich we expect to ship in 2009, compared tprapimately
$3.1 million and $5.0 million of booked orders dataling at December 31, 2007 and 2006, respectively

Revenue by class of product and service
2008 compared to 2007

Table 2 sets forth our change in revenue by clapsoaluct and service for 2008 compared to 2007:

Table 2
Systems and Othe
Products Materials Services Totals
(Dollars in thousands)
2007 Revenu $58,17¢ 37.2% $61,96¢ 39.€% $36,36¢ 23.2% $156,51¢ 10(%
Change in revenuu
Volume:
Core products and servic (2,090 (3.6 (559 (0.9 33 0.¢ (2,316 (1.5
New products and servic (16,140 (27.7) (883 (1.4 (2,375 (6.5) (19,399 (12.9
Price/Mix 43z 0.7 (159 (0.3 — — 274 0.2
Foreign currency translatic 94z 1€ 1,92: 3.1 1,000 2.7 3,86¢ 2L
Net change (16,85% (29.0 321 0.5 (1,047 (2.9 (17,576 (11.2)
2008 Revenu $ 41,327 29.7% $62,29( 44.£% $35,327 25.4% $138,94(  10C%

As discussed above, on a consolidated basis, refen2008 decreased by 11.2% to $138.9 milliomfro
$156.5 million for 2007. The principal factor leadito this $17.6 million decline in consolidategerue was lower
revenue from systems and services. Revenue fromri@iatwas essentially flat in 2008 compared t07200

These changes in revenue primarily consisted afedses in volume. The favorable effect of foreigrrency
translation partially offset the decrease in rexeeimu2008 while, as shown on Table 3 below, it acted for 25.6%
of the increase in consolidated revenue in 200@. &ffect of foreign currency translation in eachrygrimarily
reflects the effect of changes in the value ofuh®. dollar relative to foreign currencies.
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As set forth in Table 1 and Table 2:

» Revenue from systems and other products decregs&ta® million or 29.0% to $41.3 million for 2008
from $58.2 million for 2007 and decreased to 29df%onsolidated revenue in 2008 from 37.2% in 2(

This decrease was derived primarily from an $18IRam decrease primarily in sales of larframe systems
which we believe is due to overall weak economieditions, partially offset by a $1.0 million posii
impact from foreign currency translation.

* Revenue from materials increased by $0.3 millio.686 to $62.3 million for 2008 from $62.0 millidor
2007, as favorable foreign currency translatiosetfthe lower sales resulting from the recessiobasjness
conditions in 2008. Materials’ revenue increased4®% of consolidated revenue in 2008 from 39.6% i
2007. In 2008, our integrated systems accounted@®s of all materials’ revenue. We believe our gnéted
material strategy is taking hold, evidenced bydbguential quarterly increase in integrated mdtsailes (as
a percentage of total sales) from 22% in the {jtgtrter of 2008 and increasing to 28% in the foqrthrter o
2008.

» Materials revenue volume from our legacy produot$ mew products decreased $0.6 million and
$0.9 million, respectively. The combined effecipodduct mix and average selling prices decreased by
$0.2 million. Foreign currency translation had a%hillion positive impact on materials reven

* Revenue from services declined by $1.0 millionZ6068 compared to 2007 and increased to 25.4% of
consolidated revenue in 2008 from 23.2% in 200léctihg the effect of the decline in revenue froyatems
in 2008.

Declines in volume of new services in 2008 reflddtee impact of lower systems revenue partiallgetfby
$0.3 million increase in legacy services and th® $dillion favorable impact of foreign currencyrisdation

on service revenue.

2007 compared to 2006

As shown in Table 3, the $21.7 million increaseamsolidated revenue in 2007 compared to 2006ctsftbe
effect of an $11.7 million increase in systems nexeand a $9.9 million increase in materials reeeni2007. Sale
of new products and services introduced sinceatterlpart of 2003 increased by $19.2 million t®.8amillion in
2007. Unit sales volume of legacy products declimg&7.5 million in 2007, partially offsetting thiavorable effect
of higher sales of new products and services. Fdlemprice/mix effects increased revenue by $41bomiand
favorable foreign currency translation effects @ased by $5.6 million.

Table 3

2006 Revenu
Change in revenu
Volume:
Core products and servic
New products and servic
Price/Mix
Foreign currency translatic
Net change

2007 Revenu

Systems and
Other Products Materials Services Totals
(Dollars in thousands)

$46,46° 34.5% $52,06: 38.€% $36,29: 26.% $134,82( 10(%

(5.217) (119 1,75¢ 3.4 (4,054 (11.2) (7,506 (5.5)
7.8 14.2

10,60¢ 22.¢ 5,727 11.C 2,83¢ 19,17
4,29¢ 9.2 16¢ 0.3 — — 4,467 3.3
2,018 43 2,25 4.3 1,29C 3.6 5561 4.1

11,71f  25.2 9,907 19.C 74 0.2 21,69¢ 16.1

$58,17¢ 37.2%$61,96¢ 39.€% $36,36¢ 23.2% $156,51¢ 10(%
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As set forth in Table 1 and Table 3:

» Revenue from systems and other products increas&dh7 million or 25.2% to $58.2 million for 20@6m
$46.5 million for 2006 and increased to 37.2% afsmidated revenue in 2007 from 34.5% in 2(

This increase was derived primarily from a $10.8iom increase in sales of our newer systems, the
$4.3 million favorable combined effect of changepioduct mix and average selling prices and a
$2.0 million positive impact from foreign currenggnslation. This was partially offset by a $5.2lion
decline in legacy system sales.

* Revenue from materials continued its double-digfi¢ of growth and increased by $9.9 million or ¢80
$62.0 million for 2007 from $52.1 million for 200®aterials’ revenue increased to 39.6% of constdida
revenue in 2007 from 38.6% in 20(

Materials revenue volume from our legacy produais mew products increased $1.8 million and
$5.7 million, respectively. The combined effecipobduct mix and average selling price increased by
$0.2 million. Foreign currency translation had a3®aillion positive impact on materials revenue.

« Revenue from services was essentially flat for 28@mpared to 2006 and declined to 23.2% of conatd
revenue in 2007 from 26.9% in 2006 reflecting tffeat of the growth in revenue from systems andeamals
in 2007.

Declines in volume of legacy services in 2007 alnecosnpletely offset a $2.8 million increase in new
services and the $1.3 million favorable impactas&fgn currency translation on service revenue.

Revenue by geographic region
2008 compared to 2007

The United States and Europe contributed to ouetdevel of revenue in 2008, while Asia-Pacificeaue
declined by a relatively modest $0.1 million cormgzhto 2007.

Table 4 sets forth the change in revenue by gebgrapea for 2008 compared to 2007:

Table 4
U.S. Europe Asia-Pacific Total
(Dollars in thousands)

2007 Revenu $ 65,50: 41.8% $68,82( 44.(% $22,19¢ 14.2% $156,51¢ 100.(%
Change in revenuu

Volume (11,15¢ (17.0) (9,15%) (13.9 (1,40%) (6.3 (21,719 (13.9

Price/Mix 42C 0. 53¢ 0.8 (682) (3.2) 274 0.2

Foreign currency translatic — — 1,911 2.8 1,95: 8.8 3,86¢ 25

Net change (10,736 (16.4 (6,706 (9.7 (134) (0.6) (17,57¢) (11.2)

2008 Revenu $ 54,766 39.06$62,11¢ 44.7% $22,06( 15.99% $138,94( 100.(%

As shown in Table 4:

* Revenue from U.S. operations decreased by $10liomdr 16.4% in 2008 to $54.8 million from
$65.5 million in 2007 as shown in Table

This decrease was due primarily to lower volumtiagfe-frame system sales, for reasons discussegtabo
compared to that which we experienced in 2007.

* Revenue from operations outside the U.S. decrdas86.8 million or 7.5% to $84.2 million in 200&fn
$91.0 million in 2007 and comprised 60.6% of cortiked revenue in 2008 compared to 58.2% in 2
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Foreign currency translation partially offset oevenue decrease in 2008. Excluding the $3.9 million
favorable effect of foreign currency translatioevenue from operations outside the U.S. would have
decreased 11.8% for 2008 compared to 2007 and vinavle been 59.5% of consolidated revenue for 2008.

« Revenue from European operations decreased byh#iligh or 9.7% to $62.1 million in 2008 from
$68.8 million in 2007. This decrease was due primnés the $9.1 million of lower volume in 2008, pially
offset by the favorable effect of foreign currerianslation and positive price/mix varianc

* Revenue from Asia-Pacific operations decreaseddy &illion or 0.6% to $22.1 million in 2008 from
$22.2 million in 2007. This decrease was causedamly by a $1.4 million decline in volume and a
$0.7 million unfavorable effect of price and mixhieh more than fully offset $2.0 million of favoiab
foreign currency translation in the A-Pacific region

2007 compared to 2006

The components of our $21.7 million increase irereie by geographic region for 2007 are shown inelap
together with the corresponding percentage ofdhahge compared to the level of revenue for theesponding
period of 2006 for that geographic area.

On a consolidated basis, this $21.7 million inces@sulted from $12.8 million of higher unit volume
contributed by the U.S. and Europe, partially dffsea $1.1 million decrease in unit volume in fsa-Pacific
region, $4.5 million of favorable price/mix effeanid the $5.6 million favorable effect of foreigrrmncy translatio

in Europe.
Table 5
U.S. Europe Asia-Pacific Total
(Dollars in thousands)
2006 Revenu $58,64¢ 43.5% $53,88¢ 40.(% $22,29( 16.5% $134,82( 100.(%
Change in revenu
Volume 4,048 6.S 8,731 16.z (1,111 (5.0 11,66¢ 8.7
Price/Mix 2,80¢ 4.¢ 584 11 1,07t 4.E€ 4,467 3.3
Foreign currency translatic — = 5,621 10.4 (60) (0.2) 5561 4.1
Net change 6,85¢ 11.7 14,93¢ 27.7 (96) (0.9 21,69¢ 16.1
2007 Revenu $65,50: 41.8% $68,82( 44.(% $22,19¢ 14.2% $156,51¢ 100.(%

As set forth in Table 5:

* Revenue from U.S. operations increased by $6.9amitlr 11.7% in 2007 to $65.5 million from $58.6llion
in 2006.

This increase was due primarily to higher volumd,da a lesser extent, the favorable combined effec
price and mix and reversed the decline in revemua 1J.S. operations that we experienced in 2006vahn
Table 5.

* Revenue from operations outside the U.S. increbgekl 4.8 million or 19.4% to $91.0 million in 20@dm
$76.2 million in 2006 and comprised 58.1% of corikbd revenue in 2007 compared to 56.5% in 2006.
This increase reflected the effect of the $14.9ionilincrease in European revenue in 2007, paytizfiset by
a $0.1 million decrease in A-Pacific revenue, continuing a trend that we algueeienced in 200¢

Foreign currency translation, particularly in owr&pean operations, contributed significantly to imvenue
increase in 2007. Excluding the $5.6 million favaleaeffect of foreign currency translation, reverfiam
operations outside the U.S. would have increase2Pd 2or 2007 compared to 2006 and would have been
56.7% of consolidated revenue for 2007.
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» Revenue from European operations increased by $dilién or 27.7% to $68.8 million in 2007 from
$53.9 million in 2006. This increase was due tdhbkigvolume, positive price/mix variances and the
$5.6 million favorable effect of foreign currenggnslation. Foreign currency translation accoufibe®7.6%
of the European revenue increase in 2!

* Revenue from Asia-Pacific operations decreaseddy @illion or 0.4% to $22.2 million in 2007 from
$22.3 million in 2006. This decrease was causedamly by a $1.1 million decline in volume and $0.1
million of unfavorable foreign currency translatittvat more than offset the $1.1 million favorabiieet of
price and mix in the As-Pacific region and reflected a similar trend thatexperienced in 200

Costs and margins
Our gross profit declined in 2008 after having @ased in 2007 compared with 2006.

Table 6 sets forth gross profit, both in dollargl @as a percentage of revenue, for 2008 compar2ddd and

2006:
Table 6
Year Ended December 31
2008 2007 2006
Gross % Gross % Gross %
Profit Revenue Profit Revenue Profit Revenue
(Dollars in thousands)
Systems $ 8,37 20.2% $16,03¢ 27.6% $ 8,91t 19.2%
Materials 39,26¢ 63.C 38,47¢ 62.1 30,38: 58.4
Services 8,33( 23.€ 8,94¢ 24.¢€ 6,961 19.2
Total $55,96¢ 40.2% $63,46( 40.5% $46,25" 34.5%

On a consolidated basis, gross profit for 2008 elexed by $7.5 million to $56.0 million from $63.8lion for
2007 primarily as a result of lower system saldsictvresulted in absorption of overhead over lessmue and a
shift in systems revenue toward small-frame systanas3-D printers. Small-frame systems and 3-Dterin
normally generate lower gross profit margins tremgé-frame systems. This decline was partiallyedffsy higher
margins on material sales, which carry the higgesss profit margin of any of our classes of praguc services.
Gross profit was also negatively affected by cartaipply chain and third-party logistics inefficts which
resulted in higher cost of goods sold and addititnegght charges and by higher warranty costs.

Consolidated gross profit margin in 2008 decreasedestly by 0.2 percentage points to 40.3% of regdronr
40.5% of revenue for the 2007 period. Foreign awyeransactions had a $0.4 million positive impaticost of
sales in 2008 and an immaterial effect on cosalgfssin 2007. We took steps in the later part @82® mitigate thi
foreign exchange exposure, including moving proiducof certain materials sold in U.S. dollars te thnited
States, and continuing to hedge our currency expdsutems that we acquire or produce in otherengies. See
Item 7A. Quantitative and Qualitative Disclosurbsat Market Risk —Foreign exchange rates

The combined effects of the lower system saleslichtp supply chain costs and 3-D printer inventoogts
impaired our progress toward improving our grogdipmargins.

Systems gross profit declined by 47.8% to $8.4iomlln 2008 from $16.0 million in 2007, while theogs
profit margin fell by 7.3 percentage points in 2Q080.3% of revenue. The decline in gross prafit enargin was
the result of the absorption of fixed costs ovevdosales.

Materials gross profit increased by 2.1% to $39ilian, with the gross profit margin increasing @rcentag
points to 63.0% of revenue from 62.1% in 2007.
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Gross profit for services decreased by 6.9% to 88liBn compared to $8.9 million in 2007, whileetlgross
margin declined by 1.0 percentage point to 23.6%ewoénue. The lower gross profit resulted from Iosades of
services and higher warranty costs associatedthétipremature failure of certain components whiehbelieve wa
corrected in the latter half of 2008.

Cost of sales decreased by 10.8% to $83.0 milhd2008 from $93.1 million in 2007. As a percentafe
consolidated revenue, cost of sales increased.@%8f revenue in 2008 from 59.5% in 2007 afterdasing from
65.7% in 2006.

The decrease in cost of sales in 2008 was due plynh@ lower revenue. The increase in cost of sae2007
was due primarily to our higher volume and the absén 2007 of business disruptions and challeegpsrienced
in 2006.

The $6.4 million increase in cost of sales for pretd in 2007 was primarily the result of the inse& volume
The $1.9 million decrease in cost of sales forisessin 2007 primarily resulted from the absencdisfuptions and
challenges that occurred in 2006.

Primarily reflecting the factors discussed abokie,dombined gross profit margin for systems anceriads for
2007 increased to 45.4% of consolidated producmeg from 39.9% of revenue in 2006.

The improvement in service margins in 2007 was grilyr due to the absence of the disruptions andernges
that occurred in 2006.

Operating expenses

As shown in Table 7, total operating expenses dsect by $7.5 million or 11.0% to $61.1 million 2608
from $68.6 million for 2007 and $71.9 million in@6. The decrease in 2008 was primarily due to IB@&A
expenses, partially offset by higher R&D expenbesh of which are discussed in greater detail be B&&A
expense in 2008 included $0.7 million of severatasts compared to $0.8 million in 2007.

We believe that our cost savings initiatives haaimed traction, as evidenced by sequential declimesir
operating expenses in each of the last five quarfecordingly, we expect our SG&A expenses in 2t0fll into
the range of $38 million to $42 million, and oul0BOR&D expenses to fall into a range of $10 to &iion
without slowing down the rate of planned new prddotroductions.

Table 7
Year Ended December 31
2008 2007 2006
% % %
Amount Revenue¢ Amount Revenue¢ Amount Revenue¢
(Dollars in thousands)
SG&A $45,85¢ 33.(% $54,15¢ 34.6% $51,20:- 38.(%
R&D 15,19¢ 10.¢ 14,43( 9.2 14,09¢ 10.t
Restructuring and related co — — — — 6,64¢€ 4.9
Total $61,05¢ 43.9% $68,58¢ 43.6% $71,94¢ 53.4%

Selling, general, and administrative costs
2008 compared to 2007

Selling, general and administrative expenses deatlby $8.3 million or 15.3% to $45.9 million in Z&om
$54.2 million in 2007 after increasing by $3.0 mifl in 2007 compared to $51.2 million in 2006. Ageacentage ¢
revenue, selling, general and administrative exgemngere 33.0%, 34.6% and 38.0% of consolidatechteve
2008, 2007 and 2006, respectively.
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The $8.3 million decrease in selling, general aththiaistrative expenses in 2008 was primarily due to

* $3.5 million of lower contract labor and consultansts;

$2.3 million decline in incentive and stc-based compensation cos

$1.2 million reduction in accounting fee

$1.0 million of lower sales bonuses and commissi

$0.7 million of reduced occupancy cos

$0.5 million decrease in printing and supply coaty]
 $0.4 million reduction in trav-related expense

Partially offsetting the decline was:

« $0.7 million increase in bad debt expense, inclgdire provision related to a large Japanese custthrae
filed for court protection in February 20(

» $0.6 million of expenses associated with the preslipdisclosed first quarter Audit Committee invgation
of anonymous claims of wrongdoing by certain meralaémanagement, which claims were found to be
baseless

Depreciation and amortization decreased to $6.lfomiin 2008 from $7.0 million in 2007, which inased
from $6.5 million in 2006. The decrease in deprdmmand amortization in 2008 was primarily duedhe absence
amortization for acquired technology, which wadyfamortized during 2007. The increase in deprémieand
amortization in 2007 was primarily due to the inwasnts that we made in our facilities related tor@lbcation to
Rock Hill, infrastructure, the opening of our rapidnufacturing center and product development dhipedin
2006.

2007 compared to 2006
The $3.0 million increase in selling, general adchmistrative expenses in 2007 was primarily due to
+ $2.8 million of higher expenses related to salesragsions and bonuse
* $1.4 million of higher audit fee:

« $0.8 million of higher severance unrelated to olmgation; anc

» $0.9 million of higher depreciation expense reldtethe significant capital expenditures that wedenan
2006 related to our relocation to Rock H

which was partially offset by:

* $1.5 million of lower bad debt expens:

* $1.2 million of lower travel expense

* $1.0 million of lower contract labor expense; ¢

 $0.5 million reduction in employee benefits relateé change in our vacation polic

Research and development expense

Research and development expenses increased byt® £25.2 million in 2008 and by 2.4% to $14.4 roitlin
2007 from $14.1 million in 2006. In 2008, 2007 &8D6, these expenses included, among other prpexts
associated with the development of our PrédatD printers, iPrd" SLA ® systems, sPri* SLS® system and the
V-Flash® 3-D Desktop Modeler and other new product developmetitities, including the other new products t
we introduced this year.
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Restructuring and related cos

We did not incur any restructuring and related €as2008 and 2007. In connection with our relarato Rocl
Hill, South Carolina, we incurred $6.6 million absts in 2006 primarily consisting of personnelpeattion and
recruiting costs.

Income (loss) from operations

Our operating loss remained unchanged at $5.1amilfi 2008 as compared to 2007 as our lower revande
gross profit was offset by our lower level of tobglerating expenses in 2008, all as discussed akéeeeported a
$25.7 million operating loss for 2006. The 2008ragiag loss included $6.6 million of operating lessncurred in
the first three quarters of 2008 that were paytiaffset by $1.5 million of operating income in tfwirth quarter of
2008 as our expense control initiatives began te laa impact.

The following table sets forth operating incomesgpfrom operations by geographic area for 20087 2ihd
2006:
Table 8

2008 2007 2006
(Dollars in thousands)

Income (loss) from operation

United State: $(10,65¢)  $(9,929) $(28,88%)
Germany 1,08( 43C 1,60¢
Other Europ 2,37 1,11C 1,621
Asia-Pacific 1,764 2,12 1,77(
Subtotal (5,439 (6,257) (23,889
Inter-segment eliminatio 34¢ 1,12¢ (1,802
Total $ (5,090 $(5,129 $(25,69)

On a geographic basis:

» Our operating loss from our U.S. operations inadas $10.7 million in 2008 from $9.9 million in @D. We
reported $28.9 million of operating losses in th&.Un 2006

» Our operating income from operations in Europe oupd to $3.5 million in 2008 from $1.5 million i®@7.
We reported $3.2 million of operating income in &@uropean operations in 20(

» Operating income from our Asia-Pacific operatioresv1.8 million in 2008 compared with $2.1 million
2007. The decline is principally a result of thel lokebt provision for our largest Japanese custami2008,
as discussed above. We reported $1.8 million ofaifpegy income in our As-Pacific operations in 200

With respect to the U.S., in 2008 and 2007, thengha in operating loss by geographic area reflaétiedame
factors relating to our consolidated operating kbsd are discussed above. As most of our opesataiside of the
U.S. are conducted through sales and marketingdialies, the changes in operating income in o@ragons
outside of the U.S. in each of 2008, 2007 and 2@866lted primarily from changes in sales volumansfer pricing
and in foreign currency translation.

Interest and other expense, net

Interest and other expense, net, which consistguifynof interest income and interest expense, artexlito
$0.8 million of net expense for 2008, $1.1 milliohnet expense for 2007 and $1.4 million of netenge for 2006.
The 2008 decrease resulted from interest incomergtd by higher average cash balances in 2008 aed
interest expense due to the absence in 2008 oflk@méwings and other outstanding debt that wehdisged in
2007, partially offset by lower interest rates omastments that prevailed in 2008. The 2007
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decrease included interest expense on our bankwimigs and 6% convertible subordinated debentutéshwvere
outstanding for only part of the year during 200&rtially offset by interest income during 2007.

As discussed above, in December 2008, we complleéeslale of our Grand Junction facility for $5.3lioin,
which included $3.5 million of cash (before clositmgsts) and a $2.0 million non-interest bearingneteivable
with a five-year maturity. The carrying value oétfacility was $3.5 million, and after deductingteé closing
costs, we realized an initial gain on the salelo6$nillion.

We discounted this note receivable by approximabélp million to reflect imputed interest, and effhis
amount against the initial gain, reducing the re@hgo $0.6 million. In accordance with SFAS No, 68ccounting
for Sales of Real Estate,” we have recognized o @athe sale of our Grand Junction facility. Tdaerying value
of the long-term receivable, net of the discourntt daferred gain, is recorded in “Other assets, oetthe balance
sheet at December 31, 2008. See Note 5 to the Gdeisol Financial Statements.

We do not currently expect to incur additional leevings during 2009, and consequently expect thatést
and other expense (income), net will not be a ratirctor in our operating results during 2009.

Provisions for income taxes

We recorded $0.3 million, $0.5 million and $2.2linit provisions for income taxes in 2008, 2007 2006,
respectively. In each year, these provisions piiignegflect tax expense associated with income garedoreign
jurisdictions.

Our $0.3 million provision for income taxes in 20@8s reduced by a $1.2 million benefit arising friiva
settlement of a foreign tax audit for the years@@02005. This settlement reduced 2008 incomexgense by
$1.2 million as amounts owing under the settlenagatless than the amounts previously estimatetiéZompany.
The settlement allows us to recognize tax losyeamvards, resulting in a $0.9 million increaseomr foreign
deferred tax asset. The benefit of the favorablesédtlement amounted to $0.05 per share in 2088 N®te 20 to
the Consolidated Financial Statements.

