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PART I

ITEM 1. BUSINESS.

In this report, the terms "Merix," "Companyywé," "us," and "our" refer to Merix Corporation. Vilee a leading manufacturer of
technologically advanced electronic interconnetitsins for use in sophisticated electronic equipm@®ur principal products are complex
multilayer printed circuit boards, which are thatfirms used to interconnect microprocessors, iated circuits and other components that
are essential to the operation of electronic prtsland systems. We focus on providing our soluttomaanufacturers of technologically
advanced electronic products within selected higlwth segments of the electronics industry, inalgdiommunications, computing, and test
and measurement. We provide our customers withtagrated interconnect manufacturing solution itheludes quick-turn prototypes, pre-
production and volume production of printed cirdudiards and backplanes and backplane assembliesa@ar and emerging customers
include leading original equipment manufacturersQ&Ms, and contract manufacturers in the eleatsimdustry.

We were incorporated in March 1994 to succedti¢ business conducted by the Circuit Board iwi®f Tektronix. All of the business
the Circuit Board Division of Tektronix, togetheitiv$17.5 million in cash, was transferred to usnediately prior to the consummation



our initial public offering in May 1994 in exchang@ 6,000,000 shares of our common stock. Tekkopntinues to own 506,500 shares of
common stock and a note in the principal amouitl@X.0 million, of which $1.2 million remained owtstling as of the date of this report.

Industry Overview

Printed circuit boards consist of patternsleteical circuitry etched from copper that hasrb&eninated on a board of insulating material.
They are the platforms used to interconnect mi@ogssors, integrated circuits and other comporibatsare essential to the operation of
electronic products and systems. Printed circutrtye are customized for specific electronic appbics and are sold to OEMs and contract
manufacturers in volumes that range from severis @ior prototypes to small quantities for pre-pwotion to large quantities for volume
production. Quick-turn prototypes are used in tegigh, test and launch phases of new electronituste and require rapid manufacturing,
with delivery times ranging from as little as 24um®to as long as 10 days. Larger volumes of pgdinbeuit boards are needed as a product
progresses past the testing and design phasestarté-production and then volume production.

Printed circuit boards are used in virtuallyed¢ctronic equipment from consumer products, agpersonal computers, cellular telephones
and televisions, to high-end commercial electr@gjaipment, such as data communication routers\aitdhes, wireless base stations,
computer workstations and network servers. Typjc@itinted circuit boards used in consumer eledatrproducts are less technologically
sophisticated, employing lower layer counts anddioperformance materials and requiring less matwufiag sophistication than printed
circuit boards used in high-end commercial equigmen

High-end commercial equipment manufacturersiregmore complex multilayer interconnect solutiovith advanced materials, narrow
line widths and separations of copper traces, pi@ticavities and small diameter vias and througlleshto connect internal circuitry. We
manufacture complex multilayer printed circuit basprimarily for use in high-end commercial equiptneithin the communications,
computing and test and measurement segments efdbteonics industry. These industry segments laaeacterized by high growth, rapid
technological change and short product life-cyale ©EMs continually develop new and technologicaligerior products.

Manufacturing increasingly sophisticated eleweit interconnect products requires substantisdstment in advanced production facilities,
engineering and manufacturing expertise and process

technology. These capital and technology requirésieave led to consolidation in recent years, rieduthe number of printed circuit board
manufacturers in the United States from approxiip&@80 in 1992 to approximately 650 in 1999. Desitis consolidation, the printed
circuit board market remains fragmented, and weexponsolidation to continue. Of the approxima&39 printed circuit board
manufacturers in the United States in 1999, omyitdependent manufacturers had revenues in er€&d90 million, and these
manufacturers comprised 52% of the domestic priotedit board market.

There are several significant trends withinglectronic interconnect industry. These include:

Increasing Complexity of Electronic Equipmenrithe increasing complexity of electronic equipmeri¥es technological advancements in
interconnect products. OEMs are continually desigmhore complex and high performance electroniépegent, which requires printed
circuit boards that accommodate higher speeds, coemt densities, frequencies and operating tempesatWe believe this trend is
increasing the demand for interconnect manufactuséth superior manufacturing process techniquesesmgineering support.

Expanding and Emerging Marketd he demand for more complex multilayer printegwit boards is being driven by the expansion of
traditional markets for high-end commercial elesiccequipment, such as computing, communicatioistast and measurement. In addition,
we have seen the emergence of several new hightyedactronic markets, such as wireless commumicatand Internet infrastructure. Th
emerging markets are growing rapidly as a resu¢cfinological changes, demands for wider variéslectronic product features, greater
bandwidth and increasingly powerful electronic comgnts.

