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Delaware 94-2276314
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification Number)

1550 Buckeye Drive

Milpitas, California 95035
(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code: (408) 545-6000

Securities registered pursuant to Section 12(b) of the Act:

Common Stock, $0.001 par value per share

The NASDAQ Stock Market LLC

Securities registered pursuant to Section 12(g) of the Act:

None

Indicate by check mark if the Registrant is a well-known seasoned issuer as defined in Rule 405 of the Securities Act.    Yes  ¨    No  x

Indicate by check mark if the Registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.    Yes  ¨    No  x

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of Registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K.    ¨

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer  ¨    Accelerated filer  x

Non-accelerated filer  ¨ (Do not check if a smaller reporting company) Smaller reporting company  ¨

Indicate by check mark whether the Registrant is a shell company (as defined by Rule 12b-2 of the Securities Exchange Act of
1934)    Yes  ¨    No  x

As of June 29, 2007, the last business day of the Registrant�s most recently completed second fiscal quarter, the aggregate market value of the
common stock of Registrant held by non-affiliates, based upon the closing sales price for the Registrant�s common stock for such date, as quoted
on the NASDAQ Global Market, was $58,877,933. Shares of common stock held by each officer and director and by each person who owned
5% or more of the outstanding common stock have been excluded because such persons may be deemed to be �affiliates� as that term is defined
under the rules and regulations of the Exchange Act. This determination of affiliate status is not necessarily a conclusive determination for any
other purpose.
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The number of shares of the Registrant�s common stock outstanding as of April 18, 2008 was 18,597,303.

Edgar Filing: NANOMETRICS INC - Form 10-K/A

3



Explanatory Note

This Amendment No. 1 on Form 10-K/A amends our Annual Report on Form 10-K for the fiscal year ended December 29, 2007 that we
previously filed with the Securities and Exchange Commission on March 13, 2008. In accordance with General Instruction G to the Form 10-K,
the information required by Items 10, 11, 12, 13 and 14 of Part III was omitted from our Form 10-K as filed and was to be incorporated by
reference to our definitive proxy statement for our 2008 Annual Meeting of Stockholders. Since we will not file our proxy statement within 120
days from the end of our fiscal year, we are filing this Amendment No. 1 solely for the purpose of providing the information required by
Items 10, 11, 12, 13 and 14 of Part III of Form 10-K. Unless otherwise expressly stated, this Amendment No. 1 does not reflect events occurring
after the filing of the original Form 10-K, or modify or update in any way disclosures contained in the original Form 10-K.
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PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
Directors and Executive Officers

The following table sets forth certain information with respect to our directors and executive officers as of April 23, 2008:

Name Age Position
Bruce C. Rhine 50 Chairman of the Board of Directors
Vincent J. Coates 83 Vice-Chairman of the Board of Directors
Howard A. Bain III 62 Director
J. Thomas Bentley 58 Director
Joseph F. Dox 65 Director
William G. Oldham 69 Director
Stephen J Smith 61 Director
Edmond R. Ward 69 Director
Timothy J. Stultz 60 President, Chief Executive Officer and director
Gary C. Schaefer 54 Chief Financial Officer and Vice President of Finance and

Administration
Bruce A. Crawford 55 Chief Operating Officer
Bruce C. Rhine has served as our Chairman of the Board of Directors since July 2007 and as a director since July 2006. From July 2006 to
February 2008, Mr. Rhine served as our Chief Strategy Officer. From March 2007 to August 2007, Mr. Rhine served as our Chief Executive
Officer. From August 2000 to July 2006, Mr. Rhine served as Chairman and Chief Executive Officer of Accent Optical Technologies, Inc. and
as Accent Optical Technologies, Inc.�s President from January 2003 to April 2005 and from August 2000 to September 2001. Mr. Rhine holds a
B.S. degree in Chemical Engineering and an M.B.A. in Finance from The Pennsylvania State University.

Vincent J. Coates founded Nanometrics and has served as Vice-Chairman of the Board and Chairman of our Scientific Advisory Board since
July 2007, Chairman of the Board from January 1975 through July 2007 and as Secretary from February 1989 until July 2007. From January
1975 until April 1998, Mr. Coates served as the Chief Executive Officer and as President from January 1975 through May 1996, except for the
period of January 1986 through February 1987 when he served exclusively as Chief Executive Officer. Mr. Coates holds a B.E. in Mechanical
Engineering from Yale University.

Howard A. Bain III has served as a director since April 2008. From November 2001 until November 2004, Mr. Bain served as Senior Vice
President and Chief Financial Officer of Portal Software, Inc., a provider of billing solutions for the global communications and media markets.
From August 2001 to November 2001, Mr. Bain served as Portal�s Vice President and Chief Financial Officer. Mr. Bain currently serves on the
board of directors of Learning Tree International Inc., a provider of training and education to managers and information technology
professionals working in business and government organizations. Mr. Bain holds a B.S.B.A. in Accounting from California Polytechnic
University.

J. Thomas Bentley has served as a director since April 2004. Mr. Bentley served as a Managing Director at SVB Alliant (formerly Alliant
Partners), a mergers and acquisitions firm, since he co-founded the firm in 1990 until October 2005. Mr. Bentley currently serves on the board of
directors of Rambus, Inc., a chip interface technology company. Mr. Bentley holds a B.A. degree in Economics from Vanderbilt University and
a Masters of Science in Management from the Massachusetts Institute of Technology.

Joseph F. Dox has served as a director since May 2007. Mr. Dox previously served on the board of directors of Accent Optical Technologies,
Inc., a supplier of process control and metrology systems to the global semiconductor manufacturing industry which was acquired by us in July
2006. He has also served on the board of directors of Eagle Test Systems, Inc., a semiconductor equipment testing company. Mr. Dox holds a
B.S. in Accounting from Northern Arizona University and an M.B.A. from Santa Clara University.

William G. Oldham, Ph.D. has served as a director since June 2000 and as lead independent director since March 2007. Dr. Oldham, now
Professor Emeritus, was a faculty member at the University of California at Berkeley from 1964 to 2003. He serves on the board of directors of
Cymer, Inc., a supplier of light sources for deep ultraviolet photolithography systems. Dr. Oldham holds B.S., M.S. and Ph.D. degrees from the
Carnegie Institute of Technology.
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Stephen J Smith, Ph.D. has served as a director since April 2004. Dr. Smith has been a professor in the Department of Molecular and Cellular
Physiology at the Stanford University School of Medicine since 1989. Dr. Smith holds a B.A. degree from Reed College and a Ph.D. from the
University of Washington.

Edmond R. Ward, Ph.D. has served as a director since July 1999. From January 2002 through 2006, Dr. Ward served as Chief Technical Officer
of Unity Semiconductor Corporation, a semiconductor design and manufacturing company. From April 1999 through 2006, Dr. Ward was a
General Partner of Virtual Founders, a venture capital firm. Dr. Ward holds BSEE and Ph.D. degrees from Purdue University and a MSEE from
Stanford University.

Timothy J. Stultz, Ph.D. has served as President, Chief Executive Officer and a director since August 2007. From June 2003 to August 2007,
Dr. Stultz served as the President and Chief Executive Officer and a member of the board of directors of Imago Scientific Instruments
Corporation, a supplier of proprietary 3-D atom probe microscopes to the research materials and microelectronics industries. Prior to Imago,
Dr. Stultz served as President and Chief Executive Officer for ThauMDx, a developer of diagnostic systems and technologies for the analysis of
biomolecules, drugs and chemicals. Dr. Stultz received his B.S., M.S. and Ph.D. in Materials Science and Engineering from Stanford University.

Gary C. Schaefer has served as Chief Financial Officer and Vice President of Finance and Administration since November 2007. Prior to his
position as CFO, Mr. Schaefer served as Director of Internal Audit, and was an internal audit consultant for us during 2005 and 2006. Prior to
joining Nanometrics, Mr. Schaefer served as a Sarbanes-Oxley consultant with Resources Global Inc., the operating subsidiary of Resources
Connection, Inc., a multinational professional services firm, from March 2004 to March 2005. Mr. Schaefer served as CFO of Logic Devices
Incorporated, a publicly-traded digital IC company from August 2003 to January 2004. Mr. Schaefer received his Bachelor of Science and
Master of Business Administration from Santa Clara University.

Bruce A. Crawford has served as Chief Operating Officer since July 2006. From July 2005 to July 2006, Mr. Crawford served as President and
Chief Operating Officer of Accent Optical Technologies, Inc., a supplier of process control and metrology systems to the global semiconductor
manufacturing industry, which was acquired by us in July 2006. From February 2003 to July 2005, Mr. Crawford served as Accent Optical
Technologies, Inc.�s Chief Operating Officer and Executive Vice President and from October 2000 to February 2003, he served as Vice President
of Worldwide Operations. Mr. Crawford holds an A.S. degree from De Anza College.

