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In Memory Of — DR. RICHARD J. CLEVELAND

On June 11, 2002, Dr. Richard J. Cleveland passed away following a lengthy illness. Dick was a member
of Candela’s Board of Directors for eight years. His perspective, personal integrity, and keen sense of
responsibility were traits that assisted us greatly in our deliberations. He will be missed as a colleague
and a friend. Gerard E. Puorro, President & CEO

All statements, trend analysis, and other information contained in the following discussion relative to markets for our products and trends in revenue, gross margins,
and anticipated expense levels, as well as other statements including words such as “anticipate”, “believe”, “plan”, “estimate”, “expect”, and “intend” and other similar
expressions constitute forward-looking statements. These forward-looking statements are subject to business and economic risks and uncertainties, and our actual results
of operations may differ materially from those contained in the forward-looking statements. Factors that could cause or contribute to such differences include, but are
not limited to, those discussed herein as well as other risks and uncertainties referenced in this annual report.
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Investor Relations
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530 Boston Post Road
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the Securities and Exchange
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from Investor Relations.
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LETTER TO SHAREHOLDERS
In last year’s Letter to Shareholders, I predicted it would be the second half of calendar year

2002 before we returned to a sustainable pattern of growth. I am proud to report that we
are a quarter ahead of that prediction, with our June quarter generating over $20 million

in sales and a return to profitability.

Seasonally, the July to September quarter is the slowest in our industry. Last year,
the July to September quarter was directly impacted by continued lackluster sales

by PS&S, our former distribution partner in North American non-core markets
and,while not quantifiable, the events of September 11, 2001.

In order to correct our distribution problem, we terminated PS&S,
appointed a new Vice President of North American Sales, appointed new
Regional Sales Managers on the East and West Coasts of the United
States, and began to dramatically expand our direct sales force in North
America. Those actions brought immediate results as our top line grew
from $10 million, to $14 million, to $16 million, to $20 million, and a
return to profitability. 

While we were growing our revenue and returning to profitability,
several events took place.

• During October, the FDA approved our C-beam™ for the treatment
of periocular wrinkles. The C-beam had previously been approved for
psoriasis and rosacea.  

• Also in October, our Board of Directors authorized an extension to
our open market stock repurchase program. During fiscal year 2002,
we repurchased 1,250,000 shares.

• In February, we introduced Candela Financial Services as part of a
campaign to capitalize on the unmet needs of physician practices, and
drive adoption of our new product applications.

• Also in February, the FDA cleared our Vbeam® for the treatment of
wrinkles.

• Continuing in February, the FDA cleared our Smoothbeam™ for periorbital
wrinkles. Smoothbeam is the first diode laser to receive such clearances and

its portability and affordability make it a highly desired device.

• In April, we announced a series of cost containment actions to accelerate our
return to profitability.

As we head into fiscal year 2003, we are confident that our state-of-the-art product line
with its numerous choices and applications, in the hands of our strengthened distribution

channels, will allow us to grow both our top and bottom lines, leading to enhanced
shareholder value.

Gerard E. Puorro
President & CEO

Gerard E. Puorro
President & Chief Executive Officer
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In Memory Of — DR. RICHARD J. CLEVELAND

On June 11, 2002, Dr. Richard J. Cleveland passed away following a lengthy illness. Dick was a member
of Candela’s Board of Directors for eight years. His perspective, personal integrity, and keen sense of
responsibility were traits that assisted us greatly in our deliberations. He will be missed as a colleague
and a friend. Gerard E. Puorro, President & CEO

All statements, trend analysis, and other information contained in the following discussion relative to markets for our products and trends in revenue, gross margins,
and anticipated expense levels, as well as other statements including words such as “anticipate”, “believe”, “plan”, “estimate”, “expect”, and “intend” and other similar
expressions constitute forward-looking statements. These forward-looking statements are subject to business and economic risks and uncertainties, and our actual results
of operations may differ materially from those contained in the forward-looking statements. Factors that could cause or contribute to such differences include, but are
not limited to, those discussed herein as well as other risks and uncertainties referenced in this annual report.
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LETTER TO SHAREHOLDERS
In last year’s Letter to Shareholders, I predicted it would be the second half of calendar year

2002 before we returned to a sustainable pattern of growth. I am proud to report that we
are a quarter ahead of that prediction, with our June quarter generating over $20 million

in sales and a return to profitability.

Seasonally, the July to September quarter is the slowest in our industry. Last year,
the July to September quarter was directly impacted by continued lackluster sales

by PS&S, our former distribution partner in North American non-core markets
and,while not quantifiable, the events of September 11, 2001.

In order to correct our distribution problem, we terminated PS&S,
appointed a new Vice President of North American Sales, appointed new
Regional Sales Managers on the East and West Coasts of the United
States, and began to dramatically expand our direct sales force in North
America. Those actions brought immediate results as our top line grew
from $10 million, to $14 million, to $16 million, to $20 million, and a
return to profitability. 

While we were growing our revenue and returning to profitability,
several events took place.

• During October, the FDA approved our C-beam™ for the treatment
of periocular wrinkles. The C-beam had previously been approved for
psoriasis and rosacea.  

• Also in October, our Board of Directors authorized an extension to
our open market stock repurchase program. During fiscal year 2002,
we repurchased 1,250,000 shares.

• In February, we introduced Candela Financial Services as part of a
campaign to capitalize on the unmet needs of physician practices, and
drive adoption of our new product applications.

• Also in February, the FDA cleared our Vbeam® for the treatment of
wrinkles.

• Continuing in February, the FDA cleared our Smoothbeam™ for periorbital
wrinkles. Smoothbeam is the first diode laser to receive such clearances and

its portability and affordability make it a highly desired device.

• In April, we announced a series of cost containment actions to accelerate our
return to profitability.

As we head into fiscal year 2003, we are confident that our state-of-the-art product line
with its numerous choices and applications, in the hands of our strengthened distribution

channels, will allow us to grow both our top and bottom lines, leading to enhanced
shareholder value.

Gerard E. Puorro
President & CEO

Gerard E. Puorro
President & Chief Executive Officer
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