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PART I. — FINANCIAL INFORMATION

Item 1. Financial Statements.

3D SYSTEMS CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

March 31, December 31
2008 2007
(In thousands, excep
par value)
(unaudited)
ASSETS
Current asset:
Cash and cash equivalel $ 2193 $ 29,68¢
Accounts receivable, net of allowance for doub#fttounts of $2,838 (2008) and
$2,072 (2007 25,44( 31,11¢
Inventories, net of reserves of $2,787 (2008) e8CH (2007 24,41¢ 20,041
Prepaid expenses and other current a: 4,66( 4,42¢
Deferred income tax ass¢ 58E 693
Restricted cas 1,20( 1,20C
Assets held for sal 3,454 3,454
Total current asse 81,68¢ 90,621
Property and equipment, r 25,59: 21,331
Intangible assets, n 4,94 5,17(C
Goodwill 48,98: 47,68
Other assets, n 2,89: 2,581
$164,09¢ $ 167,38!
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Industrial development bon $ 3208 % 3,32¢
Current portion of capitalized lease obligatit 18t 181
Accounts payabl 17,45: 20,71z
Accrued liabilities 10,68: 12,24¢
Customer deposi 2,86¢ 1,537
Deferred revenu 11,63 11,712
Total current liabilities 46,02: 49,71
Long-term portion of capitalized lease obligati 8,61°F 8,66:
Other liabilities 4,49¢ 4,23¢
Total liabilities 59,13¢ 62,61¢
Commitments and contingenci — —
Stockholder equity:
Preferred Stock, authorized 5,000 shares, noned: — —
Common stock, $0.001 par value, authorized 60,080es; 22,387 (2008) and 22,2
(2007) issuet 22 22
Additional paic-in capital 175,20¢ 173,64!
Treasury stock, at cost; 52 shares (2008) and &@&st{2007 (1139 (117)
Accumulated defici (76,099 (72,407
Accumulated other comprehensive incc 5,93¢ 3,61¢
Total stockholder equity 104,96 104,76¢
$164,09¢ $ 167,38!

See accompanying notes to condensed consolidaizucial statements.
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3D SYSTEMS CORPORATION
CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS

Three Months Ended
March 31,
2008 2007
(In thousands, excep
per share amounts)

(unaudited)
Revenue
Products $22,765  $28,55¢
Services 9,02 8,37
Total revenue 31,78: 36,93:
Cost of sales
Products 11,727 14,06+
Services 6,634 6,96¢
Total cost of sale 18,36: 21,02¢
Gross profit 13,42¢ 15,90:
Operating expense
Selling, general and administrati 13,06« 14,89:
Research and developm 3,591 3,087
Total operating expens 16,66 17,97¢
Loss from operation (3,235 (2,076
Interest and other expense, 70 68€
Loss before income tax (3,305 (2,762)
Provision for income taxe 38¢€ 35¢€
Net loss $(3,69) $(3,120
Net loss per shar— basic $ (0.1 $ (0.1¢)
Net loss per sha— diluted $ (0.19) $ (0.16)

See accompanying notes to condensed consolidaizucial statements.
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3D SYSTEMS CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activitie
Net loss
Adjustments to reconcile net loss to net cash isegerating activities
Provision for (benefit of) deferred income ta:
Depreciation and amortizatic
Provisions for (benefit of) bad det
Stocl-based compensatic
Loss on the disposition of property and equipn
Changes in operating accour
Accounts receivabl
Inventories
Prepaid expenses and other current a:
Accounts payabl
Accrued liabilities
Customer deposit
Deferred revenu
Other operating assets and liabilit
Net cash used in operating activit
Cash flows used in investing activitie
Purchases of property and equipm
Additions to license and patent co
Software development cos
Net cash used in investing activiti
Cash flows provided by financing activitie
Stock options and restricted stock proce
Repayment of lor-term debt
Net cash provided by (used in) financing activi
Effect of exchange rate changes on ¢

Net decrease in cash and cash equiva
Cash and cash equivalents at the beginning ofdheq
Cash and cash equivalents at the end of the p

Supplemental Cash Flow Information:
Interest payment
Income tax paymen
Non-cash item:
Conversion of 6% convertible subordinated debest
Transfer of equipment from inventory to propertyl @guipment, net(e
Transfer of equipment to inventory from propertyl aguipment, net(k

Three Months Ended

March 31,
2008 2007
(In thousands)
(unaudited)
$(3,697) $(3,120
(10¢€) 35¢
1,35( 1,81z
421 (74)
48( 963
14 —
7,50¢ 6,632
(6,867 (5,361
(104) 99t
(5,139 (6,319
(2,019 (1,069
1,18¢ (4,199
(508)  1,93(
36¢ 33¢€
(7,099 (7,10
(1,887 (122)
(173 (12€)
— (212)
(2,05%) (462)
1,081 14¢€
(165) (157)
91€ (3)
47E 243
(7,75) (7,329
29,68¢ 14,33
$21,93: $ 7,007
$ 217 $ 32t
24C 167
— 50¢
3,57z 94t
21¢ 112

(a) Inventory is transferred from inventory to propeatyd equipment at cost when the Company requires
additional machines for training, demonstratiorsloort-term rentals. The transfer of $3,002 of eopgipt
purchased from Tangible Express is included instiens to property and equipment in the period ended

March 31, 2008. See Note

(b) In general, an asset is transferred from propertyegjuipment, net into inventory at its net bookigavhen
the Company has identified a potential sale fosedumachine. The machine is removed from invenippn

recognition of the sale

See accompanying notes to condensed consolidaizucial statements.
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3D SYSTEMS CORPORATION

CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS' E QUITY

Balance at December 31, 20
Exercise of stock optior

Issuance (repurchase) of restricted st
Stock compensation exper

Net loss

Foreign currency translation adjustm

Balance at March 31, 20(

(&) Amounts not shown due to roundir

Common Stock Treasury Stock

Par Additional Other Total
Value Paid in Accumulated Comprehensive Stockholders’

Shares $0.00: Capital  Shares  Amount Deficit Income Equity

(In thousands, except par value
(unaudited)

22,22¢ $ 22 $173,64! 50 $ (111)$ (72,409 $ 3,61€ $ 104,76¢
161 — 1,08: — — — — 1,08:
— —(@) 28 2 2 — — 26
2 —(a) 452 — — — — 452
— — — — — (3,69)) — (3,69))
— — — — — — 2,32: 2,328
22,387 $ 22 $175,20¢ 52 $ (115$ (76,099 $ 593¢ $  104,96:

See accompanying notes to condensed consolidaizucial statements.
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3D SYSTEMS CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS
(amounts in thousands, except per share data)

(1) Basis of Presentatior

The accompanying condensed consolidated finantzgdrments include the accounts of 3D Systems
Corporation and its subsidiaries (collectively, tB@mpany”). All significant intercompany transawis and
balances have been eliminated in consolidation.cbmelensed consolidated financial statements heee prepare
in accordance with generally accepted accountiimgimies in the United States of America (“GAARINd the rule
and regulations of the Securities and Exchange Gesiom (“SEC”)applicable to interim reports. Accordingly, tt
do not include all of the information and notesuieed by GAAP for complete financial statements ahduld be
read in conjunction with the audited financial staénts included in the Company’s Form 10-K (“Foi®aKT) for
the fiscal year ended December 31, 2007.

In the opinion of management, the unaudited fir@rgtatements contain all adjustments, consisting o
adjustments of a normal recurring nature, necegsauyesent fairly the financial position, resufsoperations, and
cash flows for the periods presented. The restilbperations for the three months ended March 8Q82re not
necessarily indicative of the results to be expktte the full year.

The preparation of financial statements in accacdamith GAAP requires management to make estinatds
assumptions that affect the amounts reported ifitk@acial statements. Actual results may diffemfrthose
estimates and assumptions.

Certain prior-period amounts have been reclassiiembnform to current year presentation.

(2) Inventories

Components of inventories, net at March 31, 20@B@ecember 31, 2007 were as follows:

2008 2007
Raw material $ 106 $ 83t
Inventory held by assemble 25(C 197
Work in proces: — 12¢
Finished goods and pal 25,89¢ 21,18¢
Total cosi 27,20¢ 22,345
Less: reserve (2,787 (2,306
Inventories, ne $24,41¢  $20,04!
(3) Property and Equipment
Property and equipment at March 31, 2008 and DeeeBih 2007 were as follows:
Useful Life
2008 2007 (in years)
Building $ 8,566 $ 8,56¢ 25
Machinery and equipme 26,19¢ 26,46¢ 3-5
Capitalized softwar— ERP 3,10t 3,071 5
Office furniture and equipme 3,53t 3,492 5
Leasehold improvemen 7,82( 7,73C Life of Lease
Rental equipmer 1,26: 72€ 5
Construction in progres 5,21¢ 511 N/A
Total property and equipme 55,70: 50,57:
Less: Accumulated depreciation and amortiza (30,109 (29,24()
Total property and equipment, r $2559: $21,33
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3D SYSTEMS CORPORATION
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS — (Continued)

On February 28, 2008, the Company purchased cextpiipment from its former customer, Tangible Egpre
LLC. Of the $5,300 of equipment purchased from TalegExpress, $3,002 was included in constructioprbgress
at March 31, 2008 and the balance was in finistoatlg inventory. The Company believes that the dogtace the
Tangible Express equipment in service will be nahin

Depreciation and software amortization expensdhfethree months ended March 31, 2008 and 2003956
and $1,043, respectively. For the three monthsaeibach 31, 2008 and 2007, the Company recogniaftdiare
amortization expense of $162 and $114, respectif@iyits capitalized enterprise resource plant{iiidRP”) system

The Company holds approximately $3,454 of assédtextto its Grand Junction facility, net of accuated
depreciation, as assets held for sale, comprisethply of $3,018 of building and improvements, oét
accumulated depreciation, and $436 of land assatigith the facility on its condensed consoliddtathnce sheet
where they have been recorded as assets helddoS&z Note 6.

