UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF DELAWARE

In re: )} Chapter 11
)
MES INTERNATIONAL, INC., et al., ' ) Case No. 09-14109 (PTW)
)
Debtors. ) Jointly Administered
)

Hearing Date: Dec. 18, 200% at 1:30 p.m.
) Obj. Deadline: Dec. 11, 2009 @ 4:00 p.m.

APPLICATION OF THE DEBTORS FOR AN ORDER
AUTHORIZING EMPLOYMENT AND RETENTION OF
FTI CONSULTING, INC. TO PROVIDE CONSULTING SERVICES TO THE
DEBTORS NUNC PRO TUNC TO THE PETITION DATE

The above-captioned debtors and debtors in possession (collectively, the “Debtors™), by
and through their undersigned proposed attorneys, hereby submit this application (this
“Application”), pursuant to sections 327(a) and 328(a) of title 11 of the United States Code, 11

US.C. § 101 ef seq, as amended (the “Bankruptcy Code”) for the entry of an order

(1) authorizing the Debtors to employ and retain FTI Consulting, Inc. (“FII”) to provide
consulting services to the Debtors, nunc pro tunc to the Petition Date (as hereinafter defined);
(ii) approving the terms and conditions under which FTI will be retained and compensated; and
(iii) granting related relief. In Support of this Application, the Debtors rely upon and incorporate
by reference the Affidavit of Mark Grover (the “Grover Affidavit”), attached hereto as Exhibit
“A”. In support of this Application, the Debtors respectfully represent as follows:
Jurisdiction
1. The Court has jurisdiction to consider this matter pursuant to 28 U.S.C. §§ 157

and 1334. This matter is a core proceeding within the meaning of 28 U.S.C. § 157(b)(2).

! The Debtors and the last four digits of their respective taxpayer identification numbers are as follows:
MES International, Inc. (1964); GSI Group Inc. (0412); and GSI Group Corporation (9358). The Debtors’
headquarters is located at 125 Middlesex Turnpike, Bedford, MA 01730.
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2. Venue is proper in this district pursuant to 28 U.S.C. §§ 1408 and 1409.
3. The statutory bases for the relief requested herein are sections 327(a) and 328(a)
of the Bankruptcy Code and Rule 2014 of the Federal Rules of Bankruptcy Procedure (the

“Bankrupicy Rules™).

Background
A. Company Overview

4, On November 20, 2009 (the “Petition Date”), each of the Debtors filed a
voluntary petition for relief with the Court under chapter 11 of the Bankruptcy Code. The
Debtors continue to operate their businesses as debtors in possession pursuant to sections
1107(a) and 1108 of the Bankruptcy Code. No request for the appointment of a trustee or

examiner has been made in these chapter 11 cases (the “Chapter 11 Cases™) and, as of the date of

the filing of this Motion, no official committees have been appointed or designated. On the
Petition Date, the Debtors sought procedural consolidation and joint administration of the
Chapter 11 Cases.

5. As more particularly described in the Declaration of Sergio Edelstein, the

Debtors’ President and CEO filed on the Petition Date (the “Edelstein Declaration™), the Debtors

in these cases are comprised of three entities within a corporate family led by parent company
GSI Group Inc. (“Holdings™). The Debtors consist of Holdings, its wholly owned subsidiary
GSI Group Corporation (“GSI”), and MES International, Inc. (“MES”), itself an indirect wholly
owned subsidiary of GSI. Holdings has ten other U.S. and nineteen foreign subsidiaries and one
joint venture which have not filed for chapter 11 protection and are not debtors in the Chapter 11
Cases.

6. Holdings, together with its debtor and non-debtor subsidiaries (collectively, the

“Company”) designs, develops, manufactures and sells photonics-based solutions (consisting of
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lasers, laser systems and electro-optical components), precision motion devices, associated
precision motion control technology and systems. The Company’s customers incorporate its
technology into their products or manufacturing processes for a wide range of applications across
multiple markets, including: industrial, scientific, electronics, semiconductor, medical and
acrospace. The Company’s products enable customers to implement advanced manufacturing
processes, to make advances in materials and processing technology, and to meet extremely
precise manufacturing specifications, including device complexity and miniaturization.

7. The Company, headquartered in Bedford, Massachusetts, sells worldwide with a
direct sales force and through distributors and sales agents. The Company has manufacturing,
research and development sites in several states in North America, as well as in the United
Kingdom, China and Germany. Additional sales, service and applications sites are located in
multiple locations throughout Asia and around the world. The Company employs approximately
1,300 full and part-time employees.

