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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 1997, the Company continued to inseeis global manufacturing network and enhanctdisnological and manufacturing
capabilities by expanding its existing facilitiesdaacquiring or establishing new manufacturing apens. In the United States, the Company
continued its aggressive investment program imasufacturing network, constructing a new statéhefart manufacturing facility in Austin,
Texas, and adding leading edge manufacturing systerits existing manufacturing operations. Cortdtom of the new Austin, Texas facility
was substantially completed during the last calendarter of 1997 and it will become operationa¢énly 1998. In addition, in August 1997,
the Company announced that it would construct amewufacturing facility in the Portland, Oregonicayg It is expected that the Oregon
facility will commence operations in fiscal 1999.

In the European market, the Company acquired Masrum Fur Mikrostrkturierung Dresden GmbH ("MZ@H) June 26, 1997. The
operations acquired represent a modern photomaslfauring operation located in a leased facifitipresden, Germany. The acquisition
was funded with the issuance of shares of CommockStnd available cash reserves. The Company iincamg to operate this facility in
place.

Further, in October 1997, the Company held theciaffigrand opening of its new state-of-the-art nfacturing facility in Manchester, United
Kingdom. As part of the establishment of this fiagilthe Company relocated operations from an agsfacility in the region and vacated
such existing facility.

On October 17, 1997, the Company announced thatiireached an agreement in principle to acquééntiernal photomask manufacturing
operations of Motorola, Inc. ("Motorola") in Meg&izona. The acquisition was completed on Decerdierl997 and the assets acquired
included modern manufacturing systems capable pfating a wide range of photomask technologiedi#ahally, the Company entered
into a supply agreement whereby it will supply f®tomask requirements previously provided by twuaed operation. The Company will
continue to operate the facility in place untitd@n be relocated to an independent facility inMiesa area.

In addition to its other efforts during 1997, thentpany has continued to focus on maintaining telciyical leadership at its existing
facilities. As a result, the Company has increatecksearch and development activities and hasne@d to invest in advanced
manufacturing equipment to allow it to meet futtgehnological and volume deman



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

The Company, through its wholly owned subsidiaryaBequared, Inc. ("Beta Squared"), sells and sesweafer plasma etching systems and
engages in the sale of refurbished semiconductoufaaturing equipment, engineering services antheepent parts, and field service for
such equipment on a third-party basis.

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

Manufacturing Technology

The Company manufactures photomasks, which areapfinused as masters to transfer circuit pattents semiconductor wafers. The
Company's photomasks are manufactured in accordaitfteircuit designs provided on a confidentiabisaby its customers. The typical
manufacturing process for one of the Company'squhasks involves receipt and conversion of circagtign data to manufacturing pattern
data. This manufacturing data is then used to obtite lithography system that exposes the ciqgaitern onto the photomask blank. The
exposed areas are dissolved and etched to prodaicpdttern on the photomask. The photomask igaiep for defects and conformity to the
customer design data, any defects are repairedeguyred pellicles (or protective membranes) gliad and, after final cleaning, the
photomask is shipped to the customer.

The Company currently supports customers acrosulihgpectrum of integrated circuit productionheologies by manufacturing
photomasks using electron beam or laser-baseddkxdias and, to a significantly lesser degree capbased technologies. Laser-based or
electron beam systems are the predominant techeelaoged for photomask manufacturing. Such teclgiedaare capable of producing the
finer line resolution, lighter overlay and largee dize for the larger and more complex circuitsently being designed. Laser and electron
beam generated photomasks can be used with theaahetced processing techniques to produce VL3 (aege scale integrated circuit)
devices. The Company currently owns a number @f lagiting systems and electron beam systems asddramitted to purchase additional
advanced systems in order to maintain technolo¢gealership. Compared to laser or electron bearargeed photomasks, the production of
photomasks by the optical method is less expenbivealso less precise. The optical method trautitiy is used on less complex and lower
priced photomasks.

The first several levels of photomasks sometimesequired to be delivered by the Company withirh@drs from the time it receives a
customer's design. The ability to manufacture lojghlity photomasks within short time periods iselggent upon efficient manufacturing
methods, high yields and high equipment reliahilithe Company believes that it meets these regeinésrand has made significant
investments in manufacturing and data processistgBys and statistical process control methodstime the manufacturing process and
reduce cycle time:



Quality control is an integral part of the photofasanufacturing process. Photomasks are manufactutemperature, humidity and
particulate controlled clean rooms because of ifje level of precision, quality and yields requir&hch photomask is inspected several t
during the manufacturing process to ensure comggiavith customer specifications. The Company hadengasubstantial investment in
equipment to inspect and repair photomasks andgore that customer specifications are met. Aftgpéction and any necessary repair, the
Company utilizes technological processes to clearphotomasks prior to shipment.

Sales and Marketing

The market for photomasks primarily consists ofisenductor manufacturers and designers, both ddcresd international, including
manufacturers that have the capability to manufagihotomasks. Generally, the Company and eadh ofistomers engage in a qualification
and correlation process before the Company becamapproved supplier. Thereafter, the Company &jipinegotiates pricing parameters
for a customer's orders based on the customerciispéons in order to expedite the placementafividual purchase orders. Some of these
prices may remain in effect for an extended peridee Company also negotiates prices, and occabiaraers into purchase arrangements,
based on the understanding that, so long as thep@uyts performance is competitive, the Companynedkive a specified percentage of that
customer's photomask requirements.

The Company conducts its sales and marketing esuwhrough a staff of full-time sales personme austomer service representatives who
work closely with the Company's general managerardttechnical personnel. In addition to the saégsqnnel at the Company's
manufacturing facilities in Brookfield, Connecticiilpitas and Sunnyvale, California; Colorado $ygs, Colorado; Allen and Austin, Texas;
Dresden, Germany; Manchester, United Kingdom; NatethSwitzerland; and Singapore, the Company &les ffices in Carlsbad and
Pasadena, California; Raleigh, North Carolina;dtifiro, Oregon; Lancaster, United Kingdom; Baillsarkce; and Taiwan.

The Company supports international customers thrduagh its domestic and foreign facilities. The @amy also has sub-contract
manufacturing arrangements in Taiwan and Korea.Qdmpany considers its presence in internationakets important to attracting new
customers, providing global solutions to its exigtcustomers and serving customers that utilizeufis&turing foundries outside of the Uni
States, principally in Asia. For a statement ofah®unt of net sales, operating income or loss aasdts attributable to each of the
Company's geographic areas of operations, seel8at¢ Notes to the Consolidated Financial Statement

Equipment Sales and Services

In addition to the manufacture of photomasks, tbenflany, through its wholly-owned subsidiary, Beta&ed, manufactures, sells and
services a wafer plasma etching system used iprtieessing of semiconductor wafers. The originatesy was developed by Texas
Instruments which licensed to Beta Squared the t@manufacture and sell the system. Beta Squalsedsells refurbished semiconductor
Manufacturing equipment, engineering services apthcement parts and field service for such equiproe a third-party basis. Such
activities represented approximately 2% of the Canyfs net sales during fiscal 19!



Customers

The Company primarily sells its products to leadsegniconductor manufacturers. The Company's laggesomers during fiscal 1997
included the following:

Advanced Micro Devices, Inc. Micron Techno logy, Inc.
Analog Devices, Inc. Motorola, Inc .
Atmel Corporation National Semi conductor
Chartered Semiconductor Corporation

Manufacturing, Ltd. Orbit Semicon ductor Inc.
Cirrus Logic, Inc. Plessey Semic onductors Limited
Cypress Semiconductor Corporation  Rockwell Inte rnational Corporation
Digital Equipment Corporation Symbios Logic , Inc.
Integrated Device Technology, Inc. Texas Instrum ents Incorporated
LSI Logic Corp. VLSI Technolo gy, Inc.
Lucent Technologies, Inc. Zilog, Inc.

The Company has continually expanded its custorage land, during fiscal 1997, sold its productsserdices to approximately 400
customers. The Company assumed an agreement wisls Testruments as part of the acquisition of th#a3, Texas operation in fiscal 1993
and, as a result, Texas Instruments became a nigoiécant customer of the Company. In fiscal 198&les to Texas Instruments represented
approximately 23% of net sales, and the loss oB$drstruments or a significant decrease in theuainaf the purchases by Texas
Instruments from the Company would have a matadakrse effect on the Company. The agreement veixiag Instruments continues until
March 31, 2000 and provides that the Company willlkexas Instruments' principal photomask suppfiehé United States and Europe so
long as the Company's price, quality, service agltvery are competitive. The agreement also reguiie Company to ensure that prices
charged to Texas Instruments are not less favothhlethose otherwise extended by the Companyhi&r customers with similar
specifications, volume, delivery and other requieers. During fiscal 1997, no single customer othan Texas Instruments accounted for
more than 10% of the Company's net sales. As & i@sihe acquisition of Motorola's Mesa, Arizoqdnotomask operation on December 31,
1997, it is anticipated that Motorola will becomenare significant customer of the Company. The Camyfs five largest customers, in the
aggregate, accounted for approximately 44% of alessn fiscal 1997.

Research and Development

The Company conducts ongoing research and develggmagrams intended to maintain the Company'selesip in technology and
manufacturing efficiency. Since fiscal 1994, thex@pany has increased its investment in researclidlenelopment activities and current
efforts include deep ultraviolet, phase-shift aptical proximity correction photomasks for advansethiconductor manufacturing as well as
photomasks for future generation post-optical maciufring technologies such as x- ray and electemmb Phase-shift and optical proximity
correction photomasks use advanced lithographyntquks for enhanced resolutions of images on acgemductor wafer. Post-optical
manufacturing technologies use an exposure sotineg than light (such as an x-ray or electron bsauarce) for wafer patterning and are
designed for the manufacture of integrated cirowith critical dimensions below that believed pbssiwith currently utilized optical
exposure methods. Post-optical manufacturing tdolgres are still under development and have nobgeh adopted as standard production
methods. The Company incurred expenses of $7.®mflincluding a non-recurring charge of $1.5 roifl), $8.5 million and $10.6 million

for research and development in fiscal 1995, 19861897, respectively. While the Company beliebas it possesses valuable proprietary
information and has received licenses under cepaiants, the Company does not believe that padeata material factor in the photomask
manufacturing business and it holds only one pa



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 Companyelvek that its utilization of a broad range of digyp enables it to access the most adva
material technology available. The Company hasésted purchasing arrangements with each of ToppanHoya and it is expected that
the Company will purchase substantially all ofgke®tomask blanks from Toppan and Hoya so longeis phice, quality, delivery and service
are competitive.