(4) Intangible Assets
Intangible assets other than goodwill at MarchZZI08 and December 31, 2007 were as follows:

March 31, 2008

Gross Carrying Accumulated
Amount Amortization Net
Licenses $ 587t $ (4,719 $1,15¢
Patent cost 16,06" (13,239 2,821
Other intangible asse 8,96¢ (8,009 95¢
Total $ 30,90¢ $ (25,966 $4,94c
December 31, 200
Gross Carrying Accumulated
Amount Amortization Net
Licenses $ 587t $ (4,595 $1,28(
Patent cost 15,90¢ (13,17¢) 2,732
Other intangible asse 8,96¢ (7,810) 1,15¢
Total $ 30,75 $ (25,58) $5,17(

For the three months ended March 31, 2008 and 2067Company capitalized $173 and $128, respeytioél
costs incurred to acquire, develop and extend paterthe United States and various other countries

Amortization expense related to licenses for theghmonths ended March 31, 2008 and 2007 was $124ch
period. Amortization expense of previously capitedl patent costs for the three months ended MdrcA(®8 and
2007 was $77 and $246, respectively. Amortizatigease related to such other intangible assethéothree
months ended March 31, 2008 and 2007 was $199 2hd-&spectively.
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3D SYSTEMS CORPORATION

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS — (Continued)

(5) Accrued and Other Liabilities
Accrued liabilities at March 31, 2008 and Decenier2007 were as follows:

2008 2007
Compensation and benef $ 4578 $ 4,91¢
Vendor accrual 2,594 2,84¢
Accrued professional fe¢ 1,63¢ 1,28i
Accrued taxe! 594 1,381
Royalties payabl 271 64E
Non-contractual obligation to repurchase inventory tsicdissembler 25C 197
Accrued interes 66 74
Accrued othe 69C 90C

$10,68:  $12,24¢

Other liabilities at March 31, 2008 and DecemberZD7 were as follows:

2008 2007
Defined benefit pension obligati $2,58¢ $2,361
Other lon¢-term liabilities 1,912 1,871

(6) Borrowings
Industrial development bonds

The Company’s debt at March 31, 2008 and Decembe2@®7 was $3,205 and $3,325, respectively, and
represented industrial revenue bonds related t&thad Junction facility. (See Note 3.) The interage at
March 31, 2008 and December 31, 2007 was 2.3198 &2%6, respectively. On May 7, 2008, the bank waihe
Company’s norcompliance with the financial covenants set fortlthiis facility for the period ended March 31, 2
in consideration of a $32 non-refundable waiver fee

The Company ceased operations at its Grand Jurfetidity at the end of April 2006. The facility @urrently
listed for sale or lease. Upon sale of the Gramtttion facility, the Company expects to pay off theéustrial
development bonds. Following cessation of operatadrthe Grand Junction facility, the Company resifeed these
bonds from long-term debt to current installmerit®ng-term debt. Once the Company’s obligationdarrthese
bonds have been satisfied, the Company expect&ltRamillion of cash restricted as part of the isitial revenue
bond agreement to be released to the Company.

Such restricted cash is held on deposit as pasialrity for the Company’s obligations under théustrial
revenue bonds discussed above, and therefore @vaiable to the Company for its general use.

(7) Hedging Activities and Financial Instruments

The Company conducts business in various counisg® both the functional currencies of those coesand
other currencies to effect cross border transastids a result, the Company is subject to thettisk fluctuations in
foreign exchange rates between the dates that thessactions 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 balancesslasd those of its subsidiaries in order to redhese risks. The
Company also, when it considers it to be approgyriatters into foreign currency contracts to hedgmsures
arising from those transactions. The Company haadapted hedge accounting under Statement of Eiglan
Accounting Standards (“SFAS”) No. 133, “Accountifog Derivatives
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3D SYSTEMS CORPORATION
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS — (Continued)

and Hedging Activities,” as amended by SFAS No. 48d@ SFAS No. 138, and all gains and losses (exhliz
unrealized) are recognized in cost of sales irctrelensed consolidated statements of operations.

At March 31, 2008 and December 31, 2007, thesaactstincluded contracts for the purchase of caiesn
other than the U.S. dollar. The dollar equivaldrthe foreign currency contracts and the relatédvialues as of
March 31, 2008 and December 31, 2007 were as fellow

Foreign Currency
Purchase Contracts

2008 2007

Notional amoun $2,66(C $2,90:

Fair value 2,744 2,891
Net unrealized gain (los $ 84 $ (19

The foreign currency contracts outstanding at M&Th2008 expire at various times between Apr2@)8 anc
May 14, 2008. The foreign currency contracts outditeg at December 31, 2007 expired at various tipedween
January 3, 2008 and February 13, 2008.

Changes in the fair value of derivatives are regedrith cost of sales in the condensed consolidat¢ensents of
operations. Depending on their fair value at the @fithe reporting period, derivatives are recoregler in prepaid
expenses and other current assets or in accruglities on the condensed consolidated balancetshee

The total impact of foreign currency items on tbaeadensed consolidated statements of operatiorteddhree
months ended March 31, 2008 and 2007 reflectecsgHii730 and $15, respectively.
(8) Stock-based Compensation Plan

The Company records stock-based compensation exfresslling, general and administrative expensdle
condensed consolidated statements of operationsk-Based compensation expense for the three mentred
March 31, 2008 and 2007 was as follows:

Three Months Endec

March 31,
2008 2007
Options $ — $42C
Restricted stock awart 48C 543
Total stocl-based compensation expel $48C $962

The expense for the three-month period ended Mait¢R007 includes $497 of stock-based compensation
expense primarily related to the acceleration gie@se with respect to restricted stock awardsere et the
separation from service of the Company’s formere€Rinancial Officer in the first quarter of 2007.

The number of shares of restricted common stocledand the weighted average fair value per shaiag
the three-month periods ended March 31, 2008 afi@d 2@re as follows:

Three Months Ended March 31,

2008 2007
Weighted Average Weighted Average
Shares Awarde( Fair Value Shares Awarded Fair Value
Restricted stoc 1,97(¢ $ 14.17 — $—

In the quarter ended March 31, 2008, the Compaagtgd restricted stock awards covering 2 shares of
common stock pursuant to the Company’s 2004 RéstriStock Plan for Non-Employee Directors.
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3D SYSTEMS CORPORATION
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS — (Continued)

(9) Loss Per Share

The Company presents basic and diluted earnings)(fzer share (EPS) amounts. Basic EPS is caldutgte
dividing net income (loss) available to common khmiders by the weighted average number of comrhares
outstanding during the applicable period. DilutdeiSHs calculated by dividing net income (loss) Iy weighted
average number of common and common equivalenéslartstanding during the applicable period. THewdng
table reconciles basic weighted average outstarstiages to diluted weighted average outstandingesta
March 31, 2008 and 2007:

2008 2007
Numerator:
Net loss— numerator for basic net loss per sh $(3,69) $(3,120
Add: Effect of dilutive securitie
Stock options and other equity compensa — —

Net loss— numerator for dilutive net loss per sh. $(3,69) $(3,120
Denominator
Denominator for basic net loss per sl-weighted average shar 22,32] 19,11¢
Add: Effect of dilutive securitie

Stock options and other equity compensa — —
Denominator for dilutive netloss per shi 22,32’ 19,11¢
Loss per shar

Basic $ (0.179) $ (0.1¢

Diluted $ (0.1 $ (0.1¢)

No dilutive securities were included in the dilutedighted average shares outstanding for the thoeehs
ended March 31, 2008 and 2007 because the efféieenfinclusion would have been anti-dilutive;ttig they
would have reduced net loss per share.

(10) Income Taxes

The Company used effective tax rates of (11.7%)(&8D%) for the three months ended March 31, 2068
March 31, 2007, respectively.

Tax years 2004 to 2007 remain subject to examindtjothe U.S. Internal Revenue Service. Should the
Company utilize any of its U.S. loss carryforwandsjch date from 1997, these would be subject toreération.
The Company files income tax returns (which arengpeexamination beginning in the year shown ireptireses)
in France (2004), Germany (2000), Japan (2003, (2003), Switzerland (2003) and the United Kingd(2005).

(11) Segment Information

The Company operates in one reportable businessesgdn which it develops, manufactures and markets
worldwide 3-D modeling, rapid prototyping and maatfiring systems designed to reduce the time éistadx
produce threalimensional objects. The Company conducts its legsithrough operations in the United States,
and service offices in the European Community (Eeasermany, the United Kingdom and Italy) andAk&-
Pacific region (Japan and Hong Kong), and a rekemmd production facility in Switzerland. Revenuenfi
unaffiliated customers attributed to Germany inelsidales by the CompasyGerman unit to customers in count
other than Germany. The Company has historicafigldsed
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3D SYSTEMS CORPORATION
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS — (Continued)

summarized financial information for the geograpdmieas of operations as if they were segmentscordance witt
SFAS No. 131, “Disclosures about Segments of aergrise and Related Information.”

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

Three Months Ended

March 31,
2008 2007
Revenue from unaffiliated custome
United State: $12,03% $16,19:
Germany 7,18( 7,341
Other Europ 8,481 8,75¢
Asia Pacific 4,08¢ 4.64:
Total $31,78% $36,93:

The Company’s revenue from unaffiliated customegrsype is as follows:

Three Months Ended

March 31,
2008 2007
Systems and other produ $ 7,842  $13,19:
Materials 14,92 15,36¢
Services 9,027 8,37:
Total revenue $31,787  $36,93:.

Intercompany sales were as follows:

Three Months Ended March 31, 2008
Intercompany Sales to

United Other Asia
States Germany Europe Pacific Total
United State: $ — $468: $2,89 $3,001 $10,58:
Germany 34 — 1,96: — 1,99¢
Other Europg 1,20( 48 — — 1,24¢
Asia Pacific — — — — —
Total $1,23¢ $ 4,731 $4,86( $3,001 $13,82¢
Three Months Ended March 31, 2007
Intercompany Sales to
United Other Asia
States Germany Europe Pacific Total
United State: $ — $4380 $2,932 $6,17€¢ $13,48¢
Germany 27 — 1,192 1 1,22(
Other Europs 1,871 47 — — 1,91¢
Asia Pacific — — — — —
Total $1,89¢  $ 4,427 $4,12¢ $6,177 $16,62¢

10
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3D SYSTEMS CORPORATION
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS — (Continued)

All revenue between geographic areas is recordpdaas that provide for an allocation of profiigs) betwee
entities. Income (loss) from operations and adsetsach geographic area were as follows:

Three Months Ended

March 31,
2008 2007

Loss from operation:
United State: $(4,729)  $(2,799
Germany 26E 37¢€
Other Europ 657 1,16¢
Asia Pacific 1,04t (284)
Subtotal (2,757 (1,547)
Inter-segment eliminatio (47¢) (53%)
Total $(3,235)  $(2,07¢)
March 31, December 31

2008 2007
Assets:

United State: $ 76,06 $ 86,33¢
Germany 31,447 29,96(
Other Europ 71,89: 64,84(
Asia Pacific 18,59( 16,60:
Subtotal 197,99( 197,74:
Inter-company eliminatiol (33,897) (30,35¢6)
Total $164,09¢ $ 167,38!