Our $0.5 million provision for income taxes in 20@imarily reflects $0.9 million of tax expense asated
with income taxes in foreign jurisdictions partjadiffset by a $0.4 million reduction at Decembey 3007 in the
valuation allowance maintained with respect toaefierred tax assets for various foreign subsidiarie

A substantial portion of our deferred income taseds results from available net operating lossyefamvards
in the jurisdictions in which we operate. Certafriteese net operating loss carry-forwards for $t8te income tax
purposes began to expire in 2006, and certaineshtill begin to expire in later years for foreignd U.S. federal
income tax purposes. See Note 20 to the Consalidatencial Statements. Our level of U.S. lossesHe years
ended December 31, 2008, 2007 and 2006 may be diasvevidence that we will not be able to utilit@fthese
net operating loss carry-forwards before they expir

Net income (loss); net income (loss) available tovamon stockholders

Our net loss declined by 8.7% in 2008 to $6.2 wrillfrom $6.7 million for 2007. We recorded $29.3lion of
net loss in 2006.

The principal reasons for our lower net loss in&00hich are discussed in more detail above, were:

* The $0.2 million reduction in our income tax praeiss; anc

* The $0.3 million reduction of interest and othepenxse, net
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The principal reasons for our $6.7 million net |éms2007 compared to our $29.3 million net lossZ606
were:

» The $20.6 million reduction in our operating lo

e The $1.7 million reduction in our income tax proerss discussed above, which included in 2006 a
$1.8 million net increase in our valuation allowaraising from the reversal in 2006 of a $2.5 wlli
deferred tax asset; al

* The $0.3 million reduction of interest and othepexse (income), ne

Net loss available to common stockholders for 20@8 $6.2 million and for 2007 was $6.7 million. Thevas
no difference between net loss and net loss avaitalthe common stockholders in 2008 and 2007esive had no
preferred stock outstanding and paid no preferreckgdividends during those years. On a per shasespour net
loss per share available to the common stockholfiegned to $0.28 per share in 2008, on both & lzael fully
diluted basis, from a $0.33 per share loss in 28@&. Note 17 to the Consolidated Financial Statésnen

In 2007, net loss available to common stockholdexrs $6.7 million. There was no difference betweenloss
and net loss available to the common stockholae2907 since we had no preferred stock outstaratiigpoaid no
preferred stock dividends during that period. Queashare basis, our net loss per share availalletcommon
stockholders declined to $0.33 per share in 200Gabh a basic and fully diluted basis from a $10&5 per share i
2006.

The dilutive effects of outstanding securities wexeluded from the calculation of diluted income gleare in
2008, 2007 and 2006 as they would have been dativdi, that is, they would have increased netmeger share
or reduced net loss per share. See Note 17 todhedlidated Financial Statements.

Liquidity and Capital Resources

We used $7.5 million of net cash in 2008 and fiakhe year with $22.2 million of unrestricted casimparet
to $29.7 million of unrestricted cash at Decemidgr2d07. This included $3.5 million of cash to fupkerating
activities, consisting of our $6.2 million net I1dss2008 and $6.2 million of cash consumed by heinges in
operating accounts, partially offset by $8.9 milliof non-cash charges that were included in outasst We also
used $2.6 million of cash in investing activitiasd $1.4 million of cash used in financing actestin 2008. See
“Working Capital,” “Cash flow” and “ Outstanding debt and capitalized lease obligatibhslow.

During 2009, we intend to continue to rely upon oarestricted cash and cash flow from operatioraéeet ou
liquidity needs. While we believe that the actitaisen in 2008 to reduce our operating costs, imgEy gross
profit margin and manage working capital shoulddditus in 2009, there can be no assurance in tiesertain
economic times that those actions will be suffitien

We have not replaced the revolving credit facilityich we repaid and allowed to expire in the thjtcarter of
2007. Following the redemption of our remainingstamding industrial development bonds in Januafg2@e had
no outstanding debt for borrowed money, and ourggual contractual commitments consist of the edpitases on
our Rock Hill facility, which are discussed in greradetail below.

Working capital

Our net working capital decreased by $5.6 millior$85.3 million at December 31, 2008 from $40.9iomil at
December 31, 2007. Table 9 provides a summaryeofigh changes in working capital items from Decem3lie
2007 to December 31, 2008.
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Table 9
Increase
(Decrease
(Dollars in
thousands
Working capital at December 31, 20 $ 40,90¢
Changes in current asse
Cash and cash equivalel (7,525)
Accounts receivable, net of allowanc (5,949
Inventories, net of reservi 977
Prepaid expenses and other current a: (2,719
Deferred income tax ass¢ 243
Restricted cas 2,10¢
Assets held for sal (3,459
Total current asse (16,319
Changes in current liabilitie
Current portion of lon-term debt (240
Current portion of capitalized lease obligat 14
Accounts payabl (3,579
Accrued liabilities (4,19))
Customer deposi (401
Deferred revenu (2,299
Total current liabilities (10,69)
Net change in working capit (5,627
Working capital at December 31, 20 $ 35,27¢

Our unrestricted cash and cash equivalents dec&gs$7.5 million to $22.2 million at December 2008
from $29.7 million at December 31, 2007. This daseeresulted from $3.5 million of cash used in afyeg
activities, $2.6 million of cash used in investexgivities and $1.4 million of cash used in finargractivities.

Accounts receivable, net decreased by $5.9 mitdo25.2 million at December 31, 2008 from $31.1liom at
December 31, 2007. This decline was primarily ladttable to lower sales, partially offset by an @&ge in days’
sales outstanding to 66 days at December 31, 206864 days at December 31, 2007. Accounts reckerabre
than 90 days past due increased to 5.9% of gross/ables at December 31, 2008 compared to 5.5§tosk
receivables at December 31, 2007, due to an inetieasccounts over 90 days past due in Europdafhanffset by
a reduction in accounts over 90 days past dueeitts. and Asia-Pacific regions.

Bad debt expense was $0.8 million for 2008; thimant included taking into account the large Japanes
customer who filed for reorganization in Februa®®2. The overall bad debt expense was positivégctdd by our
focus on improving collections. This compares td babt expense of $0.1 million for 2007 and $1.Bioni for
2006. Our allowance for doubtful accounts declitee#2.0 million at December 31, 2008 from $2.1 imillat
December 31, 2007. This decline resulted primdrdyn the write down of uncollectible receivableslanreduction
in receivables over 90 days past due.
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Components of inventories were as follows:

Table 10
2008 2007

(Dollars in thousands)
Raw material $163 $ 83t
Inventory held by assemble 34 197
Work in proces: 14€ 12¢€
Finished goods and parts invent 22,35¢ 21,18¢
Total cosi 24,17« 22,345
Less: reserve (3,156 (2,306
Inventories, ne $21,01¢  $20,04!

Inventories increased by $1.0 million to $21.0 illat December 31, 2008 from $20.0 million at
December 31, 2007. This increase in inventory tedutom short-term materials’ and systems’ invenfmurchases
that we undertook to support future revenue, indggurchases of V-FlashDesktop Modelers and certain key
components to support future production of 3-D terig. In the second half of 2008 inventory reductitans were
put in place, and although we ended 2008 with itawgrievels $1.0 million higher than at the end2607, we
reduced our inventory by $5.1 million since Jun8&0

As shown in Table 10 above, with the outsourcingufstantially all of our equipment assembly and
refurbishment activities, the majority of our int¥ery now consists of finished goods, including paiity systems,
materials and service parts, as our third-partgrabters have taken over supply-chain responsilfdityhe
assembly and refurbishment of systems. As a regalgenerally no longer hold in inventory most pdor systems’
production or refurbishment.

In calculating inventory reserves, which were $8iltion at December 31, 2008 and $2.3 million at
December 31, 2007, we make an assessment of sasdhmat we hold in inventory and that we expeaide over
the expected life cycles of the related systema)wdntory related to the blending of our engindaraterials and
composites and of our ability to sell items that secorded in finished goods inventory.

The components of prepaid expenses and other taseats were:

Table 11
2008 2007
(Dollars in
thousands)
Value added tax‘VAT") and sales tax refun $ 32t $ 67C
Progress payments to assemb — 86¢€
Non-trade receivable 35 1,07¢
Other 1,351 1,81;
Total $1,711 $4,42¢

Our prepaid expenses and other current assetaieddly $2.7 million to $1.7 million at December 2008
from $4.4 million at December 31, 2007. The nomiraeceivables shown in Table 11, the inventory bgl
assemblers shown in Table 10 and a related actialmlity in an amount that corresponds to the bwakie of
inventory held by assemblers included in accruailities on our Consolidated Balance Sheet re¢tathe
accounting for our outsourcing arrangements putsieaBFAS No. 49. The notnade receivables shown in Table
declined by $1.0 million from December 31, 200Tetss than $0.1 million at December 31, 2008 asaltref a
reduction in semi-finished systems and parts thatluird-party assemblers purchased from us to ¢et@phe
assembly of systems for which we had not receiaanent from them at period end. Progress payments t
assemblers decreased by $0.9 million, reflectingrainuing downward trend.
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As discussed elsewhere in this Form 10-K, we dwdGrand Junction facility in late December 2008. A
December 31, 2007 we had $3.5 million of net assdted to that facility recorded on our ConsdkdBalance
Sheet as assets held for sale. At December 31, 20®ecember 31, 2007 we had $3.1 million and 88li®n,
respectively, as a current liability consistinglloé outstanding principal amount of the industiieéelopment bonds
that financed that facility, in anticipation of teale of the facility. These bonds were redeemedimary 2009. See
Notes 5 and 12 to the Consolidated Financial Steutes:

Accounts payable declined by $3.6 million to $1million at December 31, 2008 from $20.7 million at
December 31, 2007. The decline was primarily duewer payables that corresponded to lower cosates in
2008 compared to 2007 and our cost reduction tiviia initiated in the second quarter of 2008.

Customer deposits decreased by $0.4 million frorb $iillion at December 31, 2007 to $1.1 millionaaesult
of the reduction in backlog from December 31, 2@DDecember 31, 2008.

Deferred revenue decreased by $2.3 million to #itillon at December 31, 2008 from $11.7 million at
December 31, 2007 primarily due to a net decreasasintenance contracts, installation, training wadranty
revenue in 2008.

The changes in 2008 that comprise the other conmismé working capital not discussed above aroghen
ordinary course of business.

Differences between the amounts of working cajtiéah changes in the cash flow statement and thaiate®f
balance sheet changes for those items are printaglyesult of foreign currency translation adjusstits.
Cash flow

Table 12 summarizes the cash provided by or usegénating activities, investing activities andafirting
activities, as well as the effect of changes ieifgm currency exchange rates on cash, for 2008;,20Gl 2006 .

Table 12
2008 2007 2006
(Dollars in thousands)

Cash provided by (used in) operating activi $(3,479 $ 2,628 $ (8,55)
Cash used in investing activiti (2,659 (2,205 (11,016
Cash provided by (used in) financing activit (1,439 14,66¢ 9,96¢
Effect of exchange rate changes on ¢ 42 26¢ (399)
Net increase (decrease) in cash and cash equis $(7,52F) $15,35¢ $ (9,999

Cash flow from operations
2008 compared to 2007

For the year ended December 31, 2008, we used$8£ cash in operating activities. This changeash
primarily consisted of our $6.2 million net losde®6.2 million of cash consumed by net changepeérating
accounts, which was partially offset by $8.9 miiliof non-cash items included in our net loss.

The principal changes in non-cash items that feblgraffected operating cash flow included $6.7 iwiillof
depreciation and amortization expense, $1.4 milibstock-based compensation expense and $0.&mdfi bad
debt expense.

Changes in working capital that resulted in a sewfccash included the following:

« A $3.5 million decrease in accounts receivable;

* A $2.6 million decrease in prepaid expenses anerathrrent asset
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Changes in working capital that resulted in a dseash included the following:

* A $2.5 million increase in inventories and invegtorcluded in fixed asset
* A $2.8 million decrease in accounts paya

* A $3.2 million decrease in accrued liabilities; ¢

* A $2.0 million decrease in deferred rever

See “Working capital’ above for a discussion of the reasons for théseges in working capital items.

2007 compared to 2006

We generated $2.6 million of net cash from opeggéictivities for the year ended December 31, 2001
cash flow from operations consisted of $9.5 millafmon-cash items included in our net loss thagt pertially
offset by our $6.7 million net loss and $0.3 mifliof cash used by net changes in operating accounts

The principal changes in non-cash items that fadgraffected operating cash flow included $7.0 ioillof
depreciation and amortization expense and $2.7omitif stock-based compensation expense.

Changes in working capital that resulted in a sewfccash included the following:
» A $5.0 million decrease in accounts receiva

» A $6.1 million decrease in inventories; €

* A $2.0 million decrease in prepaid expenses anerathrrent asset

Changes in working capital that resulted in a dseash included the following:

* A $7.1 million reduction in accounts payable; :
* A $5.0 million reduction in customer depos

Cash flow from investing activities

Net cash used in investing activities in 2008 iasez to $2.7 million from $2.2 million in 2007.2008 this
consisted of $6.1 million related to purchasesropprty and equipment and additions to licensepatent costs,
partially offset by $3.5 million of asset dispogits, principally the sale of the Grand Junctiornilitssc See Note 5 to
the Consolidated Financial Statements.

We used $2.2 million of net cash for investingtitts in 2007 compared to $11.0 million in 2006isT
decrease was primarily due to our lower level gfitzh expenditures in 2007, reflecting the completin 2006 of
the capital projects associated with our Rock fditility and our lower level of capital expenditar@ 2007.

Capital expenditures were $5.8 million in 2008 9@uillion in 2007 and $10.1 million in 2006. Capita
expenditures in 2008 primarily consisted of expamds with tooling and systems associated withnauvly
introduced products, leasehold improvements assatigith our advanced research facility in Valeneiad
evaluation and demonstration equipment which shbaldold in future periods.

We expect our capital expenditures for 2009 to edngtween $1 million and $2 million.

Cash flow from financing activities

Net cash used in financing activities was $1.4ioilin 2008 as opposed to $14.7 million and $10il0an of
cash provided by financing activities in 2007 af@&, respectively. This decrease in 2008 resultadagpily from
the absence of any significant financing activitesl the $2.0 million increase in restricted castduo collateraliz
the redemption of the remaining outstanding indaistievelopment bonds following the sale of ther@lrdunction
facility. Net proceeds from stock option exerciaasl equity
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compensation awards declined to $1.1 million in2068 period from $2.9 million in 2007, primarilgflecting the
smaller number of outstanding stock options ancelooption exercise activity since we discontinueghtjng stock
options in 2004.

For the year ended December 31, 2007, net caslidetyy financing activities increased by $4.7 ioillto
$14.7 million from $10.0 million in 2006. This 20@crease resulted primarily from $20.4 millionraft proceeds,
after deducting issuance costs, of our privategrtent of common stock in June 2007 and $2.9 mitiomet
proceeds from stock option exercises and equitypemsation awards, and it was partially offset byygayment of
$8.2 million of Silicon Valley Bank revolving crediorrowings in July 2007 and $0.4 million of repasnts of
industrial development bonds related to our Gramtttion facility during the year.

Outstanding debt and capitalized lease obligations

At December 31, 2008, total debt and capitalizedéeobligations decreased to $11.7 million from
$12.2 million at December 31, 2007 due to schedpéadanents of principal on our outstanding industria
development bonds and capitalized lease obligations capitalized lease obligations were $8.7 onillat
December 31, 2008 and $8.8 million at Decembe8@y. Our only floating-rate debt obligation at Beter 31,
2008 was the outstanding industrial developmentibaalated to our Grand Junction facility.

Our outstanding debt and capitalized lease obbtigatat December 31, 2008 and December 31, 2007asere

follows:
Table 13
2008 2007
(Dollars in thousands)
Debt:
Industrial development revenue bot $ 3,088 § 3,32¢
Total $ 3,08 $ 3,32t
Capitalized lease obligation
Current portion of capitalized lease obligat 19t 181
Capitalized lease obligation, less current por 8,46 8,66:
Total 8,66: 8,84
Total current portiol 3,28( 3,50¢
Total lon¢-term portion 8,46 8,66:
Total debt and capitalized lease obligati $11,747  $12,16¢

Industrial development bonds

Our Grand Junction, Colorado facility was finantgdndustrial development bonds in the original reggte
principal amount of $4.9 million. At December 3D08 and December 31, 2007, the outstanding prihaipaunt
of these bonds was $3.1 million and $3.3 milli@spectively. Interest on the bonds accrued atiablarrate of
interest and was payable monthly. The interestati2zecember 31, 2008 and December 31, 2007 w8&8%clahd
3.52%, respectively. Principal payments were dusemi-annual installments through August 2016.

In December 2008, we completed the sale of our &damction facility for $5.5 million. The sale peic
exceeded both the $3.5 million of net assets athvttie facility was carried on our balance sheetelsas the
$3.1 million of industrial development bonds thertstanding. Following the sale, we fully collatézatl the
repayment of the industrial development bondsyiticlg interest and other amounts due through thiemgtion
date, with a portion of the cash proceeds of theaad the $1.2 million of restricted cash previpieeld by the
trustee. On December 24, 2008, we provided theinedj35-day notice of our intent to
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redeem the outstanding bonds, in accordance waih tdrms, on January 28, 2009. In January 20@eaining
outstanding bonds of $3.1 million, plus accrued anplaid interest, were redeemed utilizing the ietst cash.

Capitalized lease obligations

Following the redemption of the industrial develaprhbonds discussed above in January 2009, werttave
debt for borrowed money outstanding. Our princgaaitractual commitments consist of capitalizeddeasligation:
of $8.7 million and $8.8 million at December 31080and 2007, respectively.

Our outstanding capitalized lease obligations edlattwo lease agreements that we entered intogl2006
with respect to our Rock Hill facility, one of whicovers the facility itself and the other of whibvers certain
furniture and fixtures that we acquired for uséhia facility. The carrying values of the headquartacility lease
and the furniture and fixture lease at Decembe2B808 and 2007, respectively, were $8.7 million $#8® million.
See Note 22 to the Consolidated Financial Statesnent

Contingencies

On February 8, 2006, we entered into a lease agneewith KDC-Carolina Investments 3, LP pursuant to
which KDC constructed and leased to us an appraeig;&0,000 square foot building in Rock Hill, Sbi@arolina.
Under the terms of this lease, KDC agreed to l&8asduilding to us for an initial 15-year term folling
completion. See Note 22 to the Consolidated Firs8tatements. We took occupancy of the buildingavember
2006.

After its initial term, the lease provides us wiitke option to renew the lease for two additionad{fyear terms
as well as the right to cause KDC, subject to geterms and conditions, to expand the leased @esrduring the
term of the lease, in which case the term of thedevould be extended. The lease is a triple astland provides
for the payment of base rent of approximately $6illion in 2006, $0.7 million annually from 2007rtugh 2020,
including rent escalations in 2011 and 2016, an8 $@llion in 2021. Under the terms of the lease,will be
obligated to pay all taxes, insurance, utilitied ather operating costs with respect to the leasenhises.

The lease also grants us the right to purchaskedised premises and undeveloped land surroundéinigaised
premises on terms and conditions described motepkarly in the lease.

In accordance with SFAS No. 13, “Accounting for kes,” we are considered an owner of the property.
Therefore, as required by SFAS No. 13, as of Deeer@h, 2006, we recorded $8.5 million as buildimgur
consolidated balance sheet with a correspondinigadized lease obligation in the liabilities sectiof the
consolidated balance sheet. We also entered intyaleamendments to the lease in 2006 pursuanhichwamong
other things, we agreed to pay $3.4 million of tbsts incurred and capitalized related to certdditeonal tenant
improvements and change orders. See Note 22 Bdhsolidated Financial Statements.

We lease certain other facilities under non-cardelaperating leases expiring through 2011. Thedsare
generally on a net-rent basis, under which we pagg, maintenance and insurance. We expect |destespire to
be renewed or replaced by leases on other propeRiEntal expense for the years ended Decemb@088, 2007
and 2006 was $1.9 million, $2.7 million and $2.4liom, respectively.

For a discussion of debt commitments at Decembg2@®18, see our discussion above under the heading
“Industrial development bonds.”
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Future contractual payments at December 31, 20®8etrforth in Table 14 below.

Table 14
Year Ending December 31
2009 201(-2011 2012-201% Later Years Total
(Dollars in thousands)

Capitalized lease obligatiol $ 795 $ 1581 $ 1,40z $ 13,700 $17,47¢
Non-cancelable operating leas 1,30¢ 1,53 60¢ — 3,45(
Industrial development bonds( 3,08t — — — 3,08¢

Total $5,18¢ $ 3,11 $ 2,011 $ 13,700 $24,01¢

(1) Includes accrued interest at the 1.28% rate irceffeDecember 31, 2008, and reflects the Januirg@9
prepayment of the remaining outstanding bo

Financial instruments

We conduct business in various countries using thaHunctional currencies of those countries aheérm
currencies to effect cross border transactionsa Aesult, we are subject to the risk that fluctuaiin foreign
exchange rates between the dates that those ttimmsaare entered into and their respective sediigrdates will
result in a foreign exchange gain or loss. Whewtfwable, we endeavor to match assets and liasliti the same
currency on our balance sheet and those of ouidialies in order to reduce these risks. We aldtemwe conside
it to be appropriate, enter into foreign currenoptcacts to hedge exposures arising from thoseaicions. We
have not adopted hedge accounting under SFAS N&.“A8counting for Derivatives and Hedging Actia$i,” as
amended by SFAS No. 137 and SFAS No. 138, and eogjnéze all gains and losses (realized or unredjlirecost
of sales in our Consolidated Statements of Operatio

The dollar equivalent of our foreign currency cants and their related fair values as of Decembe2B08 an
December 31, 2007 were as follows:

Table 15
Foreign Currency
Purchase Contracts
2008 2007
(Dollars in thousands)
Notional amoun $1,68( $2,90¢
Fair value 1,69¢ 2,891
Net unrealized gain (los $ 19 $ (19

At December 31, 2008 and 2007, the notional amofititese contracts at their respective settlematasd
amounted to $1.7 million and $2.9 million, respeely. These contracts related to purchases of toverfrom third
parties. The notional amount of the purchase cotsti@ggregated CHF 1.8 million and CHF 3.3 millimspectivel
(equivalent to $1.7 million and $2.9 million, respeely, at settlement date).

The net fair value of all foreign exchange consadtDecember 31, 2008 and 2007 reflected nomimalalizec
gains at December 31, 2008 and nominal unrealizegkk at December 31, 2007. The foreign currenclyamis
outstanding at December 31, 2008 expired at vatimes between January 5, 2009 and February 18.200

Changes in the fair value of derivatives are reedrid cost of sales in our Consolidated Statemats
Operations. Depending on their fair value at the @inthe reporting period, derivatives are recoreigder in prepai
and other current assets or in accrued liabilitiesur Consolidated Balance Sheets.

The total impact of foreign currency related itesnsour Consolidated Statements of Operations was a
$0.4 million gain for 2008, a nominal gain for 2087d a $0.1 million loss for 2006.
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Stockholder’ equity

Stockholders’ equity decreased by $2.6 million 1022 million at December 31, 2008 from $104.8 inillat
December 31, 2007. This decrease was primariljoatable to the $6.2 million net loss in 2008, kit offset by €
$1.0 million foreign currency translation adjustrhand a $2.5 million increase in additional
paid-in-capital consisting of:

» $1.1 million of net proceeds from stock option exsgs and other equity compensation awards during
2008; anc

+ $1.4 million of stock compensation expense recordesfockholders’ equity in accordance with
SFAS No. 123(R) during 200

Critical Accounting Policies and Significant Estimades

The discussion and analysis of our results of dger®and financial condition set forth in this Armh Report
on Form 10-K is based on our Consolidated Finargfalements, which have been prepared in accordedtite
U.S. generally accepted accounting principles. ifeparation of these financial statements requise® make
critical accounting estimates that directly impat Consolidated Financial Statements and relatadodures.

