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7,058,870 Shares

Common Stock

This is the initial public offering of the common stock of CPI International, Inc. No public market currently exists for
our common stock. We are offering 2,941,200 shares of our common stock, and the selling stockholders identified in

this prospectus are offering 4,117,670 shares of our common stock. We will not receive any proceeds from the sale of
our common stock by the selling stockholders.

Our common stock has been approved for quotation on The Nasdaq National Market under the symbol *‘CPIL."”’

Investing in our common stock involves a high degree of risk. Before buying any shares, you should read the
discussion of material risks of investing in our common stock in ‘‘Risk factors’” beginning on page 9 of this prospectus.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of
these securities or passed upon the adequacy or accuracy of this prospectus. Any representation to the contrary is a

criminal offense.

Per share Total

Public offering price $18.00 $127,059,660
Underwriting discounts and commissions $1.26 $8,894,176
Proceeds, before expenses, to us $16.74 $49,235,688

Proceeds, before expenses, to the selling stockholders $16.74  $68,929,796

The underwriters may also purchase up to an additional 1,058,831 shares of our common stock at the public offering
price, less the underwriting discounts and commissions, to cover over-allotments, if any, within 30 days of the date of
this prospectus. Of these additional shares that the underwriters may purchase to cover over-allotments, if any, up to
441,180 shares will be offered by us and up to 617,651 shares will be offered by the selling stockholders. If the
underwriters exercise this option in full, the total underwriting discounts and commissions will be $10,228,303, our
total proceeds, before expenses, will be $56,621,041, and the total proceeds, before expenses, to the selling
stockholders will be $79,269,274.

The underwriters are offering the common stock as set forth under ‘‘Underwriting.”” Delivery of the shares will be made
on or about May 3, 2006.
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Prospectus summary

This summary highlights selected information contained elsewhere in this prospectus and does not contain all of the
information that is important to you. You should read this entire prospectus carefully, especially the section entitled
“‘Risk factors,”” our consolidated financial statements and the related notes included elsewhere in this prospectus, and the
documents we have referred you to, before deciding to invest in our common stock.

OUR COMPANY

We are a leading provider of microwave and radio frequency products for critical defense, communications, medical,
scientific and other applications. Our products include high power microwave amplifiers, satellite communications
amplifiers, medical x-ray imaging subsystems, and other related products. Our products enable the generation, control
and transmission of high power and high frequency microwave and radio frequency signals.

The founders of our business invented the klystron, a vacuum electron device that is still a foundation of modern high
power microwave applications. Today, we continue to develop higher power, wider bandwidth and higher frequency
microwave products and systems that enable significant technological advances for our defense and commercial
customers.

We are one of three companies in the United States that have the facilities and expertise to produce a broad range of
high power microwave systems to the demanding specifications required for advanced military applications such as
high power radar, electronic warfare and broadband satellite communications. Defense applications for our products
include transmitting and receiving radar signals for locating and tracking threats, weapons guidance and navigation,
transmitting decoy and jamming signals for electronic warfare and transmitting signals for satellite communications.
Our products are critical elements of high priority U.S. and foreign military programs and platforms such as the U.S.
Navy's Aegis surface combat vessels (the DDG-51 class destroyers and the CG-47 cruisers), the ALE-50(V)
Advanced Airborne Towed Decoy, the MK-234 NULKA Off-board Active Decoy, the Patriot missile air defense
system, F-16 and F/A-18 E/F aircraft, Active Denial (a new system that uses microwave energy to deter unfriendly
personnel) and high power military radar systems. In fiscal year 2005, we derived approximately 50% of our sales
from U.S. and foreign government customers. The U.S. Government is the only customer that accounted for more
than 10% of our revenues in the last three fiscal years.

In addition to our strong presence in defense applications, we have successfully applied our key technologies to
various commercial end markets, including communications, medical, industrial and scientific applications. In the
communications market, we provide microwave amplifiers for satellite communication uplinks for broadcast, video,
voice and data transmission. In the medical market, we supply amplifiers used in radiation oncology treatment
systems. We also supply medical x-ray generators that provide the power, control, software and user interfaces for
diagnostic imaging systems, a dynamic, high-technology market where we continue to experience significant growth.

OUR COMPETITIVE STRENGTHS
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Leading positions in attractive end markets. We believe we are the market leader in the sale of high power, high
frequency microwave devices and related products for the radar, communications, medical, electronic warfare and
industrial end markets and the number two supplier of these and other related products for the scientific end market.

Large installed product base with recurring sales of replacement parts, spares, repairs and upgrades. We estimate
that our products are installed on over 125 U.S. defense systems in addition to over 180 commercial systems. We
estimate that sales of replacement parts, spares, repairs and upgrades generate approximately 50% of our total sales.
As the average age of military equipment increases, we believe that increased levels of replacement parts, spares,
repairs and upgrades will be necessary.

Substantial sole provider position. In fiscal year 2005, we generated approximately 58% of our sales from products
for which we believe we are the sole provider to our customers.

1

Significant barriers to entry. We believe that the following factors create significant barriers to entry for potential
competitors: the sophisticated nature of microwave technology; the depth of our customer relationships; our
specialized facilities and equipment and our extensive trade secrets and know-how, which would require significant
investments to duplicate; our installed base of products on over 300 systems; and the stringent product qualification
requirements of our end markets.