The Company relies on a limited number of equipnsepipliers to develop and supply the equipment irséte photomask manufacturing
process. Although the Company has been able tanobt@ipment on a timely basis, the inability tdab equipment when required could
adversely affect the Company's business and resutiserations. The Company also relies on thepplgus to develop future generations of
manufacturing systems to support the Company'snagents.

Backlog

The first several levels of photomasks for a cireoimetimes are required to be shipped within 2&sof receiving a customer's design.
Because of the short period between order and gmpdates (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 primarily depends 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 resoutttais the Company. The Company believes that iblis @ compete effectively because o
dedication to customer service, its investmentare-of-the-art photomask equipment and facilities and its eepeed technical employee



There has been a decrease since the mid-1980s iuthber of independent manufacturers as a refsuidlependents being acquired or
discontinuing operations. The Company believesehély 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 the past, cotitipa and relatively flat demand led to presswregduce prices which the Company believes
contributed to the decrease in the number of indeget manufacturers. Although independent photomeskufacturers have experienced
increased demand since late 1993, there can bssooasce that past trends in pricing and demaradhaetire-emerge.

Based upon available market information, the Comgpmlieves that it has a larger share of the Urtedes market than any other photon
manufacturer and that it is one of the largest @maisk manufacturers in the world. Competitors enltited States include DuPont
Photomasks and Align-Rite International; and irinational markets, Dai Nippon Printing, ToppanyalduPont, Taiwan Mask Corp.,
Innova, Align-Rite and Compugraphics. In additisame of the Company's customers possess their aptive facilities for manufacturing
photomasks and certain semiconductor manufactorarket their photomask manufacturing services teide customers as well as to their
internal organization.

Employees

As of November 2, 1997, the Company employed apprately 1,050 persons on a full-time basis. The gany believes that it offers
competitive compensation and other benefits andithamployee relations are good. Except for elygéas in the United Kingdom, none of
the Company's employees is represented by a union.

ITEM 1A. EXECUTIVE OFFICERS OF REGISTRANT

The names of the executive officers of the Compaeyset 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, 62 Chairman of the 1974
Board and Director

Michael J. Yomazzo, 55 President, 1977
Chief Executive
Officer and Direct or

Jeffrey P. Moonan, 41 Senior Vice Presid ent, 1988
General Counsel an d
Secretary

Robert J. Bollo, 53 Vice President/Fin ance 1994

and Chief Financia |
Officer



The terms of certain financing for the Company #ydbat 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 served as Chief Executive OfficetilltAugust 1997. Mr. Macricostas also serves &sractor of Nutmeg Federal Savings
and Loan Association and the DIl Group, Inc., apiep of integrated electronic manufacturing praguend services.

Michael J. Yomazzo has been President and Chieflixe Officer since August 1997. From January 198dl August 1997 he served as
President and Chief Operating Officer and from Noler 1990 until January 1994, he served as ExexMiee President and Chief Financ
Officer.

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 Pregidgministration.

Robert J. Bollo has been Vice President/FinanceCGimdf 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
since February 1985.

ITEM 2. DESCRIPTION OF PROPERTY

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

Facility Size Type of

Location (sq.ft.) Interest
Brookfield, CT (Building #1) 19,600 Owned
Brookfield, CT (Building #2) 20,000 Leased
Milpitas, CA (2 buildings) 49,000 Leased
Sunnyvale, CA (3 buildings) 40,000 Owned
Colorado Springs, CO 27,000 Leased
Allen, TX 60,000 Owned
Austin, TX 50,000 Owned
Manchester, UK 42,000 Owned
Neuchatel, Switzerland 7,000 Leased
Singapore 20,000 Leased

Dresden, Germany 10,000 Leased



Lease terms range from five years with optionsettew to up to twenty years for other facilitiesatidition, the Company leases office space
in Jupiter, Florida; Carlsbad and Pasadena, CaldpHillsboro, Oregon and certain adjacent properBrookfield, Connecticut. The
Company has also obtained property in Hillsbor@don for the construction of an additional manufant facility.

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 marleti@ rates at the beginning of the respective lease Mr. Macricostas is Chairman of -
Board and a Director of the Company.

For the year ended November 2, 1997, the Compasgtereal property and equipment at an aggregatebrental of approximately $1.2
million and $3.3 million, respectively.

Other than new manufacturing facilities or equipmghich have not yet been placed into serviceGbmpany believes it substantially
utilized its facilities during the 1997 fiscal year

ITEM 3. LEGAL PROCEEDINGS

The Company is not a party to any material pentiggl proceedings, nor is the property of the Camaubject to any such proceedin



ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

A special meeting of the shareholders of the Compeas held on November 13, 1997 pursuant to a HatidVleeting and Proxy Statement,
dated October 6, 1997. The meeting was callechf@sble purpose of approving an amendment to thtfiCate of Incorporation of the
Company increasing the authorized Common StockefXompany from 20,000,000 to 75,000,000 sharesvéte on such amendment was
as follows:

For 8,801,215
Against 1,345,440
Abstain 9,712
Broker Non-Votes 0

The number of shares outstanding for the meetirggd2:062,368 and the amendment was approved atddgng.
PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED

STOCKHOLDERS' MATTERS

The Common Stock of the Company is traded on th&€DNAQ National Market System (NMS) under the synfolB. The table below
shows the range of high and low sale prices paedioa each quarter for fiscal year 1997 and 1986.eported on the NASDAQ NMS. All
per share prices have been adjusted for a twosferstock split for shareholders of record on Novenily, 1997.

High Low

Fiscal Year Ended November 2, 1997:

Quarter Ended February 2, 1997 $20.13 $11.75

Quarter Ended May 4, 1997 19.25 13.13

Quarter Ended August 3, 1997 28.50 17.31

Quarter Ended November 2, 1997 32.06 16.75
Fiscal Year Ended October 31, 1996:

Quarter Ended January 31, 1996 $16.38 $9.63

Quarter Ended April 30, 1996 13.75 9.38

Quarter Ended July 31, 1996 15.00 9.88

Quarter Ended October 31, 1996 17.50 12.38

On December 31, 1997, the closing sale price ®iGbmmon Stock as reported by NASDAQ was $24.25e8an information available to
the Company, the Company believes it has approrimat000 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 andsttereto and other financial information includd¢sewhere in this Form 10-K. All share
and per share amounts have been adjusted for &otwame stock split effected November, 1997.

Year Ended Years Ended October 31,
November 2, e e
1997 1996 1995 1994 1993
(in thousands, except per share amount s)
OPERATING DATA:
Net sales $197,451 $160,071 $125,299 $80,696 $48,363
Costs and expenses:
Cost of sales 121,502 98,267 76,683 51,204 32,048
Selling, general and
administrative 24,940 21,079 17,127 10,517 6,580
Research and development 10,605 8,460 7,899 4,738 2,744
Operating income 40,404 32,265 23,590 14,237 6,991
Other income and expense:
Interest income 2,424 1,601 1,627 568 547
Interest expense (2,226) (160) (141) (75) (101)
Other income (expense), net 834 197 4,766 571 Q)
Income before income taxes
and cumulative effect of
change in accounting for
income taxes 41,436 33,903 29,842 15,301 7,436
Provision for income taxes 15,800 12,900 11,210 5,202 2,528
Income before cumulative effect
of change in accounting
for income taxes 25,636 21,003 18,632 10,099 4,908
Cumulative effect of change in
accounting for income taxes - - - 237 -
Net income $ 25,636 $ 21,003 $ 18,632 $10,336 $ 4,908
Net income per share:
Income before cumulative effect
of change in accounting
for income taxes $1.03 $0.87 $0.83 $0.50 $0.29
Cumulative effect of change in
accounting for income taxes - - - 0.01 -
Net income $1.03 $0.87 $0.83 $0.51 $0.29
Weighted average number of
common shares outstanding 24,916 24,202 22,414 20,124 16,744
November 2, October 31,
1997 1996 1995 1994 1993
BALANCE SHEET DATA:
Working capital $ 81,398 $ 21,613 $ 49,653 $32,329 $17,577
Property, plant and equipment 203,813 123,666 72,063 39,205 41,585
Total assets 365,212 211,903 174,218 98,346 74,441
Long-term debt 106,194 1,987 1,809 495 1,051
Shareholders' equity 185,975 156,417 134,045 80,402 62,626
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 November 2, 1997 and October 31, 1886995

OVERVIEW

In fiscal 1996, Photronics established its firsti@tions outside of the United States by acquioipgrations in Oldham, U.K., and in
Neuchatel, Switzerland, opening a new manufactudedity in Singapore and acquiring a minorityangst in an independent photom:
manufacturer in Korea. In addition, during 1997 @@mpany acquired an independent photomask manuéaéh Dresden, Germany. These
facilities, together with the Company's five exigtiU.S. facilities, comprised a global manufactgnretwork of ten facilities supporting
semiconductor fabricators in the Asian, EuropeahMarth American markets. As a result of the Conysglobalization, revenues from
foreign operations increased to 11.9% in 1997, @eygbwith 4.3% in 1996, and that trend is expettezbntinue. Individually, none of these
acquisitions had a material effect on the resutiprations in fiscal 1996 or 1997 (see Note 6 atfie to the Consolidated Financial
Statements). Substantially all of the Company'sobdated Asian sales are denominated in U.S. Bofksulting in minimal foreign curren
exchange risk on transactions due to recent weakseés Asian currencies.

Revenues and costs also have been affected bydteased demand for higher technology photomaskshwhquire more advanced
manufacturing capabilities and generally commagthdr average selling prices. To meet this demaddanrition the Company for future
growth, the Company continues to make substamiedstments in high-end manufacturing technologyGamhcity both at existing and new
facilities. Since 1996, the Company has construfiad (4) new manufacturing facilities. In additibmthe Singapore facility, the Company
completed construction of its new state-of-thefactlity in Allen, Texas, to which it relocated iBallas, Texas operation in the fourth quarter
of fiscal 1996. During the fourth quarter of 198¥% Company completed construction of its new svéte-art facility in Manchester, U.K.,
to which the former Oldham, U.K. operation was caled. During 1997, the Company completed construcf a new manufacturing facili
near Austin, Texas, which will be operational imlgd998. The Company has also announced its tansnstruct a new facility in Hillsbor
Oregon, which it expects to be operational in 198%ddition, on December 31, 1997, the Companyiaed the internal photomask
manufacturing operation of Motorola, Inc. in MeSaizona, and plans to relocate that operation tmdependent facility in the Mesa area by
early 1999 (see Note 14 of Notes to Consolidatedrtial Statements).

