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PART |
ITEM 1. BUSINESS
General

Photronics, Inc. (the "Company") is a leading mastidrer of photomasks, which are high precisiont@im@phic quartz plates containing
microscopic images of electronic circuits. Photoksaare a key element in the manufacture of semisttods and are used as masters to
transfer circuit patterns onto semiconductor wafersng the fabrication of integrated circuits atala lesser extent, other types of electrical
components.

During fiscal 1996, the Company significantly exged its operations outside of the United Statesuiin the acquisition of existing
photomask operations located in Europe and thélesdtenent of manufacturing operations in Singapbrexddition, the Company acquired
equity interest in a photomask manufacturing openah Korea. The Company also continued its agidvesnvestment program in its
manufacturing operations in the United States thighconstruction of new state-of-the-art manufaetufacilities and the addition of leading
edge manufacturing systems to its manufacturingatjoss.

As part of its expansion into the European photdnmaarket, on January 24996, the Company acquired the photomask manufagtasset
of Plessey Semiconductors Limited ("Plessey") asxthine the photomask supplier to Plessey. The taosancluded the purchase of the
photomask manufacturing assets of Plessey ande teaccupy the facilities previously utilized Biessey for manufacturing photomasks.
The operations acquired represent a modern photomasufacturing operation located in the Manchesteited Kingdom, region, which
were dedicated to supporting Plessey's internaiiregents for photomasks. The acquisition was fdneligh available cash reserves. The
Company has continued to operate this facilitylate while it is constructing a new facility foretihelocation of these operations on land
owned by it in the Manchester area. It is expetttiatithe new facility will commence operationstie second half of fiscal 1997.

On April 1, 1996, the Company acquired the LitomBs$kision ("Litomask") of Centre Suisse d'Electrqué et de Microtechnique, S.A.
("CSEM") located in Neuchatel, Switzerland. Thengaction included the purchase of the photomaslufaaturing assets of CSEM and a
lease to occupy the facilities previously utilizzg CSEM for manufacturing photomasks. The operataeguired represent a modern
photomask manufacturing operation which support8& and its shareholders as well as outside cussormbe acquisition was funded
with available cash reserves. As part of the tratitsa, CSEM retained a minority interest in the fbiics subsidiary company which holds
the acquired operations, subject to Photronicht tiggacquire this retained interest. The Compamyinues to operate this facility in place.

In May, 1996, the Company acquired a minority iestin P.K. Limited of Korea ("PKL"), formerly a\dsion Anam S&T Co. PKL is an
independent photomask manufacturer maintainingdaareced manufacturing operation in Korea. The Cameas an option to acquire
additional equity interests in PKL which, if acqadr, would give the Company a majority interest. iHial investment in PKL was funded
with available cash reserve



In August and October 1996, the Company held affigrand openings of its new state-of-the-art mactuiring facilities in Singapore and
Allen, Texas, respectively. As part of the estdltient of the Allen, Texas facility, the Companyoralted its manufacturing operations in
Dallas, Texas to the new facility and vacated itdld3 premises. In August 1996, the Company alsmeenced construction of an Austin,
Texas facility on land owned by it. It is expecthdt the Austin facility will commence operatiomgd in fiscal 1997 or early fiscal 1998.

In addition to its other efforts during 1996, then@pany has continued to focus on maintaining teldyical leadership at its existing
facilities. As a result, the Company has increatecksearch and development activities and hasmegad to invest in advanced
manufacturing equipment to allow it to meet futteehnological and volume demands.

The Company believes that its efforts have estaddist as a leading independent photomask manuéaatn a global basis and provided it
with the facilities and expertise to continue tp&nd its sales base.

The Company, through its wholly owned subsidiaryaB&quared Inc. ("Beta"), sells and services walsma etching systems and engages
in the sale of refurbished semiconductor manufaoguequipment, engineering services and replacepantd and field service for such
equipment on a third-party basis.

The Company is a Connecticut corporation, organiaek®69. Its principal executive offices are l@zhat 1061 East Indiantown Road,
Jupiter, Florida, telephone (561) 745-1222.

Products and Services

The Company manufactures photomasks, which areapfinused as masters to transfer circuit pattents semiconductor wafers. The
Company's photomasks are manufactured in accordeititeircuit designs provided on a confidentiasisaby its customers. Each circuit
design consists of a series of separate pattesnb, @ which is imaged onto a different photomasie resulting series of photomasks is then
used by the customer to successively layer thenpatonto a semiconductor wafer. While advancedophasks generally have an indefinite
life span and are not customarily consumed by coste’ manufacturing processes, the demand for ptastks has increased with the growth
in the number of new semiconductor designs as egifins for semiconductors have expanded and #efuspplication specific (or custom)
integrated circuits ("ASIC") has increased. Furtlilee increase in complexity of integrated circhiés increased the number of photomasks
used in the manufacture of a single circuit.

The Company currently manufactures photomasks wedaron beam or laser-based technologies aradsignificantly lesser degree, optical-
based technologies. A laser-based or electron Isgatam is capable of producing the finer line nesoh, tighter overlay and larger die size
for the larger and more complex circuits currebiyng designed. Laser and electron beam generht#dmasks can be used with the most
advanced processing techniques to produce verg krgle integrated circuit ("VLSI") devices. Then@many currently owns a number of
CORE and ALTA laser writing systems and MEBES etatbeam systems and has made commitments to serelaitional advanced
systems to maintain technological superiority. T@RE and ALTA laser-based systems and the MEBESrelebeam systems are the
predominant lithography systems used for photomaakufacture worldwide



Compared to laser or electron beam generated plastanthe production of photomasks by the optiegthod is less expensive, but also less
precise. The optical method is traditionally usedess complex and lower priced photomasks.

The first several levels of photomasks frequenttyraquired to be delivered by the Company withrh@urs of receiving a customer's des
The ability to manufacture high quality photomaslkthin short time periods is dependent upon effitimanufacturing methods, high yields
and high equipment reliability. The Company belgiteneets these requirements and has made smtifitvestments in manufacturing and
data processing systems and statistical proce$sotamethods to optimize the manufacturing process reduce cycle times.

Quality control is an integral part of the photofasanufacturing process. Photomasks are manufactutemperature, humidity and
particulate controlled cleanrooms because of thh tavel of precision, quality and yields requir&gch photomask is inspected several times
during the manufacturing process to ensure comggiavith customer specifications. The Company hasgengasubstantial investment in
equipment to inspect and repair photomasks anddore that customer specifications are met. Aftepéction and any necessary repair, the
Company utilizes technological processes to clearphotomasks prior to shipment.

In addition to the manufacture of photomasks, tbenfany, through Beta, manufactures, sells andaeEna wafer plasma etching system
used in the processing of semiconductor wafers.cFiggnal system was developed by Texas Instrumieicrporated ("Texas Instruments")
which licensed to Beta the right to manufacture seltithe system. Beta also sells refurbished semdiector manufacturing equipment,
engineering services and replacement parts ardidezlice for such equipment on a third-party b&igh activities represented
approximately 5% of the Company's sales durincafi$©96.

Research and Development

The Company has ongoing research and developmegraons which are intended to enhance the Compkagsrship in terms of
technology and manufacturing efficiency. Since 1984 Company has increased its commitment to relseand development activities and
current efforts include deep ultra-violet, phabéft and optical proximity correction photomasks &dvanced semiconductor manufacturin
well as large area photomasks for other applicati®mase-shift and optical proximity correction foineasks use advanced lithography
techniques for enhanced resolutions of imagessmmaconductor wafer. The Company incurred expeos#$8.5 million, $7.9 million
(including a non- recurring charge of $1.5 millionconnection with an acquisition) and $4.7 millimn research and development in 1996,
1995 and 1994, respectively. The Company also éges the investments in research and developmetd hyaits equipment and material
suppliers. While the Company believes that it pssse valuable proprietary information and has vecklicenses under certain patents, the
Company does not believe that patents are a midiaetar in the photomask manufacturing busineskigiholds only one pater



Materials and Supplies

Raw materials utilized by the Company generalljude high precision quartz plates, which are usephmtomask blanks, primarily obtained
from Japanese suppliers (including Toppan Prinfiog Ltd.

["Toppan“] and Hoya Corporation ["Hoya"]), pellidléwhich are protective transparent cellulose mamds) and electronic grade chemicals
used in the manufacturing process. Such matenialgenerally available from a number of supplierd the Company is not dependent on
one supplier for its raw materials. The Companyédsiablished purchasing arrangements with eaclogbdn and Hoya and it is expected
the Company will purchase substantially all ofgtetomask blanks from Toppan and Hoya so longeis phice, quality, delivery and service
are competitive.

