EDGAROnline

MERIX CORP

FORM 10-K405

(Annual Report (Regulation S-K, item 405))

Filed 08/06/98 for the Period Ending 05/30/98

Address 15725 SW GREYSTONE COURT
SUITE 200
BEAVERTON, OR 97006
Telephone 503-716-3700
CIK 0000921365
Symbol MERX
SIC Code 3672 - Printed Circuit Boards
Industry  Electronic Instr. & Controls
Sector Technology
Fiscal Year 05/26

Powere d By EDGA;Rbn]ine

http://www.edgar-online.com
© Copyright 2007, EDGAR Online, Inc. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

UNITED STATES SECURITIES AND EXCHANGE

COMMISSION
Washington, D.C. 20549

FORM 10-K

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended May 30, 1998
OR

[1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

Commission file number 0-23818

MERIX CORPORATION

(Exact name of registrant as specified in its arart

OREGON 93-1135197
(State or other Jurisdiction of (I.R.S. Employer
Incorporation or Organization) Identification Number)
1521 Poplar Lane, Forest Grove, Oregon 97116
(Address of principal executive offices) (Zip Code)

(503) 359-9300
(Registrant's telephone numb er)

Securities registered pursuant to Section 12(b) afie Act:
None

Securities registered pursuant to Section 12(g) tie Act:
Common Stock, no par value
Series A Preferred Stock Purchase Rights

Indicate by check mark whether the Registrant éE)filed all reports required to be filed by Sectid or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiech shorter period that the registrant was reduodile such reports), and (2) has been
subject to the filing requirements for the pasd@§s. Yes [X] No [ ]

Indicate by check mark if disclosure of delinquidlers pursuant to Item 405 of Regulation S-K is aontained herein, and will not be
contained to the best of the registrant's knowledgdefinitive proxy or information statements @mporated by reference in Part Il of this
Form 10-K or in any amendment to this Form 10-K]. [X

The aggregate market value of the voting stock hgldon-affiliates of the Registrant as of Jul\L298 was $41.3 million based upon the
composite closing price of the Registrant's Comi@&tmtk on the Nasdaq National Market System ondht.

The number of shares of the Registrant's CommockStotstanding as of July 1, 1998 was 6,202,114esha
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant's proxy statement innemtion with its 1998 Annual Meeting of Sharehotdare incorporated by reference into Part
M.



MERIX CORPORATION

FORM 10-K
TABLE OF CONTENTS
Part | Page
Item 1. Business 2
Item 2. Properties 6
Item 3. Legal Proceedings 7
Item 4. Submission of Matters to a Vote of Security Holders 7
Part Il
Item 5. Market for the Registrant's Common Stock and
Related Stockholder Matters 7
Item 6. Selected Financial Data 8
Item 7. Management's Discussion and Analysi s of Financial
Condition and Results of Operations 9
Item 7A. Quantitative and Qualitative Disclo sure About Market Risk 15
Item 8. Financial Statements and Supplement ary Data 15
Item 9. Changes In and Disagreements With A ccountants on
Accounting and Financial Disclosure 30
Part Il
Item 10. Directors and Executive Officers of the Registrant 30
Item 11. Executive Compensation 30
Item 12. Security Ownership of Certain Benef icial
Owners and Management 30
Item 13. Certain Relationships and Related T ransactions 30
Part IV
Item 14. Exhibits, Financial Statement Sched ules,
and Reports on Form 8-K 30

Signatures 34



PART |
ITEM 1. BUSINESS.

Merix Corporation (Merix or the Company) is a leagimanufacturer of advanced printed circuit bododsise in sophisticated electronic
equipment. Principal markets served by the Comjpaclyde the communications, computer, industrial aredical instrumentation segments
of the electronics industry.

Merix, an Oregon corporation, was formed in Mar®84 to succeed to the business conducted by tleeiCBoard Division (the Division) of
Tektronix, Inc. (Tektronix), which had been in #lectronic interconnect manufacturing busines®f@r 30 years. On June 1, 1994, Merix
acquired the assets and assumed certain liabifttiesAcquisition) of the Division in connectiontiithe initial public offering of its common
stock, and began to operate as an independentratigyo The term "Company" is used in this docuntentfer to both Merix and its
predecessor, the Division. The Company has manufagtoperations in Forest Grove, Oregon, Lovel@alprado and San Diego,
California (Soladyne division). The Company's cagte offices are located at 1521 Poplar Lane, E@esve, Oregon 97116 and the
telephone number is (503) 359-9300.

Electronic Interconnect Industry Overview

Printed circuits, including rigid and flexible ptéd circuits, are the basic platforms used to contiee microprocessors, integrated circuits
other components essential to the functioning eftebnic equipment. These products consist of pettef electrical circuitry etched from
copper laminated to a board made of insulating riztd’ he manufacture of these and other compleec@@nnect products requires
increasingly sophisticated engineering and manufag expertise and substantial capital investniehis has contributed to increasing
reliance by original equipment manufacturers (OEbts)ndependent manufacturers for such products.

According to industry reports, the U.S. domestickagtfor all interconnect products was approxima®8.6 billion in 1997, including both
"captive" and "independent” producers. Captive poeds are typically divisions of larger OEMs thatnuafacture interconnect products for
use in their own product lines. Independent protsjcich as the Company, manufacture interconmedtipts for multiple OEMs, and
represented approximately 93% of the U.S. domesdidket revenues in 1997. The market share of inu#p# producers has increased in
recent years as OEMs have found that independedtipers can often provide greater flexibility, Féghevels of responsiveness and faster
delivery at a lower overall cost than their owntoamoperations.

Historically, the industry has been highly fragneshtincreasing technology demands and resultingaddmfor capital investment are
expected to continue to contribute to a growingdraward consolidation of independent producers.

Customers, Marketing and Sales

The Company's customers include a diversified bassading OEMs in the industrial and medical instentation, computer, and
communications segments of the electronics industngse customers often use leading-edge techmslagid their product requirements
generally drive the advancement of electronic odaenect manufacturing technology.

The Company also manufactures and sells productsrivact manufacturers such as Benchmark Elecsohic., Celestica, Inc., Solectron
Corporation, and SCI Systems, Inc. which assentigponents on the products for resale to OEMs. Tdrafziny seeks to expand existing
relationships and establish relationships with otlustomers in the contract manufacturing charmgbin access to more OEM customers.

The Company seeks to develop strategic relatiosshith its customers and markets its products andces through a field-based direct
sales force as well as manufacturers' represeegatithe Company's



applications engineers provide advice to customéisrespect to applicable technology, manufactilitsof designs and cost implications.

The Company believes continuous improvement in gpebtechnology is essential to satisfy customedsae€o gain knowledge of future
technology needs, the Company holds technologynpigrand review meetings with its major customattgnds technical conferences and
trade shows, and has hosted conferences withstermers and suppliers. These activities also emhdrecCompany's visibility in the
marketplace.

In fiscal year 1998, five companies representedaimately 75.1% of net sales. Hewlett-Packard Camyp(HP), Tektronix, Inc., Teradyne,
Inc., Motorola, Inc. and Storage Technology Corfiorarepresented approximately 29.3%, 16.6%, 13&%86 and 6.9% of net sales, in
fiscal year 1998, respectively. See "Managemerigsu3sion and Analysis of Financial Condition ares&ts of Operations” in Item 7 of this
Report.

The Company generally does not obtain long-ternchpase orders or commitments from its customersttandrders received by the
Company usually require delivery within 90 dayswéwer, many of the Company's customers have magddong-term purchasing
relationships with the Company.

Manufacturing and Engineering
Products

The Company's principal products are high-densityitilayer rigid printed circuits manufactured wittaterials ranging from standard
fiberglass to high-performance substrate materials.

Fiberglass-based circuit boards are used in viytadll segments of the electronics industry andraamufactured at the Forest Grove and
Loveland facilities. High-performance circuits aiged in electronic products requiring high-speeatitagh-frequency interconnect solutions,
such as cellular phone base stations and other camations, computing and instrumentation prodacts are manufactured primarily at the
Company's Forest Grove and San Diego facilitieghHierformance circuits are manufactured usingiafigenaterials with properties that
address the need for faster speeds, higher opgtatimperatures and higher frequencies. The Comipasgeveloped the expertise and
specialized engineering processes required to raature high-performance circuits using a broad easfgnaterials, including Teflon(R) and
GETEK(R).

Manufacturing Processes

The manufacture of complex multilayer printed citsinvolves the use of a variety of sophisticgbeaduction processes and equipment. In
general, the Company receives circuit designs tré&om its customers in the form of computer adkesign files that it reviews to ensure
manufacturability. Using these computer files, @mmpany generates images of the circuit pattemtsttdevelops on individual layers using
advanced photographic processes. Through a varfigthating and etching processes, the Company thedycadds and removes conductive
and insulating materials forming horizontal layefshin traces or circuits. A finished multilayarauit board sandwiches (or laminates)
together a number of layers of circuitry, usingeitge heat and pressure under vacuum. Vertical cbong between layers are achieved by
plating through small holes called vias. Vias aadmby highly specialized equipment capable ofeachg extremely fine tolerances with
high accuracy.

The Company specializes in multilayer printed dbcwith extremely fine geometries and toleran&escause of the tolerances involved, the
Company uses clean rooms in certain manufacturiogegses where tiny particles can create defediseocircuit patterns, and uses
automated optical inspection (AOI) to ensure cdantsquality.

As OEMs continue to design more sophisticated mlaats equipment requiring more complex printeduwis, the average number of layers
of circuitry in the printed circuits manufactured the Company has



increased from about six in fiscal year 1997 tdelgyers in fiscal year 1998. In December 199&,@lompany approved a major expansic
its Forest Grove manufacturing facility, primarity support the growing demand for printed circuitth higher layer counts. See
"Management's Discussion and Analysis-Net Saleftém 7 of this Report.

The Company uses total quality management systemeét the highest industry standards for produatity. The Company has remained
ISO 9001 certified since 1992, when it was the firdependent circuit board operation in the Uniiates to be certified to this level of
international quality standards. In May 1996, tt@pany's Forest Grove facility received the ShiRgae for Manufacturing Excellence. 1
Shingo Prize is awarded annually by the Nationalosgtion of Manufacturers to recognize North Aroan domestic manufacturing
companies that demonstrate excellence in manufagtlgading to quality enhancement, productivitypmsvement, and customer satisfacti

The Company operates on a twenty-four hour, fiveboday manufacturing work week schedule, with-soheduled days reserved for
maintenance.

Supplier Relationships

Historically, the majority of raw materials usedtie manufacture of the Company's products have teselily available. As printed circuit
technology increases, the Company expects itsfuseri@ain high- performance raw materials to inseedhese materials are often produced
by a limited number of suppliers. From time to tjrtitee Company has experienced difficulties in abtaj sufficient quantities of these
materials. A significant shortage of these matsrialuld have an adverse impact on the Companys aat profitability. To date, material
shortages or price fluctuations have not had anadlieadverse effect on the Company.

In order to reduce lead times and inventory cagyiasts, to enhance the quality and reliabilityhef supply of raw materials and to reduce
transportation and other logistics costs, the Compeas entered into strategic relationships withage of its suppliers of laminates, raw
materials and services. Matsushita Electronics N&se a key laminate supplier, operates an 82s@fi@re foot factory adjacent to the
Company's Forest Grove facility to produce lamisgteeviously imported by the Company from Japasulectro, a supplier of raw materials
and services, operates a warehouse distributiolercadjacent to the Company's Forest Grove facllityaddition, Probe Test Fixtures, Inc.
provides on-site electrical test services to then@any's Forest Grove facility.

The Company strives to develop and maintain goodkiwg relationships with its key suppliers to enbawperation of the business. Supplier
management programs drive improvements and costtieds. These programs include, but are not lidnite quarterly review meetings,
joint product and process development, and padiitp in meetings with the Company's key and gjiateustomers

Environmental Controls

Electronic interconnect product manufacturing reggithe use of a variety of materials, includingatseand chemicals. As a result, the
Company is subject to environmental laws relatmthe storage, use and disposal of chemicals, s@lde, and other hazardous materials, as
well as air quality regulations. Water used ini@nufacturing process must be treated to removalpatticles and other contaminates
before it can be discharged into the municipaltsapnisewer system. The Company operates and margffiuent water treatment systems
and utilizes approved laboratory testing procedatesach of its manufacturing facilities underwsfit discharge permits issued by a number
of governmental authorities. These permits musebewed periodically and are subject to revocatiahe event of violations of
environmental laws.

Certain waste products generated by the Comparansifacturing facilities require further treatmentontrolled disposal. The Company
sends its waste materials to approved third pafidiesecycling, reclaim, treatment or disposal.
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The Company believes that its environmental managércomplies with all current environmental proi@etrequirements in all material
respects. However, there can be no assuranceititaians will not occur in the future. Further,ttte extent that environmental laws change,
environmental expenditures could increase.

Backlog

The Company's 90 day backlog was approximately8itilion at the end of fiscal year 1998 and $2@illion at the end of fiscal year 19¢
A substantial portion of the Company's backlogy@dally scheduled for delivery within 60 days. €ahiation and postponement charges
generally vary depending upon the time of candeladr postponement, and a significant portionhef Company's backlog is subject to
cancellation or postponement without significamadey. Variations in the size, timing and delivesghedule of purchase orders received by
the Company, as well as changes in customers'asiglrequirements, may result in substantial flutituns in backlog from period to period.
Accordingly, the Company's backlog is not necelsarilicative of future quarterly or annual finaatiesults.

Competition

Competitive factors in the market for printed citsunclude product quality, technological capdbjlresponsiveness to customers in delivery
and service, and price. The Company believesiiisgny competitive strengths are its ability to po®va wide array of interconnect products
at a high quality within a shorter delivery cydlmé¢, engineering and manufacturing expertise, arstbener service and support.