RESULTS OF OPERATIONS
Net Sales:

Net sales for the fiscal year ended November 27 18&eased 23% to $197.5 million, compared witBG1 million in the prior year. Sal
from Photronics' new international manufacturingmgions accounted for approximately 40% of the7li®@rease. The remaining portion of
the growth resulted from increased shipments ttoousrs from existing facilities due to strongerthand product demand and the availab
of greater advanced manufacturing capability, ofiftbg) the implementation of the Company's capasxyansion progran



Net sales in fiscal 1996 represented an increa8&.8f6 over fiscal 1995 net sales of $125.3 millibhe majority of the growth was fro
increased shipments to customers from existinditiasidue to greater manufacturing capacity résgfrom the Company's capital expans
program, and from increased average selling pdoesto a larger proportion of higher technologytphtask shipments in fiscal 1996.
Approximately 20% of the increase was attributabléhe European acquisitions. The increase in sedssalso 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 s
from the Company's wholly owned subsidiary, Betas&@qd, Inc. ("Beta Squared").

Cost of Sales:

Cost of sales for the year ended November 2, lif@eased 23.6% to $121.5 million, compared witB.$9million in the prior fiscal year.
Gross margins decreased slightly to 38.5% of $al&897, compared with 38.6% in 1996. Favorablegimarresulting from a higher capacity
utilization and a more favorable mix of highemd products were offset by the cost of the Comigaypanded manufacturing base, which
still in the process of ramping-up to higher lev@isitilization earlier in the year, and the inéarsof international operations which generated
margins below those generally experienced in thmgamy's domestic operations. In addition, margiaeawower at the Company's Beta
Squared subsidiary. To allow for increased manufatg capability, the Company has continued toéask its staffing levels and added to its
manufacturing systems, resulting in higher labat equipmentelated costs, including depreciation expense.ddmpany anticipates that
fixed operating costs will increase in connectidthiits continuing capacity expansion which it ex{seto offset with increases in net sales.

Cost of sales for fiscal 1996 increased 28.1% €iseal 1995 cost of sales of $76.7 million. Theseréases resulted principally from incre¢
in sales volume, including those resulting from @@mpany's acquisitions. To meet the increasedystamh demands, the Company incre:
its staffing levels and manufacturing capacityuhésg in, among other things, increased labor s,adtpreciation expense and equipment
maintenance costs. Gross margins as a percentagt sdles decreased slightly to 38.6% in fisc@bl@ompared with 38.8% in fiscal 1995.
Improvements from higher capacity utilization o t@ompany's installed equipment base and a mooeahle mix of advanced photomasks
were offset by the absorption of increased cossltiag from manufacturing capacity expansion avddr margins generally at recently
acquired operations, at Beta Squared, and on safggacted to foreign manufacturing partners.

Selling, General and Administrative Expenses:

Selling, general and administrative expenses ise@d8.3% to $24.9 million for the year ended Noven®, 1997, compared with $21.1
million in the prior fiscal year. However, as a gantage of net sales, selling, general and admatiist expenses decreased to 12.6% in 1997,
compared with 13.2% in 1996. The increases in aestsdted from the addition of the new internatior@erations, as well as increased
staffing and other costs associated with the Colpalomestic expansio



Selling, general and administrative expenses gafi$996 increased 23.1% over fiscal 1995 expeois$7.1 million. Nearly half of all the
increase was due to the addition of the Company&ign operations. The remaining increase primasibttributable to the inclusion of a full
year's expenses for the Company's Colorado andySatenfacilities which were acquired during fisd&95 and increased staffing levels
accommodate the Company's significant growth, alfyrtoffset by lower incentive compensation expersea percentage of net sales,
selling, general and administrative expenses dsettt 13.2% for fiscal 1996 compared to 13.7% érior fiscal year, largely due to the
lower level of employee incentive compensation esps in fiscal 1996.

Research and Development:

Research and development expenses for the yead &lwlember 2, 1997, increased 25.4% to $10.6 milkmmpared with $8.5 million in

the prior fiscal year. This increase reflects ammid engineering on more complex photomasks, imgiushase shift, optical proximity
correction and deep ultra-violet technologies, ai as on next generation "post- optical" techn@egsuch as SCALPEL and x-ray. In
addition, 1997 R&D expense included Beta Squadslglopment of PLASMAX, a proprietary "in- situ"ydcleaning process that removes
contamination from a silicon wafer during plasmehetg. As a percentage of net sales, researcharelapment expenses increased to 5.4%
for the year ended November 2, 1997, compared 5va#o in the prior fiscal year.

Research and development expenses in fiscal 188&ased 7.1% over fiscal 1995 expenses of $7.%milln connection with the
Microphase acquisition in fiscal 1995, the Compeegorded a one-time charge of $1.5 million, repréag amounts assigned to certain
Microphase research and development projects, ipslhg for the manufacture of large area masks ciwhiere expensed upon acquisition.
Excluding this non-recurring charge, research amabpment expenses for fiscal 1996 increased appately 32% compared to fiscal
1995. This increase reflected the expansion oCii@pany's research and development organizatiothensulting increase in its
development efforts that have focused on new high-sore complex photomasks utilizing phase sbtical proximity correction and deep
ultra-violet technologies, and on large area phatsia. As a percentage of net sales, excluding thephase charge, research and
development expenses increased to 5.3% in fis@8 f®m 5.1% in fiscal 1995.

Other Income and Expense:

Other income and expense decreased $0.6 milliisdal 1997, principally as a result of interespesse on borrowings, including interest on
the newly issued convertible notes. However, 19@Wuded a $1.6 million gain from the sale of inmesnt securities, offset by an increase in
net interest expense resulting from borrowingslaner levels of funds available for investment isairin the year.

Other income for fiscal 1996 consisted principafynterest income which remained fairly constar8h6 million compared with 1995.
Other income, net, decreased to $0.2 million fecdl 1996 compared to $4.8 million for the priecél year principally due to the $5.1
million net gain from the sales of investment s&ms during fiscal 1995.

Minority interest expense and foreign currency seation gains or losses were not significant ioafid997 or 199¢



Income Taxes:

The Company provided federal, state and foreigonmetaxes at an estimated combined effective arianahte of 38.1% in 1997 as
compared to 38.0% in 1996 and 37.6% in 1995. Theease in the Company's estimated tax rate priynarthe result of a decrease in tax-
exempt investment income.

Net Income:

Net income for the year ended November 2, 1997cased 22.1% to $25.6 million, or $1.03 per shawmpared with $21.0 million, or $0.¢
per share, in the prior fiscal year. Net incomé&997 included $1.0 million, or $0.04 per sharenfrihe gain on the sale of investment
securities. The weighted average number of comrhares outstanding increased to 24.9 million forytsar ended November 2, 1997, from
24.2 million in the prior fiscal year, principalas a result of the issuance of shares in connegfitbnremployee stock option exercises.

Net income for fiscal 1996 increased 12.7% overalid 995 net income of $18.6 million, or $0.83 pleare. Excluding the n-recurring
research and development charge and the net gaintfre sale of investment securities in fiscal 18@kch increased net income by
approximately $2 million, or $0.08 per share, mebme for fiscal 1996 increased approximately 26%nings per share were based on 24.2
million weighted average shares outstanding irafi¢®96, compared with 22.4 million shares in 198 increase in weighted average
shares outstanding in fiscal 1996 and 1995 pritigipae the result of a public offering of 3.0 nokh shares in April and May 1995 and the
issuance of approximately 200,000 shares in coioreatith the Microphase acquisition in June 1995.

All share and earnings per share amounts havedifested for a two-for-one stock split effectedNiovember 1997 (see Note 14 of Notes to
the Consolidated Financial Statements).

LIQUIDITY AND CAPITAL RESOURCES

The Company's cash, cash equivalents and shortiteestments increased $59.4 million during fisk@97, largely as a result of $100

million of proceeds from the sale of a new issuemfvertible subordinated notes. In addition, ofsegaactivities provided cash of $46.5
million. Offsetting these increases were $97.4iomillof capital expenditures for building constroctiand equipment purchases in connection
with the Company's expansion of manufacturing ciapaogether with the acquisition of MZD in Dresgésermany. Other increases in cash
during 1997, included proceeds from the sale oéstments of $1.9 million, and $6.1 million fromesabf stock under the employee stock
option and purchase plans.

Accounts receivable increased 40% to $34.6 miibNovember 2, 1997 from $24.8 million at Octob&y B996, primarily as a result of
higher order activity over the course of the fougttarter of 1997, and sales by the new foreignaijmars. Inventories increased $3.3 million,
or 41.4% from October 31, 1996 to $11.3 millioMNalvember 2, 1997, as a result of higher volumesraort locations, as well as the
purchase in 1997 of several machines for refurb&itrand resale by Beta Squared. Other currentsasseeased to $7.0 million at Novem
2, 1997, from $6.2 million at October 31, 1996nmarily due to an increase in prepaid expen



Property, plant and equipment increased to $208I®mat November 2, 1997, from $123.7 million@ttober 31, 1996. Deposits on and
purchases of equipment and construction in progresegew facilities aggregated $96.3 million durthg year ended November 2, 1997.
These increases were offset by depreciation expgeteéng $19.8 million in fiscal 1997. The decsean intangible assets from $9.3 million
at October 31, 1996 to $8.2 million at Novembet 297, was due primarily to amortization expenséndputhe year.

Investments and other assets increased from $liBidmat October 31, 1996 to $14.2 million at Nowvieer 2, 1997 due to the deferral of
certain costs and fees incurred in connection thighissuance of convertible notes, offset by the shcertain investment securities.

In addition to new foreign operations and a higbeel of costs generally due to the Company's dgnpatcounts payable and other accrued
liabilities increased $8.0 million from October 3B96 to $46.4 million at November 2, 1997, duéh®substantial completion of
construction in Austin, Texas and in ManchesteK.Jand the acceptance of a significant amountesf napital equipment at the end of the
year. Accrued salaries and wages increased tordiflidn at November 2, 1997 from $5.6 million att@ber 31, 1996, largely as a resuli
fiscal 1997 accruals, including incentive compeiosaand timing of other expenses.