Sales and Marketing

The market for photomasks consists primarily ofisenductor manufacturers and designers, both dacreast international, including
semiconductor manufacturers that have the capabilimanufacture photomasks. Since the mid-1980t6a United States and Europe there
has been a trend toward the divestiture or closfraptive photomask manufacturing operations byisenductor companies, and an incre
in the purchase of photomasks from independentophask manufacturers. These trends create a greatket opportunity for the Company
and the Company believes they are due to vari@asore including the increasing capital requiremantscosts related to these operations,
the presence of a cost effective source of suppiy independent suppliers such as the Company gederal desire by semiconductor
manufacturers to focus on core business matters.

During the early 1990s, the total photomask markaes relatively flat. This resulted from a numbefaiftors, including: (i) recessionary
pressures on the semiconductor industry; (ii) improents in design technology which reduced the rurabdesign iterations required to
create a functioning semiconductor design; (iigrséned photomask delivery cycles (less than 249)pwhich reduced the need for back-up
photomask sets; and (iv) changes that resultedvareced photomasks having a relatively indefinfeedpan which reduced the need for
replacement photomasks.

Beginning in late 1993, independent manufacturepggenced increased demand as a result of sefaetats. First, the Company believes
that semiconductor design activity increased duh tionew generic semiconductor designs and pratifeg use of ASICs, each of which
requires a separate set of photomasks. In additienCompany believes factors that adversely aftetie photomask industry in the early
1990s no longer significantly affected the growttdemand for photomasks. Other factors includetttitional semiconductor fabrication
facilities established by manufacturers as welhaseasing device complexity and the decreasing gizemiconductor designs. For example,
according to industry statistics, a typical 16 MBRAM in production today utilizes 18 photomasksngared to 14 photomasks for a 1 Mbit
DRAM.



The Company conducts its marketing activities tigioa staff of full-time sales personnel and custoseevice representatives who work
closely with the Company's general managementegtthical personnel. In addition to the sales persbat the Company's manufacturing
facilities in Brookfield, Connecticut; Milpitas ar8unnyvale, California; Colorado Springs, Coloraéliben, Texas; Manchester, United
Kingdom; Neuchatel, Switzerland and Singapore Gbmpany has sales offices in Carlsbad, Califoriigtin, Texas; Raleigh, North
Carolina, Hillsboro, Oregon; Lancaster, United Kdogn; and Taiwan.

The Company supports international customers thrduagh its domestic and foreign facilities. The @amy also has sub-contract
manufacturing arrangements in Taiwan. The Compangiders its presence in international markets mapbto attracting new customers, to
providing global solutions to its existing customand to service certain customers' manufactuongdries outside of the United States,
principally in the Pacific Rim. Current customemslude companies in Taiwan, Singapore, the Unitedj#fom, Canada, Germany, Japan,
Switzerland, Italy and Australia. For a statemédrthe amount of net sales, operating income or, lasd identifiable assets attributable to the
Company's geographic areas of operations, seel8die the Consolidated Financial Statements.

The Company has continually expanded its custorage.lHowever, as a result of the acquisition of@bmpany's Dallas, Texas operation in
1993, Texas Instruments has become a more sigmtiftcsstomer of the Company, representing approxina6% of net sales in 1996, and
the loss of Texas Instruments or a significant ei@se in the amount of the purchases by Texas mefris from the Company could have a
material adverse effect on the Company. During 1886ingle customer other than Texas Instrumastsumnted for more than 10% of the
Company's net sales. The Company's five largespiriess, in the aggregate, accounted for approxisnd&s of net sales. In addition to
Texas Instruments, the Company's major customehsda Analog Devices, Inc., LSI Logic Corp., Mottarolnc. and VLSI Technology, Inc.
During fiscal 1996, the Company sold its products services to approximately 400 customers.

The Company typically negotiates an establisheckdor a customer's orders based on the custospertifications in order to expedite the
placement of individual purchase orders. Some efetprices may remain in effect for an extendemgefhe Company also negotiates
prices, and occasionally enters into purchase geraents, based on the understanding that, so kbtigeaCompany's performance is
competitive, the Company will receive a specifiedgentage of that customer's photomask requiremasatsart of the acquisition of the
Company's Dallas, Texas operation, the Companyrasan agreement with Texas Instruments, whichiroeesg until March 31, 2000 and
provides that the Company is Texas Instrumentstpal photomask supplier so long as the Compamice, quality, service and delivery ¢
competitive. The agreement also requires the Cognfzaansure that prices charged to Texas Instrusremet not less favorable than those
otherwise extended by the Company to other cus®migh similar specifications, volume, delivery astther requirement:



Backlog

The first several levels of photomasks for a cirauné sometimes required to be shipped within ayedd receiving a customer's design.
Because of the short period between order and smpdates (typically from one day to two weeks)tf@ principal portion of the Compan
sales, the dollar amount of current backlog iscwstsidered to be a reliable indication of futurkesaolume.

Competition

The photomask industry is highly competitive andstraf the Company's customers utilize more thanptre@omask supplier. The Compar
ability to compete depends primarily upon the cstesicy of product quality and timeliness of deljyexs well as pricing, technical capability
and service. The Company also believes that préxitnicustomers is an important factor in certaarkets. Certain competitors have
considerably greater financial and other resoutttas the Company. The Company believes that iblis @ compete effectively because o
dedication to customer service, its investmentatesof-the-art photomask equipment and its expeed technical employees.

There has been a decrease since the mid-1980s nuthber of independent manufacturers as a refssitnoe independents being acquired or
discontinuing operations. The Company believesehétly into the market by a new independent marnufacwould require a major
investment of capital, a significant period of titeeestablish a commercially viable operation additional time to attain meaningful market
share and achieve profitability. In prior yearsngetition and relatively flat demand led to presstarreduce prices which the Company
believes contributed to the decrease in the numbiadependent manufacturers. Although indepengbotomask manufacturers have
experienced increased demand since late 1993, ¢harbe no assurance that past trends in pricidgiamand will not re-emerge.

Based upon market information available to it, @w@npany believes that it is one of the four largedépendent photomask manufacturers in
the world and the largest in the United States. gatitors in the United States include DuPont Phaiska ("DuPont") and Align-Rite
International ("Align-Rite"); and in the internatial market, Dai Nippon Printing, Toppan, Hoya, DoRdaiwan Mask Corp., Innova, Align-
Rite and Compugraphics. In addition, some of thenfany's customers possess their own facilitiesfanufacturing photomasks and certain
manufacturers market their photomask manufactsérgices to outside customers as well as to th&drnal organization. The Company
competes for business with these and other comganiernal facilities.

Employees

As of October 31, 1996, the Company employed d tbtapproximately 900 persons on a full-time ba$ise Company believes that it offers
competitive compensation and other benefits andithamployee relations are good. Except for elygds in the United Kingdom, none of
the Company's employees is represented by a L



ITEM 1A. EXECUTIVE OFFICERS OF REGISTRANT

The names of the executive officers of the Compameyset forth below, together with the positionisl iy each person in the Company. All
executive officers are elected annually by the BadrDirectors and serve until their successordatg elected and qualified.

SERVED AS AN
NAME AND AGE POSITION OFFICER SINCE

Constantine S. Macricostas, 61 Chairman of the 1974
Board,
Chief Executive
Officer and Direct or

Michael J. Yomazzo, 54 President, 1977
Chief Operating
Officer and Direct or

Jeffrey P. Moonan, 40 Senior Vice Presid ent, 1988
General Counsel an d
Secretary

Robert J. Bollo, 52 Vice President/Fin ance 1994
and Chief Financia |
Officer

The terms of certain financing for the Company #pehat if Mr. Macricostas ceases to maintain deyday control of the Company, Mr.
Yomazzo, or another acceptable replacement, msstressuch duties, otherwise the Company may barekcin default.

For the past five years each of the executive effiof the Company held the office shown, excefolbmns:

Mr. Macricostas also serves as a Director of Nutfederal Savings and Loan Association, of Inte@DBtchnologies Corporation, a
provider of caller identification based telecommoations devices, smart telephone and on-line @eictinformation services, and the DIl
Group, Inc., a supplier of integrated electronimofacturing products and services.

Michael J. Yomazzo has been President and Chiefafipg Officer since January 1994. From Novembe&0l@ntil January 1994, he served
as Executive Vice President and Chief Financialdeff

Jeffrey P. Moonan has been Senior Vice Presidanéslanuary 1994 and General Counsel and Secsatag/July 1988. From July 1989
until January 1994, he also served as Vice Pregisgministration.

Robert J. Bollo has been Vice President/FinanceGinief Financial Officer since November 1994. FrAogust 1994 to November 1994, he
served as Director of Finance. From April 1992uty 1994, he was a Principal of CFO Associates,, ladinancial management firm. Prior
April 1992, he was with Kollmorgen Corporation,\sag as a Vice President since January 1990 andr@tem and Chief Accounting Officer
from February 1985 until January 19!



ITEM 2. DESCRIPTION OF PROPERTY

The Company's properties include buildings in whied Company currently conducts manufacturing dpera or is constructing facilities f
future manufacturing operations. The following &aptesents certain information about the Compangisufacturing facilities.