The printed circuit industry in the United Statedighly fragmented. An industry source estimatesd are approximately 700 companies
producing circuit boards in the United States. Adatg to an industry source, the top nine merckappliers accounted for approximately
32% of total circuit board sales by independenpaps in 1997. Increasing technology demands asdlting demands for capital investm
are expected to continue to contribute to a growiegd toward consolidation of independent prodsicer

Patents and Other Intellectual Property

The Company's success depends in part on progrieteinology and manufacturing expertise. WhileGloenpany attempts to protect its
proprietary technology through patents, copyrigind trade secrets, it believes that its successiapend more upon further innovation and
technological advances. Companies in the electsdnaustry from time to time receive letters frdmrd parties alleging infringement of
patent rights. The Company has received no sutdrdethowever, Tektronix, prior to the Acquisitioaceived a notice of infringement from
Jerome H. Lemelson, alleging infringement of selvefd!r. Lemelson's "barcode reader," "machineonsi "video imaging,” "beam
processing" and certain other patent claims. Mmékson contends that any modern manufacturingitiasilich as that operated by the
Company must necessarily infringe on at least sohtlee asserted patent claims at some time dunegaéurse of product design, fabrication,
or testing. In connection with the Acquisition, Tiehix agreed to assume any liabilities, in exadsany manufacturer's indemnity, relating to
the claim made by Mr. Lemelson for products of @mmpany shipped to customers prior to the consuromaf the Acquisition. Tektronix
and Mr. Lemelson have announced that Tektronixemésred into an agreement with Mr. Lemelson tmeecertain of Mr. Lemelson's
patents. Should Mr. Lemelson assert a claim ag#iesCompany and be able to identify processesaatuyets of the Company for which a
license is legally required, although there cambassurance, the Company expects Mr. Lemelsacetiose the patented technology to the
Company under terms that would not have a matiniahcial impact.
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Executive Officers

The following table sets forth certain informatiaith respect to the executive officers of the Compa

Name Age  Position
Deborah A. Coleman 45  Chair, Chief Ex ecutive Officer, President

and acting Ch ief Financial Officer
Mark R. Hollinger 40  Senior Vice Pre sident - Operations
Joseph Reichbach 53  Senior Vice Pre sident - Sales and Marketing
Terri L. Timberman 40  Vice President - Human Resources and Quality
Samuel R. DeSimone, Jr. 38  Vice President - Corporate Development and

Secretary

Deborah A. Coleman serves as Chair of the BoaRirefctors, Chief Executive Officer, President asidce April 1998, acting Chief
Financial Officer of the Company. From November 288 the inception of the Company, Ms. Colemanegias Vice President, Materials
Operations of Tektronix, where she led worldwidequrement, distribution, component engineering@rponent manufacturing
operations. Prior to joining Tektronix, Ms. Colentaeld various positions at Apple Computer, Inc.Taryears, including Chief Financial
Officer, Vice President Information Systems & Teglugy, and Vice President of Operations. Ms Colesamnes on the Board of Directors
of Applied Materials, Inc., and Synopsys, Inc.

Mark R. Hollinger serves as Senior Vice PresideéDperations of the Company. From October 1994 jgitiing the Company in September
1997, Mr. Hollinger served as Vice President of @fiens at Continental Circuits Corporation. PtmOctober 1994, Mr. Hollinger held
various manufacturing and management positionBMtCorporation.

Joseph Reichbach serves as Senior Vice Presid&iés and Marketing of the Company. From 1989 jpitiing the Company in February
1997, Mr. Reichbach served as Vice President afsSfalr North America for Analog Devices, Inc.

Terri L. Timberman serves as Vice President - HuRasources and Quality of the Company. Ms. Timberjomed the Circuit Board
Division in February 1994. From 1992 until joinittie Company, Ms. Timberman served in various huraaource management positions
Tektronix. Prior to 1992, Ms. Timberman served &g&or of Human Resources for TriQuint Semicondudnc.

Samuel R. DeSimone, Jr. serves as Vice Presideotporate Development and Secretary of the Comganoyn 1990 until joining the
Company in September 1995, Mr. DeSimone was agragtrthe law firm of Lane Powell Spears Luberskfortland, Oregon. Prior to 1990,
Mr. DeSimone worked for the law firm of Testa, Hitm& Thibeault in Boston, Massachusetts.

Employees

As of May 30, 1998 the Company had a total of 1,d8wloyees, of which 1,350 were regular employeesl®4 were temporary agency
employees. None of the Company's employees aresepted by a labor union. The Company has neveriexged an employee-related
work stoppage. The Company believes its relatignglith its employees is good. The Company alsceleb the continued hiring and
retention of engineers and management personimgegral to the success of the Company.

ITEM 2. PROPERTIES.

The Company owns a 73-acre industrial land sitatkstin Forest Grove, Oregon on which a 174,00@sgfoot manufacturing facility, a
6,300-square-foot waste treatment facility and &®@2-square-foot administration and training fagitire located. Pursuant to a trust deed
granted by the Company to Tektronix, such siteilject to a mortgage securing the Company's oldigdd repay $10 million pursuant to a
note payable to Tektronix in connection with thegAisition. Additionally the Company owns a 37,5@+are-foot building approximately
one mile from the Forest Grove manufacturing facili



The Company uses approximately 20,000 square fekisdouilding for manufacturing operations, inding electrical testing, final inspectis
and shipping.

The Company leases 120,000 square feet of manufagpace from HP pursuant to a five year leasered into in connection with the
Company's acquisition of the Loveland facility ilct@ber 1995. In connection with the acquisitioritef Soladyne operation from Rogers
Corporation in December 1995, the Company assuntealsa for the 37,000-square-foot manufacturingifiabousing the acquired
operations, which expires in February 2001. See Nbtof the "Notes to Financial Statements"” in I1&pf this Report.

ITEM 3. LEGAL PROCEEDINGS.

There are no material pending legal proceedings.

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

No matters were submitted to a vote of the secttgers during the fourth quarter of the fiscahryeovered by this Repo
PART II

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON STOCK AN D RELATED STOCKHOLDER

MATTERS.

The Company's Common Stock is traded on the NaNdtignal Market System under the symbol MERX. Téuege of the high and low
prices for the Company's Common Stock as repometth® Nasdag National Market System for the eighstnecent fiscal quarters was as
follows:

High Low

Fiscal year 1998:

Quarter 4 $20.50 $11.62

Quarter 3 16.75 13.62

Quarter 2 19.50 13.75

Quarter 1 18.50 15.75
Fiscal year 1997:

Quarter 4 $18.88 $13.00

Quarter 3 20.13 15.25

Quarter 2 22.38 13.75

Quarter 1 31.50 16.25

As of July 6, 1998 there were 119 shareholdersafnd and approximately 3,300 beneficial sharehslde

The Company has never declared any cash dividdhesCompany currently intends to retain all futeaenings, if any, for use in the
Company's business and, accordingly, does notipatécpaying any cash dividends on its Common Siotike foreseeable future.
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ITEM 6. SELECTED FINANCIAL DATA.

Financial information for fiscal year 1994 relateghe Circuit Board Division of Tektronix, andnst necessarily indicative of the results that
would have occurred had the Division operated separate entity in that fiscal year.

Statement of Income Data:

Net sales $178,620 $15
Net income 2,138

Basic earnings per share $ 035 $
Diluted earnings per share $ 034 $

Balance Sheet Data:

Working capital $ 40,755 $ 4
Total assets 135,168 13
Long-term debt, less current

portion 40,000 4
Shareholders' equity 70,191 6

(1) Earnings per share for fiscal year 1994 is pro
initial 6,055 shares outstanding following the Acqu

1997 1996 1995 1994 (1)

ousands, except per share data)

6,184 $155,634 $101,448 $ 78,442
321 12,793 10,564 6,791
005 $ 210 $ 174 $ 112

005 $ 198 $ 167 $ 1.12

5586 $ 34,841 $ 34,201 $28,215
0,449 111,170 69,597 52,254

2,390 26,670 6,427 8,073
7,416 66,353 52,319 38,093

forma based on the
isition.



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.
Results of Operations (Dollars in thousands)
Results of operations information in dollars and gercentage of net sales are as follows:

Percentage of Net Sales

1998 1997 1996 1998 1997 1996
Net sales $178,620 $15 6,184 $ 155,634 100.0% 100.0% 100.0%
Cost of sales 151,100 13 4,328 118,234 84.6 86.0 76.0
Gross profit 27,520 2 1,856 37,400 15.4 14.0 24.0
Operating expenses:
Engineering 5,854 6,013 5,019 3.3 3.9 3.2
Selling, general and
administrative 14,266 1 3,822 11,399 8.0 8.8
7.3
Restructuring expense 1,878 - - 1.0 - -
Total operating expenses. 21,998 1 9,835 16,418 12.3 12.7 10.5
Operating income 5,522 2,021 20,982 3.1 1.3 134
Interest income 1,432 1,380 950 0.8 0.9 0.6
Interest expense 3,313 3,247 1,333 1.8 2.1 0.8
Other income (expense), net (290) 137 (260) (0.2) 0.1 (0.2)
Income before taxes 3,351 291 20,339 1.9 0.2 13.0
Income tax (expense) benefit (1,213) 30 (7,546) (0.7) - (4.8)
Net income $ 2,138 $ 321 $ 12,793 1.2% 0.2% 8.2%

Sales by market segments and largest customedlangland as a percent of net sales are as fallows

Percentage of Net Sales

1998 1997 1996 1998 1997 1996
Market Segments
Computers $ 49880 $ 4 2,998 $ 33,206 27.9% 27.5% 21.3%
Communications 46,735 3 2,406 43,798 26.2 20.7 28.2
Test and Instruments 75,247 5 4,263 55,828 42.1 34.8 35.9
Contract Manufacturers (a) - 2 3,134 20,606 - 14.8 13.2
Other 6,758 3,383 2,196 3.8 2.2 14
Total $178,620 $15 6,184 $ 155,634 100.0% 100.0% 100.0%
Largest Customers
Hewlett-Packard Company $ 52361 $3 9,693 $ 29,100 29.3% 25.4% 18.7%
Tektronix, Inc. 29,688 2 8,766 32,010 16.6 18.4 20.6
Teradyne, Inc. 24,310 1 3,885 16,389 13.6 8.9 10.5
Motorola, Inc. 15,553 2 0,321 30,427 8.7 13.0 19.5
Storage Technology Corp. 12,272 1 2,341 9,491 6.9 7.9 6.1
Other 44,436 4 1,178 38,217 24.9 26.4 24.6
Total $178,620 $15 6,184 $ 155,634 100.0% 100.0% 100.0%
(@) Amounts shown in the table for contract m anufacturers in fiscal years
1997 and 1996 represent sales to those co ntract manufacturers. Amounts
for contract manufacturers in fiscal year 1998 are reflected in sales
to the original equipment manufacturer (O EM) served by the contract
manufacturer. Sales through the contract manufacturing channel were
$42,413 (23.7% of net sales) in fiscal ye ar 1998.
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Comparison of Fiscal Years 1998 and 1997 (Dollathousands, except per share amounts)

Fiscal Year. The Company's fiscal year is the 52®Bweek period ending the last Saturday in Magc#diyear 1998 was a 52-week year,
fiscal year 1997 was a 53-week year.

Net Sales. Net sales for fiscal year 1998 were &PBcompared to $156,184 in fiscal year 1997.imbeease in sales was primar
attributable to a higher level of demand for therpany's products and an improvement in the progiiictincluding increased sales of hig
layer count, higher priced products.

A general slow-down in the electronics industry ardess capacity in the domestic printed circutstry negatively impacted the level and
pricing of customer orders in the Company's foguhrter ended May 30, 1998. Net sales were $4 40t fourth quarter of fiscal 1998
compared to $46,416 in the third quarter of fisk@88 and $43,285 in the fourth quarter of fiscd7.9The Company believes the decrease in
demand and accompanying pricing pressures, whigtinitarily attributes to the economic crisis in &silelays in new product production,
and excess inventory in the industries it servélscantinue through at least the second quartdisghl year 1999. The Company has
previously announced that it expects a loss ifirgsfiscal quarter ending August 29, 1998.

As a result of recent economic events in Asia, masian printed circuit board manufacturing planésd excess capacity and they generally
have lower production costs than those of the Compaome of these Asian companies are turningedJtls. domestic market as a source of
new customers to utilize that capacity. This addil competition in the domestic printed circuitrked, together with lower customer
demand, is creating intensified pricing pressuresifboth international and U.S. competitors in mahthe markets in which the Company
competes. Historically, the Asian printed circwippliers have primarily competed in the less tetbgioally advanced, six layer and lower
market, although recently they have expanded teehmology to include eight layer printed circuithe Company's customers are deman
more sophisticated products, which incorporate Iéghnology and increasing layer counts. As a tethd Company expects its sales
percentage of six layer and lower product to cardito decrease. The Company's focus continuesdo peoviding high technology products
and processes, and it currently does not expemri¢ounter direct competition from Asian suppliershie high technology segment of the
printed circuit market in the near future. Howewbe Company's basic interconnect technology i€y not subject to significant
proprietary protection, and companies with sigaifitresources may develop expertise in these htghbnology processes and products and
compete with the Company. Increased competitiomdcasult in price reductions, reduced marginsosslof market share, which could
materially adversely affect the Company's busin@sancial condition and results of operations.

During the first three quarters of fiscal year 198&nufacturing constraints limited the capacitgikable to meet the production needs of the
Company's current and new customers. In respom&@edéember 1997, the Company announced plansrf@j@r expansion of its Forest
Grove manufacturing capacity, expected to cost@pprately $21,000. Approximately $6,500 of the tatast is for the retrofit of existing
manufacturing facilities and the remainder is fa purchase and installation of new manufacturqgpmment. The expansion has been
underway since January 1998 and was originally eegeto be completed in the first half of fiscahy@999. The expansion is expected to
provide capacity for approximately $35,000 to $80,0f additional sales annually. Due to weak demahidh began in the fourth quarter of
fiscal year 1998, the Company is delaying the midjeneline and now expects the expansion profbetcompleted in the last half of fiscal
year 1999. Although the electronics industry isently experiencing a downturn, the Company bebabat higher levels of custorr

demand will return and the completion of the expamgroject will position the Company to take adizaye of the industry rebound. Hower
the Company's current expansion of its manufagjucapacity will increase its fixed costs, and thteife profitability of the Company will in
part depend on its ability to utilize its manufaatg capacity in an effective manner. The failweticcessfully integrate, manage and utilize
additional manufacturing capacity could adversélgch the Company's business, financial conditind sesults of operations.
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Historically, the Company's sales have been conatut in relatively few customers. As shown intdidgle on page 9 of this Report, the
Company's five largest customers comprised 75.83/69% and 75.4% of net sales for fiscal years 19987 and 1996, respectively. One of
the Company's objectives is to diversify its custoilmase, as well as to pursue opportunities inrativésions of its existing customers, in
order to grow sales and reduce the risks assoathdh concentration of sales to a relatively $mamber of customers. The loss of one or
more principal customers or a change in the miprotiuct sales could have a material adverse effethe Company's business, financial
condition and results of operations.