Strong and experienced management team with a successful track record. Our current management team averages
more than 25 years of experience with us. Since assuming its leadership responsibilities in 2002, our management
team has instilled a culture that emphasizes cost control, profitable growth and cash generation. While we have had a
history of net losses for the past five fiscal years, with the exception of fiscal years 2003 and 2005, our current
management team has succeeded in increasing our sales at a compound annual growth rate of 8.5% since fiscal year
2002, with 7.1% organic growth. Since fiscal year 2002, EBITDA has increased from $28.7 million to $57.3 million,
for a compound annual growth rate of 26%, and net income (loss) has increased from $(6.7) million to $13.7 million.
In addition, EBITDA as a percentage of sales has increased from 11.4% in fiscal year 2002 to 17.9% in fiscal year
2005. See page 7 for a definition of EBITDA.

MARKET TRENDS

We believe the following industry trends will favorably impact demand for our products:

Increasing importance of military communications. Satellite communication is a critical element of the Department
of Defense's plans to transform military communications to supply real time, high data-rate communications,
intelligence and battlefield information to the front-line soldier. Department of Defense investments in military
satellite communications are expected to be more than $30 billion through 2024.
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High power microwave initiatives. The Department of Defense is increasingly exploring the use of high power
microwave products in a growing number of new weapon systems. Examples of these new systems include directed
energy systems that disable or destroy an enemy's electronic systems and systems to disable or destroy roadside
bombs and other improvised explosive devices.

Resurgence of global demand for commercial satellite-based communication and data transmission equipment and
technology. There has been a general resurgence in the demand for and importance of satellite communications, and
a significant improvement in the bandwidth and data-carrying capacity of the various underlying technologies, making
commercial and government use of satellite communications more prevalent and cost effective. As demand continues
to grow, we believe the demand for the ground-based equipment required to provide these services, including
microwave-based satellite uplink equipment, will continue to expand.

Growth of market for radiation therapy equipment in cancer treatment. The U.S. market for radiotherapy equipment
is projected to grow at a compound annual growth rate of 9.3% between 2004 and 2009.

Growth in X-ray and diagnostic imaging applications. We believe that the demand for power and control products
for x-ray and diagnostic imaging applications will continue to grow due to growth in demand for x-ray and diagnostic
imaging services, increased outsourcing of component production by the major original equipment manufacturers and
continued demand for replacement or upgraded products from our existing installed product base.

RISK FACTORS

In connection with this offering, you should be aware that:

Following this offering, we will be controlled by affiliates of The Cypress Group, who will own 55.5% of our
outstanding common stock, control 55.5% of our voting power and have the ability to influence our management and
affairs.

We will use the net proceeds from this offering to repay term loan amounts outstanding under our senior credit
facilities. We borrowed an aggregate of $90 million in fiscal year 2005 and the first quarter of fiscal year 2006 and
used the entire net proceeds of these borrowings, together with cash on hand, to fund $92.8 million in cash dividends
to affiliates of The Cypress Group.

2
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We have a significant amount of debt that exceeds the amount of our tangible net assets. We are a holding company
without any operations or income of our own. We rely on distributions from our operating subsidiaries to satisfy our
obligations under our floating rate senior notes and the terms of our debt restrict the ability of our subsidiaries to make
distributions to us.

We have a history of net losses for the past five fiscal years, except for fiscal years 2003 and 2005.
OUR CORPORATE INFORMATION

CPI International, Inc. was incorporated in Delaware in November 2003 under the name CPI Acquisition Corp. and

was wholly-owned at that time by affiliates of The Cypress Group. In January 2004, CPI Acquisition Corp. acquired

the business of Communications & Power Industries Holding Corporation (our predecessor), and later changed its

name to CPI Holdco, Inc. (see ‘‘Management's discussion and analysis of financial condition and results of
operations—The Merger’’). In January 2006, CPI Holdco, Inc. changed its name to CPI International, Inc. Our principal
executive offices are located at 811 Hansen Way, Palo Alto, California 94303, and our telephone number is (650)
846-2900. We maintain an internet website at www.cpii.com. We have not incorporated by reference into this
prospectus the information on our website, and you should not consider it to be a part of this prospectus.

OUR EXISTING EQUITY INVESTORS

Affiliates of The Cypress Group own substantially all of our outstanding common stock. We collectively refer to the
entities affiliated with The Cypress Group that own our common stock as ‘‘Cypress’’ in this prospectus. In connection
with our January 2004 merger, Cypress made a $100 million capital contribution to us in exchange for the shares of
common stock currently owned by Cypress. Cypress is a selling stockholder in this offering. See *‘Principal and selling
stockholders.”” After giving effect to this offering, Cypress will own 55.5% of our outstanding common stock.

3

The offering

Common stock we are offering

2,941,200 shares

Common stock being offered by the selling stockholders
4,117,670 shares

Total shares of common stock being offered

7,058,870 shares

Common stock to be outstanding immediately after this offering
16,020,154 shares

Use of proceeds
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We estimate that the net proceeds to us from this offering after expenses will be approximately $47.2 million, or
approximately $54.6 million if the underwriters exercise their over-allotment option in full. We intend to use the net
proceeds from this offering to repay term loan amounts outstanding under our senior credit facilities and to pay any
associated accrued interest and transaction fees and expenses. See ‘‘Use of proceeds.”’

We will not receive any proceeds from the sale of shares of common stock by the selling stockholders.

Nasdaq National Market symbol

“CPII”

The number of shares of our common stock outstanding after the offering mentioned in this prospectus is based on
13,078,954 shares outstanding as of March 15, 2006. Unless otherwise indicated, all information in this prospectus

reflects a 3.059-for-1 split of our common stock effected on April 7, 2006.

The number of shares of our common stock to be outstanding immediately after this offering excludes:

2,895,432 shares of our common stock issuable upon exercise of options outstanding as of March 15, 2006, at a
weighted average exercise price of $3.13 per share, of which options to purchase 2,359,286 shares were exercisable as
of that date;

2,160,000 shares of our common stock available for future grant under our 2006 Equity and Performance Incentive
Plan and future purchase under our 2006 Employee Stock Purchase Plan; and

441,180 shares of our common stock that may be purchased from us by the underwriters to cover over-allotments, if
any.