Critical accounting estimates are estimates thait mve criteria:

» The estimates require that we make assumptiond atatters that are highly uncertain at the time the
estimates are made; a

« There exist different estimates that could reaslyriad used in the current period, or changes iretlienates
used are reasonably likely to occur from periogeadod, both of which would have a material impactour
results of operations or financial conditic

On an ongoing basis, we evaluate our estimatelsidimg those related to stock-based compensatioenue
recognition, the allowance for doubtful accountsoime taxes, inventories, goodwill and other iniialegand long-
lived assets and contingencies. We base our esimaaid assumptions on historical experience anéuaous other
assumptions that we believe are reasonable undirtumstances, the results of which form thesfmimaking
judgments about the carrying values of assetsiahilities that are not readily apparent from otkeurces. Actus
results may differ from these estimates under diffeassumptions or conditions.

The following paragraphs discuss the items thabeleve are the critical accounting policies md&taed by
significant management estimates and judgmentsaljlament has discussed and periodically reviewe ttritscal
accounting policies, the basis for their underly@isgumptions and estimates and the nature of tatededisclosure
herein with the Audit Committee of the Board of &itors.

Revenue recognition

Revenue from the sale of systems and related ptodnd materials is recognized upon shipment onwhe
services are performed, provided that persuasiidepue of a sales arrangement exists, both titlerisk of loss
have passed to the customer and collection is ned$passured. Persuasive evidence of a saleggamamt exists
upon execution of a written sales agreement ogreesi purchase order that constitutes a fixed agalliebinding
commitment between us and the buyer. In instantesewsales are made to an authorized resellesathe criterio
cited above is applied to determine the recognitibrevenue. The reseller’s creditworthiness idwatad prior to
such sale. The reseller takes ownership of théagtlsystems, products or materials and paymermtidependent
upon the reseller’s sale to an end user.

Sales of our systems generally include equipmesftavare license, a warranty on the equipmerititrg and
installation. For revenue with multiple deliverahleve allocate the total amount the customer vayl o the
separate units of accounting based on fair valuenflor-specific objective evidence, as determimethe price
charged for the undelivered items when sold seplgratVe also evaluate the impact
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of undelivered items on the functionality of deligd items for each sales transaction and, whenoppate, defer
revenue on delivered items when that functiondldg been affected. Functionality is determinedetoniet if the
delivered products or services represent a sepaaatdngs process.

Revenue from services is recognized at the tinpedbrmance. We provide end-users with maintenander
a warranty agreement for up to one year and depertion of the revenue from the related systerfes athe time
of sale based on the relative fair value of thaseises. After the initial warranty period, we affeese customers
optional maintenance contracts. Deferred maintemaevenue is recognized ratably, on a stréligletbasis, over tt
period of the contract.

Our systems are sold with licensed software pradilnat are integral to the operation of the systéhfessell
equipment with embedded software to our customidrs.embedded software is not sold separatelynivtis
significant focus of the marketing effort and werdx provide post-contract customer support spetifthe
software or incur significant costs that are wittlie scope of SFAS No. 86. Additionally, the fuootility that the
software provides is marketed as part of the olpratuct. The software embedded in the equipnweimicidental ti
the equipment as a whole such that SOP No. &bftware Revenue Recognitissnot applicable. Sales of these
products are recognized in accordance with SEG Staounting Bulletin (SAB) No. 10Revenue Recognitianc
EITF 00-21,Revenue Arrangements with Multiple Deliverables.

Shipping and handling costs billed to customersfpripment sales are included in product reventiegn
Consolidated Statement of Operations. Costs we ihet are associated with shipping and handliegrasiuded in
product cost of sales in the Consolidated Stateimfe@perations.

Credit is extended, and creditworthiness is deteeahi based on an evaluation of each customer’sdiab
condition. New customers are generally requirecoimplete a credit application and provide refersraoad bank
information to facilitate an analysis of creditwartess. Customers with a favorable profile may ikexeredit terms
based on that profile that differ from our generaldit terms. Creditworthiness is considered, anathgr things, in
evaluating our relationship with customers withtghge balances.

Our terms of sale generally require payment wirto 60 days after shipment of a product althougtalso
recognize that longer payment periods are customasgme countries in which we transact businesgetiuce
credit risk in connection with systems sales, wg,mdapending upon the circumstances, require sogmf deposits
prior to shipment and may retain a security intieirea system sold until fully paid. In some circstiamnces, we may
require payment in full for our products prior td@Ement and may require international customefsrnaish letters
of credit. For services, we either bill customemsaaiime-and-materials basis or sell customerd@eagreements
that are recorded as deferred revenue and prowidealyment in advance on either an annual or qtbgodic basis.

Allowance for doubtful accounts

Our estimate for the allowance for doubtful acceurtated to trade receivables is based on twoadsetiThe
amounts calculated from each of these methodsocaneioed to determine the total amount reserved.

First, we evaluate specific accounts where we lirdfeemation that the customer may have an inabitityneet
our financial obligations (for example, aging o®€rdays past due or bankruptcy). In these caseasseveur
judgment, based on available facts and circumssa@eal record a specific reserve for that cust@agamst
amounts due to reduce the receivable to the anmbanis expected to be collected. These speciserves are
reevaluated and adjusted as additional informatisaceived that impacts the amount reserved.

Second, a reserve is established for all custobased on a range of percentages applied to agiegas.
These percentages are based on historical coleatid write-off experience. If circumstances chafigeexample,
we experience higher-than-expected defaults omanxpected material adverse change in a major caste@bility
to meet its financial obligations to us), the estienof the recoverability of amounts due to us ddnd reduced by a
material amount.
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The Company also provides an allowance accourefarns and discounts. This allowance is evaluated
specific account basis. In addition, the Comparmyisles a general reserve for all customers thag Inav been
specifically identified based on historical expade.

Our allowance for doubtful accounts declined td$8illion at December 31, 2008 from $2.1 million at
December 31, 2007. This change resulted primamdignfthe write down of uncollectible receivables anetduction
in receivables over 90 days past due. We belieateathr allowance for doubtful accounts is a crit@ecounting
estimate because it is susceptible to change gmehdent upon events that may or may not occur anduse the
impact of recognizing additional allowances for bigul accounts may be material to the assets regam our
balance sheet and in our results of operations.

Income taxes

We and our domestic subsidiaries file a consoliflateS. federal income tax return. Our
non-U.S. subsidiaries file income tax returns igithespective local jurisdictions. We provide fiocome taxes on
those portions of our foreign subsidiaries’ accuated earnings that we believe are not reinvestefimitely in
their business.

We account for income taxes under the asset abifitfamethod. Deferred income tax assets and liids are
recognized for the future tax consequences ataiatto differences between the financial staternamying
amounts of existing assets and liabilities andrtfesipective tax bases and tax benefit carry-fataaDeferred
income tax liabilities and assets at the end oheg@riod are determined using enacted tax rates.

We record deferred income tax assets arising fempbrary timing differences between recorded reirite
and taxable net income when and if we believeftitare earnings will be sufficient to realize tlae benefit. We
provide a valuation allowance for those jurisdioiavhere the expiration date of tax benefit caonyvards or the
projected taxable earnings indicate that realipaismot likely.

Under the provisions of SFAS No. 109, “Accounting fncome Taxes,” a valuation allowance is requitete
established or maintained when, based on curraemtijlable information and other factors, it is mbkely than not
that all or a portion of a deferred income tax task not be realized. SFAS No. 109 provides thatimportant
factor in determining whether a deferred incomeasset will be realized is whether there has ba#fitient income
in recent years and whether sufficient income geeted in future years in order to utilize the defé income tax
asset. Based upon our accumulated losses andesuctimtinuing operating losses for years prior@03 we
established and maintain a valuation allowanceragjaur deferred income tax assets.

We believe that our estimate of deferred incomeatsets and our maintenance of a valuation allogvagains
such assets are critical accounting estimates bedaay are subject to, among other things, amatsiof future
taxable income in the U.S. and in other non-U.8juesdictions, which are susceptible to change d@pendent
upon events that may or may not occur, and bedaesenpact of our valuation allowance may be matead the
assets reported on our balance sheet and in altsre$ operations. We intend to continue to assesvaluation
allowance in accordance with the requirements &$SNo. 109.

The determination of our income tax provision impiex because we have operations in numerous tax
jurisdictions outside the U.S. that are subjeaterain risks that ordinarily would not be expedtethe U.S. Ta
regimes in certain jurisdictions are subject towgigant changes, which may be applied on a retreadbasis. If this
were to occur, our tax expense could be materitiffgrent than the amounts reported.

We periodically estimate the probable tax obligagiasing historical experience in tax jurisdictiamsl our
informed judgment. There are inherent uncertaimééeted to the interpretation of tax regulatiomshie jurisdiction:
in which we transact business. The judgments atith@gs made at a point in time may change basdkeon
outcome of tax audits, as well as changes to,rtinéuinterpretations of, regulations. Income tagense is adjusted
in the period in which these events occur, andelaeustments are included in our
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consolidated statements of operations. If such gbsitake place, there is a risk that our effedixerate may
increase or decrease in any period.

Inventories

Inventories are stated at the lower of cost orealizable value, cost being determined predomiyate the
first-in, first-out method. Reserves for inventerare provided based on historical experience ameérmt product
demand. Our inventory reserve was $3.2 million at@&@nber 31, 2008 compared with $2.3 million at Dewer 31,
2007. We evaluate the adequacy of these reseraetegy. Our determination of the allowance foréntory
reserves is subject to change because it is basethnagement’ current estimates of required reserves and pal
adjustments.

We believe that the allowance for inventory obsméege is a critical accounting estimate because it
susceptible to change and dependent upon evemtsittyaor may not occur and because the impactooigrézing
additional obsolescence reserves may be materihétassets reported on our balance sheet and nesults of
operations.

Goodwill and other intangible and long-lived assets

We evaluate long-lived assets other than goodwailiipairment whenever events or changes in cirtamegs
indicate that the carrying value of an asset maypeaecoverable. If the estimated future cashdl@ndiscounted
and without interest charges) from the use of aetaare less than the carrying value, a write-dawould be
recorded to reduce the related asset to its esfthfair value.

The annual impairment testing required by SFAS N2, “Goodwill and Other Intangible Assets,” regsilus
to use our judgment and could require us to writerdthe carrying value of our goodwill and othemimgible asse
in future periods. As required by SFAS No. 142,hage allocated goodwill to identifiable geograpt@porting
units, which are tested for impairment using a st&p process detailed in that statement. See daiad 7 to the
Consolidated Financial Statements. The first stepires comparing the fair value of each reportinig with our
carrying amount, including goodwill. If that faialue exceeds the carrying amount, the second stbp process is
not required to be performed, and no impairmentgdés required to be recorded. If that fair vadioes not exceed
that carrying amount, we must perform the secoap, sthich requires an allocation of the fair vadfi¢he reporting
unit to all assets and liabilities of that unitiahe reporting unit had been acquired in a pusehausiness
combination and the fair value of the reportingtuvas the purchase price. The goodwill resultimgrfrthat
purchase price allocation is then compared to #ngying amount with any excess recorded as an immgait charge

Goodwill set forth on the Consolidated Balance $hseof December 31, 2008 arose from acquisitiansex
out in years prior to December 31, 2003. Goodwiling from the acquisition of DTM Corporation i@@1 was
allocated to geographic reporting units based erptrcentage of SLSsystems then installed by geographic area.
Goodwill arising from other acquisitions was alltezhto geographic reporting units based on geodggajispersion
of the acquired companies’ sales at the time af #eguisition.

Pursuant to the requirements of SFAS No. 142, weequired to perform a valuation of each of oue¢h
geographic reporting units annually, or upon sigaifit changes in our business environment. We adadwur
annual impairment analysis in the fourth quarte2@®8. To determine the fair value of each repgrtinit we
utilized discounted cash flows, using five yearpmfjected unleveraged free cash flows and terniiBil DA
earnings multiples. The discount rates used foattadysis reflected a weighted average cost otaldpased on
industry and capital structure adjusted for eqrigtlk premiums and size risk premiums based on nharke
capitalization. The discounted cash flow valuatises projections of future cash flows and incluaessimptions
concerning future operating performance and econaomnditions and may differ from actual future clisiwvs. We
also considered the current trading multiples ehparable publicly-traded companies and the hisabpdcing
multiples for comparable merger and acquisitiongeations that have occurred in the industry. Uedeh fair
value measurement methodology considered the dhievof each reporting unit exceeded its carryialge,
accordingly, no goodwill impairment adjustments evegcorded for on our Consolidated Balance Sheet.
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The control premium that a third party would beliwg to pay to obtain a controlling interest in 3ystems
Corporation was considered when determining fdue/aln addition, factors such as the performarfammpetitors
were also considered. Management concluded thia thas a reasonable basis for the excess of tineagstl fair
value of the geographic reporting units over itskaacapitalization.

The estimated fair value of the three geograplponting units incorporated judgment and the usestimates
by management. Potential factors requiring assassimeude a further or sustained decline in oocktprice,
variance in results of operations from projecticarg] additional acquisition transactions in theustdy that reflect a
lower control premium. Any of these factors maysmus to re-evaluate goodwill during any quartesubhout the
year. If an impairment charge were to be takergéardwill it would be a nc-cash charge and would not impact our
cash position or cash flows, however such a cheogld have a material impact to equity and theestant of
operations.

There was no goodwill impairment for the fiscal geeanded December 31, 2008, 2007 or 2006.

We performed an analysis of the fair value of Idinge assets in accordance with SFAS No. 144 “Acting
for the Impairment or Disposal of Long-Lived Assétdo impairment loss was recorded for the peripassented.

Determining the fair value of a reporting unit,angible asset or a long-lived asset is judgmemdliavolves
the use of significant estimates and assumptiommhdgement bases its fair value estimates on assuns phat it
believes are reasonable but are uncertain andaubjehanges in market conditions.

Stock-based compensation

Effective January 1, 2006, we adopted SFAS No.RP3Share-Based Payment,” which requires the
recognition of the fair value of share-based corspgan. Under the fair value recognition provisiafis
SFAS No. 123(R), share-based compensation is dstihad the grant date based on the fair valueeo&ttards
expected to vest and recognized as expense raiadiythe requisite service period of the award. [$ete 14 to the
Consolidated Financial Statements.

Contingencies

We account for contingencies in accordance with SE®. 5, “Accounting for Contingencies.” SFAS No. 5
requires that we record an estimated loss fronss&dontingency when information available prioiskuance of oL
financial statements indicates that it is probdhét an asset has been impaired or a liabilitybess incurred at the
date of the financial statements and the amoutiteofoss can be reasonably estimated. Accountingdiatingencie
such as legal matters requires us to use our judgme

Recent Accounting Pronouncements

In September 2006, the Financial Accounting Stasel&oard (“FASB”) issued SFAS No. 157, “Fair Value
Measurements.” SFAS No. 157 introduces a framevi@mrkneasuring fair value and expands required doie
about fair value measurements of assets and tiabiliFor financial assets and liabilities, SFAS No7 is effective
for fiscal years beginning after November 15, 200/8. adopted the standard for those assets antitiegbas of
January 1, 2008, and the impact of adoption wasigoificant. See Note 19 to the Consolidated Firan
Statements.

FASB Staff Position No. 157-2 delayed the effectiate of SFAS No. 157 until fiscal years beginrafigr
November 15, 2008, and interim periods within thiiseal years, for all nonfinancial assets andilitids, except
for items that are recognized or disclosed atfalue in the financial statements on a recurrirgjat least
annually). We are assessing the impact of SFASIN®.on our consolidated financial statements wapect to
these nonfinancial assets and liabilities.

In February 2007, the FASB issued SFAS No. 159¢"“Fhir Value Option for Financial Assets and Firainc
Liabilities, including an amendment of FASB Statetndo. 115,” which became effective January 1, 2008
SFAS No. 159 permits companies to choose to measutain financial assets and financial liabilities
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at fair value. Unrealized gains and losses on itemehich the fair value option has been electedraported in
earnings at each subsequent reporting date. THerimeptation of this standard did not have a mdtaripact on
our consolidated financial position or results pémtions.

In December 2007, the FASB issued SFAS No. 14lideen2007), “Business
Combinations” (“SFAS No. 141R"). SFAS No. 141R pdes revised guidance on how acquirers recognide an
measure the consideration transferred, identifiablets acquired, liabilities assumed, non-coimmplhterests, and
goodwill acquired in a business combination. SFAS NI1R also expands required disclosures surragrttie
nature and financial effects of business combimati®FAS No. 141R is effective, on a prospectivasydor fiscal
years beginning after December 15, 2008. We ametly assessing the impact of SFAS No. 141R ofingscial
statements.

In December 2007, the FASB issued SFAS No. 160ntdatrolling Interests in Consolidated Financial
Statements — an Amendment of ARB No. 51.” SFAS N&f) establishes accounting and reporting standards
ownership interests in subsidiaries held by padtber than the parent, the amount of consolidagtdncome
attributable to the parent and the noncontrollimgriest, changes in a parendwnership interest and the valuatio
retained noncontrolling equity investments whewlasgiary is deconsolidated. SFAS No. 160 alsabdistees
disclosure requirements that clearly identify argdiniguish between the interests of the parentthadnterests of
the noncontrolling owners. SFAS No. 160 is effext@s of the beginning of an entity’s fiscal yeatthegins after
December 15, 2008. We are currently assessingateafial impact of SFAS No. 160 on its financiatstments.

In March 2008, the FASB issued SFAS No. 161, “[usares about Derivative Instruments and Hedging
Activities.” SFAS No. 161 expands disclosures agginot change accounting for derivative instrusiantl
hedging activities. The statement will become difecfor us starting in the first quarter of fisgedar 2009. Becau:
SFAS No. 161 only requires additional disclosune, adoption will not impact our consolidated fin@ahposition,
results of operations or cash flows.

In April, 2008 the FASB issued FSP No. FAS 1423etermination of the Useful Life of Intangible Atsé
FSP 142-3 amends the factors that should be caeslide developing renewal or extension assumptises! to
determine the useful life of a recognized intargiset under SFAS No. 142, “Goodwill and Othearigible
Assets.” The objective of FSP 142-3 is to imprdwe ¢onsistency between the useful life of a recaghintangible
asset under SFAS No. 142 and the period of expeet&ltl flows used to measure the fair value of sisetaunder
SFAS No. 141 (revised 2007). FSP 14applies to all intangible assets, whether acqumeadbusiness combinatic
or otherwise, and is effective, on a prospectivadydor fiscal years beginning after December2l®8. Early
adoption is prohibited. Since this guidance willdpplied prospectively, on adoption, there willfeeimpact to our
current consolidated financial statements

ltem 7A. Quantitative and Qualitative Disclosures about MakRisk

We are exposed to market risk from fluctuationmtaerest rates, foreign currency exchange ratas, an
commodity prices, which may adversely affect owuits of operations and financial condition. Weksteminimize
these risks through regular operating and finanattiyities and, when we consider it to be appudprithrough the
use of derivative financial instruments. We do potchase, hold or sell derivative financial instants for trading
or speculative purposes.

Interest rates

Our exposure to market risk for changes in interatsts relates primarily to our cash and cash invests and
our outstanding industrial development bonds. Wk $e minimize the risk to our cash and cash inaests by
investing cash in excess of our operating needhant-term, high-quality instruments issued by hjigireditworthy
financial institutions, corporations or governmemtsth the amount of cash and cash equivalentdlaating-rate
borrowings that we maintained at December 31, 2808;pothetical 1% or 100 basis point change ieréast rates
would have a $0.2 million effect on our financialsition and results of operations.
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From time to time, we may use derivative finanaiatruments, including interest rate swaps, coltairgptions
to manage our exposure to fluctuations in inter@tsts. At December 31, 2008, we had no such fishimstrument:
outstanding.

The fair value of fixed-rate debt varies with chasdn interest rates. Generally, the fair valuthete fixedrate
instruments will increase as interest rates fall decrease as interest rates rise. The carryingiraisiand estimated
fair values of our financial instruments at Decentki, 2008 were as follows:

Table 16

2008
Carrying Fair
Amount Value
(Dollars in thousands)

Financial asset:

Grand Junction note receival $ 98 $ 98C
Financial liabilities:

Industrial development bon $ 3,088 §$ 3,08t

Capitalized lease obligatiol 8,66 8,85¢
Total debt $11,747  $11,94«

No additional adjustment was necessary to refleefdir value of the Grand Junction note receivail¢he sal
closed in late December, 2008 at which time thee/alf the note was discounted. No adjustment wesssary to
reflect fair value of the industrial developmennbs in 2008 due to the floating-rate nature of ¢hosnds, interest
on which varies weekly. The fair value of the amswutstanding under the capitalized lease obtigatat
December 31, 2008 was determined by evaluatingdhgre and terms of the instrument and considgniagailing
economic and market conditions. The interest rageldo discount the contractual payments assocdthdhe
capitalized lease obligations was 6.76% for 20@# Sote 11 to the Consolidated Financial Statem&uish
estimates are subjective and involve uncertaiiesmatters of significant judgment. Changes inmggions coulc
significantly affect our estimates.

Foreign exchange rates

We transact business globally and are subjecsks associated with fluctuating foreign exchangesraMore
than 50% of our consolidated revenue is derivethfsales outside of the U.S. See “Business — GlOpa&lrations”
above. This revenue is generated primarily fromagbperations of our foreign sales subsidiaries @irttespective
countries and surrounding geographic areas anenisrdinated in each subsidiary’s local functionatency
although certain sales are denominated in otheexaies, including U.S. dollars or Euros, rathantthe local
functional currency. These subsidiaries incur nabsgheir expenses (other than intercompany expgmséiseir loca
functional currency. These currencies include theoEPound Sterling, Swiss Franc and Japanese Yen.

The geographic areas outside the U.S. in whichpegade are generally not considered to be highly
inflationary. Nonetheless, these foreign operatimessensitive to fluctuations in currency excharages arising
from, among other things, certain intercompanydsations that are generally denominated in U.Sadotather
than their respective functional currencies. Owraping results as well as our assets and liadsldire also subject
to the effect of foreign currency translation whikee operating results, assets and liabilities offoreign
subsidiaries are translated into U.S. dollars inamnsolidated financial statements.

The total impact of foreign currency related itemnsour Consolidated Statements of Operations was a
$0.4 million gain for 2008, a nominal gain for 2087d a $0.1 million loss for 2006. The unrealiz&dat of foreign
currency translation in 2008 resulted in a $1.0iamlgain that was recorded in stockholders’ eqagyother
comprehensive income, compared to a $0.4 millian e2007 and a $1.6 million gain in 2006. At Dedeer 31,
2008, a hypothetical change of 10% in foreign currencgh@nge rates would cause an
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$8.4 million change in revenue in our consolidatdement of operations assuming all other varsabiere held
constant.

We and our subsidiaries conduct business in vagoustries using both the functional currenciethote
countries and other currencies to effect crossdrdrdnsactions. As a result, we and our subsaliaie subject to
the risk that fluctuations in foreign exchange sdietween the dates that those transactions aredrihto and their
respective settlement dates will result in a fanedgchange gain or loss. When practicable, we efdéa match
assets and liabilities in the same currency onlb8t balance sheet and those of our subsidiariesdigr to reduce
these risks. We also, when we consider it to beagujate, enter into foreign currency contractbédge exposures
arising from those transactions. We apply SFAS 183, “Accounting for Derivatives and Hedging Acties,” as
amended by SFAS No. 137 and SFAS No. 138, to rgtladerivative instruments on the balance shetgiavalue.
We have not adopted hedge accounting, and all gaidsosses (realized or unrealized) are recognizedst of
sales in the Consolidated Statements of Operations.

The dollar equivalent of our foreign currency cants and their related fair values as of Decembeg2B08 an
2007 was as follows:

Table 17
Foreign Currency

Purchase Contracts

2008 2007
(Dollars in thousands)
Notional amoun $1,68( $2,90¢
Fair value 1,69¢ 2,891
Net unrealized gain (los $ 19 $ (19

At December 31, 2008 and 2007, the notional amofititese contracts at their respective settlematasd
amounted to $1.7 million and $2.9 million, respeelly. These contracts relate to purchases of imvgritom third
parties. The notional amount of the purchase cotstn@lated to purchases aggregated CHF 1.8 maliiehCHF
3.3 million, respectively (equivalent to $1.7 noli and $2.9 million, respectively, at settlemerteda

The net fair value of all foreign exchange consatDecember 31, 2008 reflected nominal unrealjgsas at
December 31, 2008 and nominal unrealized lossBeember 31, 2007. The foreign currency contragtstanding
at December 31, 2008 expired at various times btwanuary 5, 2009 and February 11, 2009.