The level and timing of orders placed by the Comyfsacustomers vary due to many factors, includimgg@mer attempts to manage invent
timing of new product introductions and variationdemand for customer products. Since the Compangally does not obtain long-term
purchase orders or commitments from its custoniteaisticipates the future volume of orders basedisoussions with its customers. The
Company uses these estimates of anticipated fotdess to determine the amount and mix of prodihzsit intends to manufacture. A
variety of conditions may cause customers to camedlice or delay orders that were previously mlaweanticipated. A significant portion of
the Company's backlog at any time may be subjecancellation or postponement without significaehglty. The Company cannot assure
the timely replacement of canceled, delayed oreedwrders. Significant or numerous cancellatiogdtictions or delays in orders by one or
more customers, or the failure of one or more custs to order products at levels anticipated byGbmpany, could result in excess or
obsolete inventory and lower sales which could nitg adversely affect the Company's businessrfaial condition and results of
operations. See "Business - Backlog" in Item Jhaff Report.

Gross Margins. The Company's gross margin was 1m4%cal year 1998, compared with 14.0% in fisgedr 1997. The improvement in
gross margin was attributable to a higher salesme| improved product pricing, improved product yneduced materials costs and cost
reductions resulting from the restructuring whidtwrred in the second quarter of fiscal year 199 Company's gross margins are affected
by various factors, including sales volumes, prodoix, production yields, price changes and chaigéise Company's cost structure.

The Company expects that its gross margin will @ase in the first quarter of fiscal year 1999 duertder-utilization of its manufacturing
capacity and accompanying pricing pressures atafide to excess capacity in the industry. See Sédes" above. Expected cost savings f
the restructuring which occurred in the second tgnaf fiscal year 1998 were realized during theosel half of fiscal year 1998, significant
progress has been made in reducing scrap costaamafacturing processes performed by subcontraaters substantially reduced in the
second half of fiscal year 1998. The Company vahtinue to focus on other cost reductions and ajpera efficiencies, including controls

all discretionary spending, plant shutdowns andbpér mandatory days off for its employees. In &iddi the Company continues to focus on
sales of higher complexity products which generiaflye higher prices and gross margins. Howevere tten be no assurance that these
efforts will result in higher sales or profits.

Restructuring Expense. Results of operations fmafiyear 1998 included a $1,878 charge for thes@ssociated with a restructuring plan,
announced in the second quarter of fiscal year 198&ertaken to improve the Company's profitahility

The restructuring plan consisted of a work foraurion in the support and administrative functjadhe writedown of certain manufacturir
equipment, and other miscellaneous costs. The etarghe work force reduction of approximately §70cluded the reduction of 85
positions in the Company's support and administdtinctions, including purchasing, materials, atstration and computer automated
tooling. No direct manufacturing jobs were elimedtAs of May 30, 1998, all outstanding liabilit@ssociated with the workforce reduction
had been paid. In connection with the restructupilag, the Company analyzed its manufacturing egeigt based on Statement of Financial
Accounting Standards No. 121 "Accounting for the&inment of Long-lived Assets and For Long-livedsés To Be Disposed Of", and
based on that analysis, recorded a non-cash cfargee write-off of approximately $1,100 of mancfiaring equipment located primarily at
the Company's Loveland, Colorado facility.
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Engineering. Engineering expenses were $5,854 &1l 3, respectively, and were 3.3% and 3.9% ofalets, respectively, in fiscal years
1998 and 1997.

Selling, General and Administrative. Selling, gaiend administrative expenses were $14,266 an@323n fiscal years 1998 and 1997,
respectively, and were 8.0% and 8.8% of net sadaspectively. Selling, general and administratixpemses have increased principally as a
result of increased sales and marketing persoandlcosts associated with the reorganization dondaton of the Company's sales force.

Interest Income. Interest income remained relatieehstant at $1,432 and $1,380 in fiscal year8¥98l 1997, respectively.

Interest Expense. Interest expense was $3,31338d &in fiscal years 1998 and 1997, respectivEhg increase in fiscal year 1998 was
principally due to a full year of interest expemskated to the issuance of $40,000 in senior rot&eptember 1996.

Income Taxes. The Company's effective tax rateapasoximately 36% in fiscal year 1998 comparedl@®% in 1997. In fiscal year 1997,
the Company had lower pretax income and higheexampt interest income in relation to such preteoime. The Company expects its
effective tax rate to be approximately 39% in flsgar 1999. The anticipated rate for fiscal ye@99.is higher than that of fiscal year 1998
due to the reduction in the 1998 Oregon statetsigtuate resulting from the refunding of excesime taxes collected in prior years.

Comparison of Fiscal Years 1997 and 1996 (In thouses)

Fiscal Year. The Company's fiscal year is the 52%Bweek period ending the last Saturday in Magc#liyear 1997 was a 53-week year and
fiscal year 1996 was a 52-week year.

Net Sales. Net sales for fiscal year 1997 of $1%6ere relatively flat with net sales of $155,684iscal 1996, due principally to a decre:i

in sales to certain of the Company's significarsteamers, largely offset by an increase in salé$Raesulting from a full year of operations at
the Loveland site (see above table). Sales to Mt@pnc. decreased due to a transition to a newerggion of its cellular base station
products, which have lower margins. Sales to Taeradinc. (Teradyne) decreased in fiscal year 19&td a decline in Teradyne's sales to its
customers as a result of a softening in the serdiector industry earlier in the year.

In addition, the Company experienced overall changgroduct mix, which caused average sellinggsrio decline from the prior year.

Gross Margins. The Company's gross margin was 1éh@tgcal year 1997, compared with 24.0% in fispadr 1996. Gross margins in fiscal
year 1997 declined principally due to flat salembmed with a higher level of fixed costs. A sigeéint portion of the Company
manufacturing costs are relatively fixed, and thassts were higher in fiscal year 1997 principallya result of the acquisitions of the
Loveland and Soladyne sites in the middle of figesdr 1996.

The level and mix of sales were the major factordatermining the Company's 1997 gross margin. Higifiormance products are generally
more complex and carry higher margins than the Gmyp standard fiberglass products. The productimiiscal year 1997 included a
greater proportion of lower priced, lower margiogucts than in fiscal year 1996.

Engineering. Engineering expenses were $6,013 /21 $ in fiscal years 1997 and 1996, respectivaig were 3.9% and 3.2% of net sales,
respectively. Engineering expenses have increasedadadditional engineering staff as a resulhefdcquisitions of the Loveland and
Soladyne operations in fiscal year 1996.
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Selling, General and Administrative. Selling, gaiend administrative expenses were $13,822 an@B$21n fiscal years 1997 and 1996,
respectively, and were 8.8% and 7.3% of net sadspectively. The increase over the prior year auasprincipally to costs associated with
increased selling efforts.

Interest Income. The increase in interest incormmfthe prior year is due principally to higher malas of cash and investments for a majc
of the year, primarily as a result of the procefeds $40,000 of senior notes issued in Septemb@6.19

Interest Expense. Interest expense was $3,247B883in fiscal years 1997 and 1996, respectivihe increase from the prior year is du
the issuance of $40,000 in senior notes in Septed@9s.

Income Taxes. The Company's effective tax ratd 0% in fiscal year 1997 is lower than the effegtiax rate of 37% in 1996, due to lower
pretax income in fiscal year 1997 and higher taanept interest income in relation to pretax income.

Liquidity and Capital Resources (In thousands)

Cash and short-term investments at May 30, 1998 §22,899, compared to $25,097 at May 31, 1997 kiNgrcapital was $40,755 at May
30, 1998 compared to $45,586 at May 31, 1997.

Cash provided by operating activities in fiscaliy2898 was $16,870, which primarily consisted dfineome, adjusted for non-cash charges,
a decrease in accounts receivable and an incneasecintories. Accounts receivable decreased dugapity to a lower level of sales in the
fourth quarter of fiscal year 1998 and inventoifeseased due primarily to an increase in finispedds.

Cash used in investing activities in fiscal yea®8%vas $18,174, primarily consisting of $18,46@apital expenditures primarily for
manufacturing equipment, $13,500 of purchases atgbrm investments, and $14,591 of maturitiestairt-term investments. The
Company's policy is to hold such short-term invesita to maturity.

The Company has $40,000 outstanding under a ppfatement of senior unsecured notes with two arsee companies. The notes bear
interest at 7.92%, payable on a semi-annual bagls payment of principal in five equal annual elfhents commencing on September 15,
1999.

The Company has an unsecured $30,000 bank lineedit @against which it had no borrowings at May 3898. Borrowings under this line of
credit would bear interest at the agent's primelBOR based rates available at the time of borrgw{i88% at May 30, 1998). The line of
credit expires on September 30, 1998.

The senior unsecured notes and the line of cnecliide certain financial covenants (including minimnet worth, debt ratio, quick ratio and
interest coverage requirements) and cross-defeaNigions. As of May 30, 1998, the Company wasdampliance with all covenants.
However, significant losses in the first quartefis€al year 1999 would cause the Company to faihtet certain of the financial covenants.
The Company intends to negotiate amendments taimens of these financial covenants and to exteadihe of credit, but no assurance can
be given that the Company will be successful is¢hefforts. If the Company fails to comply with tt@venants and the covenants are not
amended or waived, the notes could become immégidtie in full and borrowings would not be avaikabinder the line of credit. If the
Company can successfully renegotiate the finamciaénants in the notes and line of credit and ektka line of credit, the Company belie
that its existing capital resources and cash gésdfeom operations should be sufficient to meetwibrking capital and capital expenditure
requirements during its 1999 fiscal year.

The Company had capital commitments of approxirgekéR,200 at May 30, 1998, primarily related to @xgion of manufacturing capacity.
This includes certain amounts related to the exparsf the Forest Grove manufacturing facility. Dtoeveak demand as discussed in "Net
Sales" beginning on page 10 of this Report, the om is delaying the project timeline and now expdite expansion project to be
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completed in the last half of fiscal year 1999. Twmpany currently expects to finance the expansitimavailable resources.
Year 2000 Disclosure

The Company uses a significant number of compuaiitware programs and operating systems in itsmatesperations, including applicatio
used in its financial, shop-floor control and maraifiring equipment control systems. The inabilitg@mputer software programs to
accurately recognize, interpret and process datescdesignating the year 2000 and beyond coulcecaistems to yield inaccurate results or
encounter operating problems, including interruptid the business operations these systems comtrelCompany is in the process of
analyzing its internal computer-based systems aawufacturing equipment to identify potential vulalgitities and implement corrections or
changes that may be required.

The Company also may be exposed to risks from ctengystems of parties with which the Company @atsbusiness. In response to this,
the Company is taking steps, including contacttagrajor suppliers, to determine the extent to tviie Company may be vulnerable to
those parties' failure to remedy their own year®i88ues and to ascertain what actions, if neadeg,be taken by the Company in response
to such risks.

The Company has expended and will continue to ekp@propriate resources to address this issuetiorely basis. The analysis is expected
to be completed by the second quarter of fiscal $689, and until that time, no estimate of theested total cost of this effort can be made.
Furthermore, there can be no assurances that umkoosts ultimately necessary to update systemddreas potential system interruptions
will not have a material adverse effect on the Canys business, financial condition or resultspdrations.

Forward-looking Statements

Information set forth in this Annual Report on Fot®K relating to fiscal year 1999 and beyond, udahg the Company's plans and
expectations with respect to cost savings, custaliversification, changes in product mix, custodemand and increases in manufacturing
capacity, constitute forward-looking statementfodmation contained in forward-looking statemeistbéased on current expectations and is
subject to change, and actual results may diffaeraly from the forward-looking statements.

Many factors could cause actual results to diffaterially from the forwardeoking information. Items 1 and 7 of this Annuadort on Forr
10-K discuss certain of these factors, includirgggeneral slow-down in the electronics industry r@deconomic events in Asia; the recent
decline in customer orders and the Company's exiagsecity; pricing and other competitive pressimale industry; risks related to the
Company's capacity expansion project; customererunation and difficulties in diversifying the caster base; increases in finished goods
inventory; declines in backlog; risks related tstomer cancellation, postponement or reductionrdéis; the effects of the restructuring;
negotiations relating to the Company's loan agredsn¢he ability to attract and retain a talentedkforce; unanticipated costs associated
with any required modifications to the Company'safacturing equipment computer systems and aseocgatftware related to the Year
2000 issue; plant shutdowns; and unanticipateds¢ostomply with environmental laws. Other factokdude business conditions and growth
in the general economy and the electronic anddoterect industries; raw material availability; puotion delays; product mix; customer
acceptance of new technologies; costs and yielgtgsassociated with production; the ability to etedinancing strategies; and other risks
listed from time to time in the Company's Secusitd Exchange Commission reports or otherwisédodisd by the Company. Any forward-
looking statements should be considered in lighhe$e factors. Forward-looking statements spebkamnof date made. The Company
undertakes no obligation to publicly release ttsailts of any revision to forward-looking statementsich may be made to reflect subsequent
events or circumstances or to reflect the occug@iainanticipated events.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE AB  OUT MARKET RISK
Not applicable
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

MERIX CORPORATION
INDEPENDENT AUDITORS' REPORT
To the Board of Directors and Shareholders of M&xporation

We have audited the accompanying balance shedtgmt Corporation as of May 30, 1998 and May 3197.9nd the related statements of
income, shareholders' equity, and cash flows feryrars ended May 30, 1998, May 31, 1997 and Mag®2%6. These financial statements
are the responsibility of the Company's managen@unt.responsibility is to express an opinion orsthnancial statements based on our
audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat 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 financial statements presainlyf in all material respects, the financial giwsi of Merix Corporation as of May 30, 1998
and May 31, 1997, and the results of its operatanbits cash flows for the years ended May 30818ty 31, 1997 and May 25, 1996 in
conformity with generally accepted accounting piples.