(12) Commitments and Contingencie:

On March 14, 2008, DSM Desotech Inc. filed a conmplan an action titted DSM Desotech Inc. v. 3D &yss
Corporation in the United States District Court iee Northern District of lllinois (Eastern Divigipasserting that
the Company engages in anticompetitive behavidr veispect to resins used in large-frame steregjitighy
machines. The complaint further asserts that thag2my is infringing two of DSM Desotech’s patergkating to
stereolithography machines. The Company intendggmrously contest all of the claims asserted bywD3esoteck

The Company is also involved in various other legatters incidental its business. The Company’s
management believes, after consulting with counisat,the disposition of these other legal mattélisnot have a
material effect on the Company’s consolidated teafl operations or consolidated financial position

(13) Fair Value Measurements

In September 2006, the Financial Accounting Stasel&oard (FASB) issued SFAS No. 157, “Fair Value
Measurements.” (“SFAS No. 157”) SFAS No. 157 introes a framework for measuring fair value and egpan
required disclosure about fair value measuremdrassets and liabilities. SFAS No. 157 for finaheissets and
liabilities is effective for fiscal years beginniafter November 15, 2007, and the Company has addpée standard
for those assets and liabilities as of Januan@@82nd the impact of adoption was not significant.

11
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3D SYSTEMS CORPORATION
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS — (Continued)

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 moatlvantageous market for the asset or liabilitynoederly 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 observatlguts and minimize the use of unobservable gpiiten
measuring fair value. The standard describes tbrags of inputs that may be used to measure &irez

Level 1- Quoted prices in active markets for identicakts®r liabilities.

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

Level 3- Unobservable inputs that are supported by littteammarket activity and that are significant te
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 involvitegtical or
comparable assets or liabilities.

Assets and liabilities measured at fair value oacarrring basis are summarized below:

Fair Value Measurements as of March 31, 20C
Level 1 Level 2 Level 2 Total
(In thousands)

Description

Short term investments( $16,47: $ — $ — $16,47¢
Restricted cash and sk-term investments(] 1,20(C — — 1,20(C
Currency derivative contracts( 2,744 — — 2,744
Total $2041¢ $ — $ —  $20,41¢

(1) Unrealized gains or losses on short term investspeestricted cash and short-term investments and
derivatives are recorded in the statement of omer®ft each measurement di

The fair market value of level 1 currency derivatoontracts at March 31, 2008 and December 31, 2@87as

follows:
Foreign Currency
Purchase Contracts
2008 2007
(In thousands)
Notional amoun $2,66( $2,90%
Fair value 2,744 2,891
Net unrealized gain (los $ 84 $ (19

FASB Staff Position No. 157-2 delayed the effectiate of FAS No. 157 until fiscal years beginnifigia
November 15, 2008, and interim periods within thiiseal years, for all nonfinancial assets and i@rfcial
liabilities, except for items that are recognizedlisclosed at fair value in the financial statetsam a recurring
basis (at least annually). We are assessing thadanifAS No. 157 will have on the Company’s consubd
financial statements.
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3D SYSTEMS CORPORATION
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATE MENTS — (Continued)

(14) Recent Accounting Pronouncement

In February 2007, the FASB issued FAS No. 159, “IFai Value Option for Financial Assets and Finahci
Liabilities, including an amendment of FASB Statetndo. 115" (“FAS No. 159”), which became effective
January 1, 2008. FAS No. 159 permits companiehdo$e to measure certain financial assets anddialan
liabilities at fair value. Unrealized gains anddes on items for which the fair value option haasrbelected are
reported in earnings at each subsequent reportiteg @he implementation of this standard did neehamaterial
impact on the Company’s consolidated financial fimsiand results of operations.

In December 2007, the FASB issued SFAS No. 1414eev2007), “Business
Combinations” (“SFAS No. 141R"). SFAS No. 141R pdes revised guidance on how acquirors recognide an
measure the consideration transferred, identifiablets acquired, liabilities assumed, noncontiplliterests, 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 Comnjzacurrently assessing the impact of SFAS NoRLéf its
financial statements.

In March 2008, the FASB issued SFAS No. 161, “Qisares about Derivative Instruments and Hedging
Activities.” (“SFAS No. 161")This statement expamndisclosures but does not change accounting favatere
instruments and hedging activities. The stateméhbacome effective for the Company starting imJary 2009.
The Company is currently assessing the impact &fSSNo. 161 on its financial statements.
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Item 2. Management’s Discussion and Analysis ofifrancial Condition and Results of Operations.

This discussion should be read in conjunction whthCondensed Consolidated Financial Statementthand
notes thereto included in Item 1 of this Quarté&gport on Form 10-Q.

We are subject to a number of risks and uncertaintiat may affect our future performance thatl@eussed
in greater detail in the sections entitled “Forwambking Statements” and “Cautionary StatementsRisét
Factors” at the end of this Item 2 and that areutised or referred to in Item 1A of Part Il of tQigarterly Report
on Form 10-Q.

Business Overview

We design, develop, manufacture, market and seB/Aanodeling, rapid manufacturing, and prototyping
systems and related products and materials thsteenamplex three-dimensional objects to be prodwtirsctly
from computer data without tooling, greatly redgrthe time and cost required to produce prototypesistomized
production parts.

Our consolidated revenue is derived primarily fritva sale of our systems, the sale of the relatadmals uset
by the systems to produce solid objects and theigiom of services to our customers.

Recent Developments
Investigation

During the first quarter, we received several amooys letters alleging wrongdoing by us and centa@mbers
of our executive management. The Audit CommitteewfBoard of Directors promptly conducted a corhpresive
investigation through independent outside couridak investigation concluded and confirmed thatla!
anonymous allegations were baseless and thatliherbeen no wrongdoing by us or our managemenerilles:
the investigation consumed considerable resoumesime and resulted in operational disruptionsluding
disruptions to our sales process in the first quaot 2008. It also added $0.6 million of investiga expense to
SG&A in the first quarter.

Internal controls

We have previously disclosed that at December @Q7 2naterial weaknesses existed relating to oarriat
controls over financial reporting with respecthe bversight and review of our inventory costingteyn and the
design and operation of controls for certain ineepshipments and recognition of the related reeefiie have
completed a number of remedial actions to corteeté weaknesses, and we are continuing to pursliteoadl
remedial efforts to correct them. See Part Il, [&Controls and Procedures” below.

As part of our remediation efforts, we have adoptedriety of procedures to conduct additional itkda
transaction reviews and control activities withaejto our financial statements for all periods tha have
identified as being affected by the material weakes described above. As a result of these effeetbelieve that
the Unaudited Condensed Consolidated Financiaé®tatts included in this Quarterly Report on ForrQlBave
been prepared in accordance with generally accemeolinting principles, fairly present in all mé@érespects our
financial position, results of operations and ci#sivs for the periods presented and are free oénaterrors.

New product developments and geographic expansitvitees

Since the beginning of 2008, we have continuedhewr product development and geographic expansion
activities, resulting in the following:

 In January 2008, we launched the Pré9é&tD 3000 3-D Production System, a new, professidrigh-
definition 3-D modeler that is based on our pate@ied proprietary Multi-Jet Modeling technology.eTh
ProJet™ HD 3000 3-D Production System provides the chofdegoth high definition and ultra high
definition build modes in single system and is designed for a wide rangeses.
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« In February 2008, we launched our Prd3d¢dP 3000 3-D Production System, a 3viddeler that is designe
to accurately, consistently and economically mactuf@ precision wax-upg®r dental professionals. The u
of the ProJet™ DP Production System scans a model, designs alisax-up using 3-B3oftware, then sen
the data to the ProJ&tProduction System to “print” wax-ups in layers; #ystem can generate hundreds of

units each cycle

« During March 2008, we began commercial shipmentsuofnew, V-Flasiv Desktop Modeler to North
American customers. Due to the timing and delivarthese units, the related revenue was deferrddhan
recognized in the first quarter. The V-Fld&tDesktop Modeler is designed to build thidiexensional mode
within hours in a home or an office, enabling dasig, engineers, hobbyists and students to imadasign
and build their ideas at their desks. The V-FlgisBesktop Modeler is the first product based on @aw n

Film Transfer Imaging technology platfor

» Opened the Japanese marketplace to our key A€auederials, expanding our portfolio of proven,

dependable Accur® materials in Japal

These new products did not have a material effecw revenue for the first three months of 2008.

Summary of 2008 first quarter financial results

As discussed in greater detail below, for the finsarter of 2008, revenue declined 13.9% to $3il&mfrom

$36.9 million for the first quarter of 2007 primlgras a result of lower unit volume.

Our loss from operations increased to $3.2 milfmrthe first quarter of 2008 from $2.1 million ihe 2007
quarter. Our lower gross profit in the first quaié 2008 arose primarily from our lower level efvenue.

Our operating expenses declined $1.3 million infitst quarter of 2008 to $16.7 million from $18rdllion in
the previous year’s quarter. The decrease refldoteer selling general and administrative expemsatally offset
by higher research and development expenses. Wevbddhat our quarterly operating expenses havarbay
resume a more normalized run rate, and accordinglgxpect our SG&A expenses for 2008 to fall ite tange of

$44 to $52 million.