Audit Committee and Audit Committee Financial Expert

Nanometrics has established a standing Audit Committee which is composed of Howard A. Bain III, J. Thomas Bentley, Edmond R. Ward and
Joseph F. Dox. Each of the members of the Audit Committee is independent as that term is defined under the applicable SEC Rules and
NASDAQ Global Stock Market listing standards. Our board has determined that each member of the Audit Committee is able to read and
understand financial statements. Further, the Board has determined that Mr. Bain, Chairman of the Audit Committee, qualifies as an �audit
committee financial expert� as that term is used in Item 7(d)(3)(iv) of Schedule 14A under the Exchange Act.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act requires our executive officers and directors, and persons who own more than 10% of a registered class of our
equity securities, to file reports of ownership and changes in ownership with the Securities and Exchange Commission. Executive officers,
directors and greater than 10% stockholders are required by Securities and Exchange Commission regulations to furnish Nanometrics with
copies of all Section 16(a) forms that they file. Based solely on our review of the copies of such forms received by it or written representations
from certain reporting persons, we believe that during the fiscal year ended December 29, 2007, our executive officers, directors and greater than
10% stockholders complied with all applicable filing requirements, except for a Form 4 filed on behalf of Mr. Coates reporting an open market
purchase of shares, a Form 4 filed on behalf of Mr. Crawford reporting the vesting commencement of a performance based option grant and
Forms 4 filed on behalf of Messrs. Crawford, Dox and Rhine reporting forfeiture of shares pursuant to an escrow agreement in connection with
the acquisition of Accent Optical Technologies, Inc. that were inadvertently filed late by us.
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Code of Ethics

We have adopted a code of business conduct and ethics that applies to all executive officers and employees. We post our code of business
conduct and ethics on our website at www.nanometrics.com. We intend to disclose any amendment to the provisions of the code of business
conduct and ethics that apply specifically to executive officers by filing such information on a Current Report on Form 8-K with the SEC, to the
extent such filing is required by SEC Rules or the NASDAQ Stock Market LLC�s listing requirements; otherwise, we will disclose such waiver
by posting such information on our website.

ITEM 11. EXECUTIVE COMPENSATION
COMPENSATION DISCUSSION AND ANALYSIS

Overview

Nanometrics� executive compensation program is intended to enable us to attract, retain and motivate high-quality executives and to align their
compensation with our short-term and long-term performance. In accordance with the Compensation/Stock Option Committee Charter, a copy
of which may be obtained on our website at www.nanometrics.com, the Compensation/Stock Option Committee, or Compensation Committee,
acts on behalf of the board of directors and, by extension, our stockholders to establish, implement and continually monitor adherence with our
compensation philosophy. The Compensation Committee ensures that the total compensation paid to our named executive officers is competitive
and consistent with our compensation philosophy. In addition to being �independent directors� as defined by the NASDAQ Stock Market, all
members of the Compensation Committee are non-employee, outside directors. The Compensation Committee relies upon our employees and
our human resources department to provide information and recommendations to establish specific compensation packages for executives.

Philosophy and Objectives

Nanometrics� compensation philosophy is set by the Compensation Committee and approved by the board of directors. The Compensation
Committee believes that the most effective executive compensation program is one that is designed to align executives� interest with that of the
stockholders in terms of producing short-term and long-term enhanced stockholder value. The Compensation Committee also recognizes that
competitive compensation is critical to our ability to attract, motivate and retain key employees who are crucial to our long-term success.

Accordingly, in 2007, the Compensation Committee continued its efforts to refine the overall executive compensation structure and process
consistent with evolving good governance practices. The Compensation Committee�s principal objectives are to: (1) develop and approve
compensation packages that will attract and retain key executive talent; (2) reward and motivate these individuals to achieve short-term and
long-term corporate objectives that enhance stockholder value; (3) link executive compensation to the achievement of financial, management or
other performance goals; and (4) support the Company�s culture and core values, by promoting equity among the executive team and maintaining
the competitiveness of our overall compensation when compared with external opportunities.

Role of Executive Officers in Compensation Decisions

The Compensation Committee makes all compensation decisions for our executive officers, including the named executive officers, and
approves recommendations regarding equity awards to all executive officers. The Compensation Committee has delegated its authority to grant
stock options to non-executive level employees or consultants to the management Stock Option Committee composed of our Chief Executive
Officer and Chief Financial Officer currently Timothy J. Stultz and Gary C. Schaefer, respectively . Each year, the Compensation Committee
reviews the total compensation of our named executive officers, including salaries, target bonus award opportunities, target annual long-term
incentive award values, perquisites and other benefits (including retirement, health, and welfare benefits), and severance arrangements. The
Compensation Committee then sets each executive�s compensation target for the current year. Typically, this involves establishing their annual
bonus opportunities and granting long-term equity incentive awards. The Compensation Committee�s decisions are reviewed and ratified by the
board of directors.
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The Chief Executive Officer annually reviews the performance of each executive officer (other than the Chief Executive Officer whose
performance is reviewed by the board of directors) using the elements described under �2007 Executive Compensation Components� below and
makes recommendations about the structure of the overall compensation program and individual compensation arrangements to the
Compensation Committee. The Compensation Committee decisions are based in part, on these annual performance reviews, including with
respect to salary adjustments, annual bonus amounts, annual stock option grants and annual restricted stock unit grants. The Chief Executive
Officer is generally present at Compensation Committee meetings when compensation, other than his own, is considered and approved;
however, the Compensation Committee can exercise its discretion in modifying any recommendations of the Chief Executive Officer and has
done so in the past and will continue to do so when appropriate.

Setting Executive Compensation

Based on the foregoing philosophy and objectives, the Compensation Committee has structured our overall executive compensation in order to
motivate executives to achieve the business goals set by us; to reward the executives for achieving such goals and to make us attractive from a
compensation standpoint when compared to its peers. In order to aid the Compensation Committee in obtaining its objectives, the Compensation
Committee consulted with our human resources department to evaluate equity grant information and to make recommendations with respect to
compensation matters. The Compensation Committee also analyzes data and suggestions from our human resources department, including
benchmarking against the compensation peer group of publicly-traded and privately-held semiconductor equipment manufacturing companies.
This peer group consists of companies against which the Compensation Committee believes we must compete for talent and for stockholder
investment. In 2007, the companies that comprised our peer group were various semiconductor equipment and materials industry companies of
similar size as follows:

Advanced Micro Devices, Inc. Asyst Technologies, Inc.
Atmel Corporation Cascade Microtech, Inc.
Cymer, Inc. Intevac, Inc.
Mattson Technology, Inc. Novellus Systems, Inc.
Photon Dynamics, Inc. Rudolph Technologies, Inc.
Therma-Wave, Inc. Vitesse Semiconductor Corporation
Zygo Corporation

Data on the compensation practices of the above-mentioned peer group generally is gathered through searches of publicly available information,
including publicly available databases. Publicly available information does not typically include information regarding target cash
compensation, so Nanometrics� relies upon compensation surveys to benchmark target cash compensation levels against the above peer group.
Peer group data is gathered with respect to base salary, bonus targets and all equity awards, including stock options and restricted stock units. It
does not include deferred compensation benefits or generally available benefits such as 401(k) plans or health care coverage.

Using the information from the peer group surveys, the Compensation Committee compares each executive officers� position to similar positions.
Where there is no similar position, the Compensation Committee compares the Nanometrics position to a range of positions in the peer group
that are the closest matches. The Compensation Committee uses these comparisons in its determinations of preliminary salary recommendations,
preliminary bonus award opportunities, and the target long-term equity incentive award value for each executive position. This framework
provides a guide for the Compensation Committee�s deliberations. The actual total compensation and/or amount of each compensation element
for an individual executive officer may be more or less than these comparative figures.

Nanometrics� compensation program generally reflects base pay at the 60th to 75th percentile among its peer group and total target cash
compensation at the market�s 65th percentile. However, in determining base salary, the Compensation Committee also considers other factors
such as job performance, skill set, prior experience, the executive�s time in his position and/or with Nanometrics, internal consistency regarding
pay levels for similar positions or skill levels with Nanometrics, external pressures to attract and retain talent, and market conditions. Positioning
base pay at approximately the 60th to 75th percentile of peer companies aids Nanometrics in controlling fixed costs. Targeting total cash
compensation at approximately the 65th percentile, and therefore providing higher incentive compensation opportunity, rewards exceptional goal
achievement and allows total compensation to be more competitive as a whole, while taking into account business cyclicality. Base pay and
target cash compensation are analyzed by management to determine variances to our compensation targets using the combination of publicly
available information and survey data as described above.
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Nanometrics competes with many larger companies for top executive-level talent. As such, the Compensation Committee generally sets
compensation for its executive officers within a competitive range of compensation paid to similarly situated executives of the companies
comprising the peer group. The Compensation Committee�s process also includes an evaluation of our overall performance as well as the
individual performance of its executive officers. That evaluation is taken into account when determining cash bonuses, salary adjustments and
equity awards.

Decisions about individual compensation elements and total compensation are ultimately made by the Compensation Committee using its
judgment, focusing primarily on the executive officer�s performance against his or her individual financial and strategic objectives, as well as
Nanometrics� overall performance. The Compensation Committee also considers a variety of qualitative factors, including the business
environment in which the results were achieved. Thus, the compensation of our executives is not entirely determined by any formula.