DELOITTE & TOUCHE LLP

Portland, Oregon
June 25, 1998 (June 30, 1998 regarding stock opgioricing, see Note 4)
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MERIX CORPORATION
BALANCE SHEETS
(In thousands)
May 31
1998 19 97
ASSETS
Current assets:
Cash and cash equivalents (Note 2) $ 15,430 $ 165 37
Short-term investments (Notes 2 and 5) 7,469 8,5 60
Accounts receivable, net of allowance of $259
and $332, respectively (Note 5) 19,303 21,0 66
Accounts receivable - affiliates (Note 14) 2,501 3,0 91
Inventories (Notes 2 and 6) 10,795 8,6 42
Income tax refund receivable (Note 11) 759 2,3 08
Deferred tax asset (Note 11) 1,577 1,4 10
Other current assets 2,454 1,8 17
Total current assets 60,288 63,4 31
Property, plant and equipment, net (Notes 2 and 7) 70,262 63,3 98
Goodwill, net of accumulated amortization of $432 a nd $265
(Notes 2 and 3) 2,027 2,2 92
Other assets 2,591 1,3 28
Total assets $ 135,168 $ 1304 49
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payable $ 10,584 $ 10,0 11
Accrued compensation 2,512 3,0 84
Current portion of long-term debt (Note 8) 4,529 2,2 60
Other accrued liabilities 1,908 2,4 90
Total current liabilities 19,533 17,8 45



Long-term debt (Note 8)
Deferred tax liability (Note 11)
Other liabilities

Total liabilities

Commitments and contingencies (Note 15)

Shareholders' equity (Notes 9 and 10):
Preferred stock, no par value; authorized 10,00
none issued
Common stock, no par value; authorized 50,000 s
and outstanding 1998: 6,203 shares, 1997: 6,
Unearned compensation
Retained earnings

Total shareholders' equity

Total liabilities and shareholders' equity

See the accompanying Notes to Financ

40,000 42,3
4,171 15
1,273 1,2
64,977 63,0

0 shares;

hares; issued

167 shares 44,625 44,3

(250) (6

25,816 23,6
70,191 67,4

$ 135,168 $ 1304

ial Statements.
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MERIX CORPORATION
STATEMENTS OF INCOME
(In thousands, except per sha

Net sales (Notes 2, 13 and 14)
Cost of sales

Gross profit

Operating expenses:
Engineering
Selling, general and administrative
Restructuring expense

Total operating expenses

Operating income

Interest income

Interest expense

Other income (expense), net

Income before taxes
Income tax (expense) benefit (Note 11)

Net income
Net income per share:
Basic

Diluted

Shares used in per share calculations:

Basic
Diluted
See the accompanying Notes to Financ
MERIX CORPORATION
STATEMENTS OF SHAREHOLDERS'
(In thousands)
Common St
Shares

Balance at May 31, 1995 6,075 $
Net income
Exercise of stock options 40
Tax benefit related to stock-based

compensation
Restricted stock awards 18
Amortization of unearned

compensation
Balance at May 31, 1996 6,133
Net income
Exercise of stock options 35
Tax benefit related to stock-based

compensation
Restricted stock awards 19
Amortization of unearned

compensation

Shares surrendered or canceled (20)

re data)
Years ended May 31
1998 1997 19
$ 178,620 $ 156,184  $155,6
151,100 134,328 118,2
27,520 21,856 37,4
5,854 6,013 5,0
14,266 13,822 11,3
1,878 -
21,998 19,835 16,4
5,522 2,021 20,9
1,432 1,380 9
3,313 3,247 1,3
(290) 137 2
3,351 291 20,3
(1,213) 30 (7,5
$ 2,138 $ 321 $ 127
$ 0.35 $ 005 $ 2
$ 034 $ 005 $ 1
6,194 6,146 6,1
6,272 6,260 6,4
ial Statements.
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EQUITY
ock
--------- Unearned Retained
Amount Compensation Earnings

42,262 $ (507) $ 105564 $ 52

66

12,793 12

429
445
597 (597)

367

43,733 (737) 23,357
321

316
261
364 (364)

434
(314) 45

367

,353
321
316

261

434
(269)



Balance at May 31, 1997 6,167

Net income

Exercise of stock options 55

Tax benefit related to stock-based
compensation

Amortization of unearned
compensation

Shares surrendered or canceled (19)

See the accompanying Notes to Financ

MERIX CORPORATION
STATEMENTS OF CASH FLOW
(In thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Deferred income taxes
Amortization of unearned compensation
Restructuring charge
Other
Changes in assets and liabilities (exclusiv
of effects of purchase of Loveland and
Soladyne assets):
Accounts receivable
Inventories
Income tax refund receivable
Other current assets
Accounts payable
Accrued compensation
Income taxes payable
Other accrued liabilities

Net cash provided by operating activities

Cash flows from investing activities:
Purchase of Loveland and Soladyne assets
Capital expenditures
Short-term investments:
Purchases
Maturities
Proceeds from sale of assets
Other assets

Net cash used in investing activities

Cash flows from financing activities:
Long-term borrowings:
Proceeds
Principal payments
Exercise of stock options
Deferred financing costs
Reacquired common stock

Net cash provided by financing activities

Increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Supplemental Disclosures:

Cash paid for:
Interest, net of amount capitalized
Income taxes

Noncash transactions:
Assets acquired by recognition of liabilit
Software license acquired through financin

agreement

44,360 (622) 23,678 67
2,138 2
525
122
122
(382) 250

44,625 $ (250) $ 25816 $ 70

ial Statements.
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Years ended May 31
1998 1997 1996
$ 2,138 $ 321 $ 12,793
10,261 8,762 5,643
2,479 2,398 2,397
220 434 367
1,149 - -
(30) (85) 3
e
2,353 382 (11,765)
(2,153) (2,207) 303
1,671 (2,048) -
(637) (1,228) 692
573 2,555 3,183
(572) (1,418) 1,331
- (67) 353
(582) (428) 1,583
16,870 7,371 16,883
- (28,720)

(18,;166) (17,769)  (16,111)

(13,500)  (15,110)  (14,000)

14,591 13,717 19,417
507 422 91

(1,306) - -

(18,174)  (18,740)  (39,323)

- 40,000 20,000

(121)  (23,951) (105)
525 91 429

- (382) -
(207) (43) -

197 15,715 20,324

(1,107) 4,346 (2,116)
16,537 12,191 14,307

$ 15430 $ 16,537 $ 12,191

$ 3116 $ 3205 $ 697
- - 4,799

- 1,273

- 367

122
(132)

,191



Tax benefit related to stock-based
compensation

Surrender of unvested shares of restricted
stock

Receipt of common stock for exercise of st
options

See the accompanying Notes to Financ

122 261
175 45
ock
- 225

ial Statements.
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MERIX CORPORATION

NOTES TO FINANCIAL STATEMENTS
(Dollars in thousands, except per share amounts)

Note 1. ORGANIZATION AND ACQUISITION

Merix Corporation, an Oregon corporation, was fodnreMarch 1994 to succeed to the business condumtehe Circuit Board Division (the
Division) of Tektronix, Inc. (Tektronix), which haaken in the electronic interconnect manufactubnginess for over 30 years. On June 1,
1994, Merix acquired the assets and assumed céethilities (the Acquisition) of the Division inarinection with the initial public offering «
its common stock, and began to operate as an indepécorporation.

Note 2. ACCOUNTING POLICIES
Fiscal Year

The Company's fiscal year is the 52 or 53-weekogleeinding the last Saturday in May. Fiscal yeai81®8s a 52-week year ended May 30,
fiscal year 1997 was a 53-week year ended May & fiacal year 1996 was a 52-week year ended May@5convenience, these periods
have been presented in these financial statemsmrnded May 31.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgssets and liabilities at the date of the
financial statements and the reported amountsle$ sand expenses during the reporting period. Acasalts could differ from those
estimates.

Balance Sheet Financial Instruments: Fair Values

The carrying amounts reported in the balance dbe@ivestments, accounts receivable and accowayahpe approximate fair value because
of the immediate or short-term maturity of thesmficial instruments. The carrying amount for loagyt debt approximates its fair value
because the related interest rates are compamtadées currently available to the Company for delit similar terms and maturities.

Cash and Cash Equivalents

Cash and cash equivalents are comprised of casdmiks and highly liquid investments with maturitighree months or less when
purchased.

Investments

The Company classifies securities at acquisitiom @me of three categories:
held to maturity, available for sale, or tradind.May 31, 1998 and 1997, all of the Company's itmesits with original maturities of more
than 90 days are classified as held to maturityaaedsalued at amortized cost.

Inventories

Inventories are valued at the lower of cost or raténd include materials, labor and manufacturiveyteead. Cost is determined on the first-
in, first-out (FIFO) basis.
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Property and Depreciation

Property, plant and equipment is carried at cast &Ecumulated depreciation. Costs of improvemartisiding capitalized interest, are
capitalized. Depreciation is calculated based erestimated useful lives of depreciable assetslis\is: 40 years for buildings, 10 to 20
years for grounds, 3 to 7 years for machinery apdpnent, and is provided using the straight lirethmod.

Goodwill

The cost of goodwill is amortized on a strai¢jhe basis over the estimated period benefitedbofdars. Goodwill amortization for fiscal ye
1998, 1997 and 1996 was $167, $169 and $96, régplgct

Revenue Recognition

Revenue from product sales is recognized at the ¢ifishipment. Service revenue is recognized agcesrare provided.
Engineering Expense

Expenditures for engineering of products and mastufing processes are expensed as incurred.

Warranty

The Company generally warrants its products foerog of up to four months from shipment. Accordyn@ provision for the estimated cost
of the warranty is recorded upon shipment.

Earnings per Share

The Company has adopted the provisions of Stateofdrihancial Accounting Standards No. 128, "Eagsiper Share" (SFAS 128). SFAS
128 replaces the presentation of primary EPS wjiteaentation of basic EPS. It also requires dredgntation of basic and diluted EPS on
the face of the income statement for all entitiéth womplex capital structures and requires a rediation of the numerator and denominator
of the basic EPS computation to the numerator @amdwhinator of the diluted EPS computation. Aslates to the Company, the principal
differences between the provisions of SFAS 128megious authoritative pronouncements are the siariuof common stock equivalents in
the determination of basic earnings per share lamdiarket price at which common stock equivalerésalculated in the determination of
diluted earnings per share.

Basic earnings per share is computed using thehteslgaverage number of shares of common stockamdtisty for the period. Diluted
earnings per share is computed using the weightexhge number of shares of common stock and ddwtbmmon equivalent shares related
to stock options outstanding during the period.

The following is a reconciliation of the denominatof the basic and diluted computations of eamimgr share. There are no reconciling
items for the numerators, which consist of net medor all periods presented.

Years ended May 31

199 8 1997 19 96
Per Per Per
Share Share Share
Shares Amount Shares Amount Shares Amount

Basic earnings per share: 6,194 $ 0.35 6,146 $ 0.05 6,100 $ 2.10
Effect of dilutive securities:

Stock options 78 (.01) 114 - 349 (:12)

Diluted earnings per share: 6,272 $ 0.34 6,260 $ 0.05 6,449 $ 1.98
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Recent Accounting Pronouncement

In June 1997, the FASB issued Statement of FinbAcieounting Standards No. 130, "Reporting Compnsive Income" which establishes
requirements for disclosure of comprehensive incangeis effective for the Company's fiscal yeariegday 1999. Reclassification of
earlier financial statements for comparative puesds required.

In June 1997, the FASB issued Financial AccounBtandards No. 131, "Disclosures about Segments Bheerprise and Related
Information" which redefines how operating segmemésdetermined and requires disclosure of cefigamcial and descriptive information
about operating segments, and is effective foCtbmpany's fiscal year ending May 1999. The Compmp®rates in a single segment.

Reclassifications
Reclassifications of certain prior period balanicage been made to conform with the current metliqguiesentation.
Note 3. ACQUISITIONS

In October 1995, the Company acquired certain ssddewlett-Packard Company's (HP) Loveland, Gadorprinted circuit fabrication
operation for a total purchase price of approxily$26,868. The fair value of assets acquired atediof $1,955 for inventory and supplies,
$22,427 for fixed assets, principally manufacturdgmipment, and $2,486 for goodwill.

In connection with the acquisition, the Companyeesd into a five year lease agreement with HPasdehe HP owned printed circuit
fabrication facility in Loveland. Monthly paymerisider the lease are $161. See Note 15. Also inemtiom with this transaction, the
Company and HP entered into a two year supply ageaeunder which HP agreed to purchase, at marlatsp at least $35 million of
product in the first year and at least $25 milliorthe second year. Although the agreement exmire@ctober 31, 1997, the Company is
continuing to manufacture products for HP.

In December 1995, the Company acquired certairt@as$¢he Soladyne printed circuit fabrication agd&m, consisting principally of
inventory and manufacturing equipment, from Rodgawgporation, one of the Company's suppliers of {ggtformance material. Soladyne is
located in San Diego, California. The purchasegovias not material to the financial position of @@mpany. In connection with the
acquisition, the Company assumed Soladyne's egifdility lease which expires in February 2001.nthdy payments under the lease are
$26, with an annual rate increase of 3-5% each gearthe term of the lease. See Note 15.

The acquisitions were accounted for as purchassdrdions and, accordingly, the results of the langand Soladyne operations are
included in the financial statements since theotiffe dates of the transactions.