Results of Operations

First quarter comparison of revenue by class of grat and service

Table 1 sets forth our change in revenue by clapsoaluct and service for the first quarter of 2@@8npared t

the first quarter of 2007:

Services Totals

(Dollars in thousands)

41.€% $8,37:

22.1% $36,93:  10C%

798 (5.2)

(1,801 (11.7)

84) (2.2) (66) (0.2)

43 (5,016 (13.6)
— (2016 (5.9
5.6 1,95. 5.3

(445 _(2.9)

7.8 (5,145 (13.9

Table 1
Systems anc
Other
Products
Revenue at March 31, 20! $13,19. 35.7% $15,36¢
Change in revenu
Volume
Core products and servic 91€ 6.C
New products and servic (6,582 (49.9
Price/Mix (215) (1.¢)
Foreign currency translatic 532 4.C
Net change (5,349 (40.6)
Revenue at March 31, 20t $ 7,84 24.7% $14,92¢

46.£% $9,027

28.4% $31,787 100.(%
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On a consolidated basis, revenue for the firsttguaf 2008 declined by 13.9% to $31.8 million from
$36.9 million for the first quarter of 2007. Thermipal factors leading to this $5.1 million decsean consolidated
revenue were decreases arising from product uhinwe and the unfavorable combined effect of priog @oix
partially offset by the favorable effect of foreigarrency translation.

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 prodwot mur
materials and our systems as the trend toward emaibre economical systems has continued anchflvemnce of
new systems and materials on our operating reattiggrown. Our reporting systems are not curramhfigured to
produce more quantitative information regardingeffect of price and mix changes on revenue. Howeve
believe that changes in product mix, rather thaanges in average selling prices, are the principafributor to the
price and mix effects that we experienced in thet fjuarters of 2008 and 2007.

Systems orders and sales tend to fluctuate onréeglyebasis as a result of a number of factorduiding the
types of systems ordered by customers, customeptawce of newly introduced products, the timingrafduct
orders and shipments, global economic conditiomisflactuations in foreign currency exchange ra@s:
customers generally purchase our systems as cagiiggment items, and their purchasing decisiong Imaae a
long lead time. Due to the relatively high listqariof certain systems and the overall low unit wawof systems
sales in any particular period, the acceleratiodeday of orders and shipments of a small numbeystems from
one period to another can significantly affect rmeereported for our systems’ sales for the penadived.
Revenue reported for systems’ sales in any paatiqériod is also affected by revenue recognitides prescribed
by generally accepted accounting principles. Howea® noted above, production and delivery of gsteans is
generally not characterized by long lead times, lzaaklog is therefore generally not a materialdaat our
business.

At March 31, 2008 our backlog was approximatel\3#8illion, a 25.8% reduction from the $3.1 millioh
backlog at December 31, 2007. We believe that@tellof backlog at March 31, 2008 is generally ¢stest with
the normal operating trends in our business.

In the absence of significant large-frame systesaks, revenue from systems and other producteaisen by
$5.4 million or 40.6% to $7.8 million for the quartended March 31, 2008 from $13.2 million for finst quarter o
2007 and comprised 24.7% of consolidated reventieei?008 quarter compared to 35.7% in the 200ibgethe
decline arose primarily from a $6.6 million decre@sthe volume of new products and an unfavor&blg million
combined effect of price and mix partially offsgtd$0.9 million increase in core systems revemeeaa
$0.5 million favorable impact from foreign currengnslation.

Revenue from materials was also adversely impdngdtie absence of large-frame systems’ sales, wdrieh
typically accompanied by significant initial magrpurchases to charge-up new systems and comrpeodection,
and decreased demand in the U.S. market for laage.fjRevenue from materials declined by $0.4 amlbr 2.9% t
$14.9 million for the first quarter of 2008 from%2 million for the 2007 quarter and comprised 46 &
consolidated revenue in the 2008 period compardd 1% in the 2007 period. This decrease was piliyrtae
result of the unfavorable $1.8 combined effectradgpand mix and a $0.8 million decrease in coréenis volume
partially offset by a $1.2 million increase in navaterials volume and a $0.9 million of favorablesfign currency
translation. The materials increase as a percewtagptal revenue was primarily due to the proporétely higher
decline in revenue from systems and other prodndtse 2008 quarter.

Revenue from services increased by $0.6 millior.8%6 to $9.0 million for the first quarter of 2068m
$8.4 million for the 2007 period and increased a2 of consolidated revenue from 22.7% for the720€riod.
The increase was primarily the result of favordbteign currency translation of $0.5 million andiaorease in new
products services volume of $0.4 million partiafjyset by a decrease in core products volume ¢ 8dllion.

16




Table of Contents

Change in quarterly revenue by geographic regi

Each geographic region contributed to our loweel®f revenue in first quarter of 2008. Table Zdetth the
change in revenue by geographic area for thediratter of 2008 compared to the first quarter df220

Table 2
Net Change in
Consolidated
U.S. Europe Asia-Pacific Revenue
(Dollars in thousands)

Revenue at March 31, 20! $16,19. 43.€% $16,09¢ 43.6% $4,64: 12.€% $36,93: 10C%
Volume (4,469 (27.6) (469 (2.9 (150 (3.2 (5,087 (13.9)
Price/Mix 30¢ 1.6 (1,559 (9.7) (767 (16.5) (2,016 (5.9
Foreign currency translatic — — 1,58¢ 9.¢ 364 7.8 1,95: 5.3

Net change revent (4,159 (25.7) (438) (2.9 (559 (119 $(5,145H (139

Revenue at March 31, 20! $12,037 37.9% $15,66. 49.2% $4,08¢ 12.9% $31,78" 10C%

Revenue from U.S. operations declined by $4.2 onilbr 25.7% to $12.0 million from $16.2 millionihe first
quarter of 2007. The decrease was due to lowemmlpartially offset by the favorable combined effefcprice and
mix.

Revenue from non-U.S. operations at March 31, 2@8ined by $1.0 million or 4.8% to $19.7 milliorofn
$20.7 million at March 31, 2007. Revenue from na®-lbperations as a percent of total revenue wdg6and
56.2%, respectively, at March 31, 2008 and 200&. décline in non-U.S. revenue excluding the eftédoreign
currency translation was 14.2% in the first qua2e08.

Revenue from European operations declined by $@libmor 2.7% to $15.7 million from $16.1 millioim the
prior year period. This decrease was due to aiilli®on decline in the combined effect of price amik, a
$0.5 million decline in volume partially offset lay$1.6 million favorable foreign currency transhati

Revenue from Asia-Pacific operations declined by $0illion or 11.9% to $4.1 million from $4.6 miln in
the prior year period due primarily to the unfalmea$0.8 million combined effect of changes in prand mix and
decrease in volume of $0.2 million that was pditiaffset by a $0.4 million in favorable foreignrcency
translation.

Gross profit and gross profit margins

Table 3 sets forth gross profit and gross profitgimafor our products and services for the firsadars of 2008
and 2007 (dollars in thousands):

Table 3
Three Months Ended March 31,
2008 2007
Gross % Gross %
Profit Revenue Profit Revenue
(Dollars in thousands)
Systems $ 1,391 17.% $ 5,00¢ 37.%%
Materials 9,64 64.€ 9,49( 61.¢
Services 2,38¢ 26.5 1,40¢ 16.€
Total $13,42¢ 42.2% $15,90: 43.1%

Consolidated gross profit margin in the first qeadf 2008 decreased by 0.9 percentage points. B3/ af
revenue from 43.1% of revenue for the 2007 qua@era consolidated basis, gross profit for the firs
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quarter of 2008 decreased by $2.5 million to $I8ilion from $15.9 million in the first quarter @007, primarily
as a result of lower large-frame systems revenaiehtéd a $1.2 million adverse effect on the abswwgif overhead
for the systems category of products. We belieaétthis $1.2 million decline accounted for approaigly 80% of
the margin decline for systems in the first quaofe2008. Gross profit was also negatively affedigdertain suppl
chain and third-part logistics inefficiencies, whi@sulted in higher cost of goods sold and aduttidreight
charges, and by higher warranty costs. The increasast of sales also included $1.3 million ofawndrable foreign
currency exchange effects related to the declinkarl).S. dollar relative to other currencies. Mafsthis currency
effect relates to materials that we purchase adyre outside of the United States.

The combined effect of the lower large-frame sales unfavorable foreign exchange rate effectsplsughain
inefficiencies and warranty costs more than ofgetrational improvements targeted to exceed otwrtal gross
profit margins. We are working on additional grpssfit improvement objectives which include returgicertain
third-party logistics activities in-house and imyirgy the quality of certain warranty parts thatdhparties supply to
us.

Systems gross profit for the first quarter of 2@@8reased by $3.6 million or 72.2% to $1.4 millfoom
$5.0 million for the 2007 quarter, and gross proférgin for systems decreased by 20.2 percentagespo 17.7%
of revenue from 37.9% of revenue in the 2007 quantienarily due to the decline in volume discusabdve and tr
absorption of fixed costs over fewer units.

Material gross profit for the first quarter of 20B@reased by $0.2 million or 1.7% to $9.6 millivam
$9.5 million for the 2007 quarter, and gross proférgin for material increased by 2.8 percentagetpdo 64.6% o
revenue from 61.8% of revenue in the 2007 quarter.

Gross profit for services for the first quarter2008 increased by $1.0 million or 69.6% to $2.4iomlfrom
$1.4 million for the 2007 quarter, and gross proférgin for services increased by 9.7 percentagapm 26.5% of
revenue from 16.8% of revenue in the 2007 quarftee.improved gross profit was due to the combirfézteof a
decline in fixed costs associated with our decis@moease servicing certain legacy products anfetwrable effect
of foreign currency translation on service revenue.

Operating expenses

As shown in Table 4 total operating expenses dseckhy $1.3 million or 7.0% to $16.7 million in tfiest
quarter of 2008 from $18.0 million in the first gtex of 2007. This decrease was primarily due t& $illion in
lower selling, general and administrative expemsesally offset by a $0.5 million of increased easch and
development expenses, both of which are discussieavb

Table 4
Three Month Ended March 31,
2008 2007
% %
Amount Revenue Amount Revenue
(Dollars in thousands)
SG&A $13,06¢ 41.1% $14,89: 40.2%
R&D 3,597 11.Z 3,087 8.4
Total $16,66: 52.4% $17,97¢ 48.71%

Selling, general and administrative expenses

Selling, general and administrative expenses deti$1.8 million to $13.1 million in the first quartof 2008
compared to $14.9 million in the first quarter 60Z related to:

» A $1.5 million decline in severance and si-based compensation expense;

* $1.2 million of lower contract labor and consultansts.

