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Dear KLA Shareholders,

As we reflect on the accomplishments of calendar® 2020, it’s important to first appreciate and
acknowledge the global KLA team: Your perseverance, drive to be better, and determination enabled
KLA to rise to the challenge and deliver for our customers. 2020 was like no other year we have seen,
and while our teams have not been physically together for the most part, our company continues to
demonstrate the great KLA culture of collaboration and innovation and is emerging stronger than
ever. In the process, we delivered exceptionally strong financial results in the December quarter
closing a strong year for the company.

This Shareholder Letter summarizes how KLA’s record results are driven by success on multiple fronts
including the resourcefulness of our global workforce, the resiliency of our business model and our
commitment to returning value to our shareholders.

2020 Recap

In 2020 KLA did not miss a beat. We delivered strong growth, profitability, and free cash flow while
continuously adjusting to the changing work environments driven by the COVID pandemic. Through it
all, we remained focused on meeting customer demand and delivering strong returns to shareholders
in the rapidly growing semiconductor market.

For the year, KLA revenue grew 15% to $6.1 billion, marking the fifth consecutive year of growth. We
also delivered notable profitability growth with non-GAAP operating profit and non-GAAP earnings per
share increasing 28% and 32% year-over-year, respectively. Our free cash flow grew 44% to $1.8
billion, and we returned $1.2 billion to shareholders in 2020 through share repurchases and dividends.

From an annual perspective, the Semiconductor Process Control segment revenue, which includes
systems and service, grew 15%. Semi PC systems only revenue grew slightly faster. This growth
demonstrates success in strengthening our market leadership in applications that we can build on to
drive adoption of critical markets.

Within the Electronics, Packaging and Component Inspection or EPC group, the Specialty
Semiconductor Process segment grew 24%, and Printed Circuit Board (PCB), Display and Component
Inspection grew 12%. This strong relative performance for KLA reflects our market leadership and
diversification and was driven by strong secular industry growth trends across multiple end markets.

December Quarter Recap

In the December quarter we saw diversified strength across each of our segments. Semiconductor
Process Control revenue was once again above plan, the Electronics, Packaging and Components (EPC)
group met its targets, and our Services business delivered another quarter of growth and strong
operating leverage.

We ended the year with strong backlog, setting the stage for double-digit growth in 2021 as we
continue to execute at a high level, operate from a position of strength in our marketplace, and given

! Throughout this letter we will refer to 2020 and 2021, in all cases we are referring to calendar years.
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the accelerating growth in our served markets, remain solidly on track to meet and likely exceed our
2023 financial targets. All of this reflects the dedication of our global teams and the enabling role KLA
plays in our customers' technology roadmaps and in enhancing their return on capital investment.

Industry Demand Environment

Industry Demand Remains Vibrant — We continue to see broad, diversified strength across each of our segments. We ended the
quarter with strong backlog, reflecting the enabling role KLA plays in our customers' drive to innovate and invest in next-generation
technology.

Customer R&D Investment Remains Very Strategic & Resilient — KLA is most levered to our customers’ strategic R&D investments
and product roadmaps for leading-edge technologies across Foundry/Logic and Memory. These investments are critical to our customers’
long-term growth strategies and competitive positioning, and therefore tend to be the most resilient.

Acceleration of the Secular Growth Drivers Outlined at 2019 Investor Day — Data center demand, 5G infrastructure and
smartphone growth, and the revival of PC demand to support work from home, virtual collaberation, remote learning and entertainment
and gaming are driving an acceleration of the data era that translates across end-markets and industries.

KLA Remains on Track to Meet and Likely Exceed our 2023 Financial Targets

Today’s demand environment continues to demonstrate accelerated adoption of several
semiconductor and electronics industry growth drivers that we have been highlighting for the past few
years. Technology continues to transform how we live and work, and the Data Driven Economy is
fundamentally changing how businesses operate and deliver value. This digital transformation is
enabling secular demand drivers such as High-Performance Computing (HPC), Artificial Intelligence
(Al), and rapid growth in new automotive electronics and 5G communications markets. Each of these
secular trends are driving investments and innovation in advanced Memory and Logic semiconductor
devices, as well as new and increasingly more complex Advanced Packaging and PCB technologies.
With our market leadership in Process Control and growth and expansion to new markets like
Specialty Semiconductor Process equipment, PCB, and finished die inspection in our EPC group, KLA is
essential to enabling our increasingly digital world.