During 1997, the Company sold $103.5 million of eertible subordinated notes, due in 2004, in aipudffering. The notes bear interest at
6% per annum and are convertible into 3.7 millibares of the Company's common stock. The Compamjved the proceeds, net of
underwriting discounts and costs, of $100 millionMay 29, 1997, and repaid $15 million outstandinger its revolving credit facility.
Other changes in long-term debt were due to thelfatjpn of interest on the obligation incurred anoection with an acquisition in fiscal
1995.

Deferred income taxes and other liabilities incegasom $9.5 million at October 31, 1996, to $1Sillion at November 2, 1997, largely due
to increases in deferred income taxes resulting fitee increase in accelerated depreciation foptaposes and amounts due in the future in
connection with the acquisition of MZD.

The Company's commitments represengoimg investments in additional manufacturing cétgaas well as advanced equipment for rese
and development of the next generation of highghmelogy and more complex photomasks. At Novemb&€97, the Company had
commitments outstanding for capital expenditureapgroximately $53 million. Additional commitmergee expected to be incurred during
1998.

The Company has amended its revolving credit fgdidi permit borrowings of up to $30.0 million atyatime through October 31, 1998. All
amounts outstanding at October 31, 1998 will beahgpayable on such date. The Company believesshairrently available resources,
together with its capacity for substantial growtfu és accessibility to other debt and equity ficiag sources, are sufficient to satisfy its cash
requirements for the foreseeable futt



EFFECT OF NEW ACCOUNTING STANDARDS

In February 1997, the Financial Accounting Stand@dard (FASB) issued Statement of Financial ActiognStandards No. 128 ("SFAS
128"), "Earnings per Share", which establishes s&andards for the computation and disclosure afiegs per share ("EPS"). The new
statement requires dual presentation of "basic" &R'diluted" EPS. Basic EPS is based on the weijaverage number of common shares
outstanding for the period, excluding any diluts@mmon share equivalents. Diluted EPS reflectptiential dilution that could occur if
securities or other contracts to issue common staak exercised or converted. The Company canroite®FAS 128 until the first quarter
fiscal 1998. The effect of SFAS 128, had it beeopaeld beginning in fiscal 1995, would have beepr&sent basic EPS that would have been
greater than EPS actually reported by $0.04 fo51B9 $0.02 for 1996 and $0.04 for 1997. The prigiam of diluted EPS would have been
the same as EPS actually reported for the resgegériods.

In June 1997, the FASB issued SFAS No. 130, "Remgp@omprehensive Income”, and SFAS No. 131, "Dsates About Segments of an
Enterprise and Related Information.” Both of thesgements establish new standards for finan@#distent reporting and disclosure of
certain information effective for the Company iscal 1999. Neither of the new statements is exgdotbave a material impact on the
Company's current financial reporting.

YEAR 2000 COSTS

The Company is currently implementing new worldwidenputerized manufacturing and information systernieh will be completed in
1998. Such systems have the ability to processa@ions with dates for the year 2000 and beyoma atcremental cost and, accordingly,
"Year 2000" issues are not expected to have angrmbimpact on the Company's future financial dood or results of operations.

"SAFE HARBOR" STATEMENT UNDER THE PRIVATE SECURITIE S LITIGATION REFORM ACT
OF 1995:

Except for historical information, the matters dissed above may be considered forward-lookingratates and may be subject to certain
risks and uncertainties that could cause the ao#salts to differ materially from those projectéusluding uncertainties in the market,
pricing, competition, procurement and manufactugffegciencies, and other risk
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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 its subsidiasesf November 2, 1997 and October
31, 1996, and the related consolidated statemémt@rnings, shareholders' equity and cash flowedah of the three years in the period
ended November 2, 1997. These consolidated finbsteitements are the responsibility of the Commamanagement. Our responsibility it
express an opinion on these consolidated finasta¢ments based on our audits.

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 digelesn 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 November 2, 199r@ctober 31, 1996, and the results of their opmratand their cash flows for each of the
three years in the period ended November 2, 19@dnformity with generally accepted accounting pipies.

DELOITTE & TOUCHE LLP

Hartford, Connecticut
December 8, 199



PHOTRONICS, INC. AND SUBSIDIARIE S
Consolidated Balance Sheet
November 2, 1997 and October 31, 1 996

(dollars in thousands)

Assets 199 7 1996
Current assets:
Cash and cash equivalents $ 57, 845 $ 18,766
Short-term investments 28, 189 7,918

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

1997 and 1996) 34, 563 24,750
Inventories 11, 302 7,992
Other current assets 7, 038 6,154
Total current assets 138, 937 65,580

Property, plant and equipment 203, 813 123,666

Intangible assets (less accumulated
amortization of $4,048 in 1997

and $3,256 in 1996) 8, 218 9,305
Investments 10, 421 13,239
Other assets 3, 823 113

$365, 212 $211,903

See accompanying notes to consolidated financitéstents



PHOTRONICS, INC. AND SUBSIDIARI ES

Consolidated Balance Sheet

November 2, 1997 and October 31, 1996
(dollars in thousands, except per shar e amounts)
Liabilities and Shareholders' Equity 199 7 1996
Current liabilities:
Current portion of long-term debt $ 272 $ 38
Accounts payable 34, 173 34,168
Income taxes payable 3, 454 -
Accrued salaries and wages 7, 423 5,561
Other accrued liabilities 12, 217 4,200
Total current liabilities 57, 539 43,967
Long-term debt 106, 194 1,987
Deferred income taxes 10, 508 7,481
Other liabilities 4, 996 2,051
Total liabilities 179, 237 55,486

Commitments and contingencies

Shareholders' equity:
Preferred stock, $.01 par value,
2,000,000 shares authorized,
none issued and outstanding - -

Common stock, $.01 par value,

75,000,000 shares authorized in 1997,
20,000,000 shares authorized in 1996,
24,300,970 shares issued in 1997 and

11,973,290 shares issued in 1996 243 120
Additional paid-in capital 85, 129 77,833
Retained earnings 99, 609 73,973
Unrealized gains on investments 3, 251 4,678
Treasury stock, 136,500 shares at cost - (245)
Foreign currency translation adjustment (2, 008) 58

Deferred compensation on

restricted stock ( 249) -
Total shareholders' equity 185, 975 156,417
$365, 212 $211,903

See accompanying notes to consolidated finanasdsients



Consolidated Statement of Earning s

Years Ended November 2, 1997 and October 31, 1996 and 1995
(in thousands, except per share amou nts)
1997 19 96 1995
Net sales $197,451 $160 ,071 $125,299

Costs and expenses:

Cost of sales 121,502 98 ,267 76,683

Selling, general

and administrative 24,940 21 ,079 17,127

Research and development 10,605 8 ,460 7,899
Operating incom; ------ 40,—4;—0-4 32 265 -23-590

Other income and expense:

Interest income 2,424 1 ,601 1,627
Interest expense (2,226) (160) (141)

Other income, net 834 197 4,766
Income before income taxes 41,436 33 ,903 29,842
Provision for income taxes 15,800 12 ,900 11,210
Netincome $ 25,63—5- $21 003 ——;-1-5,632

Net income per common share  $1.03 $ 0.87 $0.83

Weighted average number of
common shares outstanding 24,916 24 ,202 22,414

See accompanying notes to consolidated finanasdsients



Consolidated Statement of Shareholde

Years Ended November 2, 1997 and October 3

(in thousands)

Addi-
Common Stock tional
-------------- Paid-In
Shares Amount Capital

Balance at
November 1, 1994 6,660

Net income - -

Sale of common stock
in connection with

$67 $41,338

public offering 1,500 15 29,336

Issuance of common
stock related to
acquisition 98 1

Sale of common stock
through warrants and
employee stock option

and purchase plans 170

Amortization of
restricted stock to
compensation expense -

Change in unrealized
gains on investments -

Three-for-two stock split 3,330

Balance at
October 31, 1995 11,758

Net income - -

Sale of common stock
through employee

stock option and

purchase plans 215

Foreign currency
translation adjustment -

Amortization of
restricted stock to
compensation expense -

Change in unrealized
gains on investments -

Balance at
October 31, 1996 11,973

Net income - -

Issuance of common
stock related to
acquisition 50 -

Sale of common stock
through employee

stock option and

purchase plans 258

Foreign Currency
translation adjustment -

Restricted stock
awards, net 6 -

Retirement of

2,399

2 2,043

33 (33

118 75,083

2 2,750

120 77,833

1,337

3 6,060

264

treasury stock (136) (1) (244

Change in unrealized
gains on investments -

Two-for-one stock split 12,150

Balance at
November 2, 1997 24,301

121 (121

$243 $85,129

rs' Equity
1, 1996 and 1995

Unreal-
ized
Gains
on
Retained Invest-
Earnings ments

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

- 863 -

) - - -
52,970 6,471
21,003 -

- (1,793)
73,973 4,678
25,636 -

) - - 245

- (@,427)

) - - -

$99,609 $3,251

Foreign
Currency Defe
Trans- Comp
lation tio
Treasury Adjust- Rest
Stock ment St

(245) -

58

(245) 58

(2,066)

$ - ($2,008) (%

rred

ensa-

non

ricted

ock

352

352

249)

Total
Shareholders'
Equity

$ 80,402

18,632

29,351

2,400

2,045

352

863

134,045

21,003

2,752

58

156,417

25,636

1,337

6,063

(2,066)

15



See accompanying notes to consolidated finanassients



Consolidated Statement of Cash Fl ows
Years Ended November 2, 1997 and October 31, 1996 and 1995

(in thousands)

Cash flows from operating activities:
Net income $25,636 $21,003 $18,63
Adjustments to reconcile net income to net
cash provided by operating activities:
Depreciation and amortization of

property, plant and equipment 19,817 12,120 8,74
Amortization of intangible assets 1,082 1,100 1,03
Gain on sale of investments (1,562) - (5,11
Deferred income taxes 989 1,000 (84
Research and development expense

from acquisition - - 1,48
Other 338 626 37

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

9)

PN NON
~

Accounts receivable (9,405) (6,893) (7,63
Inventories (3,157) (1,228) (2,92
Other current assets (870) (3,260) 19
Accounts payable and accrued liabilities 13,677 14,159 19,58
Net cash provided by operating activities 46,545 38,627 33,55
Cash flows from investing activities:
Acquisitions of and investments in
photomask operations (1,065) (12,397) (10,53
Deposits on and purchases of property,
plant and equipment (96,319) (55,762) (35,54
Net change in short-term investments (20,271) 8,303 (13,68
Proceeds from sale of investments 1,939 - 5,75
Other 2,151 1,635 9
Net cash used in investing activities (113,565) (58,221) (53,92
Cash flows from financing activities:
Issuance of subordinated convertible notes,
net of deferred issuance costs 99,697 -

Repayment of long-term debt (151) (36) (46
Proceeds from issuance of common stock 6,063 2,752 31,39
Net cash provided by financing activities 105,609 2,716 30,92

Effect of exchange rate changes on cash flows 490 -

Net increase (decrease) in cash and cash equivalent S 39,079 (16,878) 10,55
Cash and cash equivalents at beginning of year 18,766 35,644 25,09
Cash and cash equivalents at end of year $57,845 $18,766 $35,64

See accompanying notes to consolidated finanasdsients
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PHOTRONICS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
Years ended November 2, 1997 and October 31, 1996dal995
(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 statemsar periods prior to November 2, 1¢
have been reclassified to conform to the curreasgmtation. The Company adopted a fifty-two (52¢kviéscal year beginning in the first
quarter of fiscal 1997. No material impact resuliean this change.