2007 Executive Compensation Components

Nanometrics� approach to total compensation is to create a comprehensive compensation package designed to reward individual performance
based on our short-term and long-term performance and how this performance links to Nanometrics� corporate strategy. For the fiscal year ended
December 29, 2007, the principal components of compensation for named executive officers were:

� Base salary;

� Cash bonus;

� Stock option grants;

� Restricted stock unit awards;

� Retirement and other benefits; and

� Perquisites and other personal benefits.
Nanometrics� has chosen these components because we believe that each supports achievement of one or more of our compensation objectives,
and that together they have been and will continue to be effective in this regard. The use and weight of each compensation component is based
on a determination by the Compensation Committee of the importance of each compensation objective in supporting our business and talent
strategies, as well as the use of these elements for executives at peer companies. This determination varies for each executive officer depending
on a number of factors, including but not limited to, scope of his or her responsibilities, leadership skills and values, performance and length of
service with Nanometrics.

Base Salary

Base salaries serve as the foundation of Nanometrics� compensation program. The majority of other executive compensation elements, including
annual short-term incentives, long-term incentives, and retirement benefits are driven from base salary. Nanometrics provides named executive
officers and other employees with base salary to compensate them for services rendered during the fiscal year and are set at a level which the
Compensation Committee believes will effectively attract and retain top talent. Base salaries for named executive officers are determined for
each executive based on their position and responsibility. Base salary ranges are designed to be competitive with the salaries paid to high tech
executives of similarly-sized companies in our peer group. During its review of base salaries for executives, the Compensation Committee
primarily considers:

� the salaries of executive officers in similar positions at comparably-sized peer companies;
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� our financial performance over the past year based upon revenues and operating results; and

� the individual�s performance of the executive officer�s duties and areas of responsibility as evaluated by the Chief Executive Officer
(except in the case of the Chief Executive Officer whose performance is evaluated by the board of directors).
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Salary levels are typically considered annually as part of our performance review process as well as upon a promotion or other change in job
responsibility. Stock price performance has not been a factor in determining annual base salary compensation because the price of our common
stock is subject to a variety of factors outside of our control.

Salary increases for Nanometrics� named executive officers in 2007 were determined by the Compensation Committee after considering salary
data from our peer comparison groups, as well as consideration of the internal pay relationships for our executives based on their relative duties
and responsibilities.

Cash Bonus

The Compensation Committee also approves cash bonuses awarded to certain named executive officers. The Compensation Committee views
such bonuses as an integral part of its performance based compensation program and is designed to align participants� interests with our annual
goals and objectives and stockholders� interests. Such bonuses are based on our financial and operational performance for the year and are
determined as a percentage of the executive officer�s salary.

The Compensation Committee recommends and the board of directors approve cash bonus targets for all named executive officers based on an
evaluation of competitive market data. Such bonuses are earned based on the achievement of performance goals set by the Compensation
Committee. At the conclusion of each performance period, the cash bonus award for each named executive officer is reviewed by the
Compensation Committee and approved by the board of directors.

The actual bonuses paid to Nanometrics� named executive officers for 2007 were determined by the Compensation Committee based on its
subjective evaluation of each executive�s performance with input from our then serving Chief Executive Officer, the director of our human
resources department and the board of directors. Based on the Chief Executive Officer�s evaluation of each executive�s performance against goals
established for the year, Mr. Rhine and Dr. Stultz submitted proposed bonus recommendations to the Compensation Committee. The
Compensation Committee exercised its judgment to adjust these recommendations based on its own evaluation of each executive�s performance,
the executive�s relative contribution to our overall performance and the executive�s response to unplanned or unforeseen events.

On May 24, 2007, the Compensation Committee approved an incentive cash award program for the remainder of 2007. Under the terms of the
program, a pool of 5% of our operating profitability as measured on a quarterly basis was available to pay cash bonuses to participating
individuals. The Compensation Committee also determined the applicable percentage of the bonus pool available for payment of these quarterly
bonuses to participating individuals as follows: Bruce C. Rhine, Chairman of the Board of Directors, former Chief Strategy Officer and Chief
Executive Officer�20%; Quentin B. Wright, Vice President External Reporting and Strategic Projects and former interim Chief Financial
Officer�20%; Bruce A. Crawford, Chief Operating Officer�20%; and the remaining 40% to be distributed at the discretion of the Chief Executive
Officer among certain other senior-level employees other than the aforementioned executive officers. No bonus was paid under this program in a
quarter in which we incurred a loss.

For fiscal year 2008, the Compensation Committee approved a 2008 Executive Bonus Plan (the �2008 Plan�). Under the terms of the 2008 Plan,
quarterly bonus payments are based on the quarterly achievement by Nanometrics of certain financial goals based on our annual operating plan
and individualized program objectives for certain named executive officers. Subject to the minimum amounts referenced below, no bonus will
be paid in a particular quarter under the 2008 Plan if we are not profitable in such quarter, as determined in accordance with generally accepted
accounting principals, or GAAP.

The maximum available annual payout under the 2008 Plan to Dr. Stultz is $420,000, which is based on 150% achievement of target goals in
each quarter. At 100% achievement of target goals in each quarter, Dr. Stultz�s annualized aggregate bonus payout will be $200,000. For each of
the first and second quarters of 2008, Dr. Stultz�s minimum bonus payout will be $50,000 and for each of the third and fourth quarters of 2008,
his minimum bonus payout will be $25,000. The maximum available annual payout under the 2008 Plan to Mr. Schaefer is $252,000, which is
based on 150% achievement of target goals in each quarter. At 100% achievement of target goals in each quarter, Mr. Schaefer�s annualized
aggregate bonus payout will be $120,000. For each of the first and second quarters of 2008, Mr. Schaefer�s minimum bonus payout will be
$30,000. The maximum available annualized aggregate payout under the 2008 Plan to Mr. Crawford is $329,000, which is based on 150%
achievement of target goals in each quarter. At 100% achievement of target goals in each quarter, Mr. Crawford�s annual payout will be
$156,500.
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Stock Option Grants

The Compensation Committee believes that equity compensation plans are an essential tool to link the long-term interests of stockholders and
employees, especially the executive officers, including the named executive officers, and serve to motivate executives to make decisions that
will, in the long run, give the best returns to stockholders.

Grants under Nanometrics� Stock Option Plans enable us to:

� enhance the link between the creation of stockholder value and long-term executive incentive compensation;

� provide an opportunity for increased equity ownership by executives; and

� maintain competitive levels of total compensation.
Stock option award levels are determined based on market data and on our guidelines. Option awards vary among participants based on their
positions within Nanometrics and are granted at the Compensation Committees� regularly scheduled and special meetings throughout the year.
Management recommends that the Compensation Committee approve grants to newly hired or promoted executives, at the first meeting
following their hire or promotion. Management recommends to the Compensation Committee that newly hired executive officers who are
eligible to receive options are awarded such options at the next regularly scheduled Compensation Committee meeting following their hire date,
unless the Compensation Committee has acted previously to approve their grants.

Options are awarded at the closing price of our common stock on the date of the grant. We have never granted options with an exercise price that
is less than the closing price of our common stock on the grant date and do not intend to do so in the future.

The majority of the options granted by the Compensation Committee vest at a rate of 33 1/3% per year over the first three years of the seven-year
option term. Vesting ceases upon termination of employment and, except in the case of death (subject to a one year limitation), disability or
retirement, the vested stock options may generally be exercised for 90 days following the date of termination. Prior to the exercise of an option,
the holder has no rights as a stockholder with respect to the shares subject to such option, including voting rights and the right to receive
dividends or dividend equivalents.

Restricted Stock Unit Grants

In 2007, the Compensation Committee began awarding restricted stock units or RSUs to our named executive officers. Similar to stock options,
the Compensation Committee believes that RSUs, which increase in value as the market price of our common stock increases, create the proper
incentive for the executive officers to work towards the goal of creating stockholder value. RSUs also provide retention value even if our stock
price does not increase or declines, and subjects executive officers to the same downside risk experienced by stockholders. In addition, the
Compensation Committee believes that RSUs will be used increasingly by other companies and we will need to offer such incentives to remain
competitive in attracting and retaining executive talent.

The majority of the RSU�s awarded by the Compensation Committee vest at a rate of 33 1/3% per year over three years. Vesting ceases upon
termination of employment and, except in the case of death (subject to a one year limitation), disability or retirement. Prior to the vesting of
RSUs, the holder has no rights as a stockholder with respect to the shares subject to such RSUs, including voting rights and the right to receive
dividends or dividend equivalents. However, the 20,000 RSUs awarded to Mr. Crawford in July 2007 will vest on the one year anniversary of
the date of the award.