Unless we specifically state otherwise, the information in this prospectus assumes that the underwriters do not
exercise their option to purchase up to 1,058,831 shares of our common stock to cover over-allotments, if any.

4

Summary financial data

In January 2004, CPI International, Inc. acquired the business of Communications & Power Industries Holding
Corporation and became the successor to Communications & Power Industries Holding Corporation for financial
reporting purposes (see "Management's discussion and analysis of financial condition and results of operations—The
Merger").

The following summary consolidated financial data for CPI International, Inc. and subsidiaries as of September 30,
2005 and October 1, 2004, and for the year ended September 30, 2005 and for the 36-week period ended October 1,
2004, and of Communications & Power Industries Holding Corporation, our predecessor, and subsidiaries for the
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16-week period ended January 22, 2004 and the year ended October 3, 2003, has been derived from the audited
consolidated financial statements included elsewhere in this prospectus. The consolidated financial data for
Communications & Power Industries Holding Corporation as of October 3, 2003 has been derived from audited
consolidated financial statements not included in this prospectus.

The following summary consolidated financial data as of, and for the quarters ended, December 30, 2005 and
December 31, 2004 has been derived from our unaudited condensed consolidated financial statements included
elsewhere in this prospectus. The unaudited condensed consolidated financial statements have been prepared on the
same basis as our audited consolidated financial statements. The results for any interim period are not necessarily
indicative of the results that may be expected for a full year.

You should read the following data in conjunction with ‘‘Selected financial data,”” ‘‘Management's discussion and analysis
of financial condition and results of operations’’ and the consolidated financial statements and the related notes

included elsewhere in this prospectus.

5

16-Week 36-Week Quarter Quarter
Year Ended 1, . 4 Ended Period Ended L Ended B eq Ended
October 3, September 30,
2003 January 22, October 1, 2005 December 31, December 30,
(Predecessorf004 2004 (Successor) 2004 2005
Predecessor) (Successor) (Successor) (Successor)
(dollars in thousands, except per share data) (unaudited)
Statement of Operations
Data:
Sales $265,434 $79,919 $202,266 $320,732 $73,733 $82,379
Cost of sales(D) 183,957 56,189 141,172 216,031 50,029 57,171
Gross profit 81,477 23,730 61,094 104,701 23,704 25,208
Operating costs and
expenses:
Research and development 6,860 2,200 5,253 7,218 1,448 1,910
Selling and marketing 15,650 4,352 11,082 18,547 4,068 5,024
General and administrative 17,847 6,026 12,499 27,883 3,969 7,302
Merger expenses®) — 6,374 — — — —
Amortization of
acquisition-related — — 13,498 7,487 4,906 548
intangible assets®
Acquired in-process
research and — — 2,500 — — —
development(®
Net loss on the disposition 9 7 197 446 56 65
of assets
Gain on sal.e of Solid State 136 ) — o o o o
Products Division
Total operating costs and 4y 3,514 959 45,029 61,581 14,447 14,849
expenses
Operating income 41,164 4,771 16,065 43,120 9,257 10,359
Interest expense, net 14,540 8,902 10,518 20,310 4,080 6,064
Income tax expense 10,076 439 2,899 9,138 2,079 2,080
Net income (loss) $16,548 $4,570 ) $2,648 $13,672 $3,098 $2,215
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Net income per share®):

Basic NA & NA & $0.20 $1.05 $0.24 $0.17
Diluted NA & NA & $0.19 $0.98 $0.23 $0.15
Pro forma — — $— $0.73 $— $0.11
Shares used to calculate net
income per share:
Basic NA ®» NA & 13,062,753 13,078,954 13,078,954 13,078,954
Diluted NA ®» NA ®» 13,700,182 13,973,727 13,727,997 14,768,082
Pro forma — — — 18,628,845 — 19,292,906
Other Financial Data:
EBITDA®) $47,457 $6,549 $32,816 $57,297 $15,476 $12,515
EBITDA margin® 179 % 8.2 % 16.2 % 179 % 21.0 % 152 %
Operating income margin 155 % 6.0 % 1.9 % 134 % 12.6 % 12.6 %
Net income (loss) margin® 6.2 % (5.7 Y% 13 % 4.3 % 4.2 % 2.7 %
Depreciation and $6,293  $1,778 $16,751 $14,177 $6,219 $2,156
amortization®
Capital expenditures(10) 3,067 459 3,317 17,131 1,194 2,945
6

As of

(Ibtabbe%getember December 30,

20064 ’ 2005

( o (Successor)

uccessor)
(dollars in .
thousands) (unaudited)

Balance Sheet Data (at period end):
Working capital $$7238365,400  $57,385
Total assets 1839687354,544 447,424
L;i):(:gl;tenn debt and redeemable preferred 128060884231 294,244
Total stockholders' (deficit) equity (ADA46982,667 37,700

We did not pay cash dividends on the common stock of CPI International or our predecessor, as applicable, in fiscal
years 2003 or 2004. In fiscal year 2005, and during the quarter ended December 30, 2005, we paid special cash
dividends of $75,809 and $17,000, respectively, to stockholders of CPI International.

ey
Includes charges of $5,500 for the amortization of inventory write-up incurred during the 36-week period ended
October 1, 2004 in connection with our January 2004 merger and $351 of charges for the amortization of inventory

write-up incurred in connection with the Econco acquisition for fiscal year 2005 and the quarter ended December 31,
2004.