18




Table of Contents

Partially offsetting the decline was:

» $0.6 million of expenses associated with the ingasidbn discussed abov
* A $0.5 million increase in bad debt expense;
» $0.5 million related to the decline in the U.S. doléxchange rate relative to other currenc

We believe that our quarterly SG&A expenses hagpibdo resume a more normalized run rate. We expect
SG&A expenses for the full year 2008 to fall inie range of $44.0 million to $52.0 million.

Research and development expenses

Research and development expenses increased B¢ 16 $3.6 million in the first quarter of 2008 from
$3.1 million in the first quarter of 2007. Reseaaetd development costs in the first quarter of 20@Rided costs
associated with the launch of our V-FlagtDesktop Modeler. We continue to work on selected peduct
developments, and we expect to incur approximéig8/million to $14 million of research and develaprh
expenses for the full year 2008.

Loss from operations

Our loss from operations for the first quarter 0082 increased by $1.1 million to $3.2 million fr&2.1 million
in 2007. In the first quarter of 2008, declinesdlling, general and administrative expenses asisied above
partially offset our lower consolidated revenue &owler gross profit and increased research andloeweent
expenses.

The following table sets forth operating loss bp@gmphic area for the first quarter of 2008 comgaoe2007:

Table 5

Three Months Ended
March 31,
2008 2007
(Dollars in thousands)

Income (loss) from operation

United State: $(4,729  $(2,799
Germany 26¢& 37¢€
Other Europ 657 1,16¢
Asia Pacific 1,04t (284)

Subtotal (2,757% (1,549
Inter-segment eliminatio (47¢) (53%)

Total $(3,235  $(2,07¢)

With respect to the U.S., in 2008 and 2007, thengha in operating loss by geographic area reflatiedame
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 (losguinoperation
outside of the U.S. in each of 2008 and 2007 redyitimarily from changes in transfer pricing anddreign
currency translation.

Interest and other expense, net

For the first quarter of 2008, we incurred $0. il of expense from interest and other expensg timet aros:
from interest income generated from our higher ¢adhnces and lower interest expense during thedirarter. Th
lower interest expenses resulted from the absen2@08 period of borrowings under the now expiréid@ Valley
Bank credit facility as well as the absence of @4r convertible subordinated debentures.

19




Table of Contents

Provisions for income taxe

We recorded a $0.4 million provision for incomeesoin the first quarter of 2008 and 2007. Our wiovi for
income taxes in both periods primarily reflects éapense associated with income taxes in foreigsdictions.

Net loss

Our $3.7 million of net loss for the first quart#r2008 resulted from our $3.2 million of loss fraperations,
$0.1 million of net other expense and the $0.4iamlincome tax provision, as discussed above.

Our $3.1 million of net loss for the first quart#r2007 arose from our $2.1 million operating Id&3,7 million
of interest and other expense, net and the $0libmprovision for income taxes, as discussed above

For the three months ended March 31, 2008, ourhteibaverage common shares outstanding were
22.3 million, and on a per share basis, the bawiaddluted loss per share was $0.17. For the tmaeths ended
March 31, 2007, our weighted average common shlartssanding were 19.1 million, and on a per shassh the
basic and diluted net loss per share was $0.16.

Financial Condition and Liquidity

During the first three months of 2008, our primaogrces of liquidity were cash on hand and cash fiom
financing activities and our uses of liquidity wenar use of cash for operating and investing a@i We intend to
replace the credit facility that expired in 200thwé new credit facility as conditions in the ctedarkets and our
performance improve and we become able to nega@teptable terms for such a facility. In the miza@t we do
not expect to have a need for bank borrowings gowercurrent cash position. Se€ash flow’ and “ Outstanding
debt and capitalized lease obligatiohselow.

Working capital

Our net working capital decreased by $5.2 millioi$85.7 million at March 31, 2008 from $40.9 mifiiat
December 31, 2007. Table 6 provides a summaryeofigh changes in working capital items betweeretihwe

dates.
Table 6
Increase
(Decrease)
(In thousands,
Working capital at December 31, 20 $  40,90¢
Changes in current asse
Cash and cash equivalel (7,757%)
Accounts receivable, net of allowanc (5,675
Inventories, net of reservi 4,37
Prepaid expenses and other current a: 231
Deferred income tax asse (109¢)
Total current asse (8,939
Changes in current liabilitie
Current portion of lon-term debt (120
Current portion of capitalized lease obligat 4
Accounts payabl (3,260
Accrued liabilities (1,566€)
Customer deposi 1,331
Deferred revenu (81
Total current liabilities (3,692)
Net change in working capit (5,240
Working capital at March 31, 20( $  35,66¢
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Our unrestricted cash and cash equivalents decline&y.8 million to $21.9 million from $29.7 millioat
December 31, 2007. This decrease resulted fromriflibn of cash used in operating activities irtilg the
$5.3 million purchase of Tangible Express’ equiptn&@.1 million of cash used in investing actiwstigartially
offset by $0.9 million of cash provided by finangiactivities and a favorable $0.5 million effecteschange rate
changes on cash. S€ash Flowbelow.

Accounts receivable, net, decreased by $5.7 mitlad$25.4 million at March 31, 2008 from $31.1 ioifi at
December 31, 2007. This decline was primarily latiidble to the collection of year end 2007 accotstsivable
balances, which were primarily comprised of reczatks from the fourth quarter. Accounts receivakeldined
despite an increase of days’ sales outstanding ttays at March 31, 2008 from 64 days at Decembg2@07. Our
gross accounts receivable declined by $4.9 mifiiom December 31, 2007 to March 31, 2008. Accoustgivable
more than 90 days past due increased to 14.9%oe$ geceivables at March 31, 2008 compared to 5f5§toss
receivables at December 31, 2007.

Components of inventories were as follows:

Table 7
2008 2007

Raw material $ 106 $ 83t
Inventory held by assemble 25C 197
Work in proces: — 12¢€
Finished goods and pal 25,89¢ 21,18¢
Total cosl 27,20¢ 22,341
Less: reserve (2,787 (2,306

Inventories, ne $24,41¢  $20,04]

Inventories increased by $4.4 million to $24.4 ioillat March 31, 2008 from $20.0 million at Decem®g,
2007. This increase resulted from a $4.7 milliacréase in finished goods inventory, a $0.2 miliilmerease in raw
materials inventory, and a $0.1 million increasenirentory held by assemblers that was partialfgeifby a
$0.1 million decrease in work-in-process inventdyg.discussed elsewhere, our purchase of equipfrant
Tangible Express accounted for approximately $21Bom of the increase in finished goods inventorye
maintained $2.8 million of inventory reserves atrtda31, 2008 and $2.3 million of such reservesetdinber 31,
2007. The increase was due to additional resemesded for certain product lines nearing the eftheir life
cycle.

In connection with our outsourcing activities wihr third-party assemblers, we sell to them comptsom
time to time of our raw materials inventory relatedystems that they assemble. We record those sabur
financial statements as a product financing arrarege under SFAS No. 49, “Accounting for Productdficing
Arrangements.” At March 31, 2008, we held as SFAS 49 inventory $0.3 million of inventory sold tesemblers
compared to $0.2 million of such inventory at Debem31, 2007, and we had a corresponding accrabilitly
representing our non-contractual obligation to repase assembled systems and refurbished partsqadom
such inventory.

With the outsourcing of substantially all of ouruggment assembly and refurbishment activities ntlagority of
our inventory now consists of finished goods, idahg primarily systems, materials and service pagour third-
party assemblers have taken over supply-chain nsgipibty for the assembly and refurbishment ofteyss. As a
result, we generally no longer hold in inventorysinparts for systems production or refurbishmemtadiculating
inventory reserves, we direct our attention to sgearts that we hold in inventory and that we ekpebe used over
the expected life cycles of the related systemsentory related to the blending of our enginderaterials and
composites and to our ability to sell items that mcorded in finished goods inventory, a largeiporf which are
new systems.
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The components of prepaid expenses and other ¢@seats were:

Table 8
March 31, December 31
2008 2007
(Dollars in thousands)
Value added tax‘VAT") and sales tax refun $ 1280 $ 67C
Progress payments to assemb 783 86€
Non-trade receivable 472 1,07¢
Other 2,12¢ 1,817
Total $ 466 $ 4,42¢

Our prepaid expenses and other current assetagettdy $0.2 million to $4.7 million at March 3D08 from
$4.4 million at December 31, 2007. The non-tradeirables shown in Table 8, the inventory held seanblers
shown in Table 7 and a related accrued liabilitginamount that corresponds to the book valueveitory held by
assemblers included in accrued liabilities on oon@&nsed Consolidated Balance Sheet relate tactueiating for
our outsourcing arrangements pursuant to SFAS 8loTHe non-trade receivables shown in Table 8 dedlby
$0.6 million from December 31, 2007 to $0.5 millianhMarch 31, 2008 as a result of a reduction migaished
systems and parts that our third-party assemblechpsed from us to complete the assembly of systenwhich
we had not received payment from them at period ¥Ad and sales tax refunds increased by $0.6 onilto
$1.3 million at March 31, 2008. The increase is damarily to an increase in VAT for which we expée receive
payment after March 31, 2008.

Accounts payable declined by $3.2 million to $1miflion at March 31, 2008 from $20.7 million at
December 31, 2007. The decline primarily relatedigiher payables that corresponded to higher rexvénthe
quarter ended December 31, 2007 compared to théeqeaded March 31, 2008.

Customer deposits increased by $1.3 million as eferced the revenue in the first three months oB2@lated
to certain deposits made during the period.

Deferred revenue decreased by $0.1 million to $triiléon at March 31, 2008 from $11.7 million at
December 31, 2007 primarily due to a net decreasasintenance contracts, installation, training wadranty
revenue from the first three months of 2008 shipisien

The changes in the first quarter of 2008 that cisephe other components of working capital notaised
above arose in the ordinary course of businesssefbemponents of working capital include $10.7ionillof
accrued liabilities, $0.2 million in current indtaknts of capitalized lease obligations, $1.2 anillof restricted cash
and $3.5 million in assets held for sale relateduoGrand Junction facility.