Profitability Bonus

In June 2007, the Compensation Committee also approved the issuance of non-qualified options to purchase up to an aggregate of 160,000
shares of our common stock under our 2005 Equity Incentive Plan. Under the program, option awards were made to Quentin B. Wright, our
former Interim Chief Financial Officer, Bruce A. Crawford, our Chief Operating Officer, and other senior-level employees. Messrs. Wright and
Crawford were each granted an option to purchase up to 25,000 shares. Each option grant vests in accordance with the following schedule: 25%
of the shares subject to an option began vesting in accordance with the two-year time-based vesting described below upon the attainment of one
of the four performance milestones. For each performance milestone that was not attained, 25% of the shares subject to an option did not vest
and were forfeited immediately upon the determination that the performance milestone had not been attained. The first, second and third
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performance milestones were the determination by our Chief Financial Officer that we had attained quarterly operating profitability during the
second fiscal quarter of 2007, the third fiscal quarter of 2007 and the fourth fiscal quarter of 2007, respectively. The fourth performance
milestone was the determination by our Chief Financial Officer that we had attained quarterly operating profitability during each of the second,
third and fourth fiscal quarters of 2007. Our Chief Financial Officer determined that the first and second milestones were attained, but the third
and fourth were not, so a maximum of 50% of the shares subject to the option vest in accordance with the two-year time-based vesting described
below and the remainder did not vest and were forfeited immediately. Upon attainment of the first and second performance milestones, 25% of
the shares subject to an option began to vest ratably monthly over a two-year period beginning on the date of the determination by our Chief
Financial Officer that the performance milestone was attained and subject, in each case, to the optionee�s continued employment with
Nanometrics on each relevant vesting date.

Retirement Benefits and Generally Available Benefits Programs

All employees in the United States, including the named executive officers, are eligible to participate in our 401(k) plan, as amended and
restated in August 2007, medical, dental and vision insurance, employee stock purchase plan, as well as our life and disability insurance policy.

9
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In fiscal 2007, all Section 16 officers and non-employee directors were also eligible to participate in an Exec-U-Care Reimbursement Plan to
supplement our basic health plan by reimbursing expenses not covered under the underlying plan.

Nanometrics� 401(k) Plan and other generally available benefits programs allow us to remain competitive for employee talent, and we believe
that the availability of these benefits programs generally enhances employee productivity and loyalty to Nanometrics. The main objectives of
Nanometrics� benefits programs are to give employees access to quality healthcare, financial protection from unforeseen events, assistance in
achieving retirement financial goals, enhanced health and productivity, and support global workforce mobility, in full compliance with
applicable legal requirements. These generally available benefits typically do not specifically factor into decisions regarding an individual
named executive officer�s total compensation or equity award package.

Perquisites and Other Personal Benefits

Nanometrics provides named executive officers with a limited number of perquisites and other personal benefits that we and the Compensation
Committee believe are reasonable and consistent with our overall compensation program and with other similar companies in our peer group.
The Compensation Committee periodically reviews the levels of perquisites and other personal benefits provided to named executive officers to
better enable us to retain and attract executive-level employees for key positions. Although the Compensation Committee seeks the advice of its
human resources department on general market competitiveness for these benefits, it does not use formal benchmarking information.

The former President and Chief Executive Officer, Mr. Heaton was provided use of a company automobile and participation in the plans and
programs described above. In addition, Mr. Heaton had access to a golf club membership sponsored by Nanometrics, as did Mr. Coates. Since
May 2007, we do not provide or reimburse for country club memberships for any named executive officers.

Our Chairman of the Board of Directors and former Chief Executive Officer, Mr. Rhine, was provided limited personal use of private air
transportation with a cost to us of approximately $99,010. The board of directors initially approved this perquisite in March 2007 as in incentive
to recruit Mr. Rhine to serve as our Chief Executive Officer by providing transportation from his home in Bend, Oregon to our executive offices
in Milpitas, California. In August 2007, in connection with Mr. Rhine�s transition to Chairman of the Board of Directors, the board of directors
approved the continuation of this perquisite as a competitive retention tool and to provide an efficient way to minimize travel time commitments,
allowing more productive use of his time, which, in turn, allows greater focus on Nanometrics-related activities.

Attributed costs of the personal benefits described above for the named executive officers for the fiscal year ended December 29, 2007, are
included in the �Summary Compensation Table� on page 12.

Chief Executive Officer Benefits and Perquisites

The board of directors determined that in addition to the benefits and perquisites detailed above, in order to attract Dr. Stultz to Nanometrics,
relocation benefits, an automobile allowance and reimbursement for select expenses associated with his initial employment were appropriate and
reasonable. As part of his employment, Dr. Stultz relocated his family from Verona, Wisconsin to the San Francisco Bay area in the proximity of
the Nanometrics� headquarters in Milpitas, California. As part of the relocation benefits, the board of directors approved a living allowance of
$8,000 per month for up to 12 months, reimbursements for two house hunting trips, shipment of personal goods and storage of relocated
personal goods in the San Francisco Bay Area for six months, and an automobile allowance of $1,200 per month or the use of a company-leased
car of equivalent value. Dr. Stultz was also granted a one-time lump sum cash signing bonus payment of $100,000, less applicable withholdings,
upon completion of one month of service with Nanometrics. We believes that these additional relocation benefits were a key incentive for
Dr. Stultz to join us and also provide an efficient way to minimize travel time commitments and help mitigate business continuity risk.

Change in Control Severance Benefits

The Compensation Committee considers maintaining a stable and effective management team to be essential to protecting and enhancing the
best interests of Nanometrics and its stockholders. Accordingly, the Compensation Committee decided to take appropriate steps to encourage the
continued attention, dedication and continuity of members
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of our management to their assigned duties without the distraction that may arise from the possibility of termination of employment without
cause or in connection with a change in control. As a result, we have entered into agreements with certain named executive officers which
provide severance payments and benefits upon a termination of employment, including following a change in control of Nanometrics, as
described in greater detail below in the section headed �Employment Contracts and Termination of Employment and Change-in-Control
Arrangements.�

After considering industry practices and reviewing the policies and practices of the companies in our peer group, the Compensation Committee
determined that these agreements were necessary and appropriate to provide competitive compensation to the types of individuals we wanted to
recruit and retain. The Compensation Committee also believes that these agreements are consistent with our overall compensation philosophy.
The Compensation Committee continues to periodically monitor industry practice in this area to ensure that these agreements remain consistent
with our overall compensation philosophy of targeting the competitive median while preserving our ability to attract and retain key executives.

Tax and Accounting Implications

Deductibility of Executive Compensation

As part of its role, the Compensation Committee reviews and considers the deductibility of executive compensation under Section 162(m) of the
Internal Revenue Code, which provides that we may not deduct compensation of more than $1,000,000 that is paid to certain executive officers,
unless certain exemption requirements are met. Exemptions to this deductibility limit may be made for various forms of �performance-based�
compensation. We believe that compensation paid under the management incentive plans is generally fully deductible for federal income tax
purposes. However, in certain situations, the Compensation Committee may approve compensation that will not meet these requirements in
order to ensure competitive levels of total compensation for its executive officers.

Section 4999 and Section 280G of the Internal Revenue Code provide that executives could be subject to additional taxes if they receive
payments or benefits that exceed certain limits in connection with a change in control of Nanometrics and that we could lose an income tax
deduction for such payments. We have not provided any executive with tax �gross up� or other reimbursement for tax amounts the executive might
be required to pay under to Section 4999.

Section 409A of the Internal Revenue Code imposes additional taxes and interest on underpayments in the event an executive defers
compensation under a plan that does not meet the requirements of Section 409A. We believe we are operating in good faith compliance with
Section 409A and have structured our compensation and benefits programs and individual arrangements in a manner intended to comply with
the requirements thereof.

Accounting for Stock-Based Compensation

Beginning on January 1, 2006, we began accounting for stock-based payments in accordance with the requirements of FASB Statement 123(R).

Compensation of Executive Officers

The following table sets forth the compensation that we paid during the past three fiscal years to (i) our Chief Executive Officer, (ii) our Chief
Financial Officer, and (iii) each of our three most highly compensated executive officers (or such lesser number of executive officers as we may
have) not serving as Chief Executive Officer or Chief Financial Officer; and (iv) up to an additional two individuals that would have been
included under item (iii) but for the fact that the individuals were not serving as executive officers as of December 29, 2007, all of whom are
collectively referred to as the �named executive officers.�
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SUMMARY COMPENSATION TABLE

Name and Principal Position Year
Salary
($)

Bonus
($)(1)

Stock
Award
($)

Option
Awards
($) (2)

Non-Equity
Incentive Plan
Compensation

($)

All Other
Compensation

($)
Total
($)

Bruce C. Rhine (3)

Chairman of the Board of Directors,
former Chief Executive Officer and
former Chief Strategy Officer

2007 $ 279,008 $ 22,150 �  �  �  $ 113,051(4) $ 414,209
2006 $ 115,681 �  �  $ 192,474 �  $ 6,250(5) $ 314,405
2005 �  �  �  �  �  �  �  

Timothy J. Stultz

President, Chief Executive Officer and
director

2007 $ 123,250 $ 168,681 $ 367,500 $ 771,240 �  $ 54,815(6) $ 1,485,486
2006 �  �  �  �  �  �  �  
2005 �  �  �  �  �  �  �  

Gary C. Schaefer

Chief Financial Officer and Vice
President of Finance and Administration

2007 $ 137,307 $ 23,946 $ 187,800 $ 370,930 �  �  $ 719,983
2006 �  �  �  �  �  �  �  
2005 �  �  �  �  �  �  �  

Bruce A. Crawford (3)

Chief Operating Officer

2007 $ 302,462 $ 16,613 $ 136,000 $ 40,214 �  $ 2,490(7) $ 499,779
2006 $ 94,769 �  �  $ 664,519 �  $ 30,984(8) $ 790,272
2005 �  �  �  �  �  �  �  

John D. Heaton (9)