Shorter Product Life-Cycles for Electronic Puads. Rapid advances in technology have significarttlyriened the life-cycles of complex
electronic products and placed increased pressu@EMs to develop new products in shorter periddsme. The time-tanarket demands
OEMs have increased emphasis on the engineeringuaoki-turn production of small unit volumes ofqigd circuit boards in the prototype
development stage. In addition, the success dftfirsnarket products has heightened the demanchémufacturing expertise and process
controls that enable manufacturers to quickly pedc® volume production.

Increased Demand for Integrated Products anwiSes. The accelerated time-to-market and time-to-voluraeds of OEMs of high-end
equipment have resulted in increased collaboratitim interconnect providers that can offer desigd angineering support and
manufacturing scalability throughout the produfe-tycle. Many OEMs are limiting their vendor base smaller number of technically
qualified providers that are able to offer a broatge of interconnect products and services.

Products and Services



We offer a broad range of products and serdestgned to meet our customers' needs for conmpldtilayer printed circuit boards,
backplanes and backplane assemblies. Our produttsesvices span the period from product concephimugh volume production and
include the following:

Design Assistance and Engineering Servicé#e provide design assistance and engineeringcssrin the early stages of product
development to ensure that mechanical and elecéliements are integrated to achieve a high quatity cost-effective product. We also
evaluate customer designs for manufacturability, areen appropriate, recommend design changes twegdanufacturing costs and lead
times or increase manufacturing yields and theityuail finished printed circuit boards. We beliethis cooperative process shortens the time
in transition from the development of the prototgesign to volume manufacturing and facilitatesdakvery of high quality products in a
timely fashion.

By working closely with our customers throughoug ttesign and manufacturing process, we gain ingightheir future product
requirements.

Quick-Turn Prototype and Pre-Production Sersic&Ve produce quick-turn prototypes with lead tiroéthree to fifteen days for the
product development groups of our customers. We @igduce prototypes in pre-production quantitiéth ¥ead times of ten to fifteen days
for these customers. We offer volume production pnadotypes within the same facility. By using g@mne processing lines to manufacture
prototypes, our prototypes more accurately reptes@nvolume products. This allows us to shortenttime in transition from the
development of prototype designs to volume manufagy and facilitates the volume delivery of higlmatjty complex printed circuit boards
in a timely fashion.

Volume Production.Volume production is characterized by standaad lémes of seven to eight weeks, as printed dilmards move to
full-scale commercial production. At this stagepodduction, quality, on-time delivery, process dality and price are the factors most
important to our customers. Our engineering cajigl@hables us to produce, in volume, technologjicgdphisticated printed circuit boards
34 layers utilizing high performance materials satling edge fabrication techniques. In additiam, manufacturing process controls enable
us to meet the accelerated time-to-market and tonelume requirements of our customers. Our peigry computer-integrated
manufacturing system tracks shop-floor productioreal time, delivering critical information to eyedecision point using online statistical
process control tools and helps us analyze andneaily improve our products and processes.

Backplanes and Backplane Assembli&ge produce backplanes and provide backplane ddi®snto our customers. Backplanes are
generally larger and thicker printed circuit boaodswhich connectors are mounted to interconnéstgat circuit boards, integrated circuits
and other electronic components. Backplane assesnte printed circuit boards on which variousteb@ic components, such as integrated
circuits, capacitors, microprocessors and resist@age been mounted. In addition to providing b&ahke fabrication and assembly services,
we also perform radio frequency testing servicesviuate the performance of backplane circuiteszca spectrum of frequencies.

Markets and Customers

The following table shows, for the periods tated, the percentage of our net sales to theipahmarket segments we serve:

Fiscal Years
2000 1999 1998
Market Segments:
Communication: 51.7% 37.% 26.2%
Computing 21.2 32.¢ 27.¢
Test and Measureme 24.2 25.4 42.1
Other 2.8 3.9 3.8
Total 100.(% 100.(% 100.(%
| | ] | |

Our five largest OEM customers during fiscaD@@vere Cisco Systems, Intel, Motorola, Tektrom &eradyne. Our five largest OEM
customers comprised 67.5%, 67.8% and 75.1% of eusales during fiscal 2000, 1999 and 1998, resdyt In fiscal 2000, Cisco Systems,
Motorola and Teradyne each accounted for more 1886 of our net sales. Cisco Systems, Hewlett-Pdchaotorola and Tektronix each
accounted for more than 10% of our net sales tafi$999. Hewlett-Packard, Motorola and Tektrordeteaccounted for more than 10% of
our net sales in fiscal 1998. We expect to conttiougepend upon a small number of customers fagrafieant portion of our net sales for the
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foreseeable future. The loss of or decrease inrgffidem one or more major customers could reduceexenues.