Foreign Currency Translation

The Company's subsidiaries in Europe and Singapaistain their accounts in their respective locatencies. Assets and liabilities of such
subsidiaries are translated to U.S. dollars at-gedrexchange rates. Income and expenses areatexhal 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 foreigrenay 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 shotinibaof the instruments.

Investments

The Company's debt and equity investments avaifablsale are carried at fair value. Shtemm investments include a diversified portfolic
high quality marketable securities which will bguidated as needed to meet the Company's currsintrequirements. All other investments
are classified as non-current assets. Unrealized gad losses, net of tax, are reported as aaepawmponent of shareholders' equity. Gains
and losses are included in income when realizedyiéned based on the disposition of specificalgnitified investments.

Inventories
Inventories, principally raw materials, are sta¢the lower of cost, determined under the firstfinst-out (FIFO) method, or market.

Property, Plant and Equipment

Property, plant and equipment are recorded atlesstaccumulated depreciation. The capitalizedafos¢wly constructed facilities includes
an interest component where appropriate. Repaitsraintenance as well as renewals and replacerokatsoutine nature are charged to
operations as incurred, while those which improvextend the lives of existing assets are capédlitJpon sale or other disposition, the cost
of the asset and accumulated depreciation areretend from the accounts, and any resulting galoss is reflected in incom



For financial reporting purposes, depreciation ambrtization are computed on the straight-line metbver the estimated useful lives of the
related assets. Buildings and improvements areedegied over 15 to 40 years, machinery and equipmear 3 to 10 years and furniture,
fixtures and office equipment over 3 to 5 yearsadahold improvements are amortized over the lifth@fiease or the estimated useful life of
the improvement, whichever is less. For incomeptanposes, depreciation is computed using variooslaated methods and, in some cases,
different useful lives than those used for finahmgorting.

Intangible And Other Assets

Intangible assets include goodwill and other castsing from business acquisitions. Other assetsde deferred costs incurred in connection
with the issuance of Convertible Notes. Goodwiliieh represents the excess of cost over fair valaessets acquired, is being amortized on
a straight-line basis over fifteen to twenty ye&ssts allocated to sales, non-compete and tecgmalgreements arising from business
acquisitions and other intangible assets are kegimgrtized on a straight-line basis over the respeeigreement periods ranging from three to
ten years. Deferred issuance costs are amortizadstright-line basis over the term of the notée future economic benefit of the carrying
value of intangible assets is reviewed periodicatig any dimunition in useful life or impairmentialue based on future anticipated cash
flows would be recorded in the period so determined

Income Taxes

The provision for income taxes is computed on thgidof consolidated financial statement incomdeided income taxes reflect the tax
effects of differences between the carrying amoahessets and liabilities for financial reportiaigd the amounts used for income tax
purposes.

Net Income Per Common She

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

Stock Options

The Company records stock option awards in acceelaiith the provisions of Accounting Principles Bib®pinion 25, "Accounting for
Stock Issued to Employees". The Company estimheefatr value of stock option awards in accordanmith Statement of Financial
Accounting Standards No. 123 ("SFAS 123"), "Accaumfor Stock-Based Compensation,” and disclosesekulting estimated
compensation effect on net income on a pro fornsast



NOTE 2 - INVESTMENTS

Short-term investments consist of:

November 2, October 31,
1997 1996
Government agency securities $ 4,205 $7,918
Corporate bonds 18,178 -
Certificates of deposit 5,806 -
$28,189 $7,918

The estimated fair value of short-term investmelmésed upon current yields of like securities, apipnates cost, resulting in no significant
unrealized gains or losses. Short-term investremi®vember 2, 1997, mature by their terms, asvi!

Due within one year $18 ,049
Due after one year, but within three years 7 ,988
Due after three years 2 ,152

$28 ,189

Other investments consist of available-for-saletggecurities of publicly traded technology comiggrand a minority interest in a
photomask manufacturer in Korea. The fair valueavaiilable-for-sale investments are based uporequwoiarket prices. The Company is a
supplier to one of the investee companies. In bseace of quoted market prices, the estimated/dditle is based upon the financial condition
and the operating results and projections of thestee and is considered to approximate cost. inedagains on investments were

determined as follows:

November 2, Octo ber 31,
1997 1 996
Fair value $10,421 $1 3,239
Cost 4,767 5,104
5,654 8,135

Less deferred income taxes 2,403 3,457



NOTE 3 - PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consists of the falg:

November 2, October 31,
1997 1996
Land $ 2,735 $ 2,735
Buildings and improvements 39,115 21,798
Machinery and equipment 220,199 140,297
Leasehold improvements 9,910 9,703
Furniture, fixtures and office equipment 3,754 1,873
275,713 176,406
Less accumulated depreciation and
amortization 71,900 52,740
Property, plant and equipment $203,813 $123,666
NOTE 4 - LONG-TERM DEBT
Long-term debt consists of the following:
November 2 , October 31,
1997 1996

6% Convertible Subordinated Notes
due June 1, 2004 $103,500 $ -

Acquisition indebtedness payable
December 1, 1998, net of interest of
$122 at October 31, 1997 and $234 at
October 31, 1996, imputed at 7.45% 1,678 1,566

Installment note payable by foreign
subsidiary with interest at 4.75%
through June, 2001 867 -

Industrial development mortgage note,
secured by building, with interest at

6.58%, payable through November 2005 421 459
106,466 2,025

Less current portion 272 38
Long-term debt $106,194 $1,987

Long-term debt matures as follows: 1999 - $1,988®@- $278; 2001 - $223; 2002 - $53; years aft€®220$103,687. The fair value of long-
term debt not yet substantively extinguished isregted based on the current rates offered to threpg@ay and is not significantly different
from carrying value, except that the fair valudlef convertible subordinated notes, based upomtist recently reported trade as of
November 2, 1997, amounted to $116.0 milli



On May 29, 1997, the Company sold $103.5 milliocafivertible subordinated notes, due in 2004,pnulaic offering. The notes bear inter
at 6% per annum and are convertible at any timéaéyolders into 3.7 million shares of the Compsuegmmon stock, at a conversion price
of $27.97 per share. The notes are redeemable &dmpany's option, in whole or in part, at anyetifter June 1, 2000 at certain premiums
decreasing through the maturity date. Interesaj@aple semi- annually commencing December 1, 1997.

In March 1995, the Company entered into an unsdaeolving credit facility which was amended i9¥%o provide for borrowings of up
$30 million at any time through October 31, 199Be TCompany is charged a commitment fee on the geenaused amount of the available
credit and is subject to compliance with and maiatee of certain financial covenants and ratiosirigul997, the Company borrowed $15
million under this agreement, but at November 37180 amounts were outstanding.

Cash paid for interest was $164, $48 and $38 i7, 19996 and 1995, respectively.
NOTE 5 - SHAREHOLDERS' EQUITY

In September 1997, the Company's Board of Direcuotkorized a two-forene stock split effected in the form of a stockdind, which wa:
paid to shareholders of record on November 17, 1898& Note 14). In January 1995, the Company effeatthree-for-two stock split

resulting in the issuance of 3.3 million additioshbres of common stock. All applicable share ardspare amounts reflected in the financial
statements have been restated to reflect both sqiitk.

In connection with a public offering, in April aiday 1995, the Company issued 3 million new shafe®mmon stock at a price of $10.50

per share ($9.92 per share after underwriting dists), 80,000 shares of common stock due to theiseeof stock options at prices ranging
from $0.92 to $1.59 per share and 15,000 additishates of common stock resulting from the exemisewarrant at $2.62 per share. The

proceeds, net of costs of the issue, amountedad$8illion.

In June 1997, the Company issued 99,000 sharesnwhon stock in connection with the acquisition a2 In June 1995, the Company
issued 197,118 shares of common stock in connegtithnthe acquisition of Microphase Laboratoriex;.ISee Note 6.

NOTE 6 - ACQUISITIONS

European Photomask Operations

On June 26, 1997, the Company acquired all of thistanding shares of MZD Maskenzentrum fur Mikralstrierung Dresden GmbH

(MzD), an independent photomask manufacturer latatdresden, Germany, for $3.1 million in cash anchmon shares of the Company.
The acquisition was accounted for as a purchasgaaadrdingly, the acquisition price was allocatedssets and liabilities based on relative
fair value. The results of MZD were not materiatlie Company for the periods presen



In January 1996, the Company acquired the photormastufacturing operations and assets of Plesseyc8eductors Limited ("Plessey")
located in Oldham, United Kingdom, for $4.9 millieancash. In connection with the transaction, tleenPany 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 a majority-owrsibsidiary, acquired the photomask manufactuwpeyations and assets of the
Litomask Division ("Litomask") of Centre Suisse E&ronique et de Microtechnique S.A. ("CSEM") ltamain Neuchatel, Switzerland for
$3.4 million in cash. CSEM retained the remaininigiest in this subsidiary for up to two years hich time it will be acquired by the
Company for an additional consideration of $3.3iomil In connection with the transaction, the Compkeased the facilities and retained
certain services from CSEM previously utilized byomask. The acquisition was accounted for as alase and, accordingly, the acquisi
price was allocated to property and equipment baselative fair value.