Former President and Chief Executive
Officer

2007 $ 93,288 �  �  $ 12,327 �  $ 589,102(10) $ 694,717
2006 $ 375,027 $ 202,125 �  $ 618,520 �  $ 57,102(11) $ 1,252,774
2005 $ 364,400 $ 51,360 �  �  �  $ 26,000(12) $ 441,760

Douglas J. McCutcheon, (13)

Former Executive Vice President, Finance
and Administration and Chief Financial
Officer

2007 $ 95,365 �  �  �  �  $ 205,491(14) $ 300,856
2006 $  285,000 $ 119,700 �  �  �  �  $ 404,700
2005 $ 80,019 $ 25,000 �  $ 1,014,645 �  �  $ 1,119,664

Quentin B. Wright

Vice President External Reporting and
Strategic Projects, former interim Chief
Financial Officer and Chief Accounting
Officer

2007 $ 251,482 $ 16,613 �  $ 40,214 �  $ 1,043(7) $ 309,352
2006 $ 205,661 �  �  $ 88,350 �  �  $ 294,011
2005 $ 142,191 $ 9,477 �  $ 314,370 �  $ 41,400(15) $ 507,438

Vincent J. Coates

Vice-Chairman of the Board, former
Chairman of the Board of Directors and
Secretary

2007 $ 130,769 �  �  $ 13,554 �  $ 3,200(5) $ 147,523
2006 $ 204,800 �  �  �  �  �  $ 204,800
2005 $ 204,800 �  �  �  �  �  $ 204,800

(1) Representing bonuses and/or commissions paid to the named executive officers.

(2) Amounts shown do not reflect compensation actually received by the named executive officer. Instead, the amounts shown are the
aggregate fair value of stock options granted for financial statement reporting purposes, as determined pursuant to SFAS 123R. The
assumptions used to calculate the value of option awards are set forth under Note 3 of the Notes to Consolidated Financial Statements
included in Nanometrics� Annual Report on Form 10-K for the fiscal year ended December 29, 2007 filed with the SEC on March 13, 2008.
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(3) Employment with Nanometrics commenced on July 21, 2006 with our acquisition of Accent Optical Technologies, Inc.

(4) Representing payment to Mr. Rhine of $13,750 for an auto allowance, $99,010 for the use of a private jet and $290 of health care
reimbursement benefit extended to directors and Section 16 Officers.

(5) Amount is comprised of a car allowance.

(6) Amount is comprised of $32,000 for relocation benefits and living allowance, $17,470 for reimbursement of relocation expenses, $5,200
for a car allowance and $145 of health care reimbursement benefit extended to directors and Section 16 Officers.

(7) Amount represents health care reimbursement benefit extended to directors and Section 16 Officers.

(8) Amount represents gains on the exercise of stock options.

(9) Mr. Heaton�s employment with Nanometrics terminated on March 26, 2007.

(10) This amount consists of $295,414 for severance paid following his employment termination, $252,674 for gains on the exercise of stock
options, $36,781for accrued vacation following his employment termination, $4,233 for use of a company car.

(11) This amount consists of $36,715, $12,887 and $7,500, respectively, for accrued vacation, use of a company car and a golf club
membership to Mr. Heaton.

(12) Represents payments to Mr. Heaton of $21,200 and $4,800, respectively, for accrued vacation time and a car allowance.

(13) Mr. McCutcheon�s employment with Nanometrics terminated on April 24, 2007.

(14) This amount consists of $189,635 for severance paid following his employment termination and $15,856 for accrued vacation following
his employment termination.

(15) This amount consists of consulting fees paid to Mr. Wright prior to his employment.
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Stock Options Granted in the Fiscal Year Ended December 29, 2007

The following table sets forth information with respect to stock options granted during the fiscal year ended December 29, 2007 to each of the
named executive officers.

GRANTS OF PLAN-BASED AWARDS

For Fiscal Year 2007

All Other
Stock

Awards:

All Other
Option
Awards:

Exercise
or
Base
Price
of

Option

Awards

($/sh)

Grant Date
Fair
Value

of Stock and
Options

Awards
($)

Estimated Possible Payouts
Under Non-Equity Incentive Plan Awards(1)

Estimated Possible Payouts
Under Equity Incentive Plan Awards

Number
of Shares
of Stock

or Units
(#)

Number of
Securities
Underlying

Options
(#)

Grant   Threshold    Target    Maximum    Threshold    Target    Maximum  

Name Date ($) ($) ($) (#) (#) (#)
Bruce C. Rhine �  �  �  �  �  �  �  �  �  �  �  
Timothy J. Stultz 8/29/2007 $ 68,681 $  105,988 �  (2) �  �  �  50,000 �  �  $ 367,500

8/29/2007 �  �  �  �  �  �  �  200,000 $ 7.35 $ 771,240

Gary C. Schaefer 11/5/2007 $ 20,000 $ 20,000 $ 20,000 �  �  �  20,000 �  �  $ 187,800
5/24/2007 �  �  �  �  �  �  �  40,000 $ 6.12 $ 131,480
11/5/2007 �  �  �  �  �  �  �  50,000 $ 9.39 $ 239,450

Bruce A. Crawford 7/10/2007 �  �  �  �  �  �  20,000 �  �  $ 136,000
6/8/2007 �  �  �  �  �  �  �  6,250 $ 6.25 $ 20,107
6/8/2007 �  �  �  �  �  �  �  6,250 $ 6.25 $ 20,107

John D. Heaton 3/26/2007(3) �  �  �  �  �  �  �  33,334 $ 12.02 $ 37
3/26/2007(3) �  �  �  �  �  �  �  33,333 $ 10.23 $ 507
6/25/2007(4) �  �  �  �  �  �  �  100,000 $ 7.03 $ 11,770
6/25/2007(4) �  �  �  �  �  �  �  33,333 $ 10.23 $ 3
6/25/2007(4) �  �  �  �  �  �  �  100,000 $ 12.02 $ 10

Douglas J. McCutcheon �  �  �  �  �  �  �  �  �  �  �  

Quentin B. Wright 6/8/2007 �  �  �  �  �  �  �  6,250 $ 6.25 $ 20,107
6/8/2007 �  �  �  �  �  �  �  6,250 $ 6.25 $ 20,107

Vincent J. Coates 11/29/2007 �  �  �  �  �  �  �  2,500 $ 9.07 $ 9,304
11/29/2007 �  �  �  �  �  �  �  1,196 $ 9.58 $ 4,250

(1) Actual bonuses received by these named executive officers for fiscal year 2007 are reported in the Summary Compensation Table under
the column entitled �Bonus.�

(2) No maximum dollar amount was set in connection with Dr. Stultz�s non-equity variable compensation for fiscal year 2007.

(3) In connection with Mr. Heaton�s employment agreement, we agreed to provide for twelve months of accelerated vesting on options granted
to Mr. Heaton on May 26, 2004 and May 24, 2006.

(4) In connection with our entry into a Separation and Release Agreement with Mr. Heaton on June 25, 2007, we agreed to provide an
extended deadline to exercise options originally granted to Mr. Heaton on May 26, 2004, August 19, 2003 and May 24, 2006.

Aggregated Option Exercises in Last Fiscal Year and Fiscal Year-End Option Values

The following table sets forth the number of shares covered by both exercisable and un-exercisable stock options held by each of the named
executive officers at the end of the fiscal year which ended December 29, 2007.
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OUTSTANDING EQUITY AWARDS AT FISCAL 2007 YEAR-END

Option Awards Stock Awards
Number of Securities Underlying

Unexercised Options (#)
Option
Exercise
Price ($)

Option
Expiration

Date

Number of
Shares or

Units of Stock
That Have Not
Vested (#)

Market Value of
Shares or

Units of Stock
That Have Not
Vested ($)Name Exercisable Un-exercisable

Bruce C. Rhine 8,333 16,667 $ 8.55 11/30/2013 �  �  
7,666 164 $ 8.89 07/24/2013 �  �  
3,661 1,503 $ 8.89 07/24/2013 �  �  
28,314 56,628 $ 15.98 01/25/2013 �  �  

Timothy J. Stultz �  �  �  �  50,000 $ 482,500
�  200,000 $ 7.35 08/29/2010
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Option Awards Stock Awards
Number of Securities Underlying

Unexercised Options (#)

Option
Exercise
Price ($)

Option

Expiration
Date

Number of
Shares or

Units of Stock
That Have Not
Vested (#)

Market Value of
Shares or

Units of Stock
That Have

Not
Vested ($)Name Exercisable Un-exercisable

Gary C. Schaefer �  �  �  �  20,000 $ 193,000
�  50,000 $ 9.39 05/24/2014 �  �  
�  40,000 $ 6.12 11/05/2014 �  �  

Bruce A. Crawford �  �  �  �  20,000 $ 193,000
1,041 5,209 $ 6.25 06/08/2014 �  �  
260 5,990 $ 6.25 06/08/2014 �  �  

1,621 3,243 $ 8.55 11/30/2013 �  �  
4,651 100 $ 8.89 07/24/2013 �  �  
33,333 66,667 $ 8.89 07/24/2013 �  �  
2,066 �  $ 8.89 07/24/2014 �  �  
3,296 1,352 $ 8.89 07/24/2013 �  �  
6,969 3,360 $ 8.89 07/24/2013 �  �  
5,508 11,017 $ 15.98 01/25/2013 �  �  
3,098 �  $ 7.27 05/08/2010 �  �  
2,065 �  $ 7.27 12/13/2008 �  �  

John D. Heaton �  �  �  �  �  �  
Douglas J. McCutcheon �  �  �  �  �  �  
Quentin B. Wright 1,041 5,209 $ 6.25 06/08/2014 �  �  

260 5,990 $ 6.25 06/08/2014 �  �  
5,000 10,000 $ 9.87 07/05/2013 �  �  
33,333 16,667 $ 11.52 04/15/2012 �  �  

Vincent J. Coates �  1,196(1) $ 9.07 11/29/2012 �  �  
�  2,500(1) $ 9.58 11/29/2012 �  �  

(1) The options granted to Mr. Coates were in his capacity as a non-employee director.
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OPTION EXERCISES AND STOCK VESTED

The following table shows all stock options exercised and value realized upon exercise, and all stock awards vested and value realized upon
vesting, by the named executive officers during the fiscal year ended on December 29, 2007.