Changes in the fair value of derivatives are reedrid cost of sales in our Consolidated Statemats
Operations. Depending on their fair value at the @inthe reporting period, derivatives are recoreigder in prepai
and other current assets or in accrued liabilitiesur Consolidated Balance Sheets.

We are exposed to credit risk if the counterpattiesuch transactions are unable to perform thHdigations.
However, we seek to minimize such risk by enteririg transactions with counterparties that aredveld to be
creditworthy financial institutions.

As noted above, we may use derivative financiarimsents, including foreign exchange forward cortsand
foreign currency options, to fix or limit our expoe to currency fluctuations. We do not enter iitoivative
financial instruments for speculative or tradinggmses. The terms of such instruments are genevadlye months
or less. We do not hedge our foreign currency ex@ssin a manner that would entirely eliminatedffects of
changes in foreign exchange rates on our consetidat income or loss.

Commodity prices

We use various commodity raw materials and energglyets in conjunction with our manufacturing preses
Generally, we acquire such components at markeé¢prnd do not use financial instruments to
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hedge commodity prices. As a result, we are exptisathrket risks related to changes in commaodiiyesrof these
components. At December 31, 2008, a hypothetic# tBange in commodity prices for raw materials wiatduse
approximately a $1.0 million change to cost of sateour consolidated statement of operations.

Item 8. Financial Statements and Supplementary Da

Our consolidated financial statements set fortowedn pages F-1 through F-38 are incorporated héngi
reference.

Item 9. Changes in and Disagreements with Accountants orcéenting and Financial Disclosure.

Not applicable.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures (as defineduiergl3a-15(e) and 15d-15(e) under the Securitiebdhge
Act) are controls and other procedures that ariggded to provide reasonable assurance that thenation that we
are required to disclose in the reports that weedil submit under the Securities Exchange Actdended, processe
summarized and reported within the time periodsifipe in the SECS rules and forms, and that such informatic
accumulated and communicated to our managemehiding our Chief Executive Officer and Chief Finzaic
Officer, as appropriate to allow timely decisiorgarding required disclosure.

In connection with the preparation of this AnnuajpRrt, our management, with the participation aof Ghief
Executive Officer and our Chief Financial Officegrried out an evaluation of the effectivenessefdesign and
operation of our disclosure controls and procedasesf December 31, 2008. In making this evaluatom
management considered the material weaknesses intetnal control over financial reporting that disclosed in
prior filings of our periodic reports under SectibB(a) of the Securities Exchange Act and the statuheir
remediation as discussed below. Based on this atiaiy our Chief Executive Officer and Chief Fine®©fficer
concluded that our disclosure controls and procesiuere effective as of December 31, 2008 to peoxédisonable
assurance that our Consolidated Financial Statenirecluded in this Annual Report were preparedcitoadance
with generally accepted accounting principles (“GRRAand present fairly, in all material respects;, financial
position, results of operations and cash flowstlierperiods presented in conformity with GAAP.

Management’s Report on Internal Control over Finangdal Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finahcia
reporting, as such term is defined in Rules 13d&) ¥5(d 15d-15(f) under the Securities Exchange htérnal
control over financial reporting is a process desijunder the supervision of our principal exeeutind principal
financial officers to provide reasonable assurargarding the reliability of financial reportingdithe preparation
of financial statements for external purposes toetance with GAAP.

Our internal control over financial reporting isoported by written policies and procedures thatgieto the
maintenance of records that, in reasonable detlrately and fairly reflect the transactions disghositions of our
assets, provide reasonable assurance that traotsaatie recorded as necessary to permit the ptepacd financial
statements in accordance with GAAP and that owgipéx and expenditures are being made and recoitgdn
accordance with authorizations of our managemethipaovide reasonable assurance regarding the premeanr
timely detection of unauthorized acquisition, useligposition of our assets that could have a risteffect on our
financial statements.

In connection with the preparation of this AnnualpRrt, with the participation of our Chief Execw@ti@fficer
and Chief Financial Officer, we conducted an eviidmeof the effectiveness of our internal contreéofinancial
reporting as of December 31, 2008 based on therieriéstablished in Internal Control —
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Integrated Framework issued by the Committee ohSpiong Organizations of the Treadway Commission
(“COSO0"). Our assessment included an evaluatiah@fdesign of our internal control over financighorting and
testing of the operational effectiveness of ouerinal control over financial reporting. That evaioa also included
an evaluation of the material weaknesses that edqursly disclosed in our Annual Report on FormKLEsr the
year ended December 31, 2007 as well as in filchging 2008 of ouForms 10-Q under Section 13(a) of the
Securities Exchange Act, the actions taken to réstethose material weaknesses which were compligted
September 30. 2008, and the testing of the effeséss of those actions which was completed duhiegjtarter
ended December 31, 2008.

As we have previously disclosed, at December 3Q7 20aterial weaknesses existed relating to ourriate
controls over financial reporting with respecthie bversight and review of our inventory costingteyn and the
design and operation of certain inventory shipmantsrecognition of the related revenue. We comaglatnumber
of remedial actions in the first quarter of 200&torect these weaknesses, and we believe thatditiomal
remedial efforts are required with respect to thesaknesses.

Based on this evaluation, our management has abettlithat the material weaknesses that we previously
disclosed in our 2007 Form 10-K and in other firduring 2008 of our Forms 10-Q under Section 18{#he
Securities Exchange Act have been fully remediedf &cember 31, 2008, and that our internal cooiver
financial reporting was effective as of DecemberZ108.

Because of its inherent limitations, a system tdrimal control over financial reporting can provizidy
reasonable assurance and may not prevent or deiethtements. In addition, projections of any eatibn of
effectiveness to future periods are subject taigies that controls may become inadequate becdud®mages in
conditions and that the degree of compliance vhighpolicies or procedures may deteriorate.

BDO Seidman, LLP, the independent registered pwnamunting firm who audited our consolidated fitiah
statements included in this Form 10-K, has issuegpart on our internal control over financial refptg, which is
included in Item 8 of this Form 10-K.

Changes in Internal Controls over Financial Reportng.

There were no changes in our internal control éwancial reporting (as defined in Rule 13a-15¢fjla
15d-15(f) under the Securities Exchange Act) dutirgquarter ended December 31, 2008 that haveialbte
affected, or are reasonably likely to materiallfeef, our internal control over financial reporting

Item 9A(T). Controls and Procedures

Not applicable.

Item 9B. Other Information.

None.
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PART IlI

Item 10. Directors, Executive Officers and Corporate Goventz.

The balance of the information required in respdonggis Item will be set forth in our Proxy Statemt for our
2009 Annual Meeting of Stockholders under the caysti‘Election of Directors — Information Concerning
Nominees” “Section 16(a) Beneficial Ownership Reporting Qaiance,” “Corporate Governance Matters — Code
of Conduct and Code of Ethics,” “Corporate Goventahlatters — Corporate Governance and Nominating
Committee,” and “Corporate Governance Matters —iAGdmmittee.” Such information is incorporated diarby
reference.

Item 11. Executive Compensatior

The information in response to this Item will bé feeth in our Proxy Statement for our 2009 Annifideting
of Stockholders under the captions “Director Congadion,” “Executive Compensation,” “Corporate Gaaance
Matters — Compensation Committee,” and “Executivenpensation — Compensation Committee Report.” Such
information is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners afhbnagement and Related Stockholder Matt

Except as set forth below, the information requiretesponse to this Item will be set forth in woxy
Statement for our 2009 Annual Meeting of Stockhddender the captiorSecurity Ownership of Certain Benefic
Owners and Management.” Such information is incaafesl herein by reference.

Equity Compensation Plans

The following table summarizes information abow &guity securities authorized for issuance under o
compensation plans as of December 31, 2008. Feserigtion of these plans, please see Note 14eto th
Consolidated Financial Statements.

Number of Securities

Number of Securities Weighted Average Remaining
to be Issued Upon Exercise Price of Available for
Exercise of Outstanding Future Issuance
Outstanding Options, Options, Under Equity
Plan Category Warrants and Rights Warrants and Rights Compensation Plans

(Number of securities in thousands)
Equity compensation plans approved by

stockholder: 54z % 10.3¢ 76¢
Equity compensation plans not approved by

stockholders 344 7.22 —

Total 88 % 9.12 76¢

Item 13. Certain Relationships and Related Transactions abitector Independence

The information required in response to this Iteithlve set forth in our Proxy Statement for our 208nnual
Meeting of Stockholders under the caption “Corpe@bvernance Matters — Director Independence.” Such
information is incorporated herein by reference.

Item 14. Principal Accounting Fees and Service

The information in response to this Item will bé feeth in our Proxy Statement for our 2009 Annifldeting
of Stockholders under the caption “Fees of Indepah&egistered Public Accounting Firm.” Such infatian is
incorporated herein by reference.
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PART IV

Exhibits, Financial Statement Schedule

Exhibits

The following exhibits are included as part of tfiliig and incorporated herein by this referer
Certificate of Incorporation of Registrant. (Incorpted by reference to Exhibit 3.1 to Form 8-Bditn
August 16, 1993, and the amendment thereto, fieBarm -B/A on February 4, 1994

Amendment to Certificate of Incorporation filed bray 23, 1995. (Incorporated by reference to Exhibit
3.2 to Registrar's Registration Statement on Fori-2/A, filed on May 25, 1995.

Certificate of Designation of Rights, Preferenced Rrivileges of Preferred Stock. (Incorporated by
reference to Exhibit 2 to Registr’s Registration Statement on For-A filed on January 8, 1996
Certificate of Designation of the Series B CondetiPreferred Stock, filed with the Secretary @t&of
Delaware on May 2, 2003. (Incorporated by referandexhibit 3.1 to Registrant’s Current Report on
Form &K, filed on May 7, 2003.

Certificate of Elimination of Series A Preferred&k filed with the Secretary of State of Delawarne o
March 4, 2004. (Incorporated by reference to ExI8t8 of Registrant’'s Annual Report on FormHK@er
the year ended December 31, 2003, filed on Mar¢t2064.)

Certificate of Elimination of Series B Preferread& filed with the Secretary of State of Delawane o
June 9, 2006. (Incorporated by reference to ExBiliitof Registrant’s Current Report on Form 8-kedi
on June 9, 2006

Certificate of Amendment of Certificate of Incorption filed with Secretary of State of Delaware on
May 19, 2004. (Incorporated by reference to Ext8bit of the Registrant’s Quarterly Report on Fon 1
Q for the quarterly period ended June 30, 200ddfdn August 5, 2004

Certificate of Amendment of Certificate of Incorption filed with Secretary of State of Delaware on
May 17, 2005. (Incorporated by reference to Ext8bit of the Registrant’s Quarterly Report on Fon 1
Q for the quarterly period ended June 30, 200&dfdn August 1, 2005

Certificate of Designations, Preferences and RighBeries A Preferred Stock, filed with the Seangt

of State of Delaware on December 9, 2008. (Incatgal by reference to Exhibit 3.1 of Registrant’s
Current Report on Forrr-K, filed on December 9, 200¢

Amended and Restated By-Laws. (Incorporated byeafee to Exhibit 3.2 of the Registrant’s Current
Report on Form-K, filed on December 1, 200¢

3D Systems Corporation 1996 Stock Incentive Plartofporated by reference to Appendix A to
Registrar’s Definitive Proxy Statement filed on March 30, 20(

Form of Incentive Stock Option Contract for Exeeas pursuant to the 1996 Stock Incentive Plan.
(Incorporated by reference to Exhibit 4.6 of Regist's Annual Report on Form 10-K for the year ehde
December 31, 2000, filed on March 16, 20(

Form of Non-Statutory Stock Option Contract for Exeves pursuant to the 1996 Stock Incentive Plan.
(Incorporated by reference to Exhibit 4.7 of Regist's Annual Report on Form 10-K for the year ehde
December 31, 2000, filed on March 16, 20(

Form of Employee Incentive Stock Option Contraatspant to the 1996 Stock Incentive Plan.
(Incorporated by reference to Exhibit 4.8 of Regist's Annual Report on Form 10-K for the year ehde
December 31, 1999, filed on March 30, 20(

Form of Employee Non-Statutory Stock Option Cortragsuant to the 1996 Stock Incentive Plan.
(Incorporated by reference to Exhibit 4.9 of Regist's Annual Report on Form 10-K for the year ehde
December 31, 1999, filed on March 30, 20(

3D Systems Corporation 1996 Non-Employee DirectStetk Option Plan. (Incorporated by referenc
Appendix B to Registra’s Definitive Proxy Statement filed on March 30, 20(

Form of Director Option Contract pursuant to th®@@®lon-Employee Director Stock Option Plan.
(Incorporated by reference to Exhibit 4.5 of Regist's Annual Report on Form 10-K for the year ehde
December 31, 1999, filed on March 30, 20(
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104
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Exhibits

3D Systems Corporation 2001 Stock Option Plan.ofiperated by reference to Exhibit 10.1 to
Registrar’s Registration Statement on Fori-8 filed on June 11, 2001

2004 Incentive Stock Plan of 3D Systems Corporafiimtorporated by reference to Exhibit 4.1 to the
Registrar's Registration Statement on Fori-8, filed on May 19, 2004

Form of Restricted Stock Purchase Agreement forlByegs. (Incorporated by reference to Exhibit 4.2
to the Registra’s Registration Statement on Fort-8, filed on May 19, 2004

Form of Restricted Stock Purchase Agreement foic&f. (Incorporated by reference to Exhibit 4.3 to
the Registrar's Registration Statement on Fort-8, filed on May 19, 2004

Restricted Stock Plan for Non-Employee Director8DfSystems Corporation. (Incorporated by
reference to Exhibit 4.4 to the Regist’'s Registration Statement on Fori-8, filed on May 19, 2004
Amendment No. 1 to Restricted Stock Plan for Nonplayee Directors. (Incorporated by reference to
Exhibit 10.1 to the Registrant’s Quarterly Repartform 10-Q for the quarterly period ended June 30,
2005, filed on August 1, 200¢

Form of Restricted Stock Purchase Agreement for-Bimployee Directors. (Incorporated by reference
to Exhibit 4.5 to the Registre’s Registration Statement on Fori-8, filed on May 19, 2004

Rights Agreement dated as of December 9, 2008 leetitvee Registrant and Computershare Trust
Company, N.A., as Rights Agent. (Incorporated bgnence to Exhibit 4.1 to the Registrant’s Current
Report on Form-K, filed on December 9, 200¢

Form of Indemnification Agreement between Regidteard certain of its executive officers and dires
(Incorporated by reference to Exhibit 10.18 to F@&+® filed on August 16, 1993, and the amendment
thereto, filed on Form-B/A on February 4, 1994

Patent License Agreement dated December 16, 1988dbypetween 3D Systems, Inc., NTT Data Ch
Inc. and NTT Data Corporation. (Incorporated byerehce to Exhibit 10.56 to Registrant's Annual
Report on Form 1-K for the year ended December 31, 1998, filed omdd&1, 1999.

Lease Agreement dated February 8, 2006 betwedRebistrant and KDC-Carolina Investments 3, LP.
(Incorporated by reference to Exhibit 99.1 to Regigt’s Current Report on Form 8-K, filed on Febyua
10, 2006.;

First Amendment to Lease Agreement dated Augug0@6 between the Registrant and KDC-Carolina
Investments 3, LP. (Incorporated by reference toiltik10.1 of Registrant’s Current Report on Form 8
K, filed on August 14, 2006

Second Amendment to Lease Agreement effective @tifber 6, 2006 to Lease Agreement dated
February 8, 2006 between 3D Systems Corporatiork@@-Carolina Investments 3, LP. (Incorporated
by reference to Exhibit 10.1 of Registr's Current Report on Forn-K, filed on October 10, 2006

Third Amendment to Lease Agreement effective adedfember 18, 2006 to Lease Agreement dated
February 8, 2006 between 3D Systems Corporatiork&@-Carolina Investments 3, LP. (Incorporated
by reference to Exhibit 10.1 of Registr's Current Report on Forn-K, filed on December 20, 200¢
Fourth Amendment to Lease Agreement effective aebfuary 26, 2007 to Lease Agreement dated
February 8, 2006 between 3D Systems Corporatiork@@-Carolina Investments 3, LP. (Incorporated
by reference to Exhibit 10.1 of Registr's Current Report on Forn-K, filed on March 1, 2007.
Employment Letter Agreement, effective September2093, by and between Registrant and Abraham
N. Reichental. (Incorporated by reference to ExHibil to Registra’s Current Report on Form 8-K,
filed on September 22, 200:

Agreement, dated December 17, 2003, by and betiRegistrant and Abraham N. Reichental.
(Incorporated by reference to Exhibit 10.43 to Regnt’'s Amendment No. 1 to Registration Statement
on Form &1, filed on January 21, 200
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10.10*

141
14.2
211
231
311
312
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Exhibits

First Amendment to Employment Agreement, dated 24ly2007, by and between Registrant and
Abraham N. Reichental. (Incorporated by referedéxhibit 10.1 to Registrant’s Quarterly Report on
Form 1(-Q for the quarterly period ended June 30, 200&dfdn August 6, 2007

Code of Conduct, as amended effective as of NoveBe2006 (Incorporated by reference to Exhibit
99.1 of the Registra’s Current Report on Forn-K, filed on December 1, 200¢

3D Systems Corporation Code of Ethics for SenioaR¢ial Executives and Directors. (Incorporated by
reference to Exhibit 14.2 of the Registrant’s Anrfiraport on Form 10-K for the year ended December
31, 2003, filed on March 15, 200:

Subsidiaries of Registrar

Consent of Independent Registered Public Accourking dated March 3, 200

Certification of Principal Executive Officer Pursudo Section 302 of the Sarbanes-Oxley Act of 2002
dated March 4, 200!

Certification of Principal Financial Officer Pursitdo Section 302 of the Sarbanes-Oxley Act of 2002
dated March 4, 200!

Certification of Principal Executive Officer pursuao Section 906 of the Sarbanes-Oxley Act of 2002
dated March 4, 200!

Certification of Principal Financial Officer purquao Section 906 of the Sarbanes-Oxley Act of 2002
dated March 4, 200!

* Management contract or compensatory plan or arraage
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the Regyidthas
duly caused this report to be signed on our bdhathe undersigned, thereunto duly authorized.

3D SrsTEMS CORPORATION

By: /s/ ABRAHAM N. REICHENTAL

Abraham N. Reichental
President and Chief Executive Officer

Date: March 4, 2009

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe
following persons on behalf of registrant and ie tapacities and on the dates indicated.

Signature Title Date

/sl ABRAHAM N. REICHENTAL Chief Executive Officer, Presidentand  March 4, 200!
Abraham N. Reichent: Director (Principal Executive Officer)

/sl DamoN J. CREGOIRE Vice President and Chief Financial Officer March 4, 200!

Damon J. Gregoir (Principal Financial and Accounting Office
/sl CHARLES W. HuLL Executive Vice President, Chief Technology March 4, 200!
Charles W. Hul Officer and Director
/sl G. WALTER LOEWENBAUM, Il Chairman of the Board of Directors March 4, 200!

G. Walter Loewenbaum,

/s/ MiriaM V. GoLD Director March 4, 200!
Miriam V. Gold

/s/ Jm D. KEVER Director March 4, 200!
Jim D. Kever

/s/ KEVIN S. MOORE Director March 4, 200!

Kevin S. Moore

/s/ DANIEL S. VAN RIPER Director March 4, 200!
Daniel S. Van Ripe

/sl WiLLiAM E. CURRAN Director March 4, 200!
William E. Curran

/s KAREN E. WELKE Director March 4, 200!
Karen E. Welke
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Report of Independent Registered Public Accountingrirm

To the Stockholders and Board of Directors
3D Systems Corporation
Rock Hill, South Carolina

We have audited 3D Systems Corporation and itsidiabies’ (the “Company”) internal control over &incial
reporting as of December 31, 2008, based on aitmtiablished iinternal Control — Integrated Framewoissued
by the Committee of Sponsoring Organizations offtteadway Commission (the COSO criteria). 3D System
Corporation’s management is responsible for maiimgieffective internal control over financial reping and for
its assessment of the effectiveness of internarabaver financial reporting, included in the angmanying
“ltem 9A, Management’s Report on Internal ContreéoFinancial Reporting”. Our responsibility isggpress an
opinion on the Company’s internal control over finel reporting based on our audit.

We conducted our audit in accordance with the stadgdof the Public Company Accounting OversightriBoa
(United States). Those standards require that ame ghd perform the audit to obtain reasonable assarabout
whether effective internal control over financieporting was maintained in all material respects. &udit included
obtaining an understanding of internal control dugincial reporting, assessing the risk that aemaltweakness
exists, and testing and evaluating the design aedating effectiveness of internal control basedhenassessed
risk. Our audit also included performing such othkercedures as we considered necessary in thanstances. We
believe that our audit provides a reasonable Basisur opinion.

A company’s internal control over financial repogiis a process designed to provide reasonablesassu
regarding the reliability of financial reportingathe preparation of financial statements for exaepurposes in
accordance with generally accepted accounting ipfesez A company’s internal control over finanaiaporting
includes those policies and procedures that (Iajpeto the maintenance of records that, in reasiendetail,
accurately and fairly reflect the transactions disgositions of the assets of the company; (2) ideweasonable
assurance that transactions are recorded as ngctsparmit preparation of financial statementa@cordance wit
generally accepted accounting principles, andréwipts and expenditures of the company are beadg only in
accordance with authorizations of management anedtdirs of the company; and (3) provide reasonasderance
regarding prevention or timely detection of unauited acquisition, use, or disposition of the comps assets that
could have a material effect on the financial stegets.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or dete
misstatements. Also, projections of any evaluatibeffectiveness to future periods are subjecheorisk that
controls may become inadequate because of chamgesdlitions, or that the degree of compliance wWithpolicies
or procedures may deteriorate.

In our opinion, 3D Systems Corporation did maint&inall material respects, effective internal cohbver
financial reporting as of December 31, 2008, basethe COSO criteria.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Boar
(United States), the consolidated balance she&B @orporation and its subsidiaries as of Decer8tte2008 and
2007, and the related consolidated statementsaratipns, stockholders’ equity, comprehensive &s$cash flows
for each of the three years in the period endeceBéeer 31, 2008 and our report dated March 3, 2@pBeesed an
unqualified opinion thereon.

/s/ BDO SEIDMAN, LLP
BDO Seidman, LLP

Charlotte, North Carolina
March 3, 2009
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders and Board of Directors of
3D Systems Corporation
Rock Hill, South Carolina

We have audited the accompanying consolidated balsimeets of 3D Systems Corporation and its swarsdi
(the “Company”) as of December 31, 2008 and 20@rthe related consolidated statements of operations
stockholders’ equity, comprehensive loss and dastsffor each of the three years in the period dnde
December 31, 2008. These financial statementdareesponsibility of the Company’s management. Our
responsibility is to express an opinion on thesarftial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighargio
(United States). Those standards require that ame ghd perform the audit to obtain reasonable assarabout
whether the financial statements are free of materisstatement. An audit includes examining, ¢esa basis,
evidence supporting the amounts and disclosuréheifinancial statements, assessing the accouptingiples use:
and significant estimates made by management, bhasvevaluating the overall financial statememsentation. W
believe that our audits provide a reasonable fasisur opinion.

In our opinion, the consolidated financial statetaeaferred to above present fairly, in all matenéspects, the
financial position of 3D Systems Corporation arsdsibsidiaries as of December 31, 2008 and 200thenesults
of its operations and its cash flows for each efttiree years in the period ended December 31, RO formity
with accounting principles generally accepted m lthmited States of America.

As discussed in Note 26 the consolidated financial statements, effeclaeuary 1, 2007 the Company
adopted FASB Interpretation No. 48¢counting for Uncertainty in Income Taxes — aeiptetation of FASB
No. 109.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Boar
(United States), the effectiveness of the Compaimg&rnal control over financial reporting as ofdeenber 31,
2008, based on criteria establishedniternal Control — Integrated Framewoiksued by the Committee of
Sponsoring Organizations of the Treadway Commis@toe COSO Criteria) and our report dated Marck0®9
expressed an unqualified opinion thereon.

