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PART I. — FINANCIAL INFORMATION

Item 1. Financial Statements.

3D SYSTEMS CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

December

June 30, 31,

(in thousands, except par value) 2014 2013
ASSETS
Current assets:
Cash and cash equivalents $ 570,262 $ 306,316
Accounts receivable, net of allowance for doubtful accounts of $11,154 (2014) and
$8,133 (2013) 137,432 132,121
Inventories, net 90,204 75,148
Prepaid expenses and other current assets 14,105 7,203
Current deferred income tax asset 8,105 6,067
Total current assets 820,108 526,855
Property and equipment, net 59,671 45,208
Intangible assets, net 177,783 141,709
Goodwill 404,073 370,066
Long term deferred income tax asset 762 548
Other assets, net 13,973 13,470
Total assets $ 1,476,370 $ 1,097,856
LIABILITIES AND EQUITY
Current liabilities:
Current portion of capitalized lease obligations $ 194 $ 187
Accounts payable 65,440 51,729
Accrued and other liabilities 28,543 28,430
Customer deposits 7,075 5,466
Deferred revenue 26,188 24,644
Total current liabilities 127,440 110,456
Long term portion of capitalized lease obligations 7,181 7,277
Convertible senior notes, net 11,585 11,416
Long term deferred income tax liability 21,819 19,714
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Other liabilities 22,506 15,201
Total liabilities 190,531 164,064
Commitments and contingencies

Stockholders’ equity:

Common stock, $0.001 par value, authorized 220,000 shares; issued 110,752 (2014) and

103,818 (2013) 111 104
Additional paid-in capital 1,210,017 866,552
Treasury stock, at cost: 645 shares (2014) and 600 shares (2013) (316) (286)
Accumulated earnings 67,489 60,487
Accumulated other comprehensive income 7,466 5,789
Total 3D Systems Corporation stockholders' equity 1,284,767 932,646
Noncontrolling interest 1,072 1,146
Total stockholders’ equity 1,285,839 933,792
Total liabilities and stockholders’ equity $ 1,476,370 $ 1,097,856

See accompanying notes to condensed consolidated financial statements.
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3D SYSTEMS CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

(Unaudited)

Six Months Ended June

Quarter Ended June 30, 30,

(in thousands, except per share amounts) 2014 2013 2014 2013
Revenue:
Products $ 99,984 $ 83,465 $ 201,178 $ 151,917
Services 51,528 37,322 98,092 70,949
Total revenue 151,512 120,787 299,270 222,866
Cost of sales:
Products 51,232 37,215 98,048 66,960
Services 27,882 20,989 53,352 39,846
Total cost of sales 79,114 58,204 151,400 106,806
Gross profit 72,398 62,583 147,870 116,060
Operating expenses:
Selling, general and administrative 50,322 36,189 99,042 65,643
Research and development 17,714 9,598 34,949 16,102
Total operating expenses 68,036 45,787 133,991 81,745
Income from operations 4,362 16,796 13,879 34,315
Interest and other expense, net 1,476 2,662 2,524 12,729
Income before income taxes 2,886 14,134 11,355 21,586
Provision for income taxes 694 4,791 4,253 6,360
Net income 2,192 9,343 7,102 15,226
Less: net income attributable to noncontrolling interest 67) — (100) —
Net income attributable to 3D Systems Corporation $ 2,125 $ 9,343 $ 7,002 $ 15,226
Other comprehensive income:
Pension adjustments, net of taxes $ 26 $ (13) $ 45 $ 16
Foreign currency translation gain (loss) attributable to 3D Systems
Corporation 1,645 (2,460) 1,632 (5,721)
Total other comprehensive income (loss) 1,671 (2,473) 1,677 (5,705)
Comprehensive income 3,796 6,870 8,679 9,521
Foreign currency translation (gain) loss attributable to
noncontrolling interest 24 — 2) —

Comprehensive income attributable to 3D Systems Corporation $ 3,820 $ 6,870 $ 8,677 $ 9,521
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Net income per share available to 3D Systems Corporation common
stockholders — basic and diluted $ 0.02 $ 0.10 $ 0.07 $ 0.16

See accompanying notes to condensed consolidated financial statements.
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3D SYSTEMS CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Six Months Ended June

30,
(in thousands) 2014 2013
Cash flows from operating activities:
Net income $ 7,102 $ 15,226
Adjustments to reconcile net income to net cash provided by operating activities:
Benefit of deferred income taxes (13,249) (4,481)
Depreciation and amortization 24,390 13,328
Non-cash interest on convertible notes 193 753
Provision for bad debts 3,141 601
Stock-based compensation 15,638 5,346
Loss on the disposition of property and equipment 296 3
Deferred interest income — (1,018)
Loss on conversion of convertible debt — 9,253
Changes in operating accounts:
Accounts receivable (7,013) (26,801)
Inventories (15,711) (9,900)
Prepaid expenses and other current assets (6,630) (258)
Accounts payable 12,983 253
Accrued and other liabilities (3,029) (2,744)
Customer deposits 1,818 2,055
Deferred revenue 1,544 4,069
Other operating assets and liabilities (2,143) (2,290)
Net cash provided by operating activities 19,330 3,395
Cash flows from investing activities:
Purchases of property and equipment (8,965) 3,751
Additions to license and patent costs (382) (1,313)
Proceeds from disposition of property and equipment — 1,882
Cash paid for acquisitions, net of cash assumed (53,526) (86,199)
Other investing activities (300) (1,500)
Net cash used in investing activities (63,173) (90,881)
Cash flows from financing activities:
Tax benefits from share-based payment arrangements 6,368 9,398

Proceeds from issuance of common stock 299,749 272,081
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Proceeds from exercise of stock options and restricted stock, net 1,437 435
Cash disbursed in lieu of fractional shares related to stock split — (177)
Repayment of capital lease obligations (88) 95)
Net cash provided by financing activities 307,466 281,642
Effect of exchange rate changes on cash 323 (760)
Net increase in cash and cash equivalents 263,946 193,396
Cash and cash equivalents at the beginning of the period 306,316 155,859
Cash and cash equivalents at the end of the period $ 570,262 $ 349,255
Interest payments $ 608 $ 979
Income tax payments 9,594 1,601
Transfer of equipment from inventory to property and equipment, net (a) 5,454 1,946
Transfer of equipment to inventory from property and equipment, net (b) 3,447 441
Stock issued for acquisitions of businesses 20,250 6,750
Stock issued for conversions of 5.50% senior convertible notes — 4,433
Notes redeemed for shares of common stock — 63,420

@ Tnventory is transferred from inventory to property and equipment at cost when the Company requires additional
machines for training or demonstration or for placement into Quickparts’ locations.

(®) Tn general, an asset is transferred from property and equipment, net into inventory at its net book value when the
Company has identified a potential sale for a used machine.

See accompanying notes to condensed consolidated financial statements.
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3D SYSTEMS CORPORATION

CONDENSED CONSOLIDATED STATEMENT OF EQUITY

(Unaudited)

Common Stock

(In thousands,

except par

value) Shares
Balance at

December 31,

Par Additional
Value Paid In
$0.001 Capital

2013 103,818 $ 104 §$ 866,552

Tax benefits

from

share-based
payment
arrangements —
Issuance
(repurchase) of
restricted

stock, net 634
Issuance of

stock for
acquisitions 350
Issuance of

stock for

equity raise 5,950
Stock-based
compensation
expense —
Net income  —
Noncontrolling
interest for
business
combinations —

— 6,368

1 1,466
— 20,250
6 299,743
— 15,638

Treasury Stock

Shares

600

45

(30)

Accumulatedl'otal 3D Equity

Other Systems Attributable

Comprehens{¥erporation  to Total
Accumulatddcome Stockholders' Noncontro$timgkhold:

Amount Earnings (Loss) Equity Interest Equity

$ (286) $ 60,487 $ 5,789 $ 932,646 $ 1,146 $ 933,792

_ _ 6,368 — 6,368
_ _ 1,437 — 1,437
_ _ 20,250 — 20,250
— — 299,749 — 299,749
_ _ 15,638 — 15,638
7,002 — 7,002 100 7,102

— — — (176) (176)
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Pension

adjustment  — — — — — — 45 45 — 45
Foreign

currency

translation

adjustment — — — — — — 1,632 1,632 2 1,634
Balance at

June 30,2014 110,752 $ 111 $ 1,210,017 645 $ (316) $ 67,489 $ 7,466 (a) $ 1,284,767 $ 1,072 $ 1,285,8:

@ Accumulated other comprehensive income of $7,466 consists of foreign currency translation gain of $8,324, a
$173 gain on the liquidation of a non-US entity and a cumulative unrealized pension loss of $1,031.

See accompanying notes to condensed consolidated financial statements.

(b)
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3D SYSTEMS CORPORATION
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

(1) Basis of Presentation

The accompanying unaudited condensed consolidated financial statements include the accounts of 3D Systems
Corporation and its subsidiaries (collectively, the “Company”). All significant intercompany transactions and balances
have been eliminated in consolidation. The unaudited condensed consolidated financial statements have been prepared
in accordance with generally accepted accounting principles in the United States of America (“GAAP”) and the rules
and regulations of the Securities and Exchange Commission (“SEC”) applicable to interim reports. Accordingly, they do
not include all the information and notes required by GAAP for complete financial statements and should be read in
conjunction with the audited financial statements included in the Company’s Annual Report on Form 10-K

(“Form 10-K”) for the year ended December 31, 2013.

In the opinion of management, the unaudited condensed consolidated financial statements contain all adjustments,
consisting of adjustments of a normal recurring nature, necessary to present fairly the financial position, results of
operations and cash flows for the periods presented. The results of operations for the quarter and six months
ended June 30, 2014 are not necessarily indicative of the results to be expected for the full year.

The preparation of financial statements in accordance with GAAP requires management to make estimates and
assumptions that affect the amounts reported in the financial statements. Actual results may differ from those
estimates and assumptions.

Certain prior period amounts presented in the accompanying footnotes have been reclassified to conform to current
year presentation.

All amounts presented in the accompanying footnotes are presented in thousands, except for per share information.

13
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Recent Accounting Pronouncements

In May 2014, the FASB issued Accounting Standards Update No. 2014-09, Revenue from Contracts with Customers
(ASU 2014-09), which supersedes nearly all existing revenue recognition guidance under U.S. GAAP. The core
principle of ASU 2014-009 is to recognize revenues when promised goods or services are transferred to customers in
amounts that reflect the consideration to which an entity expects to be entitled for those goods or services. ASU
2014-09 defines a five-step process to achieve this core principle and, in doing so, may require more judgment and
estimates within the revenue recognition process than are required under existing U.S. GAAP.

The standard is effective for annual periods beginning after December 15, 2016, and interim periods therein, using
either of the following transition methods: (i) a full retrospective approach reflecting the application of the standard in
each prior reporting period with the option to elect certain practical expedients, or (ii) a retrospective approach with
the cumulative effect of initially adopting ASU 2014-09 recognized at the date of adoption (which includes additional
footnote disclosures). We are currently evaluating the impact of our pending adoption of ASU 2014-09 on our
consolidated financial statements and have not yet determined the method by which we will adopt the standard in
2017.

(2) Acquisitions

The Company completed one acquisition in the second quarter of 2014, which is discussed below.

On April 2, 2014, the Company acquired 100% of the outstanding shares and voting rights of Medical Modeling Inc.
Medical Modeling Inc. is a provider of 3D printing-centric personalized surgical treatments and patient specific
medical devices, including virtual surgical planning, personalized medical devices and clinical transfer tools. The fair
value of the consideration paid for this acquisition, net of cash acquired, was $69,026 of which $51,526 was paid in
cash and $17,500 was paid in shares of the Company’s stock. These shares were issued in a private transaction exempt
from registration under the Securities Act of 1933. The operations of Medical Modeling Inc. have been integrated into
the Company’s service revenues. The fair value of the consideration paid for this acquisition was allocated to the assets
purchased and liabilities assumed, based on their estimated fair values as of the acquisition date, with any excess
recorded as goodwill, and is included in the table below, which summarizes second quarter 2014 acquisitions. Factors
considered in determination of goodwill include synergies, vertical integration and strategic fit for the Company.

The acquisition completed in the second quarter is not material relative to the Company’s assets or operating results;
therefore, no proforma financial information is provided.