8. In August 2008, the Company acquired Excel Technology, Inc. (“Excel”), a
designer, manufacturer and marketer of photonics-based solutions. Prior to the acquisition,
Excel, which is not a debtor in the Chapter 11 Cases, was headquartered in East Setauket, New
York. Excel manufactures its products in plants located in the United States and Germany, and

sells its products to customers worldwide, both directly and indirectly through resellers and

distributors.
B. Prepetition Financing
9. The Debtors have no material secured debt. In August 2008, in order to finance a

portion of the Excel acquisition, GSI issued and sold to various investors $210.0 million of
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unsecured senior notes at a fixed interest rate of 11% per annum due 2013 (the “Senior Notes™),
which are guaranteed by Holdings and certain of Holdings’ U.S. subsidiaries.
C. Events Leading to the Commencement of the Chapter 11 Cases

10.  As detailed in the Edelstein Declaration, delays in the integration of the financial
accounting systems of Holdings and Excel immediately following the acquisition of Excel in
2008 initially led to a delay of several weeks in the preparation of Holdings’ Quarterly Report on

Form 10-Q for the quarterly period ended September 26, 2008 (the “2008 Q3 Report”). Shortly

thereafter and prior to filing the 2008 Q3 Report, on December 4, 2008, Holdings announced that
it had identified potential errors in the recognition of revenue related to sales to a customer in the
first and second fiscal quarters of 2008 in Holdings® Semiconductor Systems Segment, which
were brought to the attention of the Audit Committee of Holdings’ Board of Directors (the

“Audit Committee”) by Holdings’ management. Following an initial review, the Audit

Committee, in consultation with Holdings® outside legal counsel and its independent auditors,
Ernst & Young, determined that it was appropriate to undertake an independent review of the
potential revenue recognition issues brought to its attention. In connection therewith, the lAudit
Committee subsequently voluntarily expanded its review of sales transactions in the Company’s
Semiconductor Systems Segment, along with other sales transactions that contained
arrangements with multiple deliverables for fiscal years 2006, 2007 and 2008. Between
December 4, 2008 and March 30, 2009, Holdings announced that it had identified errors relating
to the timing of revenue recognition relating to certain sales to customers in the Semiconductor
Systems Segment during fiscal years 2006, 2007 and 2008 and that, as a result, the previously

issued interim and annual financial statements for these years should not be relied upon.
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11.  In December of 2008, certain holders of the Senior Notes alleged that Holdings
had failed to comply with the covenant in Section 4.02 of the indenture for the Senior Notes (the
“Indenture”) as a result of Holdings® failure to timely file its 2008 Q3 Report with the U.S.
Securities and Exchange Commission. These holders further alleged that, if such failure
continued for 60 days from the date that Holdings received notices of failure from Holders
comprising at least 25% of the aggregate amount of Senior Notes then outstanding, then such
failure would constitute an event of default.

12.  As a result of these events, Holdings began engaging in ongoing discussions with
certain holders of the Senior Notes. On February 11, 2009, Holdings announced that it entered
into a forbearance agreement with certain entities holding greater than 75% of the outstanding

aggregate principal amount of the Senior Notes (the “Senior Notcholders™). Thereafter, the

Company continued to engage in negotiations that ultimately led in June 2009 to an agreement
on a non-binding term sheet with the Senior Noteholders to consensually restructure the
Company’s outstanding obligations under the Senior Notes. Since that time, Holdings has
conducted an extensive process to identify possible alternatives to the transactions described in
the Plan (as hereinafter defined), and has concluded that the transactions described in the Plan
provide the highest and best treatment for all creditors of the Debtors’ estates, Holdings’
shareholders and the Company’s customers, vendors and employees.

13. On November 19, 2009, the Debtors and the Senior Noteholders entered into a
Plan Support Agreement. Pursuant to the Plan Support Agreement, holders of 88.1% of the
outstanding principal amount of the Senior Notes have agreed to support the Joint Chapter 11
Plan of Reorganization for MES International, Inc., GSI Group Inc. and GSI Group Corporation

(the “Plan™) which was filed in the Chapter 11 Cases on the Petition Date, to the extent the
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Debtors continue to comply with the terms and conditions of the Plan Support Agreement.
Pursuant to the Plan, the Senior Notes, together with an additional unsecured note payable by
GSI to a foreign subsidiary of Holdings (the “GSI UK Note™), will be converted to (a) a payment
in cash for certain accrued and unpaid interest (at the non-default rate), fees, expenses (including,
without limitation, all amounts payable to the trustee under the Indenture) and all other amounts
(other than principal) due to the extent such amounts are unpaid as of the Effective Date; (b) new
common shares equal to 81.4% of the outstanding capital stock of reorganized Holdings*; and
(c) new secured notes in the approximate amount of $104,100,000°, resulting in the reduction of
the Debtors’ funded indebtedness by more than $125,000,000 and leaving the Debtors’
remaining debt, including all vendor payables and all or substantially all other claims,
unimpaired under the Plan. The Debtors filed the Chapter 11 Cases to implement the Plan.

14.  The Debtors have met their obligations as they have come due. The Debtors have
had sufficient cash from operations to meet their obligations arising prior to their filing of the
Plan and believe that they will continue to have sufficient cash to readily pay when due all
ordinary course obligations arising after the commencement of the Chapter 11 Cases.

15.  The Debtors are making every effort to commence and implement these cases
with as little disruption as possible to their highly valued customers, employees and vendors.
Additional information regarding the Debtors and the Company, and the background to the

Debtors’ bankruptcy filing, is set forth in the Edelstein Declaration filed on the Petition Date.

z Specifically, the holders of Senior Notes will receive approximately 74.3% of the outstanding capital stock
of reorganized Holdings, and the holder of the GSI UK Note will receive approximately 7.1% of the
outstanding capital stock of reorganized Holdings.

* Specifically, holders of the Senior Notes will receive new secured notes in the approximate aggregate

amount of $95 million, and the holder of the GSI UK Note will receive new secured notes in the
approximate aggregate amount of $9,1 million.
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