Note 4. RESTRUCTURING

Results of operations for fiscal year 1998 includell, 878 charge for the costs associated witBteuaturing plan, announced in the second
quarter of fiscal year 1998, undertaken to impriheeCompany's profitability. The restructuring ptaonsisted of a work force reduction in
support and administrative functions, the write-daf certain manufacturing equipment, and othercelianeous costs. The charge for the
work force reduction of approximately $700 includbd reduction of 85 positions in the Company'supand administrative functions,
including purchasing, materials, administration anthputer automated tooling. No direct manufactyjobs were eliminated. As of May 30,
1998, all outstanding liabilities associated whb tvorkforce reduction had been paid. In conneactiith the restructuring plan, the Company
analyzed its manufacturing equipment based on8&ateof Financial Accounting Standards No. 121 "#atting for the Impairment of
Long-lived Assets and For Long-lived Assets To Bsposed Of", and based on that analysis, recordexhacash charge for the
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write-off of approximately $1,100 of manufacturiaguipment located primarily at the Company's Lowve]&Colorado facility.
Note 5. CONCENTRATIONS OF CREDIT RISK

Financial instruments that potentially subject @@mpany to concentrations of credit risk consigtgipally of trade accounts receivable and
investments. In the aggregate, seven customersseued approximately 70% of the accounts recedadlbnce at May 31, 1998,

individually ranging from 5% to 14%. The risk iratte accounts receivable is limited due to the tredthiness of companies comprising the
Company's customer base and their dispersion agrasyg different sectors of the electronics induaing geographies. The Company has not
had significant losses related to its accountsivabée in the past. The risk in investments is fedidue to the creditworthiness of investees
comprising the portfolio and the diversity of thertfolio. At May 31, 1998, the Company does noidoed it had any significant credit risks.

Note 6. INVENTORIES

May 31
1998 1997
Raw materials $ 3684 $ 2,506
Work in process 3,638 4,790
Finished goods 3,473 1,346
Total $ 10,795 $ 8,642
Note 7. PROPERTY, PLANT AND EQUIPMENT
May 31
1998 1997
Land $ 2190 $ 2,190
Buildings and grounds 24,267 23,618
Machinery and equipment 100,282 90,219
Construction in progress 2,828 -
Total 129,567 116,027
Accumulated depreciation (59,305) (52,629)
Property, plant and equipment, net $ 70,262 $ 63,398
Note 8. LONG-TERM DEBT
May 31
1998 1997
Senior unsecured notes, principal payable in five e qual annual
installments commencing September 15, 1999, with interest at
7.92% payable on a semi-annual basis $ 40,000 $ 40,000
Note payable to Tektronix, payable in five annual i nstallments
including interest at 7.5%, secured by a Trust De ed 4,437 4,437
Other 92 213
Total 44,529 44,650
Less current portion (4,529) (2,260)
Long-term debt $ 40,000 $ 42,390
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The Company has an unsecured $30 million bankdfreeedit against which it had no borrowings at Mdy 1998. Borrowings under this i
of credit would bear interest at prime or other OIB based rates available at the time of borrowng806 at May 31, 1998). The line of
credit matures on September 30, 1998. The Compaegds to renegotiate the line of credit.

The senior unsecured notes and the line of creditde certain financial covenants (such as minimmetrworth, debt ratio, quick ratio and
interest coverage requirements) and cross-defemligions. As of May 31, 1998, the Company wasdmpliance with all covenants.

Future principal payments for long-term debt aréotlews: 1999, $4,529; 2000, $8,000; 2001, $8,amn2, $8,000; and 2003, $8,000.

Note 9. STOCK-BASED COMPENSATION PLAN

The Company has a 1994 Stock Incentive Plan (t8d P3an) for employees, consultants and directbtiseoCompany. The 1994 Plan, as
amended, covers 2,100,000 shares of common stacgermits the grant of incentive stock options,-goalified stock options, stock
appreciation rights, stock and cash bonus rigbetricted stock awards and performance based awaeisployees, independent contractors
and consultants. A committee of the Board of Dmexhas the authority to determine non-qualifiettistoption prices. To date, all options
have been granted at the fair market value oftibeksat the date of grant. The 1994 Plan providesifitomatic option grants to directors not
affiliated with Merix or Tektronix of 20,000 sharasthe time first elected to the board and 5,0G0es annually thereafter. The options
generally become exercisable ratably over a foar-period beginning one year after the date oftgaad expire ten years after the date of
grant. A summary of non-qualified stock option wityiis as follows:

Weighted
Average
Number of Price
Shar es Per Share
Outstanding at May 31, 1995 643,8 50 $ 11.04
Granted 310,7 00 32.41
Canceled 7,3 36) 17.52
Exercised (39,8 08) 10.79
Outstanding at May 31, 1996 907,4 06 18.33
Granted 4575 06 19.73
Canceled (284,0 41) 28.76
Exercised (34,9 39) 9.04
Outstanding at May 31, 1997 1,045,9 32 16.42
Granted 392,1 20 17.40
Canceled (190,4 81) 19.79
Exercised (54,9 02) 9.57
Outstanding at May 31, 1998 1,192,6 69 $ 16.52
Options exercisable at May 31, 1996 170,8 43 $ 10.55
Options exercisable at May 31, 1997 339,2 76 $ 1255
Options exercisable at May 31, 1998 512,4 39 $ 14.18

On June 30, 1998, the Company's Board of Direa@ppsoved a plan which allows employees, exceptwakerofficers, to reprice existing
stock options to the fair market value of the uhdeg stock on June 30, 1998. Under the plan, egg#s would receive nine options at the
fair market value of $9.9375 per share in exchdogevery 10 options they elect to reprice. Theitgu options would not be exercisable
until December 31, 1998. The vesting schedule and of repriced options will remain the same asattiginal option.
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Restricted stock awards are subject to vestingo#imer terms as specified at the time of issuanca dymmittee of the Board of Directors.
Generally, restricted stock awards vest ratably aviaree-year period beginning on the first anrsaey of their issuance. Unearned
compensation expense is recognized ratably overgbing period. There were no restricted stockrdsvan fiscal year 1998. The weighted
average per share fair value of restricted stockrdsvissued was $18.79 and $33.70 in fiscal ye33% and 1996, respectively.

A summary of restricted stock award activity iafows:

Number
of Value
Shares Per Share
Unvested balance at May 31, 1995 60,000 $ 9.00 - $23.25
Awarded 17,700 23.62 - 37.75
Vested (19,998) 9.00 - 23.25
Unvested balance at May 31, 1996 57,702 9.00 - 37.75
Awarded 19,400 16.50 - 21.25
Vested (27,167) 9.00 - 37.75
Canceled (5,000) 9.00
Unvested balance at May 31, 1997 44,935 9.00 - 37.75
Awarded - -
Vested (20,135) 13.62- 19.12
Canceled (6,600) 17.12 - 33.25
Unvested balance at May 31, 1998 18,200 $ 16.50-$37.25

During 1995, the FASB issued Statement of Finankgalounting Standards No. 123, "Accounting for 8t8ased Compensation" (SFAS
123) which defines a fair value based method obanting for employee stock options and similar gginistruments and encourages all
entities to adopt that method of accounting footheir employee stock compensation plans. Howewvalso allows an entity to continue to
measure compensation cost for those plans usingéiieod of accounting prescribed by Accounting é&piles Board Opinion No. 25 (APB
25). Entities electing to remain with the accougtim APB 25 must make pro forma disclosures ofimebdme and, if presented, earnings per
share, as if the fair value based method of acaogiaefined in SFAS 123 had been adopted.

The Company has elected to account for its stoskedb@ompensation plans under APB 25; however, tmep@ny has computed, for pro
forma disclosure purposes, the value of all stquions granted during 1998, 1997 and 1996 usinddtaek-Scholes option pricing model as
prescribed by SFAS 123 using the following weighagdrage assumptions:

Years ended May 31

19 98 1997 1996
Risk-free interest rate 5.31 - 6.28% 5.77 - 6.48% 5.23 - 6.40%
Expected dividend yield 0% 0% 0%
Expected lives 1.7 -4.7 yea rs 16 -4.6years 1.6 -4.6years
Expected volatility 57% 59% 59%

Using the Black-Scholes methodology, the total galfistock options granted during 1998, 1997 arib18as $2,909, $3,330 and $4,402,
respectively, which would be amortized on a prarfamasis over the vesting period of the optiongi¢blly four years). The weighted aver
fair value of options granted during 1998, 1997 28816 was $7.59, $7.30 and $14.12 per share, ribagplgc
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If the Company had accounted for its 1994 Plarcgoedance with SFAS 123, the Company's net incamdesarnings per share would
approximate the pro forma disclosures below:

Years ended May 31

1998 1997 1996
Net income as reported $ 2 138 $ 321 $ 12,793
Net income (loss) pro forma 834 (866) 12,004
Reported diluted net income
per share $ 034 $ 0.05 $ 198
Pro forma diluted net income (loss)
per share $ 013 $ (0.14) $ 1.86

The effects of applying SFAS 123 in this pro fordisclosure are not indicative of future amountsASH23 does not apply to awards pric
June 1, 1995, and additional awards are anticipatédure years.

The following table summarizes information abowic&toptions outstanding at May 31, 1998:

Options Outstanding Options Exercisable

Weighte d
Averag e Weighted Weighte d
Remainin g Average Number of Averag e
Range of Number  Contractua | Exercise Shares Exercis e
Exercise Prices = Outstanding Life (year s) Price Exercisable Pric e
$ 9.00 366,245 5.9 13 9.00 319,370 $ 9.0 0
$ 9.25-$17.88 284,794 9.1 7 16.96 12,963 15.2 0
$18.00 - $ 19.00 272,535 8.7 2 18.62 48,903 18.8 1
$19.25-$31.38 248,095 6.0 8 23.24 120,453 24.0 3
$34.38-$37.75 21,000 7.3 0 35.30 10,750 35.2 8
$ 9.00 - $37.75 1,192,669 7.3 9 $ 16.52 512,439 $ 141 8

Note 10. SHAREHOLDER RIGHTS PLAN

On March 25, 1997, the Board of Directors adopt&hareholder Rights Plan (the Plan) designed teepve and enhance shareholder value
and the Company's ability to carry out its longrtdrusiness strategy, and reserved 500,000 shaBesies A Preferred Stock for purposes of
the Plan. In connection with the adoption of thenPthe Board of Directors declared a dividendridistion of one Right per share of comn
stock, payable to the shareholders of record oiil 261 1997. A Right enables the holder, underaiartircumstances, to purchase either
Series A Preferred or Common Stock of the Comp@hg. Company may redeem the Rights for $0.001 pgitRinder certain circumstanc

Note 11. INCOME TAXES

Income tax expense consists of federal and stateria taxes. Deferred income taxes are determingetlan differences between the
financial reporting and tax bases of assets aditias, using currently enacted tax rates.
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The provision for (benefit from) income taxes caiesil of the following:

Years ended May 31

19 98 1997 1996
Current:
Federal $ (1,2 66) $ (2,428) $ 4,443
State - - 706
Total current 1,2 66) (2,428) 5,149
Deferred:
Federal 2,2 36 2,357 1,939
State 2 43 41 458
Total deferred 2,4 79 2,398 2,397
Income taxes $ 1,2 13 $ (30) $ 7,546

The principal differences between taxes on incoomeputed at the federal statutory rate of 35% icaliyears 1998, 1997 and 1996 and
recorded income tax expense (benefit) were asvistlo

Years ended May 31
1998 1997 1996

Tax computed at statutory rate $ 1,173 $ 102 $ 7,118
State income taxes, net of federal benefit 107 - 757

Tax exempt interest (22) (182) (280)
Other, net (45) 50 (49)
Income taxes $ 1,213 $ (30) $ 7,546

Significant components of the Company's deferreditset and liability were as follows:

May 31
1998 1997
Deferred tax assets:
Current:
Inventories $ 654 $ 553
Vacation accrual 274 427
State loss carryforward 624 370
Other 25 60
Deferred tax asset $ 1577 $ 1,410
Deferred tax asset (liability):
Intangible basis difference $ 317 $ 381
Fixed asset basis difference ( 4,219) (2,050)
Other (269) 144
Deferred tax liability $ ( 4,171) $ (1,525)

Note 12. BENEFIT PLAN

The Company has a defined contribution plan, wihieets the requirements of

Section 401(Kk) of the Internal Revenue Code, foregular employees. Under this plan, the Compamyributes 50 cents for each dollar
contributed by an employee up to 6% of the emplsyiease pay. During fiscal years 1998, 1997 an® 1@ Company's contribution
expense was $1,153, $1,094 and $884, respectively.

27



Note 13. SIGNIFICANT CUSTOMERS
Customers who individually represent 10% or moraeifsales for the respective year are as follows:

Years ended May 31

1998 1997 1996
Hewlett-Packard Company 29.3 %  25.4% 18.7%
Tektronix, Inc. 16.6 184 20.6
Teradyne, Inc. 13.6 * 10.5
Motorola, Inc. * 13.0 19.5

* Revenues were less than 10%.
Note 14. RELATED PARTY TRANSACTIONS

Included in net sales for fiscal years 1998, 199 H96 are product sales to Tektronix, a majoredt@der of the Company, of $29,688,
$28,766 and $32,010, respectively. Accounts rebdévaffiliates at May 31, 1998 and 1997 consistarabunts receivable from Tektronix of
$2,501 and $3,091, respectively.

The Company has an agreement with Tektronix famgeenvironmental and waste management services pyovided by Tektronix. The
fiscal year 1998, 1997 and 1996 expense relatdtes® services was $451, $291 and $426, respsrctivel

Note 15. COMMITMENTS AND CONTINGENCIES
Litigation

In the normal course of business, the Companyriy pavarious legal claims, actions and complaiimsluding actions involving patent
infringement and other intellectual property claimibe Company believes that the disposition ofdéhaatters will not have a material adve
effect on the Company's financial position and ltesaf operations.

Operating Leases

The Company leases facilities for its printed diréabrication operations under operating leasetssadtoveland and Soladyne operations. See
Note 3.