7
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The Company’s purchase price allocation for the acquired company is preliminary and subject to revision as more
detailed analyses are completed and additional information about fair value of assets and liabilities becomes available.
The amounts related to the acquisition are allocated to the assets acquired and the liabilities assumed and are included
in the Company’s unaudited condensed consolidated balance sheet at June 30, 2014 as follows:

(in thousands) 2014
Fixed assets $ 2,737
Other intangible assets, net 34,300
Goodwill 44,181
Other assets, net of cash acquired 2,042
Liabilities (14,234)
Net assets acquired $ 69,026

Subsequent Acquisitions

On April 16, 2014, the Company entered into a definitive agreement to acquire Robtec, an additive manufacturing
service bureau and distributor of 3D printing and scanning products located in Sao Paulo, Brazil. Under the terms of
the agreement, the Company will acquire 70% of the shares of Robtec at closing and the remainder of the shares on
the fifth anniversary of the closing. The acquisition is expected to close in the second half of 2014.

On July 30, 2014, the Company entered into a definitive agreement to acquire Simbionix USA Corporation
(“Simbionix”) for $120,000 in cash, subject to customary closing adjustments. Simbionix is a provider of proprietary,
high definition, 3D virtual reality surgical simulation, training and educational products for personalized medicine.
Simbionix is headquartered in Cleveland, Ohio and has a research and development center in Israel. Under the terms
of the agreement, subject to customary closing conditions, the Company will acquire 100% of the outstanding shares
of Simbionix.

(3) Inventories

Components of inventories, net at June 30, 2014 and December 31, 2013 were as follows:

15
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(in thousands) 2014 2013
Raw materials $ 42784 $ 34,144
Work in process 2,031 3,050
Finished goods and parts 45,389 37,954
Inventories, net $ 90,204 $ 75,148

(4) Property and Equipment

Property and equipment at June 30, 2014 and December 31, 2013 were as follows:

(in thousands) 2014 2013 Useful Life (in years)
Land $ 541 $ 541 N/A

Building 9,315 9,315 25

Machinery and equipment 67,153 56,962  3-7

Capitalized software — ERP 3,970 3,872 5

Office furniture and equipment 3,916 3,586 5

Leasehold improvements 10,344 9,395 Life of lease (a)
Rental equipment 626 — 5

Construction in progress 12,159 4,014 N/A

Total property and equipment 108,024 87,685

Less: Accumulated depreciation and amortization (48,353) (42,477)

Total property and equipment, net $ 59,671  $ 45,208

@ Leasehold improvements are amortized on a straight-line basis over the shorter of (i) their estimated useful lives
and (i1) the estimated or contractual life of the related lease.

16
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Depreciation and amortization expense on property and equipment for the quarter and six months ended June 30, 2014
was $3,456 and $6,492, respectively, compared to $2,251 and $4,432, respectively, for the quarter and six months
ended June 30, 2013.

(5) Intangible Assets

Intangible assets other than goodwill at June 30, 2014 and December 31, 2013 were as follows:

2014 2013
Weighted
Average
Useful Useful Life
Accumulated Accumulated Life (in Remaining (in

(in thousands) Gross Amortization Net Gross Amortization Net years) years)

Intangible

assets with

finite lives:

Licenses $ 5,875 $ 5875) $ — $ 5,875 $ (5,875 $ —

Patent costs 22,211 (7,195) 15,016 21,545 (5,960) 15,585 6-7 3

Acquired

technology 44,591 (15,410) 29,181 30,095 (13,615) 16,480 5-10 5
Internally

developed

software 17,862 (13,583) 4,279 18,097 (12,863) 5,234 5 <1
Customer

relationships 113,067 (28,021) 85,046 95,793 (18,283) 77510 5-13 5
Non-compete

agreements 21,010 (8,758) 12,252 16,848 (6,666) 10,182 3-11 3
Trade names 10,708 (3,459) 7,249 9,302 (2,211) 7,091 2-10 3
Other 23,668 (4,818) 18,850 11,598 (4,081) 7,517 <1-7 2
Intangibles

with indefinite

lives:

Trademarks 5,910 — 5,910 2,110 — 2,110 N/A N/A
Total

intangible

assets $ 264902 $ (87,119) $ 177,783 $ 211,263 $ (69,554) $ 141,709 <1-13 4

For the six months ended June 30, 2014 and 2013, the Company capitalized $382 and $1,313, respectively, of costs
incurred to acquire, develop and extend patents in the United States and various other countries.

17
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Amortization expense for intangible assets for the quarter and six months ended June 30, 2014 was $8,211 and
$17,414, respectively, compared to $5,084 and $8,896, respectively, for the quarter and six months ended June 30,
2013.

Annual amortization expense for intangible assets for 2014, 2015, 2016, 2017 and 2018 is expected to be $33,517,
$24,496, $21,784, $18,886 and $14,024, respectively.

(6) Accrued and Other Liabilities

Accrued liabilities at June 30, 2014 and December 31, 2013 were as follows:

(in thousands) 2014 2013
Compensation and benefits $ 14,700 $ 13,197
Vendor accruals 5,691 5,449
Accrued professional fees 582 493
Accrued taxes 4,684 1,834
Royalties payable 810 750
Accrued interest 74 73
Accrued earnouts related to acquisitions 1,414 5,872
Accrued other 588 762
Total $ 28,543 $ 28,430

18
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Other liabilities at June 30, 2014 and December 31, 2013 were as follows:

(in thousands) 2014 2013
Defined benefit pension obligation $ 5,830 $ 5,861
Long term tax liability 90 90
Long term earnouts related to acquisitions 8,706 4,206
Long term deferred revenue 5,038 4,218
Other long term liabilities 2,842 826
Total $ 22,506 $ 15,201

(7) Hedging Activities and Financial Instruments

The Company conducts business in various countries using both the functional currencies of those countries and other
currencies to effect cross border transactions. As a result, the Company is subject to the risk that fluctuations in
foreign exchange rates between the dates that those transactions are entered into and their respective settlement dates
will result in a foreign exchange gain or loss. When practicable, the Company endeavors to match assets and liabilities
in the same currency on its balance sheet and those of its subsidiaries in order to reduce these risks. When appropriate,
the Company enters into foreign currency contracts to hedge exposures arising from those transactions. The Company
has elected not to prepare and maintain the documentation to qualify for hedge accounting treatment under ASC 815,
“Derivatives and Hedging,” and therefore, all gains and losses (realized or unrealized) are recognized in "Interest and
other expense, net” in the condensed consolidated statements of operations and comprehensive income. Depending on
their fair value at the end of the reporting period, derivatives are recorded either in prepaid expenses and other current
assets or in accrued liabilities on the condensed consolidated balance sheet.

There were no foreign currency contracts outstanding at June 30, 2014 or at December 31, 2013.

The total impact of foreign currency transactions on the condensed consolidated statements of operations and
comprehensive income for the quarter and six months ended June 30, 2014 reflected a loss of $1,140 and a loss of
$1,345, respectively, compared to a gain of $203 and a loss of $762, respectively, for the quarter and six months
ended June 30, 2013.

(8) Borrowings

19



Edgar Filing: 3D SYSTEMS CORP - Form 10-Q

5.5% senior convertible notes and interest expense

In November 2011, the Company issued $152,000 of 5.50% senior convertible notes due December 2016. These
notes are senior unsecured obligations and rank equal in right of payment with all the Company’s existing and future
senior unsecured indebtedness. The notes accrue interest at the rate of 5.50% per year payable in cash semi-annually
on June 15 and December 15 of each year.

The following table summarizes the principal amounts and related unamortized discount on convertible notes at June
30, 2014 and December 31, 2013:

(in thousands) 2014 2013

Principal amount of convertible notes $ 12,540 $ 12,540
Unamortized discount on convertible notes (955) (1,124)
Net carrying value $ 11,585 $ 11416

These notes are convertible into shares of the Company’s Common Stock at a conversion rate equivalent to 69.9032
shares of Common Stock per $1 principal amount of notes, which represents a conversion rate of approximately
$14.31 per share of Common Stock. The conversion rate is subject to adjustment in certain circumstances as more
fully set forth in the indenture covering the notes. Conditions for conversion have been satisfied and the notes are
convertible. No notes were converted during the first six months of 2014.

The remaining notes are convertible into approximately 876 shares of common stock. In certain circumstances
provided for in the indenture, the number of shares of common stock issuable upon conversion of the notes may be
increased, and with it the aggregate principal amount of the notes. Unless earlier repurchased or converted, the notes
will mature on December 15, 2016.

The notes were issued with an effective yield of 5.96% based upon an original issue discount at 98.0%. The net
proceeds from the issuance of these notes, after deducting original issue discount and capitalized issuance costs of
$6,634, amounted to $145,366. The capitalized issuance costs are being amortized to interest expense over the life of
the notes, or realized upon conversion of the notes.

10
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Upon certain terms and conditions, the Company may elect to satisfy its conversion obligation with respect to the
notes by paying cash, in whole or in part, for specified aggregate principal amount of the notes. In the event of certain
types of fundamental changes, the Company will increase the conversion rate by a number of additional shares, up to a
maximum of 1,118 shares, which equates to a conversion price of approximately $11.22 per share.

(9) Stock-based Compensation Plans

The Company records stock-based compensation expense in selling, general and administrative expenses in the
condensed consolidated statements of operations and comprehensive income. Stock-based compensation expense for
the quarter and six months ended June 30, 2014 and 2013 was as follows:

(in thousands)

Quarter Ended
June 30,
2014 2013

Six Months Ended
June 30,
2014 2013

Restricted stock awards $ 8,362 $ 3,125 $ 15,638 $ 5,346

The number of shares of restricted common stock awarded and the weighted average fair value per share during the
quarter and six months ended June 30, 2014 and 2013 were as follows:

(in thousands, except per share amounts)
Restricted stock awards:

Granted under the 2004 Incentive Stock Plan
Granted under the 2004 Restricted Stock Plan for
Non-Employee Directors

Total restricted stock awards

(in thousands, except per share amounts)

Quarter Ended June 30,
2014 2013
Weighted
Average
Shares Fair Shares
Awarded Value Awarded
143 $ 50.31 68
17 49.26 12
160 $ 50.20 80
Six Months Ended June 30,
2014 2013

Weighted
Average
Fair
Value

$ 46.84

48.43
$ 47.09
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Shares
Awarded
Restricted stock awards:
Granted under the 2004 Incentive Stock Plan 376
Granted under the 2004 Restricted Stock Plan for
Non-Employee Directors 17
Total restricted stock awards 393

Weighted
Average
Fair
Value

$ 69.00

49.26
$ 68.15

Shares
Awarded

291

12
303

Weighted
Average
Fair
Value

$ 39.14

48.43
$ 39.52

During the six months ended June 30, 2014, the Company granted restricted stock awards covering 376 shares of
common stock pursuant to the Company’s 2004 Incentive Stock Plan. Of the 376 shares granted in the first six months
of 2014, 30 shares were awarded to executive officers of the Company and 138 shares remained subject to acceptance
at June 30, 2014. In the first six months of 2013, the Company granted restricted stock awards covering 291 shares of
common stock pursuant to the Company’s 2004 Incentive Stock Plan, of which 27 shares were awarded to executive

officers of the Company.

In the first six months of 2014 and 2013, respectively, the Company granted 17 and 12 shares, respectively, of

common stock pursuant to the Company’s 2004 Restricted Stock Plan for Non-Employee Directors. Stock

compensation expense for Non-Employee Directors for the first six months of 2014 and 2013 was $849 and $600,

respectively.

11
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(10) International Retirement Plan

The following table shows the components of net periodic benefit costs and other amounts recognized in the
condensed consolidated statements of operations and comprehensive income for the quarter and six months
ended June 30, 2014 and 2013:

Quarter Six Months
Ended June Ended June
30, 30,

(in thousands) 2014 2013 2014 2013
Servicecost $43 $24 $88 $ 47
Interest cost 60 48 122 97
Total $103 $72 $210 $ 144

(11) Earnings Per Share

The Company presents basic and diluted earnings per share (“EPS”’) amounts. Basic EPS is calculated by dividing net
income attributable to 3D Systems Corporation available to common stockholders by the weighted average number of
common shares outstanding during the applicable period. Diluted EPS is calculated by dividing net income by the
weighted average number of common and common equivalent shares outstanding during the applicable period.