Facility Size Type o f
Location (sq.ft.) Interes t
Brookfield, CT 19,600 Owned
(Building #1)
Brookfield, CT 20,000 Leased
(Building #2)
Milpitas, CA 49,000 Leased
(2 buildings)
Sunnyvale, CA 40,000 Owned
(3 buildings)
Colorado Springs, CO 27,000 Leased
Allen, TX 60,000 Owned
Austin, TX 50,000 Owned
(under construction)
Oldham, UK 13,000 Leased
(current facility)
Manchester, UK 42,000 Owned

(new facility under

construction)

Neuchatel, Switzerland 7,000 Leased
Singapore 20,000 Leased

Lease terms range from less than one year foiitfasifrom which the Company is planning to rel@gdb up to five years with options to
renew for other facilities. In addition, the Compdeases office space in Jupiter, Florida; AusTiexas; Carlsbad, California; Hillsboro,
Oregon and certain adjacent property in Brookfi€ldnnecticut.

The Company believes it has made adequate arramgefoe the lease or ownership of its current maatufring facilities and continually
evaluates opportunities for further expansion, ltimestically and internationally.

The leased properties in Brookfield, Connecticte, laased from entities controlled by ConstantinmM&cricostas under fixed lease rates
which were determined by reference to fair marlati® rates at the beginning of the respective lease



For the year ended October 31, 1996, the Compasgtereal property and equipment at an aggregatehrental of approximately $2.3
million and $3.3 million, respectively.

Other than new manufacturing facilities or equipme&hich have not yet been placed into serviceGbmpany believes it substantially
utilized its facilities during the 1996 fiscal year

ITEM 3. LEGAL PROCEEDINGS
The Company is not a party to any material pentbggl proceedings, nor is the property of the Camaubject to any such proceedings.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matter was submitted to a vote of security hddkiring the fourth quarter of the Company's figear ended October 31, 19¢
PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED
STOCKHOLDERS MATTERS

The Common Stock of the Company is traded in trex-tlve-counter market on the NASDAQ National Mar8gstem (NMS) under the
symbol PLAB. The table below shows the range ohldgd low sale prices per share for each quartdisital year 1996 and 1995, as
reported on the NASDAQ NMS. All per share pricesenbeen adjusted for a three-for-two stock spfeaéd in March 1995.

Fiscal Year Ended October 31, 1996:

Quarter Ended January 31, 1996 $32.75 $19.25
Quarter Ended April 30, 1996 27.50 18.75
Quarter Ended July 31, 1996 30.00 19.75
Quarter Ended October 31, 1996 35.00 24.75

Fiscal Year Ended October 31, 1995:

Quarter Ended January 31, 1995 $20.50 $16.00
Quarter Ended April 30, 1995 24.50 19.17
Quarter Ended July 31, 1995 36.00 21.75
Quarter Ended October 31, 1995 40.48 25.50

On December 31, 1996, the closing sale price ®iGbmmon Stock as reported by NASDAQ was $27.25e8an information available to
the Company, the Company believes it has approrima@t500 beneficial shareholders.

The Company has not paid any cash dividend toatadefor the foreseeable future, anticipates taatirgs will continue to be retained for
use in its busines



ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data is deriveshfrthe Company's consolidated financial statemdims.data should be read in conjunction
with the consolidated financial statements andsititereto and other financial information includésewhere in this Form 10-K. Common
stock and per share amounts have been restatégeteftect for the three-for-two stock split effedtin March 1995.

Years Ended October 31,

1996 1995 1994 1993 1992

(in thousands, except per share amounts)
OPERATING DATA:

Net sales $160,071 $125,299 $80,696 $48,363 $41,305
Costs and expenses:
Cost of sales 98,267 76,683 51,204 32,048 27,142
Selling, general and
administrative 21,079 17,127 10,517 6,580 5,746
Research and development 8,460 7,899 4,738 2,744 2,549
Operating income 32,265 23,590 14,237 6,991 5,868
Interest income 1,601 1,627 568 547 866
Interest expense (160) (141) (75) (101) (102)
Other income (expense), net 197 4,766 571 1) 87

Income before income taxes

and cumulative effect of

change in accounting for

income taxes 33,903 29,842 15,301 7,436 6,719

Provision for income taxes 12,900 11,210 5,202 2,528 2,352

Income before cumulative effect
of change in accounting

for income taxes 21,003 18,632 10,099 4,908 4,367

Cumulative effect of change in

accounting for income taxes - - 237 - -
Net income $ 21,003 $ 18,632 $10,336 $4,908 $ 4,367

Net income per share:
Income before cumulative effect
of change in accounting

for income taxes $1.74 $1.66 $1.01 $0.59 $0.55
Cumulative effect of change in

accounting for income taxes - - 0.02 - -

Net income $1.74 $1.66 $1.03 $0.59 $0.55
Weighted average number of
common shares outstanding 12,101 11,207 10,062 8,372 7,998

October 31,
1996 1995 1994 1993 1992

BALANCE SHEET DATA:

Working capital $21,613 $ 49,653 $32,329 $17,577 $20,771
Property, plant and equipment 123,666 72,063 39,205 41,585 25,418
Total assets 211,903 174,218 98,346 74,441 52,026
Long-term debt 1,987 1,809 495 1,051 1,698

Shareholders' equity 156,417 134,045 80,402 62,626 44,011

Cash dividends declared per share - - - - -



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Results of Operations for the
Years Ended October 31, 1996, 1995 and 1994

Overview

Photronics established itself as a multi-nationain@any during the fiscal year ended October 316,186quiring two European operations,
opening a new, state-of-the-art manufacturing itggdih Singapore and acquiring a minority interesPK Limited, a leading independent
photomask manufacturer in Korea. With the interal expansion in fiscal 1996, the Company expaiiddi/e domestic manufacturing s
network to a global manufacturing network comprisédine manufacturing facilities, supporting seamiductor manufacturers in the Asian,
European and North American markets. Foreign apomrsales represented approximately 18% of tataksin fiscal 1996 compared with
approximately 11% and 13% in fiscal 1995 and 198dpectively. The Company expects that the pergertisales to foreign markets will
increase as a result of this expansion.

The European expansion included the acquisitidh@photomask manufacturing operations and ast@essey Semiconductors Limited
("Plessey") located in Oldham, United Kingdom, anuary 24, 1996, and the Litomask Division ("Litesk§ of Centre Suisse d'Electronic
et de Microtechnique S.A. ("CSEM") located in Neaigh, Switzerland, on April 1, 1996 (see Note @t Consolidated Financial
Statements). Individually, neither of these acdioiss had a material effect on the results of ojemna in fiscal 1996.

Sales and gross margins in fiscal 1996 were afectafl by the increased demand for higher techygibgtomasks, which have higher
average selling prices. To meet the customers'radbphotomask needs and position itself for fugmosvth, the Company continues to m
substantial investments in manufacturing technokgy capacity both at existing facilities and invrfacilities. In addition to the Singapore
plant, the Company completed construction of its state-of-the-art facility in Allen, Texas, to whiit relocated its Dallas operation in the
fourth quarter of fiscal 1996. Further, construatis currently in progress on new facilities in Maester, United Kingdom, to which its
Oldham, United Kingdom, operation will be relocatediscal 1997, and on the Company's tenth manufag plant, a new facility near
Austin, Texas, which is expected to be operatiamnédte fiscal 1997 or early fiscal 1998.

The Company acquired the photomask manufacturiegadipns and assets of Hoya Micro Mask, Inc. ("Mikbtask") in Sunnyvale,
California, on December 1, 1994, and Microphaseokatories, Inc. ("Microphase”) in Colorado SprinGsjorado, on June 20, 1995. The
acquisition of Micro Mask contributed significantly the Company's growth in fiscal 1995 and, tessér extent, in fiscal 1996. Except for a
non-recurring charge in fiscal 1995 to researchdmalopment expenses (see Note 6 to the Consadiddimancial Statements), the financial
results of the new Colorado facility did not haveaterial effect on the Company's results of opanator financial positior



Sales

Net sales in fiscal 1996 increased 27.8% to $160lion compared with net sales of $125.3 millionthe prior fiscal year. The majority

the growth was from increased shipments to custeiinem existing facilities due to greater manufaiciy capacity resulting from the
Company's capital expansion program, and from as®d average selling prices due to a larger priopoof higher technology photomask
shipments in fiscal 1996. Approximately 20% of therease is attributable to the European acquistilcluding sales to Plessey under a
long-term supply agreement which was executed mmection with the acquisition. The increase in salas also favorably affected by the
inclusion of a full year's sales for the Compai@tsorado and Sunnyvale facilities which were aceghiduring fiscal 1995 and increased sales
from the Company's wholly owned subsidiary, Betag&@qd, Inc. ("Beta"). Net sales for fiscal 1995resgented an increase of 55.3% over
fiscal 1994 sales of $80.7 million. Approximatelyeshalf of the fiscal 1995 increase was attribwgdblthe inclusion of the Company's new
Sunnyvale facility, commencing December 1, 1994thHarmore, shipments to customers from existingifes increased due to stronger
demand generally and greater manufacturing capasithe Company implemented its capacity exparmiogram.