2)

As a result of our January 2004 merger, we incurred charges for merger expenses during the 16-week period ended
January 22, 2004, and charges for the amortization of intangible assets and a write off of in-process research and
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development during the 36-week period ended October 1, 2004. In fiscal year 2005 and for the quarter ended
December 30, 2005, we incurred charges for the amortization of intangible assets as a result of our January 2004
merger and in connection with the Econco acquisition.

3)

Basic net income per share represents net income divided by weighted average common shares outstanding, and
diluted net income per share represents net income divided by weighted average common and common equivalent
shares outstanding. Pro forma net income per share represents net income divided by weighted average common and
common equivalent shares outstanding and pro forma shares to replace capital withdrawn in excess of earnings.

)

Due to the significant change in capital structure at the closing date of our January 2004 merger, the predecessor
amount has not been presented because it is not considered comparable to the amount for CPI International.

®)

EBITDA represents earnings before provision for income taxes, interest expense, net and depreciation and
amortization. For the reasons listed below, we believe that GAAP-based financial information for highly leveraged
businesses such as ours should be supplemented by EBITDA so that investors better understand our financial
performance in connection with their analysis of our business:

EBITDA is a component of the measure used by our board of directors and management team to evaluate our
operating performance;

our senior credit facilities contain covenants that require us to maintain certain interest expense coverage and leverage
ratios that contain EBITDA as a component, and our management team uses EBITDA to monitor compliance with
such covenants;

EBITDA is a component of the measure used by our management team to make day-to-day operating decisions;

EBITDA facilitates comparisons between our operating results and those of competitors with different capital
structures and therefore is a component of the measure used by the management to facilitate internal comparisons to
competitors' results and our industry in general; and

the payment of bonuses to certain members of management is contingent upon, among other things, the satisfaction by
us of certain targets that contain EBITDA as a component.

10
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Other companies may define EBITDA differently and, as a result, our measure of EBITDA may not be directly
comparable to EBITDA of other companies. Although we use EBITDA as a financial measure to assess the
performance of our business, the use of EBITDA is limited because it does not include certain material costs, such as
interest and taxes, necessary to operate our business. When analyzing our performance, EBITDA should be considered
in addition to, and not as a substitute for, net income (loss), cash flows from operating activities or other statements of
operations or statements of cash flows data prepared in accordance with GAAP.

7

The following table reconciles net income (loss) to EBITDA.

36-Week

16-Week  Period  Year Ended JUArer Quarter

Year Ended Period Ended Ended  September Ended "~ Ended
October 3, DecembeDecember
January 22, October 30,
2003 31, 30,
2004 1, 2005
(Predecessor) 2004 2005
(Predecessor) 2004 (Successor) (SuccessciSuccessor)
(Successor) 4 4
(dollars in thousands) (unaudited)
Net Income (loss) $ 16,548 $@4570 ) $2,648 $13,672 $3,098 $2215
Depreciation and amortization® 6,293 1,778 16,751 14,177 6,219 2,156
Interest expense, net 14,540 8,902 10,518 20,310 4,080 6,064
Income tax expense 10,076 439 2,899 9,138 2,079 2,080
EBITDA $ 47,457 $ 6,549 $32,816 $ 57,297 $15,476 $ 12,515

The EBITDA amounts presented above were impacted by the following items, which are either non-cash charges or
charges that are not expected to recur in the ordinary course of business:

16-Week Iig;i\zlge]g(ear QuartedQuarter
Year Ended Period Ended Ended EndedEnded
October 3, Ended OctoberSeptember Decenibecember
2003 January 22, ) 30, 31, 30,
(PredecessorR2004 ’ 2005 2004 2005
(PredecessorfSucces s(grliccessor)(Succe(ﬁmicessor)
(dollars in .
thousands) (unaudited)
Stock compensation expense® $ 1,010 $ 1,289 $—  $— $— $—
'Amortlzatlon‘ of acqbulsltlon—related . . 5500 351 351
inventory write-up(®
Merger expenses(©) — 6,374 — — — -
Acquired in-process research . . 2500 — L
and development(@
Compensatlon expense from performance-based stock . . 6.985 45 .
options(®)

11
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Move-related expenses® — — — 1,790 76 1,123
Special bonus® — — — — — 3,250
(a)

In fiscal year 2003, represents compensation expense for stock subsequently determined to have been sold at less than
fair value of $790, and compensation expense for stock options subsequently determined to have been issued at less
than fair value of $220. During the 16-week period ended January 22, 2004, represents additional compensation
expense of $1,289 from the same stock options issued in fiscal year 2003, the vesting of which was accelerated in
connection with our January 2004 merger.

(b)
During the 36-week period ended October 1, 2004, represents a non-cash charge related to purchase accounting for

our January 2004 merger. For fiscal year 2005 and the quarter ended December 31, 2004, represents a non-cash
charge related to purchase accounting for the acquisition of Econco.

(©)

Represents expenses incurred by our predecessor in connection with our January 2004 merger.

(d)

Represents a non-cash charge related to purchase accounting for our January 2004 merger.

(e)

Represents a non-cash charge related to performance-based stock options. Fiscal year 2005 includes $2,820 from the
acceleration of vesting of performance-based stock options that were expected to vest in fiscal years 2006, 2007 and
2008 assuming that the performance criteria would have been achieved. This charge is not expected to recur, as all
performance-based stock options are now vested.

®

Represents expenses and move-related inefficiencies related to the relocation of our San Carlos, California facility to
our Palo Alto, California and Mountain View, California facilities.

12
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Represents a one-time special bonus to employees and directors (other than directors who are employees or affiliates
of Cypress) to reward them for the increase in company value.

(0)

EBITDA margin represents EBITDA divided by sales.

(7

Operating income margin represents operating income divided by sales.
(3)

Net income (loss) margin represents net income (loss) divided by sales.
)

Depreciation and amortization excludes amortization of deferred debt issuance costs, which are included in interest
expense, net.