The following table reconciles basic weighted average outstanding shares to diluted weighted average outstanding
shares at June 30, 2014 and 2013:

Quarter Ended June Six Months Ended
30, June 30,
(in thousands, except per share amounts) 2014 2013 2014 2013
Numerator:
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Net income attributable to 3D Systems Corporation — numerator for

basic net earnings per share $ 2,125 $ 9343 $ 7,002 $ 15,226
Add: Effect of dilutive securities

Interest expense on 5.50% convertible notes (after-tax) — — — —
Numerator for diluted earnings per share $ 2,125 $ 9343 $ 7,002 $ 15,226

Denominator:

Weighted average shares — denominator for basic net earnings per share 106,407 96,248 104,985 94,047
Add: Effect of dilutive securities

5.50% convertible notes (after-tax) — — — —

Denominator for diluted earnings per share 106,407 96,248 104,985 94,047
Earnings per share

Basic and diluted $ 0.02 $ 0.10 $ 0.07 $ 0.16
Interest expense excluded from diluted earnings per share calculation

(a) $ 206 $ 511 $ 362 $ 1,508
5.50% Convertible notes shares excluded from diluted earnings per

share calculation (a) 876 1,925 876 2,852

@ Average outstanding diluted earnings per share calculation excludes shares that may be issued upon conversion of
the outstanding senior convertible notes since the effect of their inclusion would have been anti-dilutive.

For the quarter ended June 30, 2014, average common shares for basic and diluted earnings per share were 106,407
and basic and diluted earnings per share were $0.02. For the quarter ended June 30, 2013, average common shares for
basic and diluted earnings per share were 96,248 and basic and diluted earnings per share were $0.10.

For the six months ended June 30, 2014, average common shares for basic and diluted earnings per share were
104,985, and basic and diluted earnings per share were $0.07. For the six months ended June 30, 2013, average
common shares for basic and diluted earnings per share were 94,047 and basic and diluted earnings per share were
$0.16.

12
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(12) Fair Value Measurements

ASC 820, “Fair Value Measurements and Disclosures,” defines fair value as the exchange price that would be received
for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the asset or
liability in an orderly transaction between market participants on the measurement date. ASC 820 also establishes a

fair value hierarchy which requires an entity to maximize the use of observable inputs that may be used to measure
fair value:

- Level 1 - Quoted prices in active markets for identical assets or liabilities;

- Level 2 - Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities, quoted
prices in markets that are not active, or other inputs that are observable or can be corroborated by observable market
data for substantially the full term of the assets or liabilities; or

- Level 3 - Unobservable inputs that are supported by little or no market activity and that are significant to the fair
value of the assets or liabilities.

For the Company, the above standard applies to cash equivalents and senior convertible notes. The Company utilizes
the market approach to measure fair value for its financial assets and liabilities. The market approach uses prices and
other relevant information generated by market transactions involving identical or comparable assets or liabilities.

Assets and liabilities measured at fair value on a recurring basis are summarized below:

Fair Value Measurements as of June 30, 2014

(in thousands) Level 1 Level 2 Level 3 Total
Description
Cash equivalents (a) $ 493,539 $ — $ — $ 493,539

@ Cash equivalents include funds held in money market instruments and are reported at their current carrying value,
which approximates fair value due to the short-term nature of these instruments and are included in cash and cash
equivalents in the consolidated balance sheet.

The Company did not have any transfers of assets and liabilities between Level 1 and Level 2 of the fair value
measurement hierarchy during the quarter and six months ended June 30, 2014.
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The carrying value of the senior convertible notes as of June 30, 2014 and December 31, 2013 was $11,585 and
$11,416, respectively, net of the unamortized discount. As of June 30, 2014 and December 31, 2013, the estimated fair
value of the senior convertible notes was $12,142 and $12,035, respectively, based on quoted market prices. The
Company determined the fair value of the convertible notes utilizing transactions in the listed markets for identical or
similar liabilities. As such, the fair value of the senior convertible notes is considered Level 2.

In addition to the financial assets included in the above table, certain of our non-financial assets and liabilities are to
be initially measured at fair value on a non-recurring basis. This includes items such as non-financial assets and
liabilities initially measured at fair value in a business combination (but not measured at fair value in subsequent
periods) and non-financial, long-lived assets measured at fair value for an impairment assessment. In general,
non-financial assets and liabilities including goodwill, other intangible assets and property and equipment are
measured at fair value when there is an indication of impairment and are recorded at fair value only when impairment
is recognized. The Company has not recorded any impairments related to such assets and has had no other significant
non-financial assets or non-financial liabilities requiring adjustments or write-downs to fair value as of June 30, 2014
or December 31, 2013.

(13) Income Taxes

The Company’s effective tax rates were 24.0% and 37.5% for the quarter and six months ended June 30, 2014,
respectively, compared to 33.9% and 29.5% for the quarter and six months ended June 30, 2013.

The Company has not provided for any taxes on the unremitted earnings of its foreign subsidiaries, as the Company
intends to permanently reinvest all such earnings outside of the U.S. We believe a calculation of the deferred tax
liability associated with these undistributed earnings is impracticable.

13
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Tax years 2010 to 2013 are subject to examination by the U.S. Internal Revenue Service. The Company has utilized
U.S. loss carryforwards causing the years 1997 to 2007 to be subject to examination. The Company files income tax
returns (which are open to examination beginning in the year shown in parentheses) in France (2011), Germany
(2011), Japan (2007), Italy (2009), Switzerland (2008), the United Kingdom (2009), the Netherlands (2007), Australia
(2009), Korea (2008), India (2012), and China (2013).

(14) Segment Information

The Company operates in one reportable business segment. The Company conducts its business through subsidiaries
in the United States, a subsidiary in Switzerland that operates a research and production facility, subsidiaries in France
that operate a manufacturing facility and sales and service offices, and sales and services offices operated by
subsidiaries in Europe (Germany, the United Kingdom, Italy and the Netherlands) and in Asia-Pacific (Australia,
China, India, Japan and Korea). The Company has historically disclosed summarized financial information for the
geographic areas of operations as if they were segments in accordance with ASC 280, “Segment Reporting.” Financial
information concerning the Company’s geographical locations are based on the location of the selling entity.

Summarized financial information concerning the Company’s geographical operations is shown in the following
tables:

Six Months Ended June
Quarter Ended June 30, 30,

(in thousands) 2014 2013 2014 2013
Revenue from unaffiliated customers:
United States $ 78,895 $ 67,870 $ 146,927 $ 125,023
Germany 19,562 13,286 43,387 25,197
Other Europe 22,453 18,569 46,192 35,238
Asia Pacific 30,602 21,062 62,764 37,408
Total $ 151,512 $ 120,787 $ 299,270 $ 222,866

The Company’s revenue from unaffiliated customers by type was as follows:
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Six Months Ended June
Quarter Ended June 30, 30,
(in thousands) 2014 2013 2014 2013
Printers and other products  $ 61,948 $ 54,190 $ 122,701 $ 93,913
Materials 38,036 29,275 78,477 58,004
Services 51,528 37,322 98,092 70,949
Total revenue $ 151,512 $ 120,787 $ 299,270 $ 222,866
Intercompany sales were as follows:
Quarter Ended June 30, 2014
Intercompany Sales to
United Other Asia
(in thousands)  States Germany Europe Pacific Total
United States  $ — $9,925 $4710 $ 3,450 $ 18,085
Germany 446 — 1,350 — 1,796
Other Europe 10,932 548 676 891 13,047
Asia Pacific 331 (15) — 521 837
Total $ 11,709 $ 10,458 $ 6,736 $ 4,862 $ 33,765
Quarter Ended June 30, 2013
Intercompany Sales to
United Other Asia
(in thousands)  States Germany Europe Pacific Total
United States $ — $ 4658 $4234 $ 1,075 $ 9,967
Germany 386 — 447 — 833
Other Europe 5,292 674 1,097 93 7,156
Asia Pacific 347 261 67 167 842
Total $6025 $5593 $5845 $ 1,335 $ 18,798
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Six Months Ended June 30, 2014
Intercompany Sales to

United Other Asia
(in thousands)  States Germany Europe  Pacific Total
United States $ — $ 20,862 $ 9,657 $ 5796 $ 36,315
Germany 855 — 2,828 — 3,683
Other Europe 20,975 1,878 1,008 1,446 25,307
Asia Pacific 813 (15) — 1,203 2,001
Total $ 22,643 $ 22,725 $ 13,493 §$ 8,445 $ 67,306

Six Months Ended June 30, 2013
Intercompany Sales to

United Other Asia
(in thousands)  States Germany Europe  Pacific Total
United States $ — $ 10441 $ 7,838 $ 2,199 $ 20478
Germany 704 — 1,806 — 2,510
Other Europe 9,223 957 1,175 124 11,479
Asia Pacific 872 641 67 422 2,002
Total $ 10,799 $ 12,039 $ 10,886 $ 2,745 $ 36,469

All revenue between geographic areas is recorded at prices that provide for an allocation of profit (loss) between
entities. Income from operations, assets, and cash for each geographic area was as follows:

Quarter Ended June  Six Months Ended

30, June 30,
(in thousands) 2014 2013 2014 2013
Income from operations:
United States $ (7,036) $ 11,643 $ (9,066) $ 22,912
Germany 451 (318) 648 343
Other Europe 2,124 235 4,525 2,001
Asia Pacific 9,455 5,476 18,522 9,793
Subtotal 4,994 17,036 14,629 35,049
Inter-segment elimination (632) (240) (750) (734)
Total $ 4362 $ 16,796 $ 13,879 $ 34,315

June 30, December 31,

(in thousands) 2014 2013
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Assets:

United States $ 1,240,270 $ 870,208

Germany 45,563 38,685

Other Europe 116,516 120,562

Asia Pacific 74,021 68,401

Total $ 1,476,370 $ 1,097,856

December
June 30, 31,

(in thousands) 2014 2013
Cash and cash equivalents:
United States $ 546,730 $ 286,377
Germany 3,591 3,441
Other Europe 10,386 8,915
Asia Pacific 9,555 7,583
Total $ 570,262 $ 306,316
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(15) Commitments and Contingencies

The Company leases office space under various non-cancelable operating leases. Rent expense under operating leases
was $2,598 and $4,910 for the quarter and six months ended June 30, 2014 compared to $1,440 and $2,818 for the
quarter and six months ended June 30, 2013.

The Company has supply commitments for printer assemblies that total $65,621 at June 30, 2014, compared to
$41,091 at December 31, 2013.

Certain of the Company’s acquisitions contain earnout provisions under which the sellers of the acquired businesses
can earn additional amounts. The total liabilities recorded for these earnouts as of June 30, 2014 and December 31,
2013 was $10,120 and $5,578, respectively.

Litigation

In 2008, DSM Desotech Inc. filed a complaint, which it has subsequently amended, in an action titled DSM Desotech
Inc. v. 3D Systems Corporation and 3D Systems, Inc. in the United States District Court for the Northern District of
[linois (Eastern Division) asserting that the Company engaged in anticompetitive behavior with respect to resins used
in certain of its stereolithography machines. The complaint further asserted that the Company infringed upon two of
DSM Desotech’s patents relating to stereolithography machines.

On January 31, 2013, the Court granted the Company summary judgment for all seven of the counts alleging
anticompetitive behavior. On February 28, 2013, the parties filed a stipulation of dismissal of the remaining counts,
and the Court dismissed those counts in connection with the settlement of these portions of the litigation. On March
29, 2013, DSM Desotech filed a notice of appeal to the United States Court of Appeals for the Federal Circuit
regarding the Court’s granting of summary judgment in favor of the Company on all seven counts of alleged
anticompetitive behavior. On April 18, 2014, the Federal Circuit affirmed the grant of summary judgment for all
seven counts, dismissing all remaining claims asserted by DSM Desotech. DSM Desotech took no further action in
response to the Federal Circuit's decision in favor of the Company, and the case has completely concluded.