Minimum rental payments under operating leasesitha¢ non-cancelable lease terms in excess of h2hsare as follows:

Years ended May 31 Min imum rental payments
und er operating leases

1999 $ 2261

2000 2,261

2001 1,060

Total minimum lease payments $ 5,582

Rental expense under operating leases was $2,34%,6band $1,333 in fiscal years 1998, 1997 an® 1@Spectively.
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Note 16. QUARTERLY FINANCIAL DATA (Unaudited)

Summary quarterly financial data is as follows:

1st Qtr
Net sales $ 44,559
Gross profit 5,762
Operating income (loss) 891
Net income (loss) 293
Basic earnings (loss) per share $ 0.05
Diluted earnings (loss) per share $ 0.05
1st Qtr
Net sales $41,116
Gross profit 7,352
Operating income (loss) 2,270
Net income (loss) 1,256
Basic earnings (loss) per share $ 0.20
Diluted earnings (loss) per share $ 0.20
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2nd Qtr  3rd Qtr  4th Qtr

$46,571 $46,416 $41,074
6,469 8,138 7,151
(400) 2,977 2,054
(641) 1,496 990
$(0.10) $ 024 $ 0.16
$(0.10) $ 024 $ 0.16

2nd Qtr  3rd Qtr  4th Qtr

$35841 $35942 $43,285
5086 3,690 5728
223 (1,211) 739
(143) (1,086) 294

$ (0.02) $ (0.18) $ 0.05

$ (0.02) $ (0.18) $ 0.05



ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
Not applicable

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

The information required by this item regardingediors is included under "Election of Directors'tiie Company's Proxy Statement for its
1998 annual meeting of shareholders. The informatguired by this item regarding executive offtcisrcontained under "Executive
Officers" in Item 1 of Part | hereof. Informatioegarding compliance with Section 16(a) of the SesrExchange Act of 1934 is included
under the caption "Section 16(a) Beneficial Owngrgteporting Compliance” in the Company's ProxyteStent for its 1998 annual meeting
of shareholders.

ITEM 11. EXECUTIVE COMPENSATION.

The information required by this item is includewder "Executive Compensation" and "Report of thenGensation Committee on Executive
Compensation” in the Company's Proxy Statemerit§dr998 annual meeting of shareholders.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT.

The information required by this item is includeter "Voting Securities and Principal Shareholdarsd "Election of Directors" in the
Company's Proxy Statement for its 1998 annual mgeti shareholders.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS.

The information required by this item is includewer "Certain Relationships and Transactions" én@ompany's Proxy Statement for its
1998 annual meeting of shareholders.

PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K

(&) 1. Index to Financial Statements.

Merix Corporation Page Reference
Independent Auditors' Report 15
Balance Sheets as of May 30, 1998 and May 31, 1997 16
Statements of Income for fiscal years ended

May 30, 1998, May 31, 1997 and May 2 5, 1996 17
Statements of Shareholders' Equity for

fiscal years ended May 30, 1998, Ma y 31, 1997

and May 25, 1996 18
Statements of Cash Flows for fiscal ye ars ended

May 30, 1998, May 31, 1997 and May 25, 1996 19
Notes to Financial Statements 20
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(&) 2. Financial Statement Schedules

All schedules have been omitted since they areeitht required or the information is includedhe financial statements included herewith.
(@) 3. Index to Exhibits

The following exhibits are filed with, or incorpaea by reference into, this Annual Report on Fofi¥Kl

3.1 Articles of Incorporation of the Company, i
reference to Exhibit 3.1 to the Company's R
Statement on Form S-1, Registration No. 33-

3.2 Bylaws of the Company, as amended, incorpor
Exhibit 3.2 to the Company's Form 10-K for
ended May 31, 1997.

4.1 Article Il of the Company's Articles of Inc
incorporated by reference to Exhibit 3.1 to
Registration Statement on Form S-1, Registr

4.2  Shareholder Rights Agreement dated March 25
by reference to the Company's Current Repor
March 25, 1997.

10.1 Asset Transfer Agreement between Tektronix
(including Note and Trust Deed and Assignme
Leases), incorporated by reference to Exhib
Company's Form 10-K for the fiscal year end

10.2 Registration Rights Agreement between the C
Tektronix, incorporated by reference to Exh
Company's Form 10-K for the fiscal year end

10.3 Waste Management Agreement between the Comp
incorporated by reference to Exhibit 10.3 t
10-K for the fiscal year ended May 28, 1994

10.4 Services Agreement between the Company and
incorporated by reference to Exhibit 10.4 t
10-K for the fiscal year ended May 28, 1994

10.5+ Stock Incentive Plan of the Company, as ame
by reference to Appendix A of the Company's
the 1995 Annual Meeting of Shareholders.

10.6+ Indemnity Agreement between the Company and
as of April 4, 1994, incorporated by refere
to the Company's Form 10-K for the fiscal y
1994.

10.7+ Indemnity Agreement between the Company and
April 4, 1994, incorporated by reference to
the Company's Form 10-K for the fiscal year

10.8+ Indemnity Agreement between the Company and
of May 24, 1994, incorporated by reference
the Company's Form 10-K for the fiscal year

10.9+ Indemnity Agreement between the Company and
Boesenberg as of May 24, 1994, incorporated
Exhibit 10.12 to the Company's Form 10-K fo
ended May 28, 1994.

10.10+ Indemnity Agreement between the Company and
Nishimura as of May 24, 1994, incorporated
Exhibit 10.13 to the Company's Form 10-K fo
ended May 28, 1994.

10.11+ Indemnity Agreement between the Company and
as of May 25, 1994, incorporated by referen
to the Company's Form 10-K for the fiscal y
1995.

10.12+ Indemnity Agreement between the Company and
Jr. as of September 11, 1995, incorporated
Exhibit 10.15 to the Company's Form 10-K fo
ended May 25, 1996.

10.13 Indemnity Agreement between the Company and
of February 3, 1997.
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10.14+ Amended Executive Severance Agreement betwe
Deborah A. Coleman, incorporated by referen
to the Company's Form 10-K for the fiscal y
1997.

10.15+ Amended Executive Severance Agreement betwe
Terri L. Timberman, incorporated by referen
to the Company's Form 10-K for the fiscal y
1997.

10.16+ Amended Executive Severance Agreement betwe
Samuel R. DeSimone, Jr., incorporated by re
10.19 to the Company's Form 10-K for the fi
31, 1997.
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Carl W. Neun as of
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Carlene M. Ellis as
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10.17+ Amended Executive Severance Agreement betwe
Joseph Reichbach, incorporated by reference
the Company's Form 10-K for the fiscal year

10.18 Loan Agreement with Bank of America dated O
incorporated by reference to Exhibit 10 to
10-Q for the quarterly period ended Novembe

10.19 Note Purchase Agreement dated September 10,
by reference to Exhibit 10.1 to the Company
quarterly period ended August 31, 1996.

10.20 Amendment to Note Purchase Agreement dated
incorporated by reference to Exhibit 10.26
Form 10-K for the fiscal year ended May 31,

10.21 Notice of Assignment and Amendment No. 1 to
Bank of America dated December 13, 1996, in
reference to Exhibit 10.27 to the Company's
fiscal year ended May 31, 1997.

10.22 Second Amendment to Loan Agreement with Ban
February 27, 1997, incorporated by referenc
to the Company's Form 10-K for the fiscal y
1997.

10.23 Second Amendment to Note Purchase Agreement
1997, incorporated by reference to Exhibit
Company's Form 10-Q for the quarterly perio
1997.

10.24 Notice of Assignment of Loan Agreement with
dated September 30, 1997, incorporated by r
10.30 to the Company's Form 10-Q for the qu
August 30, 1997.

10.25 Revolving Loan Note with Bank of America da
1997, incorporated by reference to Exhibit
Company's Form 10-Q for the quarterly perio
1997.

10.26+ Indemnity Agreement between the Company and
as of September 2, 1997, incorporated by re
10.32 to the Company's Form 10-Q for the qu
August 30, 1997.

10.27+ Executive Severance Agreement between the C
Hollinger, incorporated by reference to Exh
Company's Form 10-Q for the quarterly perio
1997.

10.28 Third Amendment to Note Purchase Agreement
1997, incorporated by reference to Exhibit
Company's Form 10-Q for the quarterly perio
1997.

10.29+ Indemnity Agreement between the Company and
McCormick as of October 21, 1997, incorpora
Exhibit 10.35 to the Company's Form 10-Q fo
period ended November 29, 1997.

10.30+ Indemnity Agreement between the Company and
Strandberg as of June 30, 1998.

23  Independent Auditors' Consent

27.1 Financial Data Schedule

27.2 Restated Financial Data Schedule

+ This Exhibit constitutes a management co
compensatory plan or arrangement.
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(b) Reports on Form 8-K
No reports on Form-K were filed during the quarter ended May 30, 1998
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SIGNATURES

Pursuant to the requirements of Sections 13 or)X8(the Securities Exchange Act of 1934, as aménithe Registrant has duly caused this
report to be signed on its behalf by the undersigtieereunto duly authorized this 4th day of AugiS98.

MERIX CORPORATION

By DEBORAH A. COLEMAN

Deborah A. Coleman Chair, Chief Executive Offid@resident and acting Chief Financial Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed belovugust 4th, 1998 by the following
persons on behalf of the Registrant and in theaaps indicated.

Signature Title
DEBORAH A. COLEMAN Chair, Chief Exe cutive Officer, President and
acting Chief Fin ancial Officer
Deborah A. Coleman (Principal Execu tive Officer)
(Principal Accou nting and Financial Officer)

CHARLES M. BOESENBERG Director

Charles M. Boesenberg

CARLENE M. ELLIS Director

Carlene M. Ellis

WILLIAM C. McCORMICK Director

William C. McCormick

CARL W. NEUN Director
Carl W. Neun
DR. KOICHI NISHIMURA Director

Dr. Koichi Nishimura

ROBERT C. STRANDBERG Director

Robert C. Strandberg
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EXHIBIT INDEX

Exhibit
No. Description

3.1  Atrticles of Incorporation of the Company
reference to Exhibit 3.1 to the Company"
Statement on Form S-1, Registration No.

3.2 Bylaws of the Company, as amended, incor
reference to Exhibit 3.2 to the Company'
fiscal year ended May 31, 1997.

4.1  Article Il of the Company's Articles of
incorporated by reference to Exhibit 3.1
Registration Statement on Form S-1, Regi
33-77348.

4.2 Shareholder Rights Agreement dated March
incorporated by reference to the Company
on Form 8-K dated March 25, 1997.

10.1 Asset Transfer Agreement between Tektron
(including Note and Trust Deed and Assig
Leases), incorporated by reference to Ex
Company's Form 10-K for the fiscal year

10.2 Registration Rights Agreement between th
Tektronix, incorporated by reference to
Company's Form 10-K for the fiscal year

10.3 Waste Management Agreement between the C
Tektronix, incorporated by reference to
Company's Form 10-K for the fiscal year

10.4 Services Agreement between the Company a
incorporated by reference to Exhibit 10.

Form 10-K for the fiscal year ended May

10.5+ Stock Incentive Plan of the Company, as
incorporated by reference to Appendix A
Proxy Statement for the 1995 Annual Meet
Shareholders.

10.6+ Indemnity Agreement between the Company
Coleman as of April 4, 1994, incorporate
Exhibit 10.6 to the Company's Form 10-K
ended May 28, 1994.

10.7+ Indemnity Agreement between the Company
of April 4, 1994, incorporated by refere
10.10 to the Company's Form 10-K for the
May 28, 1994.

10.8+ Indemnity Agreement between the Company
Ellis as of May 24, 1994, incorporated b
Exhibit 10.11 to the Company's Form 10-K
year ended May 28, 1994.
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INDEMNITY AGREEMENT

This Agreement is made as of February 3, 1997 noytetween Merix Corporation, an Oregon corporatiba "Corporation”), and Joseph
Reichbach ("Indemnitee"), a director and/or offioéthe Corporation.

WHEREAS, it is essential to the Corporation toireend attract as directors and officers of thepBaaition and its subsidiaries the most
capable persons available; and

WHEREAS, corporate litigation subjects directors afficers to expensive litigation risks at the gatime that adequate coverage of
directors' and officers' liability insurance mayuavailable; and

WHEREAS, the Articles of Incorporation of the Coration require indemnification of the officers attidectors of the Corporation to the
fullest extent permitted by law. The Articles ahé Dregon Business Corporation Act (the "Act") egsty provide that the indemnification
provisions set forth in the Act are not exclusiaed thereby contemplate that contracts may beeghteto between the Corporation and
members of the Board of Directors and officers wéspect to indemnification of directors and offg;eand

WHEREAS, Indemnitee does not regard the protecia@ilable under the Corporation's Articles of Inmamation, Bylaws and insurance
adequate in the present circumstances, and mayenwilling to serve as a director or officer with@aequate protection, and the Corporation
desires Indemnitee to serve in such capacity.

NOW THEREFORE, the Corporation and Indemnitee agss®llows;

1. Agreement to Serve. Indemnitee agrees to sergertinue to serve as a director and/or officethef Corporation and/or one or more of its
subsidiaries for so long as Indemnitee is dulytel®or appointed or until such time as Indemnigeelérs a resignation in writing.

2. Definitions. As used in this Agreement:

(&) The term "Proceeding" shall include any threatk pending or completed action, suit or procegdirhether brought in the right of the
Corporation or otherwise, whether of a civil, cnral, administrative or investigative nature, ancethier formal or informal, in which
Indemnitee may be or may have been involved astg paotherwise, by reason of the fact that Indi&emis or was a director and/or officer
of the Corporation, or is or was serving at theuesq of the Corporation as a director, officer, Exyge or agent of another corporation,
partnership, joint venture, trust or other entesgrivhether or not serving in such capacity atithe any liability or expense is incurred for
which indemnification or reimbursement can be pdedi under this Agreement.
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(b) The term "Expenses" includes, without limitatihereto, expense of investigations, judicialdmanistrative proceedings or appeals,
amounts paid in settlement by Indemnitee, attorrfegs and disbursements and any expenses ofiskiagla right to indemnification under
Section 7 of this Agreement, but shall not incltitee amount of judgments or fines against Indemnitee

(c) References to "other enterprises” shall inclexhployee benefit plans; references to "fines"|shelude any excise tax assessed with
respect to any employee benefit plan; referencésaiving at the request of the corporation” simallude any service as a director, officer,
employee or agent of the Corporation which impakeéges on, or involves services by, such direaéficer, employee or agent with respect
to an employee benefit plan, its participants, emdiciaries; and a person who acted in good faithin a manner reasonably believed to |
the interest of an employee benefit plan shalldented to have acted in a manner "not opposed toet$tanterests of the Corporation” as
referred to in this Agreement.