As much as things have changed over the past year, one thing that has remained a constant is our KLA
Operating Model. The Operating Model codifies our corporate values and management principles,
which defines the core competencies and operating disciplines that drive our performance. The KLA
Operating Model is the enduring framework that we rely on to guide the execution of our long-term
Strategic Objectives.
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We deploy the KLA Operating Model to align the company on a consistent strategy, tie accountability
to results, drive product development execution, respond to changing market conditions, and
facilitate continuous improvement while ensuring the company always operates with strong financial
discipline as we pursue our long-term performance and profitability objectives.
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Here are five top highlights from our results for the December quarter and for 2020:

First, we saw continued strength and breadth in Foundry/Logic demand in the December quarter. As
expected, Memory demand also grew in the quarter, as Memory customers plan for growth in
equipment investment in 2021 to meet improving end demand. We expect higher business levels
across a broader set of customers in the March quarter, with demand momentum continuing
throughout 2021 across our major end markets. The strength in demand we are seeing reflects KLA's
essential role in supporting our customers' drive to innovate and continue to invest in future
technology nodes.

Second, we are seeing strong momentum in the marketplace from new products, driving market
growth and share opportunities in both the Semiconductor Process Control and EPC groups. Fueled by
expanding customer investment in EUV lithography, the Semiconductor Process Control business is
driving adoption with new applications in the optical inspection portfolio, such as EUV print check for
GENS5, and expanding our share in new markets for KLA, including the eSL10 e-beam inspection
platform and the nascent use of x-ray technologies for metrology applications.

Third, our Services revenue was $1.56 billion, or 25% of total sales in 2020. This is driven by growth in
our installed base, higher utilization rates, and increasing expansion of Service opportunities in the
trailing edge and in the EPC group. The mission of KLA’s Service organization is to partner with our
customers to maximize the value of their KLA assets. The strong results delivered in 2020 show how
the Services team continues to do a fantastic job leveraging the KLA Operating Model to deliver at a
high level. Working in close collaboration with customers and partners, the Services business
innovated and drove new initiatives against the unprecedented challenges of the pandemic. Not only
did our Services business receive praise from our customers, but it also grew share of wallet, as we've
seen contract penetration steadily increase in 2020 from ~70% to the 75%plus, which fuels its
recurring revenue streams and generates strong operating leverage and cash flows.
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Fourth, this was an encouraging year for the newly established Electronics, Packaging, and
Components (EPC) group, demonstrating success in KLA’s growth strategies, and highlighting how
execution of the KLA Operating Model drives market leadership and improved operating leverage in
acquired businesses. Revenue growth was strong, and we believe on a net basis we will exceed our
$50 million-dollar annual acquisition cost synergy target by at least an additional $30 million. With
EPC, KLA is now providing a more comprehensive and broader product portfolio and addressing fast-
growing new markets in the electronics value chain, such as RF, automotive, 5G wireless connectivity,
and display. Relative to the adoption of 5G, KLA has exposure to many key components in the
electronics value chain, from the 5-nanometer processor with CPU, GPU, integrated Al, and memory
through our Semiconductor Process Control business, to RF, camera sensor, advanced packaging and
display in EPC. The EPC group ended the year with record backlog, setting the stage for double-digit
revenue growth in 2021, and for incremental operating margins on that growth in line with the total
company model.

Finally, in keeping with our commitment to deliver strong and predictable capital returns to our
shareholders, in the December quarter we repurchased $177 million of our common stock and paid
$140 million in dividends. Back in July 2020, KLA’s board of directors authorized the 11" consecutive
annual dividend increase, to a yearly run-rate of $3.60 per share. Since inception in 2006, KLA’s
dividend payout has grown at a CAGR of approximately 15%. Back in July, KLA returned $1.23 billion to
shareholders or 70% of Free Cash Flow. We believe our track record of delivering strong capital
returns is a key component of the KLA investment thesis and offers predictable and compelling value
creation for our shareholders.

Before getting into greater detail on our financial highlights, let’s briefly summarize. Despite the
disruption and unforeseen challenges that persisted throughout the year associated with COVID, KLA
has benefited from the resourcefulness of its global workforce, adapted well, and ends 2020 in a
position of strength while delivering record results, with momentum in our marketplace setting the
stage for the sixth consecutive year of growth.