On November 20, 2012, the Company filed a complaint in an action titled 3D Systems, Inc. v. Formlabs, Inc. and
Kickstarter, Inc. in the United States District Court for the District of South Carolina (Rock Hill Division) asserting
that Formlabs’ and Kickstarter’s sales of the Form 1 3D printer infringed on one of the Company’s patents relating to

31



Edgar Filing: 3D SYSTEMS CORP - Form 10-Q

stereolithography machines. Formlabs and Kickstarter filed a motion to dismiss or transfer venue on February 25,
2013, and the Company filed a first amended complaint on March 8, 2013. On May 8, 2013, the Court granted the
parties’ joint motion to stay the case until September 3, 2013 to enable the parties to continue settlement discussions.
On November 8, 2013, the Company voluntarily dismissed the South Carolina complaint and filed a new complaint in
the United States District Court for the Southern District of New York asserting that Formlabs’ sales of the Form 1 3D
printer infringed on eight of the Company’s patents relating to stereolithography machines. On December 20, 2013,
Formlabs filed a motion to dismiss the Company’s claims of indirect and willful infringement, and the Company filed a
memorandum in opposition on January 6, 2014. Formlabs filed a reply on January 16, 2014. The Court ruled on the
motion to dismiss on May 12, 2014, granting in part and dismissing in part Formlabs’ motion. The Company filed a
first amended complaint on May 16, 2014, and Formlabs filed its answer on June 2, 2014. The Company intends to
pursue claims for damages against Formlabs.

The Company is also involved in various other legal matters incidental to its business. The Company believes, after
consulting with counsel, that the disposition of these other legal matters will not have a material effect on our
consolidated results of operations or consolidated financial position.

Indemnification

In the normal course of business the Company periodically enters into agreements to indemnify customers or suppliers
against claims of intellectual property infringement made by first parties arising from the use of the Company’s
products. Historically, costs related to these indemnification provisions have not been significant and we are unable to
estimate the maximum potential impact of these indemnification provisions on our future results of operations.

To the extent permitted under Delaware law, the Company indemnifies directors and officers for certain events or
occurrences while the director or officer is, or was, serving at the Company’s request in such capacity, subject to
limited exceptions. The maximum potential amount of future payments the Company could be required to make under
these indemnification obligations is unlimited; however, the Company has directors and officers insurance coverage
that may enable the Company to recover future amounts paid, subject to a deductible and the policy limits. There is no
assurance that the policy limits will be sufficient to cover all damages, if any.
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(16) Accumulated Other Comprehensive Income

The changes in the balances of accumulated other comprehensive income by component are as follows:

Foreign Defined

currency benefit  Liquidation
translation pension  of Non-US

(in thousands) adjustment plan Entity Total
Balance at December 31, 2013 $ 6,692 $ (1,076) $ 173 $ 5,789
Other comprehensive income 1,632 45 — 1,677
Balance at June 30, 2014 $ 8,324 $(1,031) $ 173 $ 7,466

The amounts presented above are included in other comprehensive income and are net of taxes. For additional
information about foreign currency translation, see Note 7. For additional information about the pension plan, see
Note 10.

(17) Noncontrolling Interest

As of June 30, 2014, the Company owned 95% of the capital and voting rights of Phenix Systems, a global provider of
direct metal selective laser sintering 3D printers based in Riom, France. Phenix’s operating results are included in these
condensed consolidated financial statements. In accordance with ASC 810, “Consolidation,” the carrying value of the
noncontrolling interest is reported in the condensed consolidated balance sheets as a separate component of equity and
condensed consolidated net income has been adjusted to report the net income attributable to the noncontrolling
interest.

(18) Subsequent Event

On July 30, 2014, the Company entered into a definitive agreement to acquire Simbionix USA Corporation
(“Simbionix”) for $120,000 in cash, subject to customary closing adjustments. Simbionix is a provider of proprietary,
high definition, 3D virtual reality surgical simulation, training and educational products for personalized medicine.
Simbionix is headquartered in Cleveland, Ohio and has a research and development center in Israel. Under the terms
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of the agreement, subject to customary closing conditions, the Company will acquire 100% of the outstanding shares
of Simbionix.

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

This discussion should be read in conjunction with the unaudited condensed consolidated financial statements and the
notes thereto included in Item 1 of this Quarterly Report on Form 10-Q (“Form 10-Q”).

We are subject to a number of risks and uncertainties that may affect our future performance that are discussed in
greater detail in the sections entitled “Forward-Looking Statements” and “Cautionary Statements and Risk Factors™ at the
end of this Item 2 and that are discussed or referred to in Item 1A of Part II of this Form 10-Q.

Business Overview

We are a leading global provider of 3D printing centric design-to-manufacturing solutions, including 3D printers, print
materials and on-demand custom parts for professionals and consumers alike. Our materials include plastics, metals,
ceramics and edibles. We also provide integrated 3D scan-based design, freeform modeling and inspection tools and
an integrated 3D planning and printing digital thread for personalized surgery and patient specific medical devices.
Our products and services replace and complement traditional methods and reduce the time and cost of designing new
products by printing real parts directly from digital input. These solutions are used to rapidly design, create,
communicate, prototype or produce functional parts and assemblies, empowering customers to manufacture the future.

We derive our consolidated revenue primarily from the sales of our printers, the sales of the related print materials and
services, the sales of our Quickparts brand on-demand parts services and the sales of perceptual devices and software.

Recent Developments

In April, we continued to broaden and enhance our 3D printing ecosystem and expanded our 3D printing digital thread
with the acquisition of Medical Modeling Inc. Medical Modeling utilizes 3D printing-centric personalized surgery and
patient-specific medical device solutions with FDA-cleared manufacturing processes to provide surgical planning
tools, surgical guides and kits, and other design services.
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In April, we entered into a definitive agreement to acquire Robtec, an additive manufacturing service bureau and
distributor of 3D printing and scanning products in Sao Paulo, Brazil with locations in Chile, Argentina, Uruguay and
Mexico. The closing of the acquisition is subject to customary closing conditions and not yet completed. Under the
terms of the agreement, we will acquire 70% of the shares of Robtec at closing and the remainder of the shares on the
fifth anniversary of the closing. This acquisition will create a strategic Latin American sales and service platform to
drive accelerated adoption of our entire design-to-manufacturing solutions, provide us with significant in-region
additive manufacturing service bureau capabilities and expand our global Quickparts full service offerings reach and
ability to deliver the latest advanced manufacturing solutions and capabilities.

During the second quarter, we continued to expand our global reseller network, adding major distributors including
ScanSource, Inc, Konica Minolta and Canon Marketing Japan, to enhance our presence in North America, Europe,
Latin America and Asia-Pacific.

We also enhanced our education offerings, resources and partnerships in conjunction with the launch of our
MAKE.DIGITAL initiative. With this initiative, our goal is to promote and advance digital literacy in K-12 STEAM
education, by equipping and empowering students with 3D design, scanning and printing skills. We also announced
partnerships with organizations such as First Teams, The Albert Einstein Distinguished Educator Fellows, the U.S.
Department of Education, Level Up Village, CityX Project and others.

In May, we completed an offering of 6.0 million shares of common stock in an underwritten public offering. The
offering raised approximately $299.7 million of cash proceeds, net of offering expenses.

In June, we announced the Ekocycle™ Cube® 3D printer, a collaboration with Ekocycle, a brand launched by The
Coca-Cola Company and will.i.am, our Chief Creative Officer. The Ekocycle Cube uses a new full durability filament
made in part from post-consumer recycled PET plastic bottles.

In June, we leased an additional 0.2 million square foot manufacturing facility in Rock Hill, SC to further expand our
manufacturing capacity and capabilities.

Results of Operations

Summary of 2014 financial results
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During the second quarter of 2014, we reported improved revenue as compared to the second quarter of 2013 as our
worldwide businesses continued to expand, reflecting growth in design and manufacturing printers demand and
increased materials, software and service revenue. Revenue for the second quarter of 2014 increased by 25.4%, or
$30.7 million, to $151.5 million compared to $120.8 million in the second quarter of 2013. Higher revenue offset by
increased SG&A expenses, primarily due to increased sales and marketing expenses and additional staffing due to our
expanding portfolio and acquisitions, and higher R&D expenses related to our portfolio expansion and diversification,
new product developments and acquisitions, resulted in net income of $2.1 million for the second quarter of 2014,
compared to net income of $9.3 million for the same period in 2013.

Printers and other products revenue increased by $7.8 million, or 14.4%, from the second quarter of 2013, to $61.9
million, driven by expanding use and rising demand for our design and manufacturing printers.

Print materials sales for the second quarter of 2014 were $38.0 million, an increase of $8.8 million, or 29.8%, from the
second quarter of 2013 as revenue from materials was impacted by continued expansion of printers installed over past
periods.

Revenue from services increased by $14.2 million, or 38.1%, to $51.5 million in the second quarter of 2014 from
$37.3 million in the same quarter in 2013. The increase in services revenue reflects increased revenue from our
Quickparts, printer and software services and the addition of Medical Modeling services.

We calculate organic growth by comparing this year’s total revenue for the period, excluding the revenue recognized
from all acquired businesses that we have owned for less than 12 months, to last year’s total revenue for the period.
Once we have owned a business for one year, the revenue is included in organic growth and organic growth is
calculated based on our prior year total revenue. In the second quarter of 2014, our organic growth was 10.0%
compared to 30.1% for the second quarter of 2013. For the six months ended June 30, 2014 and 2013, our organic
growth was 18.3% and 26.2%, respectively.
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Healthcare revenue includes sales of printers, print materials, and services for hearing aid, dental, personalized
medical devices and other health-related applications. For the second quarter of 2014, healthcare

revenue increased 45.8% and made up 18.2%, or $27.5 million, of our total revenue compared to 15.6%, or $18.9
million, in the second quarter of 2013, primarily due to our increased penetration and growth in healthcare
applications and the addition of Medical Modeling. During the first six months of 2014, healthcare revenue
increased 49.0% and made up 16.4%, or $49.1 million, of our total revenue compared to 14.8%, or $33.0 million, in
the 2013 period.

Consumer revenue includes sales of Cube® 3D printers and their related print materials, Sense 3D scanners and other
products and services related to consumer products and retail channels. For the second quarter of 2014, consumer
revenue decreased 13.6% to $7.4 million, or 4.9% of our total revenue, compared to $8.5 million, or 7.0% of total
revenue, in the second quarter of 2013. The decrease was primarily driven by delayed orders as customers awaited the
availability of announced new products. During the first six months of 2014, consumer solutions revenue

increased 37.5%, to $17.0 million, or 5.7% of total revenue, compared to $12.4 million, or 5.6% of total revenue, in
the 2013 period, driven by expanded consumer offerings and increasing demand.

Our gross profit in the second quarter of 2014 improved by $9.8 million, primarily due to our higher level of revenue
from increases across all revenue categories. Our gross profit margin decreased to 47.8% in the second quarter of 2014
from 51.8% in the second quarter of 2013, reflecting current sales mix and timing of sales, availability of new
products, absorption of legacy product costs and manufacturing expansion costs.

Our total operating expenses increased by $22.2 million in the second quarter of 2014, to $68.0 million, from

$45.8 million in the same 2013 quarter. The increase reflected higher selling, general and administrative expenses
primarily due to increased sales and marketing expenses and higher staffing due to our expanding portfolio. The
increase also reflects an $8.1 million increase in research and development expenses related to our portfolio
expansion, accelerated new products developments, and the addition of the engineering team in Wilsonville, Oregon.

Our operating income for the second quarter of 2014 decreased to $4.4 million from $16.8 million in the same 2013
quarter. This decrease in operating income is due to lower gross profit margin and higher operating expenses as
discussed in more detail below.