3. Indemnity in Third Party Proceedings. The Cogtion shall indemnify Indemnitee in accordance Wi provisions of this Section 3 if
Indemnitee is a party to or threatened to be mauhatg to any Proceeding (other than a Proceedjngy in the right of the Corporation to
procure a judgment in its favor) against all Expenagudgments and fines actually and reasonablyried by Indemnitee in connection with
such Proceeding, but only if Indemnitee acted iodgfaith and in a manner which Indemnitee reasgniadlieved to be in or not opposed to
the best interests of the Corporation and, in s of a criminal proceeding, in addition, had eesspnable cause to believe that Indemnitee's
conduct was unlawful. The termination of any suobcBeding by judgment, order of court, settlemeayiction or upon a plea of nolo
contendere, or its equivalent, shall not, of itsedéate a presumption that Indemnitee did notragbod faith and in a manner which
Indemnitee reasonably believed to be in the béstdnt of the Corporation, and with respect to @iyinal proceeding, that such person had
reasonable cause to believe that Indemnitee's cbmais unlawful.

Pursuant to this Agreement, the Corporation spedifi will, and hereby does, indemnify, to the &gt extent permitted by law, Indemnitee
against any and all losses, claims, damages,itiabiand expenses, joint or several, (or actiarzoceedings, whether commenced or
threatened, in respect thereof) to which Indemniteg become subject, as a result of serving aseatdr and/or officer of Merix, under the
Securities Act or any other statute or common iaeluding any amount paid in settlement of angétion, commenced or threatened, and to
reimburse them for any legal or other expensesiadlby them in connection with investigating afgiros and defending any actions, insi

as any such losses, claims, damages, liabilitigereses or actions arise out of or are based uppnrarue statement or alleged untrue
statement of a material fact regarding Merix, @ dmission or alleged omission to state a mat&alrequired to be stated therein or
necessary



in order to make the statements therein, in lighhe circumstances under which they were mademigleading.

4. Indemnity in Proceedings By or In the Rightlod Corporation. The Corporation shall indemnifydnthitee in accordance with the
provisions of this

Section 4 if Indemnitee is a party to or threatetzelble made a party to any Proceeding by or inigie of the Corporation to procure a
judgment in its favor against all Expenses actuatlgl reasonably incurred by Indemnitee in connectiith the defense or settlement of si
Proceeding, but only if Indemnitee acted in godthfand in a manner which Indemnitee reasonabliebet! to be in or not opposed to the
best interests of the Corporation, except thandernnification for Expenses shall be made undsr3kiction 4 in respect of any claim, issue
or matter as to which such person shall have beahyf adjudged by a court to be liable for negtige or misconduct in the performance of
Indemnitee's duty to the Corporation, unless ang tanthe extent that any court in which such Peatirg was brought shall determine upon
application that, despite the adjudication of ligpbut in view of all the circumstances of thesealndemnitee is fairly and reasonably ent|
to indemnity.

5. Indemnification of Expenses of Successful Padtytwithstanding any other provisions of this Agremt, to the extent that Indemnitee has
been successful on the merits or otherwise, inndefef any Proceeding or in defense of any clasuéa or matter therein, including the
dismissal of an action without prejudice, Indemaishall be indemnified against all Expenses inclimeconnection therewith.

6. Advances of Expenses. The Expenses incurreddsninitee pursuant to Sections 3, 4 and 8 in aogdeding shall be paid by the
Corporation in advance at the written request demnitee, if Indemnitee shall undertake to repajpsamount to the extent that it is
ultimately determined by a court that Indemniterasentitled to be indemnified by the Corporatéod shall furnish the Corporation a
written affirmation of the Indemnitee's good fdithlief that Indemnitee is entitled to be indemniftey the Corporation under this Agreement.
Such advances shall be made without regard to Indee’s ability to repay such expenses.

7. Right of Indemnitee to Indemnification Upon Ajgpltion; Procedure Upon Application. Any indemniéfiion or advances under Sections 3,
4, 6 or 8 shall be made no later than 45 days edtaipt of the written request of Indemnitee, agla determination is made within such 45
day period by (a) the Board of Directors by a migjorote of a quorum consisting of directors whaorgvaot parties to such proceeding, or (b)
independent legal counsel in a written opinion @hhtounsel shall be appointed if such quorum isobtdinable), that the Indemnitee has not
met the relevant standards for indemnificationfegh in Section 3, 4 or 8 or an exclusion setHant

Section 9 is applicable.

The right to indemnification or advances as pro#itg this Agreement shall be enforceable by Indésenin any court of competent
jurisdiction. The burden of provir



that indemnification or advances are not appropisall be on the Corporation. Neither the failbfréhe Corporation (including its Board of
Directors or independent legal counsel) to havearaadetermination prior to the commencement of sution that indemnification or
advances are proper in the circumstances becademititee has met the applicable standard of contcin actual determination by the
Corporation (including its Board of Directors odapendent legal counsel) that Indemnitee has nbsaoh applicable standard of conduct,
shall be a defense to the action or create a pygsumthat Indemnitee has not met the applical@dedsrd of conduct. Indemnitee's expenses
incurred in connection with successfully estabhighindemnitee's right to indemnification or advas)de whole or in part, in any such
Proceeding shall also be indemnified by the Cortama

8. Additional Indemnification.

(a) Notwithstanding any limitation in Sections 34githe Corporation shall indemnify Indemnitee @dc@dance with the provisions of this
Section 8(a) to the fullest extent permitted by Ihimdemnitee is party to or threatened to be magarty to any Proceeding (including a
Proceeding by or in the right of the Corporatioptocure a judgment in its favor) involving a clamainst Indemnitee for breach of fiduci
duty by Indemnitee against all Expenses, judgmandsfines actually and reasonably incurred by Indéae in connection with such
Proceeding, provided that no indemnity shall be enander this Section 8(a) on account of Indemmite@duct which constitutes a breach of
Indemnitee's duty of loyalty to the Corporationterstockholders or is an act or omission not indjytaith or which involves intentional
misconduct or a knowing violation of the law or kviespect to an unlawful distribution under ORS360.

(b) Notwithstanding any limitation in Sections 3p#8(a), the Corporation shall indemnify Indemaitelndemnitee is a party to or threatei
to be made a party to any Proceeding (includingoad®ding by or in the right of the Corporatiorptocure a judgment in its favor) agains
Expenses, judgments and fines actually and reafoimadoirred by Indemnitee in connection with sucbdeeding to the fullest extent
permitted by the Act, including the nonexclusiviiovision of ORS 60.414(1) and any successor pia@viand including any amendments to
the Act adopted after the date hereof that mayesme the extent to which a corporation may indgmitsifofficers and directors.

(c) The indemnification provided by this Agreemshall not be deemed exclusive of any other rightshich Indemnitee may be entitled
under the Restated Articles of Incorporation, thyga®'s, any other agreement, any vote of shareheloledirectors, the Act, or otherwise, k
as to action in Indemnitee's official capacity sit@ action in another capacity while holding saffice. The indemnification under this
Agreement shall continue as to Indemnitee evenghdndemnitee may have ceased to be a directdifioeinand shall inure to the benefit of
the heirs and personal representatives of Indemnite



9. Exclusions. Notwithstanding any provision irstiigreement, the Corporation shall not be obligatedier this Agreement to make any
indemnification or advances in connection with alsim made against Indemnitee:

(a) for which payment is required to be made torobehalf of Indemnitee under any insurance poksgept with respect to any excess
beyond the amount of required payment under swsiramce, unless payment under such insurance pslict made after reasonable effort
by Indemnitee to obtain payment. The Corporaticaildie subrogated with respect to any other rightedemnitee with respect to any
payment made by the Corporation to or on behatfi@fCorporation under this Agreement;

(b) for any transaction from which Indemnitee dedan improper personal benefit; or

(c) for an accounting of profits made from the hase and sale by Indemnitee of securities of thrpdZation within the meaning of Section
16(b) of the Securities Exchange Act of 1934 anéraiments thereto or similar provisions of any sstaéutory law or common law.

10. Partial Indemnification. If Indemnitee is elgit under any provisions of this Agreement to indéication by the Corporation for some or
a portion of the Expenses, judgments and finesaligtand reasonably incurred by Indemnitee in thestigation, defense, appeal or
settlement of any Proceeding but not, howeveritfertotal amount thereof, the Corporation shallentheless indemnify Indemnitee for the
portion of such Expenses, judgments or fines tactvhidemnitee is entitled.

11. Business Transactions. The Corporation aghesttwill not effect any Business Transaction dafined in Article XI of the Restated
Articles of Incorporation of the Corporation) whibas not been approved by the Continuing Diredmssefined in Article XI of the Restal
Articles of Incorporation of the Corporation) oktiCorporation unless the other party to the traimaagrees in writing to (a) use its best
efforts to maintain for the subsequent two yeargokeany and all directors' and officers' liabilitysurance in effect prior to any discussions or
announcement relating to such Business Transaatidr(b) assume all obligations of the Corporatinder this Agreement and indemnify
Indemnitee and advance litigation expenses in @erme with this Agreement.

12. Severability. If this Agreement or any portibiereof shall be invalidated on any ground by amyrcof competent jurisdiction, then the
Corporation shall nevertheless indemnify Indemnite¢o Expenses, judgments and fines with respety Proceeding to the full extent
permitted by any applicable portion of this Agreatrthat shall not have been invalidated or by afhgoapplicable law.
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13. Notice. Indemnitee shall, as a condition precétb Indemnitee’s right to be indemnified undhés Agreement, give to the Corporation
notice in writing as soon as practicable of anynelnade against Indemnitee for which indemnity willcould be sought under this
Agreement. Notice to the Corporation shall be d@éd¢o Merix Corporation, 1521 Poplar Lane, Fofasive, Oregon 97116, Attention:
Secretary (or such other address as the Corporsti@ihdesignate in writing to Indemnitee). Notstll be deemed received three days after
the date postmarked if sent by prepaid mail, pilgmatdressed. In addition, Indemnitee shall give@wrporation such information and
cooperation as it may reasonably require and dslshavithin Indemnitee's power.

14. Counterparts. This Agreement may be executadymumber of counterparts, each of which shalktitute the original.
15. Applicable Law. This Agreement shall be goverbg and construed in accordance with Oregon law.
16. Successors and Assigns. This Agreement shalinoiing upon the Corporation and its successalsaasigns.

IN WITNESS WHEREOF, the parties hereby have catisisdAgreement to be duly executed and signed #seofiay and year first above
written.

MERIX CORPORATION

By DEBORAH A. COLEMAN

Chairman of the Board and Chief Executive Officer

INDEMNITEE

JOSEPH REICHBACH
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Exhibit 10.30

INDEMNITY AGREEMENT

This Agreement is made as of June 30, 1998, bybatwieen Merix Corporation, an Oregon corporatitie (iCorporation"), and Robert C.
Strandberg ("Indemnitee"), a director of the Cogpian.

WHEREAS, it is essential to the Corporation to ireend attract as directors and officers of thepBoation and its subsidiaries the most
capable persons available; and

WHEREAS, corporate litigation subjects directord afficers to expensive litigation risks at the satime that adequate coverage of
directors' and officers' liability insurance may u®available; and

WHEREAS, the Articles of Incorporation of the Coration require indemnification of the officers adidectors of the Corporation to the
fullest extent permitted by law. The Articles ahé Dregon Business Corporation Act (the "Act") esgsty provide that the indemnification
provisions set forth in the Act are not exclusiaed thereby contemplate that contracts may beeahteto between the Corporation and
members of the Board of Directors and officers wéspect to indemnification of directors and offs;eand

WHEREAS, Indemnitee does not regard the proteciailable under the Corporation's Articles of Inpamation, Bylaws and insurance
adequate in the present circumstances, and mayensilling to serve as a director or officer with@aequate protection, and the Corporation
desires Indemnitee to serve in such capacity.

NOW THEREFORE, the Corporation and Indemnitee agesllows:

1. Agreement to Serve. Indemnitee agrees to sergertinue to serve as a director and/or officethef Corporation and/or one or more of its
subsidiaries for so long as Indemnitee is dulyteléor appointed or until such time as Indemniéeelers a resignation in writing.

2. Definitions. As used in this Agreement:

(a) The term "Proceeding" shall include any thneatk pending or completed action, suit or procegedirnether brought in the right of the
Corporation or otherwise, whether of a civil, cnral, administrative or investigative nature, ancethiler formal or informal, in which
Indemnitee may be or may have been involved astg paotherwise, by reason of the fact that Indee®nis or was a director and/or officer
of the Corporation, or is or was serving at theuesq of the Corporation as a director, officer, Exyge or agent of another corporation,
partnership, joint venture, trust or other entesgri



whether or not serving in such capacity at the @mg liability or expense is incurred for which erdnification or reimbursement can be
provided under this Agreement.

(b) The term "Expenses" includes, without limitatihereto, expense of investigations, judicial@manistrative proceedings or appeals,
amounts paid in settlement by Indemnitee, attorrfees and disbursements and any expenses ofigktagla right to indemnification under
Section 7 of this Agreement, but shall not incltitke amount of judgments or fines against Indemnitee

(c) References to "other enterprises” shall incleiployee benefit plans; references to "fines"Ishealude any excise tax assessed with
respect to any employee benefit plan; referencésaiving at the request of the corporation” simallude any service as a director, officer,
employee or agent of the Corporation which impakeéges on, or involves services by, such direaéficer, employee or agent with respect
to an employee benefit plan, its participants, endjiciaries; and a person who acted in good &aithin a manner reasonably believed to |
the interest of an employee benefit plan shalldented to have acted in a manner "not opposed toet$tenterests of the Corporation” as
referred to in this Agreement.