Cost of Sales

Cost of sales for fiscal 1996 increased 28.1% &3 nillion compared to $76.7 million for the priscal year. These increases resulted
principally from increases in sales volume, inchgdthose resulting from the Company's recent aitipris. To meet the increased production
demands, the Company has increased its staffimgsl@nd manufacturing capacity, resulting in, amoimgr things, increased labor costs,
depreciation expense and equipment maintenance. &ssh percentage of net sales, cost of salesased slightly to 61.4% in fiscal 1996,
compared with 61.2% in fiscal 1995. Improvementsrfthigher capacity utilization of the Company'datied equipment base and a more
favorable mix of advanced photomasks were offsahbyabsorption of increased costs resulting froamufacturing capacity expansion and
lower margins generally at recently acquired openat at Beta, and on sales contracted to foreignufacturing partners. The Company
anticipates that its fixed operating costs willregse in connection with its continuing capacitpansion. While cost of sales may increase
initially, the Company expects to match these higlosts with continued increases in revenues asahefacilities and equipment progress to
a higher level of utilization.

Cost of sales for fiscal 1995 increased 49.8% &iseal 1994 cost of sales of $51.2 million. Thisnmase resulted principally from increase
sales volume, including those resulting from thefdiMask acquisition. Staffing levels were increhsemeet production demands and
higher employee incentive compensation expenses wweuarred as a result of the Company's performarioe addition of manufacturing
capacity resulted in increased equipment-relatstscancluding maintenance and depreciation. Howesea percentage of net sales, cost of
sales in fiscal 1995 decreased to 61.2% from 63mfiscal 1994. This improvement was due primatdythe continued higher capacity
utilization and greater operating efficiencies atfed by sales volume increases, most notably aEtimpany's Dallas, Texas, operation wt
was acquired from Toppan Printronics (USA), IncQxtober 1, 1993, and a more favorable mix of noomaplex photomask:



Selling, General and Administrative Expenses

Selling, general and administrative expenses ise@23.1% to $21.1 million in fiscal 1996 compa@&17.1 million in fiscal 1995. Nearly
half of the increase was due to the addition ofGbenpany's foreign operations. The remaining irsggaimarily is attributable to the
inclusion of a full year's expenses for the Comfm@plorado and Sunnyvale facilities which wereuliegl during fiscal 1995 and increased
staffing levels to accommodate the Company's saarit growth, partially offset by lower incentiverapensation expense. As a percentay
net sales, selling, general and administrative espg decreased to 13.2% for fiscal 1996 compar#d.@% in the prior fiscal year, largely
due to the lower level of employee incentive congagion expense in fiscal 1996. Selling, generaladinistrative expenses in fiscal 1995
increased 62.9% over fiscal 1994 expenses of $m0lidn. This increase was principally due to thelusion of the Company's Sunnyvale
facility and higher employee incentive compensatgpenses resulting from the Company's performavicesover, increased staffing levels
and other associated costs were incurred in tter faart of 1994 and in 1995 to accommodate the amyls business expansion. As a
percentage of net sales, selling, general and askngitive expenses in fiscal 1995 increased t0%3rom 13.0% in fiscal 1994.

Research and Development

Research and development expenses for fiscal 1286€ased 7.1% to $8.5 million from $7.9 million fhe prior fiscal year. In connection
with the Microphase acquisition in fiscal 1995, tbempany recorded a one-time charge of $1.5 mjlliepresenting amounts assigned to
certain Microphase research and development psyjpdhcipally for the manufacture of large aressksawhich were expensed upon
acquisition. Excluding this norecurring charge, research and development expémskscal 1996 increased approximately 32% coragdt
fiscal 1995. This increase reflects the expansfadh@Company's research and development orgamizatid the resulting increase in its
development efforts that have focused on new high-sore complex photomasks utilizing phase sbytical proximity correction and deep
ultra-violet technologies, and on large area phetska. As a percentage of net sales, excluding theophase charge, research and
development expenses increased slightly to 5.3flséal 1996 from 5.1% in fiscal 1995. Research dedelopment expenses in fiscal 1995,
excluding the Microphase charge, increased apprately 35% over fiscal 1994 expenses of $4.7 milliss a percentage of net sales,
research and development expenses, excluding th®pliase charge, declined to 5.1% in fiscal 198 5.9% of net sales in fiscal 1994
because of the substantial increase in net sales.

Other Income and Expense

Interest income for fiscal 1996 remained fairly stamt at $1.6 million. Other income, net, decredse®ll 97,000 for fiscal 1996 compared to
$4.8 million for the prior fiscal year principaljue to the $5.1 million net gain from the salega@ity investments during fiscal 1995. Gains
on disposition of investments in fiscal 1994 toda$®831,000. Minority interest expense and foreigmency transaction gains or losses were
not significant in fiscal 199¢



Income Taxes

For fiscal 1996, the Company provided Federalesdat] foreign income taxes at an estimated combgffedtive annual tax rate of 38.0% as
compared to 37.6% in fiscal 1995 and 34.0% in fi$€84. The increase in the Company's estimatedataxprimarily is the result of a
decrease in tagxempt investment income for fiscal 1996. The clkanghe estimated tax rate from fiscal 1994 todisl995 was the result

a larger portion of income being subject to the 36&temental Federal income tax rate and a greateion of the Company's income being
generated in California following the Micro Maskgauigsition. In 1994, the Company recognized the datiwe effect of the adoption of SF/
109, "Accounting for Income Taxes," resulting ibenefit of $237,000, or $0.02 per share.

Net Income

Net income for fiscal 1996 amounted to $21.0 mil|ior $1.74 per share, compared with $18.6 millan$1.66 per share, in fiscal 1995 ¢
$10.3 million, or $1.03 per share, in fiscal 1984cluding the non-recurring research and developrriesrge and the net gain from the sale
of equity investments in the third quarter of fist@95 which increased prior year net income byragmately $2 million, or $0.16 per share,
net income for fiscal 1996 increased approxima2&%o. Earnings per share were based on 12.1 milleighted average shares outstanding
in fiscal 1996, compared with 11.2 million shared 995 and 10.1 million shares in 1994. The inereds weighted average shares
outstanding in fiscal 1996 and 1995 principally #e result of a public offering of 1.5 million glea in April and May 1995 and the issuance
of approximately 100,000 shares in connection withMicrophase acquisition in June 1995. All staard earnings per share amounts reflect
a three-for-two stock split effected in March 1995.

Liquidity and Capital Resources

The Company's cash, cash equivalents and shortiteestments decreased $25.2 million during fid®#6, largely as a result of $55.8
million of capital expenditures for building consttion and equipment in connection with the Com{maypansion of manufacturing capa
and $12.4 million for the acquisitions of the phtsk manufacturing operations and assets of Plesgklitomask and the investment in
Limited. Offsetting these decreases were cash geovby operating activities totaling $38.6 milli&2.8 million from sales of stock under
employee stock option and purchase plans and tegpteof approximately $1 million of local governmdinancial incentives to be utilized
for the Company's new Manchester (UK) operat



Accounts receivable increased to $24.8 million etober 31, 1996, from $17.9 million at October Ba95, primarily as a result of higher
yearend sales levels, including sales by the new dgoreperations, and slower collections generallyeitiories increased to $8.0 million at
October 31, 1996, from $6.4 million at October Ba95, primarily due to general increases to accodat®the escalating sales volume and
the addition of the foreign facilities. Other curt@ssets increased to $6.2 million at Octobed 996, from $3.4 million at October 31, 1995,
primarily due to an increase in prepaid income saaed prepaid expenses at the newly acquired foogigrations.

Property, plant and equipment increased to $128libmat October 31, 1996, from $72.1 million attOber 31, 1995. Deposits on and
purchases of equipment, building construction atrtbw Allen, Texas and Singapore plants, and aaet#in in progress on the new
Manchester and Austin, Texas facilities totaled.8538illion and fixed assets totaling $8.1 milliore acquired in connection with the
Plessey and Litomask acquisitions. These increases offset by depreciation expense totaling $hallion. Intangible assets decreased to
$9.3 million at October 31, 1996, from $10.3 mitliat October 31, 1995, primarily due to amortizatxpense in fiscal 1996.

Investments increased to $13.2 million at Octolderl®96, from $12.3 million at October 31, 1995 do the Company's investment in PK
Limited, offset by a decrease in the fair valuethef Company's available-for-sale investments duistal 1996.

Accounts payable increased to $34.2 million at ®et81, 1996, from $17.9 million at October 31, 39%imarily due to increased payables
related to the completion of new facilities durihg fourth quarter, recent major equipment purchabe addition of the foreign operations
and a higher level of purchases generally dueadhmpany's growth. Other accrued liabilities daseel to $4.2 million at October 31, 1996,
from $6.1 million at October 31, 1995. This deceemslargely attributable to the settlement of fisesonnection with the conclusion of
several of the Company's expansion projects, tegatith lower sales, use and property tax lial@fitbecause of the resolution of related
assessments.