The consolidated statement of earnings includesahdts of European photomask operations beginmintpe effective date of the respective
acquisition. Such results were not material toGbenpany.

Hoya Micro Mask, Inc.

In December 1994, the Company acquired certairtsabedd 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 manufacturinygtems owned by Micro Mask were leased
by the Company from Micro Mask. The acquisition iaanced through the payment of approximately $Xfillion in cash and the
obligation to pay $1.8 million, without interestuir years after the closing. The operating leaghe§ignificant manufacturing systems has a
term ranging from 44 to 62 months and includegitjiet to purchase the systems at fair market vatube end of the lease. The acquisition
was accounted for as a purchase and, accordimg\adquisition price was allocated to propertynpénd equipment as well as certain
intangible assets based on relative fair value.&toess 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 fromddelger 1, 1994, the effective date of
acquisition.

Microphase Laboratories, Inc.

In June 1995, the Company acquired the manufagtagierations and assets, exclusive of cash andiatscreceivable, of Microphase
Laboratories, Inc. ("Microphase"), an independdrdtpmask manufacturer located in Colorado Spri@géprado, in exchange for 197,118
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 researuth development projects and, accordingly, wasgeltbto research and development
expenses. The consolidated statement of earniofsles the results of the Microphase operationgbéty June 20, 1995, the effective date
of the acquisition. Such results were not matéoidhe Company



NOTE 7 - INCOME TAXES

The provision for income taxes consists of theofelhg:

1997 1996
Current: Federal $11,993 $ 9,905
State 2,617 1,908
Foreign 201 87

State (6) 82

$15,800 $12,900

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:

1997 1996

U.S. Federal income tax at

statutory rate $14,503 $11,866
State income taxes, net of

Federal benefit 1,697 1,294
Tax benefits of tax

exempt income (35) (302
Foreign tax rate differential (681) (291
Other, net 316 333

$15,800 $12,900

The Company's net deferred tax liability considtthe following:

November 2,
1997
Deferred income tax liabilities:
Property, plant and equipment $7,915
Investments 2,403
Other 190

Total deferred tax liability 10,508

Deferred income tax assets:
Reserves not currently deductible 2,667

Other 2,097
Total deferred tax asset 4,764
Net deferred tax liability $5,744

October 31,
1996

Cash paid for income taxes was $7.2 million, $18illion and $11.6 million in 1997, 1996 and 199%spectively



NOTE 8 - EMPLOYEE STOCK PURCHASE AND OPTION PLANS

In March 1996, the shareholders approved the anlopfi the 1996 Stock Option Plan which includesvmions allowing for the award of
qualified and non-qualified stock options and thenging of restricted stock awards. A total of tiflion shares of common stock may be
issued pursuant to options or restricted stock dsvgranted under the Plan. Restricted stock awhrd®t require 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 3.6 million shares of the @amy's common stock may be granted to employeesdiegxtors. All plans provide that the
exercise price may not be less than the fair mar&dete 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, 1994 1,845,524 $0.92-7.42
Granted 483,280 9.34-13.69
Exercised (290,546) 0.92-6.71
Cancelled (78,378) 3.09-12.00
Balance at October 31, 1995 1,959,880 0.92-13.69
Granted 964,100 10.75-12.50
Exercised (368,862) 0.92-13.69
Cancelled (171,592) 3.09-13.69
Balance at October 31, 1996 2,383,526 1.59-13.69
Granted 275,300 14.88-21.97
Exercised (454,042) 1.59-13.69
Cancelled (65,006) 3.75-16.38
Balance at November 2, 1997 2,139,778 $1.75-21.97

The following table summarizes information concegncurrently outstanding and exercisable options:

Range of Exe rcise Prices
$1.75-$5.00 $5.00-$ 10.00 $10.00-$21.97
Outstanding:
Number of options 517,528 297, 106 1,325,144
Weighted average
remaining years 4.7 6. 8 8.7

Weighted average
exercise price $3.19 $7. 41 $13.46



Range of Exe rcise Prices

$1.75-$5.00 $5.00-$ 10.00 $10.00-$21.97
Exercisable:
Number of options 517,528 154, 401 262,969
Weighted average
exercise price $3.19 $6. 99 $12.59

At November 2, 1997, 331,021 shares were avaiffablgrant and 934,898 shares were exercisablevaighted average exercise price of
$6.46.

The Company has not recognized compensation exjpeesanection with stock option grants under tteng. However, had compensation
expense been determined based on the fair valile @lptions on the grant dates, the Company'sgomod net income and earnings per share
for 1997 would have been reduced by approximatel$ #illion, or $0.06 per share, and for 1996 wdutde been reduced by approximately
$0.3 million, or $0.01 per share. The weighted agerfair value of options granted was $7.39 peresimal997 and $5.05 per share in 1996.
Fair value is estimated based on the Black-Schapéen-pricing model with the following weightederage assumptions: dividend yield of
0%; expected volatility of 50.8% in 1997 and 51.874996; risk-free interest rates of 6.4% in 198d 4996.

In 1997, restricted stock awards representingad t6t12,000 shares were awarded to certain outiidetors. The market value of these
awards amounted to $0.3 million at the date of gaad was charged to "Deferred Compensation orrigeest Stock", a component of
shareholders' equity. Such amount is being amarizecompensation expense over a three-year ity which the shares under these
awards are subject to forfeiture. In 1994, resdattock awards representing a total of 157,50@shaere awarded to certain key employees.
The market value of the grant amounted to $1.lionilat the date of grant and was charged to "Defe@ompensation on Restricted Stock."
Such amount was amortized as compensation expegaséhe three-year period during which the sharekeuthese awards were subject to
forfeiture.

In 1992, the shareholders approved the Compangistiaci of an Employee Stock Purchase Plan (PurdRkes®, under which 600,000 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 purghaseequal to 85% of the lower of the fair markatue on the commencement date of
the offering and the last day of the payroll paytyperiod. At November 2, 1997, 247,950 shares temh lissued and 74,298 shares were
subject to outstanding subscriptions under the liige Plan.

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 coagribute 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 contributioasounted to $0.5 million in 1997,
1996 and 199t



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 employgeand their qualifying dependents. The
Company's contribution amounted to $3.0 milliori @97, $1.8 million in 1996 and $1.4 million in 1995

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

NOTE 10 - LEASES

The Company leases various real estate and equipmeéar non-cancelable operating leases. Rentansepunder such leases amounted to
$4.5 million in 1997, $5.6 million in 1996 and $4r8llion in 1995. Included in such amounts werel$@illion in each year to affiliated
entities, which are owned, in part, by a significaimareholder of the Company.

Future minimum lease payments under non-cancetgdgieating leases with initial or remaining term&xtess of one year amounted to $8.9
million at November 2, 1997, as follows:

1998.....$4,042 2001........... $482
1999..... 2,598 2002........... 202
2000..... 1,358 Thereafter..... 216

Included in such future lease payments are amaarafiliated entities of $0.1 million in each ygaom 1998 to 2002, and $0.2 million in
years thereafte

NOTE 11 - COMMITMENTS AND CONTINGENCIES

The Company and a significant shareholder havélyoguaranteed a loan totaling approximately $0illion as of November 2, 1997, on
certain real estate which is being leased by thegamy. The Company is subject to certain finarmd@kenants in connection with the
guarantee.

As of November 2, 1997, the Company had capitaéedfiure purchase commitments outstanding of apmtely $53 million.

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

Financial instruments that potentially subject @w@npany to credit risk consist principally of trageeivables and temporary cash
investments. The Company sells its products primemimanufacturers in the semiconductor and coempadustries in North America,
Europe and Asia. The Company believes that theesaration of credit risk in its trade receivablesubstantially mitigated by the Compal
ongoing credit evaluation process and relativelyrsbollection terms. The Company does not generaljuire collateral from customers. 1
Company establishes an allowance for doubtful atisobased upon factors surrounding the creditaisipecific customers, historical trends
and other information. Historically, the Company mat incurred any significacredit related losse



NOTE 12 - QUARTERLY RESULTS OF OPERATIONS (UNAUDITE D)

The following table sets forth certain unauditeduderly financial data:

First Second Third Fourth Year
1997:
Net sales $40,029 $49,034 $53,081 $55,307 $197,451
Gross profit 14,682 18,751 20,661 21,855 75,949
Net income $5325 $6,184 $6,839 $ 7,288 $ 25,636
Net income
per share $ 022 $025 $ 0.27 $ 029 $ 103
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 $5,267 $5,513 $5,572 $21,003
Net income
per share $ 019 $ 022 $0.23 $ 023 $ 0.87

NOTE 13 - SEGMENT INFORMATION

The Company operates in a single industry segneeatraanufacturer of photomasks, which are highigijecquartz 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 UnitaddGm, Switzerland, Germany and Singapore. Prid®&6, the Company had no
operations outside of the United States. The Coripd®97 and 1996 net sales, operating profit dadtifiable assets by geographic area

were as follows:

Net Operating Identifiable
Sales  Income (Loss) Assets
1997:
United States $174,043 $37,989 $288,970
Europe 12,938 180 46,586
Asia 10,470 2,235 29,656
$197,451 $40,404 $365,212
1996:
United States $153,227 $32,660 $181,255
Europe and Asia 6,844 (395) 30,648
$160,071 $32,265 $211,903

Approximately 7% of net domestic sales in 1997 weralelivery outside of the United States (1494996 and 11% in 1995).

The Company's largest single customer represepiam@amately 23% of total net sales in 1997, 2694996 and 32% in 199



NOTE 14 - SUBSEQUENT EVENTS

At a Special Meeting of Shareholders on Novembel 297, an amendment to the Company's Certifichliecorporation increasing the
authorized common stock of the Company from 20iomlshares to 75 million shares was approved. fesalt, a two-for-one stock split
effected in the form of a stock dividend, which Hen authorized by the Company's Board of Dirsabor September 15, 1997, was paid to
the shareholders of record on November 17, 199€ .stdck split resulted in the issuance of 12.2ioniladditional shares of common stock.
All applicable shares and per share amounts indlidéhe financial statements and notes therete haen adjusted to reflect the stock split.