(10)

Includes capital expenditures resulting from the relocation of our San Carlos, California facility to Palo Alto,
California and Mountain View, California of $13.1 million for fiscal year 2005, and $0.8 and $2.2 million for the
quarters ended December 31, 2004 and December 30, 2005, respectively.

8

Risk factors

Before you invest in our common stock, you should carefully consider the following risks as well as other information
set forth in this prospectus. If any of the following risks actually occurs, our business, financial condition or results of
operations may suffer. As a result, the trading price of our common stock could decline, and you could lose all or part
of your investment.

RISKS RELATING TO OUR BUSINESS
We face competition in the markets in which we sell our products.

The U.S. and foreign markets in which we sell our products are competitive. Our ability to compete in these markets
depends on our ability to provide high quality products with short lead times at competitive prices, as well our ability
to create innovative new products. In addition, our competitors could introduce new products with greater capabilities,
which could have a material adverse effect on our business. Certain of our competitors are owned by companies that
have substantially greater financial resources than we do. Also, our foreign competitors are not subject to U.S.
Government export restrictions, which may make it easier in certain circumstances for them to sell to foreign
customers. If we are unable to compete successfully against our current or future competitors, our business and sales
will be harmed.

13
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The end markets in which we operate are subject to technological change, and changes in technology could adversely
affect our sales.

Both our defense and commercial end markets are subject to technological change. Advances in existing technology,
or the development of new technology, could adversely affect our business and results of operations. Historically, we
have relied on a combination of internal research and development and customer-funded research activities. To
succeed in the future, we must continually engage in effective and timely research and development efforts in order to
introduce innovative new products for technologically sophisticated customers and end markets and benefit from
activities of our customers. We may not be able to continue to allocate sufficient financial and other resources to our
research and development activities or receive customer funding for research and development. If we fail to adapt
successfully to technological changes or fail to obtain access to important technologies, our sales could suffer.

If we are unable to retain key management and other personnel, our business and results of operations could be
adversely affected.

Our business and future performance depends on the continued contributions of key management personnel. Our
current management team has an average of 25 years experience with us in various capacities. Since assuming their
current leadership roles in 2002, this team has increased our sales, reduced our costs and grown our business. The
unanticipated departure of any key member of our management team could have an adverse effect on our business and
our results of operations. In addition, some of our technical personnel, such as our key engineers, could be difficult to
replace.

A significant portion of our sales is, and is expected to continue to be, from contracts with the U.S. Government, and
any significant reduction in the U.S. defense budget or any disruption or decline in U.S. Government expenditures
could negatively affect our results of operations and cash flows.

Over 31%, 37% and 34% of our sales in the 2005, 2004 and 2003 fiscal years, respectively, were made to the U.S.
Government either directly or indirectly through prime contractors or subcontractors. Because U.S. Government
contracts are dependent on the U.S. defense budget, any significant disruption or decline in U.S. Government
expenditures in the future, changes in U.S. Government spending priorities, other legislative changes, or a change in
our relationship with the U.S. Government could result in the loss of some or all of our government contracts, which,
in turn would result in a decrease in our earnings and cash flow.

In addition, U.S. Government contracts are also conditioned upon continuing congressional approval and the
appropriation of necessary funds. Congress usually appropriates funds for a given program each fiscal year even

Risk factors

though contract periods of performance may exceed one year. Consequently, at the outset of a major program,
multi-year contracts are usually funded for only the first year, and additional monies are normally committed to the
contract by the procuring agency only as Congress makes appropriations for future fiscal years. We cannot ensure that
any of our government contracts will continue to be funded from year to year. If such contracts are not funded, our
sales may decline, which could negatively affect our results of operations and result in decreased cash flows.

We are subject to risks particular to companies supplying defense-related equipment and services to the U.S.
Government. The occurrence of any of these risks could cause a loss of or decline in our sales to the U.S.
Government.
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U.S. Government contracts contain termination provisions and are subject to audit and modification.

The U.S. Government has the ability unilaterally to:

terminate existing contracts, including for the convenience of the government or because of a default in our
performance of the contract;

reduce the value of existing contracts;

cancel multi-year contracts or programs;

audit our contract related costs and fees, including allocated indirect costs;

suspend or debar us from receiving new contracts pending resolution of alleged violations of procurement laws or
regulations; and

control and potentially prohibit the export of our products, technology or other data.

All of our U.S. Government contracts can be terminated by the U.S. Government either for its convenience or if we
default by failing to perform under the contract. Termination for convenience provisions provide only for our recovery
of costs incurred or committed, settlement expenses and profit on the work completed prior to termination.
Termination for default provisions provide for the contractor to be liable for excess costs incurred by the U.S.
Government in procuring undelivered items from another source. Our contracts with foreign governments generally
contain similar provisions relating to termination at the convenience of the customer.

The U.S. Government may review or audit our direct and indirect costs and performance on certain contracts, as well
as our accounting and general business practices for compliance with complex statutes and regulations, including the
Truth in Negotiations Act, Federal Acquisition Regulations, Cost Accounting Standards, and other administrative
regulations. Like most government contractors, the U.S. Government audits our costs and performance on a continual
basis, and we have outstanding audits. Based on the results of these audits, the U.S. Government may reduce our
contract related costs and fees, including allocated indirect costs. In addition, under U.S. Government regulations,
some of our costs, including certain financing costs, research and development costs, and marketing expenses, may
not be reimbursable under U.S. Government contracts.

We are subject to laws and regulations related to our U.S. Government contracts business, which may impose
additional costs on our business.