The Company did not incur any long-term debt dudi@§6. Long-term debt increased $178,000 due tanipatation of interest on the
obligation incurred in connection with the Micro Bkaacquisition. Deferred income taxes decreas&d @ million at October 31, 1996, from
$8.3 million at October 31, 1995, largely due teduction in unrealized gains on investments. Oliabilities increased to $2.1 million at
October 31, 1996, from $265,000 at October 31, 1p@Bcipally due to financial incentives receiviacconnection with the Company's new
Manchester operations, and minority interest assediwith the Company's Swiss subsidi



The Company's commitments represent on-going imasts in additional manufacturing capacity as wsladvanced equipment for research
and development of the next generation of highemelogy, more complex photomasks. At October 3961 the Company had
commitments outstanding for capital expenditureapgroximately $54 million, including commitments the new facilities in Austin, Texas
and Manchester, U.K. Additional commitments areeeted to be incurred during fiscal 1997.

The Company will use its working capital, bank étdides and other available sources of capitdirtance its future fixed asset expenditures.
The Company believes that its currently availabkources, together with its capacity for substhgt@vth and its accessibility to other debt
and equity financing sources, are sufficient tisfaits cash requirements for the foreseeableréu
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Independent Auditors' Report

Board of Directors and Shareholders
Photronics, Inc.
Jupiter, Florida

We have audited the accompanying consolidated balsimeets of Photronics, Inc. and subsidiariecaif@r 31, 1996 and 1995, and the
related consolidated statements of earnings, sblaleis' equity and cash flows for each of the tlyess in the period ended October 31,
1996. These financial statements are the respdihsilifithe Company's management. Our responsjlsito express an opinion on these
financial statements.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgedbhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, tbesolidated financial position of Photronics,
Inc. and its subsidiaries as of October 31, 19961895, and the results of their operations anil dash flows for each of the three years in
the period ended October 31, 1996 in conformithwieénerally accepted accounting principles.

As discussed in Note 1 to the consolidated findrst&ements, in 1994 the Company changed its rdathaccounting for investments and
income taxes.

DELOITTE & TOUCHE LLP

Hartford, Connecticut
December 9, 199



PHOTRONICS, INC. AND SUBSIDIARIE S
Consolidated Balance Sheet
October 31, 1996 and 1995

(dollars in thousands)

Assets 19 96 1995
Current assets:
Cash and cash equivalents $18 ,766 $ 35,644
Short-term investments 7 ,918 16,221

Accounts receivable (less allowance
for doubtful accounts of $235 in

1996 and $195 in 1995) 24 ,750 17,857
Inventories 7 ,992 6,357
Other current assets 6 ,154 3,380

Total current assets 65 ,580 79,459

Property, plant and equipment 123 ,666 72,063

Intangible assets (less accumulated
amortization of $3,256 in 1996

and $2,156 in 1995) 9 ,305 10,289
Investments 13 ,239 12,329
Other assets 113 78

$211 ,903 $174,218

See accompanying notes to consolidated financitéstents



PHOTRONICS, INC. AND SUBSIDIARIE S
Consolidated Balance Sheet

October 31, 1996 and 1995

(dollars in thousands, except per share amounts)
Liabilities and Shareholders' Equity 199 6 1995
Current liabilities:

Current portion of long-term debt $ 38 $ 36
Accounts payable 34, 168 17,850
Accrued salaries and wages 5, 561 5,810
Other accrued liabilities 4, 200 6,110
Total current liabilities 43, 967 29,806
Long-term debt 1, 987 1,809
Deferred income taxes 7, 481 8,293

Other liabilities 2, 051 265
Total liabilities 55, 486 40,173

Commitments and contingencies

Shareholders' equity:
Preferred stock, $.01 par value,
2,000,000 shares authorized,
none issued and outstanding - -
Common stock, $.01 par value,
20,000,000 shares authorized,
11,973,290 shares issued in 1996 and

11,758,292 shares issued in 1995 120 118
Additional paid-in capital 77, 833 75,083
Retained earnings 73, 973 52,970
Unrealized gains on investments 4, 678 6,471
Treasury stock, 136,500 shares at cost ( 245) (245)
Cumulative foreign currency translation
adjustment 58 -
Deferred compensation on
restricted stock - (352)
Total shareholders' equity 156, 417 134,045
$211, 903 $174,218

See accompanying notes to consolidated finanasdsients



PHOTRONICS, INC. AND SUBSIDIARIE S

Consolidated Statement of Earning 5
Years Ended October 31, 1996, 1995 an d 1994
(in thousands, except per share amo unts)
1996 1995 1994
Net sales $160,071 $125,299 $80,696
Costs and expenses:
Cost of sales 98,267 76,683 51,204
Selling, general and administrative 21,079 17,127 10,517
Research and development 8,460 7,899 4,738
Operating income 3-2265 ----- 2 -3-,590 14-237
Interest income 1,601 1,627 568
Interest expense (160) (141) (75)
Other income, net 197 4,766 571
Income before income taxes and
cumulative effect of change in
accounting for income taxes 33,903 29,842 15,301
Provision for income taxes 12,900 11,210 5,202
Income before cumulative effectof T
change in accounting for income taxes 21,003 18,632 10,099
Cumulative effect of change in
accounting for income taxes - - 237
Net income $51003 _“-;_1_8,632 $10-336
Net income per common share:
Income before cumulative effect of
change in accounting for income taxes $1.74 $1.66 $1.01
Cumulative effect of change in
accounting for income taxes - - 0.02
Net income j$i74 -$l 66 $-103
Weighted average number of common
shares outstanding 12,101 11,207 10,062

See accompanying notes to consolidated finanasdsients



PHOTRONICS, INC. AND SUBSIDIARIE

Consolidated Statement of Shareholder

Years Ended October 31, 1996, 1995 a
(in thousands)

Addi-
Common Stock tional
-------------- Paid-In
Shares Amount Capital
Balance at
November 1, 1993 6,484 $65 $38,804
Net income - - -

Sale of common stock

through employee

stock option and

purchase plans 124 1 1,478

Restricted stock awards 52 1 1,056
Amortization of

restricted stock to

compensation expense - - -

Cumulative effect of
change in accounting
for investments - - -

Balance at
October 31, 1994 6,660 67 41,338

Net income - - -

Sale of common stock
in connection with
public offering 1,500 15 29,336

Issuance of common
stock related to
acquisition 98 1 2,399

Sale of common stock

through warrants and

employee stock option

and purchase plans 170 2 2,043

Amortization of
restricted stock to
compensation expense - - -

Change in unrealized
gains on investments - - -

Three-for-two stock
split 3,330 33 (33

Balance at
October 31, 1995 11,758 118 75,083

Net income - - -

Sale of common stock

through employee

stock option and

purchase plans 215 2 2,750

Foreign currency
translation
adjustment - - -

Amortization of
restricted stock to
compensation expense - - -

Change in unrealized
gains on investments - - -

Balance at
October 31, 1996 11,973 $120 $77,833

S
s' Equity

nd 1994

Unreal-
ized
Gains
on
Retained Invest-
Earnings ments

Treasury Adjust-

Cumula-

tive

Foreign
Currency Defe
Trans-  Comp
lation  tion

Stock  ment

$24,002 $ -
10,336 -
- 5,608

34,338 5,608
18,632 -
- 863

) - - -

52,970 6,471
21,003 -
- (1,793)

$(245) $- $

- @0
- 3

(245) - 7
- 3

(245) - @3
58
- 3

$73,973 $4,678 $(245) $58 $

Restr

rred

ensa-

on Total
icted Shareholders'
ock Equity
- $ 62,626
- 10,336
- 1,479
57) -
53 353

- 5,608
04) 80,402
- 18,632
- 29,351
- 2,400

- 2,045
52 352

- 863
52) 134,045
- 21,003
- 2,752

- 58
52 352

- (1,793)
- $156,417



See accompanying notes to consolidated financitéstents



PHOTRONICS, INC. AND SUBSIDIARIE S
Consolidated Statement of Cash Flo ws

Years Ended October 31, 1996, 1995 an d 1994

(dollars in thousands)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net
cash provided by operating activities:

Depreciation and amortization of
property, plant and equipment
Amortization of intangible assets
Gain on disposition of investments
Deferred income taxes
Cumulative effect of change in
accounting for income taxes

Research and development expense

from acquisition

Other

Changes in assets and liabilities,
net of effects of acquisitions:
Accounts receivable

Inventories

Other current assets

Accounts payable and accrued liabilities

Net cash provided by operating activities

Cash flows from investing activities:
Acquisitions of and investment
in photomask operations

Deposits on and purchases of property,

plant and equipment

Net change in short-term investments

Proceeds from sale of investments

Other

Net cash used in investing activities

Cash flows from financing activities:
Repayment of long-term debt

Proceeds from issuance of common stock

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalent
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

See accompanying notes to consolidated financitéstents

S

$21,003

12,120
1,100

1,000

626

(6,893)
(1,228)
(3,260)
14,159

(12,397)
(55,762)
8,303

(16,878)
35,644

$18,766

1995 1994
$18,632 $10,33
8,747 7,95
1,039 69
(5,110) (83
(842) 84
- (23
1,484
377 40
(7,639) (37
(2,922) 43
199 (53
19,587 2,30
33,552 21,00
(10,536)
(35,547) (6,18
(13,686) 96
5,750 61
90 (26
(53,929) (4,88
(467) (73
31,396 1,47
30,929 74
10,552 16,86
25,092 8,22
$35,644 $25,09

ta oy

N ' oo



PHOTRONICS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
Years Ended October 31, 1996, 1995 and 1994
(dollars in thousands, except per share amounts)
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Consolidation

The accompanying consolidated financial statemientade the accounts of Photronics, Inc. and itssiliaries. All significant intercompany
balances and transactions have been eliminatethi€amounts in the consolidated financial stateémor periods prior to October 31, 1996
have been reclassified to conform to the curreesgmtation.