This demonstrates the critical nature of KLA’s products and services in enabling the digital
transformation of our lives, the resiliency of our business model, and our commitment to productive
capital allocation.

KLA is exceptionally well positioned at the forefront of technology innovation with a comprehensive
portfolio of products to meet demanding customer requirements balancing sensitivity and
throughput. The semiconductor and electronics landscape is constantly changing, and we are seeing
broadening customer interest which is being applied to more technology innovation than ever before
at the leading edge.

We believe the secular factors driving industry demand that we identified at our last Investor Day are
even more relevant now than they were then, and this will help us to meet and likely exceed our 2023
financial targets. At the same time, our strategy of driving diversified growth with strong long-term
operating leverage should provide consistent capital returns to our shareholders.
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KLA’s December quarter and 2020 results highlight the soundness and strength of our ongoing
strategy. We continue to demonstrate our ability to meet customer needs and expand our market
leadership, while growing operating profits, generating record free cash flow, and maintaining our
long-term strategy of productive capital allocation. 2020 was a year of strong growth and profitability
across multiple areas of our business. All of this was accomplished while simultaneously continuing to
return high levels of capital to shareholders.

Total revenue in the December quarter was $1.65 billion, at the very top of the guided range for the

quarter of $1.51 to $1.66 billion. Non-GAAP Gross Margin was 61.8%, slightly below the midpoint of
I R
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the guided range for the quarter of 61% to 63%. Non-GAAP EPS was $3.24, solidly above the midpoint
of the guided range of $2.82 to $3.46. GAAP EPS was $2.94. At the guided tax rate of 13%, Non-GAAP
EPS would have been $0.03 higher, or $3.27.

Total Operating Expenses were above the guided range at $393 million, including $228 million of R&D
expense, and $165 million of SG&A. Non-GAAP Operating Income as a percentage of revenue was
strong at 38%, and in-line with expectations. The higher operating expenses in the quarter were due in
part to adjustments in variable compensation programs, as well as the timing of prototype material
purchases for product development programs. Based on revenue expectations for 2021, product
development requirements, particularly in programs supporting next generation reticle inspection
capabilities, and the regionalization of additional customer engagement resources, we expect
operating expenses to be approximately $400 million in the March quarter, and we are budgeting
quarterly operating expenses roughly within the range of $400 - $405 million over the near-term
horizon. Given top line expectations for 2021, we expect that the business will continue to outperform
its target operating model in terms of overall profitability and operating margin leverage.

Other Interest and Expense in the December quarter was $43 million, and the effective tax rate was
13.8%. Though we always have some variability in our tax rate given the timing and impact of discrete
items and the geographic distribution of revenue and profit, we believe it is prudent to adjust our
long-term tax planning rate up slightly to 13.5% going forward. Of course, we are monitoring the
corporate tax discussions in the United States and will provide updates on how those would affect KLA
as appropriate in the future.

Non-GAAP net income was $504 million, GAAP net income was $457 million, cash flow from
operations was $561 million, and free cash flow was a record at $502 million. This resulted in a free
cash flow conversion of nearly 100%, and a very healthy free cash flow margin of just over 30%. The
company had approximately 156 million diluted weighted average shares outstanding.
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Breakdown of Revenue by Reportable Segments and End Markets
Our segment revenue was strong in the quarter, driven by growth in our Semiconductor Process
Control business. The EPC group delivered results in line with our model heading into the quarter.

Revenue for the Semiconductor Process Control segment, including its associated Service business was
$1.38 billion, a sequential quarterly increase of 9%, and up 15% for 2020. Approximate customer
segment mix was as follows: Foundry was strong as expected at 49%, Logic was 10%, and Memory
grew to 41% from 32% in the December quarter. Within Memory, the business was roughly 60%
NAND and 40% DRAM. Going forward, we will be combining the Foundry and Logic segments into one
category to remove some of the noise as to whether a customer is in one category or another given
the various markets they serve, and to better align with industry reporting practices.

Revenue for the Specialty Semiconductor Process segment in December was $91 million, up 2%
sequentially, and up 24% in 2020. Demand in this segment is driven by growth in RF, MEMS, and
advanced packaging. PCB, Display and Component Inspection revenue was $179 million, down 1%
sequentially, but up 12% for 2020, as strength in PCB and Component inspection offset a weaker
business environment in the Display business.