As a U.S. Government contractor, we must comply with and are affected by laws and regulations related to our
performance of our government contracts and our business. These laws and regulations may impose additional costs
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on our business. In addition, we are subject to audits, reviews and investigations of our compliance with these laws
and regulations. If we are found to have failed to comply with these laws and regulations, then we may be fined, we
may not be reimbursed for costs incurred in performing the contracts, our contracts may be terminated, and we may be
unable to obtain new contracts. Any of these actions would cause our revenue to decrease. If a government review,
audit, or investigation uncovers improper or illegal activities, then we may be subject to civil or criminal penalties and
administrative sanctions, including forfeiture of claims and profits, suspension of payments, statutory penalties, fines,
and suspension or debarment.

In addition, many of our U.S. Government contracts require our employees to maintain various levels of security
clearances, and we are required to maintain certain facility clearances. Complex regulations and requirements
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apply to obtaining and maintaining security clearances and facility clearances, and obtaining such clearances can be a
lengthy process. To the extent we are not able to obtain or maintain security clearances or facility clearances, we also
may not be able to seek or perform future classified contracts. If we are unable to do any of the foregoing, we will not
be able to maintain or grow our business, and our revenue may decline.

As aresult of our U.S. Government business, we may be subject to false claim suits, and a judgment against us in any
of these suits could cause us to be liable for substantial damages.

Our business with the U.S. Government, subjects us to "qui tam," or whistle blower, suits brought by private plaintiffs
in the name of the U.S. Government upon the allegation that we submitted a false claim to the U.S. Government, as
well as to false claim suits brought by the U.S. Government. A judgment against us in a qui tam or false claim suit
could cause us to be liable for substantial damages (including treble damages and monetary penalties) and could carry
penalties of suspension or debarment, which would make us ineligible to receive any U.S. Government contracts for a
period of up to three years. Any material judgment, or any suspension or debarment, could result in increased costs,
which could negatively affect our results of operations. In addition, any of the foregoing could cause a loss of
customer confidence and could negatively harm our business and our future prospects.

Some of our sole-provider business from the U.S. Government in the future may be subject to competitive bidding.
Some of the business that we will seek from the U.S. Government in the future may be awarded through a competitive

bidding process. Competitive bidding on government contracts presents risks that are not common to certain
commercial contracts, such as:

the need to bid on programs in advance of contract performance, which may result in unforeseen performance issues
and costs; and

the expense and delay that may arise if our competitors protest or challenge the award made to us, which could result
in a reprocurement, modified contract, or reduced work.
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If we fail to win competitively bid contracts, or fail to perform these contracts in a profitable manner, our sales and
results of operations will suffer.

We generate sales from contracts with foreign governments, and significant changes in policies or to appropriations of
those governments could have an adverse effect on our business, results of operations and financial condition.

Approximately 19% of our fiscal year 2005 sales were made directly or indirectly to foreign governments. Significant
changes to appropriations or national defense policies, disruptions of our relationships with foreign governments or
terminations of our foreign government contracts could have an adverse effect on our business, results of operations

and financial condition.

Our international operations subject us to the social, political and economic risks of doing business in foreign
countries.

We conduct a substantial portion of our business, employ a substantial number of employees, and use external sales
organizations, in Canada and in other countries outside of the United States. Direct sales to customers located outside
the United States were 33%, 30% and 34% in fiscal years 2005, 2004 and 2003, respectively. As a result, we are
subject to risks of doing business internationally. Circumstances and developments related to international operations
that could negatively affect our business, results of operations and financial condition include the following:

difficulties and costs of staffing and managing international operations;

currency restrictions, which may prevent the transfer of capital and profits to the United States;

changes in currency rates with respect to the U.S. dollar;

changes in regulatory requirements;
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U.S. and foreign government policies;

potentially adverse tax consequences;
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restrictions imposed by the U.S. Government on the export of certain products and technology;

the responsibility of complying with multiple and potentially conflicting laws;

the impact of regional or country specific business cycles and economic instability; and

geopolitical developments and conditions, including international hostilities, acts of terrorism and governmental
reactions, trade relationships and military and political alliances.

Limitations on imports, currency exchange control regulations, transfer pricing regulations and tax laws and
regulations could adversely affect our international operations, including the ability of our non-U.S. subsidiaries to
declare dividends or otherwise transfer cash among our subsidiaries to pay interest and principal on our debt.

Laws and regulations restricting the sale of our products to foreign customers could impair our ability to make sales to
foreign customers.

Licenses for the export of many of our products are required from government agencies in accordance with various
regulations, including the United States Export Administration Regulations and the International Traffic In Arms
Regulations. Under these regulations, we must obtain a license or permit from the U.S. Government before making
foreign sales of certain of our products that have been designated as important for national security. These laws and
regulations could adversely impact our sales and business for the following reasons:

In order to obtain the license for the sale of such a product, we are required to obtain information from the potential
customer and provide it to the U.S. Government. If the U.S. Government determines that the sale presents national
security risks, it may not approve the sale.

Delays caused by the requirement to obtain the required license may cause us to lose potential foreign sales to
overseas competitors who may not be subject to comparable restrictions and delays.

If we make a sale in violation of these laws and regulations, we could be subject to fines or penalties.

Our business, results of operations and financial condition may be adversely affected by increased or unexpected costs
incurred by us on our contracts and sales orders.

The terms of virtually all of our contracts and sales orders require us to perform the work under the contract or sales
order for a predetermined fixed price. As a result, we bear the risk of increased or unexpected costs associated with a
contract or sales order, which may reduce our profit or cause us to sustain losses. Future increased or unexpected costs
on a significant number of our contracts and sales orders could adversely affect our results of operations and financial
condition.
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Environmental laws and regulations and other obligations relating to environmental matters could subject us to
liability for fines, clean-ups and other damages, require us to incur significant costs to modify our operations and
increase our manufacturing costs.