We also manufacture and sell our products tdraot manufacturers that assemble components oproducts for resale to
OEMs. Approximately 54.8%, 31.2% and 23.7% of oefrsales were through our contract manufacturisgocners in fiscal 2000, 1999 and
1998, respectively.

Salesand Marketing

We market our products through a field-baseédatlisales force, field application engineers, nfcturers' representative firms and
customer service personnel. We employ field appitoeengineers in regions across the U.S, who seswle technical interface between
Merix and customers' design engineering teams fi@ldrapplication engineers integrate into the ouosdrs' design teams as technical experts,
providing information and modeling data to asstiat the final printed circuit board design meeestlcal performance requirements, cost
goals, and design guidelines for manufacturabilig are also represented by independent manufastuepresentative firms in the United
States.

Our sales force develops close relationshipls aur OEM customers beginning at the earliest kigweent and design phases and
continuing throughout all stages of productionatidition, because contract manufacturers are isitrglg being given discretionary author
from OEMSs to award business to printed circuit bo@anufacturers, we also target contract manufextuas well as OEMs and leverage our
relationships with OEMs to access new business edgttiract manufacturers.

Supplier Relationships

We have entered into strategic relationshigh s&rtain suppliers of laminates, raw materials services to reduce lead times and
inventory carrying costs, enhance the quality aidiility of the supply of raw materials and reducansportation and other logistics costs.
For example, Matsushita Electronics Materials, yalkeinate supplier, operates a factory productagdard and high performance laminates
adjacent to our facility. Isola Laminate SystemspCaanother laminate supplier, utilizes an indejgen warehouse distribution center
adjacent to our facility to offer just-in-time dediry of high-performance raw materials. In additibfania Technologie, Inc. USA provides on-
site electrical test services at our facility.

We rely on our suppliers for laminates and raaterials, which may not timely meet our supply dads. We order raw materials and
laminates to complete our customers' purchase @airdé&hough we work with our customers and supplierminimize the impact of shorta¢
in materials, we have occasionally experiencedtsiegom effects due to price fluctuations and detbgieipments. If a significant shortage of
raw materials or laminates were to occur, our dpegaesults would be materially adversely affectdt also depend on a small number of
suppliers for many of the raw materials and langadhat we use in our business. If we were unabtemtinue to purchase these raw
materials and laminates from our suppliers, ouratieg results would be materially adversely a#éect

Manufacturing and Technology

The increasing complexity of electronic producas driven technological advancements in interecnproducts and has placed
increasingly more difficult demands on the manufdog process. We have invested in production teldyy to manufacture dense multila
printed circuit boards utilizing advanced fabricatprocesses and high performance materials imaloroduction. We employ numerous
advanced manufacturing techniques and systemsiding dry-film imaging, automated optical inspeaticomputer controlled lamination,
computer controlled drilling and routing, multi-pase metal plating, photoimageable solder maskegsing, dual-access electrical testing
and

surface coating. Our execution of these techniguebles us to manufacture complex printed ciraeatrtts of consistent quality in high-
volume and on a timely basis.

In general, we receive circuit designs direfrityn our customers in the form of computer dd&sfiwhich we review to ensure data
accuracy and product manufacturability. Using thesaputer files, we generate images of the ciqgaiterns that we develop on individual
layers using advanced photographic processes. §hrawariety of plating and etching processes, electively add and remove conductive
materials forming horizontal layers of thin tracesircuits, which are separated by insulating malteA finished multilayer printed circuit
board laminates together a number of layers ofiitisg using intense heat and pressure under vac\entical connections between layers
are achieved by plating through small holes caliad. Vias are made by highly specialized drilleguipment capable of achieving extremely
fine tolerances with high accuracy. We specializhigh layer printed circuit boards with extreméhe geometries and tolerances. Becau:
the tolerances involved, we use clean rooms iraerhanufacturing processes where tiny particleghtrotherwise create defects on the
circuit patterns and use automated optical inspedystems to ensure consistent qua