Breakdown of Revenue by Major Products and Region

Revenue by major product category breaks down as follows: Wafer Inspection was 42%, Patterning,
which includes reticle inspection, was 19%. Specialty Semiconductor Process was 4%. PCB, Display and
Component Inspection was 7%, Service was 25%, and Other, which is reported in the Semiconductor
Process Control segment, was 3%.
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The regional split of revenue was as follows: Taiwan was 23%, China was 23% overall, (Semi Process
Control revenue for native China was 14%). Korea was 21%, the US was 13%, and Japan was 10%.
Europe was 6%, and the rest of Asia was 4%.

Strong Investment Grade Balance Sheet with no Bond Maturities until 2024
KLA ended the quarter with $2.3 billion in total cash, total debt of $3.46 billion, and a flexible and
attractive bond maturity profile supported by investment-grade ratings from all three agencies.

Strong Investment Grade Balance Sheet With No Bond Maturities Until 2024

CONSOLIDATED BALANCE SHEET? ($Mm)

T -
s 2,203 Bond Maturity Profile sm
CEC -~

Col— -

e IR

DEBT MATURITY PROFILE

e i 1 ocmi sod =
“H W = =
INVESTMENT GRADE CREDIT RATINGS 0@‘“ & W S S
[ Moody's | Baal A

1 As of 12/31/20 -2 Total Cash includes Cash. Cash Eauivalents and Marketable Sacurities: 3 Difference batwaen debt of $3.4618 and aross debt of 53.4508 iz un-amortized debt issuance discaunts and casts. KLA also has 3 S20M notes navable due in bath CY21 znd C¥22.

L
Letter to Shareholders — December Quarter 2020 — February 3, 2021 Page |10



FCF Generation Fuels Consistent Capital Return to Shareholders

We remain committed to our long-term strategy for cash returns to shareholders, executing a
balanced approach split between dividends and share repurchases, targeting long term returns of 70%

or more of Free Cash Flow generated.

In 2020, KLA returned $1.2 billion to shareholders or 70% of Free Cash Flow, including $547 million in
dividends paid, and $681 million in share repurchases. We believe our track record of delivering strong
capital returns is a key component of the KLA investment thesis and offers predictable and compelling

value creation for our shareholders.
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KLA has a history of consistent free cash flow generation, high free cash flow conversion, and strong
free cash flow margins across all phases of the business cycle and economic conditions.

During the December quarter we repurchased $177 million of common stock and paid $140 million in
dividends.

Outlook

As we begin the new year, our view is that the wafer fab equipment (WFE) market will grow in the
mid-teens, plus or minus a couple of percentage points, in 2021, off a baseline of $59 to $60 billion.
2021 is expected to be a year of strong demand and growth across our major end markets, with the
strongest percentage growth coming in Memory, led by DRAM investment, and with Foundry/Logic
delivering another year of solid growth.

Looking ahead, based on our current backlog, sales funnel visibility over the next couple quarters and
product lead times, we are encouraged by the sustainability of our current demand profile for the
year. As a result, we would expect the company revenue to be roughly consistent quarter to quarter
across the year.

Our March quarter guidance is as follows: Total revenue is expected to be in a range of $1.74 billion,
plus or minus $75 million. Foundry/Logic is forecasted to be about 68% of Semi Process Control
systems revenue. Memory is expected to be approximately 32%. We forecast non-GAAP Gross Margin
to be in a range of 61.25% to 63.25% as we expect a richer product mix, continued Services leverage
and higher volume will lead to improved gross margins compared to the December quarter. Based on
revenue and product mix expectations for 2021, we are modeling Gross Margins between 61.5% and
62.0% in 2021. Given the structural trends in our business in both cost and product positioning, our
bias today is to the high end of this range.

I D —
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Other model assumptions include: Operating Expense of approximately $400 million, Interest and
Other Expense of approximately $43 million, and an effective tax rate of approximately 13.5%. Finally,
GAAP diluted EPS is expected to be in a range of $2.98 to $3.66 and non-GAAP diluted EPS in a range
of $3.23 to $3.91. The EPS guidance is based on a fully diluted share count of approximately 155
million shares.