Environmental laws and regulations could limit our ability to operate as we are currently operating and could result in
additional costs.

We are subject to a variety of U.S. federal, state and local, as well as foreign, environmental laws and regulations
relating, among other things, to wastewater discharge, air emissions, handling of hazardous materials, disposal of solid
and hazardous wastes, and remediation of soil and groundwater contamination. We use a number of chemicals or
similar substances, and generate wastes, that are classified as hazardous. We require environmental permits to conduct
many of our operations. Violations of environmental laws and regulations could result in substantial fines, penalties,
and other sanctions. Changes in environmental laws or regulations (or in their enforcement) affecting or limiting, for
example, our chemical uses, certain of our manufacturing processes, or our disposal practices, could restrict our ability
to operate as we are currently operating or impose additional costs. In addition, we may experience releases of certain
chemicals or discover existing contamination, which could cause us to incur material cleanup costs or other damages.
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We could be subject to significant liabilities if Varian Medical Systems does not satisfy the obligations associated
with existing environmental contamination.

When we purchased our electron devices business in 1995, Varian Medical Systems agreed to indemnify us for
various environmental liabilities relating to the business prior to the sale, with certain exceptions and limitations.
Varian Medical Systems is undertaking the environmental investigation and remedial work at the remaining two of
our manufacturing facilities that are known to require environmental remediation, Palo Alto, California and Beverly,
Massachusetts. In addition, Varian Medical Systems has been sued or threatened with suit with respect to
environmental obligations related to these manufacturing facilities. If Varian Medical Systems does not comply fully
with its indemnification obligations to us or does not continue to have the financial resources to comply fully with
those obligations, we could be subject to significant liabilities.

We could be subject to significant liabilities if existing environmental insurance and indemnification payments from
Varian Medical Systems are not sufficient to satisfy the obligations associated with existing environmental
contamination at our former San Carlos, California facility.

Our San Carlos, California facility is under contract for sale and redevelopment. This facility has preexisting soil and
groundwater contamination that has been the subject of some remediation and is expected to undergo additional
remediation by the purchaser after the sale closes. In connection with the pending sale of that facility, we released
Varian Medical Systems from certain of its pre-existing environmental indemnity obligations related to that property,
although the purchaser of the property has acquired pollution liability insurance that is intended to cover the expected
remediation costs of that property. If the combination of the proceeds of this insurance and the amounts to be paid by
Varian Medical Systems under its remaining indemnification obligations are not sufficient to cover the remediation
costs and pollution liability associated with the San Carlos property, we could be subject to significant costs and
liabilities.

We have only a limited ability to protect our intellectual property rights, which are important to our success.
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Our success depends, in part, upon our ability to protect our proprietary technology and other intellectual property.
We rely on a combination of trade secrets, confidentiality policies, nondisclosure and other contractual arrangements,
and patent, copyright and trademark laws to protect our intellectual property rights. The steps we take to protect our
intellectual property may not be adequate to prevent or deter infringement or other violation of our intellectual
property, and we may not be able to detect unauthorized use or take appropriate and timely steps to enforce our
intellectual property rights. In addition, we cannot be certain that our processes and products do not or will not
infringe or otherwise violate the intellectual property rights of others. Infringement or other violations of intellectual
property rights could cause us to incur significant costs and prevent us from selling our products and could have a
material adverse effect on our business, results of operations and financial condition.

Our inability to obtain certain necessary raw materials and key components could disrupt the manufacture of our
products and cause our sales and results of operations to suffer.

We obtain certain raw materials and key components necessary for the manufacture of our products, such as
molybdenum, cupronickel, OFHC copper, and some cathodes from a limited group of, or occasionally sole, suppliers.
If any of our suppliers fails to meet our needs, we may not have readily available alternatives. Delays in component
deliveries could cause delays in product shipments and require the redesign of certain products. If we are unable to
obtain necessary raw materials and key components from our suppliers under favorable purchase terms and on a
timely basis, or to develop alternative sources, our ability to manufacture products could be disrupted or delayed, and
our sales and results of operations could suffer.

We may not be successful in implementing part of our growth strategy if we are unable to identify and acquire
suitable acquisition targets or integrate acquired companies successfully.

Finding and consummating acquisitions is one of the components of our growth strategy. Our ability to grow by

acquisition depends on the availability of acquisition candidates at reasonable prices and our ability to obtain
additional acquisition financing on acceptable terms. We may experience competition in making acquisitions
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from larger companies with significantly greater resources. We are likely to use significant amounts of cash, issue
additional equity securities or incur additional debt in connection with future acquisitions, each of which could have a
material adverse effect on our business. There can be no assurance that we will be able to obtain the necessary funds
to carry out acquisitions on commercially reasonable terms, or at all.

In addition, future acquisitions could place demands on our management and our operational and financial resources
and could cause or result in the following:

difficulties in assimilating and integrating the operations, technologies and products acquired;

the diversion of our management's attention from other business concerns;
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our operating and financial systems and controls being inadequate to deal with our growth;

our entering markets in which we have limited or no prior experience; and

the potential loss of key employees.
Our backlog is subject to modifications and terminations of orders, which could negatively impact our sales.

Backlog represents firm orders for which goods and services are yet to be provided, including with respect to
government contracts that are cancelable at will. As of December 30, 2005, we had an order backlog of $197.1
million. Although historically the amount of modifications and terminations of our orders has not been material
compared to our total contract volume, customers can, and sometimes do, terminate or modify these orders.
Cancellations of purchase orders or reductions of product quantities in existing contracts could substantially and
materially reduce our backlog and consequently, our future revenues. Our failure to replace canceled or reduced
backlog could negatively impact our sales and results of operations.