OPTION EXERCISES AND STOCK VESTED

For Fiscal Year 2007

Option Awards Stock Awards

Name

Number
of Shares

Acquired on
Exercise (#)

Value
Realized on

Exercise ($) (1)

Number of
Shares

Acquired on
Vesting (#)

Value
Realized on
Vesting ($)

Bruce C. Rhine �  �  �  �  
Timothy J. Stultz �  �  �  �  
Gary C. Schaefer �  �  �  �  
Bruce A. Crawford �  �  �  �  
John D. Heaton 20,000 $ 3,800 �  �  

20,000 $ 4,200 �  �  
38,519 $ 26,193 �  �  
17,000 $ 9,350 �  �  
6,400 $ 4,480 �  �  
20,000 $ 13,200 �  �  

600 $ 402 �  �  
50,000 $ 27,500 �  �  
5,000 $ 3,150 �  �  

100,000 $ 69,000 �  �  
42,626 $ 20,887 �  �  

700 $ 336 �  �  
7,342 $ 3,157 �  �  
5,016 $ 1,956 �  �  
1,838 $ 864 �  �  
10,000 $ 5,500 �  �  
8,759 $ 4,817 �  �  
16,200 $ 8,586 �  �  
1,900 $ 760 �  �  
20,500 $ 10,660 �  �  
50,100 $ 24,549 �  �  
13,300 $ 7,049 �  �  
6,700 $ 2,278 �  �  

Douglas J. McCutcheon �  �  �  �  
Quentin B. Wright �  �  �  �  
Vincent J. Coates �  �  �  �  

(1) The value realized equals the difference between the option exercise price and the fair market value of Nanometrics common stock on the
date of exercise, multiplied by the number of shares for which the option was exercised.

Compensation of Directors

During fiscal year 2007, directors who are not also employees of Nanometrics received an annual retainer fee of $15,000, plus $1,500 for each
board meeting attended. The audit committee chairman and compensation committee chairman received an incremental $8,000 and $3,000
annual retainer, respectively, for serving in such capacities and each committee member receives an additional $2,000 annual retainer. All
directors received $1,500 for special board or committee meetings attended on site and $500 for telephonic meetings lasting greater than 30
minutes. Non-employee directors were also eligible to participate in our 2000 Director Stock Option Plan whereby each director received a stock
option award of 20,000 options upon appointment to the board of directors and 2,500 stock options at the beginning of each fiscal quarter
thereafter, provided the director has served on the board of directors for at least six months on each grant date.
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On November 29, 2007, upon the recommendation of the Compensation Committee, the board of directors approved a new policy for
non-employee directors. Directors who are not also employees of Nanometrics shall receive an annual retainer fee of $20,000, plus $1,500 for
each board meeting attended. The Nominating and Governance Committee Chairman, Audit Committee Chairman, Compensation/Stock Option
Committee Chairman and Lead Independent Director shall receive an incremental $5,000, $10,000, $5,000 and $5,000 annual retainer,
respectively, for serving in such capacities and each committee member shall receive an additional $2,000 annual retainer. All non-employee
directors shall receive $1,500 for special board or committee meetings attended on site and $500 for telephonic meetings lasting greater than 30
minutes. Joseph F. Dox has waived the right to receive such board of director annual retainer and meeting attendance fees. Non-employee
directors are also eligible to participate in our Directors� Stock Option Plan whereby each such director shall receive a stock option award of
20,000 options upon appointment to the board of directors and 2,500 stock options on the second business day of each fiscal quarter thereafter,
provided the director has served on the board of directors as a non-employee director for at least six months on each grant date. One-third
(1/3) of the shares subject to the option shall vest on the one year anniversary of the vesting commencement date, and an additional one-third
(1/3) of the shares subject to the option will vest each year thereafter on the annual anniversary of the vesting commencement date, subject to the
director continuing to provide services to Nanometrics through each such date. Each non-employee director shall also receive an award of 2,000
restricted stock units under our 2005 Equity Incentive Plan on the second business day of each fiscal year, provided the director has served on
the board of directors as a non-employee director for at least six months on each grant date. One-third (1/3) of the restricted stock units subject to
the award shall vest on the later of the one year anniversary of the vesting commencement date and the opening of any applicable company
trading window, and an additional one-third (1/3) of the restricted stock units subject to the award will vest each year thereafter on the later of
the annual anniversary of the vesting commencement date and the opening of any applicable company trading window, subject to the director
continuing to provide services to Nanometrics through each such date.

On January 7, 2008, upon the recommendation of the Compensation Committee, the board of directors also approved an annual retainer fee for
the Chairman of the Board of $15,000 for serving in such capacity.

The following table shows compensation information for Nanometrics� directors for fiscal year 2007.

DIRECTOR COMPENSATION

For Fiscal Year 2007

Name

Fees Earned or
Paid in
Cash
($)

Stock Awards
($)

Option Awards
($) (1)

Option Awards
(#)

All Other
Compensation

($) (2)
Total
($)

Bruce C. Rhine (3) $ �  �  $ �  �  $ �  $ �  
Vincent J. Coates $ 10,043 �  $ 13,554 3,696(4) $ 125 $ 23,722
J. Thomas Bentley $ 46,179 �  $ 34,159 10,000 $ 125 $ 80,464
Joseph F. Dox $ �  (5) �  $ 52,310 20,000 $ �  (6) $ 52,310
William G. Oldham $ 32,297 �  $ 34,159 10,000 $ 125 $ 66,581
Stephen J Smith $ 33,000 �  $ 34,159 10,000 $ 146 $ 67,305
Edmond R. Ward $ 41,797 �  $ 34,159 10,000 $ 1,867 $ 77,823

(1) Amounts shown do not reflect compensation actually received by the named executive officer. Instead, the amounts shown are the
aggregate fair value of stock options granted for financial statement reporting purposes in 2007, as determined pursuant to SFAS 123R.
The assumptions used to calculate the value of option awards are set forth under Note 1 of the Notes to Consolidated Financial Statements
included in Nanometrics� Annual Report on Form 10-K for fiscal 2007 filed with the SEC on March 13, 2008.

(2) Representing health care reimbursement benefit extended to directors and Section 16 Officers.

(3) Compensation earned in Mr. Rhine�s capacity as a named executive officer is shown in the Summary Compensation Table on page 12.

16

Edgar Filing: NANOMETRICS INC - Form 10-K/A

24



(4) Representing a discretionary prorated quarterly option grant and discretionary full quarterly option grant to Mr. Coates in connection with
his change in status to a non-employee director on August 17, 2007.

(5) In our sole discretion, we made a charitable donation to an eligible IRS recognized nonprofit organization in the amount of $22,804
representing the fees Mr. Dox would have received in his capacity as a director for the fiscal year 2007.

(6) In our sole discretion, a charitable donation in the amount of $95,000 was made to an eligible IRS recognized nonprofit organization in
honor of Mr. Dox.

Employment Contracts and Termination of Employment and Change-in-Control Arrangements

As part of Nanometrics� hiring efforts, we sometimes enter into employment agreements and severance agreements with our named executive
officers that provide for certain severance benefits, including but not limited to, continuation of salary, continuation of bonus plan participation,
continuation of health care benefits and acceleration of equity. The Compensation Committee decided, in its judgment, that these types of
agreements are often needed to recruit executive officers to join Nanometrics and to mitigate the risks associated with leaving former employers
and assuming the challenges of new executive positions.

Pursuant to the terms of an agreement between Nanometrics and Vincent J. Coates dated May 1, 1985, as amended and restated in August 1996
and April 1998, Nanometrics is obligated to continue to pay Mr. Coates his salary and benefits for five years from the date of his resignation as
Chairman of the Board of Directors in the event Mr. Coates is required to resign under certain circumstances, including a change of control.
Mr. Coates voluntarily resigned his position as Chairman of the Board of Directors on July 26, 2007 and no payments shall be required pursuant
to this agreement.