As discussed elsewhere in this Form 10-Q, we cltisedsrand Junction facility late in April 2006 and
subsequently listed it for sale, with $3.5 milliohnet assets related to that facility recordeonCondensed
Consolidated Balance Sheet as assets held forAdate.at March 31, 2008 and December 31, 2007 ave h
reflected $3.2 million and $3.3 million, respectiyeas a current liability consisting of the outsiing principal
amount of the industrial development bonds thatrfaed that facility, in anticipation of the saletloé facility. See
Notes 3 and 6 to the Condensed Consolidated FialaBtatements

Differences not discussed above between the amoéimtsrking capital item changes in the cash flow
statement and the amounts of balance sheet chforgesse items are primarily the result of foremgmrency
translation adjustments.

Cash flow

Table 9 summarizes the cash provided by or usegénating activities, investing activities and ficang
activities, as well as the effect of changes ieifgm currency exchange rates on cash, for thetfiree months of
2008 and 2007.
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Table 9

2008 2007
Cash used in operating activiti $(7,099  $(7,102)
Cash used in investing activiti (2,055 (462)
Cash provided by financing activiti 91¢€ 3
Effect of exchange rate changes on ¢ 47E 243
Net decrease in cash and cash equiva $(7,757) $(7,329)

Cash flow from operations

For the three months ended March 31, 2008, we $8ddmillion of net cash for operating activitidhis use
of cash consisted of our $3.7 million net loss &6 million of cash consumed by net changes imaipey
accounts that were partially offset by $2.2 millafmon-cash items included in our net loss.

Changes in operating accounts that resulted ireafisash included the following:

« Anincrease in inventories of $6.8 millic

» A decrease in accounts payable of $5.1 million;

» A decrease in accrued liabilities of $2.0 milli

Changes in operating accounts that resulted inece®f cash included the following:
« adecrease in net receivables of $7.5 million;

« Anincrease in customer deposits of $1.2 milli

For the threemonth period ended March 31, 2007, we used $7 llomibf net cash for operating activities. T
use of cash consisted of a net loss of $3.1 mibliod a change in operating accounts of $7.0 mithan resulted in
negative operating cash flow of $10.5 million. Rdly offsetting this amount was $3.0 million ofm@ash items in
net loss.

Changes in operating accounts that resulted ireafisash included the following:

« adecrease in accounts payable of $6.3 mill

« Anincrease in inventories of $5.7 millic

» adecrease in customer deposits of $4.2 milliod;

« adecrease in accrued liabilities of $1.1 milli

Changes in operating accounts that resulted inecemf cash included the following:
» adecrease in receivables of $6.6 milli

» Anincrease in deferred revenues of $1.9 milliorg

» adecrease in prepaid expenses and other cursaisas $1.0 million

Cash flow from investing activities

Net cash used in investing activities in the fisee months of 2008 increased to $2.1 million fi&®6 million
for the first three months of 2007. This increase \wrimarily due to our higher level of 2008 capiependitures.
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Cash flow from financing activities

Net cash provided by financing activities increate#0.9 million for the three months ended Marth 2008
compared to a nominal amount in the 2007 periods iAitrease resulted primarily from $1.1 millionradt proceed
from stock-based compensation, partially offsetibigt payments.

Outstanding debt and capitalized lease obligations

At March 31, 2008, industrial development revenaeds and capitalized lease obligations decreased to
$12.0 million from $12.2 million at December 31,0Z0primarily due to scheduled payments of princgrabur
outstanding industrial development bonds and chlpiae installments.

Our outstanding industrial development revenue b@rdi capitalized lease obligations at March 30824hd
December 31, 2007 were as follows:

Table 10
2008 2007
(Dollars in thousands)
Debt:
Industrial development revenue bor $ 3,208 $ 3,32¢
Capitalized lease obligation
Current portion of capitalized lease obligat 18t 181
Capitalized lease obligation, less current por 8,61F 8,66:
Total 8,80( 8,84«
Total current portiol 3,39( 3,50¢
Total lon¢-term portion 8,61°F 8,66:
Total debt $12,00¢ $12,16¢

Capitalized lease obligations

Our outstanding capitalized lease obligations eclattwo 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 value of the headquarticility and the
furniture and fixture leases at March 31, 2008 Bedember 31, 2007 was $8.8 million.

Industrial development bonds

Our Grand Junction, Colorado facility was finantgdndustrial development bonds in the original regate
principal amount of $4.9 million. At March 31, 2088d December 31, 2007, the outstanding principalumt of
these bonds was $3.2 million and $3.3 million, espely. Interest on the bonds accrues at a vieriate of intere:
and is payable monthly. The interest rate at M&LhH2008 and December 31, 2006 was 2.31% and 3.52%,
respectively. Principal payments are due in semisahinstallments through August 2016. We reclassithis
indebtedness to current indebtedness in 2006 icipation of the sale of the Grand Junction fagilWe have made
all scheduled payments of principal and interesth@se bonds. The bonds are collateralized by, grather things,
a first mortgage on the facility, a security intrim certain equipment and an irrevocable lett@redit issued by
Wells Fargo Bank, N.A. pursuant to the terms ofimbursement agreement between us and Wells Palgare
required to pay an annual letter of credit fee etpua% of the stated amount of the letter of dredi

This letter of credit is in turn collateralized $%.2 million of restricted cash that Wells Fargddspwhich we
reclassified as a short-term asset during 200@ticipation of the sale of the Grand Junction faciWells Fargo
has a security interest in that restricted cagteatial security for the performance of our
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obligations under the reimbursement agreement. &Ve the right, which we have not exercised, to tHuibs a
standby letter of credit issued by a bank acceptbWells Fargo as collateral in place of the fihdld by Wells
Fargo.

The reimbursement agreement, as amended, conitameial covenants that require, among other thitigs
we maintain a minimum tangible net worth (as defimethe reimbursement agreement) of $23 milliars@0% of
net income from July 1, 2001 forward and a fix@dwrge coverage ratio (as defined in the reimbues¢mgreemen
of no less than 1.25 to 1.00. We are required moafstrate our compliance with these financial cevés as of the
end of each calendar quarter. On May 7, 2008, émé kvaived our non-compliance with the financialemants set
forth in this facility for the period ended March,2008 in consideration of a $32 non-refundableverdee.

Financial instruments

We conduct business in various countries using thaHunctional currencies of those countries atheér
currencies to effect cross border transactionsa Aesult, we are subject to the risk that fluctuaiin foreign
exchange rates between the dates that those tti@nsa&re entered into and their respective sedigrdates will
result in a foreign exchange gain or loss. Whegtmable, we endeavor to match assets and liasiliti the same
currency on our balance sheet and those of ouidiahies in order to reduce these risks. We aldterwwe conside
it to be appropriate, enter into foreign currenopteacts to hedge exposures arising from thosesacions. We
have not adopted hedge accounting under SFAS N&.“A8counting for Derivatives and Hedging Actiés,” as
amended by SFAS No. 137 and SFAS No. 138, and eogynéze all gains and losses (realized or unredjlizecost
of sales in our Consolidated Statements of Operatio

The dollar equivalent of our foreign currency caots and their related fair values as of March2B08 and
December 31, 2007 were as follows:

Table 11
Foreign Currency
Purchase Contracts
2008 2007
Notional amoun $2,66C $2,90t
Fair value 2,744 2,891
Net unrealized gain (los $ 84 $ (19

At March 31, 2008 and December 31, 2007, the natiamount of these contracts at their respectitttesgent
dates amounted to $2.7 million and $2.9 milliospectively. The 2008 and 2007 contracts relatedanly to
purchases of inventory from third parties. The owwil amount of the purchase contracts aggregatdd ZZHmillion
and CHF 3.3 million, respectively (equivalent taBillion and $2.9 million, respectively, at settient date.)

The net fair value of all foreign exchange consatMarch 31, 2008 and December 31, 2007 reflected
$0.1 million of unrealized gains at March 31, 2@0®l nominal losses at December 31, 2007. The fo@igency
contracts outstanding at December 31, 2007 expiredrious times between January 3, 2008 and Fsbi3a
2008. The foreign currency contracts outstandingaich 31, 2008 expire at various times betweeril 2p2008
and May 14, 2008.

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

The total impact of foreign currency related itemnsour Consolidated Statements of Operations was a
$0.7 million gain in the three months ended MarthZ)08 and a nominal gain for 2007.
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Stockholder’ equity

Stockholders’ equity increased by $0.2 million ®%$.0 million at March 31, 2008 from $104.8 milliah
December 31, 2007. This increase was compriseuedbilowing:

* $1.1 million of net proceeds from stock option exses during the first three months of 20

» $0.5 million of stock compensation expense recordestockholders’ equity in accordance with
SFAS No. 123(R) during the first three months dd&0and

+ $2.3 of foreign currency translation adjustmentduded in accumulated other comprehensive incc

This $3.9 million increase in stockholders equigsvpartially offset by our $3.7 million net lospoeted for thi
first three months of 2008.

Recent Accounting Pronouncements

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" (“SFAS No. 159”), which became effeetiv
January 1, 2008. SFAS No. 159 permits companiebdose to measure certain financial assets anddiala
liabilities at fair value. Unrealized gains anddes on items for which the fair value option hasnbelected are
reported in earnings at each subsequent reporéteg @he implementation of this standard did neelamaterial
impact on our consolidated financial position aesuits of operations.

In December 2007, the FASB issued SFAS No. 1414eelv2007), “Business
Combinations” (“SFAS No. 141R"). SFAS No. 141R pdes revised guidance on how acquirors recognide an
measure the consideration transferred, identifiabtgets acquired, liabilities assumed, nonconmiglliterests, 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. The Cognjzacurrently assessing the impact of SFAS NoRLdfh out
financial statements.

In March 2008, the FASB issued SFAS No. 161, “Qisares about Derivative Instruments and Hedging
Activities.” (SFAS No. 161") This statement expandisclosures but does not change accounting foradire
instruments and hedging activities. The stateméhbacome effective for the Company starting imuJary 2009.
We are currently assessing the impact of SFAS Bb.dh its financial statements.