Foreign Currency Translation

The Company's subsidiaries in Europe and Singapaigtain their accounts in their respective locatencies. Assets and liabilities of such
subsidiaries are translated to U.S. dollars at-gedrexchange rates. Income and expenses areatexhak average rates of exchange
prevailing during the year. Foreign currency tratish adjustments are accumulated in a separatpaent of shareholders' equity. The
effects of changes in exchange rates on foreigrecay transactions are included in income.

Cash and Cash Equivalents

Cash and cash equivalents include cash and higjulig linvestments purchased with an original m&wf three months or less. The carry
values approximate fair value based on the shoinibaof the instruments.

Investments

The Company's debt and equity investments avaifablsale are carried at fair value. Prior to 19894h investments were carried at cost.
Short-term investments include a diversified pditfof high quality marketable securities which Mae liquidated as needed to meet the
Company's current cash requirements. All otherstments are classified as non-current assets. lize@agains and losses, net of tax, are
reported as a separate component of shareholdeig;.eGains and losses are included in income wbatzed, determined based on the
disposition of specifically identified investments.

Inventories

Inventories, principally raw materials, are staé¢the lower of cost, determined under the-in, first-out method, or marke



Property, Plant and Equipment

Property, plant and equipment are recorded atlesstaccumulated depreciation. Repairs and mainteras well as renewals and
replacements of a routine nature are charged tatipes as incurred, while those which improve xierd the lives of existing assets are
capitalized. Upon sale or other disposition, thet ad the asset and accumulated depreciation @nénated from the accounts, and any
resulting gain or loss is reflected in income.

For financial reporting purposes, depreciation amabrtization are computed on the straight-line méthver the estimated useful lives of the
related assets. Buildings and improvements areedegied over 15 to 40 years, machinery and equipmar 3 to 10 years and furniture,
fixtures and office equipment over 3 to 5 yearsadehold improvements are amortized over the lith@fease or the estimated useful life of
the improvement, whichever is less. For incomeptaposes, depreciation is computed using varioosleated methods and, in some cases,
different useful lives than those used for finahmgorting.

Intangible Assets

Intangible assets include goodwill which represémésexcess of cost over fair value of assets aedaind is being amortized on a straight-
line basis over fifteen to twenty years. Costscalted to sales, nogwompete and technology agreements arising frormésss acquisitions al
other intangible assets are being amortized ora@mhkt-line basis over the respective agreemernbgeranging from three to ten years. The
future economic benefit of the carrying value daimgible assets is reviewed periodically and anyudiition in useful life or impairment in
value based on future anticipated cash flows wbeldecorded in the period so determined.

Income Taxes

The provision for income taxes is computed on thEdof consolidated financial statement incomdeDed income taxes reflect the tax
effects of differences between the carrying amoahtssets and liabilities for financial reportiaigd the amounts used for income tax
purposes. The Company adopted Statement of Finakmiaunting Standards No. 109 "SFAS 109", "Accaugffor Income Taxes," effecti
November 1, 1993. The cumulative effect of adopBfeAS 109 was an increase in income of $237, @2bPer share, for fiscal year 19¢

Net Income Per Common Share

Net income per common and common equivalent sBaral¢culated using the weighted average numbesrafrion and common equivale
shares outstanding during each year. When dilusitazk options and stock purchase warrants araded as common equivalent shares u
the treasury stock methc



Stock Options

The Company records stock option awards in acceeaiith the provisions of Accounting Principles Bib®pinion 25, "Accounting for
Stock Issued to Employees". In October 1995, tmadial Accounting Standards Board issued Statenfdfinancial Accounting Standards
No.

123 ( SFAS 123), "Accounting for Sto&ased Compensation,” which the Company will be ireguto adopt in fiscal 1997. Under SFAS 1
companies can elect, but are not required, to rizegcompensation expense for all stock-based awasihg a fair value methodology. The
Company does not believe that adoption of SFASvlilhave a material effect on its financial statents.

NOTE 2 - INVESTMENTS

Short-term investments consist principally of mipét bonds, commercial paper, and money marketand funds. The estimated fair value
of short-term investments, based upon current giefdike securities, approximates cost, resultimgo significant unrealized gains or losses.
Short-term investments at October 31, 1996, mdiyrtheir terms, as follows:

Due within one year $4 ,113
Due after one year, but within three years 3 ,276
Due after three years 529

$7 ,918

Other investments consist of available-for-saletgcgecurities of publicly traded technology comiggnand a minority interest in a
photomask manufacturer in Korea. The fair valueavafilable-for-sale investments are based uporequwoiarket prices. The Company is a
supplier to one of the investee companies. Thenastid fair value of the non-available-for-sale stweent is based upon the financial
condition and the operating results and projectifiitbe investee and is considered to approximagé tJnrealized gains on investments were
determined as follows:

October 31,
1996 1995
Fair value $13,239 $12,329
Cost 5,104 1,075

8,135 11,254
Less deferred
income taxes 3,457 4,783

Net unrealized gains  $ 4,678 $6,471




NOTE 3 - PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consists of the falg:

Oc tober 31,
1996 1995
Land $ 2,73 5 $2,200
Buildings and improvements 21,79 8 13,305
Machinery and equipment 140,29 7 89,269
Leasehold improvements 9,70 3 7,213
Furniture, fixtures and office equipment 1,87 3 993
176,40 6 112,980
Less accumulated depreciation and
amortization 52,74 0 40,917
Property, plant and equipment $123,66 6 $72,063
NOTE 4 - LONG-TERM DEBT
Long-term debt consists of the following:
October 31,
19 96 1995

Acquisition indebtedness payable

December 1, 1998, net of interest of

$234 at October 31, 1996 and $450 at

October 31, 1995, imputed at 7.45% $1, 566 $1,350
Industrial development mortgage note,

secured by building, with interest at

6.58%, payable through November 2005 459 495
2, 025 1,845
Less current portion 38 36
Long-term debt $1, 987  $1,809

Long-term debt matures as follows: 1998-$41; 199%3%0; 2000-$46; 2001-$50; years after 2001-$24@. fair value of long-term debt not
yet substantively extinguished is estimated baseithe current rates offered to the Company andtisignificantly different from carryin
value.

In March 1995, the Company entered into an unsea@eolving credit facility that provides for bowings of up to $10 million per year in
each of the following three years, subject to ayoaser in the second and third year of up to tlesde of $3 million and the amount of
borrowing capacity not used in the prior years. Tloenpany is charged a commitment fee on the avanageed amount of the available
credit and is subject to compliance with and maiatee of certain financial covenants and ratioOétober 31, 1996, the Company had not
borrowed any amounts under this agreement.

Cash paid for interest was $48, $38 and $75 in 19985 and 1994, respective



NOTE 5 - SHAREHOLDERS' EQUITY

In January 1995, the Company's Board of Directateaized a three- for-two stock split effectedtie form of a stock dividend payable to
shareholders of record as of March 20, 1995. Toekstplit resulted in the issuance of 3.3 milliad@ional shares of common stock. All
applicable share and per share amounts includégifinancial statements reflect the stock split.NDarch 16, 1995, the shareholders
approved an amendment to the Company's Certifafdtgcorporation increasing the number of commoareh, $0.01 par value, which the
Company is authorized to issue from 10 million Grdillion shares.

In connection with a public offering, in April alay 1995, the Company issued 1,500,000 new shamsmmon stock at a price of $21.00
per share ($19.85 per share after underwritingodists), 40,000 shares of common stock due to thecese of stock options at prices ranging
from $1.83 to $3.17 per share and 7,500 additishafes of common stock resulting from the exemisewarrant at $5.24 per share. The
proceeds, net of costs of the issue, amountedad $4illion.

In June 1995, the Company issued 98,559 sharemnmhon stock in connection with the acquisition atMphase Laboratories, Inc. (see
Note 6).