/s/ BDO SEIDMAN, LLP
BDO Seidman, LLP

Charlotte, North Carolina
March 3, 2009

F-3
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3D Systems Corporation

Consolidated Balance Sheets
As of December 31, 2008 and 2007

2008

2007

(In thousands,
except par value)

ASSETS

Current asset:
Cash and cash equivalel $ 22,16« $ 29,68¢
Accounts receivable, net of allowance for doubéfttounts of $2,015 (2008) and $2,072

(2007) 25,16¢ 31,11¢
Inventories, net of reserves of $3,156 (2008) &h8CKH (2007 21,01¢ 20,04
Prepaid expenses and other current a: 1,711 4,42¢
Deferred income tax asst 93t 693
Restricted cas 3,30¢ 1,20(
Assets held for sal 3,454

Total current asse 74,30: 90,621
Property and equipment, r 24,07: 21,331
Intangible assets, n 3,66: 5,17(C
Goodwill 48,01( 47,68
Other assets, n 2,95¢ 2,581

$153,00: $167,38!
LIABILITIES AND STOCKHOLDERS ' EQUITY

Current liabilities:
Industrial development boni $ 3,08 $ 3,32¢
Current portion of capitalized lease obligat 19t 181
Accounts payabl 17,13 20,71z
Accrued liabilities 8,051 12,24¢
Customer deposit 1,13¢ 1,537
Deferred revenu 9,41¢ 11,712

Total current liabilities 39,024 49,71
Long-term portion of capitalized lease obligati 8,461 8,66:
Other liabilities 3,271 4,23¢
Total liabilities 50,76¢ 62,61¢
Commitments and contingenci — —
Stockholder equity:
Preferred Stock, authorized 5,000 shares, noned: — —
Common stock, $0.001 par value, authorized 60,080es; 22,424 (2008) and 22,224

(2007) issuel 22 22
Additional paic-in capital 176,18( 173,64!
Treasury stock, at cost; 59 shares (2008) and &@s{2007 (120 (117)
Accumulated deficit in earning (78,557 (72,407
Accumulated other comprehensive inca 4,70¢ 3,61¢

Total stockholder equity 102,23« 104,76¢

$153,00: $167,38!

See accompanying notes to consolidated financsstents.

F-4




Table of Contents

3D Systems Corporation

Consolidated Statements of Operations
Years Ended December 31, 2008, 2007 and 2006

2008 2007 2006
(In thousands, except per share amount
Revenue
Products $103,61: $120,14° $ 98,52
Services 35,321 36,36¢ 36,29¢
Total revenue 138,94( 156,51¢ 134,82(
Cost of sales
Products 55,97t 65,63: 59,22¢
Services 26,99 27,42 29,33¢
Total cost of sale 82,97 93,05¢ 88,56!
Gross profit 55,96¢ 63,46( 46,255
Operating expense
Selling, general and administrati 45,85¢ 54,15¢ 51,20
Research and developmt 15,19¢ 14,43( 14,09¢
Restructuring and related co — — 6,64¢
Total operating expens 61,05¢ 68,58¢ 71,94¢
Loss from operation (5,090 (5,129  (25,69)
Interest and other expenses, 77C 1,12C 1,41C
Loss before income taxi (5,860) (6,249) (27,10
Provision for income taxe 294 491 2,17¢
Net loss (6,159 (6,740 (29,280)
Preferred stock dividends and accretion of unamedtissuance cos — — 1,414
Net loss available to common stockhold $ (6,159 $ (6,740 $(30,69)
Net loss available to common stockholders per s— basic and dilute $ (028 $ (0.3 $ (.79

See accompanying notes to consolidated financsgstents.
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3D Systems Corporation

Consolidated Statements of Stockholders’ Equity
Years Ended December 31, 2008, 2007 and 2006

Common Stock

Par Additional Other Total
Value Paid in  Preferred Deferred Treasury Stock Accumulated Comprehensive Stockholders’
Shares $0.00: Capital Stock  Compensatior Shares Amount Deficit Income (Loss) Equity
(In thousands, except par value

Balance at December 31, 20C 1531« $ 15 $ 110,67( $ (4,079 $ (1,46)) 128 (7198 (35,179 $ 31t $ 70,21:
Exercise of stock optior 28¢ —(a) 2,607 — — — — — — 2,607
Employee stock purchase pl 2 —(a) 33 — — — — — — 33
Stock compensation exper — — 2,671 — — — — — — 2,671
Issuance (repurchase) of restric

stock 156 —(a) 14 — — 16 (16) — — 12¢
Adoption of FASB 123F — — (1,46]) — 1,461 — — — — —
Conversion of preferred sto 2,617 3 15,69¢ — — — — — — 15,70:
Conversion of subordinate

debenture 713 1 7,24¢ — — — — — — 7,25(
Common stock issued for preferr

stock dividend: 23 —(a) 44C — — — — — — 44C
Preferred stock dividenc — —(a) (5,497 4,52¢ — — — — — (967)
Accretion of preferred stock issuar

costs — — — (447) — — — — — (447)
Loss on pension ple— unrealizec — — — — — — — (267) (267)
Net loss — — — — — — — (29,280 — (29,28()
Foreign currency translatic

adjustmen — — — — — — — — 1,58( 1,58(
Balance at December 31, 20C 19,118 19 132,56t — — 28 (89 (64,459 1,62¢ 69,66¢
Exercise of stock optior 26¢ 1 2,84 — — — — — — 2,84¢
Conversion of subordinate

debenture 1,50¢ 1 15,13: — — — — — — 15,13:
Issuance (repurchase) of restric

stock 84 —(a) 70 — — 22 (22) — — 48
Stock compensation exper — —(a) 2,66¢ — — — — — — 2,66¢
Private placemer 1,25(C 1 20,367 — — — — — — 20,36¢
Cumulative effect of adoption

accounting for uncertainty of

income taxe: — — — — — — (1,209 — (1,209%)
Net loss — — — — — — — (6,740 — (6,740
Foreign currency translatic

adjustmen — — — — — — — — 1,60¢€ 1,60€
Gain on pension pla— unrealizec — — — — — — — 382 382
Balance at December 31, 20C 22,22¢ 22 173,64! — — 50 (111) (72,407 3,61¢ 104,76¢
Exercise of stock optior 161 —(a) 1,08: — — — — — — 1,082
Issuance (repurchase) of restric

stock 39 —(a) 15 — — 9 9) — — 6
Stock compensation exper — —(a) 1,437 — — — — — — 1,437
Net loss — — — — — — — (6,159 — (6,159
Foreign currency translatic

adjustmen — — — — — — — — 1,01: 1,01:
Gain on pension pla— unrealizec — — — — — — — — 80 80
Balance at December 31, 20C 22,42¢ $ 22 $ 176,18( $ —$ — 59 % (120$ (78,55) $ 4,70¢ $ 102,23«

(&) Amounts not shown due to roundir

Accumulated other comprehensive income of $4,708ists of a cumulative unrealized gain on penslan pi
$195 and foreign currency translation of $4,514.

See accompanying notes to consolidated financssients.
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3D Systems Corporation

Consolidated Statements of Comprehensive Loss
Years ended December 31, 2008, 2007 and 2006

2008 2007 2006
(In thousands)
Net loss $(6,154) $(6,740) $(29,28()
Other comprehensive income (los
Unrealized gain (loss) on pension obligat 80 382 (267)
Foreign currency translation adjustme 1,01 1,60€ 1,58(
Comprehensive loss, n $(5,06)) $(4,752) $(27,96))

See accompanying notes to consolidated financ#tisients.
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3D Systems Corporation

Consolidated Statements of Cash Flows
Years Ended December 31, 2008, 2007 and 2006

2008 2007 2006
(In thousands)

Cash flows from operating activitie

Net loss $(6,159) $(6,740 $(29,28()
Adjustments to reconcile net loss to net cash piexviby (used in) operating
activities:
Provision for (benefit of) deferred income ta: (243 (26¢) 1,752
Depreciation and amortizatic 6,67¢ 6,97( 6,52¢
Provisions for bad deb 84¢ 10¢ 1,612
Stocl-based compensatic 1,43 2,66¢ 2,671
Loss on disposition of property and equipm 167 6 7
Changes in operating accour
Accounts receivabl 3,48¢ 4,98¢ (1,937
Lease receivable — — 177
Inventories (2,46)) 6,05¢ (10,279
Prepaid expenses and other current a: 2,592 2,00( 2,97¢
Accounts payabl (2,807  (7,14)) 14,957
Accrued liabilities (3,229 (689 (109
Customer deposi (3839 (4,979 4,52
Deferred revenu (2,029 (160 (2,735
Other operating assets and liabilit (1,390 (202) 562
Net cash provided by (used in) operating activi (3,479 2,62¢ (8,557)
Cash flows from investing activitie
Purchases of property and equipm (5,81)) (94€) (10,100
Proceeds from disposition of property and equipraauit other asse 3,45¢ 21 24¢
Additions to license and patent co (297) (683) (50€)
Software development cos — (597) (65¢)
Net cash used in investing activiti (2,654 (2,205 (11,016
Cash flows from financing activitie
Bank borrowings — (8,200 8,20(
Proceeds from issuance of common st — 20,36 —
Stock options and restricted stock proce 1,09¢ 2,89( 2,77¢
Repayment of lor-term deb (423 (389 (22€)
Restricted cas (2,109 — —
Payment of preferred stock divider — — (78E)
Net cash provided by (used in) financing activi (1,434 14,66¢ 9,96¢
Effect of exchange rate changes on ¢ 42 26¢ (399)
Net increase (decrease) in cash and cash equis (7,525  15,35¢ (9,997)
Cash and cash equivalents at the beginning ofdheq 29,68¢ 14,33 24,32¢
Cash and cash equivalents at the end of the p $22,16¢ $29,68¢ $ 14,33

See accompanying notes to consolidated financ#tsients.
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Notes to Consolidated Financial Statements

Note 1 Basis of Presentatior

The consolidated financial statements include tumants of 3D Systems Corporation and all majavityred
subsidiaries (the “Company”). All significant intempany accounts and transactions have been etadiina
consolidation. The Company’s annual reporting persothe calendar year.

The consolidated financial statements have begraped in accordance with accounting principles gahye
accepted in the United States. Certain prior pesimdunts have been reclassified to conform to tineent year
presentation.

All amounts presented in the accompanying footnategpresented in thousands, except for per share
information.

Note 2 Significant Accounting Policies
Use of Estimates

The consolidated financial statements have bequaped in accordance with accounting principles ghye
accepted in the United States. The preparatiohasfet financial statements requires the Companyat@®rastimates
and judgments that affect the reported amountsssdta, liabilities, revenue and expenses and dethselosure of
contingent assets and liabilities. On an ongoirgihahe Company evaluates its estimates, inclydimgng others,
those related to the allowance for doubtful acceuntome taxes, inventories, goodwill, other igihte assets,
contingencies and revenue recognition. The Compaggs its estimates on historical experience andoous
other assumptions that are believed to be reasenigl results of which forms the basis for makutgments abor
the carrying values of assets and liabilities Hratnot readily apparent from other sources. Aatesults may differ
from these estimates.

Revenue Recognition

Revenue from the sale of systems and related ptodnd materials is recognized upon shipment onwhe
services are performed, provided that persuasiiderue of a sales arrangement exists, both titlerigk of loss
have passed to the customer and collection is ned$passured. Persuasive evidence of a saleggamamt exists
upon execution of a written sales agreement orsignurchase order that constitutes a fixed andlyegiading
commitment between the Company and the buyer.stianmtes where sales are made to an authorizeteretiet
same criterion cited above is applied to deterrttieerecognition of revenue. The reseller’s credithioess is
evaluated prior to such sale. The reseller takeseoship of the related systems, products or mégeaiad payment
not dependent upon the reseller’'s sale to an esd us

Sales of the Company'’s systems generally includépetent, a software license, a warranty on thepgait,
training and installation. For revenue with muktigleliverables, the Company allocates the totalumtniine
customer will pay to the separate units of accagnitiased on fair value of vendor-specific objecévilence, as
determined by the price charged for the undelivéimds when sold separately. The Company also atedithe
impact of undelivered items on the functionalitydefivered items for each sales transaction aneéysvappropriate,
defers revenue on delivered items when that funatity has been affected. Functionality is deteedito be met if
the delivered products or services represent aa@pearnings process.

Revenue from services is recognized at the tinpeedbrmance. The Company provides end-users with
maintenance under a warranty agreement for upeoyear and defers a portion of the revenue fronmalaed
systems sale at the time of sale based on théveefair value of those services. After the initredrranty period, the
Company offers these customers optional maintenemeeacts. Deferred maintenance revenue is rezedni
ratably on a straight-line basis over the periothefcontract.

The software products licensed with the Comparsy'stems are integral to the operation of theegystWe se
equipment with embedded software to our custoniérs.embedded software is not sold separately, it
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is not a significant focus of the marketing effand we do not provide post-contract customer sugpacific to the
software or incur significant costs that are wittlie scope of Statement of Financial Accounting\&ads
(“SFAS”) No. 86. Additionally, the functionality that thefs@are provides is marketed as part of the ovenaltuct
The software embedded in the equipment is incidémtdne equipment as a whole such that SOP N@, Software
Revenue Recogniti¢, is not applicable. Sales of these products aregmized in accordance with SEC Staff
Accounting Bulletin (SAB) No. 10&RKevenue Recognitiand EITF 00-21Revenue Arrangements with Multiple
Deliverables.

Shipping and handling costs billed to customersfpuipment sales and sales of materials are indlurde
product revenue in the consolidated statementpefations. Costs incurred by the Company associeitbd
shipping and handling is included in product cdstades in the consolidated statements of operation

Credit is extended, and creditworthiness is deteeahi based on an evaluation of each customer’sdiah
condition. New customers are generally requirecoimplete a credit application and provide refersraoad bank
information to facilitate an analysis of creditwurtess. Customers with a favorable profile may ikexeredit terms
that differ from the Company’s general credit ter@eeditworthiness is considered, among other g)iig
evaluating the Company’s relationship with custasmeith past due balances.

The Company’s terms of sale generally require payymthin 30 to 60 days after shipment of a product
although the Company also recognizes that longampat periods are customary in some countries wihere
transacts business. To reduce credit risk in caiorewith systems sales, the Company may, depengiog the
circumstances, require significant deposits piostipment and may retain a security interestdpstéem sold until
fully paid. In some circumstances, the Company neayire payment in full for its products prior taigment and
may require international customers to furnistelstof credit. For services, the Company eithds biistomers on a
time-and-materials basis or sells customers sengceements that are recorded as deferred revedygravide for
payment in advance on either an annual or othéoglierbasis.

Cash and Cash Equivalents

Investments with original maturities of three mandr less at the date of purchase are considefeel tcash
equivalents. The Company'’s policy is to invest dastxcess of short-term operating and debt-semgqgairements
in such cash equivalents. These instruments aexlshd cost, which approximates market value becatithe short
maturity of the instruments. The Company placesath with high quality financial institutions abelieves its risk
of loss is limited; however, at times, account haés may exceed international and U.S. federadlyred limits.

The Company is required as a condition of the itrthislevelopment bonds to maintain cash collatertti
Wells Fargo Bank that is restricted from use byGoenpany. In connection with the sale of the Graunaction
facility in December 2008, the repayment of theustdal development bonds was fully collateralibgdncreasing
the cash collateral from $1,200 to $3,161 usingréign of the sale proceeds. Such restricted caspiorted
separately on the consolidated balance sheetscainiieer 31, 2008 and 2007 as a current asset, snadat
available for the Company’s operations. On Jan28ry2009 the Company redeemed the remaining $2085
outstanding bonds, plus accrued interest, in aecwel with their terms using the restricted caste. rBmaining
restricted cash was released to the Company orada88, 2009. See Note 12 to the Consolidated Eiabn
Statements.

Allowance for Doubtful Accounts

The Company'’s estimate of the allowance for doulatéeounts related to trade receivables is basadon
methods. The amounts calculated from each of timetkods are combined to determine the total amaserved.
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First, the Company evaluates specific accountsv/fach it has information that the customer may bahle to
meet its financial obligations (for example, bartay). In these cases, the Company uses its judgtnased on the
available facts and circumstances, and recordséifgpreserve for that customer against amounéstdueduce the
outstanding receivable balance to the amount shexxpected to be collected. These specific resemeeseevaluate:
and adjusted as additional information is received impacts the amount reserved.

Second, a reserve is established for all custobased on percentages applied to aging categdries. |
circumstances change (for example, the Companyriexges higher-than-expected defaults or an undéggec
adverse change in a customer’s financial conditiesfimates of the recoverability of amounts duthéoCompany
could be reduced. Similarly, if the Company expaeés lower-than-expected defaults or improved costo
financial condition, estimates of the recoverapitif amounts due the Company could be increased.

The Company also provides an allowance accourrefarns and discounts. This allowance is evaluated
specific account basis. In addition, the Comparmyisles a general reserve for returns from customhatshave not
been specifically identified based on historicgbeence.

Inventories

Inventories are stated at the lower of cost orealizable market value, cost being determinedguie
first-out method. Reserves for slow-moving and ddtsoinventories are provided based on historigpegence and
current product demand. The Company evaluatesdbguacy of these reserves quarterly.

Property and Equipment

Property and equipment are carried at cost andedigged on a straighiie basis over the estimated useful li
of the related assets, generally three to thirgrgeleasehold improvements are amortized on @istsne basis
over the shorter of (i) their estimated usefuldivand (ii) the estimated or contractual lives &f ldases. Realized
gains and losses are recognized upon disposali@ment of the related assets and are reflecteelsults of
operations. Charges for repairs and maintenancex@ensed as incurred.

Goodwill and Intangible Assets

The annual impairment testing required by SFAS N, “Goodwill and Other Intangible Assets,” re@sithe
Company to use judgment and could require the Casnfrawrite down the carrying value of our goodveitid
other intangible assets in future periods. As neglby SFAS No. 142, the Company allocated goodwiill
identifiable geographic reporting units, which srsted for impairment using a two-step processilddta that
statement. See Note 7 to the Consolidated FinaBtiéments. The first step requires comparindainevalue of
each reporting unit with the carrying amount, imithg goodwill. If that fair value exceeds the camgyamount, the
second step of the process is not required to Herpeed, and no impairment charge is required tocloerded. If
that fair value does not exceed that carrying arhdha Company must perform the second step, wigighires an
allocation of the fair value of the reporting utatall assets and liabilities of that unit as i tleporting unit had be:
acquired in a purchase business combination anfhithealue of the reporting unit was the purchpsee. The
goodwill resulting from that purchase price alldgatis then compared to the carrying amount with excess
recorded as an impairment charge.

Goodwill set forth on the Consolidated Balance $hseof December 31, 2008 arose from acquisitiansex
out in years prior to December 31, 2003. Goodwiling from the acquisition of DTM Corporation i@@1 was
allocated to geographic reporting units based erptrcentage of SLSsystems then installed by geographic area.
Goodwill arising from other acquisitions was alltezhto geographic reporting units based on geoggajbpersion
of the acquired companies’ sales at the time af geguisition.
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Pursuant to the requirements of SFAS No. 142, tragany is required to perform a valuation of eafchuy
three geographic reporting units annually, or ugignificant changes in the Company’s business enwilent. The
Company conducted its annual impairment analysikarfourth quarter of 2008. To determine the ¥aiue of each
reporting unit the Company utilized discounted ci@lvs, using five years of projected unleverages fcash flows
and terminal EBITDA earnings multiples. The discotaies used for the analysis reflected a weightedage cost
of capital based on industry and capital strucagjgisted for equity risk premiums and size riskoptens based on
market capitalization. The discounted cash flowatbn uses projections of future cash flows amtliches
assumptions concerning future operating performanckeeconomic conditions and may differ from acfuaire
cash flows. The Company also considered the cutrading multiples of comparable publidsaded companies a
the historical pricing multiples for comparable g@rand acquisition transactions that have occunrdite industry
The control premium that a third party would beliwg to pay to obtain a controlling interest in tiempany was
considered when determining fair value. Under dachvalue measurement methodology considerediaine@alue
of each reporting unit exceeded its carrying vaageordingly, no goodwill impairment adjustmentseveecorded.
In addition, factors such as the performance ofptitors, were also considered. The Company coeditidat ther
was a reasonable basis for the excess of the éstrfar value of the geographic reporting uniterois market
capitalization.

The estimated fair value of the three geograptpoming units incorporated judgment and the usestimates
by management. Potential factors requiring assessimeude a further or sustained decline in oocktprice,
variance in results of operations from projecticarg] additional acquisition transactions in theustdy that reflect a
lower control premium. Any of these factors maysmus to re-evaluate goodwill during any quartesubhout the
year. If an impairment charge were to be takergéardwill it would be a nc-cash charge and would not impact our
cash position or cash flows, however such a chemgéd have a material impact to equity and theestant of
operations.

There was no goodwill impairment for the fiscal gieanded December 31, 2008, 2007 or 2006.

Determining the fair value of a reporting unitangible asset or a long-lived asset is judgmemaliavolves
the use of significant estimates and assumptions.Jompany bases its fair value estimates on aggmsghat it
believes are reasonable but are uncertain andaubjehanges in market conditions.

Licenses, Patent Costs and Other Long-Lived Assets

Licenses, patent costs and other long-lived agsetsde costs incurred to perfect license or patigits under
applicable domestic and foreign laws and the amimanirred to acquire existing licenses and patéri¢enses and
patent costs are amortized on a straight-line lmag@s their estimated useful lives, which are agpnately seven to
twenty years. Amortization expense is includeddst®f sales, research and development expensesehing,
general and administrative expenses, depending tingomature and use of the technology.

The Company evaluates long-lived assets othergbadwill for impairment whenever events or chaniges
circumstances indicate that the carrying valuenciisset may not be recoverable. If the estimatedecash flows
(undiscounted and without interest charges) froenutke of the asset are less than its carrying valueite-down
would be recorded to reduce the related asses &sttmated fair value.

The Company performed an analysis of the fair vafueng-lived assets in accordance with SFAS Nigl 1
“Accounting for the Impairment or Disposal of Lohgred Assets.” No impairment loss was recordedtlier
periods presented.

Capitalized Software Costs

The Company’s policy prior to 2008 was that certoftware development and production costs were
capitalized when the related product reached tdopial feasibility. Costs capitalized in 2008, Z0&nd 2006 wet
$0, $599 and $658, respectively. Amortization dfwgare development costs begins when the
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related products are available for use in relaystesns. Amortization expense, included in costatés amounted
$1,017, $199 and $349 for 2008, 2007 and 2006entsely, based on the straight-line method usimgstimated
useful life of one year. Net capitalized softwaosts aggregated $141, $1,158 and $757 at Decerip20@8, 200
and 2006, respectively, and are included in infalegassets in the accompanying consolidated bakimeets. The
Company capitalized $0, $400, and $142 of softwlarelopment costs in 2008, 2007 and 2006, resghetiv
related to development of its V-Fla8hDesktop Modeler.

Contingencies

The Company follows the provisions of SFAS No.A¢¢ounting for ContingenciesSFAS No. 5 requires th
an estimated loss from a loss contingency be addiye charge to income if it is both probable tragsset has
been impaired or that a liability has been incuaed that the amount of the loss can be reasomskiyated.

Foreign Currency Translation

The Company transacts business globally and iesuty) risks associated with fluctuating foreigeleange
rates. More than 50% of the Company’s consolideagdnue is derived from sales outside of the Ulfs flevenue
is generated primarily from the operations of afgn research and production subsidiary in Switretland foreig
sales subsidiaries in their respective countrigssamrounding geographic areas. This revenue isguiiy
denominated in each subsidiary’s local functionatency although certain sales are denominatethier o
currencies, including U.S. dollars or the Euro. §éeubsidiaries incur most of their expenses (dtizer
intercompany expenses) in their local functionateuncy. These currencies include Euros, PoundéirgteBwiss
Francs and Japanese Yen.