Critical Accounting Policies and Significant Estimades

For a discussion of our critical accounting pokcénd estimates, refer to “Management’s Discussieh
Analysis of Financial Condition and Results of Ggems-Critical Accounting Policies and Estimatesbur
Annual Report on Form 10-K for the year ended Ddwemn31, 2007.

Forward-Looking Statements

Certain statements made in this Quarterly Repoff@m 10-Q that are not statements of historicausrent
facts are forward-looking statements within the nieg of the Private Securities Litigation ReformtA¢ 1995.
Forward-looking statements may involve known ankinarvn risks, uncertainties and other factors thay cause
our actual results, performance or achievemente tmaterially different from historical resultsfoom any future
results expressed or implied by such forward-loglstatements.

In addition to statements that explicitly descripeh risks and uncertainties, readers are urgednsider
statements in future or conditional tenses oriti@dtide terms such as “believes,” “belief,” “expgttintends,”
“anticipates” or “plans” to be uncertain and forddooking. Forward-looking statements may includenments as
to our beliefs and expectations as to future evantstrends affecting our business. Forward-lookiagements are
based upon management’s current expectations eongduture events and trends and are necessabjed to
uncertainties, many of which are outside of ourtanThe factors stated under the heading “Caatiprstatements
and Risk Factors” set forth below and those desdrib our other

26




Table of Contents

SEC reports, including our Form 10-K for the yeaded December 31, 2007, as well as other factotddcause
actual results to differ materially from those eetied or predicted in forward-looking statements.

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

If one or more of these or other risks or unceti@sgnmaterialize, or if our underlying assumptipnsve to be
incorrect, actual results may vary materially frirase reflected in or suggested by forwhroking statements. Ar
forward-looking statement you read in this Quayt&éport on Form 10-Q reflects our current viewthwespect to
future events and is subject to these and othies, iscertainties and assumptions relating to perations, results
of operations, growth strategy and liquidity. Allbsequent written and oral forward-looking statermeatiributable
to us or individuals acting on our behalf are exphg qualified in their entirety by this paragrapiou should
specifically consider the factors identified orexg&d to in this Form 10-Q and our other SEC repantluding our
Annual Report on Form 10-K for the year ended Ddman31, 2007, which would cause actual resultsfferdrom
those referred to in forward-looking statements.

Cautionary Statements and Risk Factors

We recognize that we are subject to a number k$ asd uncertainties that may affect our futuréquerance.
The risks and uncertainties described below ar¢h@obnly risks and uncertainties that we face.if\althl risks anc
uncertainties not currently known to us or thatouerently deem not to be material also may impairtsiness
operations. If any of the following risks actuatlgcur, our business, results of operations andhilad condition
could suffer. In that event the trading price of @@mmon Stock could decline, and you may losergfiart of your
investment in our Common Stock. The risks discugsgow also include forwartboking statements, and our act
results may differ substantially from those disedss these forward-looking statements.

These risks include and relate to:

our access to financing and other sources of dapithour ability to generate cash flow from opiera;

the potential impairment of certain intangible #ssehich could adversely impact our future earsiagd
stock price as well as our ability to obtain finaryg

the potential that we may have to restate our firstatements

our stock may be delisted if we fail to file ourrjoelic filings required to be filed with the SEC artimely
basis;

any failure, inadequacy, interruption, or seculdyse in the enterprise resource systems or thtetkl
technology that we rely on could adversely affeatability to effectively operate our busine

the continuing risk in transitioning our inventananagement and distribution functions to our timadty
service provider

the impact of material weaknesses in our interoatrol over financial reporting, which negativelgpacts
our ability to report our results of operations dimdncial condition accurately and in a timely man

our ability to successfully centralize and tramsitio a new shared service center for most admétiise
functions for all of our European subsidiari

changes in enerr-related expense

the effect new pronouncements by accounting autéstinay have on operational, financial and repgrti
aspects of our Compan
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e our success in entering new market places and rng@and integrating new business

« the impact of the mix of products on our gross iprofirgin, which could cause fluctuations in out imeome
or loss;

 our potential involvement in product liability chas and litigation

» competitive factors

 our ability to develop and commercialize successéu products

« our dependence upon a single or limited numbeuppkers for components aisuk-assemblies
« our dependence upon our suppliers gener

« factors beyond our control that cause fluctuationsur operating result:

« the costs from our business outside the U.S. magase or our revenue from such operations magdser
which could have a significant impact on our over@sults of operations and financial conditi

« political and economic events and the uncertairggnfthem may have a material adverse effected on ou
market opportunities

* laws that inhibit takeover:
« variations in our operating results from quarteqtarter;
« the low daily trading volume of our Common Stockldhne volatility of our stock price

« dilution of ownership and negative impact in therkeaprice of our common stock due to the exerofsaur
outstanding stock option

 our ability to issue preferred stoc

« our debt level

For a more detailed discussion of such risks ameéainties, see “ltem 1A. Risk Factois”our Annual Repo
on Form 10-K for the year ended December 31, 20@#lze risk factors noted in our other SEC filings.

Except as required by the federal securities lavesyindertake no obligation to publicly update atise any
forward-looking statement, whether as a resultesf information, future events or otherwise.

ltem 3. Quantitative and Qualitative Disclosures About Market Risk.

For a discussion of market risks at December 3Q7 2fefer to Item 7A, “Quantitative and Qualitative
Disclosures about Market Risk,” in our Annual Repmr Form 10-K for the year ended December 31, 2D@iring
the first three months of 2008, there were no nltehanges or developments that would materidtBr éhe marke
risk assessment performed as of December 31, 280&pt as discussed in the Liquidity and Capitaldrece
section under Financial Instruments.

Item 4. Controls and Procedures.
Evaluation of disclosure controls and procedures

As of March 31, 2008, we carried out an evaluatiorder the supervision and with the participatibour
management, including our Chief Executive Officed £hief Financial Officer, of the effectivenesdloé design
and operation of our disclosure controls and procesi(as defined in Rules 13a-15(e) and 15d-15(#)eo
Securities Exchange Act of 1934, as amended (tlheH&nge Act.”)) pursuant to Rules 13a-15 and 15d+ider the
Exchange Act. These controls and procedures aigrabto provide assurance that information reguicebe
disclosed in the reports that we file or submitemithe Exchange Act is recorded, processed, surnetband
reported within the time periods specified in tH8CSs rules and forms and that
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such information is accumulated and communicatadanagement, including our Chief Executive Offiaad
Chief Financial Officer, in a manner that is inteddo allow timely decisions regarding requirecitisures.

As a result of this evaluation and recognizingrtteterial weaknesses that we identified in our AhReport
on Form 10-K for the year ended December 31, 2@@7determined that our disclosure controls andgdores
remained ineffective as of March 31, 2008. In mgkims determination, we took into account the réialeactions
that we are taking, have taken and have disclosédrespect to these material weaknesses and tief,lwehich is
discussed below, that, subject to the testing ®ffifiectiveness of our remedial actions as of Déez1, 2008, we
have substantially completed the remediation o$¢hmaterial weaknesses. Notwithstanding our efftirese is a
risk that we ultimately may be unable to achievedbal of fully remedying these material weaknessebsthat the
corrective actions that we have implemented andnapéementing may not fully remedy the material Weesses
that we have identified and disclosed or prevemitlar or other control deficiencies or material Weasses from
having an adverse impact on our business and sesfultperations or our ability to timely make regdi SEC filings
in the future.

In any case, based on a number of factors, inodudim performance of manual procedures to proviseir@nc
of the proper collection, evaluation and disclosufrthe information included in our consolidatedincial
statements, management has concluded that thelictatted financial statements included in this QeidytReport
on Form 10-Q fairly present, in all material resgeour financial position, results of operationsl @ash flows for
the periods presented in conformity with GAAP analttthey are free of material errors.

Internal control over financial reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finahcia
reporting, as such term is defined in Rules 134d)}Hs(d 15d-15(f) under the Exchange Act. Interrmaitool over
financial reporting is a process designed undestipervision of our principal executive and primtifinancial
officers to provide reasonable assurance regattimgeliability of financial reporting and the pegption of
financial statements for external purposes in ataoce with GAAP.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand
Chief Financial Officer, we conducted an evaluatidthe effectiveness of our internal control ofirancial
reporting as of March 31, 2008 based on the caitestablished in Internal Control — Integrated Feawork issued
by the Committee of Sponsoring Organizations offtteadway Commission (“COSQ”).

As a result of the material weaknesses describediiinnual Report on Form 10-K for the year ended
December 31, 2007, our management concluded tludt@acember 31, 2007 we did not maintain effectiternal
control over financial reporting based on the cid@stablished in Internal Control-Integrated Fearark issued by
COsSO.

Since we identified those material weaknessesnimection with the preparation of our financial etaénts for
the period ended December 31, 2007, we have begkingdo identify and remedy the causes of the enois that
led to the existence of those material weaknesseswe believe that:

« we have identified the primary causes of and appatgpremedial actions for these proble:

- we have, except as otherwise noted below and dubjéite completion of testing that we are condwgcind
plan to complete as of December 31, 2008, remeglibdtantially all of these material weaknesses;

e we are continuing to implement additional appragrizorrective measures to enable us to determate th
those material weaknesses have been fully reme

With respect to testing, we have adopted, and pdrsuring the first quarter of 2008, a program that
designed to evaluate whether the remedial actiankave taken have been in effect for a sufficienigal of time to
determine their effectiveness as well as to teseffectiveness of those remedial actions. Notwatiding our
efforts, there is a risk that we ultimately mayurable to achieve the goal of fully
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remedying these material weaknesses and that thective actions that we have implemented and anéirruing to
implement may not fully remedy the material wealseasthat we have identified or prevent similartbeo control
deficiencies or material weaknesses from havingduerse impact on our business and results of tipesaor our
ability to timely make required SEC filings in theure.