NOTE 6 - ACQUISITIONS
European Photomask Operations

In January 1996, the Company acquired the photormastufacturing operations and assets of PlessejcB8eductors Limited ("Plessey")
located in Oldham, United Kingdom, for $4.9 millioncash. In connection with the transaction, tlen@any leased the facilities from
Plessey previously utilized by them for the mantifee of photomasks. The acquisition was accourdedd a purchase and, accordingly, the
acquisition price was allocated to property andgment based on relative fair value.

In April 1996, the Company, through its majority4o&d subsidiary, acquired the photomask manufagfuirerations and assets of the
Litomask Division ("Litomask") of Centre Suisse &ronique et de Microtechnique S.A. ("CSEM") ltamhin Neuchatel, Switzerland for
$3.4 million in cash. CSEM holds the remaining iat in this subsidiary and the Company has amopti acquire CSEM's interest within a
two- year period. In connection with the transattithe Company leased the facilities and retaimethin services from CSEM previously
utilized by Litomask. The acquisition was accourfiedas a purchase and, accordingly, the acquisfiiice was allocated to property and
equipment based on relative fair value.

The consolidated statement of earnings includesahgts of European photomask operations beginminigpe effective date of the respective
acquisition. Such results were not material toGoenpany.



Hoya Micro Mask, Inc.

In December 1994, the Company acquired certairtsabséd by Hoya Micro Mask, Inc. ("Micro Mask"), amdependent photomask
manufacturer with manufacturing operations locate8unnyvale, California. The transaction includleel purchase of the land, buildings,
inventory and certain assets other than cash amivebles. In addition, significant manufacturirygtems owned by Micro Mask were leased
by the Company from Micro Mask. The acquisition iaanced through the payment of approximately $1fillion in cash and the
obligation to pay $1.8 million, without interespur years after the closing. The operating leagbetignificant manufacturing systems has a
term ranging from 44 to 62 months and includesitdat to purchase the systems at fair market vatube end of the lease. The acquisition
was accounted for as a purchase and, accorditghgdquisition price was allocated to propertynplnd equipment as well as certain
intangible assets based on relative fair value.é&xoess of purchase price over the fair value eétasacquired is being amortized over 20
years. The consolidated statement of earningsdeslthe results of Micro Mask's operations fromeddealoer 1, 1994, the effective date of
acquisition. The consolidated results of the Comfsamperations on a proforma basis (unaudited)nferyear ended October 31, 1994, as
though the purchase had been made as of the begiahthe year, would have reflected sales of axprately $106 million and net income
of approximately $11 million, or $1.10 per commdmae. The proforma results of operations are no¢searily indicative of the actual
operating results that would have occurred hadrdresactions been consummated at the beginnirgeofdar, or of the future combined
operating results.

Microphase Laboratories, Inc.

In June 1995, the Company acquired the manufactanierations and assets, exclusive of cash andiatsceceivable, of Microphase
Laboratories, Inc. ("Microphase"), an independdritpmask manufacturer located in Colorado Spri@géprado, in exchange for 98,559
shares of common stock of the Company valued dti$#lion. The acquisition was accounted for asiechase. Of the total purchase price,
$1.5 million was allocated to Microphase's researth development projects and, accordingly, wasgeltbto research and development
expenses. The consolidated statement of earninfigles the results of the Microphase operationgnbéry June 20, 1995, the effective date
of the acquisition. Such results were not matéoighe Company



NOTE 7 - INCOME TAXES

The provision for income taxes consists of theofelhg:

1996 1995
Current;  —-meem meeeeee _
Federal $ 9,905 $10,234
State 1,908 1,818
Foreign 87 -
11,900 12,052
Deferred: ------- e R
Federal 918 (617)
State 82 (225)

$12,900 $11,210 $

The provision for income taxes differs from the amibcomputed by applying the statutory U.S. Fedaemme tax rate to income before

taxes as a result of the following:

1996 1995

U.S. Federal income tax at

statutory rate $11,866 $10,445
State income taxes, net of

Federal benefit 1,294 1,035
Tax benefits of tax

exempt income (302) (389)
Foreign tax rate differential ~ (291) -
Other, net 333 119

$12,900 $11,210

The Company's net deferred tax liability considtthe following:

Oct
1996
Deferred income tax liabilities:
Property, plant and equipment $3,876
Investments 3,457
Other 454
Total deferred tax liability 7,787
Deferred income tax assets:
Reserves not currently deductible 1,226
Other 483
Total deferred tax asset 1,709
Net deferred tax liability $6,078

ober 31,

Cash paid for income taxes was $13.0 million, $Miléon and $3.7 million in 1996, 1995 and 199%dspectively



NOTE 8 - EMPLOYEE STOCK OPTION AND PURCHASE PLANS

In March 1996, the shareholders approved the anlopfi the 1996 Stock Option Plan which includesvmions allowing for the award of
qualified and norgualified stock options and the granting of restdicstock awards. A total of 600,000 shares of comstock may be issut
pursuant to options or restricted stock awardstgthander the Plan. Restricted stock awards doegpiire the payment of any cash
consideration by the recipient, but shares sultjeah award may be forfeited unless conditionsifipddn the grant are satisfied.

The Company has adopted a series of other stoanopians under which incentive and non-qualifieatk options and restricted stock
awards for a total of 1,800,000 shares of the Caiyijpacommon stock may be granted to employees imectars. All plans provide that the
exercise price may not be less than the fair mar&iete of the common stock at the date the optwagyranted and limit the maximum term
of options granted to a range of from five to temans.

The following table summarizes stock option acjivinder the plans:

Stock Options Exercise Prices
Balance at November 1, 1993 964,242 $1.83-8.67
Granted 249,150 10.17-14.83
Exercised (166,017) 1.83-8.67
Canceled (124,613) 6.17-13.42
Balance at October 31, 1994 922,762 1.83-14.83
Granted 241,640 18.67-27.38
Exercised (145,273) 1.83-13.42
Canceled (39,189) 6.17-24.00
Balance at October 31, 1995 979,940 1.83-27.38
Granted 482,050 21.50-25.00
Exercised (184,431) 1.83-27.38
Canceled (85,796) 6.17-27.38

Balance at October 31, 1996 1,191,763 $3.17-27.38



At October 31, 1996, 270,657 shares were avaifablgrant and 471,296 shares were exercisable.

In 1994, restricted stock awards representinga &dt78,750 shares were awarded to certain key@mes. The market value of the grant
amounted to $1.1 million at the date of grant aiad wharged to "Deferred Compensation on Restri8teck”, a component of shareholders'
equity. Such amount was amortized as compensatjpense over the three-year period during whichstteges under these awards were
subject to forfeiture.

In 1992, the shareholders approved the Compangistiati of an Employee Stock Purchase Plan (Purdhkes®, under which 300,000 shares
of common stock are reserved for issuance. ThehRaecPlan enables eligible employees to subschimjgh payroll deductions, to purch
shares of the Company's common stock at a purgraseequal to 85% of the lower of the fair markalue on the commencement date of
the offering and the last day of the payroll paytrpariod. At October 31, 1996, 92,801 shares had iesued and 32,968 shares were subjec
to outstanding subscriptions under the Purchase Pla

NOTE 9 - EMPLOYEE BENEFIT PLANS

The Company maintains a 401(k) Savings and PrdfériBg Plan (the "Plan") which covers all domestigployees who have completed six
months of service and are eighteen years of agiler. Under the terms of the Plan, an employee coayribute up to 15% of their
compensation which will be matched by the Comparg0&o of the employee's contributions which arein@xcess of 4% of the employee's
compensation. Employee and employer contributiass fully upon contribution. Employer contributioamounted to $0.5 million in 1996
and 1995 and $0.3 million in 1994,

The Company maintains a cafeteria plan to proviidgbée domestic employees with the option to reeaion-taxable medical, dental,
disability and life insurance benefits. The cafiet@lan is offered to all active full-time employeand their qualifying dependents. The
Company's contribution amounted to $1.8 milliori @96, $1.4 million in 1995, and $1.2 million in 129

The Company's foreign subsidiaries maintain bemddits for their employees which vary by countrigeobligations and cost of these plans
are not significant to the Compatr



NOTE 10 - LEASES

The Company leases various real estate and equipmedar non- cancelable operating leases. Renparese under such leases amounted to
$5.6 million in 1996, $4.9 million in 1995 and $2xlllion in 1994. Included in such amounts werel$@illion in each year to affiliated
entities, which are owned, in part, by a significeimareholder of the Company.

Future minimum lease payments under saneelable operating leases with initial or renrajrtierms in excess of one year amounted to
million at October 31, 1996, as follows:

1997.....$3,979 2000........... $980
1998..... 3,611 2001........... 350
1999..... 2,167 Thereafter..... 312

Included in such future lease payments are amdarafiliated entities of $0.1 million in each ydaom 1997 to 2000, and $0.3 million in
years thereafte

NOTE 11 - COMMITMENTS AND CONTINGENCIES

The Company and a significant shareholder havelyojuaranteed a loan totaling approximately $0ilion as of October 31, 1996, on
certain real estate which is being leased by thaegamy. The Company is subject to certain finanmdakenants in connection with the
guarantee.