We are in the process of relocating our Eimac operating division from our San Carlos, California to our Palo Alto and
Mountain View, California facilities, which could result in disruptions to our operations and unexpected costs.

In connection with the relocation of our San Carlos, California facility to our Palo Alto, California and Mountain
View, California facilities, we will have to: decommission specialized production equipment; build out our Palo Alto
and Mountain View, California locations; and configure, install and test our specialized equipment in its new
locations. During this process we expect that our Eimac operating division will suffer production inefficiencies,
delayed product deliveries to our customers and reduced sales. In addition, the San Carlos move will negatively
impact our fiscal year 2006 results of operations because we will not be able to reduce our fixed overhead costs to
offset the expected reductions in sales during the periods impacted by the move.

In addition, our results of operations could be adversely affected if we incur unexpected move or buildout costs
associated with the San Carlos move. Finally, any delays in product deliveries caused by the San Carlos move could
affect our customer relations, which could result in lower sales after the San Carlos move is completed.

We may not be able to continue to achieve profitability in the future, and if we are not profitable, our stock price may
decline.

We were profitable from fiscal years 1996 to 1998, as well as in fiscal years 2003 and 2005. However, from fiscal
years 1999 to 2002, and in fiscal year 2004, we incurred net losses. We cannot ensure that we will continue to achieve
profitability in the future. Future revenues and profits will depend upon various factors, including continued
acceptance of our products and services in the various markets that we serve, the competitive position of our products
in those markets, our ability to enhance or improve on our existing products and develop new products and our ability
to continue to control the costs and expenses associated with the operation of our business, such as sales and
marketing, personnel, and product development and enhancement. Our profitability could also be adversely affected
by purchase accounting charges related to future acquisitions, and potential impairment charges related to goodwill
and other intangible assets. If we are unable to sustain our profitability, our stock price may decline.
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Risk factors

As a result of being a public company, we will incur increased costs that may place a strain on our resources, and our
management's attention may be diverted from other business concerns.

As a public company with listed equity securities, we will need to comply with additional laws, regulations and
requirements, certain provisions of the Sarbanes-Oxley Act of 2002, related Securities and Exchange Commission
regulations and requirements of The Nasdaq National Market that we did not need to comply with as a privately held
company. Preparing to comply and complying with additional statutes, regulations and requirements will occupy a
significant amount of the time of our board of directors, management and our officers and will increase our costs and
expenses. Among other things, we will need to:

expand the roles and duties of our board of directors, our board committees and management;

institute a more comprehensive compliance program;

prepare and distribute periodic public reports in compliance with our obligations under the federal securities laws;

involve and retain to a greater degree outside counsel and accountants in the above activities;

enhance our investor relations function; and

establish new internal policies, such as those relating to disclosure controls and procedures and insider trading.

In addition, we also expect that being a public company and these new rules and regulations will make it more
expensive for us to obtain director and officer liability insurance, and we may be required to accept reduced coverage
or incur substantially higher costs to obtain coverage. These factors could also make it more difficult for us to attract
and retain qualified members of our board of directors, particularly to serve on our audit committee, and qualified
executive officers.

We may not be able to timely comply with the requirements of Section 404 of the Sarbanes-Oxley Act of 2002.

Beginning in fiscal year 2007, pursuant to Section 404 of the Sarbanes-Oxley Act of 2002, we must perform and
report our evaluation of internal controls over financial reporting, and our independent registered public accounting
firm must attest to and report on the adequacy of management's evaluation and the effectiveness of such controls, on
an annual basis. Our efforts to comply with Section 404 have resulted in, and are likely to continue to result in,
significant costs, the commitment of time and operational resources and the diversion of management's attention.
Because compliance with these requirements is complex and time consuming, there can be no assurance that we will
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be able to implement the requirements of Section 404 in a timely fashion. In addition, because of the time and expense
required to evaluate our internal controls, our independent registered public accounting firm may have limited time
before its attestation is required, which may prevent our accountants from being able to adequately test and
subsequently to report on our internal controls. If we fail to timely complete our assessment of internal controls, or if
our independent registered public accounting firm cannot report on our assessment, we could suffer a loss of public
confidence in our internal controls. In addition, any failure to implement required new or improved controls, or
difficulties encountered in implementation, could harm our operating results or cause us to fail to timely meet our
regulatory reporting obligations.

RISKS RELATED TO OUR INDEBTEDNESS

We have a substantial amount of debt and we may incur substantial additional debt in the future, which could
adversely affect our financial health and our ability to obtain financing in the future and to react to changes in our
business.

We have a substantial amount of debt and may incur additional debt in the future. As of December 30, 2005, our total
consolidated indebtedness was $295 million and we had $35.5 million of additional borrowings available under the
revolver under our senior credit facilities. Pro forma, after giving effect to the expected repayment of approximately
$47.2 million in aggregate principal amount of the outstanding term loan amounts
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under our senior credit facilities with the net proceeds of this offering as described in ‘‘Capitalization,”” our total
consolidated indebtedness as of December 30, 2005 was $247.8 million and we had $35.5 million of additional
borrowings available under the revolver under our senior credit facilities. Our substantial amount of debt could have
important consequences to us and you, including, without limitation, the following:

it will require us to dedicate a substantial portion of our cash flow from operations to payments on indebtedness,
which will reduce the funds available for working capital, capital expenditures and other general corporate expenses;

it could have the effect of limiting our flexibility in planning for, or reacting to, changes in our business, the markets
in which we compete and the economy at large;

it could place us at a disadvantage compared to our competitors that have proportionately less debt;

it could adversely affect our relationship with customers and suppliers;
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it could limit our ability to borrow additional funds in the future, if needed, because of applicable financial and
restrictive covenants of our indebtedness;

it coul