3. Indemnity in Third Party Proceedings. The Cogpion shall indemnify Indemnitee in accordance Wi provisions of this Section 3 if
Indemnitee is a party to or threatened to be maairty to any Proceeding (other than a Proceedymy In the right of the Corporation to
procure a judgment in its favor) against all Exgengudgments and fines actually and reasonablyried by Indemnitee in connection with
such Proceeding, but only if Indemnitee acted iodgfaith and in a manner which Indemnitee reasgniadlieved to be in or not opposed to
the best interests of the Corporation and, in #se2of a criminal proceeding, in addition, had eesspnable cause to believe that Indemnitee's
conduct was unlawful. The termination of any suobcBeding by judgment, order of court, settlemeayiction or upon a plea of nolo
contendere, or its equivalent, shall not, of itseléate a presumption that Indemnitee did noiragbod faith and in a manner which
Indemnitee reasonably believed to be in the béstant of the Corporation, and with respect to @iyinal proceeding, that such person had
reasonable cause to believe that Indemnitee's comdas unlawful.

Pursuant to this Agreement, the Corporation spdl§i will, and hereby does, indemnify, to the &sit extent permitted by law, Indemnitee
against any and all losses, claims, damages,itiebiknd expenses, joint or several, (or actianzoceedings, whether commenced or
threatened, in respect thereof) to which Indemniteg become subject, as a result of serving aseatdr and/or officer of Merix, under the
Securities Act or any other statute or common iaeluding any amount paid in settlement of angétion, commenced or threatened, and to
reimburse them for any legal or other expensesiadby them in



connection with investigating any claims and defiegdny actions, insofar as any such losses, clalarsages, liabilities, expenses or act
arise out of or are based upon any untrue stateoneaiteged untrue statement of a material facamdigg Merix, or the omission or alleged
omission to state a material fact required to heedttherein or necessary in order to make therataits therein, in light of the circumstances
under which they were made, not misleading.

4. Indemnity in Proceedings By or In the Rightlod Corporation. The Corporation shall indemnifydnthitee in accordance with the
provisions of this

Section 4 if Indemnitee is a party to or threatettelde made a party to any Proceeding by or imitfre of the Corporation to procure a
judgment in its favor against all Expenses actualgl reasonably incurred by Indemnitee in conneatiith the defense or settlement of si
Proceeding, but only if Indemnitee acted in goathfand in a manner which Indemnitee reasonablieed to be in or not opposed to the
best interests of the Corporation, except thahdemnification for Expenses shall be made undsrSkiction 4 in respect of any claim, issue
or matter as to which such person shall have bieafiyf adjudged by a court to be liable for negtige or misconduct in the performance of
Indemnitee's duty to the Corporation, unless ang tanthe extent that any court in which such Peatirg was brought shall determine upon
application that, despite the adjudication of ligpbut in view of all the circumstances of thesealndemnitee is fairly and reasonably ent|
to indemnity.

5. Indemnification of Expenses of Successful Padtytwithstanding any other provisions of this Agremt, to the extent that Indemnitee has
been successful on the merits or otherwise, inndefef any Proceeding or in defense of any clasué or matter therein, including the
dismissal of an action without prejudice, Indemaishall be indemnified against all Expenses inclimeconnection therewith.

6. Advances of Expenses. The Expenses incurreddsninitee pursuant to Sections 3, 4 and 8 in aogdeding shall be paid by the
Corporation in advance at the written request demnitee, if Indemnitee shall undertake to repahsmount to the extent that it is
ultimately determined by a court that Indemniterasentitled to be indemnified by the Corporatéord shall furnish the Corporation a
written affirmation of the Indemnitee's good fdithlief that Indemnitee is entitled to be indemniftey the Corporation under this Agreement.
Such advances shall be made without regard to Inilea’s ability to repay such expenses.

7. Right of Indemnitee to Indemnification Upon Ajgpltion; Procedure Upon Application. Any indemnitfiilon or advances under Sections 3,
4, 6 or 8 shall be made no later than 45 days edtipt of the written request of Indemnitee, aala determination is made within such 45
day period by (a) the Board of Directors by a migjorote of a quorum consisting of directors whaorgvaot parties to such proceeding, or (b)
independent legal



counsel in a written opinion (which counsel shallappointed if such quorum is not obtainable), thatindemnitee has not met the relevant
standards for indemnification set forth in Sectso or 8 or an exclusion set forth in
Section 9 is applicable.

The right to indemnification or advances as progitdg this Agreement shall be enforceable by Indéserin any court of competent
jurisdiction. The burden of proving that indemnéiimn or advances are not appropriate shall b&é@Cbrporation. Neither the failure of t
Corporation (including its Board of Directors odapendent legal counsel) to have made a determingtior to the commencement of such
action that indemnification or advances are prapéhe circumstances because Indemnitee has mepfiieable standard of conduct nor an
actual determination by the Corporation (includitsgBoard of Directors or independent legal countbelt Indemnitee has not met such
applicable standard of conduct, shall be a defemtiee action or create a presumption that Indesertias not met the applicable standard of
conduct. Indemnitee's expenses incurred in cororeetith successfully establishing Indemnitee'strighindemnification or advances, in
whole or in part, in any such Proceeding shall Alsandemnified by the Corporation.

8. Additional Indemnification.

(a) Notwithstanding any limitation in Sections 34githe Corporation shall indemnify Indemnitee ac@dance with the provisions of this
Section 8(a) to the fullest extent permitted by Ihimdemnitee is party to or threatened to be magarty to any Proceeding (including a
Proceeding by or in the right of the Corporatioptocure a judgment in its favor) involving a clamainst Indemnitee for breach of fiduci
duty by Indemnitee against all Expenses, judgmandsfines actually and reasonably incurred by Indéae in connection with such
Proceeding, provided that no indemnity shall be enander this Section 8(a) on account of Indemmite@duct which constitutes a breach of
Indemnitee's duty of loyalty to the Corporationterstockholders or is an act or omission not indjtaith or which involves intentional
misconduct or a knowing violation of the law or kviespect to an unlawful distribution under ORS360.

(b) Notwithstanding any limitation in Sections 3p#8(a), the Corporation shall indemnify Indemaitelndemnitee is a party to or threatei
to be made a party to any Proceeding (includingoad®ding by or in the right of the Corporatiorptocure a judgment in its favor) agains
Expenses, judgments and fines actually and reagoimadoirred by Indemnitee in connection with sucbdeeding to the fullest extent
permitted by the Act, including the nonexclusiviiovision of ORS 60.414(1) and any successor pi@viand including any amendments to
the Act adopted after the date hereof that mayesmse the extent to which a corporation may indgmitsifofficers and directors.
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(c) The indemnification provided by this Agreemshall not be deemed exclusive of any other rightstiich Indemnitee may be entitled
under the Restated Articles of Incorporation, tlyda®s, any other agreement, any vote of shareheloledirectors, the Act, or otherwise, k
as to action in Indemnitee's official capacity stt@ action in another capacity while holding saffice. The indemnification under this
Agreement shall continue as to Indemnitee evenghdndemnitee may have ceased to be a directdfioeinand shall inure to the benefit of
the heirs and personal representatives of Indemnite

9. Exclusions. Notwithstanding any provision irstiigreement, the Corporation shall not be obligateder this Agreement to make any
indemnification or advances in connection with alsim made against Indemnitee:

(a) for which payment is required to be made torobehalf of Indemnitee under any insurance poksgept with respect to any excess
beyond the amount of required payment under swsiramce, unless payment under such insurance pslict made after reasonable effort
by Indemnitee to obtain payment. The Corporaticaildie subrogated with respect to any other righiedemnitee with respect to any
payment made by the Corporation to or on behatfi@fCorporation under this Agreement;

(b) for any transaction from which Indemnitee dedan improper personal benefit; or

(c) for an accounting of profits made from the hage and sale by Indemnitee of securities of thrpdZation within the meaning of Section
16(b) of the Securities Exchange Act of 1934 anéraiments thereto or similar provisions of any sstaéutory law or common law.

10. Partial Indemnification. If Indemnitee is el&it under any provisions of this Agreement to indéication by the Corporation for some or
a portion of the Expenses, judgments and finesaligtand reasonably incurred by Indemnitee in theestigation, defense, appeal or
settlement of any Proceeding but not, howeverHertotal amount thereof, the Corporation shallentheless indemnify Indemnitee for the
portion of such Expenses, judgments or fines tactvhidemnitee is entitled.

11. Business Transactions. The Corporation aghessttwill not effect any Business Transaction dafined in Article XI of the Restated
Articles of Incorporation of the Corporation) whibas not been approved by the Continuing Diredssefined in Article XI of the Restal
Articles of Incorporation of the Corporation) oktiCorporation unless the other party to the traimaagrees in writing to (a) use its best
efforts to maintain for the subsequent two yeargoeany and all directors' and officers' liabilitysurance in effect prior to any discussions or
announcement relating to such Business Transaatidr(b) assume all obligations of the Corporatinder this Agreement and indemnify
Indemnitee and advance litigation expenses in @erme with this Agreement.
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12. Severability. If this Agreement or any portibiereof shall be invalidated on any ground by amyrcof competent jurisdiction, then the
Corporation shall nevertheless indemnify Indemnite¢o Expenses, judgments and fines with respeiy Proceeding to the full extent
permitted by any applicable portion of this Agreatrthat shall not have been invalidated or by afgoapplicable law.

13. Notice. Indemnitee shall, as a condition precétb Indemnitee’s right to be indemnified undhés Agreement, give to the Corporation
notice in writing as soon as practicable of anynelmade against Indemnitee for which indemnity willcould be sought under this
Agreement. Notice to the Corporation shall be deéd¢o Merix Corporation, 1521 Poplar Lane, Fofagive, Oregon 97116, Attention:
Secretary (or such other address as the Corporsti@ihdesignate in writing to Indemnitee). Notstll be deemed received three days after
the date postmarked if sent by prepaid mail, pilgmatdressed. In addition, Indemnitee shall give@wrporation such information and
cooperation as it may reasonably require and dblshavithin Indemnitee's power.

14. Counterparts. This Agreement may be executedymumber of counterparts, each of which shaiktitute the original.
15. Applicable Law. This Agreement shall be goverbg and construed in accordance with Oregon law.
16. Successors and Assigns. This Agreement shaiinoiéng upon the Corporation and its successaisaarigns.

IN WITNESS WHEREOF, the parties hereby have catisisdAgreement to be duly executed and signed #seofiay and year first above
written.

MERIX CORPORATION

By DEBORAH A. COLEMAN
Chair and Chief Executive Officer

INDEMNITEE

By ROBERT C. STRANDBERG
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EXHIBIT 23

INDEPENDENT AUDITORS' CONSENT
We consent to the incorporation by reference ini®eggion Statement No. 33-77348 of Merix Corpamaton Form S-8 (containing a Reoffer

Prospectus on Form S-3) of our report dated Jun&2¥B (June 30, 1998 regarding stock option raqjcsee Note 4), appearing in this
Annual Report on Form 10-K of Merix Corporation foe year ended May 30, 1998.

DELOITTE & TOUCHE LLP

Portland, Oregon
August 3, 1998



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONSOLIDATED FINANCIAL
STATEMENTS FOUND IN THE COMPANY'S ANNUAL REPORT ORORM 10-K FOR THE FISCAL YEAR ENDED MAY 30, 1998,
AND IS QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SOH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END MAY 30 199¢
PERIOD START JUN 01 199
PERIOD END MAY 30 199¢
CASH 15,43(
SECURITIES 7,46¢
RECEIVABLES 22,06:
ALLOWANCES 25¢
INVENTORY 10,79¢
CURRENT ASSET¢ 60,28¢
PP&E 129,56
DEPRECIATION 59,30¢
TOTAL ASSETS 135,16¢
CURRENT LIABILITIES 19,53t
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 44,62¢
OTHER SE 25,56¢
TOTAL LIABILITY AND EQUITY 135,16t
SALES 178,62
TOTAL REVENUES 178,62
CGS 151,101
TOTAL COSTS 151,10(
OTHER EXPENSES 21,99¢
LOSS PROVISION 0
INTEREST EXPENSE 3,31
INCOME PRETAX 3,351
INCOME TAX 1,21%
INCOME CONTINUING 2,13¢
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 2,13¢
EPS PRIMARY 0.3t
EPS DILUTED 0.34



ARTICLE 5

THIS SCHEDULE CONTAINS A RESTATED EARNINGS PER SHERAMOUNT LABELED AS "PRIMARY", AND CONTAINS
SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONSOLIDATED FINANCIAL STATEMENTS FOUND IN THE
COMPANY'S ANNUAL REPORT ON FORM 10-K FOR THE FISCAYEAR ENDED MAY 25, 1996, AND IS QUALIFIED IN ITS
ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

RESTATED:
MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END MAY 25 199¢
PERIOD START MAY 28 199t
PERIOD END MAY 25 199¢
CASH 12,19:
SECURITIES 7,167
RECEIVABLES 24,61°
ALLOWANCES 78
INVENTORY 6,43¢
CURRENT ASSET 50,92
PP&E 101,73:
DEPRECIATION 46,15¢
TOTAL ASSETS 111,17
CURRENT LIABILITIES 16,87«
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 43,73¢
OTHER SE 22,62(
TOTAL LIABILITY AND EQUITY 111,17
SALES 155,63
TOTAL REVENUES 155,63:
CGS 118,23
TOTAL COSTS 118,23
OTHER EXPENSE! 16,41¢
LOSS PROVISION 0
INTEREST EXPENSE 1,33¢
INCOME PRETAX 20,33¢
INCOME TAX 7,54¢
INCOME CONTINUING 12,79:
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 12,79:
EPS PRIMARY 2.1C
EPS DILUTED 1.9¢