The geographic areas outside the U.S. in whiclCthmpany operates are generally not considered haigthéy
inflationary. Nonetheless, these foreign operatanessensitive to fluctuations in currency excharages arising
from, among other things, certain intercompanydaations that are generally denominated in U.Saxotather
than their respective functional currencies. ThenGany’s operating results, assets and liabilitressabject to the
effect of foreign currency translation when theragpieg results and the assets and liabilities ef@ompany’s
foreign subsidiaries are translated into U.S. dslia the Company’s consolidated financial stateisierhe assets
and liabilities of the Company'’s foreign subsidésriare translated from their respective functiconalencies into
U.S. dollars based on the translation rate in etiethe end of the related reporting period. Tperating results of
the Company’s foreign subsidiaries are translatdd.§. dollars based on the average conversiorfaatbe related
period.

Gains and losses resulting from foreign currenaggactions (transactions denominated in a curretieyr thar
the functional currency of the Company or a subsidiare included in the consolidated statementgpefations,
except for inter-company receivables and payaldes/hich settlement is not planned or anticipatethe
foreseeable future, which are included as a comutarfeaccumulated other comprehensive income (liost)e
consolidated balance sheets.

Derivative Financial Instruments

The Company is exposed to market risk from changegerest rates and foreign currency exchangssrand
commodity prices, which may adversely affect isutes of operations and financial condition. Then@any seeks
to minimize these risks through regular operatind financing activities and, when the Company aders it to be
appropriate, through the use of derivative finahicistruments. The Company does not purchase, drodell
derivative financial instruments for trading or splkative purposes.

The Company applies SFAS No. 133, “Accounting ferilative Instruments and Hedging Activities,” as
amended by SFAS No. 137 and SFAS No. 138 (“SFASIN8?), to report all derivative instruments on the
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balance sheet at fair value. The Company has radifiga for hedge accounting; therefore, all gaansl losses
(realized or unrealized) related to foreign cursederivative instruments are recognized in costadés and all gair
and losses (realized or unrealized) related toéstaate derivative instruments are recognizedterest and other
expense, net in the consolidated statements oatipas.

The Company and its subsidiaries conduct busimegarious countries using both their functionalreacies
and other currencies to effect cross-border traimgex As a result, they are subject to the risk fluctuations in
foreign exchange rates between the dates that thssactions are entered into and their respeséttiement dates
will result in a foreign exchange gain or loss. \Wipeacticable, the Company endeavors to matchsaaset
liabilities in the same currency on its U.S. balebeet and those of its subsidiaries in ordezdace these risks.
The Company, when it considers it to be appropriatéers into foreign currency contracts to hedigestxposures
arising from those transactions. At December 30828nd 2007 these contracts included contracthépurchase
of currencies other than the U.S. dollar. The pasehcontracts related primarily to the procuremoéiriventory
from a third party denominated in Swiss francs.

The dollar equivalent of the foreign currency cants and their related fair values as of DecemibeP308 ant
2007 were as follows:

Foreign Currency
Purchase Contracts

2008 2007
Notional amoun $1,68C  $2,90:
Fair value 1,69¢ 2,891
Net unrealized gain (los $ 19 $ (19

The net fair value of all foreign exchange consadtDecember 31, 2008 and 2007 reflected a netlirned
gain (loss) of $19 and $(14), respectively. Theseifn currency contracts outstanding at DecembeP308
expired at various times between January 5, 2083%abruary 11, 2009. See Note 19 to the Consotidéiteancial
Statements.

The total impact of foreign currency related itemnsthe consolidated statements of operations wes gain
(loss) of $401, $46 and $(58) for 2008, 2007 and62@espectively.

The Company is exposed to credit risk if the corpaties to such transactions are unable to pertbein
obligations. However, the Company seeks to minirsizeh risk by entering into transactions with ceupdarties th:
are believed to be creditworthy financial instituts.

Research and Development Costs

Research and development costs are expensed adcu

Earnings per Share

Basic net income (loss) per share is computed Wigidg net income (loss) available to common stadétbrs
by the weighted average number of shares of constamk outstanding during the period. Diluted nebme (loss)
per share is computed by dividing net income (leas)adjusted for the assumed issuance of alidlghares, by
the weighted average number of shares of commak statstanding plus the number of additional comrsicares
that would have been outstanding if all dilutiversnon shares issuable upon exercise of outstantticl eptions
or conversion of convertible securities had besndd. Common shares related to convertible sessidgtd stock
options are excluded from the computation wherr teiééct is anti-dilutive, that is, when their insion would
increase the Company’s net income per share oceeitkinet loss per share.
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Advertising Costs

Advertising costs are expensed as incurred. Adiirgiexpenses were $1,250, $1,450 and $1,397 dordhrs
ended December 31, 2008, 2007 and 2006, respeactivel

Pension costs

The Company sponsors a retirement benefit for éiits aon-U.S. subsidiaries in the form of a defirfeenefit
pension plan. Accounting standards require the afostoviding this pension benefit be measuredmactuarial
basis. Actuarial gains and losses resulting froth Inormal year-to-year changes in valuation assiomg@and
differences from actual experience are deferredammolrtized. The application of these accountingddeds
requires management to make assumptions and judgiien can significantly affect these measuremeritical
assumptions made by management in performing tietsarial valuations include the selection of tieeaunt rate
to determine the present value of the pension atitigs that affects the amount of pension expessarded in any
given period. Changes in the discount rate coule lzamaterial effect on the Company’s reported ijpans
obligations and related pension expense. See Note the Consolidated Financial Statements.

Equity Compensation Plans

The Company maintains stock-based compensatios phan are described more fully in Note 14. The
Company adopted SFAS No. 123(R) effective JanuaPp@6 which requires the recognition of the failue of
share-based compensation. Under the fair valugyrétbon provisions of SFAS No. 123(R), share-based
compensation is estimated at the grant date bas#tedair value of the awards expected to vestrandgnized as
expense ratably over the requisite service periddeoaward. The remainder of the Company’s unesteck
options vested during 2007.

Income Taxes

The Company and its domestic subsidiaries filerssobidated U.S. federal income tax return. The Camy{s
non-U.S. subsidiaries file income tax returns igithespective jurisdictions. The Company proviftesncome
taxes on those portions of its foreign subsidiadesumulated earnings that the Company believesaneinveste
permanently in their business.

Income taxes are accounted for under the assdiadmility method. Deferred income tax assets aadilities
are recognized for the future tax consequencebutible to differences between the financial steget carrying
amounts of existing assets and liabilities andrtfesipective tax bases and tax benefit carry-fataaDeferred
income tax liabilities and assets at the end ohe@riod are determined using enacted tax rates.

The Company provides a valuation allowance forétjassdictions in which the expiration date of taenefit
carry-forwards or projected taxable earnings lehdsCompany to conclude that it is not likely thatill be able to
realize the tax benefit of those carry-forwards.

The Company adopted FIN 48 as of January 1, 200i8.ifiterpretation clarifies the accounting for ertainty
in income taxes recognized in an enterprise’s fif@rstatements in accordance with SFAS No. 109dUiIN 48,
the impact of an uncertain income tax positionfmihcome tax returns must be recognized at tigeshamount
that is more-likely-than-not to be required to beagnized upon audit by the relevant taxing authofiIN 48 also
provides guidance on derecognition, measuremeagsification, interest and penalties, accountimgrfierim
periods, disclosure and transition issues withees tax positions.

The Company includes interest and penalties acdruadcordance with FIN 48 in the consolidatedicial
statements as a component of income tax expense.

Prior to 2007, the Company determined its tax eg@hcies in accordance with SFAS No. 5, “Accounfarg
Contingencies.” The Company recorded estimatedidhiities to the extent the contingencies werelyable and
could be reasonably estimated.
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Recent Accounting Pronouncements

In September 2006, the Financial Accounting Stasel&oard (“FASB”) issued SFAS No. 157, “Fair Value
Measurements.” SFAS No. 157 introduces a framevi@rkneasuring fair value and expands required dsoie
about fair value measurements of assets and tiabiliFor financial assets and liabilities, SFAS No7 is effective
for fiscal years beginning after November 15, 20lYe Company adopted the standard for those amséts
liabilities as of January 1, 2008, and the impdi@dmption was not significant. See Note 19 toGlomsolidated
Financial Statements.

FASB Staff Position No. 157-2 delayed the effectiate of SFAS No. 157 until fiscal years beginrafigr
November 15, 2008, and interim periods within thiiseal years, for all nonfinancial assets andilitids, except
for items that are recognized or disclosed atfalue in the financial statements on a recurrirgjat least
annually). We are assessing the impact of SFASIN®.on the Company’s consolidated financial statemeith
respect to these nonfinancial assets and lialsilitie

In February 2007, the FASB issued SFAS No. 159¢"“FFhir Value Option for Financial Assets and Firainc
Liabilities, including an amendment of FASB Statetndo. 115,” which became effective January 1, 2008
SFAS No. 159 permits companies to choose to measutain financial assets and financial liabilitedair value.
Unrealized gains and losses on items for whicHdhesalue option has been elected are reportedinings at each
subsequent reporting date. The implementationisfstfandard did not have a material impact on the@any’s
consolidated financial position or results of opierss.

In December 2007, the FASB issued SFAS No. 14Ji9eeV2007), “Business
Combinations” (“SFAS No. 141R"). SFAS No. 141R pdes revised guidance on how acquirers recognide an
measure the consideration transferred, identifiabfets acquired, liabilities assumed, non-coivigplhterests, and
goodwill acquired in a business combination. SFAS NI1R also expands required disclosures surragrttie
nature and financial effects of business combinati®FAS No. 141R is effective, on a prospectivadydor fiscal
years beginning after December 15, 2008. The Coynjzacurrently assessing the potential impac
SFAS No. 141R on its financial statements.

In December 2007, the FASB issued SFAS No. 160ntdatrolling Interests in Consolidated Financial
Statements — an Amendment of ARB No. 51.” SFAS M) establishes accounting and reporting standards
ownership interests in subsidiaries held by padtber than the parent, the amount of consolidagtdncome
attributable to the parent and the noncontrollimeriest, changes in a parendwnership interest and the valuatio
retained noncontrolling equity investments whenlastdiary is deconsolidated. SFAS No. 160 alsobdistees
disclosure requirements that clearly identify argdiniguish between the interests of the parentthadnterests of
the noncontrolling owners. SFAS No. 160 is effext@s of the beginning of an entity’s fiscal yeatthegins after
December 15, 2008. The Company is currently assgsise potential impact of SFAS No. 160 on its ficial
statements.

In March 2008, the FASB issued SFAS No. 161, “Qisares about Derivative Instruments and Hedging
Activities.” SFAS No. 161 expands disclosures bagginot change accounting for derivative instrusiant
hedging activities. The statement will become dffecfor the Company starting in January 2009. Teenpany is
currently assessing the potential impact of SFASD™A on its financial statements.

In April, 2008 the FASB issued FSP No. FAS 1423etermination of the Useful Life of Intangible Assé
FSP 142-3 amends the factors that should be coeslidte developing renewal or extension assumptimes! to
determine the useful life of a recognized intangjiddset under SFAS No. 142, “Goodwill and Othearigible
Assets”. The objective of FSP 142-3 is to imprdwe ¢onsistency between the useful life of a recghintangible
asset under SFAS 142 and the period of expectédficags used to measure the fair value of the asseér
SFAS No. 141 (revised 2007). FSP 14@pplies to all intangible assets, whether acquimedbusiness combinatic
or otherwise, and is effective, on a prospectivadydor fiscal
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years beginning after December 15, 2008. Early tiolofs prohibited. Since this guidance will be kg
prospectively, on adoption, there will be no imp@cbur current consolidated financial statements.

Note 3 Outsourcing of Assembly and Refurbishment Activities

The Company has outsourced its equipment assemblyedurbishment activities as well as the asserably
field service kits for sale by the Company to iistomers to several selected design and enginessinganies and
suppliers. These suppliers also carry out quabtytol procedures on the Compasgystems prior to their shipm
to customers. As part of these activities, thegpléers have responsibility for procuring the coments and
sub-assemblies that are used in the Company’srsgsiEhe Company purchases finished systems frose the
suppliers pursuant to forecasts and customer otdatshe Company supplies to them. While the autsosupplier
of the Company’s systems have responsibility ferghpply chain of the components for the systemmg sissemble,
the components, parts and sub-assemblies thasadeinithe Company’s systems are generally availabin
several potential suppliers.

The activities that the Company outsourced inclasembly of its 3-D printing equipment, its SBAystems,
its SLS® systems and certain other equipment items, thelishument of certain used equipment systems and the
assembly of field service kits for sale by the Campto its customers.

The Company sells components of its raw matenialsritory related to those systems to those thirtspa
suppliers from time to time. Those sales have beeorded in the financial statements as a produoan€ing
arrangement under SFAS No. 49, “Accounting for Babdrinancing Arrangements.” Pursuant to SFAS Ng.a$
of December 31, 2008 and December 31, 2007, thep@oynrecorded a non-trade receivable of $35 ar@r$],
respectively, classified in prepaid expenses ahdraturrent assets on the consolidated balancésshefecting the
book value of the inventory sold to the assemMfi@rsvhich the Company had not received payment. At
December 31, 2008 and 2007, $34 and $197, respBgtiemained in inventory with a corresponding amto
included in accrued liabilities, representing th@®any’s non-contractual obligation to repurchassembled
systems and refurbished parts produced from swentory.

Under these arrangements, the Company generalbhases assembled systems from the assemblersifalow
its receipt of an order from a customer or as nééaen the assembler to repair a component orrndgicse
equipment. Under certain circumstances, the Compatigipates that it may purchase assembled sydtemsthe
assemblers prior to the receipt of an order fratnstomer. At December 31, 2008 and December 3T,,260
Company had advanced $0 and $866, respectiveprogfess payments to assemblers for systems feoegctsbe
required for resale to customers. These progresnguats were recorded in prepaid expenses and atinemt asse
in the consolidated balance sheets.

Note 4 Inventories

Components of inventories, net at December 31, 20082007 are as follows:

2008 2007
Raw material $163 $ 83t
Inventory held by assemble 34 197
Work in proces: 14¢€ 12¢€
Finished goods and pal 22,35¢ 21,18¢
Total cosl 24,17+ 22,341
Less: reserve (3,156 (2,306

Inventories, ne $21,01¢  $20,04!

The balance of parts at December 31, 2008 and #@87%11,473 and $8,894, respectively.
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Note 5 Property and Equipment

Property and equipment at December 31, 2008 and 2@)summarized as follows:

2008 2007 Useful Life
(In years)
Building $ 856t $ 8,56¢ 25
Machinery and equipme 27,49 26,46¢ 35
Capitalized softwar— ERP 3,09¢ 3,077 5
Office furniture and equipme 3,40¢ 3,492 5
Leasehold improvemen 7,561 7,73( Life of Least
Rental equipmer 1,11¢ 72€ 5
Construction in progres 29¢ 511 N/A
Total property and equipme 51,53¢ 50,571
Less: Accumulated depreciation and amortiza (27,467 (29,240)
Total property and equipment, net of accumulatgatetzation and
amortizatior $24,07: $21,33!

Depreciation and amortization expense for 2008720 2006 was $4,872, $4,296, and $3,389, respfcti
Leasehold improvements are amortized on a strédiighbasis over the shorter of (i) their estimatedful lives and
(i) the estimated or contractual life of the relhiease.

Capitalized leases related to buildings had a @o$8,496 at December 31, 2008 and 2007. Capithlzases
related to office furniture and equipment had & c6$542 at December 31, 2008 and 2007.

For the years ended December 31, 2008 and 200Zdimpany recognized software amortization expehse o
$537 and $491, respectively, for enterprise resoplanning (‘ERP”) system capitalization costs.

In December 2008, the Company completed the sate Grand Junction, Colorado facility for $5,500,
consisting of $3,500 of cash proceeds (before dedyclosing costs) and a $2,000 zero interesg-figar
promissory note from the buyer. The property haghideeld for sale or lease since the Company cegss@tions &
its Grand Junction facility in April 2006. Followgrthe closing of the Grand Junction facility, appneately $3,454
of assets, net of accumulated depreciation, welagsified on the Company’s consolidated balaneetsinom long-
term assets to current assets, where they haverbeamled as assets held for sale. See Note 12.

The Company discounted the note receivable by $1@Hucing the net gain to $636. In accordanck wit
SFAS No. 66, “Accounting for Sales of Real Estateg, have not recognized this gain on the sale of3yand
Junction facility. The carrying value of the lorgy+h receivable, net of the discount and deferréa igaecorded in
“Other assets, net.” In all likelihood only a smadirtion of the gain will be recognized until therlger of (i) the sale
of the property securing the note by the buyefjiprepayment of the promissory note by the buyer.
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Note 6 Intangible Assets
(a) Licenses and patent costs at December 31, 2002007 are summarized as follows:

Weighted Average

2008 2007 Useful Life
(In years)
Licenses, at cot $ 587t $ 587t 1.8
Patent cost 16,07¢ 15,90¢ 4.4
21,95: 21,78
Less: Accumulated amortizatic (18,43) (17,777
Net licenses and patent co $ 352 $ 4,017

During 2008, 2007 and 2006, the Company capital$2a¥, $683 and $506, respectively, for costs imzlito
acquire, develop and extend patents in the UnitateS and various other countries. Amortizatioswfh previousl
capitalized patent costs was $787 in 2008, $1,4&007, and $1,195 in 2006. The Company expectstaaton
expense with respect to previously capitalizedmiatests to be $382 in 2009, $339 in 2010, $3120ihl, $278 in
2012 and $251 in 2013.

(b) Acquired Technology

Acquired technology at December 31, 2008 and 28@uimmarized as follows:

2008 2007
Acquired technolog $ 10,337 $10,39!
Less: Accumulated amortizatic (10,337) (10,39)
Net acquired technoloc $ —  $ —

Acquired technology, which was purchased in 200doinnection with the DTM Corporation acquisition,
became fully amortized in 2007. In 2008, 2007 ad@d&2 the Company amortized $0, $948, and $1,517,
respectively, of acquired technology. Acquired temlbgy and the related accumulated amortizatioh eacreased
$54 in 2008 for the effect of foreign currency esbe rates reflecting the impact of amounts reebideurrencies
other than the U.S. dollar on the financial statetsie

(c) Other Intangible Assets

The Company had $141 and $1,158 of other net iitiengssets, including internally developed sofeyas of
December 31, 2008 and 2007, respectively. Amoitinaxpense related to such intangible assets @4 %, $279
and $429 for the years ended December 31, 2008, 288 2006, respectively.

Note 7 Goodwill

The following are the changes in the carrying amafigoodwill by geographic reporting unit:

Asia-
U.S. Europe Pacific Total
Balance at January 1, 20 $18,60 $21,33. $6,93( $46,86"
Effect of foreign currency exchange ra 81E — 81t
Balance at December 31, 2C 18,60t 22,14% 6,93( 47,68
Effect of foreign currency exchange ra 32¢ — 32¢
Balance at December 31, 2C $18,60F $22,47F $6,93( $48,01(
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The effect of foreign currency exchange rates énpgteceding table reflects the impact on goodwilbants
recorded in currencies other than the U.S. doltethe financial statements of subsidiaries in tlggssgraphic areas
resulting from the yearly effect of foreign currgricanslation between the applicable functionatency and the
U.S. dollar. The remaining goodwill for Europe ahd entire amount of goodwill for AsRacific represent amoul
allocated in U.S. dollars from the U.S. to thoseggaphic areas for financial reporting purposes.

Note 8 Employee Benefits

The Company sponsors a Section 401(k) plan (then"Pktovering substantially all of its eligible
U.S. employees. The Plan entitles eligible emplsyteemake contributions to the Plan after meetingain
eligibility requirements. Contributions are limitéaithe maximum contribution allowances permitteder the
Internal Revenue Code. The Company matches 50%edafhployee contributions up to a maximum as s#i fo
the Plan. The Company may also make discretiormamyributions to the Plan, which would be allocatole
participants in accordance with the Plan. For ey ended December 31, 2008, 2007 and 2006, the&ty
expensed $206, $213 and $222, respectively, faribotions to the 401(k) Plan.

Note 9 Accrued and Other Liabilities
Accrued liabilities at December 31, 2008 and 20@7as follows:

2008 2007
Compensation and benef $2,23¢  $ 4,91¢
Vendor accrual 1,88( 2,84¢
Accrued professional fe¢ 1,06¢ 1,287
Accrued taxe! 1,14¢ 1,381
Royalties payabl 297 64E
Non-contractual obligation to repurchase inventory hsicdissemblers. See Not 34 197
Accrued interes 54 74
Accrued othe 1,341 90C

$8,057  $12,24¢

Other liabilities at December 31, 2008 and 2007saramarized below.

2008 2007

Defined benefit pension obligation. See Note $2,801 $2,361
Other lon¢-term liabilities 47¢€ 1,871
$3,271  $4,23¢

Note 10 Restructuring and Related Costs
The Company incurred no restructuring and relatediscduring the years ended December 31, 2008 @0 2

Restructuring costs were $6,646 in 2006, relateiedCompany moving its corporate headquarterscipal
R&D activities and all other key corporate supgarictions into a new facility in Rock Hill, Southa@lina. Early
in 2006, the Company opened an interim facilitRRiock Hill, began to hire employees to replace diapgr
employees and replicated functions in Rock Hilt thvare previously being performed at the Compakigkencia
and Grand Junction facilities. The Company alsabegork on exiting and disposing of
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its Valencia and Grand Junction facilities. The @amy vacated its Grand Junction facility in 200&@dsn
2008) and its former Valencia headquarters in Jan2@08.

All costs incurred in connection with these restuiag activities were expensed as incurred anllided as
other restructuring and related costs in the acemyipg consolidated statements of operations. [QUB06, the
Company accrued an additional $30 for prior facitiiosure, which was utilized in 2007.

Balance Balance Balance
December 31 2007 2007 December 31 2008 2008 December 31
2006 Charges Utilization 2007 Charges Utilization 2008

Prior closure cost $ 30 — $ @30 % — $ — 3 — 3 —

Severance cos — — — — — — —

Restructuring cosl — — — — — — —
Total severance and other

restructuring cost $ 300 —$ @30 % — $ — 3 — $ —

Note 11 Financial Instruments

Generally accepted accounting principles requieeGbmpany to disclose its estimate of the fair eafi
material financial instruments, including thoseareled as assets or liabilities in its consoliddieancial statement
The carrying amounts of current assets and ligsliapproximate fair value due to their short-tematurities.
Generally, the fair value of a fixed-rate instrurnedll increase as interest rates fall and decreasiaterest rates
rise.

The carrying amounts and fair values of the Com{saother financial instruments at December 31, 2808
2007 were as follows:

2008 2007
Carrying Fair Carrying Fair
Amount Value Amount Value

(Dollars in thousands)

Financial asset:

Grand Junction note receival $ 98 $ 98¢ — —
Financial liabilities:
Industrial development bon $ 3,08 $308 $ 3328 $ 3,32¢
Capitalized lease obligatiol 8,66 8,85¢ 8,84¢ 9,064
Total debt $11,747 $11,94: $12,16¢ $12,38¢

No adjustment was necessary to reflect the fairevaf the Grand Junction note receivable as tmsaction
closed in late December, 2008. No adjustment wasssary to reflect fair value of the industrial elepment bond
due to the floating-rate nature of those bondgréast on which varies weekly.

The fair value of the amounts outstanding underctpstalized lease obligations was calculated atebder 31
2008 and 2007 using a 6.76% and 6.74% interestnegpectively, to discount the capital lease @lians. These
discount rates were derived by taking the risk-freerest rate for similar maturities and addingeatimated risk
premium intended to reflect the credit risk. Se¢e\r? to the Consolidated Financial Statements.

The foregoing estimates are subjective and invoheertainties and matters of significant judgme@itanges i
assumptions could significantly affect the Compargstimates.
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Note 12 Borrowings

Total outstanding borrowings at December 31, 20682007 were as follows:

2008 2007
Industrial development boni $3,08¢ $3,32f
Total current dek $3,08t  $3,32f
Long-term deb $ — $ —
Total debi $3,08t  $3,32f

Industrial development bonds

The Company’s Grand Junction, Colorado facility fimanced by industrial development bonds in thgioal
aggregate principal amount of $4,900. At Decemie2808 and 2007, the outstanding principal amotithiese
bonds was $3,085 and $3,325, respectively. Thegsiteate at December 31, 2008 and 2007 was 1.2898.62%,
respectively.