As of October 31, 1996, the Company had capitatedjture purchase commitments outstanding of apmately $54 million.

The preparation of financial statements in confoymiith generally accepted accounting principleguiees management to make certain
estimates and assumptions, including collectibdityaccounts receivable, and depreciable livesraodverability of property, plant,
equipment and intangible assets. Actual results diffgr from such estimates.

Financial instruments that potentially subject @@mmpany to credit risk consist principally of trageeivables and temporary cash
investments. The Company sells its products prigmesimanufacturers in the semiconductor and compintustries in North America,
Europe and Asia. The Company believes that theeraration of credit risk in its trade receivablesiibstantially mitigated by the Compau
ongoing credit evaluation process and relativelyrsbollection terms. The Company does not generatjuire collateral from customers. 1
Company establishes an allowance for doubtful atisooased upon factors surrounding the creditaisipecific customers, historical trends
and other information. Historically, the Company mt incurred any significant credit related Ies



NOTE 12 - QUARTERLY RESULTS OF OPERATIONS (UNAUDITE D)

The following table sets forth certain unauditeduderly financial data:

First Second Third Fourth  Year
1996:
Net sales $34,668 $40,514 $42,677 $42,212 $160,071
Gross profit 13,416 15,703 16,428 16,257 61,804
Net income $4,651 $5267 $5,513 $5,572 $21,003
Net income
pershare(a) $ 0.39 $044 $ 0.46 $ 046 $ 174
1995:
Net sales $26,176 $30,037 $32,854 $36,232 $125,299
Gross profit 9,759 11,615 12,839 14,403 48,616
Net income $3,267 $3,820 $6,460(b ) $5,085 $ 18,632
Net income
pershare(@a) $ 0.32 $ 0.36 $ 0.54(b ) $042 $ 1.66

(a) Quarterly per share data may not equal thearamounts due to changes in weighted averageshatkshare equivalents outstanding.
(b) Includes a non-recurring net gain from the sdilequity investments of $2.9 million, or $0.24 ghare, after tax, and a non-recurring
charge related to the acquisition of Microphasedratories, Inc. of $0.9 million, or $0.08 per shafter tax.

NOTE 13 - SEGMENT INFORMATION

The Company operates in a single industry segneeatraanufacturer of photomasks, which are highigisecquartz plates containing
microscopic images of electronic circuits for usehie fabrication of semiconductors. In additionitsomanufacturing facilities in the United
States, the Company has operations in the Unitaddéim, Switzerland and Singapore. Prior to 1996 Gbmpany had no operations outside
of the United States. The Company's net sales paditing profit for the year ended October 31, 1886 identifiable assets at October 31,
1996, by geographic area were as follows:

Net Operating Identifiable
Sales Income(Loss) Assets
United States $153,227 $32,660 $181,255
Europe and Asia 6,844 (395) 30,648
$160,071 $32,265 $211,903

Approximately 14% of net domestic sales in 1996exfer delivery outside of the United States (11%995 and 13% in 1994).

The Company's largest single customer represepia@amately 26% of total net sales in 1996, 329995 and 36% in 19¢



ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

There were no disagreements on any accountingiaadcial disclosure matters between the Companyitariddependent certified public
accountants for which a Form 8-K was required tdilbd during the 24 months ended October 31, 1®&9%6r the period from October 31,
1996 to the date hereof.

PART IlI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information as to Directors required by Iteni 4hd 405 of Regulation S-K is incorporated by nexfiee to the Company's definitive
proxy statement (the "Definitive Proxy Statememitjich will be filed with the Securities and Exch@ahgommission pursuant to Regulation
14A within 120 days after the end of the fiscalryeavered by this Form 10-K. The information agta@cutive Officers is included in Part I,
Item 1a of this report, "Executive Officers of Retgant”.

ITEM 11. EXECUTIVE COMPENSATION

The information required by Item 402 of Regulat¥K is incorporated by reference to the Definit@xy Statement.
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information required by Item 403 of Regulat¥K is incorporated by reference to the Definit@xy Statement.
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by Item 404 of Regulat&-K is incorporated by reference to the Definitive®r Statement



PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K
(A) The following documents are filed as part dktreport:
1) Financial Statements
Independent Auditors' Report
Consolidated Balance Sheet at October 31, 1996 ah€l95

Consolidated Statement of Earnings for the yeatse@®ctober 31, 1996, 1995 and 1994
Consolidated Statement of Shareholders' Equityhieryears ended October 31, 1996, 1995 and 1994
Consolidated Statement of Cash Flows for the yeaded October 31, 1996, 1995 and 1994

Notes to Consolidated Financial Statements
2) Financial Statement Schedules

Schedules for which provision is made in Regula8eX of the Securities and Exchange Commissiomateequired under the related
instructions or are inapplicable and, thereforeehaeen omitted.

3) Exhibits: See Table of Exhibits, page 41.
(B) Reports on Form 8-K

No report on Form-K was filed by the Company during the fourth quadkthe Company's fiscal year ended October 3261



SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

PHOTRONICS, INC.
(Registrant)

By CONSTANTINE S. MACRICOSTAS Ja nuary 24, 1997
Constantine S. Macricostas
Chairman of the Board,
Chief Executive Officer
and Director

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
the Registrant and in the capacities and on thesdatlicated.

By CONSTANTINE S. MACRICOSTAS Ja nuary 24, 1997
Constantine S. Macricostas
Chairman of the Board,
Chief Executive Officer
and Director

By MICHAEL J. YOMAZZO Ja nuary 24, 1997
Michael J. Yomazzo
President and Director

By ROBERT J. BOLLO Ja nuary 24, 1997
Robert J. Bollo
Vice President/Finance
Chief Financial Officer



By WALTER M. FIEDEROWICZ Ja nuary 24, 1997
Walter M. Fiederowicz
Director

By JOSEPH A. FIORITA, JR. Ja nuary 24, 1997
Joseph A. Fiorita, Jr.
Director

By Ja nuary 24, 1997
Yukio Tagawa
Director
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(11) Filed as an exhibit to the Company's Annugddreon Form 10-K for the fiscal year ended Octddier1993, and incorporated herein by
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Exhibit 21

LIST OF SUBSIDIARIES

State or Jurisdiction
Name of Inco rporation

Photronics International

Engineering, Inc. Virgi n Islands
Photronics California, Inc. C alifornia
Photronics Texas, Inc. Texas
Photronics Financial Services, Inc. Florida
Photronics Investment Services, Inc. Nevada
Photronics-Toppan Texas, Inc. Texas
Beta Squared, Inc. Co nnecticut
PLI Management Corp. Florida
Photronics Singapore Pte., Ltd. Singapore
Photronics (UK) Limited England
Photronics Connecticut, Inc. Co nnecticut
Photronics Colorado, Inc. Colorado
Photronics, S.A. (60% owned) Sw itzerland

Chip Canal Associates, Ltd. England



Exhibit 23
INDEPENDENT AUDITORS' CONSENT

We consent to the incorporation by reference ini®egion Statements Nos. 333-02245, 33-17405,758Q, 33-28118, 33-47446 and 33-
78102 of Photronics, Inc. on Form S-8 and in Regfisn Statement No. 33-60945 of Photronics, ImcForm S-3 of our report dated
December 9, 1996 appearing in this Annual Repofamm 10-K of Photronics, Inc. for the year endedddDer 31, 1996.

DELOITTE & TOUCHE LLP
Hartford, Connecticut
January 24, 199



ARTICLE 5

This schedule contains summary financial infornragatracted from the Condensed Consolidated Stateofi&arnings and the Condensed
Consolidated Balance Sheet and is qualified ientirety by reference to such financial statements.

MULTIPLIER: 1000

PERIOD TYPE 12 MOS
FISCAL YEAR END OCT 31199
PERIOD END OCT 31199
CASH 18,76¢
SECURITIES 7,91¢
RECEIVABLES 24,75(
ALLOWANCES 23t
INVENTORY 7,99z
CURRENT ASSET¢ 65,58(
PP&E 176,40t
DEPRECIATION 52,74(
TOTAL ASSETS 211,90:
CURRENT LIABILITIES 43,967
BONDS 1,98
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 12C
OTHER SE 156,29
TOTAL LIABILITY AND EQUITY 211,90:
SALES 160,07:
TOTAL REVENUES 160,07:
CGS 98,26
TOTAL COSTS 98,26
OTHER EXPENSE¢ 0
LOSS PROVISION 40
INTEREST EXPENSE 16C
INCOME PRETAX 33,901
INCOME TAX 12,90(
INCOME CONTINUING 21,00:
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 21,00:
EPS PRIMARY 1.7¢
EPS DILUTED 0
End of Filing
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