In Conclusion

In closing, the end market dynamics driving semiconductors and investments in WFE remain
compelling, with solid demand across end markets and at multiple technology nodes. 2021 is setting
up to be the second consecutive year of double-digit growth for both WFE and KLA. KLA is executing
well with continued confidence that we are on track to meet and likely exceed our 2023 financial
targets. The KLA Operating Model positions us well to outperform and also guides our strategic
objectives. These objectives fuel our growth, operational excellence, and differentiation across an
increasingly more diverse product and services offering. They also underpin our sustained technology
leadership, deep competitive moat, and strong track record of free cash flow generation and capital
returns to shareholders.

Sincerely,
Rick Wallace Bren Higgins
CEO CFO
I I
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About KLA Corporation

KLA Corporation (“KLA”) is the world's leading supplier of process control and yield management
solutions for the semiconductor and related microelectronics industries. The company's
comprehensive portfolio of products, software, analysis, services and expertise is designed to help
Integrated Circuit (IC) manufacturers manage yield throughout the entire wafer fabrication process-
from R & D to final yield analysis. KLA offers a broad spectrum of products and services that are used
by every major semiconductor manufacturer in the world. We provide advanced process control and
process-enabling solutions for manufacturing wafers and reticles, integrated circuits, packaging,
printed circuit boards and flat panel displays. In close collaboration with leading customers across the
globe, our expert teams of physicists, engineers, data scientists and problem-solvers design solutions
that move the world forward. Additional information may be found at: www.kla.com.

Investors and others should note that KLA announces material financial information to investors using
an investor relations website (ir.kla.com), including SEC filings, press releases, public earnings calls and
conference webcasts. These channels are used to communicate with the public about the company,
products, services and other matters.
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KLA’s broad portfolio services the entire semiconductor ecosystem:

Semiconductor Manufacturing Related Electronics Industries

e |C Manufacturing e Compound Semiconductor
e Wafer Manufacturing e Power Device
e Reticle Manufacturing e LED
e |C Packaging e MEMS
e Printed Circuit Board e Data Storage/Media Head
e Flat Panel Display
e General Purpose/Labs

Reticle Manufacturing
IC Manufacturing

Wafer-Level Packaging Packaging Printed Circuit Board
Wafer
Manufacturing
Materials OEMs
Investor Contact: Media Contact:
Kevin Kessel, CFA Randi Polanich
VP, Investor Relations VP, Chief Communications Officer
kevin.kessel@kla.com randi.polanich@kla.com
408-875-6627 408-875-6633
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Letter to Shareholders — December Quarter 2020 — February 3, 2021 Page |18



Note on Forward-Looking Statements

Statements in this presentation other than historical facts, such as statements pertaining to: (i) growth
rates for 2021; (ii) our ability to meet or exceed our 2023 financial targets; (iii) foundry/logic strength
in 2021 and memory growth in 2021; (iv) consistent revenue levels from quarter to quarter during
2021; (v) levels of business activity in the quarter ending March 31, 2021 and for calendar 2021; (vi)
future capital returns to shareholders; (vii) our operating expenses for the quarter ending March 31,
2021 and near term budget; (viii) our long-term effective tax planning rate; (ix) WFE growth in 2021
and demand levels across end markets; (x) revenues, GAAP and non-GAAP gross margin and GAAP and
non-GAAP diluted EPS for the quarter ending March 31, 2021 and revenues across customer segments
in the quarter ending March 31, 2021; and (xi) realization of acquisition synergies; are forward-looking
statements and subject to the Safe Harbor provisions created by the Private Securities Litigation
Reform Act of 1995. These forward-looking statements are based on current information and
expectations and involve a number of risks and uncertainties. Actual results may differ materially from
those projected in such statements due to various factors, including but not limited to: the future
impacts of the COVID-19 pandemic; the demand for semiconductors; the financial condition of the
global capital markets and the general macroeconomic environment; new and enhanced product and
technology offerings by competitors; push-out of deliveries or cancellation of orders by customers; the
ability of KLA’s research and development teams to successfully innovate and develop technologies
and products that are responsive to customer demands; KLA’s ability to successfully manage its costs;
market acceptance of KLA’s existing and newly issued products; changing customer demands; and
industry transitions. For other factors that may cause actual results to differ materially from those
projected and anticipated in forward-looking statements in this letter, please refer to KLA
Corporation’s Annual Report on Form 10-K for the year ended June 30, 2020, and other subsequent
filings with the Securities and Exchange Commission (including, but not limited to, the risk factors
described therein). KLA Corporation assumes no obligation to, and does not currently intend to,
update these forward-looking statements.
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