As discussed elsewhere, in December 2008 we coatpllé sale of our Grand Junction, Colorado faditit
$5,500. The property had been held for sale oeleaxe the Company ceased operations at its Grarzion
facility in April 2006. Following cessation of opions at the Grand Junction facility, the Compeeglassified
these bonds from long-term debt to current instatita of long-term debt. Upon the sale, the Comalhy
collateralized the repayment of the industrial depment bonds, including interest and other amodatsthrough
the redemption date, with a portion of the salegeals and the $1,200 of restricted cash previdwty by the
trustee.

The Company gave the required 35-day notice aneeredd the remaining outstanding bonds, plus accrued
interest through the redemption date, in accordattetheir terms on January 28, 2009.

The following assets and liabilities related to @wand Junction facility were classified as currasgets or
liabilities on the balance sheet at December 3@820d 2007 as follows:

2008  _2007
Current asset:
Assets held for sal $ — $3,45¢
Restricted cas 3,161 1,20(
Current liabilities:
Industrial development bon $3,08:  $3,32¢

Such restricted cash was held on deposit as sgdéorithe Company’s obligations under the industria
development bonds discussed above, and therefa@etavailable to the Company for its general use.

Interest expense totaled $918 in 2008 compared,88% in 2007 and $1,645 in 2006, while interesbime
totaled $526 in 2008 compared to $1,001 in 2007%5¥8, all reflecting the effect of lower intereates in 2008.
Other expense totaled $379 in 2008 compared to B22@07 and $343 in 2006.

Note 13 Preferred Stock

The Company had 5,000 shares of preferred stot¢kwvidi@ authorized but unissued at December 31, 2668
2007. In connection with the stockholders’ righlismpapproved by the Company’s Board of DirectorB@atember
2008, 1,000 shares of such preferred stock weteeméd but unissued as Series A Preferred Stock.
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Note 14 Stock-Based Compensation and Stockholde’ Rights Plan

Stock based compensation expense for vesting aptias $0 and $678 for the years ended Decemb@083,
and 2007, respectively. The Company recorded a $B48je to operations in 2006 for stock-based cosgt®n
related to options granted from 1998 through 20®% portion of such amount allocable to each ofyders 2006
and prior is not material to the results of operagiof any year nor is the cumulative amount maltéwithe
consolidated financial statements for the year drZ®6.

Effective May 19, 2004, the Company adopted itsA2B@entive Stock Plan (the “2004 Stock Plan”) #&ad
2004 Restricted Stock Plan for Non-Employee Dinec{the “2004 Director Plan”). Effective upon thadoation of
these Plans, all of the Company’s previous stotlongplans terminated, except for the Company’sglEBtployee
Stock Purchase Plan discussed below, except watieot to options outstanding under those plangfAs
December 31, 2008 and 2007, the aggregate numiséiacés of common stock underlying outstandingoogti
issued under all previous stock option plans wasaé88] 1,084, respectively, at an average exercise per share |
$9.12 and $8.78, respectively, with expiration dateough November 3, 2013.

A maximum of 1,000 shares of common stock are veskfor issuance under the 2004 Stock Plan, sutgject
adjustment in accordance with the terms of the ZB@4k Plan. Total awards issued under this planph
repurchases, amounted to 12 shares of restriaiel st 2008, 46 shares of restricted stock in 2@@d, 121 shares
of restricted stock in 2006. The Company estim#teduture value associated with awards grant&d8, 2007,
and 2006 as $542, $1,384, and $2,833, respectiwbigh is calculated based on the fair market valune
common stock on the date of grant less the amaaidthy the recipient and is expensed over the mggteriod of
each award. The compensation expense recognizf0B 2007, and 2006 was $1,216, $1,677, and $1,044
respectively. Each of these awards was made wittsting period of three years from the date of gaad required
the recipient to pay $1.00 for each share awanddiddal years 2006 and 2007. In 2008, recipiergsewequired to
pay the lesser of $1.00 for each share or an anemual to ten percent of the fair market valuehefCompany’s
common stock per share at the date of grant, eégranging from $0.67 to $1.00.

The purpose of this Plan is to provide an incentiat permits the persons responsible for the Coyipa
growth to share directly in that growth and to fert the identity of their interests with the intgseof the Company’
stockholders. Any person who is an employee oboisaltant to the Company, or a subsidiary or aitiaé of the
Company, is eligible to be considered for the godnestricted stock awards, stock options or pentince awards
pursuant to the 2004 Stock Plan. The 2004 Stoak iBladministered by the Compensation CommittebeBoard
of Directors, which, pursuant to the provisiongtef 2004 Stock Plan, has the sole authority toroete recipients
of awards under that plan, the number of sharég twovered by such awards and the terms and comslibf each
award. The 2004 Stock Plan may be amended, alterdidcontinued at the sole discretion of the BadrDirectors
at any time.

The 2004 Director Plan provides for the grant ota00 shares of common stock to non-employeeidire
(as defined in the Plan) of the Company, subjeeidjastment in accordance with the terms of the.Plae purpose
of this Plan is to attract, retain and motivateseomployee directors of exceptional ability and torpote the
common interests of directors and stockholdersiraacing the value of the Company’s common stoekhEon-
employee director of the Company is eligible tatiggrate in this Plan upon their election to theaBbof Directors.
The Plan provides for initial grants of 1 sharesahmon stock to each newly elected non-employesidir,
annual grants of 3 shares of common stock as dfltse of business on the date of each annual ngeeti
stockholders, and interim grants of 3 shares ofraomstock, or a pro rata portion thereof, to norpleyee
directors elected at meetings other than the armeaating. The issue price of common stock awardeldiuthis
Plan is equal to the par value per share of thenommstock. The Company accounts for the fair vafugwvards of
common stock made under this Plan, net of the ipsge, as director compensation expense in thieghér which
the award is made. During the years ended
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December 31, 2008, 2007, and 2006, the Companyded®221, $314,and $372, respectively, as director
compensation expense in connection with awardgl ghares in 2008, 15 shares in 2007 and 18 shag99b of
common stock made to the non-employee directotiseo€ompany pursuant to this Plan.

As of December 31, 2008, 107 and 662 shares of aomstock were available for future grants under the
2004 Director Plan and the 2004 Stock Plan, resmdygt The status of the Company’s stock optionsuisimarized

below:
2008 2007 2006
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Options Price Options Price Options Price
(Shares and options in thousands)
Outstanding at beginning of ye 1,08 $ 87& 1,35 $ 9.1€¢ 168t $ 9.3¢
Granted — — — — — —
Exercisec (161) 6.732 (269) 10.62 (287) 9.04
Lapsed or cancele (37 9.3¢ 3 14.9¢ (45 18.7¢
Outstanding at end of ye 88€ $ 9.1z 108/ $ 8.7¢ 1,35¢ $ 9.1¢
Options exercisable at end of y« 88¢€ 1,08¢ 1,231
Shares available for future option gra 662 72¢ 774

The following table summarizes information abowicktoptions outstanding at December 31, 2008:

Options Outstanding

Weighted Options Exercisable
Average Weighted Weighted
Remaining Average Average
Options Contractual Exercise Options Exercise

Range: Outstanding Life (Years) Price Outstanding Price

(Options in thousands)

$5.00 to $9.9¢ 611 45t $ 7.21 611 $ 7.21
$10.00 to $14.9 16E 2.7¢ 12.01 16E 12.01
$15.00 to $19.9 11C 2.57 15.4( 11C 15.4(
88¢€ 397 $ 9.1Z 88 $ 9.1Z

The intrinsic value of the Company’s outstanding 8&ck options amounted to $519 at December 318.20

In December 2008, the Company’s Board of Directatspted a stockholder rights plan (the “Rights Bland
declared a dividend of one right for each shart@fCompanys Common Stock held by stockholders of record
the close of business on December 22, 2008. Irtiaddthese rights shall be issued in respecticftalres of
Common Stock issued after such date. Initiallyséheghts will not be exercisable and will tradehathe shares of
the Company’s Common Stock. Under the Rights Rlase rights will generally be exercisable onlg fferson or
group acquires or commences a tender or exchamgefof 15 percent or more of the Company’s ComiBtatk
(including, for this purpose, Common Stock involiedierivative transactions or securities). If tights become
exercisable, each right will permit its holder trghase from the Company one dngidredth of a share of Serie!
Preferred Stock for the exercise price of $55.00rigdat (subject to adjustment as provided in thgh®s Plan). The
Rights Plan also contains customary “flip-in” arfliig~over” provisions such that if a person or gpoacquires
beneficial ownership of 15 percent or more of tlienpanys Common Stock, each right will permit its holdsther
than the acquiring person or group, to purchaseeshaf the Company’s Common Stock for a price etpal
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the quotient obtained by dividing $55.00 per rifgutbject to adjustment as provided in the planpig-half of the
then current market price of the Company’s CommiaelS In addition, if, after a person acquires saamership,
the Company is later acquired in a merger or sintinsaction, each right will permit its holdether than the
acquiring person or group, to purchase shareseoft¢huiring corporation’s stock for a price eqoate quotient
obtained by dividing $55.00 per right (subject tustment as provided in the plan) by one-halhefthen current
market price of the acquiring company’s Common Ktbased on the market price of the acquiring c@fian’s
stock prior to such merger.

Note 15 International Retirement Plans

The Company sponsors a non-contributory define@fitgmension plan for certain employees of a
non-U.S. subsidiary initiated by a predecessohef@ompany. The Company maintains insurance cdstitaat
provide an annuity that is used to fund the curodatigations under this plan. The net present vafufat annuity
was $2,042 and $1,910 as of December 31, 2008 @0id Pespectively. The net present value of thatidp is
included in Other assets on the Company’s condelitlhalance sheet at December 31, 2008 and 2007.

The following table provides a reconciliation oétbhanges in the projected benefit obligation lieryears
ended December 31, 2008 and 2007:

2008 2007
Reconciliation of benefit obligations:
Obligations as of January $2,781 $2,70¢
Service cos 204 227
Interest cos 154 131
Actuarial gains (209 (53¢)
Benefit payment (44) (36)
Effect of foreign currency exchange rate char (14¢) 29t
Obligations as of December : $284¢ $2,78i
Funded status as of December 31 (net of tax bé| $(2,849) $(2,787)

The projected benefit obligation in the table abmwtudes $109, $538 and $356 of unrecognized aiet for
the years ended December 31, 2008, 2007 and 28§ atively. At December 31, 2008, the Companyrdszbthis
$109 gain, net of a $29 tax provision, as an $§0stithent to Accumulated other comprehensive income
accordance with SFAS No. 158. At December 31, 2087Company recorded this $538 gain, net of a $4%56
provision, as a $382 adjustment to Accumulatedratbeprehensive income in accordance with SFAS1S8. At
December 31, 2006 the Company recorded this $35@refcognized loss, net of an $89 tax benefit, 8367
adjustment to Accumulated other comprehensive ircom

The Company has recognized the following amountieérconsolidated balance sheets at December 88, 20

and 2007:
2008 2007
Accrued liabilities $ 43 $ 42
Other liabilities 2,801 2,36
Accumulated other comprehensive inca 19t 11F
Total $3,03¢  $2,907

F-25




Table of Contents
3D Systems Corporation
Notes to Consolidated Financial Statements — (Comtiied)

The following projected benefit obligation and acudated benefit obligation were estimated as of
December 31, 2008 and 2007:

2008 2007
Projected benefit obligatic $2,84¢  $2,78i
Accumulated benefit obligatic $2,64€  $2,43:

The following table shows the components of neigaéc benefit costs and other amounts recognizexdtier
comprehensive income:

2008 2007
Net periodic benefit cost:
Service cos $204  $227
Interest cos 154 131
Total $35€  $35¢
Other changes in plan assets and benefit obligatismecognized in other comprehensiv
income:
Net gain $ 80 $38:Z
Amortization of net gains (losse — (5
Total $ 80 $377
Total expense (income) recognized in net periodiuefiit cost and other comprehensive incc ~ $27¢€  $(19)
Following are assumptions used to determine beokligations as of December 31:
2008 2007
Discount rate 5.85% 5.6(%
Rate of compensatic 1.5(% 1.5(%
The following benefit payments, including expectetilire service cost, are expected to be paid:
Estimated future benefit payments:
2009 $ 75
2010 76
2011 13C
2012 138
2013 161
2014 and thereaftt 90¢

Note 16 Warranty Contracts

The Company provides product warranties for upne year as part of sales transactions for cerfais o
systems. Warranty revenue is recognized ratably theeterm of the warranties, which is the periadmg which
the related costs are incurred. This warranty plesithe customer with maintenance on the equiptheirg the
warranty period and provides for certain repalplaand replacement parts that may be required.

F-26




Table of Contents

3D Systems Corporation

Notes to Consolidated Financial Statements — (Comtiied)

In connection with this activity, the Company renxgd warranty revenue and incurred warranty castshown in
the table below:

Warranty Revenue Recognition

Beginning Balance Warranty Warranty Ending Balance
Deferred Warranty Revenue Revenue Deferred Warranty
Revenue Deferred Recognizel Revenue
Year Ended December 31,
2008 $ 4,34( $ 5,05¢ $ (6,329 $ 3,07¢
2007 3,72% 6,70( (6,089) 4,34(
2006 3,56¢ 6,00¢ (5,85)) 3,72¢

Warranty Costs Incurred

Labor and
Materials Overhead Total
Year Ended December 31
2008 $258 $ 3,61¢ $6,19¢
2007 2,46: 3,00¢ 5,47
2006 3,03¢ 4,117 7,151

Note 17 Computation of Net Loss per Share

The following is a reconciliation of the numerasord denominator of the basic and diluted loss lpares
computations for the years ended December 31, 2%, and 2006:

2008 2007 2006

Numerator:
Net loss available to common stockhold— numerator for basic net loss per
share $(6,159) $(6,740) $(30,699)
Add: Effect of dilutive securitie
Stock options, other equity compensation, conviertibdeemable preferred
stock and debentur — — —
Net loss available to common stockholders — nuroerfatr dilutive net loss
per share $(6,159) $(6,740 $(30,699)
Denominator

Denominator for basic net loss per sl-weighted average shar 22,35: 20,63! 17,30¢
Add: Effect of dilutive securitie

Stock options, other equity compensation, conviertiedeemable preferred
stock and debentur: — — —

Denominator for dilutive net loss per sh. 22,35: 20,63! 17,30¢
Loss per shar
Basic $ (028 $ (0.3 $ (1.7
Diluted $ (0.2 $ (0.39) $ (1.79)
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For the years ended December 31, 2008, 2007 ar] p€entially dilutive shares of 531, 1,084 anti38,
respectively, were excluded from the calculatiopatentially dilutive shares for those years beedhsir effect
would have been anti-dilutive.

Note 18 Supplemental Cash Flow Information

2008 2007 2006

Interest payment $ 93¢ $1,83: $ 1,52
Income tax paymen 692 1,77¢ 1,06¢
Non-cash items

Acquisition of property and equipment via capitatizease: — — 9,03¢

Conversion of 6% convertible subordinated debesi — 15,35¢ 7,25(

Conversion of Series B convertible redeemable predestock — — 15,24:

Accrued dividends on preferred stc — — 1,00z

Transfer of equipment from inventory to propertyl @guipment(a 4,61°F 1,64 2,60z

Transfer of equipment to inventory from propertyl @guipment(b 2,39¢ 94¢€ 3,06¢

(@) Inventory is transferred from inventory to propeaityd equipment at cost when the Company requirgitiaaal
machines for training, demonstration and s-term rentals

(b) In general, an asset is transferred from ptg@erd equipment into inventory at its net bookuealvhen the
Company has identified a potential sale for a usadhine. The machine is removed from inventory upon
recognition of the salt

Note 19 Fair Value Measurements

In September 2006, the Financial Accounting Stasel&oard (“FASB”) issued SFAS No. 157,“Fair Value
Measurements.” SFAS No. 157 introduced a framevi@rkneasuring fair value and expanded required aisice
about fair value measurement of assets and ligsiliEor financial assets and liabilities, SFAS Mo/ was effectiv
for fiscal years beginning after November 15, 200Ye Company adopted the standard for those amséts
liabilities as of January 1, 2008, and the impd@doption was not significant.

SFAS No. 157 defines fair value as the exchangee hiat would be received for an asset or paidhttster a
liability (an exit price) in the principal or moativantageous market for the asset or liabilitynimealerly transaction
between market participants on the measurement 8B#%S No. 157 also establishes a fair value hibgawhich
requires an entity to maximize the use of observatguts that may be used to measure fair value:

Level 1 — Quoted prices in active markets for identicaleds or liabilities;

Level 2 — Observable inputs other than Level 1 prices sudjuased prices for similar assets or liabilit
quoted prices in markets that are not active; loeoinputs that are observable or can be corrobdiay
observable market data for substantially the &iiirt of the assets or liabilities; or

Level 3 — Unobservable inputs that are supported by litlao market activity and that are significant to
the fair value of the assets or liabilities.

The Company utilizes the market approach to medairrgalue for its financial assets and liabiktierhe
market approach uses prices and other relevarmiation generated by market transactions involvilegtical or
comparable assets or liabilities.
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Level 1 Level 2 Level 3 Total
Description
Cash equivalent $17,15¢ $ — $ —  $17,15!
Currency derivative contracts( 1,69¢ — — 1,69¢
Total $1885. $ — $ —  $18,85:

(1) Unrealized gains or losses on derivatives are detbin the statement of operations at each measutetate

The fair market value of Level 1 currency derivattontracts at December 31, 2008 and Decembe08Z, 2
was as follows:

Foreign Currency
Purchase Contracts

2008 2007
Notional amoun $1,68C  $2,90¢
Fair value 1,69¢ 2,891
Net unrealized gain (los $ 19 $ (19
Note 20 Income Taxes
The components of the Company’s income (loss) ledfttome taxes are as follows:
2008 2007 2006
Income (loss) before income tax:
Domestic $(11,047) $(9,240) $(30,81))
Foreign 5,187 2,891 3,71¢
Total $ (5,860 $(6,249 $(27,10)

The components of income tax provision for the gesrded December 31, 2008, 2007 and 2006 arelawsol

2008 2007 2006
Current:
U.S. federa $097) $ — $ (56
State 17 — 14
Foreign 617 75¢ 46¢
Total 537 75¢ 427
Deferred:
U.S. federa — — 2,50(
State — — —
Foreign (24%) (268 (74¢)
Total (243 (268 1,752
Total income tax provisio $294 $491 $2,17¢
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The overall effective tax rate differs from thetstary federal tax rate for the years ended Decer@bge2008,
2007 and 2006 as follows:

2008 2007 2006

% of Pretax Income (Loss)

Tax provision based on the federal statutory 35.(% 35.(% 35.(%
Change in valuation allowancesi (46.0) (35.2 (60.2
Deemed income related to foreign operation (23.9 (15.9 —
Non-deductible expense¢ 3.4 4.7 0.5
State taxes, net of federal benefit, before vabuadillowance 6.5 6.5 6.€
Impact of foreign tax settleme 20.2 — —
Return to provision adjustments, foreign currert daferred balance (2.4) 6.€ 9.1
Foreign income tax rate different 2.7 0.S —
Other (0.5 (1.7) 1.C
Effective tax rate (5.0% (7.9% (8.0%

(1) 2007 amounts have been changed to conform witBQA8 presentatio

The difference between the Company’s effectiversags for 2008, 2007 and 2006 and the federaltstgtate
resulted primarily from the favorable settlementidfx audit for the years 2000 to 2005 with aifpreéax authority
This settlement reduced 2008 income tax expen$d @85, as amounts owing under the settlemeneasethan th
estimated amounts previously recorded by the Compere settlement allows the Company to recograxddss
carry-forwards, resulting in an increase in ouredesd tax asset of $911. In addition, the diffeeeimcthe effective
tax rates and the federal statutory rate also akeeted by changes in the valuation allowancesudised below.

In 2008, the Company'’s valuation allowance agaiestdeferred income tax assets increased by $26. Th
increase consisted of a $151 increase against.eddferred income tax assets and a $125 dedretisevaluatiol
allowance against foreign deferred income tax as3éie increase in the valuation allowance agémshet
U.S. deferred income tax assets resulted primaoly the increase in the Company’s domestic netaijpg) losses.
In 2007, the Compang’valuation allowance against net deferred incaressets decreased by $817. This dec
consisted of a $2,177 increase against the U.8rmefincome tax assets and a $2,994 decrease valiation
allowance against foreign deferred income tax as3die increase in the valuation allowance agdieshet
U.S. deferred income tax assets resulted primfoly the increase in the Company’s domestic netaijpey losses.

The increase in the valuation allowance againsh#id).S. deferred income tax assets in 2006 exbult
primarily from the increase in the Company’s dontesét operating losses and the reversal of the0fPnet
deferred income tax asset previously recorded aedéer 31, 2005 on its consolidated balance shkit.deferred
income tax asset was recorded at December 31, &@85he Company determined that it was moreikiehn not
that it would be able to utilize a portion of itsfdrred income tax assets attributable to its Wh&me. As a result «
the losses incurred during 2006 and the relatespgats for the future, the Company believed thainding a
valuation allowance against this deferred incomeatsset was prudent and appropriate in accordaitbe w
SFAS No. 109, “Accounting for Income Taxes.”

In light of the improvement in the Company’s foreigperations and management’s adoption of trapsfeing
strategies that should result in future foreigrata® income, the Company determined at Decembe2(®)/, and
2006 that it is more likely than not that it woudd able to utilize a portion of its deferred incotae assets
attributable to foreign income taxes, and the Camgcordingly reversed $389 and $748 of its vadnat
allowance and recognized a corresponding benedihagits income tax provision in the consolidaséatement of
operations for the years ended December 31, 2002@06, respectively.
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The components of the Company’s net deferred indamassets at December 31, 2008 and 2007 are as

follows:
2008 2007
Deferred income tax asse
Tax credit carr-forwards $ 646 $ 6,43¢
Net operating loss cal-forwards 27,80: 25,97¢
Reserves and allowanc 2,31« 2,077
Accrued liabilities 47¢ 1,42¢
Intangibles 2,328 2,14z
Stock options and awart 1,80: 1,70¢
Deferred lease reven 74 23C
Deferred revenu 19 55
Gross deferred income tax ass 41,27¢ 40,05(
Valuation allowanct (38,326) (38,300
Total deferred income tax ass 2,95: 1,75C
Deferred income tax liabilitie:
Property, plant & equipmel 2,01¢ 1,057
Total deferred income tax liabilitie 2,01¢ 1,057
Net deferred income tax ass $ 93t $ 69:

The Company accounts for income taxes in accordaitbeSFAS No. 109. Under SFAS No. 109, deferred
income tax assets and liabilities are determinegdan the difference between financial statemethtax bases of
assets and liabilities, using enacted rates ircefée the year in which the differences are expédb reverse. The
provision for income taxes is based on domesticiatginational statutory income tax rates in thésglictions in
which the Company operates.

At December 31, 2008, $27,803 of the Company’srdefencome tax assets was attributable to $1240924
net operating loss carry-forwards, which consiste$i70,963 of loss carry-forwards for U.S. fedenalbome tax
purposes, $51,689 of loss carry-forwards for Ut&esncome tax purposes and $2,272 of loss camyards for
foreign income tax purposes.

At December 31, 2007, $25,979 of the Company’srdefiencome tax assets was attributable to $1140824
net operating loss carry-forwards, which consiste$67,256 of loss carry-forwards for U.S. fedénalome tax
purposes, $45,922 of loss carry-forwards for Ut&esincome tax purposes and $1,146 of loss camyefrds for
foreign income tax purposes.

The Federal net operating loss carry-forwardsat fabove exclude deductions for the exercisearks
options. The net operating loss attributable toetheess of the tax deduction for the exercise ®fthck options
over the cumulative expense that would be recoweldr FAS 123(R) in the financial statements israobrded as
a deferred income tax asset. The benefit of thessxdeduction of $6,603 will be recorded to add#ligaid-in
capital when the Company realizes a reductiorsicitrent taxes payable.