Our operating activities generated $19.3 million of cash during the first six months of 2014, which is discussed in
further detail below. We used $63.2 million to fund our strategic investing activities, including acquisition costs.
Financing activities during the first six months of 2014 generated $307.5 million of cash, primarily due to proceeds
from our equity raise in the second quarter. In total, our unrestricted cash balance at June 30, 2014 was $570.3 million
compared to $306.3 million at December 31, 2013.
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Second quarter comparison of revenue by class of product and service

Table 1 sets forth our change in revenue by class of product and services for the second quarter of 2014 compared to

the second quarter of 2013:

Table 1

Printers and Other

(Dollars in thousands) Products

Revenue — 2nd quarter 2013 $ 54,190 44.9 %

Change in revenue:

Volume

Core products and services 1,587
New products and services 7,352
Price/Mix (1,869)
Foreign currency translation 688
Net change 7,758

Revenue — 2nd quarter 2014 $ 61,948

We earn revenues from the sale of printers and other products, print materials and services. On a consolidated basis,

29
13.6
(3.4)
1.3
14.4
40.9 %

Print Materials

$ 29,275

5,482
4,814
(2,133)
598
8,761
$ 38,036

242 %

18.7
16.4
(7.3)
2.0
29.8
25.1 %

Services
$ 37,322

8,594
4,951
661
14,206
$ 51,528

30.9 %

23.0
13.3
1.8
38.1
34.0 %

Totals
$ 120,787

15,663
17,117
(4,002)
1,947
30,725
$ 151,512

100 %

12.9
14.2
(3.3)
1.6
254
100 %

revenue for the second quarter of 2014 increased by $30.7 million, or 25.4%, compared to the second quarter of 2013,
reflecting increases in all classes of product and service.
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The $7.8 million increase in revenue from printers and other products compared to the second quarter of 2013 is
driven by increased demand for design and manufacturing printers, including acquired direct metal printers. Printers
revenue increased $6.3 million, or 14.0%, compared to the second quarter of 2013. In connection with the expansion
of our professional and retail channels, certain resellers may purchase stock inventory in the ordinary course of
business. For the second quarter of 2014, we estimate that revenue related to reseller inventory amounted to
approximately 8% of total revenue, which is impacted by timing of sales, expansion of our reseller channel and the
recent shift from a partially direct sales model to the reseller channel selling our entire portfolio, which expanded the
volume of transactions through the channel.

Other products revenue includes software products, perceptual and haptic devices, and Vidar digitizers. Other
products revenue totaled $10.3 million for the second quarter of 2014, including $4.5 million of software products
revenue, an 18.1% increase over 2013, primarily from demand for our new perceptual devices and software products.
Other products revenue for the second quarter of 2013 totaled $8.8 million, including $5.0 million of software
revenue.

Due to the relatively high price of certain professional printers and a corresponding lengthy selling cycle and
relatively low unit volume of the higher priced professional printer sales in any particular period, a shift in the timing
and concentration of orders and shipments of a few printers from one period to another can significantly affect
reported revenue in any given period. Revenue reported for printers sales in any particular period is also affected by
timing of revenue recognition under rules prescribed by generally accepted accounting principles.

The $8.8 million increase in revenue from print materials was aided by the improvement in printers sales and by the
continued expansion of printers installed over past periods. Sales of integrated materials increased 34.9% to $27.0
million and represented 71.0% of total materials revenue in the second quarter of 2014 compared to 68.4% in the
second quarter of 2013.

The increase in services revenue primarily reflects increased revenue from our Quickparts solutions and the addition
of Medical Modeling services, coupled with growing consumer and software services. Service revenue from
Quickparts increased 21.6% to $28.8 million, or 56.0% of total service revenue, for the second quarter of 2014,
compared to $23.7 million, or 63.5%, of total service revenue in the 2013 period. Services revenue from

software added $3.2 million in the second quarter of 2014 compared to $1.9 million in the second quarter of 2013.

At June 30, 2014 our backlog was $31.9 million, compared to backlogs of $28.6 million at December 31, 2013 and
$18.0 million at June 30, 2013. Production and delivery of our printers is generally not characterized by long lead
times, backlog is more dependent on timing of customers’ requested delivery. Currently, demand for direct metals
printers outstrips our manufacturing capacity and delayed commercial shipment of new consumer products with a
rising consumer order book contributed to a higher backlog. Backlog at June 30, 2014 includes $23.1 million of
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printers, primarily due to production, metal and consumer printer orders. In addition, Quickparts services lead time
and backlog depends on whether orders are for rapid prototyping or longer-range production runs. The backlog at June
30, 2014 includes $7.2 million of Quickparts services orders, compared to $8.4 million at June 30, 2013.

In addition to changes in sales volumes, including the impact of revenue from acquisitions, there are two other
primary drivers of changes in revenues from one period to another: the combined effect of changes in product mix and
average selling prices, sometimes referred to as price and mix effects, and the impact of fluctuations in foreign
currencies.

As used in this Management’s Discussion and Analysis, the price and mix effects relate to changes in revenue that are
not able to be specifically related to changes in unit volume. Among these changes are changes in the product mix of
our materials and our printers as the trend toward smaller, lower-priced printers has continued and the influence of
new printers and print materials on our operating results has grown.
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Change in second quarter revenue by geographic region

Each geographic region contributed to our higher level of revenue in the second quarter of 2014. Table 2 sets forth the
change in revenue by geographic area for the second quarter of 2014 compared to the second quarter of 2013:

Table 2

(Dollars in thousands) U.S. Europe Asia-Pacific Total
Revenue — 2nd quarter 2013 $ 67,870 56.2 % $ 31,855 26.4 % $ 21,062 174 % $ 120,787 100 %
Change in revenue:

Volume 11,678 17.2 8,056 253 13,046 61.9 32,780 27.1
Price/Mix (653) (1.0) (59) (0.2) (3,290) (15.6) (4,002) (3.3)
Foreign currency translation — — 2,163 6.8 216) (1.0) 1,947 1.6

Net change 11,025 16.2 10,160 31.9 9,540 453 30,725 254

Revenue — 2nd quarter 2014 $ 78,895 52.1 % $ 42,015 277 % $ 30,602 202 % $ 151,512 100 %

Revenue from U.S. operations in the second quarter of 2014 increased by $11.0 million, or 16.2%, to $78.9 million
from $67.9 million in the second quarter of 2013. The increase was due to higher volume, partially offset by the
unfavorable combined effect of price and mix.

Revenue from non-U.S. operations in the second quarter of 2014 increased by $19.7 million, or 37.2%, to

$72.6 million from $52.9 million in the second quarter of 2013. Revenue from non-U.S. operations as a percent of
total revenue was 47.9% and 43.8%, respectively, at June 30, 2014 and 2013. The increase in non-U.S. revenue,
excluding the effect of foreign currency translation, was 33.2% in the second quarter of 2014 compared to 44.0% in
the second quarter of 2013.

Revenue from European operations in the second quarter of 2014 increased by $10.1 million, or 31.9%, to

$42.0 million from $31.9 million in the second quarter of 2013. This increase was due to a $8.1 million increase in
volume, a $2.2 million favorable impact of foreign currency translation, partially offset by a $0.1 million
unfavorable combined effect of price and mix.

Revenue from Asia-Pacific operations in the second quarter of 2014 increased by $9.5 million, or 45.3%, to $30.6
million from $21.1 million in the second quarter of 2013, due primarily to a favorable $13.0 million increase in
volume, partially offset by a $3.3 million unfavorable combined effect of price and mix and a $0.2 million
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unfavorable impact of foreign currency translation.

Gross profit and gross profit margins

Table 3 sets forth gross profit and gross profit margins for our products and services for the second quarters of 2014
and 2013:

Table 3

Quarter Ended June 30,
2014 2013
Gross Gross
Gross Profit Gross Profit
(Dollars in thousands) Profit Margin Profit Margin
Printers and other products $ 22,134 357 % $ 24,701 45.6 %

Print materials 26,618 70.0 21,548 73.6
Services 23,646 45.9 16,334 43.8
Total $ 72,398 478 % $ 62,583 51.8 %

On a consolidated basis, gross profit for the second quarter of 2014 increased by $9.8 million to $72.4 million from
$62.6 million in the second quarter of 2013, primarily as a result of higher sales from all revenue categories.

Consolidated gross profit margin in the second quarter of 2014 decreased by 4.0 percentage points to 47.8% from
51.8% for the 2013 quarter. The lower gross profit margin reflects a change in revenue mix with a higher portion of
revenue from lower margin products, both overall and within categories, as well as manufacturing expansion costs,
availability of new products and absorption of legacy product costs.
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Printers and other products gross profit for the second quarter of 2014 decreased by $2.6 million, or 10.4%, to

$22.1 million from $24.7 million in the 2013 quarter. Gross profit margin for printers and other products decreased
by 9.9 percentage points to 35.7% from 45.6% in the 2013 quarter primarily due to an unfavorable mix of printers and
other products coupled with manufacturing expansion, residual new product start up costs and a write down on
inventory of legacy products.

Print materials gross profit for the second quarter of 2014 increased by $5.1 million, or 23.5%, to $26.6 million from
$21.5 million in the 2013 quarter, and gross profit margin for print materials decreased by 3.6 percentage points to
70.0% from 73.6% in the 2013 quarter primarily due to the mix of materials sold during the quarter.

Gross profit for services for the second quarter of 2014 increased by $7.3 million, or 44.8%, to $23.6 million from
$16.3 million in the 2013 quarter. Gross profit margin for services increased by 2.1 percentage points to 45.9% from
43.8% in the 2013 quarter. The increase in the gross profit margin was due to the addition of acquired higher margin
medical services, a higher software contribution and an increase in Quickparts gross profit margin to 43.1% for the
second quarter of 2014 from 41.6% in the second quarter of 2013.

Operating expenses

As shown in Table 4, total operating expenses increased by $22.2 million, or 48.6%, to $68.0 million in the second
quarter of 2014 from $45.8 million in the second quarter of 2013. This increase was due to higher selling, general and
administrative expenses and higher research and development expenses, both of which are discussed below.

Table 4

Quarter Ended June 30,
2014 2013
% %
(Dollars in thousands) Amount Revenue Amount Revenue
Selling, general and administrative expenses $ 50,322 332 % $ 36,189 30.0 %
Research and development expenses 17,714 11.7 9,598 7.9
Total operating expenses $ 68,036 449 % $ 45787 379 %
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Selling, general and administrative expenses increased by $14.1 million to $50.3 million in the second quarter of 2014
compared to $36.2 million in the second quarter of 2013, and increased to 33.2% of revenue in 2014 compared to
30.0% for 2013. The increase was due primarily to a $7.8 million increase in compensation costs due to increased
staffing, a $3.1 million increase in amortization, a $0.8 million increase in bad debts expense, a $0.7 million increase
in consultant fees and a $0.7 million increase in marketing costs.

Research and development expenses increased by $8.1 million, or 84.6%, to $17.7 million in the second quarter of
2014 from $9.6 million in the second quarter of 2013. This increase was primarily due to a $4.0 million increase in
compensation expenses related to talent expansion, a $1.5 million increase in R&D materials related to new product
development, a $0.6 million increase in consulting fees, a $0.5 million increase in depreciation expense and a $0.4
million increase in facility costs.

Income from operations

Our income from operations of $4.4 million for the second quarter of 2014 decreased from $16.8 million in the second
quarter of 2013. See Gross profit and gross profit margins and Operating expenses above. The following table sets
forth operating income by geographic area for the second quarter of 2014 compared to 2013:

Table 5
Quarter Ended June
30,
(Dollars in thousands) 2014 2013
Income (loss) from operations
United States $ (7,036) $ 11,643
Germany 451 (318)
Other Europe 2,124 235
Asia Pacific 9,455 5,476
Subtotal 4,994 17,036
Inter-segment elimination (632) (240)
Total $ 4362 $ 16,796
22
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With respect to the U.S., in 2014 and 2013, the changes in operating income by geographic area reflected the same
factors discussed above in Gross profit and gross profit margins and Operating expenses.

As most of our operations outside the U.S. are conducted through sales and marketing subsidiaries, the changes in
operating income in our operations outside the U.S. in 2014 and 2013 resulted primarily from changes in transfer
pricing, which is a function of revenue levels.

Interest and other expense, net

Interest and other expense, net was $1.5 million in the second quarter of 2014 compared with $2.7 million in the 2013
quarter. The lower interest and other expense is primarily due to lower interest expense related to conversions of the
senior convertible notes. Interest and other expense, net in the second quarter of 2014 reflected a foreign exchange
loss of $1.1 million. The $2.7 million of interest and other expense, net in the second quarter of 2013 primarily
reflected the loss on conversion of convertible notes, which amounted to $3.5 million and the related interest, which
amounted to $0.8 million, of which $0.3 million represents non-cash amortization, partially offset by $1.1 million of
interest income and a foreign exchange gain of $0.2 million.

Provision for income taxes

We recorded a $0.7 million provision for income taxes in the second quarter of 2014 and a $4.8 million provision for
income taxes in the second quarter of 2013. Our 2014 provision for income taxes reflects income taxes in U.S. and
non-U.S. jurisdictions. The 2013 provision for income taxes primarily reflects income taxes in U.S. and non-U.S.
jurisdictions, reduced by the reversal of ASC-740 provisions in non-US jurisdictions.