On December 31, 1997, the Company acquired thenatphotomask manufacturing operations of Motqgrbia. ("Motorola") in Mesa,
Arizona for $29 million in cash. The assets acqliirelude modern manufacturing systems, capabsepgporting a wide range of photomask
technologies. Additionally, the Company entered mtmulti-year supply agreement whereby it will glygthe photomask requirements
previously provided by Motorola's internal operaioThe Company will continue to operate the fgcifi place until it can be relocated to an
independent facility in the Mesa ari



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 tdiled during the 24 months ended November 2, 1@906r the period from November 2,
1997 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@angommission pursuant to Regulation
14A within 120 days after the end of the fiscalryeavered by this Form 10-K. The information a&t@cutive Officers is included in Part I,
Item 1a of this report, "Executive Officers."

ITEM 11. EXECUTIVE COMPENSATION
The information required by Item 402 of Regulat¥K is incorporated by reference to the Definitm@xy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL
OWNERS 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 November 2, 199Databer 31, 1996
Consolidated Statement of Earnings for the yeadse@M™November 2, 1997 and October 31, 1996 and 1995
Consolidated Statement of Shareholders' Equityhieryears ended November 2, 1997 and October 36, 419d 1995
Consolidated Statement of Cash Flows for the yeaded November 2, 1997 and October 31, 1996 ansl 199
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 November 271
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(14) Filed as an exhibit to the Company's RegisimaStatement on Form S-8, File Number 333-0224%¢kwwas filed on April 4, 1996, and
incorporated herein by reference.

(15) Filed as an exhibit to the Company's QuartBeyport on Form 10-Q for the quarter ended May39,71 and incorporated herein by
reference.

(16) Filed as an exhibit to the Company's RegisimaStatement on Form S-3, File Number 333-26009ckwwas declared effective by the
Commission on May 22, 1997, and incorporated hdrgireference
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CERTIFICATE OF AMENDMENT
STOCK CORPORATION

Office of the Secretary of the State
30 Trinity Street/POB 150470/Hartford, CT 0610%70/new/197
Space for Office Use Only

1. NAME OF CORPORATION

PHOTRONICS, INC.

2. THE CERTIFICATE OF INCORPORATION IS (check A,d C)

_XXX_ A. Amended
B. Amended and Restated

C. Restated

3. TEXT OF EACH AMENDMENT/RESTATEMENT:

RESOLVED, that the Certificate of Incorporationdmaended by striking the first paragraph of Arti€hdrd in its entirety and substituting
therefor the following:

3) The aggregate number of shares which the Caiiporshall the authority to issue is 77,000,000rehz0f which 2,000,000 shares shall be
shares of Preffered Stock having a par value diXper share (hereinafter called "Preferred Stoakt) 75,000,000 shares shall be shares of
Common Stock having a par value of $0.01 per sti@einafter called "Common Stock").

The amendment shall be effective upon filing o§ tBertificate of Amendment with the Secretary Gft&t

(Please reference an 8 1/2 x 11 attachment if iadditspace is needed.)



4. VOTE INFORMATION (check A, B or C)

_XXX_ A. The resolution was approved by sharehaldes follows
(set forth all voting information required by Corteen. Stat. section 33-800 as amended in the spaviEed below)

There was only one class of shares outstandingeshto vote on the amendment. That class was Cantack, par value $0.01 per share
which 12,062,368 shares were outstanding on ttardetate for the vote. At the meeting to vote amdamendment, 10,156,367 shares of
Common Stock were indisputably present at the mgelihe vote on the amendment was 8,801,215 shafagor of the amendment and
such vote was sufficient for approval of the ameedm

The amendment was adopted by the shareholders weniMier 13, 1997 and by the Board of Directors gumeSaber 12, 1997.

B. The amendment was adopted by the board of directors
without shareholder action. No sharehold er vote was
required for adoption.

C. The amendment was adopted by the incorpor ators without
shareholder action. No shareholder vote was required for
adoption.

5. EXECUTION

Dated this 13th day of November, 1997

JEFFREY P. MOONAN SECRETARY SlJe ffrey P. Moonan

Print or type name Capacity
of signatory of signatory Signature




October 10, 1997

Mr. Michael J. Yomazzo
300 Ocean Trail Way
Jupiter, Florida 33477

Dear Mike:

It is with great pleasure that the Board of Direstextends the title and responsibility of ChiekEutive Officer to you, in addition to your
role as President. As CEO, you will have overapansibility for Photronics and its future directio

This letter is to confirm certain compensation e@&twith respect to your expanded role.
1) Base Salary Your base salary has been incréast895,000 per annum, effective on the date of yppointment.
2) Bonus Eligibility You will be eligible upon thdiscretion of the Compensation Committee for aruahbonus of up to $325,000.

3) Stock Options At the next meeting of the Compéina Committee, you will be recommended for a gmr80,000 stock options. These
options will have traditional vesting provisiona.dddition, the Board considers the trading priceus shares to be reflective of the quality of
your efforts and you will be recommended for anitilaal 50,000 stock options at the next meetinthef Compensation Committee, wh
options will vest in accordance with the followiaghedule if the share price remains above theviilig levels for a continuous period of
twenty (20) trading days:

Share Price Options Vesti ng
55.00 10,000
60.00 10,000
65.00 10,000
70.00 10,000
75.00 10,000

(All share amounts and share price targets withdje@sted for the 2-for-1 stock split which has bpewposed for shareholders of record on
November 17, 1997



4) Consulting Arrangement We will enter into thenSolting Agreement attached as Exhibit "A".
5) Split Dollar Life Insurance Our current splitlidw life insurance arrangement will continue irtadance with our agreement.
6) Estate and Financial Planning We will providsisteince to you to support your personal estatdiaadcial planning.

7) Medical Coverage To the extent permitted by dad the Company's group health policies, the Compalhcontinue your and your
spouse's eligibility for Company medical benefitemyour retirement until age 65. These benefitklve extended upon the same terms and
conditions as those extended to other employett®edompany. If the Company is unable to providehstoverage through its own benefit
program, the Company agrees to reimburse you &cdist of obtaining any personal replacement imagra@overage.

| hope this accurately sets forth our understandiease acknowledge acceptance of these termgrigpgin the space provided below.
Very truly yours,

JEFFREY P. MOONAN
Jeffrey P. Moonan

Senior Vice President
General Counsel

Accepted and Agreed to:

___MICHAEL J. YOMAZZO_
Michael J. Yomazzo

Date: October 10, 19¢



October 10, 1997

Mr. Michael J. Yomazzo
500 Ocean Trail Way, Unit 905
Jupiter, Florida 33477

RE: Consulting Agreement Dear Mike:

This letter confirms that Photronics, Inc. (the hgmany") has agreed to retain you as a Consultaatdordance with the terms of this letter.
This agreement is extended to you because of yapoitance as an Officer of the Company and our@ésiretain your counsel after your
retirement.

Accordingly, you shall be retained, and you ageesetrve, as a consultant in the event you retina fihe employ of the Company. For the
purposes of this agreement, retirement shall alslode termination of your employment for mediadsons. The consulting relationship s
commence on your date of retirement and continygg@sded below (the "Consulting Period").

1) Consulting Services You shall provide consultegvices to the Company in any area of your eigeedpon request by a duly authorized
officer of the Company, and such services shaprogided at such times, locations (provided thetét to any location not reasonably
proximate to your then current residence shallthibeaexpense of the Company) and by such mearmemaasnably required by the Company.
You shall make yourself available to provide suetviges for up to ten (10) hours per month througgtbe Consulting Period.

2) Compensation and Consulting Period As compersé#bir your services during the Consulting Pertbé, Company agrees to provide you
with consulting fees and benefits under the tenpexigied below:

a) Fees and Consulting Period:

(i) If you retire after August 19, 1998 and priorAugust 19, 1999, the Consulting Period shalldreafperiod of three (3) years and the
consulting fee shall be $125,000 per ann



(ii) If you retire after August 19, 1999 and priorAugust 19, 2000, the Consulting Period shafldvex period of four (4) years and the
consulting fee shall be $150,000 per annum;

(i) If you retire after August 19, 2000, the Caitting Period shall be for a period of five (5) yeand the consulting fee shall be $175,00(
annum;

The Company shall pay you the applicable consufixeg (the "Consulting Fees") in equal monthly pegta throughout the Consulting
Period.

b) Taxes and Withholding:

As a Consultant, you will comply with all applicalfbtate and Federal laws governing seffployed individuals, including obligations suct
quarterly payment of estimated taxes, social sggudisability and other contributions based onfees paid to you by the Company under
this Agreement. The Company will not withhold orkegayments for State or Federal income tax oréb&acurity, make employment
insurance or disability insurance contributionspbtain workers' compensation insurance on youalbeYiou hereby indemnify and defend
the Company against any and all such taxes oribations.

c) Death:
In the event of your death prior to terminatiortted Consulting Period, the Company shall pay ta wstiate within thirty (30) days of your
death fifty percent (50%) of the Consulting Feesclwlwould have been paid to you.

d) Acceleration of Payment:

In the event the Company sells, assigns or othertmassfers substantially all of its assets toira tharty or an unrelated third party acquires a
majority of the outstanding voting securities of Bompany, all remaining Consulting Fees to whigh may be entitled under this
Agreement shall be paid within thirty (30) dayssath occurrence.

3) Limitations on Authority You shall have no resgiilities as a Consultant to the Company othantas provided for above, and you shall
not represent or purport to represent the Compa@ayy manner whatsoever to any third party unlefisosized by the Company in writing to
do so.

4) Non-Competition and Non-Solicitation You heredgyree that during the Consulting Period, you wol, nvithout first obtaining the
Company's prior written approval, directly or iretitly engage or prepare to engage in any activitiesmpetition with the Company or
accept employment, provide services to, or establisusiness relationship with a business or iddafiengaged in or preparing to engage in
competition with the Company. You are free to emgimgother work or business activities during tlen€lulting Period so long as they are not
competitive with the Company. For purposes of flasagraph, the holding of less than one percenj (% e outstanding voting securities
any firm or business organization in competitiottvthe Company shall not constitute activitiesenvies precluded by this paragraph. You
also agree that through the end of the Consultergp® and for one (1) year thereafter, you will,rether directly or through others, solicit or
attempt to solicit any employee or other persoofighe Company to terminate his or her relationstigh the Company or to become an
employee, consultant or independent contractor foraany other person or entity. Further, you agmet to disparage the Company in any
manner likely to be harmful to the Company's bussrreputation, or the personal or business repuatafithe Company's directors,
shareholders or employees. You agree that the Qomsees adequately compensate you for the césins in this paragrap!