In October 2006, Nanometrics entered into an agreement with John D. Heaton pursuant to which Nanometrics agreed to pay Mr. Heaton his
annual salary of $404,250 for a period of twelve (12) months from the date that he is required or requested for any reason not involving good
cause, including a change of control, to involuntarily relinquish his positions with Nanometrics as President, Chief Executive Officer and
director, provided that Mr. Heaton executes a separation agreement and general release, refrains from disparagement of Nanometrics, and
continues to comply with the terms of a certain confidential information agreement. Mr. Heaton�s employment with Nanometrics terminated on
March 26, 2007, and, on June 25, 2007, we entered into a Separation Agreement and Release with Mr. Heaton pursuant to which we paid
Mr. Heaton his annual salary, less applicable withholdings, through March 26, 2008 and provided twelve (12) months accelerated vesting and an
extended deadline to exercise with respect to his outstanding, unvested equity awards.

In September 2005, Douglas J. McCutcheon became Executive Vice President, Finance and Administration and Chief Financial Officer of
Nanometrics. In connection with Mr. McCutcheon�s employment agreement, Nanometrics agreed to pay Mr. McCutcheon twelve (12) months of
continued salary at his then-effective annual rate if Nanometrics terminates him for any reason other than for good cause, provided that
Mr. McCutcheon executes a general release. Mr. McCutcheon�s employment with Nanometrics terminated on April 24, 2007 and we paid
Mr. McCutcheon his annual salary through April 24, 2008.

In July 2007, the Compensation Committee approved and, in August 2007 Nanometrics entered into, an executive severance agreement with
Bruce A. Crawford, our Chief Operating Officer, which provides for certain severance benefits following a termination without cause, including
six months continuing salary, reimbursements for his premium payments under COBRA for twelve months and twelve months of equity award
acceleration, provided that Mr. Crawford executes a general release.

In August 2007, we announced the appointment of Timothy J. Stultz, Ph.D. as our President, Chief Executive Officer and a director. In
connection with his appointment, we offered Dr. Stultz a compensation package including certain severance benefits consisting of continued
salary payments and equity award acceleration for termination without cause or for good reason, including in connection with a change in
control. Specifically, Nanometrics agrees to pay Dr. Stultz (i) his annual salary, including bonuses earned or accrued, and reimbursements for his
premium payments under the Consolidated Omnibus Budget Reconciliation Act (�COBRA�) for twelve (12) months from the date of separation in
the event that Dr. Stultz�s employment with Nanometrics is terminated by us without cause or Dr. Stultz resigns for good reason within his first
twelve months of employment with Nanometrics; (ii) his annual salary, including bonuses earned or accrued, and reimbursements for his
premium payments under COBRA for nine months from the date of separation in the event that Dr. Stultz�s employment with Nanometrics is
terminated by us without cause or Dr. Stultz resigns for good reason during the period beginning one year and one day after Dr. Stultz�s hire date
until two years from Dr. Stultz� hire date; (iii) his annual salary, including bonuses earned or accrued, and reimbursements for his premium
payments under COBRA for six months from the date of separation in the event that
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Dr. Stultz�s employment with Nanometrics is terminated by us without cause or Dr. Stultz resigns for good reason during the period beginning
two years and one day from Dr. Stultz� hire date or thereafter; and (iv) his annual salary, including bonuses earned or accrued, and
reimbursements for his premium payments under COBRA for twelve (12) months and 100% acceleration of all equity awards, from the date of
separation in the event that Dr. Stultz�s employment with Nanometrics is terminated by us without cause or Dr. Stultz resigns for good reason
with twelve months following a change of control, provided that Dr. Stultz executes a general release.

In November 2007, Gary C. Schaefer became Chief Financial Officer and Executive Vice President of Finance and Administration of
Nanometrics. In January 2008, the Compensation Committee approved an employment agreement with Mr. Schaefer, which provides for certain
severance benefits following a termination without cause, including twelve months continuing salary, performance bonus plan participation,
reimbursements for his premium payments under COBRA and Exec-U-Care, and 100% acceleration of all equity awards, provided that
Mr. Schaefer executes a general release.

The table below estimates amounts payable upon a separation as if the individuals were separated on December 29, 2007.

Not in Connection with a Change of Control

In Connection
with

a Change of
Control

Name Benefit

Due to Disability
or

Termination
Without Cause ($) Due to Death ($)

Termination
Without Cause,

for Good Reason or
Due to Disability
or Death ($)

Timothy J. Stultz Severance pay $ 377,000 �  $ 377,000
Variable compensation payment �  �  �  
Stock option vesting acceleration �  �  1,013,100
Health care benefits continuation 13,097 �  13,097
Life insurance continuation �  �  �  

Total value: $ 390,097 �  $ 1,403,197
Gary C. Schaefer Severance pay $ 300,000 �  $ 300,000

Variable compensation payment 60,000(1) �  60,000
Stock option vesting acceleration 409,340 �  409,340
Health care benefits continuation 13,940 �  13,940
Life insurance continuation �  �  �  

Total value: $ 783,280 �  $ 783,280
Bruce A. Crawford Severance pay $ 156,750 �  $ 156,750

Variable compensation payment �  �  �  
Stock option vesting acceleration 290,034 �  290,034
Health care benefits continuation 18,029 �  18,029
Life insurance continuation �  �  �  

Total value: $ 464,813 �  $ 464,813
John D. Heaton Severance pay (2) $ 108,836 �  �  

Variable compensation payment �  �  �  
Stock option vesting acceleration �  
Health care benefits continuation (2) 3,901 �  �  
Life insurance continuation �  �  �  

Total $ 112,737 �  �  
Douglas J. McCutcheon Severance pay (2) $ 95,365 �  �  

Variable compensation payment �  �  �  
Stock option vesting acceleration �  �  �  
Health care benefits continuation �  �  �  
Life insurance continuation �  �  �  
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(1) Mr. Schaefer is due a bonus equal to 40% of base salary if we meet our annual operating plan with $60,000 minimum due. The maximum
payment to Mr. Schaefer would be $120,000.

(2) Amount represents the remaining amount due under the employment contract.
Compensation/Stock Option Committee Interlocks and Insider Participation

Messrs. Edmond R. Ward, J. Thomas Bentley and Stephen J Smith served on the Compensation Committee during fiscal year 2007. No member
of such Compensation Committee is or was at any time an officer or employee of Nanometrics or any of its subsidiaries. During fiscal year
2007, none of our executive officers served on the Compensation Committee or board of directors of any other company whose executive
officers serve as a member of our board of directors or compensation committee.

COMPENSATION COMMITTEE REPORT

Compensation/Stock Option Committee Report

The Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis required by Item 402(b) of Regulation
S-K with management and, based on such review and discussions, the Compensation Committee recommended to the board of directors that the
Compensation Discussion and Analysis be included in this Form 10-K/A.

Members of the Compensation/Stock Option Committee

Edmond R. Ward, Chairman

J. Thomas Bentley

Stephen J Smith

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

Equity Compensation Plan Information

All of our equity compensation plans except the 2002 Nonstatutory Stock Option Plan were approved by our stockholders. The following table
gives information about the common stock that may be issued under all of our existing equity compensation plans as of December 29, 2007.

Plan category

Number of securities to be
issued upon exercise of
outstanding options,
warrants and rights

Weighted-average
exercise price

of
outstanding options,

warrants and
rights

Number of securities remaining
available for future issuance
under equity compensation
plans (excluding securities
reflected in column (a))

(a) (b) (c)
Equity compensation plans approved by
security holders 2,543,982 $ 10.26 1,480,455
Equity compensation plans not approved by
security holders (1) 576,485 $ 8.56 127,456

Total 3,120,467 $ 9.94 1,607,911
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(1) The material features of each plan adopted without the approval of security holders is set forth in Footnote 13 to the consolidated financial
statements included in our Form 10-K for the fiscal year ended December 29, 2007, and is incorporated by reference herein.

Nanometrics� Principal Stockholders

The following table sets forth beneficial ownership of Nanometrics common stock as of April 11, 2008, by each director, by each of the
executive officers, by all directors and executive officers as a group, and by all persons known to Nanometrics to be the beneficial owners of
more than 5% of Nanometrics stock. Unless otherwise indicated, the address of each executive officer or director of Nanometrics is 1550
Buckeye Drive, Milpitas, CA 95035. As of the close of business on April 11, 2008, there were 18,597,303 shares of common stock outstanding.

19

Edgar Filing: NANOMETRICS INC - Form 10-K/A

30



Amount and Nature of
Beneficial Ownership (1) Shares

Name of Beneficial Owner � Principal Stockholders Shares

Stock Options

Exercisable

within 60 days
of 4/11/08

Total Shares

Beneficially
Owned

Percent of
Class

Dimensional Fund Advisors LP (2) 1,256,009 �  1,256,009 6.8%
Peter M. Joost (3) 1,317,395 �  1,317,395 7.1%
Royce and Associates, LLC (4) 1,392,600 �  1,392,600 7.5%
The TCW Group, Inc. (5) 1,883,396 �  1,883,396 10.1%

Amount and Nature of
Beneficial Ownership (1) Shares

Name of Beneficial Owner � Directors and Officers Shares

Stock Options
Exercisable

within 60 days
of 4/11/08

Total Shares
Beneficially
Owned

Percent of
Class

Bruce C. Rhine (6) 918,810 77,009 995,819 5.3%
Vincent J. Coates (7) 3,498,614 �  3,498,614 18.8%
Howard A. Bain III (8) 1,000 �  1,000 *
J. Thomas Bentley �  28,332 28,332 *
Joseph F. Dox (9) 1,915 6,666 8,581 *
William G. Oldham, Ph.D. �  28,332 28,332 *
Stephen J Smith, Ph.D. �  28,332 28,332 *
Timothy J. Stultz, Ph.D. �  �  �  *
Edmond R. Ward, Ph.D. 2,000 28,332 30,332 *
Gary C. Schaefer �  13,333 13,333 *
Bruce A. Crawford 49,604 74,173 123,777 *
John D. Heaton (10) �  �  �  *
Douglas J. McCutcheon (11) 2,292 �  2,292 *
Quentin B. Wright (12) 5,418 64,426 69,844 *

All named officers and directors as a group (14 persons) 4,479,653 348,935 4,828,588 25.5%

* Less than 1%.