Net income

Net income attributable to the Company for the second quarter of 2014 decreased $7.2 million to $2.1 million
compared to $9.3 million in the second quarter of 2013. The principal reasons for the decrease, which are discussed in
more detail above, were:

* the $12.4 million decrease in operating income; partially offset by
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* the $4.1 million decrease in our tax provision and

* the $1.2 million decrease in interest and other expense.

For the quarter ended June 30, 2014, average common shares for basic and diluted earnings per share were 106.4
million and basic and diluted earnings per share were $0.02. For the quarter ended June 30, 2013, average common
shares for basic and diluted earnings per share were 96.2 million and basic and diluted earnings per share were $0.10.

Results of Operations — Six Months Comparison

Six months comparison of revenue by class of product and service

The table below sets forth our change in revenue by class of product and service for the first six months of 2014

compared to the first six months of 2013:

Table 6

Printers and Other
(Dollars in thousands) Products
Revenue — six months 2013 $ 93,913  42.1 %
Change in revenue:

Volume

Core products and services 6,041 6.4
New products and services 22,514 24.0
Price/Mix (1,091) (1.2)
Foreign currency translation 1,324 1.4
Net change 28,788  30.6

Revenue — six months 2014  $ 122,701 41.0 %

23

Print Materials Services

$ 58,004 26.0 % $ 70,949
8,735 15.1 17,905
13,393 23.1 8,299
(2,584) (4.5) —
929 1.6 939
20,473 35.3 27,143

$ 78,477 262 % $ 98,092

319 %

25.2
11.7
1.3
38.2
32.8 %

Total
$ 222,866

32,681
44,206
(3,675)
3,192
76,404
$ 299,270

100 %

14.7
19.8
(1.6)
14
343
100 %
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We earn revenues from the sale of printers and other products, print materials and services. On a consolidated basis,
revenue for the first six months of 2014 increased by $76.4 million, or 34.3%, compared to the first six months of
2013 led by increased sales of printers and aided by increased sales of materials and services.

The $28.8 million increase in revenue from printers and other products compared to the first six months of 2013 is
primarily driven by increased demand for design and manufacturing printers, including acquired direct metal printers.
Printers revenue increased $25.3 million, or 32.8%, compared to the first six months of 2013.

Other products revenue includes software products, perceptual and haptic devices, and Vidar digitizers. Other
products revenue totaled $20.3 million for the first six months of 2014, including $9.0 million of software products
revenue, a 21.0% increase over 2013. Other products revenue for the first six months of 2013 totaled $16.8 million,
including $9.2 million of software revenue.

Due to the relatively high price of certain professional printers and a corresponding lengthy selling cycle and
relatively low unit volume of the higher priced professional printer sales in any particular period, a shift in the timing
and concentration of orders and shipments of a few printers from one period to another can significantly affect
reported revenue in any given period. Revenue reported for printers sales in any particular period is also affected by
timing of revenue recognition under rules prescribed by generally accepted accounting principles.

The $20.5 million increase in revenue from print materials was aided by the improvement in printers sales and by the
continued expansion of printers installed over past periods. Sales of integrated materials increased 41.4% to $56.4
million and represented 71.9% of total materials revenue for the first six months of 2014 compared to 68.8% for the
first six months of 2013.

The increase in services revenue primarily reflects revenue from our Quickparts solutions and addition of Medical
Modeling services, coupled with consumer and printer services growth. Service revenue from Quickparts
increased 29.2% to $57.6 million, or 58.8% of total service revenue, for the first six months of 2014, compared to
$44.6 million, or 62.9%, of total service revenue in the 2013 period. Services revenue from software added $6.0
million in the first six months of 2014 compared to $2.7 million in the first six months of 2013.

In addition to changes in sales volumes, including the impact of revenue from acquisitions, there are two other
primary drivers of changes in revenues from one period to another: the combined effect of changes in product mix and
average selling prices, sometimes referred to as price and mix effects, and the impact of fluctuations in foreign
currencies.
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As used in this Management’s Discussion and Analysis, the price and mix effects relate to changes in revenue that are
not able to be specifically related to changes in unit volume. Among these changes are changes in the product mix of
our materials and our printers as the trend toward smaller, lower-priced printers has continued and the influence of
new printers and print materials on our operating results has grown.

Change in first six months revenue by geographic region

Each geographic region contributed to our higher level of revenue in first six months of 2014. Table 7 sets forth the
change in revenue by geographic area for the first six months of 2014 compared to the first six months of 2013:

Table 7

(Dollars in thousands) U.S. Europe Asia-Pacific Total
Revenue — six months 2013 $ 125,023 56.1 % $ 60,435 27.1 % $ 37,408 168 % $ 222,866 100 %
Change in revenue:

Volume 23,821 19.1 20,800 34.4 32,266 86.3 76,887 34.5
Price/Mix (1917) (1.5 3,827 6.3 (5,585) (14.9) (3,675) (1.6)
Foreign currency translation — — 4,517 7.5 (1,325) (3.5) 3,192 1.4

Net change 21,904 17.6 29,144 48.2 25,356 67.9 76,404 343

Revenue — six months 2014 $ 146,927 49.1 % $ 89,579 299 % $ 62,764 21.0 % $ 299,270 100 %

Revenue from U.S. operations in the first six months of 2014 increased by $21.9 million, or 17.6%, to $146.9 million
from $125.0 million in the first six months of 2013. The increase was due to higher volume, partially offset by the
unfavorable combined effect of price and mix.

24
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Revenue from non-U.S. operations in the first six months of 2014 increased by $54.5 million, or 55.7%, to

$152.3 million from $97.8 million for the first six months of 2013. Revenue from non-U.S. operations as a percent of
total revenue was 50.9% and 43.9%, respectively, for the first six months of 2014 and 2013. The increase in
non-U.S. revenue, excluding the effect of foreign currency translation, was 51.1% for the first six months of 2014
compared to 43.4% for the first six months of 2013.

Revenue from European operations in the first six months of 2014 increased by $29.2 million, or 48.2%, to

$89.6 million from $60.4 million in the first six months of 2013. This increase was due to a $20.8 million increase in
volume, a $4.5 million favorable impact of foreign currency translation, and a $3.8 million favorable combined effect
of price and mix.

Revenue from Asia-Pacific operations in the first six months of 2014 increased by $25.4 million, or 67.9%, to $62.8
million from $37.4 million in the first six months of 2013, due primarily to a favorable $32.3 million increase in
volume, partially offset by a $5.6 million unfavorable combined effect of price and mix and a $1.3 million
unfavorable impact of foreign currency translation.

Gross profit and gross profit margins

Table 8 sets forth gross profit and gross profit margin for our products and services for the first six months of 2014
and 2013:

Table 8

Six Months Ended June 30,
2014 2013
Gross Gross

Gross Profit Gross Profit
(Dollars in thousands) Profit Margin Profit Margin
Printers and other products $ 46,296 37.7 % $ 42,530 453 %
Print materials 56,834 724 42426  73.1
Services 44,740 45.6 31,104  43.8
Total $ 147,870 494 % $ 116,060 52.1 %
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On a consolidated basis, gross profit for the first six months of 2014 increased by $31.8 million to $147.9 million from
$116.1 million in the first six months of 2013, primarily as a result of higher sales from all revenue categories.

Consolidated gross profit margin in the first six months of 2014 decreased by 2.7 percentage points to 49.4% from
52.1% for the 2013 period. The lower gross profit margin reflects a change in revenue mix, with lower margin
products making up a higher portion of revenue, combined with manufacturing expansion costs, new product start-up
costs and absorption of legacy product costs.

Printers and other products gross profit for the first six months of 2014 increased by $3.8 million, or 8.9%, to

$46.3 million from $42.5 million in the 2013 period, due to higher revenue. Gross profit margin for printers and other
products decreased by 7.6 percentage points to 37.7% from 45.3% in the 2013 period primarily due to an unfavorable
mix of lower margin products making up a higher portion of revenue coupled with manufacturing expansion and
residual new product start-up costs and a write down on inventory of legacy products.

Print materials gross profit for the first six months of 2014 increased by $14.4 million, or 34.0%, to $56.8 million
from $42.4 million in the 2013 period, and gross profit margin for print materials decreased by 0.7 percentage points
to 72.4% from 73.1% in the 2013 period due to the mix of materials sold during the period.

Gross profit for services for the first six months of 2014 increased by $13.6 million, or 43.8%, to $44.7 million from
$31.1 million in the 2013 period and gross profit margin for services increased by 1.8 percentage points to 45.6%
from 43.8% in the 2013 period. The increase in the gross profit margin was due to the addition of higher margin
Medical Modeling services, higher software contribution and an increase in Quickparts gross profit margin to 42.3%
for the first six months of 2014 from 41.5% in the first six months of 2013.

Operating expenses

As shown in Table 9, total operating expenses increased by $52.3 million, or 63.9%, to $134.0 million in the first six
months of 2014 from $81.7 million in the first six months of 2013. This increase was due to higher selling, general
and administrative expenses and higher research and development expenses, both of which are discussed below.
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Table 9

Six Months Ended June 30,
2014 2013
% %
(Dollars in thousands) Amount Revenue Amount Revenue
Selling, general and administrative expenses $ 99,042  33.1 % $ 65,643 29.5 %
Research and development expenses 34949 11.7 16,102 7.2
Total operating expenses $ 133,991 448 % $ 81,745 36.7 %

Selling, general and administrative expenses increased by $33.4 million to $99.0 million in the first six months of
2014 compared to $65.6 million in the first six months of 2013, and increased to 33.1% of revenue in 2014 compared
to 29.5% for 2013. The increase was due primarily to a $16.1 million increase in compensation costs due to increased
staffing, an $8.5 million increase in amortization, a $1.6 million increase in consulting fees, a $0.9 million increase in
marketing expenses and a $0.7 million increase in occupancy costs.

Research and development expenses increased by $18.8 million, or 117.0%, to $34.9 million in the first six months of
2014 from $16.1 million in the first six months of 2013. This increase was primarily due to a $8.5 million increase in
compensation expenses related to talent expansion, a $3.1 million increase in R&D materials related to new product
development, a $0.9 million increase in consulting fees and a $0.8 million increase in depreciation expense.

Income from operations

Our income from operations of $13.9 million for the first six months of 2014 decreased from $34.3 million in the first
six months of 2013. See Gross profit and gross profit margins and Operating expenses above.

The following table sets forth operating income by geographic area for the first six months of 2014 compared to 2013:

Table 10
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Six Months Ended
June 30,
(Dollars in thousands) 2014 2013
Income (loss) from operations
United States $ (9,066) $ 22,912
Germany 648 343
Other Europe 4,525 2,001
Asia Pacific 18,522 9,793
Subtotal 14,629 35,049
Inter-segment elimination (750) (734)
Total $ 13,879 $ 34,315

With respect to the U.S., in 2014 and 2013, the changes in operating income by geographic area reflected the same
factors discussed above in Gross profit and gross profit margins and Operating expenses.

As most of our operations outside the U.S. are conducted through sales and marketing subsidiaries, the changes in
operating income in our operations outside the U.S. in 2014 and 2013 resulted primarily from changes in transfer
pricing, which is a function of revenue levels.

Interest and other expense, net

Interest and other expense, net was $2.5 million in the first six months of 2014 compared with $12.7 million in the
2013 period. The lower interest and other expense is primarily due to lower interest expense related to conversions of
the senior convertible notes. Interest and other expense, net in the first six months of 2014 primarily reflected a
foreign exchange loss of $1.3 million and interest expense of $0.8 million. The $12.7 million of interest and other
expense, net in the first six months of 2013 primarily reflected the loss on conversion of convertible notes, which
amounted to $9.3 million and the related interest, which amounted to $2.2 million, of which $0.8 million represents
non-cash amortization, and also reflected a foreign exchange loss of $0.8 million.
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Provision for income taxes

We recorded a $4.3 million provision for income taxes in the first six months of 2014 and a $6.4 million provision for
income taxes in the first six months of 2013. Our 2014 provision for income taxes reflects income taxes in U.S. and
non-U.S. jurisdictions. The 2013 provision for income taxes primarily reflects income taxes in U.S. and non-U.S.
jurisdictions, reduced by the reversal of ASC-740 provisions in non-US jurisdictions.

Net income

Net income attributable to the Company for the first six months of 2014 decreased $8.2 million to $7.0 million
compared to $15.2 million in the first six months of 2013. The principal reasons for the decrease, which are discussed
in more detail above, were:

* the $20.4 million decrease in operating income; partially offset by

* the $10.2 million decrease in interest and other expense and

* the $2.1 million decrease in our provision for income taxes.