The remedial actions that we have taken durindithiequarter of 2008 to remedy these material weakes
may be regarded as material changes in our inteamdtol over financial reporting that have occdrsince
December 31, 2007. Those remedial actions incluedallowing:

1. With respect to a lack of oversight and revidwur inventory costing system, we:

» Transitioned away from spreadsheet-based look-ngsalculations and set-up enterprise resource
planning “ERF") system reports to retrieve and validate data faoua inventory account:

« Set-upreports and schedules in our ERP system to tiewesanounts into in order to better assure acc
information and reporting

« Added an additional level of review for manual cddtions; anc
 Activated ERP system functionality to eliminatetagr manual processe

2. With respect to the ineffective design and ofi@naof controls for certain inventory shipmentglan
recognition of the related revenue, we:

« Worked with the third-party service provider thag wtilize for outsourcing logistics and warehousirfig
our spare-parts inventory and certain of our fiatslgoods supply activities to provide more timaig a
accurate information; ar

« Implemented specific period-end cut-off testingtsure that revenue and expenses are being redarded
proper periods

Other than the effect of the remedial actions dised above, there were no material changes imtamal
control over financial reporting during the pericalvered by this Quarterly Report on Form 10-Q Hzate
materially affected, or are reasonably likely tatenally affect, our internal control over finantiaporting.
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PART Il — OTHER INFORMATION

Item 1. Legal Proceedings.

On March 14, 2008, DSM Desotech Inc. filed a conmpln an action titted DSM Desotech Inc. v. 3D &yns
Corporation in the United States District Court fioee Northern District of lllinois (Eastern Divigipasserting that
we engage in anticompetitive behavior with respecesins used in large-frame stereolithographyhimas. The
complaint further asserts that we are infringing 8f DSM Desotech’s patents relating to stereotitphy
machines. We intend to vigorously contest all &f ¢tkaims asserted by DSM Desotech.

We are also involved in various other legal matiecgdental to our business. Our management belefter
consulting with counsel, that the disposition af¢l other legal matters will not have a materig@otfon our
consolidated results of operations or consolidfitexhcial position.

Iltem 1A. Risk Factors.

There have been no material changes from theaisthifs as previously disclosed in our Annual Report
Form 10-K for the year ended December 31, 2007.

Item 6. Exhibits.
The following exhibits are included as part of tfilisg and incorporated herein by this reference:

3.1 Certificate of Incorporation of Registrant. (Incorpted by reference to Exhibit 3.1 to Form 8-Bditmn
August 16, 1993, and the amendment thereto, fileForm ¢-B/A on February 4, 1994

3.2 Amendment to Certificate of Incorporation filed blay 23, 1995. (Incorporated by reference to Extgkit to
Registrar’s Registration Statement Form $-2/A, filed on May 25, 1995.

3.3 Certificate of Designation of Rights, Preferenced Brivileges of Preferred Stock. (Incorporateddfgrence
to Exhibit 2 to Registra’s Registration Statement Form ¢-A filed on January 8, 199€

3.4 Certificate of Designation of the Series B Conv@etiPreferred Stock, filed with the Secretary aftSof
Delaware on May 2, 2003. (Incorporated by referandexhibit 3.1 to Registrant’s Current Report on
Form &K, filed on May 7, 2003.

3.5 Certificate of Elimination of Series A Preferread&k filed with the Secretary of State of Delaware o
March 4, 2004. (Incorporated reference to ExhitBt& Registrant’s Annual Report on Form 10-K foe t
year ended December 31, 2003, filed on March 1642

3.6 Certificate of Amendment of Certificate of Incorption filed with Secretary of State of DelawareMsay 19,
2004. (Incorporated by reference to Exhibit 3.1hef Registrant’s Quarterly Report on Form 10-Qtlfier
quarterly period ended June 30, 2004, filed on Auguy2004.

3.7 Certificate of Amendment of Certificate of Incorption filed with Secretary of State of DelawareMsay 17,
2005. (Incorporated by reference to Exhibit 3.1hef Registrant’s Quarterly Report on Form 10-Qtlfiar
quarterly period ended June 30, 2005, filed on Atigy2005.

3.8 Certificate of Elimination of Series B Preferrea&t filed with the Secretary of State of DelawaneJone 9,
2006. (Incorporated reference to Exhibit 3.1 of Begnt's Current Report on Form 8-K, filed on J&e
2006.)

3.9 Amended and Restated By-Laws. (Incorporated byeatee to Exhibit 3.2 of Registrant’s Current Reqmort
Form &K filed on December 1, 200¢

31.1 Certification of Principal Executive Officer filgguirsuant to Section 302 of the Sarbanes-Oxley A2062
dated May 8, 200¢

31.2 Certification of Principal Financial Officer filgogursuant to Section 302 of the Sarbanes-Oxley A2062
dated May 8, 200¢

32.1 Certification of Principal Executive Officer filggirsuant to 18 U.S.C. Section 1350, as adoptediantso
Section 906 of the Sarbal-Oxley Act of 2002 dated May 8, 20C

32.2 Certification of Principal Financial Officer filggursuant to 18 U.S.C. Section 1350, as adoptediantso
Section 906 of the Sarbar-Oxley Act of 2002 dated May 8, 20C
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SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréiport tc
be signed on its behalf by the undersigned theceduly authorized.

3D SrsTEMS CORPORATION

By /sl DamMON J. CREGOIRE

Damon J. Gregoire
Vice President and Chief Financial Officer
(Principal Financial Officer)
(Duly Authorized Officer)

Date: May 8, 2008
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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-Q of 3Bt8ms Corporation;

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or don#ttate a
material fact necessary to make the statements,rimaliight of the circumstances under which sueteshents were
made, not misleading with respect to the perioccoad by this report;

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

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure
controls and procedures (as defined in ExchangdrAitgs 13a-15(e) and 15d-15(e)) and internal cbotrer
financial reporting (as defined in Exchange Actédul3a-15(f) and 15d-15(f)) for the registrant hade:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procsdare
be designed under our supervision, to ensure thtgnal information relating to the registrant,lirding its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod 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 supervisiopytwide reasonable assurance regarding the rétjabil
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerall’
accepted accounting principles;

(c) Evaluated the effectiveness of the registradiisslosure controls and procedures and presentesi
report our conclusions about the effectiveness@efdisclosure controls and procedures, as of thegthe
period covered by this report based on such evahjand

(d) Disclosed in this report any change in thesegnt's internal control over financial reportitiat
occurred during the registrant’s most recent fisgalrter (the registrant’s fourth fiscal quartethe case of an
annual report) that has materially affected, ae@sonably likely to materially affect, the regastt’s internal
control over financial reporting; and

5. The registrant’s other certifying officer(s) andave 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):

(&) All significant deficiencies and material weakses in the design or operation of internal cbotrer
financial reporting which are reasonably likelyatdversely affect the registrant’s ability to reggutbcess,
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 canitover financial reporting.

By: /s/ ABRAHAM N. REICHENTAL

Abraham N. Reichental
Title: President and Chief Executive Offic
(Principal Executive Officer)

Date: May 8, 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-Q of 3Bt8ms Corporation;

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or don#ttate a
material fact necessary to make the statements,rimaliight of the circumstances under which sueteshents were
made, not misleading with respect to the perioccoad by this report;

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

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure
controls and procedures (as defined in ExchangdrAitgs 13a-15(e) and 15d-15(e)) and internal cbotrer
financial reporting (as defined in Exchange Actédul3a-15(f) and 15d-15(f)) for the registrant hade:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procsdare
be designed under our supervision, to ensure thtgnal information relating to the registrant,lirding its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod 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 supervisiopytwide reasonable assurance regarding the rétjabil
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerall’
accepted accounting principles;

(c) Evaluated the effectiveness of the registradiisslosure controls and procedures and presentesi
report our conclusions about the effectiveness@efdisclosure controls and procedures, as of thegthe
period covered by this report based on such evahjand

(d) Disclosed in this report any change in thesegnt's internal control over financial reportitiat
occurred during the registrant’s most recent fisgalrter (the registrant’s fourth fiscal quartethe case of an
annual report) that has materially affected, ae@sonably likely to materially affect, the regastt’s internal
control over financial reporting; and

5. The registrant’s other certifying officer(s) andave 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):

(&) All significant deficiencies and material weakses in the design or operation of internal cbotrer
financial reporting which are reasonably likelyatdversely affect the registrant’s ability to reggutbcess,
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 canitover financial reporting.

By: /s/ DAMON J. CREGOIRE

Damon J. Gregoire
Title: Vice President and Chief Financial Offic
(Principal Financial Officer)

Date: May 8, 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 acconagathie
Quarterly Report on Form 10-Q (the “Form 10-@) the quarter ended March 31, 2008 of 3D Syst€umrporatior
(the “Issuer™).

I, Abraham N. Reichental, the Principal Executivii@@r of the Issuer, certify that, pursuant toUl$.C.

§ 1350, as adopted pursuant to § 906 of the Sash@nkey Act of 2002, to the best of my knowledge:
(i) the Form 10-Q fully complies with the requirent& of Section 13(a) or Section 15(d) of the Seiesi

Exchange Act of 1934; and

(i) the information contained in the Form 10-Qrfaipresents, in all material respects, the finahci
condition and results of operations of the Issuer.

/s/  ABRAHAM N. REICHENTAL
Name: Abraham N. Reichenti

Date: May 8, 2008

A signed original of this written statement reqdil®y Section 906 has been provided to 3D Systemgdtation an
will be retained by 3D Systems Corporation andihed to the Securities and Exchange Commissidats etaff

upon reques






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 acconagathie
Quarterly Report on Form 10-Q (the “Form 10-@) the quarter ended March 31, 2008 of 3D Syst€umrporatior
(the “Issuer™).

I, Damon J. Gregoire, the Principal Financial Gffiof 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-Q fully complies with the requirent& of Section 13(a) or Section 15(d) of the Seiesi

Exchange Act of 1934; and

(i) the information contained in the Form 10-Qrfaipresents, in all material respects, the finahci
condition and results of operations of the Issuer.

/s/  DamoN J. GREGOIRE
Name: Damon J. Gregoire

Date: May 8, 2008

A signed original of this written statement reqdil®y Section 906 has been provided to 3D SystemgdCation an
will be retained by 3D Systems Corporation andihed to the Securities and Exchange Commissiats etaff

upon reques