5) Expenses The Company agrees to reimburse yallfiarasonable expenses you incur on behalf o€tdrapany in order to fulfill your
obligations hereunder; provided, however, that yrust request prior authorization from the Compamstich expenses.

6) Liquidated Damages / Specific Performance Yae@ghat it would be impracticable or extremel¥idifit to ascertain the amount of act
damages caused by breach of paragraph (4), Non-&diop and Non-Solicitation, of this Agreement.eféfore, you agree that, in the event
of such a breach, the Company will be entitled bvkold further payments of all Consulting Feesoneer all Consulting Fees already paid to
you, and obtain such injunctive and other reliedjpgropriate. You further agree that this liquidadamage provision represents reason
compensation for the loss which would be incurredhie Company because of any such breach.

In the event you claim that the Company is in bieaitthis Agreement, in addition to any other refasdvailable to you, you shall be entit
to obtain specific performance of this Agreement.

In the event either party litigates enforcementhis Agreement, the prevailing party shall be é&dito recover its reasonable attorneys' fees
and pre-judgment interest on amounts due but ridt pgerest shall be at a rate equal to two per(Z¥) above the prime rate announced by
the Company's primary lender.

None of your interests under this letter, or agitito receive any payments or distribution hereanshall be subject in any manner to s
transfer, assignment, pledge, attachment, garnishareother alienation or encumbrance of any kivat, may such interest or right to receive
a payment or distribution be taken, voluntarilyiroroluntarily, for the satisfaction of the obligaiis or debts of, or other claims against you,
including claims for alimony, support, separatemterance and claims in bankruptcy proceedings. Agisement shall be binding on the
Company and its successors and ass



If the foregoing accurately sets forth our Agreetnplease so indicate by signing in the space gexbelow.
Very truly yours,
PHOTRONICS, INC.

By: JEFFREY P. MOONAN
Title: Senior Vice President

Agreed to and accepted by:

MICHAEL J. YOMAZZO
Michael J. Yomazzo

Date: October 10, 19¢



October 10, 1997

Mr. Constantine S. Macricostas
100 Ocean Trail Way, Unit 203
Jupiter, Florida 33477

RE: Consulting Agreement Dear Deno:

This letter confirms that Photronics, Inc. (the hgmany") has agreed to retain you as a Consultaatdordance with the terms of this letter.
This agreement is extended to you because of yapoitance as an Officer of the Company and our@ésiretain your counsel after your
retirement.

Accordingly, you shall be retained, and you ageesetrve, as a consultant in the event you retine fhe employ of the Company. In order to
retire from the Company, you must be at least $5gef age and have been employed by the Compary feast 20 years, which criteria \
have satisfied. The consulting relationship shathmence on your date of retirement and continuéver(5) years (the "Consulting Period

1) Consulting Services You shall provide consultegvices to the Company in any area of your eigeedpon request by a duly authorized
officer of the Company, and such services shaprogided at such times, locations (provided thetét to any location not reasonably
proximate to your then current residence shallthibeaexpense of the Company) and by such mearmemaasnably required by the Company.
You shall make yourself available to provide suetviges for up to ten (10) hours per month througgtbe Consulting Period.

2) Compensation As compensation for your servicesd the Consulting Period, the Company agregsduide you with consulting fees
benefits under the terms specified below:

a) Fees:

In consideration for your consulting services, @@npany will pay you consulting fees in the amaefimine hundred seventy-five thousand
dollars ($175,000) per year ("Consulting Fees"e TQompany shall pay you the Consulting Fees inlagoathly payments of fourteen
thousand five hundred eigl-three dollars and thir-three cents ($14,583.33) throughout the ConsuRiegod.



b) Taxes and Withholding:

As a Consultant, you will comply with all applicalfbtate and Federal laws governing seffployed individuals, including obligations suct
quarterly payment of estimated taxes, social sggutisability and other contributions based onfees paid to you by the Company under
this Agreement. The Company will not withhold orkegayments for State or Federal income tax oréb&acurity, make employment
insurance or disability insurance contributionspbtain workers' compensation insurance on youalbeYiou hereby indemnify and defend
the Company against any and all such taxes oribations.

¢) Health Insurance:

To the extent permitted by law and by the Compagigsip health insurance policies, during the CamsyPeriod you and your spouse will
continue to be covered by the Company's healthramse benefits until age

65. If the Company is unable to provide such coyerdirectly through its own benefit program, thex@@any agrees to reimburse you for the
cost of obtaining any personal replacement ins@waoverage.

3) Limitations on Authority You shall have no resgiilities as a Consultant to the Company othantas provided for above, and you shall
not represent or purport to represent the Compaayy manner whatsoever to any third party unlasisosized by the Company in writing to
do so.

4) Non-Competition and Non-Solicitation You heredgyree that during the Consulting Period, you wal, nvithout first obtaining the
Company's prior written approval, directly or irelitly engage or prepare to engage in any activiiesmpetition with the Company or
accept employment, provide services to, or estallisusiness relationship with a business or idd&i engaged in or preparing to engage in
competition with the Company. You are free to ermgimgother work or business activities during tlan€llting Period so long as they are not
competitive with the Company. For purposes of flasagraph, the holding of less than one percenj (% e outstanding voting securities
any firm or business organization in competitiotvthe Company shall not constitute activitiesenvees precluded by this paragraph. You
also agree that through the end of the Consultergpg and for one (1) year thereafter, you will,rether directly or through others, solicit or
attempt to solicit any employee or other persoofighe Company to terminate his or her relationstigh the Company or to become an
employee, consultant or independent contractor foraany other person or entity. Further, you agnet to disparage the Company in any
manner likely to be harmful to the Company's bussmeputation, or the personal or business repuatafithe Company's directors,
shareholders or employees. You agree that the Gonskees adequately compensate you for the céistis in this paragraph.

5) Expenses The Company agrees to reimburse yallfiarasonable expenses you incur on behalf o€dmapany in order to fulfill your
obligations hereunder; provided, however, that yrust request prior authorization from the Compamsfich expense



6) Liquidated Damages / Specific Performance

a) You agree that it would be impracticable or extely difficult to ascertain the amount of actuaihthges caused by breach of paragraph (4)
Non-Competition and Non-Solicitation, of this AgreemeFherefore, you agree that, in the event of subheach, the Company will be
entitled to withhold further payments of all Corttng Fees, recover all Consulting Fees already fmaicu, and obtain such injunctive and
other relief as appropriate. You further agree thistliquidated damage provision represents ressercompensation for the loss which
would be incurred by the Company because of anly bueach.

b) In the event you claim that the Company is isagh of this Agreement, in addition to any othenedies available to you, you shall be
entitled to obtain specific performance of this égment.

c) In the event either party litigates enforcenthis Agreement, the prevailing party shall béted to recover its reasonable attorneys'
and pre-judgment interest on amounts due but ridt pgerest shall be at a rate equal to two per(Z¥) above the prime rate announced by
the Company's primary lender.

None of your interests under this letter, or agitito receive any payments or distribution hereanshall be subject in any manner to s
transfer, assignment, pledge, attachment, garnishareother alienation or encumbrance of any kivat,may such interest or right to receive
a payment or distribution be taken, voluntarilyiroroluntarily, for the satisfaction of the obligaiis or debts of, or other claims against you,
including claims for alimony, support, separatemtenance and claims in bankruptcy proceedings.

If the foregoing accurately sets forth our Agreetnplease so indicate by signing in the space gexbelow.
Very truly yours,
PHOTRONICS, INC.

By: JEFFREY P. MOONAN
Title: Senior Vice President

Agreed to and accepted by:

CONSTANTINE S. MACRICOSTAS
Constantine S. Macricostas



Name of Incorporatio

LIST OF SUBSIDIARIES

State or Jurisdiction

Photronics International

Engineering, Inc. Virgin Isl
Photronics California, Inc. Califo
Photronics Texas, Inc. T
Photronics Financial Services, Inc. Flo
Photronics Investment Services, Inc. Ne
Photronics-Toppan Texas, Inc. T
Beta Squared, Inc. Connect
PLI Management Corp. Flo
Photronics Singapore Pte Ltd. Singa
Photronics (UK) Limited Eng
Photronics Connecticut, Inc. Connect
Photronics Colorado, Inc. Colo
Photronics, S.A. Switzer
Chip Canal Associates, Ltd. Eng
Photronics Germany GmbH Ger
Photronics MZD GmbH Ger
Photronics Arizona, Inc. Ari

Photronics Oregon, Inc. Or

ands

rnia

exas

rida

vada

exas

icut

rida

pore

and

icut

rado

land

land

many

many

Zona

egon



INDEPENDENT AUDITORS' CONSENT

We consent to the incorporation by reference iniRegjion Statements Nos. 333-02245, 33-17405,7%80, 33-28118, 33-47446 and 33-

78102 of Photronics, Inc. on Form S-8 of our repated December 8, 1997 appearing in this AnnupbRen Form 1 of Photronics, Inc
for the year ended November 2, 1997.

DELOITTE & TOUCHE LLP
Hartford, Connecticut
January 26, 199



ARTICLE 5

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

MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END NOV 2 199
PERIOD END NOV 2 199
CASH 57,84t
SECURITIES 28,18¢
RECEIVABLES 34,79¢
ALLOWANCES 23t
INVENTORY 11,30z
CURRENT ASSET¢ 138,93
PP&E 275,71:
DEPRECIATION 71,90(
TOTAL ASSETS 365,21:
CURRENT LIABILITIES 57,53¢
BONDS 106,19:
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 242
OTHER SE 185,73:
TOTAL LIABILITY AND EQUITY 365,21:
SALES 197,45:
TOTAL REVENUES 197,45:
CGS 121,50:
TOTAL COSTS 121,50:
OTHER EXPENSE¢ 0
LOSS PROVISION 0
INTEREST EXPENSE 2,22¢
INCOME PRETAX 41,43¢
INCOME TAX 15,80(
INCOME CONTINUING 25,63¢
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 25,63¢
EPS PRIMARY 1.0:
EPS DILUTED 0.0
End of Filing
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