For the six months ended June 30, 2014, average common shares for basic and diluted earnings per share were 105.0
million and basic and diluted earnings per share were $0.07. For the six months ended June 30, 2013, average
common shares for basic and diluted earnings per share were 94.0 million and basic and diluted earnings per share
were $0.16.

Other Financial Information

In addition to our results determined under U.S. generally accepted accounting principles (“GAAP”) discussed above,
management believes non-GAAP financial measures, which adjust net income and earnings per share are useful to
investors in evaluating our operating performance.

55



Edgar Filing: 3D SYSTEMS CORP - Form 10-Q

We use non-GAAP financial measures of adjusted net income and adjusted earnings per share to supplement our
unaudited condensed consolidated financial statements presented on a GAAP basis to facilitate a better understanding
of the impact that several strategic acquisitions had on our financial results.

These non-GAAP financial measures have not been prepared in accordance with GAAP and may be different from
non-GAAP financial measures used by other companies and they are subject to inherent limitations as they reflect the
exercise of judgments by our management about which costs, expenses and other items are excluded from our GAAP
financial statements in determining our non-GAAP financial measures. We have sought to compensate for these
limitations by analyzing current and expected future results on a GAAP basis as well as a non-GAAP basis and also
by providing GAAP financial statements as required in our public disclosures as well as reconciliations of our
non-GAAP financial measures of adjusted net income and adjusted earnings per share to our GAAP financial
statements.

The presentation of our non-GAAP financial measures which adjust net income and earnings per share are not meant
to be considered in isolation or as a substitute for the directly comparable financial measures prepared in accordance
with GAAP. These non-GAAP financial measures are meant to supplement, and be viewed in conjunction with,
GAAP financial measures. We urge investors to review the reconciliation of our non-GAAP financial measures to the
comparable GAAP financial measures included below, and not to rely on any single financial measure to evaluate our
business.

Our non-GAAP financial measures, which adjust net income and earnings per share, are adjusted for the following:

- Non-cash stock-based compensation expenses. We exclude the tax-effected stock-based compensation expenses
from operating expenses primarily because they are non-cash.

- Amortization of intangibles. We exclude the tax-effected amortization of intangible assets from our cost of sales
and operating expenses. The increase in recent periods is primarily in connection with acquisitions of businesses.

- Acquisition and severance expenses. We exclude the tax-effected charges associated with the acquisition of
businesses and the related severance expenses from our operating expenses.

Non-cash interest expenses. We exclude tax-effected non-cash interest expenses, primarily related to the
costs associated with our outstanding senior convertible notes, from interest and other expenses, net.
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- Loss on convertible notes. We exclude the tax-effected loss on conversion of convertible notes from interest and
other expenses, net.

- Net loss on litigation and tax settlements. We exclude the tax-effected net gain or loss on acquisitions and litigation
settlements from interest and other expense, net.

Reconciliation of GAAP Net Income to Non-GAAP Financial Measures

Table 11
Six Months Ended June
Quarter Ended June 30, 30,
(in thousands, except per share amounts) 2014 2013 2014 2013

GAAP net income attributable to 3D Systems Corporation ~ $ 2,125 $ 9,343 $ 7,002 $ 15,226
Cost of sales adjustments:

Amortization of intangibles 70 66 135 125
Operating expense adjustments:

Amortization of intangibles 8,141 5,018 17,269 8,771
Acquisition and severance expenses 2,405 2,504 3,395 4,702
Non-cash stock-based compensation expense 8,363 3,125 15,639 5,346
Interest and other expense adjustments:

Non-cash interest expense 98 285 194 753
Loss on convertible notes — 3,538 — 9,253
Net loss on litigation and tax settlements — — — 2,000
Tax effect (4,579) (4,928) (11,952) (8,375)
Non-GAAP net income $ 16,623 $ 18951 $ 31,682 $ 37,801
Non-GAAP basic and diluted earnings per share $ 0.16 $ 0.20 $ 0.30 $ 0.40

Financial Condition and Liquidity

Table 12
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June 30, December
(Dollars in thousands) 2014 31,2013
Cash and cash equivalents $ 570,262 $ 306,316
Working capital $ 692,668 $ 416,399

Total stockholders’ equity attributable to 3D Systems Corporation ~ $ 1,284,767 $ 932,646

Our unrestricted cash and cash equivalents increased by $264.0 million to $570.3 million at June 30, 2014 from
$306.3 million at December 31, 2013. We generated $19.3 million of cash from operating activities. Cash from
operations consisted of $7.1 million of net income, including $30.4 million of non-cash charges and $18.2 million of
cash used by net changes in operating accounts. We used $63.2 million of cash in investing activities, including $53.5
million to fund acquisitions and other investing activities. Cash from financing activities provided $307.5 million of
cash, including $299.7 million of net proceeds from our common stock offering completed in May 2014. See Cash
flow and Capitalized lease obligations below.

Cash and cash equivalents at June 30, 2014 includes $23.5 million of cash held overseas, compared to $19.9 million at
December 31, 2013. Cash held overseas is used in our foreign operations for working capital purposes and is
considered to be permanently invested; consequently, we have not provided for any taxes on repatriation.

Cash equivalents comprise funds held in money market instruments and are reported at their current carrying value,
which approximates fair value due to the short-term nature of these instruments. We minimize our credit risk by
investing primarily in investment grade, liquid instruments and limit exposure to any one issuer depending on credit
quality.

Our net working capital increased by $276.3 million to $692.7 million at June 30, 2014 from $416.4 million at
December 31, 2013, primarily due to the factors discussed below.
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Accounts receivable, net, increased by $5.3 million to $137.4 million at June 30, 2014 from $132.1 million at
December 31, 2013. Gross accounts receivable increased by $8.3 million from December 31, 2013. With a greater
portion of our revenue mix shifting to resellers and retailers, as part of our planned business model, a larger proportion
of our sales are transacted on standard credit terms. This shift in our business model was exacerbated by the combined
effect of the timing and concentration of orders during the last month of the quarter as a result of increasing demand
and meaningful contributions from new products, which have driven days sales outstanding to 83 days at June 30,
2014 from 79 days at December 31, 2013. Accounts receivable more than 90 days past due increased to 13.4% of
gross receivables from 9.1% at December 31, 2013.

Inventories, net increased by $15.1 million to $90.2 million at June 30, 2014 from $75.1 million at December 31,
2013. This increase resulted primarily from an $8.6 million increase in raw materials inventory and a $7.4 million
increase in finished goods inventory due to the timing of assembly production, sales and revenue recognition at
quarter-end, which all also impacts our backlog, and a one-time write down of inventory of legacy products. We
maintained $7.1 million of inventory reserves at June 30, 2014 and $4.3 million of such reserves at December 31,
2013.

The majority of our inventory consists of finished goods, including printers, print materials and service parts.
Inventory also consists of raw materials and spare parts for the in-house assembly and support service for consumer
and professional 3D printers. We outsource the assembly and refurbishment of production printers; therefore, we
generally do not hold in inventory most parts for production printer assembly or refurbishment.

Accounts payable increased by $13.7 million to $65.4 million at June 30, 2014 from $51.7 million at December 31,
2013. The increase is primarily related to the normal timing of our scheduled expense payments.

Prepaid expenses and other current assets increased by $6.9 million to $14.1 million at June 30, 2014 from $7.2
million at December 31, 2013. This increase is primarily due to prepaid materials and insurance.

The changes in the first six months of 2014 that make up the other components of working capital not discussed above
arose in the ordinary course of business.

Differences between the amounts of working capital item changes in the cash flow statement and the balance sheet
changes for the corresponding items are primarily the result of foreign currency translation adjustments.
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We have relied on our unrestricted cash, cash flow from operations and capital markets transactions to meet our cash
requirements for working capital, capital expenditures and acquisitions; however, it is possible that we may need to
raise additional funds to finance our activities beyond the next twelve months or to consummate significant
acquisitions of other businesses, assets, products or technologies. If needed, we may be able to raise such funds by
issuing equity or debt securities to the public or selected investors, or by borrowing from financial institutions, selling

assets or restructuring debt.

Cash flow

The table below summarizes the cash provided by or used in operating activities, investing activities and financing
activities, as well as the effect of changes in foreign currency exchange rates on cash, for the first six months of 2014

and 2013.
Table 13
(Dollars in thousands)
Cash provided by operating activities
Cash used in investing activities
Cash provided by financing activities
Effect of exchange rate changes on cash
Net increase in cash and cash equivalents
29

Six Months Ended June
30,
2014 2013

$ 19,330 $ 3,395
(63,173)  (90,881)
307,466 281,642
323 (760)

$ 263,946 $ 193,396
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Cash flow from operating activities

For the six months ended June 30, 2014, our operating activities provided $19.3 million of net cash. This source of
cash consisted primarily of net income plus the effects of non-cash items and changes in working capital, which are
described above. Our cash from operations fluctuates from quarter to quarter due to the timing of transactions and
receipts and payments of cash.

For the six months ended June 30, 2013, our operating activities provided $3.4 million of net cash. This source of
cash consisted primarily of net income plus the effects of non-cash items and changes in working capital.

Cash flow from investing activities

Net cash used in investing activities for the first six months of 2014 decreased to $63.2 million from $90.9 million for
the first six months of 2013. This decrease was primarily due to $53.5 million of cash paid for acquisitions in the first
six months of 2014 compared to $86.2 million paid for acquisitions in the 2013 period. Cash flow used in investing
activities also includes minority investments of less than 20% made through 3D Ventures in promising enterprises that
we believe will benefit from or be powered by our technologies and other investments or joint ventures. During the
first six months of 2014, we invested $0.3 million in these enterprises and ventures.

Cash flow from financing activities

Net cash provided by financing activities increased to $307.5 million for the six months ended June 30, 2014
compared to $281.6 million in the 2013 period. Cash from financing activities for the first six months of

2014 primarily included $299.7 million net proceeds from a common stock offering and $6.4 million of tax benefits
from share-based payment arrangements. Cash from financing activities for the six months ended June 30, 2013
included $272.1 million net proceeds from a common stock offering, $9.4 million of tax benefits from share-based
payment arrangements, $0.4 million of stock-based compensation proceeds, partially offset by $0.2 million of cash
paid in lieu of fractional shares and $0.1 million of capital lease payments.

Contractual commitments and off-balance sheet arrangements
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Debt

In November 2011, we issued 5.50% Senior Convertible Notes due 2016 (“the Notes™) in an aggregate principal amount
of $152.0 million. The Notes bear interest at a fixed rate of 5.50% per annum, payable June 15 and December 15 of
each year while they are outstanding, beginning June 15, 2012. The net proceeds of the Notes were used to fund the
acquisition of Z Corp and Vidar and for general corporate purposes.

Adjusted for the 3-for-2 stock split completed in February 2013, the Notes have a conversion rate of 69.9032 shares of
Common Stock per $1,000 principal amount of Notes, which amounts to a conversion price of $14.31 per common
share. Upon conversion, the Company has the option to pay cash or issue Common Stock, or a combination thereof.
The aggregate principal amount of these Notes then outstanding matures on December 15, 2016, unless earlier
converted or repurchased in accordance with the terms of the Notes.

Conditions for conversion have been satisfied and the Notes are convertible. During the second quarter and six months
ended June 30, 2014, Note holders did not convert any Notes, therefore, no loss on conversion was recognized in the
first six months of 2014. During the second quarter and six months ended June 30, 2013, Note holders converted
$20.8 million and $63.4 million aggregate principal amount of Notes, respectively, which converted into 1.5 million
shares and 4.4 million shares of common stock, respectively. During the second quarter and six months ended June
30, 2013, the Company recognized a loss on the conversion of these notes of $3.5 million and $9.3 million,
respectively.

As of June 30, 2014, the aggregate amount of Notes outstanding was $12.5 million.