(1) As determined in accordance with Rule 13d-3 under the Securities and Exchange Act of 1934.

(2) According to a Schedule 13G/A filed with the SEC on February 6, 2008, Dimensional Fund Advisors LP may be deemed to be the
beneficial owner of 1,256,009 shares of common stock. Dimensional Fund Advisors LP (formerly, Dimensional Fund Advisors Inc.)
(�Dimensional�), an investment advisor registered under Section 203 of the Investment Advisors Act of 1940, furnishes investment advice to
four investment companies registered under the Investment Company Act of 1940, and serves as investment manager to certain other
commingled group trusts and separate accounts. These investment companies, trusts and accounts are the �Funds.� In its role as investment
advisor or manager, Dimensional possesses investment and/or voting power over the securities that are owned by the Funds, and may be
deemed to be the beneficial owner of the shares held by the Funds. All of the shares are owned by the Funds. Dimensional disclaims
beneficial ownership of such securities. The address of Dimensional is 1299 Ocean Avenue, Santa Monica, CA 90401.

(3) According to a Schedule 13G/A filed with the SEC on February 7, 2008 and information available to the Company, Peter M. Joost may be
deemed to be the beneficial owner of 1,317,395 shares of common stock which includes 1,052,816 shares of common stock held by JFI II,
L.P. (�JFI II�) and 264,579 shares of common stock held by Peter M. and Lindsay M. Joost, Trustees U/T/A dated April 11, 2002 (the �Joost
Trust�). The sole general partner of JFI II is Joost Enterprises Corporation (�JEC�). Mr. Joost is the President of, and the Joost Trust holds all
of the outstanding shares issued by, JEC. Sole voting and dispositive power for the shares held by JFI II is exercised through JEC. Mr. and
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Mrs. Joost share voting and dispositive power for the shares held by the Joost Trust. The address of these individuals and entities is c/o
Joost Enterprises Corporation, 555 California Street, Suite 5180, San Francisco, California 94104.
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(4) According to a Schedule 13G/A filed with the SEC on January 30, 2008, Royce and Associates, LLC (�Royce�) may be deemed to be the
beneficial owner of 1,392,600 shares of common stock. Various accounts managed by Royce have the right to receive or the power to
direct the receipt of dividends from, or the proceeds from the sale of shares of the issuer. The interest of one account, Royce Opportunity
Fund an investment company registered under the Investment Company Act of 1940 and managed by Royce, amounted to 1,008,800
shares. The address of Royce is 1414 Avenue of the Americas, New York, NY 10019.

(5) According to a Schedule 13G/A filed with the SEC on March 10, 2008, The TCW Group, Inc. (�TCW�), on behalf of itself and its direct and
indirect subsidiaries, which collectively constitute The TCW Group, Inc. business unit (the �TCW Business Unit�), the TCW Business Unit
may be deemed to be the beneficial owner of 1,883,396 shares of common stock. The TCW Business Unit is primarily engaged in the
provision of investment management services. The ultimate parent company of TCW is Societe Generale, S.A. (�SG�). The principal
business of SG is acting as a holding company for a global financial services group, which includes certain distinct specialized business
units that are independently operated, including the TCW Business Unit. SG, for purposes of the federal securities laws, may be deemed
ultimately to control TCW and the TCW Business Unit. SG disclaims beneficial ownership of the shares beneficially owned by TCW.
TCW disclaims beneficial ownership of the shares beneficially owned by SG and any of SG�s other business units. TCW shares voting
power of 603,712 shares and shares dispositive power of 1,883,396 shares. The address for TCW Group is 865 South Figueroa Street, Los
Angeles, CA 90017.

(6) Includes (i) 12,518 shares held of record jointly by Mr. Rhine and his spouse as joint tenants with rights of survivorship and (ii) 906,292
shares held of record by the Bruce Charles Rhine and Martha Hawn Rhine Family Trust.

(7) Includes (i) 120 shares held of record by Mr. Coates and (ii) 3,498,494 shares of common stock held of record by the Vincent J. Coates
Separate Property Trust, U/D/T dated August 7, 1981, for which Mr. Coates acts as trustee.

(8) Shares held of record by Mr. Bain and his spouse.

(9) Includes 485 shares held of record by Mr. Dox; (ii) 305 shares held of record by the Alexia Dox Trust (the �AD Trust�); and (iii) 1,125
shares held of record by the Emilie Dox Trust (the �ED Trust�). Ira Greenspan is the Trustee of the AD Trust and the ED Trust and has sole
voting and investment power over the shares held by the AD Trust and the ED Trust. Mr. Dox disclaims beneficial ownership of the shares
held by the AD Trust and the ED Trust.

(10) Mr. Heaton resigned from all positions held at Nanometrics effective March 26, 2007.

(11) Mr. McCutcheon resigned from all positions held at Nanometrics effective April 24, 2007.

(12) Mr. Wright, our Vice President, External Reporting and Strategic Projects, served as interim Chief Financial Officer from April 2007 until
November 2007 and as Chief Accounting Officer from April 2005 until November 2007.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE
Related Party Transaction Policy

Nanometrics� policy towards Related Party Transactions requires that the Audit Committee review any transaction or series of transactions in
excess of $50,000 in any year between Nanometrics, on the one hand, and an officer, director or 5% or greater stockholder, on the other.
Nanometrics� Chief Financial Officer has responsibility for bringing the facts concerning a proposed related party transaction to the Audit
Committee. The policy permits approval only in the event of a finding that the transaction is on terms no less favorable than would have been
obtained in an ordinary arms-length transaction with an independent third party.
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ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
The following table summarizes the aggregate fees that we paid or expect to pay our independent registered public accounting firm, BDO
Seidman, LLP for fiscal 2007 and 2006.

Fiscal 2007

Percentage
Pre-approved
by Audit
Committee Fiscal 2006

Percentage
Pre-approved
by Audit
Committee

Audit Fees (1) $ 1,178,515 100 % $ 1,903,109 100 %
Audit Related Fees (2) 70,905 100 % 162,220 100 %
Tax Fees (3) 21,000 �  �  100 %
All Other Fees �  �  �  �  

Total $ 1,270,420 $ 2,065,329

(1) Fees for audit services consist of:

� Audit of our annual financial statements including management�s assessment of internal controls over financial reporting;

� Reviews of our quarterly financial statements; and

� Statutory and regulatory audits, consents and other services.

(2) Fees for audit-related services billed in fiscal 2007 consisted of consultation concerning financial accounting and reporting standards
($70,905). Fees for audit-related services billed in fiscal 2006 consisted of (i) consultations and due diligence related to our acquisition of
Accent Optical Technologies, Inc. ($144,345) and (ii) consultation concerning financial accounting and reporting standards ($17,875).

(3) This figure relates to tax return preparation for certain foreign subsidiaries in fiscal 2007.
In considering the nature of the services provided by the independent registered public accountants, the Audit Committee determined that such
services are compatible with the provision of independent audit services. The Audit Committee discussed these services with the independent
registered public accountants and our management to determine that they are permitted under the rules and regulations concerning auditors�
independence promulgated by the Securities and Exchange Commission to implement the Sarbanes-Oxley Act of 2002, as well as the American
Institute of Certified Public Accountants.

Audit Committee Pre-Approval Policy

Pursuant to our audit committee charter, our Audit Committee must pre-approve all audit and non-audit services, and the related fees, provided
to us by our independent auditors, or subsequently approve non-audit services in those circumstances where a subsequent approval is necessary
and permissible under the Exchange Act or the rules of the Securities and Exchange Commission. Accordingly, the Audit Committee
pre-approved all services and fees provided by BDO Seidman, LLP during the year ended December 29, 2007 and has concluded that the
provision of these services is compatible with the accountants� independence.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
Exhibits.

The following exhibits are filed with this Annual Report on Form 10-K/A:

Exhibit No. Description
31   Rule 13a-14(a)/15d-14(a) Certifications

31.1 Certification of Timothy J. Stultz, principal executive officer of the Registrant, pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002

31.2 Certification of Gary C. Schaefer, principal financial officer of the Registrant, pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002

32   Section 1350 Certifications

32.1 Certification of Timothy J. Stultz, principal executive officer of the Registrant, and Gary C. Schaefer, principal financial officer
of the Registrant, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

Dated: April 25, 2008

NANOMETRICS INCORPORATED

By:  /s/ Gary C. Schaefer
Chief Financial Officer and Vice President of
Finance and Administration
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