At December 31, 2008 and 2007, approximately $5¢#9fe federal net operating loss carry-forwarésev
acquired as part of the DTM acquisition in 2001 arelsubject to the annual limitation of loss deiducpursuant t
Section 382 of the Internal Revenue Code of 198@naended. The net operating loss carry-forwargsieed as
part of the DTM acquisition and certain loss cdogwards for U.S. federal income tax purposes baiin to expire
in 2017, and certain loss carry-forwards for Ut8tesincome tax purposes begin to expire in 200@ddition,
certain loss carry-forwards for foreign income paxposes will begin to expire in 2017 and certaheoloss carry-
forwards for foreign purposes do not expire. Ultiena
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utilization of these loss carry-forwards dependsuture taxable earnings of the Company and itsisiidries.

At December 31, 2008, tax credit carry-forwardduded in the Company’s deferred income tax assets
consisted of $3,049 of research and experiment&onredit carry-forwards for U.S. federal incotar purposes,
$2,563 of such tax credit carry-forwards for U.atesincome tax purposes, $515 of alternative mimmtax credit
carry-forwards for U.S. federal income tax purposed $338 of other state tax credits. At Decemhbef807, tax
credit carry-forwards included in the Company’settefd income tax assets consisted of $3,122 oarelsend
experimentation tax credit carry-forwards for U&leral income tax purposes, $2,537 of such taditocarry-
forwards for U.S. state income tax purposes, $3Edternative minimum tax credit carry-forwards fdrS. federal
income tax purposes, $58 of other federal tax tsedid $203 of other state tax credits. The altemaninimum ta
credits and the state research and experimentatocredits do not expire.

The Company has not provided for any taxes on xapedely $4,762 of unremitted earnings of its fgrei
subsidiaries, as the Company intends to permanggitiyest all such earnings outside of the U.S.nfifyang the
deferred tax liability, if any, associated with $keeundistributed earnings is not practical.

As a result of adoption of FIN 48, at January 02Ghe Company had recognized a $1,208 increase to
accumulated deficit in earnings that consisted $823 reduction in its deferred tax assets andetberding of an
$885 long-term income tax payable in its consoddialance sheet. In addition, the Company wowe ha
recognized a $3,734 increase to deferred tax afsaigrecognized benefits related to positiongteik prior
periods, which would have affected accumulatedcitefi earnings if it had not made, which it didc@responding
increase in the valuation allowance maintainedsitonsolidated financial statements. For the yeaded
December 31, 2008 and 2007, the Company decresetNi 48 reserve by $521 and $3, and increased its
unrecognized benefits by $289 and $267, respegtiféle Company does not anticipate any additionaéeognize
tax benefits during the next twelve months that M@asult in a material change to its consoliddieancial

position.

Unrecognized Tax Benefit 2008 2007
Balance at January $2,79C $2,52¢
Increases related to prior year tax positi 373 60
Decreases related to prior year tax posit (59 (189
Increases related to current year tax posit — 5
Decreases related to current year tax posit 9 (339
Decreases in unrecognized liability due to settl@mevith foreign tax authoritie (16) 727
Balance at December . $3,07¢  $2,79(

The Company includes interest and penalties acdruadcordance with FIN 48 in the consolidatedicial
statements as a component of income tax expense.

The principal tax jurisdictions in which the Compdiles income tax returns are the United Stateanée,
Germany, Japan, Italy, Switzerland and the Unitedgflom. Tax years 2005 through 2008 remain subgect
examination by the U.S. Internal Revenue Servibeull the Company utilize any of its U.S. loss gaforwards,
its losses, which date back to 1997, would be stitgeexamination. The Company’s non-U.S. subsielatax
returns are open to possible examination beginimitge year shown in parentheses in the followiogntries:
France (2004), Germany (2006), Japan (2003), (2094), Switzerland (2004) and United Kingdom (2006
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Note 21 Segment Information

The Company operates in one reportable businessesgdn which it develops, manufactures and markets
worldwide 3-Dprinting, rapid prototyping and manufacturing syssedesigned to reduce the time it takes to pra
three-dimensional objects. The Company conductsuiginess through subsidiaries in the U.S, a sigvgith
Switzerland that operates a research and produfet@lity and sales and service offices operatedudysidiaries in
the European Community (France, Germany, the Uidtaddom, Italy and Switzerland) and in Asia (Jajaaual
Hong Kong.) The Company has historically disclosethmarized financial information for the geograpdnieas of
operations as if they were segments in accordaitbeSFAS No. 131, Disclosures about Segments of an Enter
and Related Information.”

Such summarized financial information concernirg @mpany’s geographical operations is shown in the
following tables:

2008 2007 2006
Revenue from unaffiliated custome
United State: $ 54,76¢ $ 65,50: $ 58,64¢
Germany 32,30 34,77: 24,14
Other Europ 29,801 34,047 29,74(
Asia Pacific 22,06( 22,19: 22,29(
Total $138,94( $156,51¢ $134,82(
The Company’s revenue from unaffiliated customegrgype is as follows:
2008 2007 2006
Systems and other produ $ 41,32¢ $ 58,17¢ $ 46,46:
Materials 62,29( 61,96¢ 52,06
Services 35,32 36,36¢ 36,29¢
Total revenue $138,94( $156,51¢ $134,82(

Intercompany sales were as follows:

Year Ended December 31, 200
Intercompany Sales tc

United Other Asia
States Germany Europe Pacific Total
United State: $ — $19,67( $11,677 $12,98¢ $44,33¢
Germany 1,40¢ — 5,87 — 7,27¢
Other Europs 6,76¢ 23€ — 1 7,00:
Asia Pacific — — — — —
Total $8,17: $19,90¢ $17,55( $12,98¢ $58,611
Year Ended December 31, 200
Intercompany Sales to
United Other Asia
States Germany Europe Pacific Total
United State: $ — $21,33¢ $11,797 $15,78: $48,91:
Germany 44t — 6,79: 90 7,32¢
Other Europs 6,97: 26C — — 7,23:
Asia Pacific — — — —
Total $7,41¢  $21,59: $18,59( $15,87 $63,47¢
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United State:
Germany
Other Europs
Asia Pacific

Total

Income (loss) from operation
United State:
Germany
Other Europ
Asia Pacific
Subtotal
Inter-segment eliminatio

Total

Assets:
United State!
Germany
Other Europ
Asia Pacific
Total

Depreciation and amortizatio
United State:
Germany
Other Europ
Asia Pacific
Total

Long-lived assets
United State:
Germany
Other Europ
Asia Pacific

Total

Year Ended December 31, 2006

Intercompany Sales to

United Other Asia
States Germany Europe Pacific Total
$ — $15,20: $12,271 $13,60¢ $41,08:
26¢€ — 3,59 301 4,16(
5,722 14¢% — 61 5,92¢
$5,98¢  $15,34¢ $15,86¢ $13,97. $51,16¢
2008 2007 2006
$(10,656 $(9,924) $(28,88¢)
1,08( 43C 1,60¢
2,37: 1,11C 1,621
1,764 2,121 1,77(C
(5,439 (6,257 (23,889
34¢ 1,12¢ (1,802
$ (5,090 $(5,129 $(25,69))
2008 2007
$ 61,97 $ 79,69:
25,76: 24,27¢
43,39¢ 48,45¢
21,87( 14,95¢
$153,00: $167,38!
2008 2007 2006
$5,83( $6,21€¢ $5,66¢
287 37¢ 324
362 30¢ 334
197 66 203
$6,67¢  $6,97C  $6,52¢
2008 2007
$20,867 $27,34:
15,23¢ 12,621
28,61 29,397
13,98¢ 7,39¢
$78,69¢  $76,76¢
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2008 2007 2006
Capital expenditure:
North America $3,162 $854 $ 9,11«
Germany 59¢€ 21 541
Other Europ 1,02¢ 39 44x
Asia Pacific 1,02¢ 32 —
Total $5,811 $94€  $10,10(

Note 22 Lease Obligations

The Company leases certain of its facilities angiggent under capitalized leases and other fasliéind
equipment under non-cancelable operating leasesleBses are generally on a net-rent basis, urfiiehwthe
Company pays taxes, maintenance and insuranceed #zet expire at various dates through 2031 greated to b
renewed or replaced by leases on other propeRm&stal expense for the years ended December 38, 2007 and
2006 aggregated $1,843, $2,702 and $2,367, resphcti

The Company’s future minimum lease payments aseaebhber 31, 2008 under capitalized leases and non-
cancelable operating leases, with initial or rermgjilease terms in excess of one year, were asysil

Capitalized Operating

Leases Leases
Years ending December 31
2009 $ 798 $ 1,30¢
2010 79t 84¢
2011 78¢€ 687
2012 701 417
2013 701 19z
Later year: 13,70: —
Total minimum lease paymer 17,47¢  $ 3,45(
Less amounts representing imputed inte (8,819
Present value of minimum lease payme 8,66:
Less current portion of capitalized lease obligat (195
Capitalized lease obligations, excluding currentipo $ 8,46

Rock Hill Facility

The Company took occupancy of its current headgtsmend research and development facility in Noveamb
2006. The Company leases that facility pursuaatlEase agreement with KDC-Carolina Investment$3 After
its initial term ending August 31, 2021, the lepsevides the Company with the option to renew #dasé for two
additional five-year terms. The lease also grdmsGompany the right to cause KDC, subject to seteams and
conditions, to expand the leased premises duriagetm of the lease, in which case the term ofdhse would be
extended. The lease is a triple net lease andgeevor the payment of base rent of approximately #illion in
2006, $0.7 million annually from 2007 through 20R@luding rent escalations in 2011 and 2016, &h8 #illion
in 2021. Under the terms of the lease, the Commabligated to pay all taxes, insurance, utilitesl other
operating costs with respect to the leased premilgeslease also grants the Company the right tchaige the
leased premises and undeveloped land
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surrounding the leased premises on terms and comslidescribed more particularly in the lease. Téase is
recorded as a capitalized lease obligation unddeBient of Financial Accounting Standards No. Agcbunting
for Leases.” The implicit interest rate at Decem®&r2008 and 2007 was 6.93%.

Furniture and Fixtures Lease

In November 2006, the Company entered into a l&aaacing with a financial institution covering afé
furniture and fixtures. In accordance with SFAS I8, the Company has recorded this lease as atiapit lease.
The terms of the lease require the Company to mak&hly payments through October 2011. The impiitirest
rate at December 31, 2008 and 2007 was 8.05%.

Note 23 Contingencies

On March 14, 2008, DSM Desotech Inc. filed a conmplim an action tittedSM Desotech Inc. v. 3D Systems
Corporationin the United States District Court for the North&istrict of lllinois (Eastern Division) assertirtigat
the Company engaged in anticompetitive behavidn vaspect to resins used in large-frame steregjitihy
machines. The complaint further asserts that thagamy is infringing upon two of DSM Desoteslpatents relatir
to stereolithography machines. We understand tiSiM Desotech estimates the damages associatedsvitaims
to be in excess of $40 million.

On or about June 6, 2008, the Company filed a mdbalismiss the nopatent causes of action. This motiol
dismiss was granted in part and denied in parondry 26, 2009, with leave granted to DSM Desote@mend
its complaint with respect to the dismissed claifitee Company filed an answer to DSM Desotech’s aditipn
and patent claims in which it denied the matetiagations of those claims and asserted variousndess and
counterclaims. In view of the Court’s decision ahdary 26, 2009, discovery is proceeding on thienslgending in
this case. On March 2, 2009, DSM Desotech filedasd amended complaint in which, among other &iitg
reasserts the claims previously dismissed by thetGadecision of January 26, 2009. The Compangrids to
vigorously contest all of the claims asserted bywI3esotech.

The Company is also involved in various other lagatters incidental to our business. The Compalfigmes,
after consulting with counsel, that the dispositidithese other legal matters will not have a niateffect on its
consolidated results of operations or consolidfitexhcial position.

Note 24 Selected Quarterly Financial Data (unaudited)
The following tables set forth unaudited selectadrterly financial data.

Quarter Ended
December 31 September 3C June 30, March 31,

2008 2008 2008 2008
Consolidated revent $ 3492( $ 35577 $36,65¢ $31,78:
Gross profit(1) 15,43« 13,78¢ 13,32( 13,42¢
Total operating expens 13,93 14,33( 16,13: 16,66
Income (loss) from operations( 1,50(C (542 (2,819 (3,235
Income tax (benefit) expense| (762) 36C 31C 38¢€
Net income (loss 1,84¢ (989 (3,329 (3,697
Basic net income (loss) per shi $ 0.0¢ $ (0.0 $ (0.15) $ (0.19)
Diluted net income (loss) per sh $ 0.0¢ $ (0.0 $ (0.15 $ (0.19)

(1) The decline in gross profit in the fourth quarte2608 compared to the fourth quarter of 2007 wanarily
related to lower total revenue partially offsetrbguced amortization of internally developed sofenvand
reduced thir-party logistics costs
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(2) Includes reversal of a $500 employee bonus acerdbk fourth quarter of 200
(3) Includes a $1,185 benefit from settlement of fanei@x audit in the fourth quarter of 2008. See Nafi@bove

Quarter Ended
December 31 September 3C June 30, March 31,

2007 2007 2007 2007
Consolidated revent $ 4493( $ 38,22¢ $36,42¢ $36,93:
Gross profit 18,14( 15,93¢ 13,47¢ 15,90:
Total operating expens 16,70 15,50¢ 18,40( 17,97¢
Income (loss) from operatiol 1,43¢ 432 (4,927 (2,076
Income tax (benefit) expen 62 24¢ (77 35¢
Net income (loss 1,35: 33C (5,309 (3,120
Basic net income (loss) per shi $ 0.0e $ 0.0z $ (0.27) $ (0.1¢
Diluted net income (loss) per sh $ 0.0e $ 0.01 $ (0.29) $ (0.1¢

The sum of per share amounts for each of the qliapgeriods presented does not necessarily eqeabtal
presented for the year because each quarterly arnsoudependently calculated at the end of eaclogdased on
the net income (loss) available to common stoclkdrsidor such period and the weighted average sléres
outstanding common stock for such period.

Note 25 Subsequent Event:

On January 28, 2009 the Company redeemed the ren&i8,085 of outstanding industrial developmenmds
plus accrued and unpaid interest through the relemgate, in accordance with their terms.

On February 25, 2009, the Company received ndtiatits largest customer in Japan filed for prabectinder
the Civil Rehabilitation Act, which we understamdae similar to a Chapter 11 filing under the LIB&nkruptcy
Code. The Company immediately began assessingathddbt and business risk arising from this filifige total
receivable owed by this customer to the Comparof &bruary 25 was $1,265; of this amount, $78&tesl to
accounts receivable as of December 31, 2008 that wepaid as of the date of the customer’s filBgsed on the
facts as the Company presently understands thenCdampany increased its allowance for doubtful ant®as of
December 31, 2008 to properly account for the etgueloss associated with the outstanding receigadtle
December 31, 2008. Future adjustments may be regasdating to transactions with this customerudag in
20009.
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To the Stockholders and Board of Directors of
3D Systems Corporation
Rock Hill, South Carolina

The audits referred to in our report dated MarcB(R9, relating to the Consolidated Financial Sietets of 3L
Systems Corporation for the years ended Decemhe&(®B, 2007 and 2006, which is contained in Iteof the
Form 10-K, included the audit of the financial staent schedule listed in the accompanying indeis fiitancial
statement schedule is the responsibility of the @amyg’s management. Our responsibility is to expagsepinion
on the financial statement schedule based upoaudits.

In our opinion, the financial statement scheduleemconsidered in relation to the basic consol@ifitencial
statements taken as a whole, presents fairly] imatierial respects, the information set forth éirer

/s/ BDO SEIDMAN, LLP
BDO Seidman, LLP

Charlotte, North Carolina
March 3, 2009
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3D Systems Corporation
Valuation and Qualifying Accounts
Years ended December 31, 2008, 2007 and 2006

Additions

Balance at Charged/ Balance
Year Beginning ol  (Credited) to at End of

Ended Item Year Expense Deductions Year
200¢ Allowance for doubtful accoun $ 2072 $ 84S $ (90€) $ 2,01f
2007 Allowance for doubtful accoun 2,35¢ 10¢ (39€) 2,07:
200¢ Allowance for doubtful accoun 99C 1,61 (247)  2,35¢
200¢ Reserve for excess and obsolete inven $ 2306 $ 1,721 $ (871 $ 3,15¢
2007 Reserve for excess and obsolete inven 2,35z (82 (35)  2,30¢
200¢ Reserve for excess and obsolete inven 1,315 96¢ (68)  2,35:
200¢ Deferred income tax asset allowance accoun $ 38,30 $ 341¢ $ (3,390 $38,32¢
2007 Deferred income tax asset allowance accoun 39,11% 2,171 (2,999 38,30(
200¢ Deferred income tax asset allowance accoun 22,97¢ 17,89( (1,759 39,11%

(1) Additions represent increases in valuation allovesragainst deferred tax assets; deductions reprdsereases
in valuation allowances against deferred tax as

F-39



Exhibit 21.1

3D Systems Corporation
List of Subsidiaries at December 31, 2008

The following table sets forth the name and statetlver jurisdiction of incorporation of the Comgyan
subsidiaries. Except as otherwise indicated, eabhkidiary is owned, directly or indirectly, by ti@mpany.

Name Jurisdiction of Incorporation
3D Canada Compar Canade

3D Holdings, LLC Delaware

3D Systems S.A Switzerlanc

3D Systems, Inc California

3D Systems Europe Ltc United Kingdom
3D Systems Gmbl Germany

3D Systems France SAF France

3D Systems ltalia S.r.| Italy

3D Capital Corporatio California

3D Systems Asia Pacific, Ltc California

3D European Holdings Ltd United Kingdom
3D Systems Solid Imaging S./ Spain
OptoForm LLC* Delaware

3D Systems Japan K.k Japar

* OptoForm is inactive and the Company directly alirectly owns 60% of the outstanding intere



Exhibit 23.1

Consent of Independent Registered Public Accountingirm

3D Systems Corporation
Rock Hill, South Carolina

We hereby consent to the incorporation by referéméegistration Statement Nos. 333-123227, 333636
333-62776, 333-79767, 333-11865 and 333-11564200m [S-8 of 3D Systems Corporation of our reporteda
March 3, 2009, relating to the consolidated finahstatements, financial statement schedule, andffbctiveness
of 3D Systems Corporation’s internal control ovaeahcial reporting, which appear in this Annual Beon
Form 10-K.

/s/ BDO SEIDMAN, LLP
BDO Seidman, LLP

Charlotte, North Carolina
March 3, 200¢



Exhibit 31.1

Certification of
Principal Executive Officer of
3D Systems Corporation

I, Abraham N. Reichental, certify that:
1. I have reviewed this report on Form 10-K of 3f&tems Corporation;

2. Based on my knowledge, this report does notaiomny untrue statement of a material fact or dnéttate a
material fact necessary to make the statements,rimalight of the circumstances under which sueteshents were
made, not misleading with respect to the perioceoad by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport,
fairly present in all material respects the finahciondition, results of operations and cash floivthe registrant as
of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure
controls and procedures (as defined in ExchangdrAitts 13a-15(e) and 15d-15(e)) and internal cootrer
financial reporting (as defined in Exchange Actddul 3a-15(f) and 15d-15(f)) for the registrant hade:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedare
be designed under our supervision, to ensure thggmal information relating to the registrant,lirding its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in
which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial
reporting to be designed under our supervisiopyéeide reasonable assurance regarding the rétyabfl
financial reporting and the preparation of finahsiatements for external purposes in accordantiegeinerall
accepted accounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentenisi
report our conclusions about the effectivenest@fdisclosure controls and procedures, as of thegthe
period covered by this report based on such evahjadnd

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitigt
occurred during the registrant’s most recent fisgelrter (the registrant’s fourth fiscal quartettie case of an
annual report) that has materially affected, oe#@sonably likely to materially affect, the regsit’s internal
control over financial reporting; and

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evatuat
internal control over financial reporting, to thegistrant’s auditors and the audit committee ofrdggstrant’s board
of directors (or persons performing the equivafanttions):

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer
financial reporting which are reasonably likelyatdversely affect the registrant’s ability to recgrtbcess,
summarize and report financial information; and

(b) Any fraud, whether or not material, that invedymanagement or other employees who have a
significant role in the registrant’s internal casitover financial reporting.

By: /s/ ABRAHAM N. REICHENTAL

Abraham N. Reichental
Title: President and Chief Executive Offic
(Principal Executive Officer)

Date: March 4, 200



Exhibit 31.2

Certification of
Principal Financial Officer of
3D Systems Corporation

I, Damon J. Gregoire, certify that:
1. I have reviewed this report on Form 10-K of 3f&tems Corporation;

2. Based on my knowledge, this report does notaiomny untrue statement of a material fact or dnéttate a
material fact necessary to make the statements,rimalight of the circumstances under which sueteshents were
made, not misleading with respect to the perioceoad by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport,
fairly present in all material respects the finahciondition, results of operations and cash floivthe registrant as
of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure
controls and procedures (as defined in ExchangdrAitts 13a-15(e) and 15d-15(e)) and internal cootrer
financial reporting (as defined in Exchange Actddul 3a-15(f) and 15d-15(f)) for the registrant hade:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedare
be designed under our supervision, to ensure thggmal information relating to the registrant,lirding its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in
which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial
reporting to be designed under our supervisiopyéeide reasonable assurance regarding the rétyabfl
financial reporting and the preparation of finahsiatements for external purposes in accordantiegeinerall
accepted accounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentenisi
report our conclusions about the effectivenest@fdisclosure controls and procedures, as of thegthe
period covered by this report based on such evahjadnd

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitigt
occurred during the registrant’s most recent fisgelrter (the registrant’s fourth fiscal quartettie case of an
annual report) that has materially affected, oe#@sonably likely to materially affect, the regsit’s internal
control over financial reporting; and

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evatuat
internal control over financial reporting, to thegistrant’s auditors and the audit committee ofrdggstrant’s board
of directors (or persons performing the equivafanttions):

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer
financial reporting which are reasonably likelyatdversely affect the registrant’s ability to recgrtbcess,
summarize and report financial information; and

(b) Any fraud, whether or not material, that invedymanagement or other employees who have a
significant role in the registrant’s internal casitover financial reporting.

By: /s/ DAMON J. CREGOIRE

Damon J. Gregoire
Title: Vice President and Chief Financial Offic
(Principal Financial Officer)

Date: March 4, 200



Exhibit 32.1

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

This certification is provided pursuant to Sect8f6 of the Sarbanes-Oxley Act of 2002 and acconegathie
Annual Report on Form 10-K (the “Form 10-K”") foretlyear ended December 31, 2008 of 3D Systems Caipor
(the “Issuer”).

I, Abraham N. Reichental, the Principal Executivii@r of the Issuer, certify that, pursuant tols.C.
§ 1350, as adopted pursuant to § 906 of the Sasb@rkey Act of 2002, to the best of my knowledge:

(i) the Form 10-K fully complies with the requirente of Section 13(a) or Section 15(d) of the Seiasi
Exchange Act of 1934; and

(i) The information contained in the Form 10-Krfgipresents, in all material respects, the finahci
condition and results of operations of the Issuer.

/s/  ABRAHAM N. REICHENTAL
Name: Abraham N. Reichental

Date: March 4, 200



Exhibit 32.2

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

This certification is provided pursuant to Sect8f6 of the Sarbanes-Oxley Act of 2002 and acconegathie
Annual Report on Form 10-K (the “Form 10-K”") foretlyear ended December 31, 2008 of 3D Systems Caipor
(the “Issuer”).

I, Damon J. Gregoire, the Principal Financial Gifiof the Issuer, certify that, pursuant to 18 0.8 1350, as
adopted pursuant to 8 906 of the Sarbanes-Oxlep®2002, to the best of my knowledge:

(i) the Form 10-K fully complies with the requirente of Section 13(a) or Section 15(d) of the Seiasi
Exchange Act of 1934; and

(i) the information contained in the Form 10-Krfgipresents, in all material respects, the finahci
condition and results of operations of the Issuer.

/s/ DaMON J. (REGOIRE
Name: Damon J. Gregoire

Date: March 4, 200