The Notes contain a number of covenants covering, among other things, payment of Notes, reporting, maintenance of
existence and payment of taxes. Failure to comply with these covenants, or any other event of default, could result in
acceleration of the principal amount and accrued and unpaid interest on the Notes. We were in compliance with all
covenants as of June 30, 2014. See Note 8 to the unaudited condensed consolidated financial statements.
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Capitalized lease obligations

Our capitalized lease obligations, which primarily relate to a lease agreement that we entered into during 2006 with
respect to our Rock Hill facility, which covers the facility itself, decreased to $7.4 million at June 30, 2014 from $7.5
million at December 31, 2013 primarily due to scheduled payments of principal on capital lease installments. Our
outstanding capitalized lease obligations carrying values at June 30, 2014 and December 31, 2013 were as follows:

Table 14

June 30, December
(Dollars in thousands) 2014 31,2013
Capitalized lease obligations:
Current portion of capitalized lease obligations ~ $ 194  § 187
Capitalized lease obligations, long-term portion 7,181 7,277
Total capitalized lease obligations $ 7,375 $ 7,464

Other contractual arrangements

Certain of our recent acquisitions contain earnout provisions under which the sellers of the acquired businesses can
earn additional amounts. The total amount of liabilities recorded for these earnouts at June 30, 2014 and December 31,
2013 was $10.1 million and $5.6 million, respectively.

As of June 30, 2014, we have supply commitments related to printer assemblies that total $65.6 million compared to
$41.1 million at December 31, 2013.

Off-balance sheet arrangements

29 ¢

We have no off-balance sheet arrangements and do not utilize any “structured debt,
unconsolidated entities for liquidity or financing purposes.

special purpose,” or similar
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Financial instruments

We conduct business in various countries using both the functional currencies of those countries and other currencies
to effect cross border transactions. As a result, we are subject to the risk that fluctuations in foreign exchange rates
between the dates that those transactions are entered into and their respective settlement dates will result in a foreign
exchange gain or loss. When practicable, we endeavor to match assets and liabilities in the same currency on our
balance sheet and those of our subsidiaries in order to reduce these risks. We also, when we consider it to be
appropriate, enter into foreign currency contracts to hedge exposures arising from those transactions.

We do not hedge or trade for speculative purposes, and our foreign currency contracts are generally short-term in
nature, typically maturing in 90 days or less. We have elected not to prepare and maintain the documentation to
qualify for hedge accounting treatment under ASC 815, “Derivatives and Hedging,” and therefore, we recognize all
gains and losses (realized or unrealized) in interest and other expense, net in our unaudited condensed consolidated
statements of operations and comprehensive income.

There were no foreign exchange contracts at June 30, 2014 or December 31, 2013. See Note 7 of the unaudited
condensed consolidated financial statements.

Changes in the fair value of derivatives are recorded in interest and other expense, net, in our unaudited condensed
consolidated statements of operations and comprehensive income. Depending on their fair value at the end of the
reporting period, derivatives are recorded either in prepaid and other current assets or in accrued liabilities in our
unaudited condensed consolidated balance sheets.

The total impact of foreign currency related items on our unaudited condensed consolidated statements of operations
and comprehensive income was a $1.3 million loss for the six months ended June 30, 2014 and a $0.8 million loss for
the six months ended June 30, 2013 and a $1.7 million increase in other comprehensive income for the six months
ended June 30, 2014 compared to a $5.7 million decrease in other comprehensive income for the first six months of
2013.

Recent Accounting Pronouncements

For information with respect to recent accounting pronouncements and the impact of these pronouncements on our
unaudited condensed consolidated financial statements, see Note 1 to the unaudited condensed consolidated financial
statements.
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Critical Accounting Policies and Significant Estimates

For a discussion of our critical accounting policies and estimates, refer to “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Critical Accounting Policies and Significant Estimates” in our Annual
Report on Form 10-K for the year ended December 31, 2013.

Forward-Looking Statements

Certain statements made in this Form 10-Q that are not statements of historical or current facts are forward-looking
statements within the meaning of the Private Securities Litigation Reform Act of 1995. Forward-looking statements
include the cautionary statements and risk factors set forth below as well as other statements made in the Form 10-Q
that may involve known and unknown risks, uncertainties and other factors that may cause our actual results,
performance or achievements to be materially different from historical results or from any future results expressed or
implied by such forward-looking statements.

In addition to statements that explicitly describe such risks and uncertainties, readers are urged to consider statements
in future or conditional tenses or that include terms such as “believes,” “belief,” “expects,” “intends,” “anticipates” or “plans” t
uncertain and forward-looking. Forward-looking statements may include comments as to our beliefs and expectations

as to future events and trends affecting our business. Forward-looking statements are based upon management’s

current expectations concerning future events and trends and are necessarily subject to uncertainties, many of which

are outside of our control. The factors stated under the heading “Cautionary Statements and Risk Factors” set forth

below and those described in our other SEC reports, including our Form 10-K for the year ended December 31, 2013,

as well as other factors, could cause actual results to differ materially from those reflected or predicted in

forward-looking statements.

29 ¢

Any forward-looking statements are based on management’s beliefs and assumptions, using information currently
available to us. We assume no obligation, and do not intend, to update these forward-looking statements.

If one or more of these or other risks or uncertainties materialize, or if our underlying assumptions prove to be
incorrect, actual results may vary materially from those reflected in or suggested by forward-looking statements. Any
forward-looking statement you read in this Form 10-Q reflects our current views with respect to future events and is
subject to these and other risks, uncertainties and assumptions relating to our operations, results of operations, growth
strategy and liquidity. All subsequent written and oral forward-looking statements attributable to us or individuals
acting on our behalf are expressly qualified in their entirety by this paragraph. You should specifically consider the
factors identified or referred to in this Form 10-Q and our other SEC reports, including our Form 10-K for the year
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ended December 31, 2013, which would cause actual results to differ from those referred to in forward-looking
statements.

Cautionary Statements and Risk Factors

We recognize that we are subject to a number of risks and uncertainties that may affect our future performance. The
risks and uncertainties described in Item 1A in our Form 10-K for the year ended December 31, 2013 are not the only
risks and uncertainties that we face. Additional risks and uncertainties not currently known to us or that we currently
deem not to be material also may impair our business operations. If any of these risks actually occur, our business,
results of operations and financial condition could suffer. In that event the trading price of our common stock could
decline, and you may lose all or part of your investment in our common stock. The risks discussed in Item 1A in our
Form 10-K for the year ended December 31, 2013 also include forward-looking statements, and our actual results may
differ substantially from those discussed in these forward-looking statements.

Except as required by the federal securities laws, we undertake no obligation to publicly update or revise any
forward-looking statement, whether as a result of new information, future events or otherwise.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

For a discussion of market risks at December 31, 2013, refer to Item 7A, “Quantitative and Qualitative Disclosures
about Market Risk,” in our Form 10-K for the year ended December 31, 2013. During the first six months of 2014,
there were no material changes or developments that would materially alter the market risk assessment performed as
of December 31, 2013.
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Item 4. Controls and Procedures.

Evaluation of disclosure controls and procedures

As of June 30, 2014, we carried out an evaluation, under the supervision and with the participation of our
management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and
operation of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”) pursuant to Rules 13a-15 and 15d-15 under the Exchange Act.
These controls and procedures were designed to provide reasonable assurance that the information required to be
disclosed in the reports that we file or submit under the Exchange Act is recorded, processed, summarized and
reported within the time periods specified in the SEC’s rules and forms and that such information is accumulated and
communicated to our management, including our Chief Executive Officer and Chief Financial Officer, in a manner to
allow timely decisions regarding required disclosures. Based on this evaluation, including an evaluation of the rules
referred to above in this Item 4, management has concluded that our disclosure controls and procedures were effective
as of June 30, 2014 to provide reasonable assurance that the information required to be disclosed in the reports we file
or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified
in the SEC’s rules and forms and that such information is accumulated and communicated to management, including
our Chief Executive Officer and Chief Financial Officer, in a manner to allow timely decisions regarding required
disclosures.

Changes in Internal Controls over Financial Reporting

There were no material changes in our internal controls over financial reporting during the period covered by this
Form 10-Q that have materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.
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PART II — OTHER INFORMATION

Item 1. Legal Proceedings.

The information set forth in Note 15 of the unaudited condensed consolidated financial statements in Part I, Item 1 of
this Form 10-Q is incorporated herein by reference.

Item 1A. Risk Factors.

There have been no material changes from the risk factors as previously disclosed in our Annual Report on Form 10-K
for the year ended December 31, 2013.

Item 6. Exhibits.

The following exhibits are included as part of this filing and incorporated herein by this reference:

3.1 Certificate of Incorporation of Registrant. (Incorporated by reference to Exhibit 3.1 to Form 8-B filed on August
16, 1993, and the amendment thereto, filed on Form 8-B/A on February 4, 1994.)

3.2 Amendment to Certificate of Incorporation filed on May 23, 1995. (Incorporated by reference to Exhibit 3.2 to
Registrant’s Registration Statement on Form S-2/A, filed on May 25, 1995.)

3.3 Certificate of Designation of Rights, Preferences and Privileges of Preferred Stock. (Incorporated by reference to
Exhibit 2 to Registrant’s Registration Statement on Form 8-A filed on January 8, 1996.)

3.4 Certificate of Designation of the Series B Convertible Preferred Stock, filed with the Secretary of State of
Delaware on May 2, 2003. (Incorporated by reference to Exhibit 3.1 to Registrant’s Current Report on Form 8-K,
filed on May 7, 2003.)
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3.5 Certificate of Elimination of Series A Preferred Stock filed with the Secretary of State of Delaware on March 4,
2004. (Incorporated by reference to Exhibit 3.6 of Registrant’s Annual Report on Form 10-K for the year ended
December 31, 2003, filed on March 15, 2004.)

3.6 Certificate of Elimination of Series B Preferred Stock filed with the Secretary of State of Delaware on
September 9, 2006. (Incorporated by reference to Exhibit 3.1 of Registrant’s Current Report on Form 8-K, filed
on September 9, 2006.)

3.7 Certificate of Amendment of Certificate of Incorporation filed with Secretary of State of Delaware on May 19,
2004. (Incorporated by reference to Exhibit 3.1 of the Registrant’s Quarterly Report on Form 10-Q for the
quarterly period ended March 31, 2004, filed on August 5, 2004.)

3.8 Certificate of Amendment of Certificate of Incorporation filed with Secretary of State of Delaware on May 17,
2005. (Incorporated by reference to Exhibit 3.1 of the Registrant’s Quarterly Report on Form 10-Q for the
quarterly period ended March 31, 2005, filed on August 1, 2005.)

3.9 Certificate of Amendment of Certificate of Incorporation filed with the Secretary of State of Delaware on
October 7, 2011. (Incorporated by reference to Exhibit 3.1 to Form 8-K filed on October 7, 2011.)

3.10 Certificate of Designations, Preferences and Rights of Series A Preferred Stock, filed with the Secretary of State
of Delaware on December 9, 2008. (Incorporated by reference to Exhibit 3.1 of Registrant’s Current Report on
Form 8-K, filed on December 9, 2008.)

3. 11 Certificate of Elimination of Series A Preferred Stock, filed with the Secretary of State of Delaware on

November 14, 2013. (Incorporated by reference to Exhibit 3.1 of Registrant’s Current Report on Form 8-K, filed
on November 15, 2013.)

34

71



Edgar Filing: 3D SYSTEMS CORP - Form 10-Q

3.12 Amended and Restated By-Laws. (Incorporated by reference to Exhibit 3.2 of Registrant’s Current Report
on Form 8-K filed on December 1, 2006.)

3.13 Certificate of Amendment of Certificate of Incorporation filed with the Secretary of State of Delaware on
May 21, 2013. (Incorporated by reference to Exhibit 3.1 of the Registrant’s Current Report on Form 8-K,
filed on May 22, 2013.)

31.1 Certification of Principal Executive Officer filed pursuant to Section 302 of the Sarbanes-Oxley Act of
2002 dated July 31, 2014.

31.2 Certification of Principal Financial Officer filed pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
dated July 31, 2014.

32.1 Certification of Principal Executive Officer filed pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 dated July 31, 2014.

322 Certification of Principal Financial Officer filed pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002 dated July 31, 2014.

101.INS XBRL Instance Document.

101.SCH XBRL Taxonomy Extension Schema Document.

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document.
101.DEF XBRL Taxonomy Extension Definition Linkbase Document.
101.LAB XBRL Taxonomy Extension Label Linkbase Document.

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document.

* Management contract or compensatory plan or arrangement.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

3D Systems Corporation

By /s/ Damon J. Gregoire
Damon J. Gregoire
Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)
(Duly Authorized Officer)

Date: July 31, 2014
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